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NOTES

_ Budget projections are given by fiscal year. Economc
projections are given by calendar year, unless Otherw se
noted. Through 1976, fiscal years extend fromJuly 1 to
June 30 of the next calendar year. In 1977 and subsequent
fiscal years, the year will bégin on Qctober 1 and end
Septenber 3. The July 1-September 30, 1976, period between
the end of fiscal year 1976 and the beginning of fiscal year
1977 is called the transition quarter.

- Al budget classifications used inthis report

i ncluding functional classifications, are consistent wth
those used in the Presidential budget docunents for 1976,
and differ slightly fromthose in the 1977 Presidential
budget docunentss.

@ oss National Product and other national incone
account itens do not reflect forthcomng February, 1976,
benchmark vevisions.

Details in tables may not add to totals due to
roundi ng.

[414)



PREFACE

As required by section 308(c) of the Congressional Budget and
| npoundnent  Control” Act of 1974 (P.L. 93-344), 'this report by the
Congressional Budget Cffice projects for a period of five fiscal
years:

(1) total new budget authority and total outlays for each
fiscal year in such period;

(2 revenues to be received and the major sources thereof,
angl the surplus or deficit, if any, for each fiscal year;
an |

(3 tax expenditures for each fiscal year.

The Act requires this report to be issued as soon as practicable
after the beginning of each fiscal year. Since the report is to
make a five-year BFOJ ection of com?leted Congressional ~ budget action,
its jssuance has peen delayed until the Congress has substantially

conpleted its action on the fiscal year 1976 budget.

The prlma\% purpose of these projections is to provide a baseline
fromwhi ch the n%ress can consider budget alternatives in its
deliberations on the next annual budget. A longer-term framework
|'s needed in making annual budget chdices because these decisions
frequent|y have 1ittle inpact on the budget in the short-run but
can influence Significantly relative budget priorities over a period
of several years.

~ The grOJ ections presented in this report are based on the
estimated budget revenues and outlays specified in the Second

Concurrent ReSolution on the Budget--Fiscal Year 1976 (H Con. Res. 466)
and use a "no new poticy change" concept for the 1977-1981 estimates.
The projections represent only the estimated costs of continuing

on- goi nP federal prograns and activities at 1976 levels, a,d! ust ed

for “inflation, but without any new policy initiatives to either expand
or contract the budget., Thus, the budget estinmates presented in

th(lesle projections are in no sense inevitable or estimtes of what

wi |l occur,

, ' would el come any comments and sug?estlons for inprovements
in future five-year projections of the budget. Qur objective is to
make these projections as useful as possible to Menbers of Congress,
Congressional staffs and others interested in the new Congressional

budget process.

Alice M Rivlin
D rector

January 26, 1976
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SUMVARY

This report presents estinates of what woul d happen to the
federal budget over the next five years (fiscal years 1977-81) under
speci fied economc conditions if spend|n? and taxing policies were
continued unchanged. That is, it projects the costS of caontinuing
federal prograns "and activities at 1976 levels, allowing for such
factors as inflation and increases in the nunber of persons entitled
to benefits, but not for any new programinitiatives. Similarly, it

projects the revenues that ‘would be “generated if current tax |aws
rerai ned unchanged.

_In general, the projections indicate that if services were
continued at their present levels:

0 Federal spending woyld grow about 50 percent by 1981, as the

econony grows and prices rise, even if current "policies were
not changed.

0 Receipts would rise somewhat nore rapidty than outlays,
largely because inflation and growh in real income would push
i ndividual s into higher tax brackets

0 The faster the econony grows —and the nore rapid inflation
—the faster the budget would shift fromdeficit to surplus.

The projections also indicate that the relative shares of the
federal budget atlocated to broad categories of spending would remain
relatively constant, although sone changes would occur. = For exanpl e:

0 The share allocated to defense would remain at its present

Tevel of between 24 and 25 percent of the budget, conpared to
44 percent in 199,

0 Benefit paynents for individuals, such as veterans' benefits

and social " security, would rise only sI|ghtI¥,_fron144 to 46
percent of the buddet, conpared to 28 percent in 199,

Changes coul d be expected in the shares of revenues generated
thrquqh personal incone taxes, corporate profits taxes, and payroll
(social Insurance) taxes, again largely because inflation and real
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growth in incones would push individuals into higher tax brackets.
Thus:

0 The share of revenues derived from personal income tax
col I ections woul d increase, fromabout 45 percent in 1976 to
between 50 and 51 percent in 1981

0 The share derived fromcorporate profits taxes would rise only
slightly, to 14 or 15 percent by 1981 after declining from
19.5 to 13 percent betueen 1969 and 1976.

0 The relative ﬁrovxth In collections frompayrolt taxes woul d
cease, With the share raised through thi's source declining
from 31 to between 27 and 29 percent between 1976 and 1931

The anmount of outlays required to sustain services at current
levels and the amount of revenues collected, of course, depend on
overall econom c conditions. Because of the uncertainty of the
econon ¢ outlook, the CBO calculated itS projections under two sets of
assunptions. The first, path A assumes a strong recovery fromthe
current recession With the unemployment rate falling to 4.5 percent in
1980 and 1981 Under the second, path B, recovery woul d not be quite
as strong._ the unenpl oynent rate would fall to Lust,bel ow 6 percent
by 1981 ~The rate of inflation would remain at the historically high
Tevels of 6 to 7 percent under path A and woul d be somewhat | ower
under path B.

These are only two of many possible Eat hs that the econony m ght
fol low they are not predictions or targets. Neither is a necessary
or predicted consequence of the spendi n% and taxing projections
associated with it. Indeed, neither path is |ikelyto result unless
private sector spending i S exceptionally strong and unless changes
are, in fact, nade in current governnent economc poticies. However,
these projections 0o P[OVI de a useful benchmark against which the
effects of newinitiatives can be measured. Further, they illustrate
the effects of continuing current policies under different economc
conditions. FOr example:

0 Federal outlays woul d decline under path A from24 to 19
Eercent of G oss National Product (QG\P) between fiscal years
976 and 1981, under path B, the decline would be to 21
per cent .

0 Receipts would rise from19 to 22 percent of G\P under path A
and to 21 percent under path B.

0 The deficit would di sappear by 1979 under path A but not
until after 1981 under path B.

™M



Fi ve-Year Budget Projections
(Fiscalyears, in billions of dollars)

1977 1981
1976  Path A Path B Path A Path B

Total outlays 375 045 560 563
Total receipts 301 383 360 652 550
Budget deficit 74 37 65 — 13

or surplus -- — 92 ~-
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CHAPTER |
| NTRCDUCTI N AND OVERVI EW

In considering proposed changes in federal spendln? or taxing

Brograns, it is inportant to know what woul d happen to the federal

udget if current policies were to be continued unchanged. Wthout
any alteration in legislationor policy, budget figures can shift from
one year to the next.” For example, social Security payments nay rise
because nore el derly people c|a|n15enef|ts; or, income tax collections
my fall because fewer people are enployed. Careful consideration of
the base fromwhich a budgetary change 1s to be made contributes to
the soundness of budgetary decisions.

Moreover, it is desirable to assess the inplications of existing
budgetary commtments for several years in the future before deciding
to maintain or alter those conmtnents. Annual budget decisions often
have 1ittle short-run inpact on bud%et totals or on the conposition of
the budget, but in the l'onger run, they can significantly influence
both the size of the budget and the relative priorities It implies.

As a preparatory step toward Congressional action on the budget
for fiscal year 1977, thi's report presents projections through fiscal
year 1981 of federal spending and receipts, developed on the
assunption that current policies will cont]nue uncﬁanged. The bud?et
totals presented in these projections are in no sense inevitable; They
are intended neither as budget recommendations nor as predictions of
what will actual |y occur. ey are intended sinply to provide a
useful analytical base fromwhich various budget alternatives may be
judged.

Basi s of Projections

~The projections presented in this report are estimates of the
receipts and outlays that would occur if present tax laws and all
ongoi ng federal prograns were to continue to operate for five nore
years at the levels specified for fiscal year 1976 (and the July-
Septenber, 1976, transition quarter) in the Second Concurrent
?Siglution on the 1976 Budget adopted by the Congress on Decenber 12,

(1)
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In the case of receipts, the basic assunption is a simple One:
present tax laws are assuned to continue in force. In particular, the
provisions of the Tax Reduction Act of 1975 ,(adoh)ted in Mrch) are
assumed to continue in effect througq7h 1981, in the manner provided for
in the Revenue Adjustment Act of 19/5 (adopted in Decenber), which
extended nost provisions of the original tax cut for six months.

In the case of spending, the basic assunptions are necessarily
mre complicated:

0 The statutory authority for many federal programs will expire
within a few years. ese authorizations are assuned to be
routinely renewed, except for progranms that are clearly of a
one-time nature (temporary study commissions, for exanple).
General revenue sharing and several tenporary enploynent
assistance prograns are assuned to be renewed.

0 The costs of a few federal pro?(arrs (notably general revenue
sharing) are specified by existing |aw also, there are
statutory ceilings on outlays for sone programs, such as
social ‘services grants. These programs are assunmed to remain
at their statutory levels.

0 Sone federal programs -- such as interest on the public debt,
medi care and medicaid, and unenployment insurance — are open-
ended, in the sense that their costs are determned primarily
by population changes or economc factors (or by state and
| ocal governnents, which establish benefit leveis for
unemployment insurance and public assistance). Estimtes were
made of the inpact on these prograns of specific economc
aﬁsunptlons (discussed bel ow) and anticipated popul ation
changes.

0 Existing laws provide for automatic cost-of-living ad&,ust ments
of sone sort for virtually all federal prograns providing
di rect benef|tv\ﬁaynents to individuals, except veterans'
programs (for wnich benefit adjustnents are legislated
periodipall)(]). Even where cost-of-living adjustments are not
automatic, however, they are assumed to occur for these
programs.

0 For other programs (direct federal operations and many grants
to state and l'ocal governments), program levels are
discretionary; that is, outlays depend on the amount Congress
chooses to authorize and appropriate each year. There is no
requirement that appropriations for such prograns receive
inflation adjustnents. ~ Since much of the budget responds
automatically to inflation, however, it seens useful to assume
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inflation adjustments in these prograns as well, in order to
have a consi stent baseline against which to measure changes in
both discretionary and nondiscretionary prograns.

0o The prc%Jchons assune no change in military or civilian

federal enploynent and virtually no change in the real volume
of ,orocurement fromfiscal year 1976 levels. Federal pay
scales are assumed to be adjusted annually in accordance with
the Federal Pay Comparability Act of 1970, while costs of
federal procurément are assuned to rise in proportion to
inflation in the private sector of the econon&/h. The
projections assume a 12 percent increase in (ctober, 1976, for
general schedul e and military pay. This includes a 3.7
percent "catch-up" from the Cctober, 1975, pay adj ustnent,
whi ch was bel ow comparability with the private sector.

In sunmary the spending projections assume that all current
programs wi |l “continue (except where they are clearly temporary), that
allowance will be made for inflation in’all prograns (except where
ceilings are inposed by law), and that open-ended claims on the
federal Treasurk/, such as interest on the public debt and social
security payments, will respond to assumed econonic and population
changes in essentially the same way they have responded to such
changes in the past.

Economic Assumptions

~ Inflation, unemployment rates, and other levels of economc¢
activity strongly affect both receipts and outlays. In order to
devel OB budget projections, therefore, explicit assunptions mst be
made apbout v/hat will happen to the econony over the next five years.
In viewof the uncertainty surrounding the econom ¢ outl ook, this
report presents hudget projections on the basis of two sets of
economi ¢ assunptions, designated path Aand path B.

~ Path A assumes strong recovery fromthe current recession.  Under
this path the rate of increase in constant-dollar or real @oss
National Product (6N) would be 7 percent in 1977 and 1978 and would
average 6 percent over the five-year period.2 The unenpl oyment rate
woul d dro,o to 45 percent in 1980 and 1981  Inflation would remain at
historically high Tevels of 6 to 7 percent. _The average increase in
current-dollar woul d be 13 percent (see Table 1.

_ Under path B, recovery would not be quite as strong. The rate of
increase of G\P woul d dip ‘below 4 percent in 1977 and average about 5
percent over the five years. The unenploynent rate would be just



Table 1.—Alternative Economic Assumptions, 1975-81

(Calendar years)
Average
Sdected economic variables 1975 1976 1977 1978 1979 1980 1981 _annu
increase
197581
Path A— 6 percent real GNP growth :
Current dollar GNP (in billions) - . ... 1,476 1, 695 1,933 2, 205 2,485 2, 780 3,075 13. 0%
Real GNP (1958 dollars in billions)... .. 796 856 916 980 1,036 1, 085 1, 126 6.0
Unemployment rate (percent)-.._..____. 8.5 7.4 6.4 5.4 4.8 4.5 4.5 ...
Rates of change (percent) :
Real GNP —3.1 7.5 7.0 7.0 5.7 4.7 3.8 6.0
GNP deflator_ ..o oo ._ 8.9 6.7 6.6 6.6 6.6 6.6 6.6 6.7
Consumer priceindeX.- ... _..___ 9.2 7.2 7.1 7.0 6.8 6.6 6.6 7.0
Path B—5 percent real GNP growth :
Current dollar GNP (in billions) ___ _____ 1,476 1, 675 1, 845 2, 050 2, 270 2, 500 2,755 11. 0%
Real GNP (1958 dollars in billions) 796 847 880 922 968 1,015 1, 065 5.0
Unemployment rate (percent)__________. 8.5 7.7 7.5 7.1 6.7 6.3 5.9 ) .-
Rates of change (percent) :
Rea GNP._ .. o —3.1 6.4 3.9 4.8 5.0 4.9 4.9 5.0
GNP deflator. . __ __ .. 8.9 6.7 6.1 6.0 5.5 5.0 5.0 5.8
Consumer price index_ . ... _._. 9.2 7.2 6.9 59 5.6 4.8 5.0 6.0
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pelow 6 Percent in 1981 Inflation rates woul d be somewhat Tower than
under path A particularly in 1980 and 198l. Current-dollar G\P woul d
Increase at an 11 percent average annual rate.3

In terns of economc growth, neither of these assumed paths coul d
be described as ﬁ)esm mstic. The rate of real economc growh assumed
for path B, the less rapid of the two, is close to the most rapid
five-year econonic ?rov\t_h rate actually experienced Since World Vér
[I. “In terns of inflation and pnemp]o%men_t rates, however, both paths
may be considered as di sappointing. The five-year average inflation
rate under path A and the five-year average unenployment rate under
path B would be higher than experienced in the last 30 years.

Chart 1 conpares real G\P (in constant 1958 dol | ars) under paths
Aand Bwith potential full-employment GNP (assumng a constant 4
ercent unenployment rate). Potential output is assuned to ?rowb
.75 percent a year from 1976 through 198L  Under path A real QN
reaches the area of full-employment by 1980 Under path 3 it is still
some distance away at the end of 1981

Several points concerning these economc assunptions shoul d be
enphasi zed.  First, neither set is an economc forecast in the sense
of being the best estimate of the Congressional Budget Cifice of how
the econonY is |ikely to behave over the projection period. Rather,
these are two of many possible paths that the econony could follow
during the next several years. Nothing explicit has been assumed
about the sources of econom ¢ demand necessary to generate either of
these growth paths.

Second, neither path is intended to represent a necessary or
ﬁgredicted consequence of the budgetary projections associated with it.
he bud?et projections sinply show what the federal budget would look
like (if services were maintained at current levels) if the econony
somehow -- as a result of foreign demands, nonetary policy, or Sone
other devel opments —achieved path A or path B. “These dpr01 ections do
not necessarily represent the budgetary policy that would be required
to achieve either path under particular assunptions about the rest of
the econony. Indeed, it should be pointed out that unless nonfederal
sgendl Ng proves exceptionally strong, sustained economc recovery from
the recession -- especially at the rates assumed in path A —would
not be possible if current ‘government taxing and spending policies are
in fact continued unchanged.” Pl ausible assunptions abouf nonfederal
spending point to the conclusion that a more expansionary fiscal
policy than that represented by these budtget projections would be
necessary to achieve path A the higher of the two paths. Even to
achieve'path B, more fiscal stinulus would probably be required in the
later years of the period.
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CHART 1.

ACTUAL AND POTENTIAL
GNP, 1972 - 1981
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The shaded areas represent the short fall of projected actual GNP
from its potential full-employment level (at 4% unemployment) re-
sulting from the 1974-75 recession. Potential real GNP is assumed
to increase by 3.75% from 1976 through 1981.
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Third, the tv/o economc paths are basically trend projections.
Cyclical movenents in the econony are largely ignored. Long-run
historical patterns and relationships were used to generate the
allocation of income shares, the required noney stock growth, and
other variables needed to project budget revenues and outlays. In
both projections, corporate profits do have a cyclical element in that
the exceptionally raﬁ|d growh rates assumed for 1976 and 1977 reflect
their recovery fromthe low level of 1975 Also, path B shows some
|sltowdown in economc growth in 1977 with a resunption in 1978 and
ater years.

Finally, neither path should be considered as a recomended or
"target" path. The Congressional Budget Gfice makes no policy
recommendations. It is possible for fiscal and nmonetary policies (o
other forces) to decrease unemployment faster than is assumed under
path A but presumably at a cost of more rapid inflation. Similarly,
It is possible for fiscal and monetary policies to hold inflation
below the rates assumed under path B~ but at a cost of higher
unemployment. The purpose of the two alternative paths iS simply to
illustrate the effect of different economc assunptions on budget
proj ecti ons.

Budget  Projections

Qutlays. Total federal outlays are projected to be $560 billion
under ~pa and_$563 biltion under path B by 1931 if current policies
are continued. This would be an increase of $18 billion to 3188
billion above the level specified in the second concurrent resolution
($3/ billion), or an 8 percent average annual rate of increase.

Under path A federal outlays would decline from24 percent of
Scurrent dollar) G\P in fiscal year 1976 to 19 percent in fiscal year
98l. Because G\P is Tower under path B, the decline in outlays as a
percentage of G\P under this path is only to 21 percent by 1981

Although the dollar amount of total outlays under both paths
reach roughly the same level in 1981, the growth of outlays during the
five years follows slightly different patterns. Federal ‘outlays would
be somewhat higher if services were maintained at current levels from
1977 through 1981 for path B primarily due to higher outlays for
unenpl oyment Prograns and interest on the debt. 1981, however, the
higher Trate of inflation under path A causes outlays under that path
to begin to catch up with path B outlays.

Receipts. Under path A receipts from federal taxes would rise
from $30T BTTion in 1&5)76 to $52 billion in 198l Recei ﬁtS woul d rise
faster than the G\P, largely because inflation and growth in real

i ncone would push individuals into higher income tax brackets. Under

64-702 O- 76 - 3
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ath A assunptions, federal tax receipts would rise from 19 percent of
P in 1976 to 22 percent in 1%L Under oath B, tax receipts woul d

be |ower because real incone and inflation are assuned to be |ower,

but would sti11 rise more rapidly than G\P over the five-year period.

Deficits and Budget Margins. In fiscal year 1976, federal
outlays are expected t0 exceed receipts by $4 billion. This deficit
results largely fromthe fact that recesSion has reduced federal tax
receipts and increased federal outlays for some types of expenditures
such as unemnloyment compensation.

~ Under path A —the stronger recovery assunption — the federal
deficit would fall to $37 bitiion in 1977 and be entlrel?/ el i mnat ed
in 1979, By 1981 the budget shows a potential surplus of $92 billion.
Under path'B -- the slower recovery assunption —the deficit would be
$65 billion in 1977 and woul d not disappear until after 1981 It nust
be enphasized that it is unlikely that either of these results,
e_SPeCI al |y the budget margins shown for path A woul d actual |y occur
W thout a'nmore expansionary fiscal policy than that represented by a
budget that maintains services at current |evels. These budget
projections are shown in Table 2.

These projections illustrate some facts about the built-in
changes in the federal budget that are useful for policymakers to keep
inmnd As the econony grows and prices rise, federal spending witl
grow even if current policies remain unchanged. Receipts, however,
woul d rise somewhat nore rapidly than outlays. Hence, if policies are
not changed, the current federal deficit would di saPRear over tine.
The fastér the econony grons —and the nore rapid the inflation —
tmhe tfast)er the federal” budget will shift fromdeficit to surplus, (see

art 2).

The Full-Employment Budget

The full-employment budget concept used in recent Presidential
budget s }Frpw des an alternative to view ng the budget in "actual"
terns. This analytical tool makes allowance for the state of the
national econony by ignoring that part of the budget surplus or
deficit attributable to recession or (in an econom c_boon) enpl oynent
at levels above the so-called full-employment level.3 Full-employment
receipts are conputed as the receipts that woul d be generated if the
econony were continually operatin$]at full capacity. Similarly, full-
employment out|ays include only that portion of unemployment benefits
that would be paid if the econony were continually operating at fuil-
employment.



Table 2.—Projections of the Federal Budget, 1977-81

(Fiscal years, in billions of dollars)

orsurplus - ...

Transition Projections
Categories 1975 1976 quarter
actual edimate estimate
1977 1978 1979 1980 1981
Path A — 6 percent real GNP growth:
Tota outlays. - ... _._. - 324.6 374 9 1001 7 419.9 448 480 518
Tota recelptSo.- e 281.0 300 8 86.0 383.3 445 509 577 652
Budget deficit- ... ___ 43.6 74.1 15.7 36.6 G 2 e O
OF SUMPIUS oo oo ciemeecd ool il el el L 29 58 92
Path B — 5 percent real GNP growth :
Total outlays. . -- R 324.6 374.9 101.7 424.9 464 495 530 “ 563
Total receipts - 281.0 300. 8 86. 0 360.0 401 448 497 550
Budget deficit. ... . ... 43 6 74.1 15.7 64.9 63 47 33 13




CHART 2.
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~ The differences between the adjusted receipts and outlay
estimates are called full-employment budget margins. Changes in the
margins fromone year to the next provide a rough measure of the
inpact of the budget on the econony. A decrease in the margin
indicates fiscal stimulus; an increase indicates restraint.

Table 3 shows full-employment budget projections for 1975 through
1981 For 1976, the totals set in the second” concurrent resolution
result in an $2 billion full-employment budget surplus. Under path A
econom ¢ .assunptions, this surplus increases to $116 billion by 1981
--assumng no changes in current |awor budget policy. Under 'path B
assunptions it riseS to $8 billion.

The Composition of Spending and Taxes

Between 1969 and 1975, the defense budget declined from about 44
to 27 percent of total federal outlays. For 1976, the second
concurrent resolution sets a defense “ceiling that amounts to 25
percent of total outlays. The baseline Pij ections show defense
outlays maintaining a relatively constant share of projected total
outlays: 25 percent in 1931 under path A and 24 percent under path B.

The decline in the relative share of defense outlays between 1969
and 1975 was al nost exactly matched by an increase in the relative
share of outlays for individuals, which rose from 28 to 44 percent of
total budget outlays. Mich of this increase resulted from enact ment
of policy initiatives, rather than frombuilt-in nondiscretionary
increases in numbers of eligible beneficiaries or automatic cost-of-
living increases. Thus, on a no-newinitiatives basis, the projected
share of total outlays devoted to payments for individuals would rise
mre gradually than it has since 199 reaching 47 percent in 1981
under path A and 46 percent under path B

~ Oher types of federal spending have, in the aggregate,
maintained a fairly constant share of total spending in recent years,
and this share is projected to remain reasonably constant through
1981.  Further details on the conposition of the spending projections
are provided in the next chapter.

The personal income tax has been the nost inportant source of
federal receipts since World Vr |1, supplying about 45 percent of
total receipts over the past two decades. On a no-newinitiatives
basi s, however -- that is, in the absence of periodic tax cuts such as
we have had in the past —inflation and real growh will push
individuals into higher tax brackets over time, therefore, personal



Table 3.—Full-Employment Receipts and Outlays

(Fisca years, in hillions of dollars)

. Transition Projections
Categories 1975 1976 quarter
actual estimate estimate
1977 1978 1979 1980 1981

Path A — 6 percent real GNP growth :
Full-employment receipts...._______.__. 338 364 102 438 487 541 604 676
Full-employment outlays * . _______.__. 317 363 9 41 445 479 518 560
Full-employment budget margins___ 21 2 3 26 42 62 86 116
Change from previousyear.......__ —5 —19 | ... +25 +16 +20 +23 +30

Path B — 5 percent real GNP growth:
Full-employment receipts. ... _.__.._.___ 338 364 102 433 479 525 574 625
Full-employment outlays® ._ . . _______ 317 363 9 413 453 485 522 557
Full-employment budget margins___ 21 2 3 20 26 40 52 68
Change from previousyear_....._.. —5 —19 | aaaeoo +18 +6 +14 +13 +16

1 Reflects adjustment for regular unemployment compensation only, athough outlays for many other programs are aso affected by the unemployment rate.

¢l
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income tax collections are projected to increase to 51 percent of
total receipts in 1981 under path A and 50 percent under path B.

Corporate profits taxes declined from 19.5 percent of total tax
collections in 1969 to 13 percent in 1976. In the absence of further
changes in corporate taxation rules, however, corporate Prqflts t ax
collections are projected to rise sonewhat, to 15 percent in 1981
under path A and 14 percent under path B

Payrol | (social insurance) taxes have risen from2l percent of
total receipts in 1969 to nearly 31 percent in 1975, (n a no-new
initiatives basis, however, this relative growth is projected to cease
during the next five years, Wth payroll taxes declining to 27 percent
under path A and 29 percent under path B. Further details on the
revenue projections are provided in Chapter |11,

Tax Expendi tures

‘Tax expenditures are revenue 10sses resulting fromfederal tax
E[OVISIOHS that grant special relief designed to encourage certain
inds of economC behavior by taxpayers or to aid taxpayérs in special
circumstances. Since tax expenditures may be viewed as 1nplicitly
equi val ent to a simultaneous collection of revenue and a direct budget
outlay Of a Tike amount to the beneficiary, they also should be
examned to obtain a conplete picture of the federal budget.

Because the effects of certain tax expenditures are dependent
upon each other, the sinple addition of the separate itens IS not an
accurate measure of the total federal revenue loss. However, the
revenue |osses are certainly in the_neighborhood of one-quarter of
taxes collected. Qurrently, about 75 percent of tax expenditures
accrue directly to individuals and 25 percent to corporations. During
the 1976-81 Perlod, it is projected that these shares will remain
fairly constant.

Foot not es

1. Constant-dollar Or real G\P has been adjusted for infiation, o
"deflated" SO that nmeaningful comparisons can be nade between years.
Current-dollar G\P has not heen adjusted for inflation; it indi‘cates
the actual dollar figure for a given year,

2. Assunptions about najor conponents of national incone,(eé%,
corporate profits and enployee conpensation) are presented in Chapter
I, which contains detailS on the revenue projections. The interest
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rate assunptions are discussed in Chapter I, which deals wth
spending projections.

3. There is sone controversy over what constitutes full-employment
and what the conposition of GHP would be at full-employment. While
the full-employment concept has been conventionally defined in terns
of a hypothetical 4 percent unemployment rate, any other rate would
serve essentially the same purpose, provided that it remained fixed
fromyear to year. Thus, an unemployment rate of 5 percent could be
used,” and woul d result in similar year-to-year changes in the full-
employment budget margins. The full-employment budget estimates shown
(|j nf _Ta,t;l_e 3 are hased on the conventional 4 percent unemployment rate
efinition.



CHAPTER ||
FEDERAL SPENDI NG

This chapter discusses the five-year projections of federal
spending that would occur under alternative economc assunmptions if
current budget policies were to continue unchanged.

Total Federal Spending

Total federal spending increased alnost fivefold between 1955 and
1975 —from $69 billion to $325 billion -- an avera?e annual rate of
increase of 8 percent. As a Percentage of GNP, total federal outlays
rose from 18 percent in 1955 to 22 percent in 1975  For 1976, total
outlays under the second concurrent resolution are estimted to bhe

i I1ion, a 15 percent increase from 1975 and an increase to 24
percent of G\P. The recent rise in federal spending relative to the
size of the econony is largely a result of the recession, which has
(1) raised federal outlays for sone types of sgend| ng, such as
unemployment compensation, and (2 lowered GNP fromwhat it otherw se
woul d be under a fuli-employment econony.

Assuming N0 change in current spending policies, total federal
outlays are projected to increase alnost 590 percent by 1981 to $560
billion under path A and $563 billion under path B. This increase is
less than the assuned rate of growth for GNP so that federal spendi n%
as a percentage of GNP would fall to 19 percent under path A and to 21
percent under path B (G\P is assumed to grow at a |ower rate under
Bath B. Path B outlays exceed those of path A during 1977-81 largely
ecause of greater spending for unenployment conpensation and interest
Payments. Hovwever, path A outlays begin to catc Uﬁ by 1981, due to
he assuned higher rate of inflation under that path.

Major Conponents of Spending

 The conposition of federal spending has changed significantly
during the last 20 years. The relative share of fhe budget allocated
to benefit paynents for individuals and grants to state and local
?overnmsnts has increased substantially, particularly since 19%7. At
he sane tine, the share of the budget” devoted to national defense has
fallen markedly. Spending for other federal prograns, including

(83

64-702 O- 76 - 4
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interest on the debt, has remained a relatively constant share of the
budget. These shifts in the relative shares of budget allocations are
displayed in Charts 3 and 4 and in Table 4.

During the 1976-81 period covered by the projections, however,
there is 1ittle further shift in the relative conposition of the
budget. This reflects the assunption of no policy changes or changes
inexisting laws and the application of relatively uniformprojection
techni ques to the various spending categories.

~ Table 5 presents the five-year budget projections in terns of
five major spending categories under the two sets of alternative
econom ¢ assunpt i ons. e program conponents of each of these major
categories are described below.

National Defense

This category is identical with the national defense budget
function and includes the military activities of the Department of
Defense, military assistance, atomc energy activities, and defense-
related activities of civilian agencies. 'The projections for this
category hold constant, in real terns, the dollar value of resources
to oqerate,_walntaln, and noderni ze defense forces. They are
completely i ndependent of any increase or decrease in external threats
to our national security and do not necessarily inply a constant
def ense capability, constant deterrence | evels, or even constant
defense force levels. The dollar value of the resources required for
a constant defense capablllt¥lnay in fact be quite different from
those projected here, where the ievels approved for 1976 are held
constant ‘in real terms over 1977-81

Estimated outlays for national defense in 1976 under the second
concurrent resolution total $92 billion, which re?resents 25 percent
of the budget. This represents a S|gn|f|cant shift in spending from
20 Years ago, when national defense outlays were more than 50 percent
of the budget. To maintain real defense resources at current levels,
outlays for national defense are projected to rise to $141 billion
under path A (25 percent of the projected budget total) and $136
billion under path B (2 percent of total outlays). As a percentage
of &GP, projected defense outla%s decline from'6 percent in 1976 to 5
percent in 1981, under both path A and path B.

iational defense spending is about equally divided into §D
purchases of goods and services fromthe private sector and (2)
conpensation for military and civilian federal enployees and retired
mlitary personnel. The budget projections for each of these
conponents are shown in Table 6
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CHART 4.
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Table 4.—Composition of Federal Spending, 1955-81

A. As a Percentage of GNP

1977 1981
M ajor component 1955 1960 1965 1970 1975 1976
PathA Path B Path A Path B
National defense. .- - - oo oo oo n 9 7 8 6 6 5 6 5 5
Benefit paymentsforindividuals.....____.__. 3 5 5 6 9 10 9 10 9 10
Grants to state and local governments. ___ . 1 1 1 2 2 3 3 3 2 2
Net interest il 1 1 1 2 2 2 2 2 1 2
Other federal operations_ _ ... _._ .. ..oo_.. 2 3 4 3 3 3 3 3 2 2
Total budget outlays. ... _..___ 18 19 18 21 22 24 22 24 19 21
B. As a Percentage of Total Budget Outlays
National defense. - _ .. .. .. _. 58 49 41 40 27 25 25 24 25 24
Benefit paymentsfor individuals_._..._._... 19 25 26 30 44 44 43 44 47 46
Grants to state and local governments. . ... 2 5 6 8 n 12 12 12 9 9
Net interest R 7 7 7 7 7 7 8 8 7 9
Other federal operations.... ... ... __.... 14 14 20 14 12 12 12 12 12 12
Total budget outlays_ ... .___._.._. 100 100 100 100 100 100 100 100 100 100

61



Table 5.—Major Components of the Budget Outlay Projections

(Fiscal years, in billions of dollars)

Transition Projections
Major component a%ﬁ]g eﬂli?ﬁgte quarter
estimate 1977 1978 1979 1980 1981
Path A — 6 percent real GNP growth :
National defense. .. oo oo ool 86.6 91. 9 24.8 103. 4 115.0 119. 6 130. 8 141 3
Benefit paymentsforindividuals...__._.. 141. 4 165. 5 43.7 181 3 192.0 213.3 235.5 261. 0
Grants to state and local governments____ 34.7 45.7 13.1 49. 6 51.6 51.9 51.6 52. 6
Netinterest__ . .. 23. 3 26. 9 7.9 32.1 34.9 35. 4 36.5 37.5
Other federal operations...-.._._.___.____ 38.6 44.9 12. 2 53.5 54.7 60.1 64.1 68.1
Total budget outlays - _._._.___ 324. 6 374.9 101. 7 419. 9 448. 2 480. 3 518.5 560.5
Path B — 5 percent real GNP growth :
National defense. .. oo oo o ___ 86.6 91.9 24. 8 103. 4 114.5 118.0 127. 2 135. 6
Benefit payments forindividuals___ ... __ 141.4 165. 5 43.7 185.6 203.3 221. 5 239.6 258.0
Grantsto state and local governments____ 34.7 45. 7 13.1 50.5 52.9 53.4 52. 6 52.1
Net interest. .. o o a2 23.3 26.9 7.9 33.2 39.4 43.9 48. 3 51.6
Other federal operations-_ ... _ . __ . .._.-_- 38. 6 44.9 12.2 52.2 53.9 58.1 61.9 65. 4
Total budget outlays. . .. _____ 324. 6 374. 9 101.7 424. 9 464. 0 494. 9 529. 6 562.7




Table 6.—National Defense Projections

(Fiscal years, outlays in billions of dollars)

1975 1976 Transition Projections
: t
M ajor component atual | esimate | estimate
1977 1978 1979 1980 1981
Path A—6 percent real GNP growth:
Military and civilian pay and allowances. _ 40. 5 414 10.5 46.9 51.1 55.3 60.3 65. 3
Retired military pay 6.1 7.4 2.0 8.6 9.6 10.9 12.0 13.5
Purchases of goods and services 40.0 43.1 121 47.9 54.3 53.4 58.5 62. 5
Total national defense outlays 86. 6 91.9 24.6 103. 4 115.0 119. 6 130. 8 141.3
Path B—5 percent real GNP growth:
Military and civilian pay and allowances_. _ 40. 5 41.4 10. 5 46.9 51.1 55.3 59. 2 63. 3
Retired military pay 6.1 7.4 2.0 8.6 9.7 10. 6 11.7 12. 8
Purchases of goods and services 40.0 43.1 12.1 47.9 53. 7 52.1 56. 3 59.5
Total national defense outlays 86. 6 91.9 24. 6 103. 4 114. 5 118.0 127.2 135.6
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"The projections of mlitary and civilian pay are based on
provisions of the Federal Pay Comparability Act of 1970, which was
desi gned to maintain conmparability with private sector wages and
salaries. The FrOJ ections assune ‘a 12 percent_increase in Qctober,
1976, for general schedul e and m Iltarg gay. This includes a 3.7
percent "catch-up" fromthe Cctober, 1975 "pay adjustnent, which was
below comparability with the private sector.

~Increases in military retirement pay costs are projected on the
basi s of automatic cost-of-living adjustients in benefits for retired
mlitary personnel, increases in the retired popul ation, and the
hi gher wage bases of new retirees.

The current services ?rq ections of defense purchases of goods
and services are based on the budget authority targets in the Second
concurrent resolution and estimated spending fromprior year
apProprlatlons. Wth one nmgjor exception, the estimated budget
authority targets were SIITP[y adj usted for anticipated inflation
during I977-8L The exception i's a one-time cost in 1976-78 that pays
for escalation and cost .(};rowth in 1970-75 shipbuilding programs. hi s
one-tine cost coupled With faster spending rates projected for 1977-78
appropriations results inaslight dipinprojected outlays in 1979
for defense purchases.

Benefit Paynents for Individuals

The |argest single conponent of federal outlays iS benefit
Payn’ents for retired, disabled, or unemployed workers; veterans; and
OW-incone families and individuals. These paynents are relatively
uncontrollable under current lawin that entitl'ement to paynents is
specified by statute. Thus, these payments will grow as eligible
popul ations and programparticipation rates increase. Also, the |aws
governi nP, payments under nost of these prograns mandate automatic
cost-of -l ving adj ust ments.

Federal benefit payments are estimated to total $166 billion in
fiscal year 1976 —44 percent of the budget totai. The relative
share of the federal budget allocated to these prograns has nore than
doubled in the last 20 years as new prograns have Deen started and the
benefits under ol der prograns, such as social security, have been
expanded. In 1955 these paynents represented 3 percent of G\P, the
best measure of the size of fhe nation's econony, and will rise to 10
percent in 1976. If services were maintained at current levels, these

payments would remain relatively stable at 9 to 10 percent under both
paths.
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The major federal programs included in benefit paynents for
individuals are shown in Table 7. These progranms include both direct
Bayments from the federal government (such as social security
enefits) and paynments provided indirectly throu?h state and local
governnents (such as public assistance). The ca e(l;ory of paynents for
individuals also includes retirement pay for federal civilian
employees. Military retirement pay is included under the national
defense category.

Projections of benefit payment programs depend upon assunptions
about future inflation and unémpl oyment” rates. ~As described in
Chapter I, path A assumes that the “unemployment rate will fall from
8.5 percent to 4.5 percent between cal endar years 1975 and 1980 and
remin at this level in 198L. Path B assunes that the unenpl oy[nent
rate will fall nore gradually, reaching 59 percent in 198L The
difference in the two unenpl oynent rate assunptions results in a $6
billion difference in the tw proHecnons for unemployment assistance
in 191 and a cumulative total of $34 billjon for the entire 1977-81
period. Path Aassumes that the Consuner Price |ndex (CPI) will
Increase hy 50 percent between cal endar years 1975 and 1981, conpared
to 42 percent under path B. This results in a $9 billion difference
in the 1981 projections for benefit paynents for the two paths.

_ Social security and railroad retirement benefits are projected to
increase from $76 billion to $127 billion between fiscal years 1976-81
under path A and to $125 billion under path B. The autonstic cost-of -
Tiving adz ustnent, based on increases in the CPl, accounts for

appr oxi mat el 3}/ 55 percent of the projected cost increase. An
additional 35 percent of the increase is the result of projected
lgrO\/\th in the nunber of retirees, causing a correspondi n8 growth in
he number of monthly benefit paynents. The remaining 10 percent is
due to such factors as the rising wage base, (which Teads 10 higher
benefit entitlenents for newretlrees?. Increases in federal civilian
retirement costs result from essentially the same factors.

Qutlays for unemployment assistance are pr%ected to decline b}/
$10 billion, or 50 percent, from fiscal years 1976 to 1981 under path
A econoni ¢ assunptions, but by only $4 billion, or 20 percent, under
path B assunptions, These projections assume renewal of tenporary
Tegislation providing extended benefits to the unenpl oyed who have
exhausted their regular benefits and special unenpl oynent assi stance
to those who are ineligible for regular unenpl oyment “i nsurance _
t:)LS?;flts. Under current law, authority for theSe progranms wilt end in

“Al'though veterans' pensions, conpensation, insurance, and .
readj ustment” benefits are not automatically adjusted for increases in
the cost of 1iving under current law, the five-year outlay projections



Table 7.—Projections of Benefit Payments for Individuals

(Fiscal years, outlays in billions of dollars)

Transition Projections
Major programs At | edimde | Shimee
1977 1978 1979 1980 1981
Path A — 6 percent real GNP growth:
Socia security and railroad retirement _ 68. 4 76.1 20.8 87.5 95.4 106. 3 116.5 127.3
Civil serviceretirement._ .__._____._____. 7.0 86 2.4 10 2 17 13.7 15.5 17.7
Unemployment assistance. - ... - .. ____ 13. 5 199 46 16 3 114 9.9 9.4 9.9
Veterans benefits: pensons, compensa-
tion, readjustment benefits_ .. - ... __.. 12.2 14. 2 3.3 13.4 13.8 14. 3 14.7 15.3
Medicare and medicaid.... .. ___.._.__._.. 21. 6 258 69 299 346 39.9 46.0 53.0
Public assistance (AFDC) and supple-
mental security income (S3) - .__.... 9.9 113 3.2 12.3 13.3 14.3 15.7 17.2.
Food stamps, housing assistance, and
other benefit payment programs..__ ... 8.8 9.6 2.5 11.7 11. 8 14.9 17.7 20. 6
Total, benefit payments for in-
dividuals_ - .. ___ . 141. 4 165. 5 43.7 181.3 192.0 213.3 235.5 261.0
Path B — 5 percent real GNP growth:
Socia security and railroad retirement ___ 68.4 76.1 20. 8 88.2 97.3 106. 6 115. 8 124. 9
Civil serviceretirement. _ . ... ___._.._ 7.0 8.6 2.4 10. 2 11.8 13.2 15.0 16. 8
Unemployment assistanCe- - - -« cw oo oo - 13.5 19.9 4.6 19.2 19.4 18.8 17.5 15.8
Veterans benefits. pensions, compensa-
tion, readjustment benefits_ - . __..-. 12. 2 14. 2 3.3 13.4 13.7 14.0 14.3 14. 6
Medicare and medicaid_ .- _______.__. 21.6 25.8 6.9 30.0 34.4 38.8 43.4 48.5
Public assistance (AFDC) and supple-
mental security income (S3) -_..___. 9.9 11.3 3.2 12.7 13.9 15.0 16.2 17.5
Food stamps, housing assistance, and
other benefit payment programs_... - 8.8 9.6 2.5 11.9 12.8 15.1 17.4 19.9
Total, benefit payments for in-
dividuals. - oo oo 141. 4 165. 5 43.7 185. 6 203.3 221.5 239. 6 258.0

¥e
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for these ?ro rams include inflation adjustments. The general
practice of Congress has been to adjust these benefits periodically to
reflect the increases in the cost of [iving, legislation bei n?
considered by the Congress woul d mandate cost-of-living adhus ment s
for pensions and compensations. The effect of including this

inflation adjustment in the projection is shown below

(Fiscal years, in billions of dollars)

19 1978 1979 1980 1981

Path A 1.1 1.9 2.8 3.6 4.5
Path B 11 19 2.5 3.1 3.8

Veterans' benefits are projected to decline in fiscal year 1977,
reflecting a limtation under current [awon the period of eligibility
for nost GI Bi1l prograns.

The projected increases in nedicare and medicaid coOsts assune
that medical costs will continue to increase somewhat nore rapidly
than the cPI. The projections al so assume increases in the number of
people benefiting from these prograns.

The projections for the federal share of public assistance
paynents (AFDC) assunme a 28 percent increase in the average nunber of
monthly recipients from 197581 and a 33 percent increase in the
average monthly benefit payment. Since 1973, average payments (which
are set bK stafe and local ~governnents) have not been Increasing as
fast as the CPl; the projections assune that this trend will continue.

_ Projections for the federal portion of supplemental Security
income (SS) payments assume a doubling of recipient rolls between
fiscal years 1975 and 1981, due to expansion in the eligible _
population and anticipated increases in the participation rate. This
IS partially offset by an assumed 15 percent decline in average
monthly benefits. The projections include an adjustment for
anticipated increases in the cost of 1iving, as required under current
Taw, but the effect of these increases on average monthly henefits is
more than offset by other factors, such as (1) an assuned |ower
average benefit paynent for new enrollees, Who are expected to be |ess
needy; (2. the departure fromthe rolls of recipients who currently
recelve higher average paynents because of mandatory supplementation;
and (3 increases in social security benefits due to cost-of-1livi n?.
adj ustnents, which will generally reduce or hold constant the benefits
of SS9 recipients who also receive social security benefits.

The cost of food stanps is proiected to increase from $.9
billion in 1976 to $10 billion to $11 billion in 198L  Anticipated
increases in the CPl account for approximately 40 percent of the
projected increases. @Qowh in the nunber of recipients accounts for
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about half the projected increases, and the remaining 10 percent is
accounted for by other factors —principally changes in the makeup of
the food basket” that forns the basis for food stamp benefits and
changes in the denographic and econom ¢ characteristics of the
eligible population.

The cost of housing assistance paynents is projected to increase
from $.6 billion in 1976 to approximately $8 billion in 18L This
assumes that Congress will continue to provide sufficient authority
for the Departnent of Housi %%Oand Urban Development t0 make new
subsidy commtments for 400000 housing units annually. This accounts
for approximately two-thirds of the projected cost increases for these
prograns; the remaining one-third is attributable to anticipated price
| ncT eases.

Qher Gants to State and Local Covernnents,

Many payrments for individual s discussed above are channeled
through 'state and local governments (e.g., public assistance, food
stanps, and medicaid). her grants to state and |ocal governments
that do not provide paynents for individuals formthe thitd largest
conponent of federal spending. In 1976, they will total an estimated

billion and represent 12 percent of the budget. The relative
share of the budget allocated to these programs has increased al most
sixfold during the last 20 years. Outlays for these programs are
ETOJ ected to increase 14 to 15 percent to $52 billion to $53 billion.
y 1981 under path A and path B. Since the total budget is projected
to increase almost 50 percent between 1976 and 1981 to maintain
services at current levels, the share of the total allocated to these
grants woul d decline to 9 percent in 1981 Table 8 shows the ngjor
programs in this category.

The projections assume that general revenue sharing will be
extended and that budget authority will continue to incCrease by $150
million a year, as it does under current |aw (general revenue sharing
otherwise will expire Decenber 31, 1976). If revenue sharing were not
renewed, outlays would be lower by $3.2°billion in 1977, and by about
$7 billion in each subsequent year.

The projections for federal highway grants al so assume renewal of
current law, which nowis scheduled to expire on Cctober 1, 1977.
Obligations are assumed to be about $6.8 billion for fiscal year 1976
and then reach the $7.5 billion ceiling specified in the 1975 H ghway
Act for the 1977-8L period. The outlay projections are based on
historical rates of spending.



Table 8.—Projections of Grants to State and Local Governments, Other Than Grants for Payments for Individuals

(Fiscal years, outlays in hillions of dollars)

1975 Transition Projections
Major programs A | edimate | imae
1977 1978 1979 1980 1981
Path A—6 percent real GNP growth:

General revenue sharing 6.1 6.4 1.6 6. 6 6.8 7.0 7.1 7.2
Highway grants 4.6 6.7 1.8 7.4 7.3 7.3 7.3 7.4
EPA construction grants 1.9 2.1 .8 3.7 4.2 3.9 2.3 11
Community development grants 3.5 5.5 1.7 6.0 6.6 6.3 6.2 6.5

Elementary and secondary education
grants 3.3 3.5 .9 3.7 3.9 4.1 4.4 4.6
Manpower and social services grants 6.2 11.3 3.3 10.1 9.5 9.1 9.2 9.6
Child nutrition programs 2.0 2.8 .8 3.3 3.5 3.8 4.1 4.4
Law enforcement assistance .9 .9 .2 1.0 1.0 1.0 1.0 1.1
All other grants 6.2 6.6 2.0 7.8 8.6 9.4 10.0 10.7

Total, other grants to state and local
governments 34.7 45.7 13.1 49. 6 51.6 51.9 51.6 52.6

Path B—5 percent real GNP growth:

Gengrd revenue sharing 6.1 6.4 1.6 6.6 6.8 7.0 7.1 7.2
Highway grants 4.6 6.7 1.8 7.4 7.3 7.3 7.3 7.4
EPA construction grants 1.9 2.1 .8 3.7 4.2 3.9 2.3 11
Community development grants 3.5 5.5 1.7 6.0 6. 6 6.2 6.1 6.3

Elementary and secondary education
grants 3.3 3.5 .9 3.7 3.8 4.1 4.4 4.6
Manpower and socid services grants 6.2 11.3 3.3 10.9 10.9 10.8 10. 6 10.7
Child nutrition programs 2.0 2.7 .8 3.4 3.6 3.9 4.1 4.3
Law enforcement assistance .9 .9 .2 1.0 1.0 1.0 1.0 11
All other grants 6.2 6.6 2.0 7.8 8.5 9.2 9.7 10. 4

Total, other grants to state and local
governments 34.7 45.7 13.1 50. 5 52.9 53. 4 52. 6 52.1
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The projections for Environmental Protection Agency (EPA
construction grants assume that no additional funds wili be authorized
during the proj ect|oné)er|od and that the remai nllnlg portion of the $18
bitlion fromthe 1972 O ean Vter Act Arendnents wi [l be obligated by
the end of fiscal year 1978

Alternative assunptions that allow for inflation adjustnents
to general revenue sharing and hi gh\/\7/a7y funding, and continued funding
of %PA construction grants at the 1977 real |evel of obligations in
1978-81 would increase projected outlays by the amounts shown bel ow:

(Fiscalyears, in billions 0f dollars)
1977 1978 1979 1980 1981

Path A

GEnéral revenue sharing 0.6 12 18 2.6 3.4
Federal hi ghway grants - 1 2 .8 14
EPA construction grants - ) 2.5 4.2 53
Path 8 . |

General revenue sharing 0.5 11 L7 2.3 2.9
Federal highway grants 1 .2 .8 12
EPA construction grants 2.5 4.1 51

.5

The projections for the other grant prov\%.arrs, with the exception
of grants for the social services category, which has a $2.5 billion
statutory ceiling, include adjustnents for inflation. Projected
outlays for education grants do not reflect expected future changes in
student popul ati on. ojections for manpower grants do, however,
reflect assumed decreases in the unemployment rate, and include
tenporary public sector enployment measures provided for in the second
concurrent resolution, Only child nutrition grants now include an
automatic adjustnent for increases in the cost of 1iving. Adjustnents
for other grant Fro%rams are di.scretior)ar{. “The table bel ow shows the
projected cost of these discretionary inflation adjustnents for grants

included in Tabl e 8;

(Fiscalyears, in billions of dollars)
1977 1978 1979 1980 1981
Path A 2.7 A1 6.1 7.9 T0.2
Path B 2.1 3.9 5.7 1.2 9.1

Net | nterest

Net interest represents interest paid on that portion of the
public debt that is held bty the public, It excludes interest paidto
governnent trust funds thaf hold federal securities; interest receipts
of the US Treasury are also deducted. Net interest payments in 1976
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are estimated to total $27 billion, representmg 7 percent of total
spendi n?. Their relative share of the total bu ?et has remai ned
constant during the last 20 years. These anmen S are projected to
increase to $37.5 billion in 1981 under path A (7 percent of total
outlays) and $16 billion under path B FQ percent of total outlays).
These projections are presented in Table 9, which shows outlays for
the interest function and for interest received by trust funds
separately. :

, Net interest costs depend on the Tevel of budget deficits and on
interest rates. Interest rates, in turn, depend on the growth in the
money supply and demand on the credit narkets by both the public and
private sectors. Table 10 gives the economc and budget assunptions
used to derive the five-year projections of interest costs. The sane
interest rate assunptions are applied to paths A and B, so that the
differences in prcgected net interest costs result solely fromthe
differences assuned in the total amount of interest-bearing public
debt outstanding each year. Rapid rates of growh in the noney supply
my be necessary to achieve the assuned interest rates. The
substantial budget surpluses projected under path A beginning in 1979
are not assumed to be applied to reductions to the public debt (nor to
any other specific purpose).

Q her Federal Operations

This spending category includes purchase of goods and services
for use in government programs such as space exploration and public
works, conpensation of civilian a?ency enpl oyees (but not_retirenent
costs), and foreign economc and financial assistance. These prograns
Wi ll total $5 billion in 1976 and represent 12 percent of total
outlays. They are projected to remain at 12 percent of total outlays
in 1981 under both sets of economc assunptions. Table 11 shows the
maj or progranms included in this spending category.

International affairs prograns include foreign economc and
financial assistance, the conduct of foreign affarrs, and forei %n
information and exchange activities, The projections for 1977-81
include the Export-Import Bank, (which is not included in the 1976
budﬂet, but whi ch wil1 be included in federal budget total s begi nning
WtN fiscal R//Iear 1977).  The projections al so assume continuation of
aid for the Mddl e East. Programlevels are assumed to remain
constant in real terns and are adjusted for inflation.

The major conponents of the general science, space, and _
technology Cat e?ory are National Aeronautical and Space Admi nistration
prograns and National Science Foundation support of research and
development. The projections for these prograns include adjustnents



Table 9.—Net Interest Projections

(Fiscal years, outlays in hillions of dollars)

1975 1576 Transittion Projections
. uarter
Major component actual estimate gstimate
1977 1978 1979 1930 1981
Path A — 6 percent real GNP growth :
Interest funection_ .. ____________._ 31.0 35. 4 10. 0 41. 5 45. 5 47. 6 50. 6 54.1
Interest received by trust funds..._____. —7.7 —8.5 —2.1 —9.4 —10.6 —12.2 -14. 1 —16.6
Net interest- . o 23.3 26. 9 7.9 32.1 34.9 35. 4 36. 5 37.5
Path B— 5 percent real GNP growth :
Interest funection_ _ .. __________._._.__. 31.0 35.4 10.0 42, 2 48,9 54.1 59. 3 63.7
Interest received by trust funds_ . __.____ —7.7 —8.5 2.1 —9.0 —9.5 —10.2 -11.0 120 1
Net interest. ..o .. 23.3 26.9 7.9 33.2 39. 4 43.9 48. 3 51. 6




Table 10.—Assumptions Related to Interest Projections

(Fiscal years, in hillions of dollars)

. Fisca years
Budget assumptions 1975 1976 Ta%”asr'tté?n
1977 1978 1979 1980 1981
Path A:
Budget deficits ... .. . _Lo__. 43.6 74. 1 15.7 36. 6 3.2 ... oo olo-
Trust fund surpluses. .. .. ___.___. 710 .. —2.0 9.6 14.3 17.1 21.0 27.7
Deficits of off-budget agencies....-.-__-- 9.3 14.3 2.7 13.0 14.0 15.0 16.0 17.0
Total interest-bearing public  debt
(end-of-year) .. _____. 532.1 620. 5 636. 9 696. 1 727.6 759.7 796.7 841. 4
Path B :
Budget deficits. .. oo 43. 6 74.1 15.7 64.9 62. 9 46. 9 32.9 13.0
Trust fund surpluses... ... .. ... 7.1, . —2.0 3.3 3.5 5.2 6.9 11.7
Deficits of off-budget agencies._.. ... __ 9.3 14.3 2.7 13.0 14.0 15.0 16.0 17.0
Total interest-bearing public  debt
(end-of-year) - .o oo 532.1 620. 5 636. 9 718.1 798. 5 865. 6 921. 4 963.1
Cdendar years
Economie assumptions
1975 1976 1977 1978 1979 1980 1981
Path A and path B:
Treasury bill rate, 91 day hills (percent).-._..._.__.. 5.9 6.1 6.3 6.5 6.8 7.1 7.5
Yield on 3-5 year Treasury notes (percent).._.._.__. 7.5 7.6 7.7 7.8 8.1 8.3 8.6




Table 11.—Projections of Other Federal Operations
(Fiscal years, outlays in hillions of dollars)

Transition Projections
Major _programs e | esimate | imae
1977 1978 1979 1930 1981
Path A — 6 percent real GNP growth:

International affairs. .. _ .. __.____.____._ 4.4 4.9 14 6.8 7 8 8.6 9.4 10. 2
General science, space, and technology 4.2 4.6 1.3 5.0 5.4 5.8 6.1 6.3
Agriculture and natural resources. ... .._. 8.9 11.9 3.2 13.3 14.3 15.1 16.2 16.9
Commerce and transportation _ _.._____. 10. 5 10.3 3.3 9.5 9.4 9.7 10.1 10.2
Veterans' hospitals and medical care..____ 3.5 40 10 4 3 46 49 52 56
Medical research___ . ______.______... 4.2 50 12 54 58 6 2 6 6 7.0
Genera government and law enforcement | 4.9 58 1.7 6.4 6.8 7.2 7.7 8.3
Allother__ ___ . ... 4.4 7.0 1.4 91 91 9.7 104 11.1
Undistributed offsetting receipts_ . ____.. —6.4 —8.6 —2.3 —6 3 -85 —7.1 —7.6 —7.5

Total, other federal operations_ _____-_ 38.6 44.9 12.2 535 54.7 60.1 64.1 68.1

Path B—5 percent real GNP growth:

International affairs. - ___..___ . ___.._ 4.4 4.9 1.4 6.8 7.8 8.5 9.3 9.9
General science, space, and technology 4.2 4.6 1.3 5.0 5.4 5.8 6.0 6.1
Agriculture and natural resources..._...._ 8.9 11.9 3.2 12.8 14.1 14. 6 15.6 16. 5
Commerce and transportation.......__.. 10.5 10.3 3.3 9.3 9.4 9.6 9.8 10.0
Veterans hospitals and medical care.. ... 3.5 4.0 1.0 4.3 4.5 4.8 5.0 5.3
Medical research _ e 4.2 5.0 11 5.4 5.8 6.0 6.4 6.7
General government and law enforcement._ 4.9 5.8 1.7 6.3 6.7 7.0 7.5 8.1
All other e 4.4 7.0 1.4 8.6 8.7 8.9 9.9 10.3
Undistributed offsetting receipts._.____._ —6.4 —8.6 —2.3 —6.3 —8.5 —-7.1 —~7.6 —7.5

Total other federal operations. .....-. 38.6 44.9 12.2 52.2 53.9 58.1 61.9 65. 4

6
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for anticipated price increases in order to maintain current real
program/ evels.

Agricul ture and natural resources programs include farmincone
stabilization programs, Corps of Engineers construction projects, the
Tennesee Valley Authority, the National Park Service, the US Forest
Service, energy research activities, and the Bureaus of Reclamation
and Land Management. These projections include adjustments for
anticipated price increases. Inaddition, it is assuned that there
will be no deficiency payments for wheat or cotton, and that the level
of export credit [oans and disaster payments will remain constant.

Comrerce and transportation programs include several financial
funds that directly or indirectly assist housing and nortgage credit,
payments to the Postal Service, the US Cpast (uard, Federal Aviation
adm ni stration operations, railwayand maritime subsidies, and the
Sma1l Business Administration. In projecting outlays for air .
transgortatlon it is assumed that the ceilings on the trust fund in
the 1970 Airport and Airways Development Act will be continued.

_ The remai ni ng 1pr01 ections of spending in this category, which
include the costs of veterans' hospitals and medical care;” Departnent
of Health, Education, and Welfare medical research; and various
general governnent activities, are based on projected adjustnents in
federal pay to maintain comparability with the private sector, and

I nflation adkust ments. The projections assune a 12 percent increase
in Cctober, 1976, for general schedul e gay. This includes a 3.7

percent "catch-up” for the Cctober, 1975 ‘pay adjustnent.

Undistributed offsetting receipts, which are deducted from
federal spending to arrive at budget totals, include: (1) federal
agency paynents to the civil service retirement fund, representing the
employer Share of federal civilian emp1o%/ee retirement benefits: and
(2) rents and royalties received by the Tederal government for off-
shore oil 7leases. The former incréases over tine due to federal pay
increases and the latter depends Iargel_}/ on the nunber and val ue of
off-shore oi |l sites leased each year. The projections include the
following estimtes for off-shore oil receipts:;

(Fiscalyears, in billions of dollars)
_ _ 1977 1978 1979 1980 1981
f-shore oil receipts L9 3.8 2.1 2.3 L9

Major Functional Cateqories

Anot her useful classification of federal spending is by the ngjor
functions or purposes being served by federal prograns. The
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Congressional Budget and Inpoundnent Control Act of 1974 requires the
Congress to estimate outlays and budget authority for each function.

The functional classification is a means of presenting bud%et
authority and outlays in terns of the principle purposes that federal
Program; are intended to serve, regardless Of which agency carries out
he“activity, and without counting activities more than once.

Since inflation adjustnents are relatively uniformfor nost
federal programs, the percentage breakdown of projected total outlays
by functional cate%;ory chan?es little between 1976 and 1981.  Incone
security, now the largest of the functions, increases slightly as a
percentage of the budget total because of growh in beneficiary
casel oadS under nost of its programs (except unemployment assi‘stance).
The budget share of the health function increases, 1a_r‘é:;e]y because
cost increases are assumed to continue to be nore rapid in the medical
sector than elsewhere. The interest function is projected to increase
its share of the budget total under path B economc¢ assunptions
because of the projected deficits and hecause interest rates are
assumed to increase fromtheir present |evels.

_ Several functional categories are projected to decline somewhat
IN relative Inportance: natural resources; agriculture; education,
manpower, and social Services; comerce and transgortatlon; comuni ty
and regional devel opnent; and revenue sharing. The alternative
assunptions concerning funding for highway grants, revenue sharing,
and EPA construction grants discussed earlier would tend to elimnate
sone of these declines in ro# ected budget shares. (n the other hand,
If not adjustments were made for inflation for programs where such
adj ustnents are discretionary (including federal pay, which can be
Timited by joint Presidential and Congressional action), these
functional categories woul d decline even more in inportance by 1981
These discretionary inflation adjustnents, which account for roughly
two-fifths of the projected rise in total federal spending during
1977-81, are shown bel ow
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Discretionary Inflation Adjustnents

Included in the Outlay Pro

ections

(Fiscal years, in billions oJf dollars)
1977 1978 1979 1980 1931

Path A ,
Veterans™ benefits 1.1 1.9 2.8 3.6 4,5
Gants to state and

Tocal governnents 2.2 41 6.1 1.9 10.2
Def ense pur chases 18 4.3 7.4 10.8 14.5
C her federal purchases

and subsi dies 3.3 6.0 8.7 1.7 14.3
Federal civilian and

militarv pay 6.9 12.7 B7 258 36

15,3 290 437 53.8 T76.1

Path B _
Veterans™ benefits 11 19 2.5 31 3.8
Qants to states and

Tocal governnents 2.1 3.9 5.7 7.2 9.1
Def ense pUrchases 18« 40 6.6 9.2 12.0
Q her federal purchases

and subsi dies 3.1 5.7 7.9 10.2 119
Federal civilian and

military pay 6.9 12.7 18,7 24.2  29.9
Tot al 15.0 28,2 41.4 B53.9 66.7

1. Joint action by the President and one House of Congress is
required under current lawto prevent federal pay adjustments from
Mai Nt ai ni ng comparability Wi th private sector wages and sal ari es.

Tables 12, 13, 14, and 15 present the projections of bud

authority and outlays by major function. Total new budget a_lu%J

IS projected to increase from$08 biltion in 1976 as specified b

et
hor

i/t%/he

second concurrent resolution to $637 billion in 1981 under path A and

$22 billion under path B



Table 12.—Budget Authority Projections by Function: Path A—6 Percent Real GNP Growth
(Fiscd years, in hillions of dollars)

Transition Projections
Function atel | edimite | odimate
1977 1978 1979 1930 1931

National defense- - _ .o - _____. 91.9 101,0 24.0 111. 4 119. 3 127.5 136. 9 146. 5
International affairs. . .- _ . __________ 4.4 6.0 1.0 9.6 10.4 11.1 11.8 12.6
General science, space, and technology - - - - - 4.3 4.7 1.2 51 5.5 5.9 6.2 6.6
Natural resources, environment, and energy.. 16. 2 18. 7 2.4 9.6 10.4 10.9 11.7 12. 2
Agriculture. - oo 5.9 4.1 .3 2.2 2.0 2.2 2.3 2.5
Commerce and transportation. .- .. __.__.. 32. 4 19.0 2.6 17. 4 18.2 19.0 19.9 20.7
Community and regional development..___.___ 5.4 9.5 1.0 7.0 7.6 8.2 8.6 9.3
Education, manpower, and socia services_ 15.5 21.3 7.0 21. 5 21.6 22.0 22. 8 24. 6
Health - e - 29.9 33.6 8.6 40.3 44. 8 50.9 56.8 63.7
INCOMe SECUrity - o oo oo 159. 3 137. 5 28.9 182. 7 198.1 217.2 239. 3 266. 2
Veterans' benefits and services. .- .___..___. 16.7 19.9 4.7 18.9 19.7 20. 5 21.3 22.3
Law enforcement and justice_...__.____-____ 3.0 3.3 .8 3.6 3.9 4.1 4.4 4.6
General government - - ... - - oo 3.1 3.3 .9 3.7 3.9 4.1 4.4 4.8

Revenue sharing and general purpose fiscal
assistance - . 7.1 17.3 2.0 7.4 7.7 8.0 8.1 8.3
I nterest - P 31.0 35.4 10.0 41.5 45. 5 47.6 50. 6 54.1
Allowances N [N SRR 0.5 A 2.0 1.7 1.7 2.1 1.9
Undistributed offsetting receipts. .. --._ ... —14.1 —17.1 —4.4 —15.7 —19.1 —19.3 —21.7 24. 1
Total - oo oot 412.1 408.0 91.1 468. 2 501. 2 541. 6 585. 5 636. 8

1 Excludes $2.3 billion for seasond aid to New York City (enacted but not included in Second Concurrent Resolution on the 1976 Budget).
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Table 13.—Outlay Projections by Function: Path A—6 Percent Real GNP Growth

(Fiscal years, in billions of dollars)

Transittion Projections
Function aldl | esimite | odimate
1977 1978 1979 1980 1981

National defense. - - _ . . ___.___.. 86.6 91.9 24.8 103.4 115.0 119.6 130.8 141. 3
International affairs .___.___.___. __._.___... 4.4 4.9 1: 4 6.8 7.8 8.6 9.4 10.2
Generg] science, space, and technology_ ... _ .. 4.2 4.6 1.3 5.0 5.4 5.8 6.1 6.3
Natural resources, environment, and energy ___ 9.3 114 3.2 14. 7 16.0 16. 4 15. 8 15. 2
Agriculture. . e - 1.7 2.6 0.8 2.3 2.5 2.6 2.7 2.8
Commerce and transportation. . .. .- __.__.__ 16.0 18.3 5.4 18.6 18.7 19.3 19.9 20.2
Community and regiona development__._.___ 4.4 7.0 2.1 7.8 8.4 8.2 8.2 8.6
Education, manpower, and social services.._. - - 15.2 20.9 5.4 21.5 21.6 22.0 22.8 24.6
Heath_ _ . . 27.6 32.9 8.6 37.2 42.3 48. 2 54. 8 62. 3
INCOMEe SECUrity - - - - oo oo e - 108. 6 128. 2 34.3 141.3 147. 2 162. 9 178.9 197.1
Veterans benefits and services. . _..____.. 16.6 19.1 4.8 18.8 19.5 20. 3 21.1 221
Law enforcement andjustice_ - - __________ 2.9 3.4 0.9 3.7 3.9 4.1 4.3 4.6
General government._. - - oo oo 3.1 3.3 0.9 3.7 3.9 4.1 4.4 4.8

Revenue sharing and genera purpose fiscal
ASSISANCE . _ o s 7.0 7.3 2.1 7.4 7.7 8.0 8.1 8.3
Interest _ . _ - e 31.0 35.4 10.0 41. 5 45. 5 47. 6 50. 5 54.1
AlloWanCes.. - - o oo oo 0.8 0.1 2.1 1.9 1.9 2.3 2.1
Undistributed offsetting receipts. . .- .______._ —14.1 —17.1 —4.4 —15.7 -19. 1 —19.3 —21.7 —24.1
Total - e e - 324.6 374. 9 101.7 419. 9 448. 2 480. 3 518. 5 560. 5




Table 14.—Budget Authority Projections by Function: Path B—5 Percent Real GNP Growth
(Fiscdl years, in billions of dollars)

1975 Transition Projections
Function actual esiimate | eSimate
1977 1978 1979 1980 1981

National defense - - oL a-- 91.9 101. 0 24. 0 110.0 118. 3 125. 3 132.3 139.5
International affairs . . oo ._.__._._ 4.4 6.0 1.0 9.5 10.3 11.0 11.6 12.3
General science, space, and technology - - - - - .- 4.3 4.7 1.2 5.2 5.4 59 6.1 6.4
Natural resources, environment, and energy.__ 16. 2 18.7 2.4 9.3 10.1 10. 4 11.2 12.0
Agriculture L __.- 5.9 4.1 .3 2.2 2.0 2.2 2.3 2.5
Commerce and transportation_. ... .. ..__._ 32.4 19.0 2.6 17. 4 18. 2 18.9 19.7 205
Community and regional development_ .. __-_ 5.4 9.5 1.0 6.9 7.4 7.9 8.3 8.9
Education, manpower, and socid services..__. 15. 5 21.3 7.0 21. 8 22.7 23.6 23.9 24.8
Health. .o e et eemme e, 29.9 33.6 8.6 39.3 43.5 48. 5 53.1 58. 5
INCOME SEeCUNity - - o oo oo P 159. 3 137. 5 28.9 181. 5 199. 4 216. 3 232. 5 252.1
Veterans’ benefits and services. ... ..., 16.7 19.9 4.7 19.0 19. 6 20.2 20.9 21. 6
Law enforcement and justice ._.__._.___._.___ 3.0 3.3 .8 3.6 3.9 4.0 4.3 4.5
General government_ . - _._______ 3.1 3.3 .9 3.6 3.8 4.0 4.3 4.7

Revenue sharing and general purpose fiscal
assistance S 7.1 17.3 2.0 7.4 7.7 8.0 8.1 8.3
Interest e 31.0 35.4 10.0 42.2 48.9 54.1 59. 3 63.7
AllOWaNCeS . - - o oo e eeeeee| e .5 A 2.0 1.7 1.7 1.6 1.6
Undistributed offsetting receipts. . - . - .. ..__. —14.1 —17.1 —4. 4 —15.3 —18.0 —17.3 —18.6 —19.6
Total . 412.1 408.0 91.1 465. 6 504. 9 544.7 580. 9 622. 3

1 Excludes $2.3 billion for seasond ad to New York City (enacted but not included in Second Concurrent Resolution on the 1976 Budget).
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Table 15.—Outlay Projections by Function: Path B—5 Percent Real GNP Growth

(Fiscal years, in billions of dollars)

Transition Projections
Funetion ata | estimate | cdimee
1977 1978 1979 1980 1981

National defense ... ... ___ 86. 6 91.9 24.8 103. 4 114.5 118.0 127. 2 135. 6
International affairs _ e 4.4 4.9 1.4 6.8 7.8 8.5 9.3 9.9
General science, space, and technology - .- -. 4.2 4.6 1.3 5.0 5.4 5.8 6.0 6.1
Natural resources, environment, and energy... 9.3 11. 4 3.2 14.2 15.8 15.9 15.2 14. 8
Agriculture_ __ __ .. __ .o ___ 17 2.6 0.8 2.3 2.5 2.6 2.7 2.8
Commerce and transportation..._______..__. 16.0 18.3 5.4 18.4 18.7 19.1 19.5 20.0
Community and regiona development_._.... 4.4 7.0 2.1 7.6 8.3 8.0 8.0 8.3
Education, manpower, and socid sarvices_ 15. 2 20. 9 5.4 21. 4 22. 4 23.1 23.5 24. 3
Health_ .. ____ . . Lo .. 27.6 32.9 8.6 37.7 42.1 46. 8 52.7 57.3
Income security . - .o« ... 108. 6 128. 2 34.3 145. 6 158. 8 172.6 186. 0 199.2
Veterans benefits and services. ... _____ 16. 6 19.1 4.8 18.7 19.3 19. 8 20. 4 21.1
Law enforcement and justice_.___.____.__..__ 2.9 3.4 .9 3.7 3.9 4.0 4.2 4.5
General government.. _ __ .. ... _ 31 3.3 .9 3.6 3.8 4.0 4.3 4.7

Revenue sharing and general purpose fiscal
asSIStaNCe. - - o e 7.0 7.3 2.1 7.4 7.7 8.0 8.1 8.3
Interest __ . o ce 31.0 35.4 10.0 42.2 48.9 4.1 59.3 63.7
Allowances. - _ - . . e .8 1 2.2 1.9 1.9 1.8 1.8
Undistributed offsetting receipts. . ... ... —14.1 —17.1 —4.4 —15.3 —18.0 —17.3 —18.6 —19.6
Total - 324. 6 374.9 101. 7 424. 9 464. 0 494. 9 529. 6 562. 7
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CHAPTER 111
TAXES AND TAX EXPENDI TURES

This chapter presents projections of federal revenues for the
next five years, assumng no change in current tax laws. Aiso
discussed are estimates of tax expenditures — revenue |osses which
result fromtax provisions that grant snmecial tax relief to certain
taxpayers. Since these provisions are implicitly equivalent to direct
uncontrollable outlays, they should be examned along with the
explicit spending and revenue estimates to gain a nore conplete
picture of the total federal budget.

Federal Revenues

Total federal receipts have grown fourfold between 1956 and 1976
—from $75 bi1lion to an estimted $301 billion. Relative tO the
size of the econony, however, receipts have increased very 1ittle; as
a percentage of the Gup, they have increased only from 18 to 19
Percent over the 20;¥ear period. However, because tax receipts

luctuate greatly with economc cycles, there has been substantia
variation in receipts within the interval as economc conditions
changed. These relationships are shown by revenue source in Chart 5.

The degree to which the federal governnent relies on various
sources of revenue has shifted markedly over the past two decades.
Federal receipts by source, both as a percentage of GNP and of total
budget receipts, are displayed in Table 16. Individual income,
corporate profits, and social insurance taxes together now provide
about 90 percent of total federal revenue. While the relative share
of individual income taxes as a revenue source has remained roughly
constant at 42 to 45 percent, the share of the social insurance taxes
(primarily for social security and unemployment insurance) has
increased ‘from 12.5 percent t0 nearly one-third of total 'receipts
because of increases in hoth the tax rates and in the taxable earnings
base. For many families, payroll taxes now represent their ngjor
contribution to the federal government. Corporate incone taxes have
declined significantly in inportance from 28 ﬁercent of total federal
revenue in 1956 to 13 percent in 1976. This has resulted because of
the introduction of such changes as the investnent tax credit and
accelerated depreciation, rather than explicit tax rate reductions.

O her receipts, which include a large nunber of miscellaneous itens,

(49
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CHART 5.
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Table 16.—Federal Receipts by Source, 1955-81
A. As a Percentage of GNP

1977 1981
Source 1955 1960 1965 1970 1975 1976 -
PathA | PathB | PathA | PahB
Individual income taxes. ____ ... _____._____ 8 8 8 9 9 8 10 9 ki 10
Corporative profitstaxes_. ... _.......___... 5 4 4 3 3 3 3 3 3 3
Socid insurance taxes and contributions....._. 2 3 3 5 6 6 6 6 6 6
Other taxes and receipts. ... .. _.___ 3 3 3 3 2 2 2 2 2 2
Total recelpts. ..o 17 19 18 20 20 19 21 20 22 21
B. As a Percentage of Total Budget Receipts
Individual income taxes_ . ... ____ 44 44 42 47 44 44 45 46 51 50
Corporate profitstaxes_ . . - ..o oo __. 27 23 22 17 14 14 17 16 15 14
Socia insurance taxes and contributions 12 16 19 23 31 31 29 K] 27 29
Other taxes and receiptS. .- oo oooommooonoe. 17 17 17 13 n n 9 9 8 7
Total receipts. oo 100 100 100 100 100 100 100 100 100 100
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CHART 6.

RECEI PTS BY SOURCE AS A
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Table 17.—Selected Calendar Year Economic Variables Underlying the Revenue Estimates for Fiscal Years

1976-81 Under Path A and Path B Economic Assumptions

(In billions of dollars)

Path A Path B
Calendar year

Wages and Corporate Personal Wages and Corporate Personal

aries profits income aries profits income
1975 e 789 122 1, 242 789 122 1,242
1976 ol 01 170 1,407 890 163 1,390
1977 e e 1,025 215 1, 608 974 188 1, 530
1978 e e memmmmeeoas 1, 166 245 1, 800 1,088 205 1,700
1979 - e iemeeeaol 1, 311 271 2,014 1, 205 226 1, 860
1980 o 1,463 297 2,250 1, 325 250 2, 045
. -- ... 1,614 323 2, 490 1, 455 275 2,248

o
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account for only about 10 percent of the total. These historica
relationships are shown in Chart 6.

If tax laws were not changed, close to 90 percent of al1 federa
revenue woul d continue to cone fromthe individual incone tax, the
corporate profits tax, and the various social insurance taxes (mainly
social security) during the next five years. However, a somewnat
smaller share of the total would be generated from payroll taxes and
larger shares woul d come from the i ndividual jncome and corporate
profits taxes. The share of federal revenue derived fromthe taxes on
personal and corporate income will continue to rise because they are
very sensitive to changes in underlying economc conditions and will
increase at least as fast as the general econony.

Projection Assunmptions

Two sets of revenue projections have been estimated,
corresponding t0_the two sets of economc assunptions considered (path
A and path Bj. The assuned val ues of the econom ¢ variables nost
inportant for projecting revenues are shown in Table 17. These
include wage and salary incone, corporate profits, and persona
ncome,

Under path A assunptions, wages and salaries and personal income
are projected to grow at a 12.5 percent average annual rate between
1975 ‘and 1981, during the same period, corporate profits are expected
to increase at just under 18 percent annually. Under the path
assunptions, the growth rates for personal income and wages drop to
about  10.5 percent_annual |y while the rate for corporate ‘profits falls
to 14.5 percent. The rates at which individual income tax and payroll
tax collections increase depend heavily on the personal income and
ma%e and salary growth rates. Similarly, corporate profits tax
collections are almost solely related to the growh rate of corporate
income. Thus, the revenue projections are quite sensitive to the
assunptions made with respect to these economc variabl es.

Both sets of projections incorporate the same assunptions
regarding future tax legisiation. These are necessary hecause severa
existing provisions are due to change within the next” five years. In
these projections, it is assumed that the tax taws in effect on
January 1, 1976, remain so through 1981.4 The full amount of the
earned income credit is treated as a tax reduction -- rather than an
expenditure item —and has been subtracted in the calculation of the
i ndi vidual income tax receipts shown below.5 Finally, under provisions
of current law, the maxi numtaxabl e earnings ceiling for socia
security is assumed to rise from $15300 in cal endar year 1976 to
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ab?HtA$22,000 in 1981 under path B assunptions and to $4,000 under
pa

Revenue Projections

Total federal receipts by source are shown in Table 18  Under
the path A econom ¢ assunptions, total revenue is projected to rise
from $301 bitlion to $652 billion from 1976 to 198l ~This represents
a 16 percent average annual rate of growth during the same period when
current-dollar G\P i s projected to rise at a 13 percent annual rate.

Under path A_ total federal revenue is projected to climb by $351
biltlion between 1976 and 1981 Fifty-five percent of this incredse is
attributable to increased individual incone tax collections and 16
gercent to higher corporate profits tax collections; thus, together,

1 percent of The increase in total revenue cones fromthe i ndivi dual
and corporation incone taxes. Cf the remainder, 24 percent of the
increase is fromadditional social insurance collections and the
remaining 5 percent is due to the growth of ait other revenues.

, Because of these changes, the distribution of revenue by source
Is projected to shift soméwhat between 1976 and 1981 —al though the
i ndividual income, corporate profits, and social insurance taxes woul d
still account, for the main share of ail federal receipts. The

i ndi vidual income and corporate profits taxes are expected to raise a
larger Share by 1981, increasing from 58 percent to 65 percent. And
the share raised hy the social insurance taxes is projected to fall
from 31 percent to 27 percent in 1981

~ Under 8ath B assumptions, the total increase in federal revenue
wi |l be $249 billion during the next five years, representing an
average annual _increase of “12 percent during the period as conpared
wth annual Q\P increases averaging 11 percent. anges in the
distribution of revenue by source and of the aggregate revenue
increases are quite simlar to those projected Under path A ,
assumptions. Thus, the total share of revenue derived fromthe social
i nsurance taxes declines t0 29 percent in 1981 under the path B
assunptions, and the proportion of the aggregate revenue change due to
increased individual INcOMe taxes iS slightly lower (50 percent) under
path B than is the case under path A assunptions.

As indicated above, total revenue is projected to grow at a
s]ightlﬁ' faster rate than G\P during the next five years. By 1981,
for each 10 percent increase in G\P an associated increase i's
projected in total revenue of 11 percent (path B to 12 percent .
(path A). The individual incone tax portion of total receipts, which
I'S especially responsive to changes in economc conditions hecause of



Table 18.—Federal Budget Recepts, Fiscal Year 1975 and Estimated Recepts Fiscal Years 1976-81
Under Path A and Path B Economic Assumptions

(Fiscal years, in hillions of dollars)

Path A Economic Assumptions
Source Trangtion

1975 1976

) e . gsltjianrwtge 1977 1978 1979 1980
Individual income taxes - - - oo _._ 122. 4 135.0 38.7 175. 5 206 241 282 330
Corporate profitstax ._ . . ... 40. 6 39.5 11.3 59.0 71 81 83 95
Socid insurance taxes and contributions______ 86. 4 92. 6 26. 5 113.0 10 144 160 178
Excisetaxes. - oo 16. 6 16.9 4.8 17.6 19 20 22 22
Estate and gift taxes. .. .. __._.___._ 4.6 4.6 1.3 5.5 6 7 8 9
Customs duties. - oo 3.7 4.3 1.2 4.7 6 6 7 7
Miscellaneous receipts. ..o oo ooooooooo- 6.7 7.9 2.2 8.0 8 9 n n

Total _ ... 281.0 300. 8 86. 0 383.3 445 509 577 652
Path B Economie Assumptions
Source

1975 1976 Transition 1977 1978 1979 1930

actual estimate quarter
Individual incometaxes. - .o oo, 122. 4 135.0 38.7 159. 8 186 212 242 273
Corporate profitstaxes. .. ... __ 40. 6 39.5 11.3 4.5 59 67 72 78
Socid insurance taxes and contributions.__ - __ 86. 4 92. 6 26. 5 110.2 vl 133 144 159
Excise taxes. - oo e e 16. 6 16.9 4.8 17. 5 18 18 18 19
Estate and gift taxes. .- . . _.._. 4.6 4.6 1.3 5.4 6 6 7 7
Customs duties - - 3.7 4.3 1.2 4.6 5 5 5 5
Miscellaneous receipts _ I 6.7 7.9 2.2 8.0 8 8 9 9

Total - - o e e 281.0 300. 8 86. 0 360.0 401 448 497 550

Nore.—See text for definition of the current-services receipts concept.
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Its progressive structure, is estimated to increase substantially
faster than total revenue by 198L  A11 the other najor revenue,

sources increase at slower rates in response to a given change in the
GNP growth rate.

Tax Expenditures

‘Tax expenditures are revenue |osses resulting fromfederal tax
E_row sions that grant special relief designed to eéncourage certain
inds of econom ¢ behavior by taxpayers of to aid taxpayers in special
circunstances. These provisions may, in effect, be viewed as the
equi val ent of a simultaneous collection of revenue and a direct budget
outlay of an equat amount to the beneficiary taxpayer.

Tax exRendltures are only one of the many ways the federal
overnment has to achieve itS policy objectives; ‘in most instances,
he goals mght also be achieved through the use of a direct
expendi ture, "a loan program or legal Tegulation. Because any
qualified taxpayer nay recejve the henefits from tax expenditures,
these provisionS are equivalent to the entitlement prograns under
whi ch benefits are paid to all eligibl e_Persons. Thus,. the "spendi ng
Tevel® associated wth these tax and entitlenment provisions is under
the control of the beneficiaries rather than the government. Because
of this equivalence between uncontrollable direct “expenditure prograns
and tax expenditures, they should be considered aiong with the revenue
and budget outlay estimatés to gain a more conplete picture of the
total federal budget.

The tax expenditure projections indicate the estinmated revenue
foregone as a result of tax expenditures for 1976-81.  These
provisions nmay take any of the following possible forms:

0 Special exclusions, exenptions, and deductions, which reduce
taxabl e income and, thus, result in a |esser amount of tax
(for exanple, tax-exemnt interest or the deduction of interest
pai d on consuner loans). -

0 Preferential rates, which reduce taxes by applying lower rates
to part or all of a taxpayer's incone (for exanple, the
special 50 percent marginal tax rate on earned incone).

0 Special credits, which are subtracted fromtaxes as ordinarily
conputed (for exanple, the investment tax credit).

0 Deferrals of tax, which generally result fromallowing in the
current year deductions that are properly attributable to a
future year (for example, accelerated depreciation). In the
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meantine, the taxpayer has interest-free use of the deferred
amount .

The inventory of tax expenditures here is essentially the sane as
that presented in the July, 1975 Congressional estimates report that
included as tax expenditures nearly all items that had previous|y been
s0 defined.® No judgnent is made or implied about the desirability of
Purpose of any tax expenditure itemor its effectiveness in achieving

hat pur pose.

Measurenent of Tax Expenditures,

In calculatln% the revenue |oss fromeach tax expenditure, it is
assumed that only the provision in question is deleted and that all
other aspects of the tax systemremain the sane., In the case of a tax
credit, for exanple, the anount of the credit is the amount of the tax
expenditure. |f the tax expenditure takes the formof a specia
deduction, the deduction is added back into taxable income, and a new
tax Tiability iS conputed by applving the appropriate tax rates to the
increased amount of taxable income. The revenue loss is then conputed
as the difference between the new tax liability and that under
existing law In the case of a deferral, the Tevenue [oss results
fromthe fact that taxpayers obtain interest-free use of the deferred
amount.  The revenue loss due t0 a preferential rate, of course, is
cal cul ated by multiolying the difference between it and the "normal"
tax rate tines the hase to which the special rate applies.

Inusing the tax expenditure estimates, several points should be
noted. First, if tw or nmore itens were elimnated, the conbination
of changes woul d probably produce a lesser or greater revenue effect
than the sumof the amounts shown for the individual itens. For this
reason, addlng the revenue |osses fromthe various itens is of limited
usefulness and totals are not shown except in the Table 19 notes.

Second, following the general practice in presenting revenue and
expendi ture estimates, the amounts shown for the various tax
expenditure itens do not take into account any effects that the
removal of one or nore of the itens mght havé on investment and
consunption patterns or on any other aSpects of economc activity. In
other words, the estimates shown do not consider any behavioral
changes that mght be induced by changing the provisions. Repeal of a
PrOVISIon, therefore, mght not raise revenue by an amount equal to
he revenue | 0ss shown in the tax expenditure budget.

Finally, in recent years the revenue effect of new tax
expenditure itens added to the tax |aw usually has not been fully felt
for several years. As a result, the eventual annual cost of sone
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itens is not fully reflected until sone time after enactnment.
Simlarly, if itens nowin the |awwere eliminated, it iS unlikely
that the full revenue effects would be imediately realized.”

Tax Expenditures by Functional Category

For easier conparison with direct expenditures, nost of the tax
expenditures in Table 19 are grouped in the same functional categories
as the direct outlays in the federal budget. However, consisten{ with
the format of the July, 1975 report, sone tax expenditures are placed
in three additional categories: business investnent, personal
investnent, and other tax expenditures.8 Wiere possi bl e and rel evant,
estimtes are shown separately for individuals and corporations.

The estimates of the tax expenditures were supplied to the CBO hy
the staffs of the Joint Coomttee on Internal Revenue Taxation and the
US Treasury Department. Unlike the other projections presented in
this report,” there is only a single set of tax expenditures shown with
no distinction between the path A and path B econom ¢ assunptions.

The projections, in fact, are not based on either of the two paths;
however, they B{r]obabl conformnore closely with the path B economc
assunptions. © Under the faster-growth, path A econom ¢ assumptions
several of the itens that are particularly sensitive to the rate o
inflation —e.g., medi cal expenses and_ housing cost deductions —
would undoubtedly be higher. However, it was technically impossible
to take account of such differences when preparing the estinates. As
with the revenue projections, the tax expenditure estimates assune
that the tax taws in effect on January 1, 1976, remain applicable
through 1981.

Trends in Tax Expenditures

As discussed above, the sumof all the separate tax exPendltures
—or even the sumof itens in each functional category —for an
Hlven year is not an accurate nmeasure of federal revenue loss and,
ence, is a statistic of limted useful ness. However, the pattern of
chan?e in the annual levels can he neaningful because biases that

mght distort each total tend to he neutralized in the calculation of
)éear-to-year changes. Because the tax expenditure projections are not
ased explicitly on either path A or path B economc assunptions,
trends in these’itens should not be conpared with revenue or direct
outlay trends. On the other hand, conparisons of the prcgected trends
for individual and corporate tax expenditures for each budget
functional category can be informative.



Table 19.—Tax Expenditure Estimates, by Function*

(Fiscd years, in millions of dollars)

Function

Corporations

Individuals

1976

1978 1979

1976

1977

1978

1979

National defense:
Excluson of benefits and dlow-
ances to Armed Forces personnd .-
Excluson of military disability

International affairs:

Exclusion of income earned abroad
by US. citizens. - ___._____.__

Excluson of gross-up on dividends
of LDC corporations.... ...

Deferral of income of domestic in-
ternational saes corporations
(D115 ) P

Deferral of income of controlled
foreign corporations. .. __.__._

Special rate for Western Hemi-
sphere trade corporations. .. .__._

Agriculture:

Expensing of certain capital outlays--

Capital gains treatment of certain
income - e

Natural resources, environment and
energy:

Excluson of interest on state and
loca government pollution con-
trolbonds.... .. __._____.

Expensing of exploration and de-
velopment costs .-

Footnotes at end of table.

1, 340

525

110

40

170

220 265

1,0451 1,285

1, 540

1,850

75

100

245

305

145

4]

160

435



Table 19.—Tax Expenditure Egtimates, by Function *—Continued

(Fiscal years, in millions of dollars)

Corporations Individuals
Function
1976 1977 1978 1979 1980 1981 1976 1977 1978 1979 1980 1981
Natural resources — continued
Excess of percentage over cost de-
pletion_ _ _ . 1,080 1,020 1,015| 1, 110 | 1,215 | 1,325 500 575 625 640 670 695
Pollution control: 5year amortizax
(7o) [ 20 15 L5 IR VN MU (PR R SV S I
Capital gains treatment of royalties
oncoa andironore 15 20 20 25 25 30 45 50 60 65 75 85
Capital gains treatment of certain :
timber income _ I 1% 165 175 190 200 215 60 65 70 75 80 85
Commerce and transportation:
Exemption of credit unions....._... 125 135 145 155 165 7578 PR USRIV FURR IO IR S
Cooperatives: deductibility of non-
cash patronage dividends and
certain other items_._._...__... 410 455 485 520 555 L5(e SR R S PSP AU I MR
Corporate surtax exemption____.... 5,015 6,185 | 6,745 | 7,300 | 7,865 | 8,455 |- . _ oo feeoe oo
Deferral of tax on shipping com-
panies. - .. 105 130 155 180 205 230 |eccemf oo fesme e et
Railroad rolling stock: 5year
amortization.. - - .o _____.___ 30 10 (570 (RPN ISR NN SUSURNNIN (PR ISUORVUR SR IR (R
Financia institutions: excess bad
debtreserves. .- o _o__.__. 815 570 635 730 900 | 1,060 |- oo oo
Deductibility of nonbusiness state
gasolinetaxes. - . oo e e e e[ 575 600 665 735 815 910
Community and regiona develop-
ment:
Housing rehabilitation: 5year
amortization  _ _______ 35 25 20 15 10 10 55 40 25 15 15 15

Footnotes at end of table.



Table 19.—Tax Expenditure Estimates, by Function *—Continued

(Fiscal years, in millions of dollars)

Corporations Individuals
Function
1976 1977 1978 1979 1980 1981 1976 1977 1978 1979 1980 1981
Education, manpower and social serv-
1ces:
Excluson of scholarships and
fellowships. - - e e e e e | 210 220 235 245 255 270
Parental personal exemption for
student age 19 and over_ - - o) e e e 690 715 735 760 780 805
Deductibility of contributions to
educational institutions__.._.__. 215 280 325 355 390 430 450 500 555 610 670 735
Deductibility of child and depend-
ent care eXpPenseS.. - - o - - oo cee e me e e e e e 330 420 460 510 560 615
Child care facilitiess 5-year
amortization. - - ... _._.__ 5 5 LS7% USSR SO [EVEVIUPRION IR (AP (VIR MU R
Credit for employing AFDC recip-
ients and public assistance re-
cipients under work incentive
program. - ___ ... 10 10 10 10 10 (O] (RS (R RS (ROUEPU N (ROU S PTEpp
Health:
Exclusion of employer contribu-
tions to medical insurance pre-
miums and medical care. - - | o e e e 3,665 | 4,225 | 4,730 | 5,300 | 5,935 | 6,650
Deductibility of medical expenses. .| oo oo olooco o |eeee e 2,020 | 2,095 2,325 | 2,580 | 2,865 | 3,175
Income security :
Exclusion of social security benefits:
Disability insurance benefits. __|- - - - | o oo |o e eoeo o 315 370 415 470 525 595
OASI benefitsforaged. - - - | oo oo e e ]eeeaa 3,045 | 3,525 | 3,965 | 4,460 | 5,020 | 5,645
Benefits for dependents and
SUTVIVOTS . - _ oo ooomeeeocbeee b e L. 495 565 635 715 805 905

Footnotes at end of table.



Table 19.—Tax Expenditure Estimates, by Function *—Continued

(Fiscal years, in millions of dollars)

Corporations Individuals
Function
1976 1977 1978 1979 1980 1981 1976 1977 1978 1979 1980 1981
Incomesecurity — continued
Excluson of railroad retirement
system benefits. .. e e e 185 200 215 230 245 260
Excluson of unemployment insur-
ancebenefits. - - oo oo e e 3,305 ! 2,855 | 2,655 | 2,470 ; 2,295 2, 135
Excluson of workmen's compen-
sation benefits - _ ... _. S FREVRI SRR UNN PRGN AR I BN 555 640 705 775 855 940
Excluson of public assistance
benefits - . o e e i e e e 15 130 145 165 18 210
Exclusion of specid benefits for
disabled coad miners. - .- oo oo oo e e e 50 50 50 50 50 50
Exclusion of sck pay - - oo e e 330 350 370 385 405 425
Net exclusion of pension contribu-
tions and earnings:
Employer plans. - - - - oo oo e e[ r s e 5,745 ( 6,475 | 7,120 | 7,835 | 8,620, 9,480
Plans for self-employed and
others. oo SRR PO [Py I 770 965 | 1,065 1,180 | 1,300 | 1,440
Exclusion of other employee bene-
fits:
Premiums on group term life
iNSuranCe- - - - o ceoceeceemw e e e e e a o 805 895 965 | 1,050 | 1, 135 1,230
Premiums on accident and
accidental death insuranCe- -{- - o - o e oo o om e oo 55 60 65 70 80 85
Income of trusts to finance
supplementary  unemploy-
ment benefits. ool 5 5 5 5 5 5
Meds and lodging._ _ - ol 285 305 320 335 350 365

Footnotes at end of table.
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Table 19.—Tax Expenditure Egtimates, by Function *—Continued

(Fiseal years, in millions of dollars)

Corporéations Individuals
Function
1976 1977 1978 1979 1990 1981 1976 1977 1978 1979 1980 181
Incomesecurity— continued
Excluson of capital gains on home
sAesif over 65 Lo e oo e o 45 50 55 60 65 70
Excess of percentage standard de-
duction over minimum standard
deduction e 1,465 | 1,560 | 1,635 | 1,720 [ 1,805 | 1,895
Additiona exemption for the blind _j- . |- jo oo oo |eaoao 20 25 25 25 25 25
Additional exemption for over 65- |- f-ccoocjecmccco e co[mmmea e 1,155 1,220 { 1,280 | 1,340 | 1,410 | 1,480
Retirement income credit = - | oo oo fmmeeae 120 110 100 0 80 70
Earned income credit: nonrefund-
able POrtion - - - oo 290 280 270 255 245 235
Earned income credit: refundable
POMtION - - oo e || 1,165 1,110 | 1,065 | 1,025 | 985 M5
Veterans benefits and services :
Excluson of veterans disability
compensation - S (SURVRRURSR (NURURRS S PR EUNUOUN SO 590 595 595 595 595 595
Exclusion of veterans pensons - |- oo oo jeccccc oo m | emcem e |l 30 30 30 30 30 30
Exclusion of GI bill benefits. - - |- oo i oo 330 280 265 255 240 230
Genera government:
Credits and deductions for political
contributions _ [P JSVUURPRPUPN SSURNIPIUUPR SOOI (RPN NNV PN 40 65 40 50 50 85
Revenue sharing and generd purpose
fiscal assistance:
Excluson of interest on general
purpose state and local debt..---. 2,800 | 3,150 | 3,375 3,630 | 3,925 | 4,300 | 1,280 | 1,390 | 1,490( 1,605 | 1,735 1, 880
Excluson of income earned in U.S.
POSSESSIONS .. _ oo acooo__. 240 285 305 325 350 C ¥/ VU IRV NI NI NSRS NI

Footnotes at end of table.

g¢



Table 19.—Tax Expenditure Estimates, by Function ‘—Continued

(Fisecal years, in millions of doliars)

Corporations Individuals
Function
1976 1977 1978 1979 1930 1981 1976 1977 1978 1979 1980 1981
Revenuesharing— Continued
Deductibility of nonbusiness state
and loca taxes (other than on
owner-occupied homes and gaso-
line) IO (EPUORUpEVR SRRV FEUPIVERIVRN FUIGIINES JUIUUIPE AU 6,505 | 6,680 | 7,415 | 8,230 | 9 140 | 10, 140
Interest:
Deferral of interest on savings
bonds. - - oo .. SRS PR (SRS U NS S S 605 6385 765 845 925 1, 005
Businessinvestment:
Exclusion of interest on state and
local industrial development
bonds. - .o ... 150 195 235 270 315 355 75 0 110 130 150 170
Excess first year depreciation.____. 145 165 130 200 220 240 80 85 95 106 115 130
Depreciation on rental housing in
excess of straight line.._.____ ... 120 125 135 145 155 170 430 455 480 510 545 580
Depreciation on buildings (other
than rental housing) in excess
straight line.o - o oo 275 280 300 325 350 375 215 215 235 250 275 300
Expensing of research and devel-
opment expenditures_ . _________ 660 695 725 755 785 815 (e fmmm e femcimm e e
Expensing of construction period '
interest and taxes. - - - - oao- 1,020 1,065 1,110 1,150 | 1,190 | 1,230 545 570 595 620 645 670
Capital gams:. corporate (other
than farming and timber) ... ___ 760 900 | 1,015 1,090 [ 1,170 | 1,260 |-c-ooo fcccocofomcncaoacae e
Investment credit.. ... ... ____ 6,850 | 7,585 | 8,045 | 8,480 | 8,890 | 9,310 | 1,410 1,530 1,635 1,750 ! 1,870 | 1,995
Asset depreciation range._ __.______ 1.4351 1,630 1.8251 2,000 1 2,095 | 2, 135 155 175 195 220 230 235

Footnotes at end of table.

LG



Table 19.—Tax Expenditure Estimates, by Function *—Continued

(Fiseal years, in millions of dollars)

Footnotes a end of table.

Corporations Individuals
Function
1976 1977 1978 1979 1930 1981 1976 1977 1978 1979 1980 1981
Persona Investment:

Dividend excluson .__._... SO IS RSN FEROININ FEUE R SR 335 350 370 335 405 425
Capital gains. individual (other

than farming and timber) . . - . {o oo oo e e 5,455 | 6,225 | 7,360 | 7,905 { 8,490 9,145
Capital gainsat death ___.______|._____ | . __|.._____|._ S E 6,720 | 7,280 | 8,120 | 9,015 ;10,005 | 11, 106
Excluson of interest on life

insurancesavings oo oo e e e 1,695 1,855 2,025 2,210 | 2,410 | 2,625
Deferral of capital gains on home

sales SSUNUN UV JEUSUIIVUNION SNSRI VNP NIURUN AP S 845 890 935 980 | 1,030} 1,080
Deductibility of mortgage interest

on owner-occupied homes_ . - | oo e 4,545 | 4,710 | 5,225 | 5,800 | 6,440 | 7,150
Deductibility of property taxes on

owner-occupied homes. __ - _{- o e oo oo e 3,690 ( 3,825 ( 4,245 | 4,710 | 5,230 | 5,805
Deductibility of casualty losses_ . __|. . | oo | 300 330 355 330 405 430
Credit for purchase of newhomes. |- ... _ 1 _|oo ool .. 625 100 | e e

8¢



Table 19.—Tax Expenditure Estimates, by Function ‘—Continued

(Fiscal years, in millions of dollars)

Corporations Individuals
Funetion

1976 1977 1978 1979 1980 1981 1976 1977 1978 1979 1980 1981

Other tax expenditures :
Deductibility of charitable con-
tributions (other than educa

tion) - e 395 525 600 665 730 800 | 3,820 | 3,955 | 4,390 | 4,870 | 5,410 | 6,000
Deductibility of interest on con-
sumer credite oo e e 1,040 | 1,075 | 1, 195 | 1,325 | 1,475 1, 635
Maximum tax on earned income_ - | _____{.. ool |- 385 430 485 540 605 680
1 All estimates are based on the tax code as of January 1, 1976, and the as- Source: Staffs of the Treasury Department and the Joint Committee on 2
sumption that al provisions are extended through 1981 Internal Revenue Taxation.

Nore,— Limitations 0N the use of totals are explained in the text.

Sum of the Tax Expenditure Items by Type of Taxpayer and
Fiscd Year *

[In milliens of dollarg]

Fiscal year Corporations Corporations Individuals
and individuals

1976. - oo 98, 430 25, 840 72, 590
1977 - i 105,895 28, 77,215
1978. . oL 115,505 30, 950 84, 555
1979 llo-- 125,345 3 315 92, 030
1980 oo 136,085 35, 790 100, 295
1980 oo 147,955 38, 485 109, 470

* The=e totals represent the mathematical sum of the estimated fiscal year effect of each of
the 82 tax expenditure items included in this teble.
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. For 1977-81, the total anount of tax expenditures in both the

i ndi vidual and corporation income taxes is PrOJ ected to grow at an 85
percent average annual rate, anounting to a total increase of 39
percent for the period (see Table 2). About 76 percent of the total
Increase is inindividual income tax expenditures, which are expected
to grow at an average annual rate of 9 percent —a 42 percent total
increase, whereas corporation inconme tax expenditures are progected to
rise at a 7.5 percent annual rate —for a total increase of 34
percent during the next five years.

~ Tax expenditures in the various budget functional categories are
projected to grow at different rates between 1977 and 1981. For
exanple, a particularly rapid 13 percent annual growth in the natural
resources, environnent,” and energy tax expenditures category is
projected, largely because of increases in deductions for costs of
mneral exploration and devel opnent. Tax expenditures in tha health
grouP, are expected to grow at ‘a 11.5 percenf annual rate —wth all
enefits accruing to individual taxpayers, while those in the incone
security category will grownore slowy than the average, mainly
because of a decline in the exclusion of unemployment Insurance
benefits. The share of business investnent tax expenditures will
fall, while personal investnent tax expenditures will grow faster than
average due to | arge increases in capital gains plus deductions for
mortgage interest and property taxes on owner-occupied hones.

Footnotes

4. In nost instances where the 1976 extension of cal endar year 1975
provisions are more generous to taxpayers than those in the 1975 tax
reduction [ aw (e.g., the higher lowincome all owance and greater per
capita tax credltg, the nore ?enerous_prQW sions are assuned to
continue in effect for the enfire projection period. The $2 per
barrel inport fee on crude petrol eum renoved effective on Decenber 22,
1975, is excluded.

5 In Qctober, 1975, Janmes Lynn, director of the (ffice of Management
and Budget (CNB%, announced that OMB had revised its accounting
treatment for the refundable portion of the earned incone credit and
now treats this as an outlay in the income security category of the
bud?et._ Since a decision on whether to follow the OVB practice is
still in abeyance in the Congressional Budget Commttees, the full
anmount of the earned income credit is still shown in the revenue
section of the budget in this report. However, to give a full picture
of tax expenditures, this credit is also included in Table 19.

6. Estimates of Federal Tax Expenditures, prepared for the Commttee
on VRys and Means and the Conmitee on Finance by the staffs of the
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Treasury Department and the Joint Conmttee on Internal Revenue
Taxation, 94 Cong., 1 sess, (July8, 197

7. For a further discussion of |imtations of aspects of tax
expendi tures, see Estimates of Federal Tax Expenditures, pp. 4-5.

8. See Estimates Of Federal Tax Expenditures, p. 9.
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Table 20.—Tax Expenditures by Function, Average Annual Growth Rate and
Per centage Didribution of Total, 1977 and 1981

[Fisca years, in percentages|

Percentagetgitgribution of
Functional category A\Smgvtﬁhap;ttéal
1977 1%81

National defense ... 1 1 1.5
Internationd affairs ~ ___________. 2 2 4.5
Agriculture L 1 1 7.0
Natural resources, environment, and energy... - _._.___ 3 4 13.0
Commerce and trangportation_~~~ . _________. 8 8 9.0
Community and regional development_ . ___.____ M Q) —21.0
Education, manpower, and socid services .. __..___. 2 2 7.5
Hedth 6 7 11.5
Incomesecurity . e 22 20 6.5
Veterans benefits .. 1 1 —1.5
Revenuesharing_ ... n n 10.0
General government__~ . M 0)1 7.0
Interest . 1 10.0
Busnessinvestment_ . __ 15 13 6.0
Persond investment_ . 24 25 10.0
oher e 5 6 11.0
Totd . 100 100 8.5

! Less than half of 1 percent. for the functional categories can be seen by comparing

percentage distributions. This is the purpose of presenting

Norte.—Limitati i i i : . -
oTE.—Limitations on the use of totals is explained in the firet pair of columns in the tzble

the text. The effect of differencesin projected growth rates



