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THE FEDERAL BUDGET PROCESS 

In t roduc t ion  -. 
This r e p o r t  o u t l i n e s  t h e  l e g i s l a t i v e  and admin i s t ra t ive  procedures 

involved i n  t h e  Federal  budget process.  These procedures a r e  t h e  methods by 

which t h e  magnitude and composition of Government r e c e i p t s  and expendi tures  

a r e  determined. 

The primary purpose of t h e  budget i s  t o  p resen t  t h e  Adminis t ra t ion 's  

r eques t s  f o r  new spending a u t h o r i t y  t o  t h e  Congress. It a l s o  con ta ins  proposals  

a f f e c t i n g  revenues of t h e  Federal  Government. I n  t u r n ,  t h e  budget becomes a 

b a s i s  of decision-making by t h e  Congress a s  i t  considers  t h e  new spending 

a u t h o r i t y  requested.  

The P r e s i d e n t ' s  budget i s  charac te r ized  by a heavy emphasis on t h e  govern- 

ment 's  outgo -- appropr ia t ions ,  o b l i g a t i o n s  incur red ,  and ou t lays .  Furthermore, 

t h e  admin i s t ra t ion ' s  t a x  program is  t r a d i t i o n a l l y  submitted t o  t h e  Congress a t  

a d i f f e r e n t ,  genera l ly  l a t e r  time than t h e  budget. Therefore,  l a r g e l y  because of 

t h i s  o rgan iza t iona l  and separa te  time sequence, t h e  Federal  budget i s  p r i n c i p a l l y  

thought of a s  an  expenditure document. 

However, al though much l e s s  emphasis and a t t e n t i o n  a r e  given t o  revenue 

and t a x  po l icy  i n  t h e  budget p resen ta t ion  and d i scuss ion ,  they a r e ,  i n  f a c t ,  

a major determinant of t h e  volume and timing of Federal  Government borrowings and 

repayment of pub l ic  debt s e c u r i t i e s .  The budget summary t a b l e s  show t h e  r e l a t i o n  

between estimated r e c e i p t s  and ou t lays ;  requested o r  a n t i c i p a t e d  t a x  changes 

have been considered i n  a r r i v i n g  a t  t h e s e  es t imates .  
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Any budget  i s  b a s i c a l l y  a  s e t  of p l a n s  f o r  f u t u r e  a c t i o n .  The F e d e r a l  
1 / - 

budget  documents a r e  t h e  most i n c l u s i v e  s t a t emen t  of t h e  F e d e r a l  Government's 

proposed p o l i c y  and p l a n s  f o r  t h e  budgetary  pe r iod .  They s e r v e  s e v e r a l  d i f f e r e n t  

purposes ,  some of which a r e :  p lanning  f u t u r e  o u t l a y s ,  rev iewing  p rev ious  out -  

l a y s ,  r e l a t i n g  e s t ima ted  o u t l a y s  and r e c e i p t s  t o  i n d i c a t e  t h e  need f o r  new 

borrowing o r  t h e  p o s s i b i l i t y  of d e b t  r e d u c t i o n ,  and i n d i c a t i n g  t h e  f i s c a l  impact 

of planned government a c t i o n  on t h e  economy. A c t u a l l y ,  through t h e  new l e g i s -  

l a t i o n  proposed and new budget  a u t h o r i t y  r e q u e s t e d ,  t h e  budget  is i n d i c a t i v e  of 

government p l a n s  beyond t h e  s p e c i f i c  budgetary  pe r iod .  

Not o n l y  is  t h e  budget  a  p lanning  in s t rumen t  used by Congress  and F e d e r a l  

a g e n c i e s ,  bu t  i t  is  a l s o  used f o r  p lanning  purposes  by S t a t e  and l o c a l  govern- 

ments ,  i n d i v i d u a l s ,  b u s i n e s s e s  and o t h e r  p r i v a t e  o r g a n i z a t i o n s  t h a t  w i l l  b e  

a f f e c t e d  by Government p o l i c i e s  and d e c i s i o n s .  Many b u s i n e s s e s  and i n d u s t r i e s  
2/ - 

a r e  s u b s t a n t i a l l y  a f f e c t e d  by changes i n  Government p o l i c i e s .  

1/ G e n e r a l l y ,  t h e r e  a r e  f o u r  publ i shed  budget documents submi t ted  t o  t h e  Congress - 
each  January .  For f i s c a l  yea r  1973 t h e s e  were: 

The Budget of t h e  United S t a t e s  Government, 1973. 570 pages.  
The Budget of t h e  U.S. Government, 1973--Appendix. 1103 pages.  
The U.S. Budget i n  B r i e f ,  1973. 88 pages.  
S p e c i a l  Analyses ,  Budget of t h e  U.S. Government, 1973. 309 pages.  

2 /  One economist  ha s  poin ted  o u t  t h e  a t tachment  and dependency of some i n d u s t r i e s  - 
on Government a c t i o n .  Based on 1958 Census of Manufac turers  d a t a ,  sh ipments  
t o  t h e  F e d e r a l  Government, a s  a  p e r c e n t  of t h e i r  t o t a l  sh ipments  f o r  t h e  f o l -  
lowing i n d u s t r i e s  were: 95 p e r c e n t  f o r  complete  a i r c r a f t ,  75 pe rcen t  f o r  
a i r c r a f t  p r o p e l l e r s ,  54 p e r c e n t  f o r  a i r c r a f t  and m i s s i l e  eng ines ,  39 pe rcen t  
f o r  s h i p b u i l d i n g  and r e p a i r s ,  and 38 p e r c e n t  f o r  s c i e n t i f i c  i n s t rumen t s .  
Weidenbaum, Murray L.  Fede ra l  budget ing  -- t h e  cho ice  of Government programs. 
Washington, D . C .  American E n t e r p r i s e  I n s t i t u t e ,  1964. p. 16 .  
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The purposes which t h e  budget i s  designed t o  se rve  a r e  summarized as 
1 / - 

follows i n  t h e  budget s p e c i a l  analyses :  

To se rve  t h e  broadest  n a t i o n a l  o b j e c t i v e s ,  i t  proposes an a l l o c a t i o n  
of resources  between t h e  p r i v a t e  and pub l ic  s e c t o r s ,  wi th in  t h e  pub l ic  
s e c t o r  and, through i t s  e f f e c t  on investment dec i s ions ,  wi th in  t h e  
p r i v a t e  s e c t o r ;  

It is  an  economic document t h a t  r e f l e c t s  t h e  t ax ing  and spending 
p o l i c i e s  of t h e  Government f o r  promoting growth of t h e  n a t i o n a l  economy, 
high employment, r e l a t i v e  p r i c e  s t a b i l i t y ,  and s t rengthening of t h e  
Nation's  balance-of-payments p o s i t i o n ;  

It s e t s  f o r t h  t h e  P r e s i d e n t ' s  r e q u e s t s  t o  Congress f o r  appropr ia t ion  
a c t i o n  on e x i s t i n g  o r  new programs, and changes i n  t a x  l e g i s l a t i o n ;  and 

It is a r e p o r t  t o  t h e  Congress and t h e  people on how t h e  Government 
has spen t  t h e  funds en t rus ted  t o  it  i n  p a s t  yea rs .  

The budget document con ta ins  va r ious  types  of d a t a  and v a r i o u s  t o t a l s  f o r  

r e c e i p t s  and ou t lays .  Included a r e  a c t u a l  d a t a  f o r  t h e  l a s t  completed f i s c a l  

yea r ,  p lus  rev i sed  es t imates  f o r  t h e  cur ren t  f i s c a l  yea r ,  p l u s  es t imates  for t h e  

forthcoming f i s c a l  year based on c u r r e n t  and proposed l e g i s l a t i o n .  

The budget documents a r e  compiled and presented on t h e  u n i f i e d  budget con- 

cep t .  P r i o r  t o  f i s c a l  year 1969 t h e  budget was formulated and presented pr in-  

c i p a l l y  on t h e  admin i s t ra t ive  budget concept. 

The admin i s t ra t ive  budget concept corresponded c l o s e l y  t o  t h e  cur ren t  

Federal  funds b a s i s  of t h e  u n i f i e d  budget. The admin i s t ra t ive  budget recorded 

revenues and expenditures of Federal  funds t r a n s a c t i o n s  only.  A l l  t r u s t  fund 

a c t i v i t i e s  of t h e  Federal  Government were excluded from t h e  a d m i n i s t r a t i v e  budget 

accounts.  Adminis t ra t ive  budget revenue came from income taxes  ( ind iv idua l s  and 

corpora t ions ) ,  e x c i s e  taxes  no t  earmarked f o r  s p e c i f i c  accounts such a s  t h e  

highway t r u s t  fund, e s t a t e  and g i f t  t a x e s ,  customs d u t i e s ,  and miscellaneous 

1/ Spec ia l  Analyses, Budget of t h e  United S t a t e s  Government, f i s c a l  year  1973, - 
page 7. 
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receipts. Administrative budget expenditures were for the historical functions 

of government, such as national defense, commerce, labor, agriculture, welfare, 

education, veterans' benefits, international affairs, interest on the public 

debt and other general government activities. The administrative budget provided 

a measurement of the operations financed by the Federal Government's own funds. 

Also, except for the permanent Federal fund appropriations -- largely interest 

on public debt, the administrative budget expenditures represented those 

activities which the Congress generally appropriates for on an annual basis. 

The major criticism of the administrative budget focused on the fact that it 

covered only "wholly owned" Federal funds and omitted the large and rapidly 

growing transactions of the Federal trust funds. During the decades of the 

1950's and 19601s, there was increasing criticism of the continued use of the 

administrative budget concept. 

Early in 1967 President Johnson appointed a commission to study Federal 

budget concepts and presentations. This commission rendered its report and 
1/ - 

recommendations in October 1967. The President's Commission on Budget Con- 

cepts stressed that its most important recommendation was that the budget should 

be presented on a unified basis and thereby replace the three budget concepts 

employed previously (the administrative budget, the consolidated cash budget, and 

the national income accounts budget.) President Johnson adopted this recommenda- 

tion and in January 1968 submitted the budget (fiscal year 1969) on the unified 

budget concept. The unified budget has been the form used in compiling and 

presenting all subsequent Federal budgets. 

1/ Report of the President's Commission on Budget Concepts. Washington, U.S. - 
Govt. Print. Off., October 1967, 109 pages. 
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The major d i f f e r e n c e s  i n  t h e  new u n i f i e d  budget and t h e  t h r e e  budget con- 

cep t s  it  was designed t o  rep lace  were summarized i n  t h e  following c h a r t  published 

i n  the  February 1968 i s s u e  of t h e  Survey of Current Business. 

SUMMARY OF MAJOR DIFFERENCES I N  BUDGET CONCEPTS 

New u n i f i e d  National income Cash budget Administra- 
budget accounts t i v e  budget 

Coverage 
Trust  funds 
D i s t r i c t  of Columbia 
Federal  land banks, 

Federal  home loan  
banks. 

Timing 
Receipts  

Expenditures 

Included 
Excluded 
Excluded 

11 
~ c c r u a l  * 

21 
~ c c r u a l  * 

Treatment of F inanc ia l  Transact ions  
Net lending Included 

a c t i v i t i e s  (but shown 

Included 
Excluded 
Excluded 

Personal  taxes  
(payment) ; a l l  
o the r  ( c h i e f l y  
a c c r u a l ) .  
Purchases (de- 
l i v e r y ) ;  in- 

Included Excluded 
Included Excluded 
Included Excluded 

t e r e s t  (accrual)  ; 
a l l  o the r  ( c h i e f l y  
checks i s sued) .  

Cash co l l ec -  Cash co l l ec -  
t ions  t i o n s  

Checks paid I n t e r e s t  (ac- 
c r u a l )  ; a l l  
o t h e r  (checks 
i s s u e d ) .  

Exluded Included Included 

i n  sep. loan 
account) 21 ** 

P a r t i c i p a t i o n  Excluded Excluded Included a s  Included a s  
c e r t i f i c a t e s  nega t ive  nega t ive  

expendi tures  expendi tures  
Purchase of fo re ign  Included Excluded Included Included 

currency 

1/ Recorded on a cash c o l l e c t i o n s  b a s i s  i n  f i s c a l  1969 budget. - 
21 I n t e r e s t  recorded on accrua l  b a s i s  i n  f i s c a l  1969 budget; a l l  o the r  expen- - 

d i t u r e s  recorded on checks issued b a s i s .  
3 1  The "expenditure account" of t h e  new u n i f i e d  budget excludes n e t  lending a s  - 

def ined by t h e  Budget Bureau, but  includes  s e v e r a l  types  of loans  excluded 
i n  t h e  n a t i o n a l  income accounts.  

Source: U.S. Department of Commerce, Of f ice  of Business Economics. 
* The recording of u n i f i e d  budget r e c e i p t s  and expendi tures  on an a c c r u a l  b a s i s  

has been i n d e f i n i t e l y  postponed due t o  accounting d i f f i c u l t i e s .  
**The separa t ion  of loan  d a t a  and expenditure d a t a  i n  t h e  budget has  been 

abolished.  
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The c o n s o l i d a t e d  cash  budget s t a t emen t  was des igned t o  measure t h e  f low 

of cash  between t h e  p u b l i c  and t h e  Fede ra l  Government. It inc luded a l l  Fede ra l  

funds  and a l l  t r u s t  funds  t r a n s a c t i o n s .  The "cash" budget s t a t emen t  was r e f e r r e d  

t o  i n  o f f i c i a l  budget  documents as " r e c e i p t s  from and payments t o  t h e  pub l i c . "  

S ince  i t  measured t h e  f low of cash  between t h e  p u b l i c  and t h e  Government, t h e  

"cash" budget i n d i c a t e d  t h e  d e f i c i t  t h a t  would need t o  b e  f inanced  by borrowing 

from t h e  p u b l i c .  There were two major c r i t i c i s m s  of t h e  conso l ida t ed  c a s h  bud- 

g e t :  

F i r s t ,  i t  was cons idered  inadequate  a s  a  measure of f i s c a l  p o l i c y  because  

i t  was on a  ca sh  b a s i s  r a t h e r  t han  an  a c c r u a l  b a s i s ,  and t h u s  i t  d i d  n o t  r e f l e c t  

t h e  t iming of t h e  economic impact of Fede ra l  payments and r e c e i p t s .  

Also,  i t  inc luded a l l  Fede ra l  l oan  t r a n s a c t i o n s  a long w i t h  o t h e r  Fede ra l  

a c t i v i t i e s ,  a l t hough  loan  t r a n s a c t i o n s  a r e  g e n e r a l l y  cons idered  t o  d i f f e r  from 

Federa l  expend i tu re s  i n  t h e i r  economic impact.  

Cur ren t  budget documents provide  d a t a  on t h e  amount and breakdown of 

Fede ra l  r e c e i p t s  and o u t l a y s  on t h r e e  d i f f e r e n t  budget concepts .  These d i f f e r e n t  

budget £ o m s  a r e  c a l l e d  : (1) t h e  "Unified ~ u d g e t  ," (2 )  t h e  "Federal  Funds  asi is," 

and (3) t h e  "Nat ional  Income Accounts (NU)  ~ u d ~ e t .  " 

The Na t iona l  Income Accounts (NIA) Budget was s p e c i f i c a l l y  des igned by t h e  

Department of Commerce t o  complement t h e  d a t a  on p r i v a t e  expend i tu re s  and incomes 

used t o  b u i l d  up t h e  o f f i c i a l  s t a t i s t i c s  on t h e  g r o s s  n a t i o n a l  product  (GNP) and 

n a t i o n a l  income, which provide  t h e  b a s i s  f o r  much economic a n a l y s i s .  The N I A  

budget expend i tu re s  i n d i c a t e  t h e  amount of c u r r e n t  economic p roduc t ion  of goods 

and s e r v i c e s  consumed by t h e  Fede ra l  Government. The NIA budget  revenues  i n d i c a t e  

t h e  amount of income withdrawn by t h e  Fede ra l  Government from t h e  p r i v a t e  s e c t o r .  
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The N U  budget includes  expendi tures  and r e c e i p t s  of both  Federal  funds 

and t r u s t  funds. However, i t  d i f f e r s  from t h e  u n i f i e d  budget i n  t h a t  i t  records  

t h e  Government's f i s c a l  t r a n s a c t i o n s  on an a c c r u a l  r a t h e r  than a cash b a s i s  and 

a l s o  i t  excludes a l l  Federal  loan  t r a n s a c t i o n s  because they do n o t  r e p r e s e n t  

add i t ions  t o  income. 

The Unified Budget concept combines a l l  programs of t h e  Federal  Government 

and its agencies  including t r a n s a c t i o n s  of a l l  t r u s t  funds (e.g. s o c i a l  s e c u r i t y ,  

Federal  employees re t i r ement ,  unemployment, and highway) a s  w e l l  a s  t h e  r e g u l a r  

Federal  funds which a r e  c l o s e l y  assoc ia ted  wi th  t h e  e a r l i e r  concept termed t h e  

admin i s t ra t ive  budget. The un i f i ed  budget concept of combining t r u s t  funds and 

Federal  funds a p p l i e s  t o  both  revenue and expenditures.  The u n i f i e d  budget con- 

cep t  combines expenditures and n e t  loans  under t h e  term ou t lays .  

Federal  fund r e c e i p t s  a r e  those  which t h e  government adminis ters  a s  owner; 

they a r e  r e l a t e d  t o  t h e  h i s t o r i c a l  sources of revenue such a s  ind iv idua l  and cor- 

pora t ion  income taxes ,  e s t a t e  and g i f t  t axes ,  customs d u t i e s  and those  e x c i s e  

t axes  no t  earmarked f o r  a s p e c i f i c  func t ion  o r  program such a s  t h e  e x c i s e  t axes  

on a lcohol  and tobacco products.  

Federal  fund ou t lays  (expenditures and n e t  loans  combined) a r e  those  

pr imari ly  assoc ia ted  wi th  what might be termed h i s t o r i c a l  func t ions  of government- 

n a t i o n a l  defense ,  i n t e r n a t i o n a l  a f f a i r s ,  s e r v i c e  of t h e  pub l ic  d e b t ,  and genera l  

government a c t i v i t i e s  r e l a t i n g  t o  l e g i s l a t i o n ,  j u s t i c e ,  genera l  admin i s t ra t ion ,  

commerce, t r a n s p o r t a t i o n ,  a g r i c u l t u r e ,  l a b o r ,  education,  we l fa re ,  h e a l t h ,  p o s t a l  

s e r v i c e  e t c .  

The annual l e v e l  of t r u s t  fund t r a n s a c t i o n s ,  both  r e c e i p t s  and o u t l a y s ,  

has increased a t  a very  rap id  r a t e  i n  t h e  pos t  World War I1 per iod.  Annual t r u s t  

fund payments o r  ou t l ays  have increased from $6.8 b i l l i o n  f o r  f i s c a l  year  1954 
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t o  $67.0 b i l l i o n  f o r  f i s c a l  yea r  1972. Thus, over  t h i s  eighteen-year  span  

( f i s c a l  y e a r s  1954-1972) t r u s t  fund o u t l a y s  have inc reased  a lmost  1 0  f o l d ,  where- 

a s  Fede ra l  fund o u t l a y s  have inc reased  by approximately 2-314 t imes .  

T r u s t  fund r e c e i p t s  a r e  pa id  i n t o  accounts  e s t a b l i s h e d  f o r  s p e c i f i c  pur- 

poses and programs. T r u s t  fund payments a r e  made from t h e s e  s p e c i f i c  accounts .  

T r u s t  fund r e c e i p t s  a r e  admin i s t e red  by t h e  government i n  a t r u s t e e  o r  f i d u c i a r y  

c a p a c i t y .  The major Fede ra l  t r u s t  funds  a r e  t h e  old-age and s u r v i v o r s  i n su rance ,  

d i s a b i l i t y  i n su rance ,  h e a l t h  in su rance ,  unemployment, r a i l r o a d  employees r e t i r e -  

ment, F e d e r a l  employees r e t i r e m e n t ,  v e t e r a n s  l i f e  i n su rance ,  and t h e  highway t r u s t  

fund.  

T r u s t  funds  a r e  account ing  f o r  an  i n c r e a s i n g  p o r t i o n  of t h e  t o t a l  budget 

bo th  a s  r e c e i p t s  and a s  o u t l a y s .  Furthermore,  t h e  t r u s t  funds  f o r  most y e a r s  have 

s i g n i f i c a n t  s u r p l u s e s ;  t h e s e  s u r p l u s  t r u s t  fund r e c e i p t s  a r e  i nves t ed  i n  U.S. 

Government s e c u r i t i e s .  A t  t h e  end of f i s c a l  yea r  1972 $111.5 b i l l i o n  of Fede ra l  

s e c u r i t i e s  were he ld  by U.S. Government Accounts. The m a j o r i t y  of t h e s e  Fede ra l  

s e c u r i t i e s  were he ld  by t h e  fo l lowing  major t r u s t  funds :  Fede ra l  Old-Age and 

Surv ivo r s  In su rance  T r u s t  Fund ($33.2 b i l l i o n ) ,  C i v i l  S e r v i c e  Retirement  and 

D i s a b i l i t y  Fund ($27.7 b i l l i o n ) ,  Unemployment T rus t  Fund ($9.8 b i l l i o n ) ,  Fede ra l  

D i s a b i l i t y  In su rance  T r u s t  Fund ($7.0 b i l l i o n ) ,  Na t iona l  S e r v i c e  L i f e  Insu rance  

Fund ($6.5 b i l l i o n ) ,  and Rai l road  Retirement  Accounts ($4.6 b i l l i o n ) .  

Table  1 p r e s e n t s  a  comparison of budget d a t a  on t h e  u n i f i e d  budget  concept ,  

t h e  Fede ra l  funds  b a s i s ,  and t h e  n a t i o n a l  income accounts  (NU) budget on a n  

annual  b a s i s  f o r  f i s c a l  y e a r s  1954 t o  1972. Rece ip t s  and expend i tu re s  a r e  l e s s  

and u s u a l l y  t h e  d e f i c i t s  a r e  l a r g e r  f o r  t h e  Fede ra l  funds  b a s i s  of t h e  budget  t han  

t h e  o t h e r  budget forms,  p r i m a r i l y  because t h e  t r u s t  funds  a r e  excluded.  I n  r e c e n t  

y e a r s  t h e  t r u s t  funds  have had s i g n i f i c a n t  s u r p l u s e s  r ang ing  from approximate ly  
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$5 t o  $10 b i l l i o n  annual ly .  The cumulative d e f i c i t  on t h e  Federal  funds b a s i s  

f o r  t h e  per iod,  amounts t o  $167.5 b i l l i o n  compared t o  $118.7 b i l l i o n  on t h e  

u n i f i e d  budget b a s i s .  This  d i f f e r e n c e  r e s u l t s  p r imar i ly  from t h e  t r u s t  funds 

su rp luses  included i n  t h e  u n i f i e d  budget da ta .  It may be noted t h a t  t h e  cumu- 

l a t i v e  d e f i c i t  ($67.1 b i l l i o n )  on t h e  NIA budget i s  s u b s t a n t i a l l y  l e s s  than f o r  

t h e  o ther  budget forms. The smal ler  NIA d e f i c i t  p r imar i ly  i s  t h e  r e s u l t  of 

two f a c t o r s .  F i r s t ,  a l l  loan  t r a n s a c t i o n s  a r e  excluded from t h e  N I A  d a t a  thus  

reducing t h e  expenditure l e v e l s .  Second, t h e  r e c e i p t s  on t h e  N U  budget b a s i s  

a r e  g r e a t e r  than f o r  t h e  o ther  budget forms because NIA budget d a t a  are on a n  

acc rua l  b a s i s .  During a per iod of economic expansion budget r e c e i p t s  on an  

acc rua l  b a s i s  w i l l  be g r e a t e r  than on an a c t u a l  c o l l e c t i o n  b a s i s  because t h e  

r e c e i p t s  a r e  more c l o s e l y  r e l a t e d  t o  t h e  l e v e l  of economic a c t i v i t y .  
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The F u l l  Employment Budget i s  no t  a budget i n  t h e  genera l  sense  of 

recording government r e c e i p t s  and ou t lays ,  r a t h e r  it  is  a concept developed t o  

analyze and measure t h e  impact of t h e  Federal  budget on t h e  economy. I n  d i s -  

cuss ion of t h e  Federal  budgets f o r  f i s c a l  yea rs  1972 and 1973 t h e r e  has  been an  

increas ing emphasis placed on t h e  f u l l  employment budget concept. The f u l l  

employment budget su rp lus  o r  d e f i c i t  i s  determined by comparing ad jus ted  budget 

ou t l ays  not  wi th  a c t u a l  revenues but  wi th  t h e  revenues t h a t  would be generated 

i f  t h e  economy were operat ing a t  f u l l  employment. 

The a n a l y s i s  under a f u l l  employment budget concept e s s e n t i a l l y  determines 

t h e  way Federal  r e c e i p t s  and ou t lays  would change a s  t h e  economy moves toward a 

" f u l l  employment" l e v e l .  It s t a r t s  wi th  a l e v e l  of projected ou t lays .  The pro- 

j ec ted  budget ou t l ays  a r e  adjus ted t o  r e f l e c t  t h e  assumed reduc t ions  r e s u l t i n g  

from lower spending l e v e l s  f o r  unemployment insurance and publ ic  we l fa re  due t o  

t h e  increased l e v e l  of economic a c t i v i t y .  Then, t h e  amount of r e c e i p t s  i s  ca l -  

cu la ted  a t  t h e  t a x  r a t e s  planned f o r  t h e  year  on a b a s i s  of what would be pro- 

duced i f  t h e  economy were operat ing a t  a " f u l l  employment" l e v e l ;  genera l ly ,  

" f u l l  employment" l e v e l  i s  taken t o  mean an  unemployment r a t e  of 4 percent  of t h e  

c i v i l i a n  labor  fo rce .  

These c a l c u l a t i o n s  can be made by determining what t h e  g ross  n a t i o n a l  

product would have t o  be t o  produce " f u l l  employment." Next, t h e  l e v e l  of 

r e c e i p t s  such a gross  n a t i o n a l  product would produce a r e  ca lcu la ted .  Then, 

these  r e c e i p t s  a r e  matched a g a i n s t  t h e  ad jus ted  ou t lays  t o  determine what t h e  

budget su rp lus  o r  d e f i c i t  would be i f  t h e  economy were opera t ing  a t  " f u l l  employ- 

ment. " 
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C o n s t i t u t i o n a l  Basis f o r  t h e  Fede ra l  Budget Process  

The C o n s t i t u t i o n  p l a c e s  t h e  r e s p o n s i b i l i t y  of provid ing  revenues  and 

c o n t r o l l i n g  expend i tu re s  on t h e  Congress. The C o n s t i t u t i o n  p rov ides  t h a t :  

The Congress s h a l l  have Power t o  l a y  and c o l l e c t  Taxes,  Du t i e s ,  
Imposts ,  and Exc i se s ,  t o  pay t h e  Debts and provide  f o r  t h e  common 
Defense and g e n e r a l  Welfare of t h e  United S t a t e s ;  ... 

To borrow Money on t h e  c r e d i t  of t h e  United S t a t e s ;  ... 
To r a i s e  and suppor t  Armies, b u t  no Appropr ia t ion  of  Money t o  

t h a t  Use s h a l l  be f o r  a  longer  Term than  two Years; ... - 11 

. . a .  

No Money s h a l l  be drawn from t h e  Treasury ,  b u t  i n  Consequence of 
Appropr i a t ions  made by Law; and a  r e g u l a r  Statement  and Account of 
Rece ip t s  and Expendi tures  of a l l  p u b l i c  Money s h a l l  b e  pub l i shed  from 
t ime t o  t ime. . . .  - 21 

Thus, t h e  b a s i c  r e s p o n s i b i l i t y  f o r  p rov id ing  revenues and c o n t r o l l i n g  

o u t l a y s  -- t h e  budgetary p rocess  -- r e s t s  on t h e  Congress. 

Evolu t ion  of t h e  Fede ra l  Budget 

The budgetary  system i n  t h e  United S t a t e s  has  evolved through many s t a g e s  

t o  i ts  p r e s e n t  s t a t e .  

I n  t h e  Treasury  Act of 1789 Congress a s s igned  t o  t h e  S e c r e t a r y  of t h e  

Treasury  t h e  r e s p o n s i b i l i t y  f o r  compil ing and r e p o r t i n g  "estimates of t h e  p u b l i c  

revenue and expend i tu re s , "  bu t  no a u t h o r i t y  was g ran ted  e i t h e r  t o  rev iew expen- 

d i t u r e  estimates o r  t o  ove r see  t h e  u s e  of  a p p r o p r i a t i o n s .  

Subsequent ly ,  i n  t h e  next  decades ,  t h e  Congress enacted many laws i n  an 

e f f o r t  t o  r e g u l a t e  purchas ing ,  c o n t r a c t i n g ,  payment of s a l a r i e s ,  t r a n s p o r t a t i o n ,  

and even t o  l i m i t  t h e  r a t e  a t  which a p p r o p r i a t i o n s  could be  expended. A l l  of t h e s e  

measures proved i n e f f e c t i v e .  

- -  

11 C o n s t i t u t i o n  of t h e  United S t a t e s  of  America, A r t i c l e  1, Sec t ion  8.  - 
21 C o n s t i t u t i o n  of  t h e  United S t a t e s  of America, A r t i c l e  1, Sec t ion  9 .  - 
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I n  1820, Congress passed a law r e q u i r i n g  t h e  S e c r e t a r i e s  of t h e  Navy and 

War t o  submit, annual ly ,  on February 1 a statement of t h e i r  f i n a n c i a l  needs and 

t h e  unexpended balances of previous appropr ia t ions .  I n  time, such s ta tements ,  

p lus  a d d i t i o n a l  d a t a ,  were required from o ther  agencies of t h e  Federal  Government. 

Under t h i s  program, which had grown piecemeal and unplanned, t h e r e  was no 

o f f i c e  respons ib le  f o r  formulating a budgetary program f o r  t h e  e n t i r e  Government. 

Estimates submitted t o  Congress were purely  the  reques t s  of t h e  a d m i n i s t r a t i v e  

departments concerned, and t h e r e  was no coordinat ion o r  cons idera t ion  of t h e  

r e l a t i v e  m e r i t  of t h e s e  r e q u e s t s  o r  of t h e i r  j u s t i f i c a t i o n  i n  view of t h e  Govern- 

ment's a v a i l a b l e  resources .  

I n  1909, Congress passed t h e  Sundry C i v i l  Appropriation Act,  which made 

t h e  Pres iden t  respons ib le  f o r  reconunending t o  i t  t h e  means by which t h e  annual 

expenditure es t imates  might be brought wi th in  t h e  amount of est imated revenues. 

Later  t h a t  yea r ,  P res iden t  Taf t  conferred a t  l eng th  wi th  h i s  Cabinet o f f i c e r s  

on t h e  amounts of t h e i r  r e s p e c t i v e  reques t s  f o r  t h e  year  1910. 

On June 25,  1910, Congress author ized Pres iden t  T a f t  t o  appoint  a commis- 

s i o n  which was l a t e r  t o  become known a s  " the  P r e s i d e n t ' s  Commission on Economy 

and Efficiency." This turned ou t  t o  be a miles tone i n  t h e  development of t h e  

present  budget system. On February 26,  1913, P res iden t  T a f t ,  i n  order  t o  demon- 

s t r a t e  i t s  use fu lness ,  submitted t o  t h e  Congress a budget prepared wi th  t h e  a i d  

of h i s  Commission on Economy and Eff ic iency.  However, even though t h i s  budget 

reform idea  gained a number of suppor te r s ,  no a c t i o n  was taken u n t i l  a f t e r  t h e  

end of World War I. 

I n  1919, Congress passed a budget and accounting b i l l  which provided f o r  

a budget system. Pres iden t  Wilson vetoed t h i s  b i l l ;  he favored t h e  budget system, 

but he objected on C o n s t i t u t i o n a l  grounds t o  a f e a t u r e  which denied t h e  Pres iden t  
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t h e  a u t h o r i t y  t o  remove t h e  Comptrol ler  Genera l  from o f f i c e .  However, v i r t u a l l y  

t h e  same b i l l  was passed by t h e  next  Congress and approved by P r e s i d e n t  Harding 

on June  1 0 ,  1921. 

P r e s i d e n t  Harding submit ted  t o  t h e  Congress t h e  f i r s t  p r e s i d e n t i a l  budget ,  

c o n t a i n i n g  estimates of bo th  revenues and expend i tu re s ,  i n  December 1921. The 

Budget and Accounting Act of  1921 c r e a t e d  t h e  Bureau of t h e  Budget and p laced  it  

under t h e  d i r e c t  s u p e r v i s i o n  of t h e  P r e s i d e n t ,  even though i t  remained p h y s i c a l l y  

i n  t h e  Treasury  Department. The Budget Bureau was charged w i t h  t h e  r e s p o n s i b i l i t y  

f o r  p reven t ing  new a c t i v i t i e s  which would r e s u l t  i n  u s e l e s s  d u p l i c a t i o n  of  work 

and f o r  t h e  g e n e r a l  promotion of economy and e f f i c i e n c y  i n  a d m i n i s t r a t i o n .  

I n  1939, Congress passed t h e  Reorganiza t ion  Act of 1939 which e s t a b l i s h e d  

t h e  Execut ive  O f f i c e  of t h e  P r e s i d e n t  and t r a n s f e r r e d  t h e  Budget Bureau t o  t h i s  

O f f i c e .  Even though t h e  Budget Bureau no longer  had any d i r e c t  connect ion  w i t h  

t h e  Treasury  Department, t h e  S e c r e t a r y  of t h e  Treasury  cont inued and s t i l l  con- 

t i n u e s  t o  be i n  charge  of t h e  p r e p a r a t i o n  of t h e  Government's revenue e s t i m a t e s .  

T h i s  is  l o g i c a l  inasmuch a s  t h e  t a x  c o l l e c t i n g  s e r v i c e s  of t h e  Treasury  Department 

a r e  t h e  p r i n c i p a l  sou rces  of i n fo rma t ion  on revenue e s t i m a t e s .  

A f t e r  World War 11, t h e  Hoover Commission recommended f u r t h e r  budgetary  

reforms.  The Commission's 1949 r e p o r t  gave s t r o n g  impetus f o r  t h e  budgetary  

p r o v i s i o n s  con ta ined  i n  t h e  Na t iona l  S e c u r i t y  Act Amendment of 1949 and f o r  t h e  

Budget and Accounting Procedures  Act of 1950. The Commission a l s o  recommended 

a r e v i s e d  budget  based upon f u n c t i o n s ,  a c t i v i t i e s ,  and p r o j e c t s ,  which i t  termed 

a "Performance Budget." The i n t e n t  of performance budgeting is t o  make t h e  budget  

more unde r s t andab le  i n  terms of p o l i c y  o b j e c t i v e s  as r e l a t e d  n o t  only  t o  major  

programs bu t  a l s o  t o  sub-programs. Also ,  i n  i ts  1955 r e p o r t  t o  t h e  Congress,  t h e  

Second Hoover Commission recommended a performance ( o r  ~ r o g r a m )  budget ,  s t a t i n g  
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t h a t  "the performance budget should permit t h e  committees of t h e  Congress t o  

give  cons idera t ion  t o  both  r e l a t i v e  s i z e  of programs and t h e  ques t ion  of economy 

and e f f i c iency ."  

Although t h e  performance budget recommended by t h e  Hoover Commission was 

not  adopted a s  such, s i n c e  1950 many of the  ideas  and d e t a i l s  of information 

recommended have evolved a s  a p a r t  of t h e  p resen t  budget. This has  r e s u l t e d  i n  

a more d e t a i l e d  breakdown of budgetary d a t a ,  by programs and func t ions ,  than was 

provided previously.  

The Bureau of t h e  Budget became t h e  Of f ice  of Management and Budget on 

Ju ly  1, 1970, pursuant t o  Reorganization Plan No. 2 of 1970 and Executive Order 

11541, Ju ly  1, 1970. 

Within a few decades, t h e r e  has  been a dramatic i n c r e a s e  i n  Federal  expen- 

d i t u r e s  and i n  Federal  r e c e i p t s  a s  wel l .  P r i o r  t o  f i s c a l  year  1917, t h e r e  was 

only one year i n  which t h e  Federal  Government spent  more than $1 b i l l i o n  and t h a t  

was a t  t h e  he igh t  of C i v i l  War spending -- f i s c a l  year 1865. During t h e  1920's 

Federal  expenditures ran  about $3 b i l l i o n  annual ly;  then they increased t o  6-8 

b i l l i o n  d o l l a r s  annually dur ing t h e  1930's;  f o r  f i s c a l  year  1945, t h e  peak year  

of World War I1 spending, they surpassed $98 b i l l i o n .  Based on t h e  new u n i f i e d  

budget concept,  ou t l ays  i n  t h e  l a t e  1950's ranged from about 80-90 b i l l i o n  d o l l a r s  

annually;  and now, they have progressed t o  t h e  $250 b i l l i o n  l e v e l .  

The budget embodies dec i s ions  of v a s t  impact and importance. Some major 

budgetary quest ions  today a r e :  How much must we spend a s  a na t ion  t o  mainta in  our 

n a t i o n a l  s e c u r i t y ?  How much of these  n a t i o n a l  defense  expendi tures  should we 

spend on m i s s i l e s ,  nuclear  weapons, conventional weapons, e t c . ?  How much should 

we spend on f lood c o n t r o l ,  hydroe lec t r i c  dams, e t c . ?  Fur the r ,  which p a r t s  of t h e  

country should have p r i o r i t y  on these  pub l ic  works p r o j e c t s ?  How much money 
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should we spend on space  r e s e a r c h ,  environmental  problems, a g r i c u l t u r a l  and 

n a t u r a l  r e s o u r c e s ,  commerce and t r a n s p o r t a t i o n ,  h e a l t h ,  w e l f ? r e ,  educa t ion  and 

o t h e r  s o c i a l  programs p l u s  many o t h e r  worthy o b j e c t i v e s ?  Should some of t h e  

proposed expend i tu re s  be reduced o r  e l i m i n a t e d ;  i f  s o ,  which ones and by how 

much? These a r e  on ly  a  few of t h e  many q u e s t i o n s  t h a t  must be cons idered  i n  

t h e  p r e p a r a t i o n  and a u t h o r i z a t i o n  of  t h e  spending s i d e  of t h e  budget .  

On t h e  o t h e r  s i d e  of t h e  budget  p rocess ,  revenue p o l i c i e s ,  t h e r e  a r e  

e q u a l l y  demanding q u e s t i o n s  t o  be cons idered .  Understandably,  t h e  b a s i c  ques- 

t i o n  is :  How s h a l l  Fede ra l  Government spending be  f inanced?  However, t h e r e  a r e  

many secondary q u e s t i o n s  e n t a i l e d  i n  t h i s  t o t a l  q u e s t i o n ,  f o r  example: Should 

t a x e s  be h igh  enough t o  f i n a n c e  a l l  expend i tu re s  o r  should p a r t  of  t h e  expend i tu re s  

be f inanced through borrowing? Should t a x e s  be  h igh  enough t o  provide  a  s u p l u s  

of revenues and t h e s e  be app l i ed  t o  r e t i r e  some of t h e  n a t i o n a l  d e b t ?  I n  t h e  

event  i t  is decided t o  change t h e  t a x  s t r u c t u r e ,  which t a x e s  do you a l t e r :  t h e  

pe r sona l  income t a x ,  t h e  c o r p o r a t e  income t a x ,  t h e  e x c i s e  t a x ,  o r  o t h e r s ?  

A l l  of t h e s e  q u e s t i o n s  on both  t h e  revenue and o u t l a y s  s i d e  of  t h e  budget 

must be cons idered  i n  l i g h t  of what e f f e c t s  they  w i l l  have on g e n e r a l  economic 

c o n d i t i o n s .  One eminent a u t h o r i t y  i n  1955 summed i t  up t h i s  way: 

The budget  is now so  l a r g e  t h a t  mismanagement can s t a r t  an  i n f l a t i o n  
o r  a  d e p r e s s i o n  o r  can  impede t h e  p rocess  of economic growth. I-/ 

Since  1955 budget o u t l a y s  i n  r e l a t i o n  t o  t h e  g r o s s  n a t i o n a l  product  (GNP) 

have inc reased .  For f i s c a l  yea r  1955 budget o u t l a y s  amounted t o  18 .1  pe rcen t  

of GNP; f o r  f i s c a l  year  1972 they  amounted t o  21.3 pe rcen t .  

11 Smi th i e s ,  Ar thu r .  The budgetary  p rocess  i n  t h e  United S t a t e s .  New York, - 
McGraw-Hill, 1955. p. 4 .  
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The l a r g e s t  s i n g l e  por t ion  of budget revenue comes from ind iv idua l  

income taxes  -- $45.99 of each $100 f o r  f i s c a l  year  1970, $40.79 of each $100 

f o r  f i s c a l  year 1971, and $40.86 of each $100 f o r  f i s c a l  year  1972. Table 2 

p resen t s  a breakdown by amounts i n  m i l l i o n s  of d o l l a r s  and a s  a percent  of t h e  

t o t a l  f o r  t h e  s ~ u r c e s  of u n i f i e d  budget funds f o r  f i s c a l  yea rs  1970-1972. 

A f u n c t i o n a l  breakdown of t h e  ou t lay  s i d e  of t h e  budget shows t h a t  

n a t i o n a l  defense  uses  t h e  l a r g e s t  por t ion  of funds -- $40.84 of each $100 of 

t o t a l  ou t l ays  f o r  f i s c a l  year 1970, $36.73 of each $100 f o r  f i s c a l  year  1971, 

and $33.78 of each $100 f o r  f i s c a l  year 1972. Table 3 ,  p r e s e n t s  a breakdown 

by amounts i n  m i l l i o n s  of d o l l a r s  and a s  a percent  of t o t a l  budget funds used 

f o r  va r ious  func t ions  f o r  f i s c a l  yea rs  1970-1972. 



T
a

b
le

 2
 

SO
U

R
C

ES
 

OF
 

U
N

IF
IE

D
 B

U
D

G
ET

 
FU

ND
S.

 
FI

SC
A

L
 Y

E
A

R
S 

19
70

-1
97

2 

S
o

u
rc

es
 o

f 
B

u
d

g
et

 
F

u
n

d
s:

 

(a
m

o
u

n
ts

 a
re

 e
x

p
re

ss
e

d
 

in
 m

il
li

o
n

s 
o

f 
d

o
ll

a
rs

) 

1
9

7
0

 
1

9
7

1
 

1
9

7
2

 
A

m
ou

nt
 

P
e

rc
e

n
t 

A
m

ou
nt

 
P

e
rc

e
n

t 
A

m
ou

nt
 

P
e

rc
e

n
t 

F
e

d
e

ra
l 

fu
n

d
s:

 

In
d

iv
id

u
a

l 
in

co
m

e 
ta

x
e

s 
9

0
,4

1
2

 
4

5
.9

9
%

 
8

6
,2

3
0

 
4

0
.7

9
%

 
9

4
,7

3
7

 
4

0
.8

6
%

 
C

o
rp

o
ra

ti
o

n
 i

nc
om

e 
ta

x
e

s 
3

2
,8

2
9

 
1

6
.7

0
 

2
6

,7
8

5
 

1
2

.6
7

 
3

2
,1

6
6

 
1

3
.8

7
 

F
e

d
e

ra
l 

fu
n

d
s 

e
x

c
is

e
 t

a
x

e
s 

1
0

,3
5

2
 

5.
27

 
1

0
,5

1
0

 
4

.9
7

 
9

,5
0

6
 

4.
10

 
E

st
a

te
 a

n
d

 
g

if
t 

ta
x

e
s 

3
,6

4
4

 
1

.8
5

 
3

,7
3

5
 

1
.7

7
 

5
,4

3
6

 
2

.3
4

 
C

us
to

m
s 

d
u

ti
e

s
 

2
,4

3
0

 
1

.2
4

 
2

,5
9

1
 

1
.2

3
 

3
,2

8
7

 
1

.4
2

 
M

is
ce

ll
an

eo
u

s 
re

c
e

ip
ts

 L
l 

3
,4

2
4

 
1

.7
4

 
3

,8
5

8
 

1
.8

2
 

3
,6

3
3

 
1

.5
7

 

T
ru

st
 F

un
ds

 :
 

O
ld

-a
g

e 
an

d
 s

u
rv

iv
o

rs
 

D
is

a
b

il
it

y
 i

n
su

ra
n

c
e

 
H

o
sp

it
a

l 
in

su
ra

n
c

e
 

S
u

p
p

le
m

en
ta

l 
m

ed
ic

al
 

R
a

il
ro

a
d

 r
e

ti
re

m
e

n
t 

in
su

ra
n

c
e

 

in
su

ra
n

c
e

 

U
ne

m
pl

oy
m

en
t 

in
su

ra
n

c
e

 
E

m
pl

oy
ee

s 
an

d
 

o
th

e
r 

re
ti

re
m

e
n

t 
c

o
n

tr
ib

u
ti

o
n

s 
E

x
ci

se
 t

a
x

e
s 
:
 

H
ig

hw
ay

 
tr

u
s

t 
fu

n
d

 
A

ir
p

o
rt

 a
n

d
 a

ir
w

ay
s 

tr
u

s
t 

fu
n

d
 

D
e

fi
c

it
 (

b
o

rr
o

w
ed

 f
u

n
d

s)
 :
 

2
,8

4
5

 
1

.4
5

 
2

3
,0

3
3

 
1

0
.8

9
 

2
3

,2
2

7
 

1
0

.0
2

 

T
o

ta
l 

1
9

6
,5

8
8

 
1

0
0

%
 

2
1

1
,4

2
5

 
1

0
0

%
 

2
3

1
,8

7
6

 
1

0
0

%
 

11
 

M
is

ce
ll

an
eo

u
s 

re
c

e
ip

ts
 a

re
 d

e
ri

v
e

d
 p

ri
m

a
ri

ly
 f

ro
m

 d
e

p
o

si
ts

 o
f 

e
a

rn
in

g
s 

fr
o

m
 t

h
e

 F
e

d
e

ra
l 

R
es

er
v

e 
S

y
st

em
, 

-
 

th
e

se
 w

er
e 

(i
n

 m
il

li
o

n
s 

o
f 

d
o

ll
a

rs
) 

1
9

7
0

 -
 3

,2
6

6
; 

1
9

7
1

 -
 3

,5
3

3
; 

an
d

 
1

9
7

2
 -

 3
,2

5
2

. 
A

ls
o

 
th

e
re

 a
re

 
in

cl
u

d
ed

 
in

 t
h

e
 m

is
ce

ll
an

eo
u

s 
re

c
e

ip
ts

 a
 

v
e

ry
 s

m
a

ll
 a

m
ou

nt
 

o
f 

tr
u

s
t 

fu
n

d
s,

 
th

e
se

 w
er

e 
(i

n
 m

il
li

o
n

s 
of

 
d

o
ll

a
rs

) 
1

9
7

0
 -

 1
7

; 
1

9
7

1
 - 

2
0

; 
an

d
 

1
9

7
2

 -
 2

1.
 

S
o

u
rc

e:
 

B
u

d
g

et
s 

of
 

th
e

 U
.S
. 

G
o

v
er

n
m

en
t,

 
f

is
c

a
l 

y
e

a
rs

 1
9

7
2

 a
n

d
 1

9
7

3
 a

n
d

 F
in

a
l 

S
ta

te
m

en
t 

o
f 

R
e

c
e

ip
ts

 a
n

d
 

O
u

tl
ay

s 
of

 
th

e
 U

.S
. 

G
ov

er
nm

en
t 

fo
r 

fi
s

c
a

l 
y

e
a

r 
1

9
7

2
. 



T
ab

le
 3

 

U
SE

S 
O

F 
U

N
IF

IE
D

 B
U

D
G

ET
 

FU
N

D
S,

 
FI

SC
A

L
 Y

EA
RS

 
19

70
-1

97
2 

(a
m

ou
nt

s 
a
re

 s
ta

te
d

 i
n

 m
il

li
o

n
s 

o
f 

d
o

ll
a

rs
) 

1
9

7
0

 
1

9
7

1
 

1
9

7
2

 
P

e
rc

e
n

t 
of

 
P

e
rc

e
n

t 
of

 
P

er
 c

e
n

t 
of

 
A

m
ou

nt
 

T
o

ta
l 

O
u

tl
ay

s 
A

m
ou

nt
 

T
o

ta
l 

O
u

tl
ay

s 
A

m
ou

nt
 

T
o

ta
l 

O
u

tl
ay

s 

B
ud

ge
t 

F
u

n
ct

io
n

s 
:
 

N
at

io
n

al
 d

e
fe

n
se

 
8

0
,2

9
5

 
40

.8
4%

 
7

7
,6

6
2

 
36

.7
3%

 
7

8
,3

3
8

 
3

3
.7

8
%

 

In
te

rn
a

ti
o

n
a

l 
a

ff
a

ir
s

 
an

d 
fi

n
a

n
c

e
 

S
p

ac
e 

re
se

a
rc

h
 a

nd
 

te
ch

n
o

lo
g

y
 

3
,7

4
9

 
1

.9
1

 
3

,3
8

1
 

1
.6

0
 

3
,4

2
2

 
1

.4
8

 

A
g

ri
c

u
lt

u
re

 a
n

d
 r

u
ra

l 
d

ev
el

o
p

m
en

t 
6

,2
0

1
 

3
.1

5
 

5
,3

1
2

 
2

.5
1

 
7

,0
6

1
 

3
.0

5
 

N
a

tu
ra

l 
re

so
u

rc
e

s 
an

d 
en

v
ir

o
n

m
en

t 
2

,5
6

8
 

1
.3

1
 

2
,7

1
3

 
1

.2
8

 
3

,7
5

9
 

1
.6

2
 

C
oa

un
er

ce
 

an
d 

tr
a

n
sp

o
rt

a
ti

o
n

 
9

,3
1

0
 

4
.7

4
 

1
1

,2
8

3
 

5
.3

4
 

1
1

,1
9

4
 

4
.8

3
 

E
d

u
ca

ti
o

n
 a

nd
 m

an
po

w
er

 
7

,2
8

9
 

3
.7

1
 

8
,6

5
0

 
4

.0
9

 
1

0
,1

9
7

 
4.

40
 

H
ea

lt
h

 
1

2
,9

0
7

 
6.

57
 

1
4

,4
6

4
 

6.
84

 
1

6
,9

8
1

 
7

.3
2

 

In
co

m
e 

se
c

u
ri

ty
 

4
3

,7
9

0
 

22
.2

8 
5

5
,7

0
4

 
26

.3
5 

6
4

,5
5

8
 

27
.8

4 

V
et

er
an

s 
b

e
n

e
fi

ts
 a

nd
 

se
rv

ic
e

s 
8

,6
7

7
 

4
.4

1
 

9
,7

8
7

 
4.

63
 

1
0

,7
4

7
 

4.
63

 

In
te

re
st

 
1

8
,3

1
2

 
9

.3
1

 
1

9
,6

0
4

 
9

.2
7

 
2

0
,5

8
2

 
8

.8
8

 

G
en

er
al

 g
ov

er
nm

en
t 

3
,3

3
6

 
1

.7
0

 
3

,9
7

1
 

1
.8

8
 

4
,8

9
0

 
2

.1
1

 

L
es

s 
u

n
d

is
tr

ib
u

te
d

 
in

te
r-

 
g

o
v

er
n

m
en

ta
l 

tr
a

n
sa

c
ti

o
n

s 
-6

,3
8

0
 

-3
.2

4 
-7

,3
7

6
 

-3
.4

9 
-7

,8
77

 
-3

.3
9 

T
o

ta
l 

1
9

6
,5

8
8

 
1

0
0

%
 

2
1

1
,4

2
5

 
1

0
0

%
 

2
3

1
,8

7
6

 
1

0
0

%
 

S
o

u
rc

e:
 

B
ud

ge
t 

of
 

th
e

 U
.S

, 
G

ov
er

nm
en

t,
 

fi
s

c
a

l 
y

e
a

r 
1

9
7

3
, 

an
d

 F
in

a
l 

S
ta

te
m

en
t 

of
 

R
e

c
e

ip
ts

 a
n

d
 O

u
tl

ay
s 

o
f 

th
e

 U
,S

. 
G

ov
er

nm
en

t 
fo

r 
fi

s
c

a
l 

y
e

a
r 

1
9

7
2

. 



CRS - 20 

Major S t e p s  i n  t h e  Fede ra l  Budget P roces s  

The f o r m u l a t i o n ,  a u t h o r i z a t i o n ,  e x e c u t i o n ,  and r e p o r t i n g  of f i n a n c i a l  d a t a  

on t h e  F e d e r a l  budget  f o r  any f i s c a l  yea r  c o v e r s  a  pe r iod  of about  t h i r t y  months. 

There can  be budgetary  a c t i o n s  i n  p roces s  a f f e c t i n g  t h r e e  d i f f e r e n t  f i s c a l  y e a r s  

a t  one t ime .  For example, i n  e a r l y  s p r i n g  of 1972 depa r tmen t s  an& a g e n c i e s  of 

t h e  F e d e r a l  Government were p l ann ing  o r  fo rmu la t i ng  i n i t i a l  s t a g e s  of t h e  budget  

f o r  f i s c a l  yea r  1974;  t h e  Congress  was c o n s i d e r i n g  supplementa l  r e q u e s t s  f o r  

f i s c a l  y e a r  1972 p l u s  revenue ,  a u t h o r i z a t i o n ,  and a p p r o p r i a t i o n  r e q u e s t s  f o r  

f i s c a l  yea r  1973;  w h i l e  t h e  Execut ive  Branch of t h e  Fede ra l  Government was 

execu t ing  o r  c a r r y i n g  o u t  l e g i s l a t i v e  a u t h o r i z a t i o n s  a l r e a d y  enac ted  f o r  f i s c a l  

yea r  1972. Char t  1 shows t h e  major  s t e p s  and g e n e r a l  t ime  i n t e r v a l s  involved  i n  

t h e  budget  p r o c e s s  f o r  one f i s c a l  y e a r .  

Formula t ion  of t h e  F e d e r a l  Budget 

Each J anua ry  t h e  P r e s i d e n t  t r a n s m i t s  t o  t h e  Congress  h i s  recommended budget  

f o r  t h e  for thcoming  f i s c a l  y e a r .  I n  r e c e n t  y e a r s  t h i s  document h a s  c o n s i s t e d  of 

about  500 pages and is  accompanied by a n  appendix of n e a r l y  1 ,100  pages  and a  

s p e c i a l  a n a l y s e s  budget  document of over  300 pages.  I t  c o n t a i n s  much d e t a i l e d  

i n fo rma t ion  and r e p r e s e n t s  t h e  P r e s i d e n t ' s  judgment a s  t o  t h e  Government programs 

r e q u i r e d  t o  meet t h e  n a t i o n ' s  needs d u r i n g  t h e  next  f i s c a l  y e a r .  

At t h e  t ime  t h e  budget  is p re sen t ed  t o  Congress ,  i t  encompasses t h e  

cu lmina t i on  of about  10  months of c o n s u l t a t i o n s ,  p l ann ing ,  and a d m i n i s t r a t i v e  

a c t i o n s .  For example, t h e  p r e p a r a t i o n  of t h e  budget  f o r  f i s c a l  y e a r  1974 began 

i n  March 1972 -- 16  months be fo re  t h e  f i s c a l  yea r  beg ins .  The budget  w i l l  be  

p r e sen t ed  t o  Congress  i n  J anua ry  1973 -- more t han  f i v e  months b e f o r e  t h e  f i s c a l  
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y e a r  b e g i n s .  And by t h e  t ime  t h e  f i s c a l  y e a r  ends  -- June  30, 1974 -- more 

t h a n  two y e a r s  w i l l  have e l a p s e d  s i n c e  t h e  beg inn ing  of t h i s  budget  c y c l e .  

During t h e  1 0  months of p r e p a r i n g  and f o r m u l a t i n g  t h e  budget i n  t h e  

Execu t ive  Branch, t h e r e  i s  a c o n s t a n t  exchange of i n f o r m a t i o n  between t h e  

P r e s i d e n t ,  h i s  s t a f f ,  and t h e  e x e c u t i v e  depar tments  and a d m i n i s t r a t i v e  a g e n c i e s .  

F i s c a l  p o l i c i e s ,  proposed r e q u e s t s  and programs, and e v a l u a t i o n s  of domest ic  

and i n t e r n a t i o n a l  i s s u e s  are c o n s t a n t l y  examined and re-examined d u r i n g  t h i s  

p e r i o d .  T h i s  p r o c e s s  of examining and re-examining goes on u n t i l  December 

when t h e  f i n a l  q u e s t i o n s  are r e s o l v e d  on t h e  proposed programs and s p e c i f i c  

d o l l a r  amounts t o  be  r e q u e s t e d  a r e  determined.  

Char t  2 p o r t r a y s  t h e  g e n e r a l  development of t h e  budget i n  t h e  Execu t ive  

Branch . 
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FORMULATION OF EXECUTIVE BUDGET 
APPROXIMATE T I M I N G  

M A R C H  
(or earlier i n  some agencies) 

APRIL  

M A Y  

M A Y  

JUNE 

JULY- 
SEPTEMBER 30 

SEPTEMBER 

OCTOBER 

NOVEMBER 

DECEMBER 

JANUARY 

Obtalns forecasts of 

Rewews current operat~ons, program 
object~ies, Issues and future plans In  
relation to upcomlng annual budget 
Subm~ts orolect~ons of reou~rementr 
that reflect .curlent operalions and Issues instructions and policy guid. future plans; program memoranda ance on material to be developed for and related special analytic studies n n 
which identify major issues, alterna. Spring planning review. s m 

P m 
tives for resolving issues, and corn. 
oarisons o l  costs and eflectivenesr. rt i 

Discusses program developments an 
management Issues, and result in 
budgetary effects, wi th  agency head 

Compiles total outlay estimates f 
comparison wi th  revenue estima 
Develops recommendations for Pr 
dent on nscal policy",prgram iss 
and budget levels. D~scusses wi th  the Director of the 

Office of Management and Budget 
and others as necessarv, general 

Issuer internal instructions on prepa. Issues technical Instructions for pre 
rallon of annual budget estimates. aration of annual budget estimate general guidel~nes and 

getary cellings for annual 

agency heads on Government w ~ d e  
pollcles and assumptions and the 
appllcatlon of pollcles and budgelary 
Celllngs to lndlvlduai agencies 

Allocates budgetary ceiling to p Advises and assists agencles on f 
language, and structure of appro 
tions, and on preparation of bu 

Submlts formal estimates lor  annual hearlngs wlth agency representatives 

budget lncludlng project~ons of re 
quirementr for future years and 
completed propram memoranda and revlew 

and flscai po l~c~es  Discusses program 
developments w ~ t h  agencles In  hght 
of outlook and oollcv d~scusslon w ~ t h  

Revlses estimates to conform to N o t ~ f ~ e s  agency heads of President's Rev~ews budgetaty rl luation and de. 
President's declslons. udget allowances for each 

Again reviews* economic outloo 
and flscal policy for d~scusrion wlt 
President of tax andeconomicpolicie mmended budget lo  

Drafts President's budget messag 
prepares budget wi lh  summary tab 
and appendix, special analyses, a 
budget.in-brief: arranges p r~n t i ng  
budget documents. 

* I n  cooperation wl th  the Treasury Department and Council of Economic Adv~sers 

TRANSMISSION OF BUDGET TO CONGRESS 
M I D . J A N U A R Y  

E X E C U T l k t  OFFICE OF T H E  P R E S i D E N T / O F f l C i  OF V9tJ4GEMENT A N 3  BUDGET 
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A u t h o r i z a t i o n  of t h e  F e d e r a l  Budget 

S i n c e  enactment of t h e  Budget and Accounting Act of 1921, t h e  P r e s i d e n t  

h a s  had t h e  r e s p o n s i b i l i t y  f o r  de te rmin ing  t h e  spending r e q u e s t s  of e x e c u t i v e  

depar tments  and a g e n c i e s .  These spending r e q u e s t s  a r e  combined i n  t h e  P r e s i -  

d e n t ' s  budget a long  w i t h  e s t i m a t e s  of expected revenues  based on t h e  l a t e s t  

f o r e c a s t  of economic c o n d i t i o n s ,  t h e  p r o v i s i o n s  of e x i s t i n g  l aws ,  and proposed 

changes ,  i f  any,  i n  t h e s e  revenue measures.  Thus, t h e  budget i s  r e c e i v e d  i n  

Congress each January  as a combined package of e s t i m a t e d  revenues  and spending 

p r o p o s a l s .  

A f t e r  t h e  budget i s  r e c e i v e d  i n  Congress,  i t s  p a r t s  a r e  a s s i g n e d  t o  

v a r i o u s  committees and subcommittees.  The C o n s t i t u t i o n  s p e c i f i c a l l y  p r o v i d e s  

t h a t  a l l  revenue r a i s i n g  measures must o r i g i n a t e  i n  t h e  House of R e p r e s e n t a t i v e s .  

There fore ,  any p r o p o s a l s  p e r t a i n i n g  t o  revenues  o r  t h e  t a x i n g  p r o c e s s  con ta ined  

i n  t h e  budget o r  t r a n s m i t t e d  l a t e r  a r e  r e f e r r e d  t o  t h e  Ways and Means Committee 

of t h e  House. Also ,  t h e s e  measures a r e  c u s t o m a r i l y  s e n t  a t  t h e  same t ime t o  

t h e  Finance Committee of t h e  Sena te  f o r  s t u d y ,  h e a r i n g s ,  r e p o r t  and recommenda- 

t i o n s .  

A l l  p r o p o s a l s  p e r t a i n i n g  t o  a p p r o p r i a t i o n s ,  t h e  spending p r o c e s s ,  a r e  

r e f e r r e d  t o  t h e  Appropr ia t ions  Committees of t h e  House and Sena te  f o r  a c t i o n .  

I n  r e f e r e n c e  t o  a p p r o p r i a t i o n s ,  t h e r e  i s  no such c o n s t i t u t i o n a l  s t i p u l a t i o n  on 

o r i g i n a t i o n  of b i l l s  a s  i n  t h e  c a s e  of revenue r a i s i n g  measures .  However, i t  i s  

a  f i r m l y  e s t a b l i s h e d  custom t h a t  a l l  a p p r o p r i a t i o n  measures a r e  i n i t i a l l y  a c t e d  

on by t h e  House. The Appropr ia t ions  Committees of t h e  House and Sena te  a r e  
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d iv ided  i n t o  1 3  subcommittees. L/ 
Budget a u t h o r i t y  r e q u e s t s  a r e  d iv ided  i n t o  groups and r e f e r r e d  t o  t h e  

proper subcommittee f o r  review, hear ings  and r e p o r t i n g  back t o  t h e  f u l l  committee. 

The ind iv idua l  subcommittees u s u a l l y  work f o r  s e v e r a l  weeks, e s p e c i a l l y  i n  t h e  

House, on t h e i r  p a r t s  of t h e  budget a u t h o r i t y  r e q u e s t s  be fo re  making t h e i r  r e p o r t  

t o  t h e  f u l l  committee which, i n  t u r n ,  r e p o r t s  t h e  approved b i l l s  f o r  f l o o r  a c t i o n .  

Ind iv idua l  app rop r i a t i on  b i l l s  approved by t h e  House a r e  r e f e r r e d  t o  t h e  Senate  

which, i n  t u r n ,  r e f e r s  them .to t h e  proper app rop r i a t i on  subcommittee. The Senate  

app rop r i a t i on  subcommittees r e p o r t  t h e i r  app rop r i a t i ons  b i l l s  t o  t h e  f u l l  com- 

m i t t e e  and thence t o  t h e  f l o o r  of t h e  Senate  f o r  a  vo t e .  I f  t h e  Senate  makes no 

change i n  t h e  House approved b i l l ,  then  i t  is  s e n t  on t o  t h e  P re s iden t  f o r  s i g -  

na tu re .  I f  t h e  Senate  amends t h e  House b i l l ,  then i t  goes t o  a  conference 

committee composed of both Senate  and House Members where t h e  d i f f e r e n c e s  i n  t h e  

b i l l s  a r e  worked ou t  and then t h e  conference r e p o r t  goes t o  t h e  House and Senate  

f o r  approval .  When t h e  conference r e p o r t  is  approved by both Houses t h e  b i l l  
21 - 

i s  s e n t  t o  t h e  P re s iden t  f o r  s i gna tu re .  

Ij The app rop r i a t i ons  subcommittees a r e :  (1) Agriculture-Environmental and Con- - 
sumer P r o t e c t i o n ,  (2) Defense, (3) D i s t r i c t  of Columbia, (4) Foreign 
Operat ions,  (5) HUD-Space-Science-Veterans, (6) I n t e r i o r ,  ( 7 )  Labor-Health, 
Education, and Welfare,  (8) L e g i s l a t i v e ,  (9) M i l i t a r y  Cons t ruc t ion ,  (10) 
Pub l i c  Works - Atomic Energy Commission, (11) S t a t e ,  J u s t i c e ,  Commerce, and 
J u d i c i a r y ,  (12) Transpor ta t ion ,  and (13) Treasury - P o s t a l  Serv ice  - General 
Government. 

2, There was one a t tempt  by t h e  Congress t o  conso l ida t e  a l l  app rop r i a t i ons  i n  one - 
b i l l .  On J u l y  2,  1949, t h e  Senate  adopted a r e s o l u t i o n  (S. Con. Res. 18) 
r e q u i r i n g  t h e  combination of t h e  t r a d i t i o n a l l y  s e p a r a t e  app rop r i a t i on  measures 
i n  a  one-package o r  omnibus app rop r i a t i on  b i l l  (S. Rept. 616, 8 1 s t  Cong.), but 
t h e  House of Representa t ives  dec l ined  t o  r e p o r t  an  omnibus b i l l  because of 
t he  i n s i s t e n c e  of i t s  Appropriat ions Committee t h a t  e x i s t i n g  powers were 
adequate  without  s t a t u t o r y  change. Af t e r  a  vo luntary  experiment on such a  
b a s i s  f o r  t h e  s i n g l e  f i s c a l  year  1951, t h e  House Appropriat ions Committee voted 
t o  r e t u r n  t o  t h e  o l d  procedure of r e p o r t i n g  s e p a r a t e  app rop r i a t i on  b i l l s .  N e w  
r e s o l u t i o n s  designed t o  r e s t o r e  t h e  omnibus app rop r i a t i on  b i l l  were introduced 
i n  subsequent Congresses, but  f a i l e d  of f i n a l  passage. 
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Budgetary Terms 

The a c t u a l  procedural  p a t t e r n  and methods by which Congress au thor izes  

spending a r e  complicated. The Congress normally does not  v o t e  on ou t lays  

d i r e c t l y ,  but  provides f o r  a u t h o r i t y  t o  incur  o b l i g a t i o n s  which w i l l  become out- 

l a y s  when t h e  procured goods and s e r v i c e s  a r e  de l ive red  and payment made. 

Here a r e  b r i e f  explanat ions  of s e v e r a l  of t h e  f requen t ly  used and o f t e n  

misunderstood budgetary terms. 

Author izat ion - This is  t h e  f i r s t  and probably t h e  most important Con- 

g ress iona l  a c t i o n  i n  determining t h e  l e v e l  of Federal  spending. It i s  t h e  
1 / - 

i n i t i a l  s t e p  i n  t h e  spending process.  "Authorization b i l l s "  e s t a b l i s h  which 

Federal  Government func t ions  s h a l l  be performed, f o r  example, what s h a l l  be  t h e  

bas ic  p o l i c i e s  pe r ta in ing  t o  t r a n s p o r t a t i o n  programs, h e a l t h  programs, farm 

programs, n a t i o n a l  defense ,  space,  and o thers .  These d e c i s i o n s  a r e  genera l ly  

made through enactment of l e g i s l a t i o n  which need no t  inc lude  limits on t h e  

amount of f i n a n c i a l  a u t h o r i t y  t o  be granted the  agencies  charged wi th  t h e s e  

funct ions .  This b a s i c  l e g i s l a t i o n  au thor izes  a  government agency t o  perform 

t h e  approved func t ion ;  t h e  necessary funds a r e  u s u a l l y  provided through a  s e p a r a t e  

appropr ia t ion  b i l l .  This a u t h o r i z a t i o n  l e g i s l a t i o n  is  an i n d i c a t i o n  of Congres- 

s i o n a l  i n t e n t ,  and thus  it  has  economic s i g n i f i c a n c e  even before  any funds a r e  

appropr ia ted.  

11 I n  general ,  a u t h o r i z a t i o n  l e g i s l a t i o n  is  enacted before  funds a r e  granted and - 
t h e  f i n a n c i a l  a s p e c t s  of a  government a c t i v i t y  a r e  considered s e p a r a t e l y  by 
t h e  Congress. However, some b a s i c  au thor iz ing  s t a t u t e s  do simultaneously 
g ran t  Federal  agencies f i n a n c i a l  a u t h o r i t y  of va r ious  types .  For example, 
t h e  Federal-Aid Highway Act au thor izes  t h e  program of a i d  t o  t h e  S t a t e s  and 
allows t h e  Bureau of Pub l ic  Roads t o  commit t h e  Federal  Government t o  make 
s p e c i f i c  g r a n t s  f o r  highway cons t ruc t ion .  
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e t  A u t h o r i t y  (BA) - T h i s  is  u s u a l l y  t h e  l a r g e s t  a g g r e g a t e  f i g u r e  found 

i n  t h e  budget  and t h e  t r e n d  is f o r  t h i s  f i g u r e  t o  i n c r e a s e  annua l ly .  For f i s c a l  

yea r  1971 Fede ra l  o u t l a y s  were $15 b i l l i o n  more t h a n  they  were i n  f i s c a l  yea r  1970; 

however, t h e  BA r eques t ed  f o r  f i s c a l  yea r  1971 was $23 b i l l i o n  more t h a n  f i s c a l  

yea r  1970. What does  t h i s  s i g n i f y ?  Simply s t a t e d ,  t h i s  means t h a t  f u t u r e  out -  

l a y s  a r e  l i k e l y  t o  be  g r e a t e r  t han  p r e s e n t  o u t l a y s .  

The government g e n e r a l l y  o b l i g a t e s  i t s e l f  t o  make payments b e f o r e  t hey  

occur  j u s t  a s  do i n d i v i d u a l s  and bus ines s  o r g a n i z a t i o n s .  O b l i g a t i o n s  r e q u i r i n g  

c u r r e n t  o r  f u t u r e  payment may be  i ncu r r ed  on ly  when t h e  Congress has  provided 

such a u t h o r i t y .  A s  a l r e a d y  no ted ,  t h e  C o n s t i t u t i o n  of  t h e  United S t a t e s  spec i -  

f i e s  t h a t  "No money s h a l l  be drawn from t h e  Treasury  b u t  i n  consequence of 

a p p r o p r i a t i o n s  made by law: . . . . I v ;  t h e r e f o r e ,  l e g i s l a t i o n  must be  enac ted  b e f o r e  

any F e d e r a l  agency may commit t h e  Government t o  f u t u r e  expend i tu re  of funds .  

The P r e s i d e n t ' s  annual  budget  c o n t a i n s  e s t i m a t e s  of revenues  and o u t l a y s  

f o r  t h e  for thcoming f i s c a l  year  and i n  a d d i t i o n  i t  s e t s  f o r t h  t h e  budget  

a u t h o r i t y  (BA)  r eques t ed  by each  Fede ra l  agency and department  a s  approved by t h e  

P r e s i d e n t  and h i s  a d v i s e r s .  Th i s  is t h e  spending a u t h o r i t y  r eques t ed  t o  perform 

t h e  f u n c t i o n s  a l r e a d y  a u t h o r i z e d  p l u s  any r e q u e s t s  f o r  expanded f u n c t i o n s  t h a t  

may be inc luded  i n  t h e  budget .  Thus t h e  r e q u e s t s  f o r  budget  a u t h o r i t y  r ep re -  

s e n t  a  c r u c i a l  f a c t o r  i n  t h e  F e d e r a l  spending p roces s .  These r e q u e s t s  f o r  BA 

a r e  s i g n i f i c a n t  a s  t hey  show t h e  d o l l a r  amounts t h a t  t h e  a d m i n i s t r a t i o n  c o n s i d e r s  

neces sa ry  t o  c a r r y  ou t  t h e  programs i t  proposes  and f o r  which i t  r e q u e s t s  a u t h o r i t y  

t o  i n c u r  o b l i g a t i o n s  r e s u l t i n g  i n  f u t u r e  Fede ra l  o u t l a y s .  

A f t e r  t h e  Congress r e c e i v e s  t h e  P r e s i d e n t ' s  budget ,  Congress iona l  rev iew 

of t h e  p r o p o s a l s  beg ins .  The Congress  can  a l t e r  o r  e l i m i n a t e  programs o r  add 

programs n o t  r eques t ed  by t h e  P r e s i d e n t .  The Congress  can  change t h e  amounts 
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recommended by t h e  P r e s i d e n t ,  e i t h e r  i n c r e a s i n g  o r  d e c r e a s i n g  them. 

Types of Budget Au thor i ty  - There are t h r e e  b a s i c  k i n d s  of budget  a u t h o r i t y  

which a l low Fede ra l  agenc ie s  t o  i n c u r  o b l i g a t i o n s  r e q u i r i n g  t h e  e v e n t u a l  payment 

of money. These a r e  a p p r o p r i a t i o n s ,  c o n t r a c t  a u t h o r i t y ,  and a u t h o r i t y  t o  spend 

deb t  r e c e i p t s .  I n  a d d i t i o n ,  t h e r e  a r e  r e a p p r o p r i a t i o n s  of p r e v i o u s l y  g ran ted  

a u t h o r i t y .  

Appropr i a t ions  - These p rov ide  a u t h o r i t y  t o  i n c u r  o b l i g a t i o n s  and payment 

of t h e s e  o b l i g a t i o n s  from t h e  g e n e r a l  fund of t h e  Treasury  o r  from t h e  v a r i o u s  

s p e c i a l  funds .  It i s  t h e  most common type  of budget a u t h o r i t y  provided by t h e  

Congress. I n  some c a s e s  t h e  a u t h o r i t y  t o  i n c u r  o b l i g a t i o n s  h a s  p r e v i o u s l y  been 

g ran ted  i n  t h e  form of c o n t r a c t  a u t h o r i t y ;  i n  such c a s e s ,  t h e  a p p r o p r i a t i o n  t o  

permi t  t h e  payment of t h e s e  i n c u r r e d  o b l i g a t i o n s  is  s a i d  t o  be t o  " l i q u i d a t e  con- 

t r a c t  a u t h o r i t y "  and i t  is n o t  a  p a r t  of budget  a u t h o r i t y  provided f o r  t h a t  y e a r .  

I n  a l l  o t h e r  c a s e s ,  a p p r o p r i a t i o n s  a l low Government agenc ie s  t o  commit t h e  Govern- 

ment by o r d e r s ,  c o n t r a c t s ,  e t c . ,  f o r  s p e c i f i c  t y p e s  and amounts of  f u t u r e  o u t l a y s  

and t o  pay t h e s e  commitments a s  t hey  a r e  f u l f i l l e d .  There a r e  s e v e r a l  forms of 

a p p r o p r i a t i o n s .  

The most common a p p r o p r i a t i o n  form is  t h e  group r e f e r r e d  t o  as "one-year 

appropr i a t ions"  which a l low a n  agency t o  incu r  o b l i g a t i o n s  w i t h i n  on ly  one f i s c a l  

y e a r ,  t h e  g r a n t  e x p i r i n g  a t  t h e  end of t h a t  y e a r .  However, i f  t h e  o b l i g a t i o n s  a r e  

i ncu r red  i n  t h e  s p e c i f i e d  f i s c a l  y e a r ,  t h e n  t h e  o b l i g a t e d  b a l a n c e s  of t h e s e  "one- 

yea r  a p p r o p r i a t i o n s "  remain a v a i l a b l e  i n d e f i n i t e l y  f o r  t h e  making of e x p e n d i t u r e s  

i n  payment of t h e s e  o b l i g a t i o n s .  "One-year a p p r o p r i a t i o n s ' '  a r e  commonly used f o r  

s a l a r i e s  and o t h e r  c u r r e n t  day-to-day agency spending.  

"Mult iple-year  a p p r o p r i a t i o n s "  a r e  ano the r  form and a r e  a v a i l a b l e  f o r  t h e  

i n c u r r i n g  of o b l i g a t i o n s  f o r  a  s p e c i f i e d  pe r iod  of t ime i n  excess  of one y e a r .  

With t h e s e  a p p r o p r i a t i o n s ,  o b l i g a t e d  ba l ances  remain a v a i l a b l e  i n d e f i n i t e l y  f o r  
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payment of i n c u r r e d  o b l i g a t i o n s .  Approp r i a t i ons  f o r  t h e  Sugar Act program 

of t h e  A g r i c u l t u r a l  S t a b i l i z a t i o n  and Conserva t ion  S e r v i c e  a r e  g e n e r a l l y  approved 

on a  two-year b a s i s .  Some of t h e  a p p r o p r i a t i o n s  f o r  s p e c i a l  s t udy  commissions 

and r e s e a r c h  p r o j e c t s  of t h e  P u b l i c  Hea l th  S e r v i c e  on c a n c e r ,  h e a r t  d i s e a s e ,  

and o t h e r s  a r e  approved on a  mu l t i p l e -yea r  b a s i s .  The mu l t i p l e -yea r  appropr i -  

a t i o n  type  r e p r e s e n t s  a  v e r y  s m a l l  p o r t i o n  of t o t a l  a p p r o p r i a t i o n s .  

"No-year a p p r o p r i a t i o n s "  r e p r e s e n t  a  t h i r d  form of  a p p r o p r i a t i o n s .  They 

remain a v a i l a b l e  f o r  bo th  o b l i g a t i o n s  and expend i tu re s  u n t i l  t h e  purpose  f o r  

which they  a r e  g ran t ed  i s  accomplished.  T h i s  t ype  of a p p r o p r i a t i o n  is  used 

where a  t ime l i m i t  would no t  add measurably t o  t h e  system of  spending c o n t r o l s .  

P r i m a r i l y ,  t h i s  t ype  of a p p r o p r i a t i o n  is  a u t h o r i z e d  f o r  c o n s t r u c t i o n  c o n t r a c t s ,  

such  a s  t h o s e  performed by t h e  U.S. Corps of Engineers .  

"Current  i n d e f i n i t e  a p p r o p r i a t i o n s "  a r e  a  t y p e  of a p p r o p r i a t i o n  i n  which 

both t h e  o b l i g a t i o n s  and subsequent  o u t l a y s  a r e  i n d e f i n i t e  i n  amount. These 

a p p r o p r i a t i o n s  may be  a v a i l a b l e  on a  one-year ,  mu l t i p l e -yea r ,  o r  no-year b a s i s .  

The amounts involved  a r e  determined i n  v a r i o u s  ways. I n  some c a s e s ,  t h e  amounts 

may be t i e d  t o  p a r t i c u l a r  pe rcen tages  of p a r t i c u l a r  r e c e i p t s ,  and a r e  f r e -  

q u e n t l y  s e t  i n  t h e  enab l ing  a u t h o r i z a t i o n s .  

Another  form of a p p r o p r i a t i o n s  i s  t h e  ca t ego ry  c a l l e d  "permanent app rop r i -  

a t i o n s . "  Under t h i s  t ype  of a p p r o p r i a t i o n  a d d i t i o n a l  amounts become a v a i l a b l e  

from yea r  t o  yea r  under  e x i s t i n g  law wi thou t  any new a c t i o n  by t h e  Congress .  

Some permanent a p p r o p r i a t i o n s  i nvo lve  d e f i n i t e  amounts f o r  o b l i g a t i o n s  and expen- 

d i t u r e s .  An example of t h i s  d e f i n i t e  amount form is  t h e  b a s i c  annua l  endowment 

of $50,000 t o  each  S t a t e ,  Pue r to  Rico ,  t h e  V i r g i n  I s l a n d s ,  and Guam, f o r  a g r i -  

c u l t u r a l  and mechanica l  a r t s  i n s t r u c t i o n  i n  c o l l e g e s .  There a r e  permanent 

i n d e f i n i t e  a p p r o p r i a t i o n s  i n  which t h e  amount becoming a v a i l a b l e  f o r  o b l i g a t i o n s  
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and expenditures is  n o t  s p e c i f i e d  i n  t h e  a u t h o r i z a t i o n ,  but  i s  determined by 

o ther  f a c t o r s .  A s  an example of t h i s  type,  Congress, i n  1935, granted a per- 

manent a u t h o r i z a t i o n  which i s  a l s o  a permanent appropr ia t ion  t o  a l l o c a t e  30 

percent of a l l  custom r e c e i p t s  t o  t h e  Department of Agr icu l tu re  f o r  t h e  purpose 

of expanding domestic and f o r e i g n  market o u t l e t s  f o r  farm commodities. There 

is  a l s o  t h e  i n d e f i n i t e  permanent appropr ia t ion  type where t h e  amount i s  de te r -  

mined on t h e  b a s i s  of p a r t i c u l a r  requirements.  An example of t h i s  type is  t h e  

annual i n t e r e s t  expenditures on t h e  n a t i o n a l  deb t .  This i s  t h e  l a r g e s t  per- 

manent appropr ia t ion  a s  t h i s  annual expense now exceeds $23 b i l l i o n .  

"Supplemental appropr ia t ions"  a r e  t h e  r e s u l t  of a d d i t i o n a l  r e q u e s t s  

presented t o  Congress whi le  i t  is  i n  sess ion .  They a r e  u t i l i z e d  t o  fund pro- 

grams c rea ted  by l e g i s l a t i o n  t h a t  had not  been enacted a t  t h e  time t h e  o r i g i n a l  

budget was submitted. The d o l l a r  amounts f o r  programs proposed by t h e  adminis- 

t r a t i o n  a r e  included i n  t o t a l  budget ou t l ays  and budget a u t h o r i t y  under t h e  

heading "proposed f o r  l a t e r  t r ansmi t t a l . "  Also,  supplemental appropr ia t ions  

a r e  used t o  provide funds f o r  shor tages  t h a t  may have developed i n  budget author- 

i t y  granted through o r i g i n a l  appropr ia t ion  a c t s  and f o r  changes i n  departmental  

and agency programs which could no t  have been fo reseen  a t  t h e  time t h e  budget 

was prepared and submitted.  For example, t h e  occurrence of droughts ,  f l o o d s ,  

earthquakes,  i n t e r n a t i o n a l  c r i s e s ,  and o ther  such developments l ead  t o  supple- 

mental appropr ia t ions .  I n  h i s  budget submitted i n  January 1972, Pres iden t  Nixon 

asked f o r  supplemental budget a u t h o r i t y  i n  t h e  amount of $10.5 b i l l i o n  f o r  t h e  

1972 f i s c a l  year .  These budget a u t h o r i t y  reques t s  were i n  a d d i t i o n  t o  t h e  

$159 b i l l i o n  of budget a u t h o r i t y  enacted i n  t h e  1st s e s s i o n  of t h e  92d Congress 

f o r  f i s c a l  year 1972. 



Contract  Author i ty  - A second type of budget a u t h o r i t y  is known a s  

con t rac t  a u t h o r i t y .  This a u t h o r i t y  permits a n  agency t o  incur  s p e c i f i c  obl iga-  

t i o n s ,  but  i t  does not  provide the  a u t h o r i t y  t o  l i q u i d a t e  (or  pay) t h e s e  obl iga-  

t i o n s .  Thus, c o n t r a c t  a u t h o r i t y  must be followed by an appropr ia t ion  au thor iz tng  

payment. (Generally,  c o n t r a c t  a u t h o r i t y  i s  used where t h e  t ime l a p s e  i s  more 

than one year  between the  time t h a t  t h e  o b l i g a t i o n  is  placed and t h e  time t h a t  

the  payment becomes due.) This appropr ia t ion ,  t o  a l low payment of o b l i g a t i o n s  

incurred through c o n t r a c t  a u t h o r i t y ,  i s  t o  make payment only.  These appropri-  

a t i o n s  f o r  payment of o b l i g a t i o n s  do not c o n s t i t u t e  a d d i t i o n a l  budget a u t h o r i t y ;  

t h e r e f o r e ,  they a r e  not included i n  budget a u t h o r i t y  t o t a l s  f o r  the  year  i n  

which the appropr ia t ion  is  provided. 

Author i ty  t o  Spend Debt Receipts  - This a u t h o r i t y  t o  incur  o b l i g a t i o n s  

and make ou t l ays  usua l ly  is  used t o  f inance  lending and o t h e r  government enter-  

p r i s e s ,  such a s  the  Commodity Cred i t  Corporation.  This i s  a t h i r d  type of budget 

a u t h o r i t y .  Such a u t h o r i t y  may t ake  the  following forms: 

(1) Author i ty  may be granted f o r  the  Treasury t o  make pub l i c  deb t  r e c e i p t s  

a v a i l a b l e  t o  a  given agency o r  e n t e r p r i s e ,  o f t e n  i n  exchange f o r  n o t e s  of t h e  

e n t e r p r i s e .  This is a u t h o r i t y  t o  spend pub l i c  deb t  r e c e i p t s .  The d o l l a r  balance  

i n  the  bank accounts of the  Treasury a r e  not  d i s t i n g u i s h a b l e  by sources ,  whether 

obtained from taxes  o r  from borrowing; t h e r e f o r e ,  t h i s  type  of a u t h o r i t y  r e p r e s e n t s  

an appropr ia t ion  t o  commit Government funds and t o  spend these  funds l i k e  any 

o t h e r  appropr ia t ion .  

( 2 )  Author i ty  may be granted a  Government-owned corpora t ion  o r  agency t o  

borrow d i r e c t l y  from t h e  pub l i c ;  t h i s  is a u t h o r i t y  t o  spend agency debt  r e c e i p t s .  

( 3 )  Notes which have been issued by a  Government e n t e r p r i s e  and a r e  held 

by the  Treasury may be cancel led .  This c a n c e l l a t i o n  of no tes  r e s t o r e s  the  
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previous ly  used a u t h o r i t y  of t h e  agency t o  borrow from t h e  Treasury and has t h e  

e f f e c t  of pe rmi t t ing  f u r t h e r  o u t l a y s  t o  be  made. 

These a c t i o n s  which a u t h o r i z e  agencies  t o  incur  o b l i g a t i o n s  o r  t o  borrow 

a g a i n s t  p u b l i c  deb t  r e c e i p t s  provided by t h e  Treasury ,  o r  agency deb t  r e c e i p t s ,  

a r e  no t  always brought b e f o r e  t h e  a p p r o p r i a t i o n s  committees f o r  review,  and 

consequently have given r i s e  t o  t h e  t e r m ,  "backdoor f inancing."  

Reappropr ia t ions  and r e a u t h o r i z a t i o n s  - These a r e  a c t i o n s  t o  con t inue  t h e  

a v a i l a b i l i t y  of p a r t  o r  a l l  unused balances  of p r i o r  a u t h o r i t y  o r  a p p r o p r i a t i o n s  

which would o therwise  e x p i r e .  The e f f e c t  of such r e a u t h o r i z a t i o n s  i s  t h e  same 

a s  i f  new budget a u t h o r i t y  were voted i n  t h e i r  p l ace .  Reappropr ia t ions  a r e  a  v e r y  

smal l  p o r t i o n  of t h e  t o t a l  budget. 

Review of Budget Author i ty  

I n  summary, t h e r e f o r e ,  t o t a l  a p p r o p r i a t i o n s  and o t h e r  f i n a n c i a l  au thor i za -  

t i o n s  made a v a i l a b l e  i n  a  s p e c i f i c  year  i s  c a l l e d  "budget au thor i ty ' '  (BA). These 

f i s c a l  a u t h o r i z a t i o n s  empower Federa l  agencies  t o  o b l i g a t e  t h e  government t o  spend 

i n  t h e  f u t u r e .  Most of t h e  budget a u t h o r i t y  granted  is  o rd ina ry  a p p r o p r i a t i o n s ,  

bu t  a s  noted above, a  s u b s t a n t i a l  p o r t i o n  of t h i s  a u t h o r i t y ,  such a s  permanent 

a p p r o p r i a t i o n s  and a u t h o r i t y  t o  spend deb t  r e c e i p t s ,  g e n e r a l l y  is  n o t  s u b j e c t  t o  

d i r e c t  annual  review by t h e  Congressional  Appropr ia t ions  Committees. 

The major c o n t r o l  p o i n t  t h a t  Congress has over Federa l  spending i s  t h e  

g ran t ing  of budget a u t h o r i t y  (BA) . Therefore ,  t o  t h e  e x t e n t  t h a t  BA i s  embodied 

i n  permanent a u t h o r i z a t i o n s ,  t h a t  amount of t h e  budget i s  no t  s u b j e c t  t o  r e c u r r i n g  

Congressional  review and c o n t r o l .  

The fo l lowing t a b u l a t i o n  is  a  breakdown of budget a u t h o r i t y ,  c o n s i s t i n g  

of c u r r e n t  and permanent a u t h o r i z a t i o n s  enacted f o r  f i s c a l  y e a r s  1967-1971. 



CRS - 34 

TYPES OF BUDGET AUTHORITY (BA) FISCAL YEARS 1967 - 1971 

( i n  m i l l i o n s  of d o l l a r s )  

1967 1968 1969 1970 197 1 
A c t u a l  A c t u a l  Ac tua l  A c t u a l  A c t u a l  - - -  

11 C u r r e n t  A u t h o r i z a t i o n s :  - 
2  / - 

A p p r o p r i a t i o n s  122,542 126,694 129,697 134,377 143,767 
A u t h o r i t y  t o  spend d e b t  r e c e i p t s  7 ,742 7,400 725 5 ,751  14 ,852  
C o n t r a c t  a u t h o r i t y  5,110 320 3,088 1 , 4 6 1  10 ,199  
R e a p p r o p r i a t i o n s  and r e a u t h o r i -  

za  t i o n s  38 3  0  6  4  627 
R e s c i s s i o n  of p r i o r  yea r  budget  

a u t h o r i t y  ------ ------ -302 ------ ------ 
T o t a l ,  Cu r r en t  A u t h o r i z a t i o n s  135,432 134,444 133,213 141,592 169,444 

3  / - 
Permanent A u t h o r i z a t i o n s :  

A p p r o p r i a t i o n s  54,451 57,154 66,685 77,086 83,492 
Author .  t o  spend d e b t  r e c e i p t s  1 ,264  2,399 1 , 2 1 1  501 133 
C o n t r a c t  a u t h o r i t y  2,952 8 ,206  7,964 7,787 1 , 6 3 0  

Deduct ions  f o r  O f f s e t t i n g  R e c e i p t s  

I n t e r f u n d  and i n t r agove rnmen ta l  
t r a n s a c t i o n s  -6,589 -6,881 -8,714 -10,178 -13,420 

P r o p r i e t a r y  r e c e i p t s  from t h e  
p;bl i c  - 

T o t a l ,  Budget A u t h o r i t y  

1/ These a u t h o r i z a t i o n s  r e q u i r e  a c t i o n  by t h e  Congress  f o r  each  s p e c i f i c  f i s c a l  - 
y e a r .  

2 /  Excludes a p p r o p r i a t i o n s  t o  l i q u i d a t e  c o n t r a c t  a u t h o r i z a t i o n s  of ( i n  m i l l i o n s ) :  - 
1967,  $7,302;  1968,  N . A . ;  1969 ,  $7,241; 1970,  $7,962; 1971,  $8,576. 

31  These a u t h o r i z a t i o n s  do n o t  r e q u i r e  any a c t i o n  by t h e  Congress  f o r  t h e  s p e c i f i c  - 
y e a r .  

N.A.  - n o t  a v a i l a b l e .  

Source :  Budgets  of t h e  United S t a t e s  Government f o r  f i s c a l  y e a r s  1969-1973. 
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Relat ionship  Between Budget Authority and Outlays 

Only a por t ion  of t h e  budget a u t h o r i t y  enacted f o r  a f i s c a l  year is  spent  

during t h a t  year .  Appropriations t o  pay s a l a r i e s ,  r e n t ,  purchase c u r r e n t  s u p p l i e s ,  

e t c . ,  a r e  u s u a l l y  spent  almost e n t i r e l y  i n  t h e  year  f o r  which they were enacted.  

However, t h e  major p o r t i o n  of appropr ia t ions  t o  b u i l d  s h i p s ,  cons t ruc t  m i s s i l e  

s i t e s ,  e r e c t  publ ic  works, develop weapons systems, e t c .  i s  l i k e l y  t o  t o  be spent  

two, t h r e e  o r  more years  a f t e r  being approved. This s u b s t a n t i a l  "lead-time" i s  

required t o  prepare  des igns ,  ar range c o n t r a c t s ,  complete cons t ruc t ion  o r  produc- 

t i o n ,  and f i n a l l y  t o  pay t h e  b i l l s .  Therefore,  when Congress inc reases  o r  de- 

c reases  t h e  l e v e l  of budget a u t h o r i t y  f o r  a p a r t i c u l a r  f i s c a l  year  it  does n o t  

n e c e s s a r i l y  mean t h a t  ou t l ays  w i l l  fo l low t h e  same p a t t e r n .  It is  p o s s i b l e  t h a t  

when Congress v o t e s  an inc rease  i n  budget a u t h o r i t y  f o r  a f i s c a l  y e a r ,  t h e  out- 

l a y s  i n  t h a t  same year w i l l  decrease ,  o r  v i c e  ve rsa .  

The amount of budget a u t h o r i t y  granted may have only a l imi ted  e f f e c t  

on t h e  c u r r e n t  y e a r ' s  ou t l ays ,  but  it  w i l l  have a d e f i n i t e  e f f e c t  on f u t u r e  out- 

l a y s .  It is  Congressional approval f o r  t h e  Federal  Government t o  o b l i g a t e  i t s e l f  

f o r  the  author ized amounts and eventual ly  t o  make payment when t h e  b i l l s  become 

due a t  which time t h i s  budget a u t h o r i t y  is  recorded a s  an ou t lay .  

Unexpended balances a r e  t h e  r e s u l t  of both  "obligated" and "unobligated" 

au thor i ty .  They represen t  t h e  amount of budget a u t h o r i t y  granted t h a t  has no t  

been spen t ,  and which s t i l l  is  a v a i l a b l e  f o r  conversion i n t o  ou t lays  i n  t h e  

f u t u r e .  These balances represen t  a u t h o r i t y  f o r  Government agencies  t o  e n t e r  i n t o  

c o n t r a c t s  o r  t o  make payments f o r  c o n t r a c t s  a l ready  l e t .  Funds may have been 

"obligated" though not  spen t ,  o r  they may be "unobligated," which means t h a t  they 

have not  been committed. A t  t h e  end of any f i s c a l  year a l a r g e  p a r t  of t h e  unex- 

pended balances a r e  unobligated; t h e s e  amounts a r e  a v a i l a b l e  f o r  f u t u r e  o b l i g a t i o n s  



CRS - 36 

i n  accordance  w i t h  t h e  s t i p u l a t i o n s  and p r o v i s i o n s  of t h e  l e g i s l a t i o n  g r a n t i n g  

t h e  budget  a u t h o r i t y .  

I n  some c a s e s ,  a u t h o r i t y  which is  n o t  o b l i g a t e d  by t h e  end of t h e  yea r  

i s  no l o n g e r  a v a i l a b l e ,  and t h u s  t h e  a u t h o r i t y  t o  o b l i g a t e  e x p i r e s .  However, 

i n  most c a s e s ,  e s p e c i a l l y  f o r  such programs a s  c o n s t r u c t i o n  of p u b l i c  works, n a v a l  

v e s s e l s ,  space  r e s e a r c h  and o t h e r  long-term developments ,  t h e  unob l iga t ed  p o r t i o n  

of  t h e  unexpended b a l a n c e s  con t inues  a v a i l a b l e  from yea r  t o  y e a r ,  because  t h e  

o r i g i n a l  a u t h o r i z a t i o n  by Congress g e n e r a l l y  s t i p u l a t e s  " u n t i l  expended." I n  

a  few c a s e s ,  such a s  t h e  a u t h o r i z a t i o n  f o r  t h e  F e d e r a l  Depos i t  I n su rance  Corpora- 

t i o n  (FDIC) t o  borrow from t h e  T reasu ry ,  t h e  ba l ances  c a r r i e d  forward r e p r e s e n t  

s tandby a u t h o r i t y  f o r  p o s s i b l e  emergency. I n  t h e  c a s e  of t h e  FDIC, t h i s  a u t h o r i t y  

has  never  been used and i t  is  not  a n t i c i p a t e d  t h a t  i t  w i l l  have t o  b e  used i n  t h e  

f o r e s e e a b l e  f u t u r e .  However, most of t h e  unexpended ba l ances  c a r r i e d  over  from 

year  t o  yea r  w i l l  be  o b l i g a t e d  e v e n t u a l l y  and,  i n  t u r n ,  r e s u l t  i n  o u t l a y s .  

The O f f i c e  of Management and Budget a p p o r t i o n s  t o  t h e  Government a g e n c i e s  

and depar tments  each q u a r t e r  t h e  funds  a p p r o p r i a t e d  t o  them. T h i s  p r e v e n t s  

Government a g e n c i e s  from spending t h e i r  a p p r o p r i a t i o n s  t o o  e a r l y  i n  t h e  y e a r .  

Within t h e  l imi ts  of funds  appor t i oned  and made a v a i l a b l e ,  t h e  F e d e r a l  a g e n c i e s  

p l a c e  o r d e r s ,  l e t  c o n t r a c t s ,  h i r e  pe r sonne l ,  purchase  s u p p l i e s ,  and t a k e  o t h e r  

a c t i o n s  which commit o r  "obl iga te1 '  t h e i r  appor t ioned  funds .  A t  t h i s  p o i n t  i n  t h e  

Fede ra l  spending  p roces s  t h e s e  funds  a r e  s t i l l  i n  t h e  unexpended b a l a n c e s ,  b u t  

they  have passed from t h e  ca t ego ry  of "unobl iga ted l '  t o  "ob l iga t ed . "  Thus i t  i s  

a t  t h i s  p o i n t ,  t h a t  t h e  Fede ra l  Government has  i ncu r r ed  an  o b l i g a t i o n  f o r  which 

an  o u t l a y  w i l l  be  made i n  t h e  nea r  f u t u r e  o r  d i s t a n t  f u t u r e  depending on t h e  i t em 

o r  i t ems  f o r  which t h e  Government has  c o n t r a c t e d .  
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The following t a b l e  shows t h e  budget a u t h o r i t y  g ran ted ,  t h e  o u t l a y s  made, 

t h e  unexpended balances  c a r r i e d  forward a t  end of f i s c a l  y e a r s  and t h e  amount of 

o b l i g a t i o n s  incurred dur ing t h e  f i s c a l  y e a r s  1967 through 1971. 
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Federal  spending a u t h o r i t y  can be summarized a s  fol lows:  

1. Budget a u t h o r i t y  (BA) granted during t h e  year r e p r e s e n t s  t h e  t o t a l  

amount of Federal  spending a u t h o r i t y  approved by the  Congress. Some of t h i s  BA 

granted w i l l  r e s u l t  i n  ou t lays  i n  f u t u r e  years ;  a  very  small  por t ion  of t h e  BA 

granted may l a p s e  o r  be rescinded i n  f u t u r e  years .  

2. Net o b l i g a t i o n s  incurred during t h e  year  represen t  t h e  t o t a l  amount 

of eventual  ou t l ays  f o r  which t h e  Federal  Government has been committed t h a t  year .  

Some of these  ob l iga t ions  w i l l  r e s u l t  i n  ou t lays  dur ing t h e  c u r r e n t  year ,  whi le  

o t h e r s  w i l l  r e s u l t  i n  ou t lays  i n  f u t u r e  years .  Therefore,  when n e t  o b l i g a t i o n s  

incurred exceed ou t lays  made dur ing t h e  year ,  t h e  Government has con t rac ted  f o r  

more spending than it has l iqu ida ted .  An inc reas ing  r a t e  of o b l i g a t i o n s  can be 

expected t o  r e s u l t  i n  increased f u t u r e  ou t lays .  

3 .  The ou t lays  made during t h e  year i n d i c a t e  t h e  amount of budget author- 

i t y  used up a s  we l l  a s  t h e  amount of incurred o b l i g a t i o n s  t h a t  have been l iqu ida ted .  

Thus t h e  ou t lays  represen t  only t h e  payment of b i l l s  incurred by previous obliga- 

t i o n s  during t h a t  year o r  i n  p r i o r  years .  

4 .  Unexpended balances represen t  t h e  amount of budget a u t h o r i t y  granted 

during t h e  year o r  c a r r i e d  over from p r i o r  years  t h a t  has not  been used. The 

obl igated por t ion  of unexpended balances r e p r e s e n t s  t h e  amount of BA f o r  which 

ob l iga t ions  have been incurred,  but f o r  which payments have n o t  y e t  come due; 

whereas, t h e  unobligated por t ion  r e p r e s e n t s  t h e  amount of BA a v a i l a b l e  f o r  t h e  , 

incur r ing  of a d d i t i o n a l  o b l i g a t i o n s  and eventual  ou t l ays .  

5. Table 5 shows t h a t  t h e  unexpended balances a t  t h e  end of each f i s c a l  

year has continued t o  r i s e .  Based on d a t a  f o r  f i s c a l  year 1971, unexpended 

balances a t  t h e  end of t h e  year  t o t a l e d  $261 b i l l i o n .  Thus t h e  Government had t h a t  

amount of spending a u t h o r i t y  a v a i l a b l e  without any a d d i t i o n a l  budget a u t h o r i t y .  
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Annually t h e  budget  a u t h o r i t y  enac ted  by Congress g e n e r a l l y  exceeds o u t l a y s  

because  many of t h e  a p p r o p r i a t i o n s  a r e  f o r  programs o r  p r o j e c t s  t o  be  developed 

over  a  number of y e a r s .  

An examinat ion  of t a b l e  5  shows t h a t  f o r  f i s c a l  y e a r  1971 Congress 

approved spending  a u t h o r i t y  i n  t h e  amount of $236.4 b i l l i o n  (BA); t h e  Government 

c o n t r a c t e d  f o r  o u t l a y s  i n  t h e  amount of $215.9 b i l l i o n  ( n e t  o b l i g a t i o n s  i n c u r r e d ) ;  

and t h e  Government made payments i n  t h e  amount of  $211.4 b i l l i o n  ( o u t l a y s ) .  Thus 

f o r  f i s c a l  yea r  1971 t h e  Government i ncu r r ed  $4.5 b i l l i o n  more of o b l i g a t i o n s  

t han  i t  pa id  and Congress g ran t ed  $20.5 b i l l i o n  more of budget a u t h o r i t y  t han  

t h e  t o t a l  f o r  o b l i g a t i o n s  i n c u r r e d .  

I n  t h e  p rev ious  y e a r ,  f i s c a l  yea r  1970,  o u t l a y s  exceeded n e t  o b l i g a t i o n s  

i n c u r r e d .  The Congress approved spending a u t h o r i t y  i n  t h e  amount of $213 b i l l i o n  

( H A ) ;  t h e  Government c o n t r a c t e d  f o r  expend i tu re s  i n  t h e  amount of  $194.9 b i l l i o n  

( n e t  o b l i g a t i o n s  i n c u r r e d ) ;  and t h e  Government made payments i n  t h e  amount of 

$196.6 b i l l i o n  ( o u t l a y s ) .  Thus f o r  f i s c a l  yea r  1970 t h e  Government i ncu r r ed  $1.7 

b i l l i o n  l e s s  of o b l i g a t i o n s  t han  i t  pa id  w h i l e  Congress a p p r o p r i a t e d  $18.1 b i l l i o n  

more t han  t h e  t o t a l  f o r  o b l i g a t i o n s  i n c u r r e d .  

I t  may be  noted t h a t  o u t l a y s  f o r  f i s c a l  yea r  1971 were $14.8 b i l l i o n  more 

t han  they  were f o r  f i s c a l  yea r  1970,  wh i l e  o b l i g a t i o n s  i ncu r r ed  by t h e  Government 

i n  f i s c a l  yea r  1971 were $21 b i l l i o n  more t han  they  were i n  f i s c a l  yea r  1970. 

Table  6  shows t h e  r e l a t i o n s h i p  of budget a u t h o r i t y  (BA) and o u t l a y s  

f o r  f i s c a l  yea r  1971. 
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Execution of t h e  Enacted Budeet 

A f t e r  t h e  Congress ional  rev iew,  h e a r i n g s ,  d e l i b e r a t i o n ,  and a u t h o r i z a t i o n  

s t a g e  of t h e  budget p rocess  i s  completed and t h e  i n d i v i d u a l  a p p r o p r i a t i o n  b i l l s  

become law, t h e  execu t ion  phase of t h e  budget beg ins .  The enactment of  a 

budget  a u t h o r i t y  by t h e  Congress does  n o t  r e q u i r e  t h e  immediate e s t ab l i shmen t  

of a  Treasury  bank account  t o  t h e  c r e d i t  of a  Government agency. There are 

s e v e r a l  s t e p s  between enactment of budget a u t h o r i t y  and cash  o u t l a y s  by t h e  

Fede ra l  Government. On approval  of t h e  i n d i v i d u a l  a p p r o p r i a t i o n  b i l l s ,  t h e  

Treasury  Department draws a p p r o p r i a t i o n  war ran t s  which a r e  counters igned by t h e  

General  Accounting O f f i c e  and then  t r a n s m i t t e d  t o  t h e  a f f e c t e d  depar tments  and 

agencies .  

Before t h e  au tho r i zed  a p p r o p r i a t i o n s  can be  o b l i g a t e d  by t h e  a g e n c i e s ,  
1/ - 

t h e  O f f i c e  of Management and Budget must a p p o r t i o n  t h e s e  funds .  Agencies must 

r e v i s e  t h e i r  o p e r a t i n g  budgets  i n  view of t h e  approved a p p r o p r i a t i o n s  and submit 

t h e i r  r e q u e s t s  f o r  apport ionment t o  t h e  O f f i c e  of Management and Budget by May 21  

o r  w i t h i n  15  days a f t e r  approval  of t h e  a p p r o p r i a t i o n  a c t ,  whichever i s  l a t e r .  

The O f f i c e  of Management and Budget must nake such apport ionments  by June  1 0  o r  

30 days  a f t e r  approval  of t h e  a p p r o p r i a t i o n  a c t ,  whichever is l a t e r .  It is  a 

v i o l a t i o n  of t h e  An t ide f i c i ency  Act i f  o b l i g a t i o n s  a r e  i ncu r red  i n  excess  of t h e  

amounts appor t ioned .  Apportionments a r e  g e n e r a l l y  made on a  q u a r t e r l y  b a s i s .  

The apport ionment system i s  in tended t o  ach ieve  an  e f f e c t i v e  and economical 

u s e  of a v a i l a b l e  funds .  The agenc ie s  de termine  i n  t h e  f i r s t  i n s t a n c e  t h e  r a t e  a t  

which they  wish t o  o b l i g a t e  t h e  Government t o  f u t u r e  expend i tu re s ,  b u t  t h e  O f f i c e  

of Management and Budget rev iews t h e s e  p l a n s  be fo re  appor t ion ing  t h e  a u t h o r i t y  

1/ The t r u s t  funds  and some Government e n t e r p r i s e s  a r e  no t  s u b j e c t  t o  - 
apport ionment.  See O f f i c e  of Management and Budget C i r c u l a r  No. A-34. 
( I n s t r u c t i o n s  on Budget Execution) 
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t o  a s c e r t a i n  t h a t  t h e  r a t e  i s  c o n s i s t e n t  w i t h  t h e  amount of budget  a u t h o r i t y  f o r  

t h e  e n t i r e  y e a r  and t o  r educe  t h e  n e c e s s i t y  f o r  supplementa l  o r  d e f i c i e n c y  

a p p r o p r i a t i o n s .  The law pe rmi t s  appor t ionments  which a n t i c i p a t e  t h e  need f o r  

supplementa l  a p p r o p r i a t i o n s ,  on ly  where n e c e s s a r y  t o  meet e x p e n d i t u r e s  r e q u i r e d  

by laws enac ted  subsequent  t o  p r e s e n t a t i o n  of a p p r o p r i a t i o n  e s t i m a t e s ,  o r  t o  meet 

c e r t a i n  s p e c i f i e d  emergency c o n d i t i o n s .  I n  a l l  c a s e s  where a n  appor t ionment  i s  

made on t h i s  b a s i s ,  a  r e p o r t  o f  t h e  f a c t s  must b e  submi t ted  t o  Congress .  The 

O f f i c e  of Management and Budget may modify appor t ionments  r e q u e s t e d  by t h e  

a g e n c i e s .  Reserves  may be  e s t a b l i s h e d  t o  p rov ide  f o r  c o n t i n g e n c i e s ,  o r  t o  e f f e c t  

s a v i n g s  whenever s a v i n g s  a r e  made p o s s i b l e  through changes i n  r equ i r emen t s ,  

g r e a t e r  e f f i c i e n c y  of o p e r a t i o n s ,  o r  o t h e r  developments subsequent  t o  t h e  d a t e  
1 / - 

on which such  a p p r o p r i a t i o n s  were made a v a i l a b l e .  Amounts he ld  i n  r e s e r v e  may 

no t  be  o b l i g a t e d  by t h e  agenc i e s  u n l e s s  t hey  a r e  r e l e a s e d  by f u r t h e r  r eappor t i on -  

ment a c t i o n .  

Once t h e  budget  a u t h o r i t y  i s  appor t ioned  t o  t h e  a g e n c i e s  by t h e  O f f i c e  of 

Management and Budget,  a  second l e v e l  of appor t ionment  occu r s  w i t h i n  t h e  a g e n c i e s .  

Agency heads de t e rmine  t h e  r a t e  and a p p o r t i o n  t h e  funds  t o  v a r i o u s  programs and 

a d m i n i s t r a t i v e  u n i t s  w i t h i n  t h e i r  a g e n c i e s .  I n  t u r n ,  t h e  a p p r o p r i a t e d  funds  a r e  

o b l i g a t e d  f o r  goods and s e r v i c e s .  

A s  t h e  goods and s e r v i c e s  f o r  which funds  have been o b l i g a t e d  a r e  r e c e i v e d ,  

vouchers  and i n v o i c e s  a r e  c e r t i f i e d  f o r  payment. Based on t h e s e  c e r t i f i e d  

vouchers  and i n v o i c e s ,  checks  a r e  i s s u e d  and t h e  o u t l a y  recorded .  

Char t  number 4 shows t h e  f l ow of budgetary  a c t i o n s  i n  t h e  execu t ion  of  t h e  

budget .  

1/ 31 U.S.C. 665, ( c ) ,  ( 2 ) .  - 





APPROXIMATE TIMING 
EXECUTION OF ENACTED BUDGET 

MIIY -JULY 
[Enactment o f  appropriation may 

extend into October or later. ) 

C o n t i n u o u s  

As b i l ls  become payable 

Revises opsnting budget in  view ot approved 
appropriations and program developmenls. 

Allots apportioned tunds to various programs or 
activit~es. 

Admlnlstratlve controls restrlct obligations and @ 
outiays to apportioned and allotted amounts $ 
Obligates money Receives and usor goods and 

" 
servlces Makes monthly or quarterly reports to 
Oiilce ot Management and Budget on status of 
funds and use of resources in  relallon to program $ 
plans P 

? 
Reports per~od~caily to Ofllce ol Management and 5; 
Budget on mangement mprovements and actlons 
reduc~ne manoower reou~remenfs and costs $ 

Fsammes repnrtc 0. $?a? c of I, rm n ,p 2' ,. ' -  

apporl onmenls Analjzes lepolls on qe ?' IP  

so~fces an0 relalfoPsll p of accomo rhmenly ar3 
cosls Reports l o  me Pres den1 from m e  ' c  I I Y  
on b~age f  and lrogram stat i i  manpwel mar a>+ 
ment imrroremenls an0 rosl teo.rlooni 

Prepares and certifies vouchers and invoices lo  
payment. 

& Treasury Issues checks (except for certaln agencles 
which Issue thelr own) and reports on fmanc~al @ transactions in  Monthly Treasury Slatement and 
Treasury Bulletln 

General Accountmg O l c e  performs lndependent Reviews compliance with established policies, pr Reviews agency operations and evaluates pro 
audit of financial records, transactions, and finan. cedures, and requirements. Evaluates accomplls and performance. Conducts or gudes agenc 
cia1 management, generally. "Settles" accounts of ment at program plans and effectiveness of manag ion and management studles As 
certifying and disbursing officers. Makes reports men1 and operations. In improv~ng management and orga 
to Congress. e executive branch. 

EXECUTIVE OFFICE OF THE PRESIDENTIOFFICE OF MANAGEMENT AND BUDGET 
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Even w i t h  t h e  budget forms now i n  u s e  by t h e  Federa l  Government p l u s  t h e  

o ld  a d m i n i s t r a t i v e  and conso l ida ted  cash  budget concepts  p rev ious ly  employed, 

t h e r e  a r e  some who contend t h e r e  i s  s t i l l  miss ing one v i t a l  element of a  d e s i r a b l e  

budget -- s e p a r a t i o n  of expendi tures  f o r  c u r r e n t  o p e r a t i o n s  and investment.  Th i s  

has l e d  t o  some suppor t  of a  c a p i t a l  budget. 

C a p i t a l  Budget - The Federa l  Government does no t  have a c a p i t a l  budget;  

however, t h e r e  a r e  some who favor  adopt ing such a  budget. A c a p i t a l  budget 

would s e p a r a t e  c u r r e n t  ope ra t ing  expenses from expendi tures  of a  c a p i t a l  o r  

investment na tu re .  Thus t h e r e  would be  two budgets -- one t o  cover c u r r e n t  

ope ra t ions  and another  f o r  c a p i t a l  investments.  

Proponents of a  c a p i t a l  budget argue  t h a t  i t  is  a  " b u s i n e s d i k e "  approach 

t o  Government and t h a t  i t  would a i d  t h e  p u b l i c  i n  e v a l u a t i n g  Government expen- 

d i t u r e s  by d i f f e r e n t i a t i n g  between opera t ing  expendi tures  and investment expendi- 

t u r e s .  Opponents of a  c a p i t a l  budget charge t h a t  i t  would h i d e  t h e  f a c t s  from 

t h e  p u b l i c ,  t h a t  i t  would be a  means of i n c r e a s i n g  t h e  Federa l  d e b t  w h i l e  

supposedly balancing t h e  budget through d e f e r r i n g  t h e  charges  f o r  c a p i t a l  o u t l a y s .  

The idea  of d i s t i n g u i s h i n g  between c u r r e n t  and c a p i t a l  expend i tu res  is  n o t  

new. It p r e d a t e s  t h e  Budget and Accounting A c t  of 1921 which sets up t h e  r e q u i r e -  

ment t h a t  t h e  P r e s i d e n t  t r ansmi t  t o  t h e  Congress a n  annual  budget .  

A s  a  r e s u l t  of t h e  work of t h e  P r e s i d e n t ' s  Commission on Economy and 

Ef f i c i ency  and t o  demonstrate t h e  u s e f u l n e s s  of a  budget ,  P r e s i d e n t  T a f t  sub- 

mi t t ed  a  document t o  t h e  Congress f o r  c o n s i d e r a t i o n  on February 26, 1913 con- 

t a i n i n g  e s t i m a t e s  f o r  f i s c a l  year  1914. I n  h i s  message t o  t h e  Congress, P r e s i d e n t  

T a f t  sepa ra ted  es t imated c a p i t a l  o u t l a y s  from es t imated c u r r e n t  expenses and 

f i x e d  charges .  H e  s t a t e d :  



CRS - 46 

T h i s  conc lus ion  [ t h a t  t h e  minimum amount of revenue needed t o  cover  
c u r r e n t  o p e r a t i n g  expend i tu re s  f o r  f i s c a l  yea r  1914 would b e  $881 mi l -  
l i o n ]  i s  based on t h e  assumption t h a t  a l l  e s t i m a t e s  f o r  ' a c q u i s i t i o n  
of p r o p e r t y '  and ' u n c l a s s i f i e d '  e s t i m a t e s  would b e  i n i t i a l l y  f i nanced  
by t h e  Government o u t  of borrowing,  i . e . ,  t h a t  a l l  t h e s e  e s t ima ted  
e x p e n d i t u r e s  a r e  p r o p e r l y  c l a s s i f i e d  as c a p i t a l  o u t l a y s .  Ll 

During t h e  1930 ' s  t h e  terms "ord inary"  and "ex t r ao rd ina ry"  expenses  came 

i n t o  u s e .  "Ordinary" expenses were t h o s e  of a  c u r r e n t  n a t u r e  and "ext raord inary1 '  

expenses were t h o s e  which presumably rendered  s e r v i c e s  o r  b e n e f i t s  t o  t h e  p u b l i c  

f o r  a  p e r i o d  longe r  t han  t h e  c u r r e n t  y e a r .  

Recommendation number 3 ,  p e r t a i n i n g  t o  budget  and accoun t ing ,  of t h e  f i r s t  

Hoover Commission r e p o r t  i n  January  1949 s t a t e s :  

We recommend t h a t  t h e  budget  e s t i m a t e s  of a l l  o p e r a t i n g  depar tments  
and a g e n c i e s  of t h e  Government should b e  d iv ided  i n t o  two primary 
c a t e g o r i e s  -- c u r r e n t  o p e r a t i n g  expend i tu re s  and c a p i t a l  o u t l a y s .  

Even though t h e  F e d e r a l  Government has  n o t  adopted a  c a p i t a l  budget ,  t h e  

Bureau of t h e  Budget,  s i n c e  1951, has  inc luded  i n  t h e  annua l  budget  a  s p e c i a l  

a n a l y s i s  ("DM). T h i s  a n a l y s i s  focuses  on t h e  d i s t i n c t i o n  between o u t l a y s  t h a t  

a r e  of an  inves tment  o r  " c a p i t a l "  n a t u r e  and o u t l a y s  d i r e c t e d  t o  o p e r a t i n g ,  o r  

" c u r r e n t , "  purposes .  B a s i c a l l y ,  S p e c i a l  Ana lys i s  D t r e a t s  a l l  o u t l a y s  which w i l l  

produce b e n e f i t s  i n  f u t u r e  y e a r s  a s  inves tment  o u t l a y s .  These o u t l a y s  amount t o  

between 25 and 30 pe rcen t  of t h e  t o t a l  u n i f i e d  budget .  

Readi ly  i t  can be  s een  t h a t  i f  t h e s e  o u t l a y s  were c a p i t a l i z e d  and most 

of t h e  c o s t  d e f e r r e d  t o  f u t u r e  y e a r s  c u r r e n t  budgets  w i t h  l a r g e  s u r p l u s e s  r a t h e r  

t han  d e f i c i t s  would r e s u l t .  Here e n t e r s  t h e  primary problem i n  t h e  u s e  of a  

c a p i t a l  budget  -- how t o  d e f i n e  a  " c a p i t a l "  o u t l a y .  While i t  i s  easy  t o  c l a s s i f y  

a s  c a p i t a l  t h e  c o s t  of a  h y d r o e l e c t r i c  p r o j e c t  b u i l t  t o  r e n d e r  s e r v i c e  over  

I /  Sena te  Document Number 1113,  62d Congress ,  3 rd  S e s s i o n ,  1913, p. 26. - 
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period of f i f t y  yea r s  o r  more and a s  c u r r e n t  t h e  c o s t  of procur ing typewr i t e r  

paper o r  t h e  payment of employees s a l a r i e s ,  i t  is  not s o  easy t o  f i n d  a formula 

f ~ r  c l a s s i f y i n g  t h e  mul t i tude  of expendi tures  t h a t  f a l l  between t h e s e  two 

extremes. 

Addi t iona l ly  t h e  quest ion a r i s e s ,  from a n a t i o n a l  s t andpo in t ,  a s  t o  how 

expendi tures  which add t o  t h e  a s s e t s  of S t a t e  and l o c a l  governments, such a s  

Federal  a i d  f o r  t h e  cons t ruc t ion  of highways, a i r p o r t s ,  schoo l s ,  e t c . ,  should be  

c a p i t a l i z e d .  Fur the r ,  should Federa l  a i d  t o  p r i v a t e l y  owned p r o j e c t s ,  such a s  

h o s p i t a l s ,  h e a l t h  r esea rch  f a c i l i t i e s ,  merchant s h i p s ,  a g r i c u l t u r e  s t a b i l i z a t i o n  

and conservat ion p r o j e c t s ,  be c a p i t a l i z e d ?  

A s  a  f u r t h e r  dimension i n  t h e  problem of determining what i s  a c a p i t a l  

ou t l ay  we have t h e  problem of a s c e r t a i n i n g  how t o  t r e a t  r e sea rch  and development 

ou t l ays ;  f o r  example, should resea rch  and development spending on atomic energy 

o r  the  space program be c a p i t a l i z e d ?  Undoubtedly, p a s t  expendi tures  on r e s e a r c h  

i n  these  f i e l d s  a r e  very  va luab le  a s s e t s  of t h e  country i n  r e l a t i o n  t o  our p r e s e n t  

n a t i o n a l  s e c u r i t y .  Even so ,  t h e  ques t ion  remains: how do we determine i n  advance 

t h e  expenses t o  c a p i t a l i z e  and f o r  how long a period? This  is t h e  b a s i c  ques t ion  

t h a t  would surround a l l  r e sea rch  and development ou t l ays .  

There a r e  some economists who approve of t h e  genera l  concepts of a c a p i t a l  

budget, but  oppose t h e  Federal  Government adopt ing one a t  t h i s  time. They reason 

t h a t  c a p i t a l  i tems probably would be r e s t r i c t e d  t o  phys ica l  a s s e t s  -- t h e  so-cal led  

"br icks  and mortar" type  of a s s e t s  -- b u i l d i n g s ,  dams, e t c .  Only a very  minor 

por t ion  of t h e  c o s t s  of such a s s e t s  would be a l l o c a t e d  t o  expendi tures  of c u r r e n t  

opera t ing  budgets;  most of t h e  c o s t s  would be de fe r red  and charged a g a i n s t  f u t u r e  

budget revenues over t h e  c a p i t a l i z e d  l i f e  of the  a s s e t s .  I n  t u r n ,  i t  would 

probably become p o l i t i c a l l y  expedient  t o  f avor  c a p i t a l  investments a s  t h e s e  o u t l a y s  
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could  be made and y e t  a balanced o p e r a t i n g  budget be ob ta ined .  Thus, t h e  f e a r  

a r i s e s  t h a t  funds  probably would be d i v e r t e d  t o  t a n g i b l e  a s s e t s  which i n  some 

c a s e s ,  f o r  t h e  b e s t  i n t e r e s t  of t h e  coun t ry ,  should be expended on i n t a n g i b l e  

a s s e t s  such a s  educa t ion  and h e a l t h  r e s e a r c h .  


