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A Primer on Federal Budgets

By JOSEPH SCHERER®

The Federal budget is a multipurposc document. Its
original purpose had been, and its main purpose continucs
to be, to provide a systcm of planning and control over
Government activities by the executive and legislative
branches. In this rcspect, it serves the same functions that
a budget plan performs for an individual or a business.
But, unlikc the budget of any other single economic unit,
the Federal budget because of its sheer sizc—some $90-
120 billion per year, depending upon thc particular
budget concept uscd—exerts a potent influence on the
nation’s economy. This influcnce, moreover, is being in-
creasingly directed, as a matter of deliberate policy, to-
ward assisting the economy to attain, and sustain, high
levels of employment and economic activity. Not only
have these growth and stability goals been incorporated
in legislation, as in the Employment Act of 1946, but
there appears to be a growing conscnsus among the citi-
zenry that it is appropriate and desirable for the Fedcral
Govemment to pursue such goals.

In ordcr to evaluate how the Federal Government car-
rics out these housckeeping and policy purposes, it is
necessary to examine budget data, totals as well as com-
ponents. This is not casy, since the necds of analysts have
led to the development of a number of concepts that at
times appear to provide conflicting data. For example,
different dollar magnitudes can be found for categories
designated by the same gencral name. Thus, the data for
fiscal 1964 (the year endcd Junc 30, 1964) show the Fed-
cral deficit as $8.2 billion in the administrative budget, or
$4.8 billion in the consolidated cash budget, or $3.9 bil-
lion in the national income account budget. Likewise, for
the current ycar, fiscal 1965, the Burcau of the Budget
estimates the deficit will be $6.3 billion in the administra-
tive budget, $4.0 billion in the cash budget, and $5.0 bil-
lion in the national income account budget. These three

* Economist, Domestic Research Division.

different deficit amounts are, of course, ncither arbitrary
nor unnecessary. Instead, they reflect an attempt to pro-
vide appropriate data for unraveling some exceedingly
complicated economic and accounting relationships.

As a very abbreviated summary, each of the threc
widcly used measures of the Federal budget has its own
appropriate use. Yct each measure, singly, as well as all
measures together, still leaves something to be desired in
terms of providing a complete picture of the rolc of the
Federal Government in the economy. For example, none
of the budgets integrate complete information, on a cur-
rent basis, about Government Icnding activities and guar-
antecs of loans, although this information may be assembled
from other sources.

The administrative budget provides data which are
most useful to the Government itself for housekeceping and
control purposes. Because of the detail given for individ-
ual agencies and the availability of detailed monthly data,
the administrative budget may prove helpful to an analyst
focusing on some narrow aspect of the Federal impact on
the economy.

The consolidated cash budget provides the most compre-
hensive view of Federal expenditurcs and receipts. Changes
in these flows have a direct impact on thc Government’s
cash balances and constitute a major determinant of Treas-
ury debt operations with the non-Federal sector.

Finally, the Federal scctor in the national income ac-
counts is often uscd for formulating and analyzing problems
primarily in the framework of the national income and
product accounts data.

It is the purposc of this article to delineate in broad
terms the uscs and limitations of the alternative budget
scrics and also to indicate the typical sources where these
data can be found. First, the budget process is bricfly
described. Then an explanation is given of the basic char-
acteristics of each budget concept, of some of thc inter-
locking relationships among the budgets, and of the way
in which each budget serves different analytical or admin-
istrative purposes.
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THE BUDGET PROCESS

The President’s budget message, and its accompanying
documents, usually delivered to Congress in the third
week of January, present a comprehensive view of Fed-
eral spending and rcccipts for the current and the next
fiscal year. (The Federal Government's fiscal year runs
from July 1 of one ycar to June 30 of the following year
and is identified by the year in which it ends.) Imple-
mentation of the tax and spending programs described in
the budget is dependent upon legislation already in ef-
fect, as well as on new legislation still to be enacted. The
new legislation docs not come in a single package, but is
introduced and considered by Congress in separately pro-
poscd and separately enacted bills. It will be useful to
consider for a moment the general process by which a bill
is enacted, and then to focus more specifically on what
further steps are necessary before a particular agency can
actually spend funds for a program.,

Each new activity of the Federal Government (or ex-
tension of an old activity) must be authorized by a bill
which has pussed both houses of Congress and has been
signed by the President.® Such bills are considered first by
the appropriate legislative committee responsible for the
subject area (true of both the House of Representatives
and the Senate), which in turn typically refers the bills to
subcommittecs specializing in particular scgments of the
over-all area covered by the full committee. Aftcr the
rclevant legislative subcommittce and committee have ap-
proved the bill—including, if necessary, authorization to
appropriate up to a given amount of money for the program
—the bill is brought to a vote before the full membership
of each branch of Congress.

For major legislation in the House of Representatives,
the Rules Committee ordinarily acts as an intermediary
to dctcrmine when legislation can rcach the floor for con-
sideration. Failure of the Rules Committee to bring out
a bill produces complications since the bill cannot be
voted on by the full chamber, exccpt by a cumbersome
procedure which is not often tried. If the bills for a par-
ticular program passed by the two houses differ in any
respect, these differences must be resolved by a conference
committee composcd of members of the two houses, so
that identical bills can be resubmitted for passage in each

1 Some bills, of course, are passcd over a Presidential veto, and
a few bills have become law without Presidential signature under
the Constitutional provision that, if the President does not sign or
veto a bill, it becomes law after ten days provided that Congress is
in session.

house and then transmitted to the President for signature.

The above procedurc only authorizes the program in a
gencral way, Actual authority to spend funds typically
involves a further step—the passage of an appropriations
bill again by both houses of Congress, which is then
signed by the President. An appropriations bill follows
the same general procedure as any substantive legislation,
that is, it must pass a subcommittee, then a full commit-
tee, and then the full chamber. But for an appropriations
bill, no matter what Government agency or subject area
is involved, thc bill starts its trip in the Appropriations
Committee of the House of Representatives before it can
be voted upon by the full Housc und similarly must be
passed by the Senate Appropriations Committee before it
can be voted on by the full Senate.

In effect, then, lcgislation requiring the spending of
moncy typically goes through two complete rounds of leg-
islative approval—first, the act authorizing the program
(with a bill considered first by the subject arca commit-
tecs) and, secondly, the act providing the funds for the
program (with a bill originating in the appropriations
committees). And it is important to notc that the amount
of thc appropriations bill nccd not be the whole amount
authorized in the legislation sctting up the new program
(first round). Since control over the scope of any pro-
gram is ultimately determined by the amount of money
made available, it is obvious that the appropriations com-
mittees in the two houses occupy a strategic position.
Appropriations bills, however, are not the only avenue by
which a Government agency can obtain the right to spend,
although it is the most important one.

A Government agency acquircs the authority to spend
money from Icgislation providing ncw obligational author-
ity (NOA). The NOA may be given in any of three forms
—appropriations, contract authorizations, and authoriza-
tions to expend from debt receipts. Only the first two are
directly under the control of the appropriations committees
of the two houses.

1. arproPRIATIONS. These permit an agency to order
goods and services and draw funds from the Treasury to
pay for thesc goods and services up to some stated
amount. Most spending takes this form. Although ap-
propriations are usually limited to onc year, some may
cover scveral years or be “no year” (i.c., available until ex-
pended) because of the long-term nature of the project.
The Defense Department holds the bulk of these multi-
ycar appropriations. Therc are also “permanent appro-
priations”, such as for interest on the debt, which do not
require new action by Congress when additional funds are
needed.
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2. CONTRACT AUTHORIZATIONS. Thesc allow an agency
to contract for goods and scrvices, but payments can-
not be made until Congress passes an appropriation to
provide funds for the obligations incurred.

3. AUTHORIZATIONS TO EXPEND FROM DEBT RECEIPTS.
Thesc allow agencics to borrow money, gencrally through
the United States Treasury, to contract for the purchase
of goods and services, and to pay for them with the bor-
rowed funds. This proccdure has been called “back door”
financing and has been subjected to criticism by some
members of Congress because the appropriations com-
mittees have no say in establishing the actual amount of
spending by thc agency under this system. Instead, the
authority to borrow from the Treasury—and the amount
—are given in the legislation authorizing the program.
Under this arrangement, an agency may carry on its activi-
ties indefinitely without recourse to any annual appro-
priations, unlcss otherwise specified in thc law. Many of
the Government loan programs have been set up in this
fashion since it is usually cxpected that such programs will
sooner or later be self-supporting.

NOA is generally considcred the avenue whereby Con-
gress can control the size of the budget. An increase in
NOA for a fiscal year above the amount for previous
years suggests that Government spending will grow. The
failure of NOA to risc, however, may not be significant
since Congress may merely have legislated NOA at levels
below the amounts needed to pay for commitments under
already existing programs, For example, somc veterans’
programs specify benefit payments to veterans eligible
under specified conditions. 1f NOA for a program of this
type is cut without changing the cligibility requirements
and claims under the program arc greater than projected,
then supplementary appropriations must bc voted before
the end of the fiscal year in order to prevent default on a
commitment made by thc Government.

NOA, including carry-overs from prior years, represents
the potcential level of spending for a particular program. By
contrast, obligations are commitments already made which
will require spending of funds—funds available to the
agency from obligational authority previously granted.? Ex-
penditures are the end of the linc which runs from NOA to

% Obligations, particularly of the Department of Defense, have
sometimes been mlerpreled as a good approximation of a “new
orders” series. Such an interpretation is incorrect, becausc obliga-
tions also include commitments for expected disbursements for the
wages and salaries of Government employccs.

obligations to expenditures.

Spending in any single fiscal year is always made up of
a combination of spending from appropriations carried
over from previous years as well as from appropriations
newly legislated. In fiscal 1966, for example, the Admin-
istration’s recent budget document cstimates that $27.6
billion will be spent from the pool of previously author-
ized NOA—to pay for those parts of long-range programs
now under way which will be completed during fiscal
1966. An additional $72 billion will be spent in fiscal
1966 from part of the NOA that the President is asking
for in his budget message. Thus, total spending (in the
administrative budget) is expected to amount to $99.7
billion—part out of existing multiyear appropriations and
part out of new appropriations to b¢ voted this year,
which will include some new multiyear appropriations to
be spent over several successive fiscal years, roughly at
the pace that the programs are carried out.

Expenditures usually take the form of the issuance of a
check which, when cashed, will reduce the Treasury’s bal-
ance at a Federal Reserve Bank. But there are excep-
tions. Sometimes an expenditure takes the form of the
issuance of a security, as in the case of payments of sub-
scriptions to thc International Monetary Fund (IMF),
which raises the debt but does not reduce the Treasury’s
cash or bank balances. Since payment by issuance of a se-
curity does not affect the Treasury’s cash balance, it is there-
fore not a cash budget expenditure; it is, however, listed
as an expenditure in the administrative budget and raises
the debt. It does not become a cash cxpenditure until the
security is redeemed (by the IMF in the illustration cited).
At that time, the cash balance will be reduced and the trans-
action will also reduce the amount of outstanding Govern-
ment debt. Ordinarily, retitement of Fcdecral debt is not
counted as an expenditurc but as a debt transaction, which
is similar to private accounting practice in distinguishing
between “current” transactions and balance-sheet transac-
tions.?

ADMINISTRATIVE BUDGET

When reference is made to “zhe budget” in the press or
in the halls of Congress, it almost invariably means the
administrative budget. The President is rcquired by the

3 Of course, debt operations—sclling or retirement of securities—
will change the level of the Treasury's cash balance but will not be
recorded as a receipt or expend:lurc In othecr words, transactions in
United States Government debt instruments arc usually classified as
debt operations and are not included in budget transactions,
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Table 1
FEDERAL BUDGETS
AND THEIR DATA SOURCES
Fiscal 1964 and Gscal 1968
In billions of dollars
o -
Admipistrative Cash budget cath budget — National income
hadget (0TS bal?:)‘ recelpts from and actount budget
payments to public
Item
Fiscal 1964 Fiscal 1965 Fiscal 1964 Fiscal 1965 Flscal 1964 Fiscal 1965 Fiscal 1964 Fistal 1965
(zttual) (estimate) (zttual) (estimate) (actual) (estimate) tactuad) (sstimate)
Receipts ... 9.5 91.2 121.6 4 1135 1174 114,27 116.0
9.7 9.5 125.6t b 1203 121.4 1188 121.0
Sorplus (+) - '— -
or (=) . - 8.2 — 63 — 40 4 - 48 — 40 - 39 — 50
Type of data Monthly seasonally unadjusted, Daily and monthly scasonally Monthly and quarterly unad- Quarterly scasonally adjusted,
available with a three-week lag. unadvjuned, available with a justed, quarterly seasonally ad- available with a twou-month lag
The Budget projects unnusal data three- to four- day lag. justed, avail with a one- (complets expenditure data and
for the current fiscal year and month 1ag. The Budget projects all receipts data eacept corpo-
the next fiscal year based on tho annual duta for current rate prolits tax accruals avail-
Administration’s economic as- fiscal year and the next fiscal able with a onc-month lag).
sumptions and proposed Ppro- year based on the Administra- Quarterly unadjusted, availabie
grams, tion’s economic assumptions in Februury and July. The Bud-
and proposed programs. get projects aonual data for the
current fiscal yeue and the next
fisca) year based on the Admin-
istration’s cconomic assumptions
and proposed programs.
Sources of data Treasury De; Treasury De; Treasury Department: Survey of Current Business
M Statement Daily Statement® Monthly Statement Economic Indicators
T Bulletin reasury Treasury Bulletn ‘I'he Budget
Survey Current Business Survey of Current Business
Federal Reserve Bulletin Federal Reserve Bullelin
Economic Indicators Economic Indicators
The Budget The Budget

Note: Because of round figures ¢o not neoessarily add to totals.

* Daily Statement of the United Statcs Treasury (DTS).

1 Includes clearing account.

goFull reconclliation to DTS basis for estimates is not available.
urce: The Budget of the United States Governmens, Fiscal 1966,

Budget and Accounting Act of 1921 to submit this budget
to Congress cvery January in order to initiate a ncw round
in the lcgislative process authorizing funds to support the
activities of the regular Government agencics. Thesc agen-
cics arc “controlled” by Congress through the power of
the purse, i.e., Congress dctermines how much each agency
shall have to spend by specifically approving dollar
amounts for various purposes in an appropriations bill
(which may lump togcther a number of agencies).

The administrative budget covers only those agencics
for which Congress makes regular appropriations. Prior
to the 1930's, this budgct was a good measure of total
Government activities. However, with the establishment
and growth of self-financing agencies—whose operations
are not included in the administrative budget—this budget
has become an increasingly less adequate measure of the
Federal Government sector. Government activities ex-
cluded from the administrative budgcet are the trust funds
(of which the best known are the various social insur-

ance funds) and quasi-public agencies, such as the Federal
Home Loan Banks. These additional activitics in recent
years have added some $25 billion to $30 billion a ycar to
Federal receipts and expenditures, as recorded in the cash
budget.*

In addition to the direct cxclusion of certain activitics
from the administrative budget, there are some account-
ing conventions in this budget which must be recast in
constructing the cash budget and the Federal budget
in the national income and product accounts. An cxample
of these conventions can be seen in the treatment of inter-
est payments. Interest payments for fiscal 1964 totaled
$10.8 billion in the administrative budget, whilc actual
cash outlays for intcrest payments totaled only $8.0 bil-

4 Many of these activities (trust accounts) arc financed by special
carmarked taxes, while others (lending agencies) are financed, at
least in part, by borrowing from the Treasury or in the market,
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lion.® The bulk of some $3 billion of noncash interest is
accounted for by “bookkecping™ payments by the Gov-
ernment to itsclf (intragovernmental transactions) for
securities held by the trust funds and by the accrual
of interest on outstanding Government securitics, most
notably savings bonds and Treasury discount bills, which
becomes a cash cxpenditure when the savings bonds or
Treasury bills are turned in for payment. Other intra-
governmental transactions are included in the administra-
tive budget figures, both for receipts and cxpenditurcs, in
order to allocate thesc cxpenses and receipts more prop-
erly to the individual agencics concerned. This procedure
raises the total of Government receipts and cxpenditures
above the amount shown for the same agencies in the
cash budget (described in the next section), becausc the
cash budget eliminatcs intragovernmental transactions.
However, the difference between the cash and the adminis-
trative figures for a particular agency in any given year is
likely to be relatively small, compared with the total, except
for interest payments as just discusscd and for those
agencies whose operations include trust fund functions,
most notably thc Dcpartment of Health, Education, and
Welfare.

Despite its incomplcte coverage of the Federal scctor,
the administrative budget is a source of valuablc data to
persons interested in knowing how much is spent by a
“regular” Government agency and its major divisions. Data
for this budget are published in the Treasury's Monthly
Statement of Receipts and Expenditures of the United
States Government, approximately three weeks after the
cnd of each month (see Table [). To the extent that a Gov-
crmment agency, or activity, can be closcly identified with
a specific activity or segment of the cconomy (for example,
the National Park Scrvice, Rivers and Harbors and Flood
Control, or Military Construction), these outlays as sum-
marizcd in the Monthly Statement indicate the current
scope of Government activities in the arca concerned. Per-
haps the most widely used data in the Monthly Statement,
other than the summary budget totals, are those which give
the breakdown of Dcfense Department spending by func-
tional catcgory—such as research and development, mili-
tary construction, etc. (More detailed spending and order
data are released directly by the Defcnsc Department but

5 Net interest paid in the Federal sector of the national income
accounts for fiscal 1964 was $8.1 billion, compared with $8.0 bil-
lion in the cash budget. Usually the difference in levels for interest
payments in the cash and national income budgets has been larger
than that shown for fiscal 1964, The reason for differences in
levels is discussed in the scction devoted to the national income
version of the budget.

are typically available with a much longer time lag than
the administrative budget data.) Annual data classified by
broad functional categories are given in the budget itself
and usually in the budget review, genecrally issucd after
cach Congressional session; current data appear in the
Monthly Statement and in the Treasury Bulletin,

CASH BUDGET

The cash budget is the most comprehensive budget
statcment issued by the United States Government and is
designed to show the cash flows between the Federal Gov-
crnment and other sectors of the economy, Unlike the
administrative budget, it covers not only the activities of
the regular Government agencies found in the adminis-
trative budget but also the cash flows associated with the
activities of the trust funds (such as social security) and
Government-sponsorcd enterprises (such as the Federal
Home Loan Bank Board). Like the administrative bud-
get, it also covers the purchasc and sale of assets (both
“real”, such as buildings, and “financial”, such as mort-
gages and other loans). Howcver, as noted earlier, certain
items, e.g., intcrest payments, treated as accrual items in
the administrative budget are placed on a cash basis. For
many years a substantial number of economists have re-
garded the cash budget as the best measure of the total
impact of the Federal Government on the economy.

Total expenditures and receipts in the cash budget are
larger than in the administrative budget, sincc the cash
budget includes a wide range of Government activities
omitted from the administrative budget. Nevertheless,
because the cash budget eliminates many transactions of
Government agencies with each other (intragovernmental
transactions), it rccords certain Government activities at
lower lcvels than the administrative budget (for example,
interest payments, as noted previously). The total of cash
budget cxpenditures, however, does understate the full
magnitude of the cash flows between the Government and
the private sector, as some agencies are listed only on a
net basis on the cxpenditures side. The Post Office, for
example, is recorded as having spent $600 million in fiscal
1964—but this amount represents only “nct expenditures”
obtained after deducting postal receipts (sale of stamps,
etc.) from total postal expenditures. Government corpora-
tions are also typically recorded only on a net basis. The
device of netting, incidentally, is not restricted to the cash
budget; it also affects some of the data rcported in the
administrative budget, as mentioned earlier, and in the na-
tional income budget.

The cash budget in the form of “receipts from and
payments to the public” is also called “the consolidated
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cash budget”. Annual data giving a functional brecakdown
for receipts and expenditures are published in the budget
and in the budget review (with some exceptions). Monthly
data are also available (with functional breaks) for this cash
budget in the Federal Reserve Bulletin, but seasonally ad-
justed data arc available only on a quarterly basis and
only for total cash income, total cash outgo, and the re-
sultant cash surplus or deficit.

Detail for some ten catcgorics of receipts and expendi-

Table I

FEDERAL EXPENDITURES AND RECEIPTS
ADMINISTRATIVE BUDGET AND CONSOLIDATED CASH BUDGET
Fiscal 1964-66

In billions of dollars

Administrative budget Consolidated cash budget

Tyt of tramaction Actual Estimate Actua) Estimata

1964 | 1965 | 1966 | 1964 | 1965 | 1966

48.7 | 470 | 482 | 487 | 470 | 482
215 | 286 | 276 | 233 | 256 | 276
102 | 107 98 | 13.7 144 | 137

Individua) income taxes ...
Corporation income taxes ...
Excise taxcs (nel)
Employment taxes ...
Estate and gilt taxes
Customs ..o

Deposits by states, unem
ployment insurance ...

Veterans' life lns\mmce

24 2.8 32 24 238 32
1.3 14 1.5 13 14 1.5

premiums ... —-— —_ —_ 03 0.s 0s
Other budget and mm reecm:s — _ —_ 36 6.1 11
Miscellancous budget receipts.| 4.1 45 4.7 —_ —_ —
Interfund transactions .........| }— 0.7 |- 08 |- 06 — —_ —_—
Total e 898 | 912 | 944 (1155 | 1174 {1238

Fspenditures by function

Natonal defense ......-c.....| $4.2 | 922 | 51.6 | 54.9 | 528 | 525
International affairs and

finance ... ~| 37 4.0 4.0 s 36 42

Spuce research and lcchnnlogy 4.2 4.9 51 4.2 4.9 s.1
Agriculture and ngnculluml

fesources ... [ I X 43 kR 5.8 46 41
Naturul resources ..............| 2.8 2.7 27 26 2.8 29
Commcn;e and ln.nsponauon a0 34 28 6.5 74 6.3
H and ¢ 32

dcvclopmwt = 0.1 =03 . 12 —02 0.7
Health, labor, and wel!m - 6.2 831 273 | 289 | 341
Bducation ... 1.3 1.5 2.7 13 1.5 26
Veterans' benefits and services | 3.3 54 4.6 6.1 6.0 51
Interest .....ccooeeevnriccnnieceee. | 108 11.3 11.6 8.0 B.S 8.8
CGeneral govemmcm .................. 23 24 25 22 24 24
Unallocuted and lnlcrfund

transactions ... t— 07 07 — 0.1 —_ —_ —_
Deposit funds (nel) | - — — |- 06 . .
Undistributed ad]us(mcms o - — 29 |-18 |- 16
TOA) e 917 | 975 | 997 11203 {1214 | 1274

Note: Because of rounding, figures do nat nocessarily add to totals.
® Less than $50 million.
Source; The Budget of the United States Government, Fiscal 1966,

tures are available in a variant of the cash budget known
as the Daily Statement of the United States Treasury
(DTS) which cxcludes a few Govemment corporations
whose accounts are not commingled with the Treasury’s.
Thesc DTS data, not scasonally adjusted, are published
for each working day, with a lag of about three or four
days and are cumulated to a monthly total and for the
fiscal year to datc. The DTS data are uscd by analysts
who are particularly interested in the level of, or changes
in, the Treasurys cash balances and by those who nced
current data (daily and monthly totals) for major cate-
gories of Government receipts and expenditures and for
debt operations.

A comparison of the consolidated cash budget and ad-
ministrative budget expenditures on a functional basis is
shown in Tablc 11. Differences for the same function, if
large, are likely to reflect differences in coverage and in the
trcatment of intragovernmental transactions in the two
budgets. In addition, relatively small differences in amount
arise for functions called by thc same general name in the
two budget accounts becausc of differences in the account-
ing techniques used in recording these expenditurcs for
the different budget accounts.

The surplus or deficit of the cash budget (not the ad-
ministrative budget) will determine how the balances held
by the Treasury will change. When a surplus is generated,
the balances rise and Government debt held by the public
may be retired. On the other hand, cash deficits, depending
upon the level of the cash balance, may require that the
Government borrow from the public in order to pay its
bills. Consequently, the net flows as recorded in the cash
budgct arc one of the major determinants of Government
debt opcrations.

But there is no onc-to-one correspondence betwecn
cash dcficits and Government dcbt operations. A deficit
can be financed simply by running down the cash bal-
ancc. Alternatively, the Government may borrow to build
up its cash balance rather than to meet a deficit in the
cash budget. Moreover, the average level of balanccs
maintained by the Government varics from time to time
by substantial amounts which arc determined by operating
and policy considerations not directly rclated to the cash
surplus or deficit.

THE NATIONAL INCOME ACCOUNT BUDGET

The Federal budget in the national income and product
accounts (NIP) records the receipts and expenditures of
the Governmcnt sector as an integrated part of the re-
corded activities of other scctors of the cconomy. The
national income accounts, somectimes called “the GNP



FEDERAL RESERVE BANK OF NEW YORK 85

accounts”, are a mcasure of current output (both goods
and services) in the cconomy. The Federal sector data
have gained wide currency in the last three years, since
the President’s Council of Economic Advisers has often
used this version of the budget for its analyses of Federal
fiscal impact.

Like the cash budget, the Federal sector account is a
more comprehensive statement than the administrative
budget. It differs from the cash budget, however, by restrict-
ing itself to receipts and expenditures which reflect the di-
rect impact of Government spending and tax programs on
the flow of current income and output, as measured by the
national income accounts. A broader measure of the eco-
nomic impact of the Government would include not only
the direct impact but also influcnces on assct holdings and
liquidity—which may indirectly affect income and output.
Thus, such a measure would allow for the effect of all trans-
actions involving existing assets, as well as any assets of a
purely financial character (bonds, mortgages, loans, etc.).

On the expenditures side, the cash budget records spend-
ing at the time of payment, but in the NIP concept spend-
ing is typically recorded when dclivery is made to the
Government sector—which often does not coincide with
the time of payment.® On the receipts side, the national
income budget differs from the cash budget most impor-
tantly in recording corporate profits taxes when the tax
liability is incurred rather than when the tax payment is
made.

Expenditures in the Federal sector account are classi-
fied into five catcgories (see Table III) which identify the
basic economic import of the expenditures. The largest
single category, accounting for more than half of the total, is
“purchases of goods and scrvices”. Such purchases are one
of the major components of total GNP as viewed from the
product side—the others being personal consumption ¢x-
penditures, domestic investment, net exports, and state and
local government purchases. The next largest category of
Federal expenditurcs, approximately onc fourth of the
total, is “transfcr payments”, defined as payments for
which no goods or services have becn rendered in ex-
change. These are mainly made to individuals and include
such items as old-age pensions and unemployment bene-
fits. Although transfer payments are not directly included
in GNP, they do affect GNP indirectly because they add

o It should be noted that the “dclivery” concept for recording pur-
chases (or spending) is the standard national income accounts treat-
ment for purchases made by all sectors of the economy (and not
only the Government scctor). Goods produced, but not vet de-
livered, show up in the inventory componcnt of gross national prod-
uct (GNP).

Table IX

FEDLERAL RECEIPTS AND EXPENDITURES IN THE
NATIONAL INCOME ACCOUNTS
Flscal 1964-66

In billions of dollars

Actw) Estimate
Tyope of transmaction
1964 1965 1966
Recelpts
Personal tax and poatax ........ 51.4 50.3 52.2
Caorporate profits tax accruals ............. 238 219 247
Indirect business tax and nontax accrunls.... 16.0 168 16.1
Contributions for social insurance .............. 238 25.0 28.0
Total 1147 | 116.0 121.0
Expenditures
Purchases of goods and services ................... 66.1 63.9 66.7
Transfer PAyMeNts ... e 304 31.8 352
Grants-in-aid to statc and local
BOVEITIMENOE  ......ivieviievns s cemr e enissn 98 10.7 13.0
Net Interest paid ............... B.1 8.3 8.6
Subsidies Iess current surplus o
Government enterprises ...........oe. 4.1 4.1 33
Total 118.5 121.0 1270
Surplos () or defielt (=) ... - 39 - 50 — 60

Note: Because of rounding, figures do not necessarily add to totals.
Source: The Budges of the United States Government, Fiscal 1966.

to disposable personal income which in turn strongly
affects personal cxpenditurcs on goods and services. The
other threc itcms, accounting for less than onc fifth of
total Fcderal expenditures, are (1) “grants-in-aid to
state and local governments”, which increase the receipts
of these governmental units and, in turn, are spent by
thesc units for goods and services or for transfer payments;
(2) “net interest paid”, which adds to personal income but
is not counted as part of GNP;* and (3) “subsidies less
current surplus of Government enterprises”, a catcgory

7 Interest paid by the Federal Government is considered as part
of personal income, though, unlike private intcrest payments, It is
not included in total GNP because Federal Government interest
payments are not viewed as income arising out of current produc-
tion. Government interest in NIP cxcludes intragovernmental pay-
ments (similar to the cash budget) but treats certain items, such as
intcrest on Treasury bills and savings bonds, on an accrual basis
(similar to the administrative budget). Thercfore. the intcrest total
in NIP is likely to be different from that in the cash and the admin-
istrative budgets.
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which records the net of subsidy payments to private busi-
ness offset by any profits made by Government agencies.
This five-part classification is very useful in differenti-
ating broadly, and in a way not available from any other
source, between analytically distinct types of Government
spending. Moreover, additional details for some of these

categorics, available on an apnual basis only, further
earich our understanding of the composition of Govern-
ment spending. However, the delivery basis for recording
Government expenditures on goods and services some-
times fails to identify properly the time period when the
Government is significantly influencing the level of private

Table IV

RECONCILIATION OF ADMINISTRATIVE BUDGET AND
CASH BUDGET TO FEDERAL RECEIPTS AND EXPENDITURES
IN THE NATIONAL INCOME ACCOUNTS
Fiscal 1964

In billions of dollars

Type of transaction Administratin
budget total

AdJustmants trom Cansolidated Ad|ostments from Nations! intome
administrative to cash budget cash to natienal aceount bodget
cash budget totat [ncame account budget total

Recelpts

; Intra, emmemal transactions ...
fpts from exercise of monelaty aulbonty
Plus: Trust fund receipts ..
Equals: Federal cash mlpu lm llle pnhlle
Adjustments for agency coverage:
Less: District of Columbia revenues . —_
Adl!u:mznu for netting nnd oonsolidaﬂon
Interest and other carnings .. —_
Plus: Contributions to Fedeml cmployeu uﬂrcmnn
funds, etc. ....... rerereneenns M —_
Adjustments for Uming:
Plus: Excess of comorate tax accrulls over colleo-
tons, personal tiuxes, etc. _
Adjustments for capital tmnsactlons
: Realization upon loans and invcslmeuu
sale of Government property, etc, —_
Equals: Recelpts—uational tncome bndget .. -_—

11113
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I 11

- 113.3

!
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-
-
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- -— 20

. -— 114.7

Adminisirative budget expenditures . et e e en e 97.7
Less: Intragoveinmental transactions ... _
Accrued interest nnd ol.her nnncnsh expcndlful!s —

Plus: Trust fund res (i Govanmzm-
spunsored enlzrpr‘lse expenditures nu) -
Equals: Federal cash paymenis 1o the publlc ., -

Adjustments for :tgency coverage:
Less; District Columbia expenditures .................... —
Adj ustments for netting and consolidation:
: Interest feceived and proceeds of Govern-
ment sales .. —_—
Plus: Contributions to Federal employces “retire-
ment funds, etc. ... -
Adjustments for Uming:
Plus: Eacess intepest accruals over iﬁ;nymcmo on
savings bonds and Treasury bills ................
Excess of deliveries over eapend

other items ... JEES —_
Lesa: Commudity Credit Corporm.lon (on:lgn
currency cxchange ... —
Adjustmtma for capital t.ransnctlons
Less: al N ] Mortgage Association
secondnry markct mortgage purchases, redemp-
tion of International onctary Fund notes,
forcign assistance, ete, ...
Purchases of land and cxisting’ ‘assets .

Equals: Expcoditores—national Income hum

B wa
-1

1203

0.3 —

— —_ 09 —_

|
111
o
o
|

- 118.3

— 82

Surplus () or deficlt (—)

Note: Because of rounding, figures do not ncoessarily add to totals.

Sources: Economic Report of the President, January 1965; The Budget of the United States Government, Fiscal 1966,
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employment and output. This is particularly troublesome
when the level of Government orders is subject to wide
variation, as was thc case at the beginning and end of the
Korean war. This timing problem is one illustration of the
nced for different budget concepts: it is not possible to
construct a single series which is appropriate for all uses.

The Federal sector data are available quarterly on a
seasonally adjustecd annual rate basis, The figures are re-
leased about onc month after the quarter is over, except
for corporate profit tax accruals which lag by about two
months.® The data are revised as more information is ob-
tained for the period. While individual adjustments of
components arc gencrally small, in combination they
sometimes shift the budget from an originally estimated
deficit to a surplus.

A comprehensive view of how the administrative, cash,
and national income budgets are related is shown in Table
IV. In summary, moving from the administrative budget
to the cash budget primarily entails adding to the admin-
istrative budget a total for the trust funds plus Government-
sponsorcd cnterpriscs while eliminating from the admini-
strative budget a total for intragovernmental transactions.
The transition from cash to NIP transactions (with some
qualifications) primarily involves: (1) timing adjust-
ments (mainly to an accrual basis on the receipts side and
to a dclivery basis on the expenditures side), (2) the
elimination of assets transactions included in the cash
figures, and (3) the elimination of lending activitics in-
cluded in the cash figures.

THK BUDGETY AND THE ECONOMY

Because of its shcer size, the Federal Government
inevitably exerts a potent influence on the functioning of
the economy. Budget data provide the raw material for
analyzing this influence, but each form of the budget
statcment is not cqually uscful for this purpose. Typically,
the administrative budget is not used for assessing the
Government's impact on thc economy, because it does
not cover the full range of Government activities. Instcad,
the Government sector in the economy is usually analyzed
with the data from the cash budget or the NIP budget.

A livcly controversy has been going on for a number
of years over the relative merits of the cash versus the
NIP budget as the best mcasure of the Government's
impact on the economy. When annual data are used,

8 Seasonally unadjusted figures are also available in the February
and July issucs of the Survey of Current Business, United Statcs De-
partment of Commerce.

disagreement over the rclative merits of the two com-
prehensive budget statements is not great. Although
therc are some differences in the levels of reccipts and c¢x-
penditures and the size of the surplus or deficit, the gen-
eral trends observed in using either of the two comprehen-
sive budget measures by and large will be similar. When
quarterly data are used, however, the problems of choos-
ing between the two measures become more troublesome
because there are often conflicts both as to the dircction
and the magnitude of changes. Much depends on the par-
ticular problem under investigation, and often data from
both budgets are needed to obtain a rounded picture.

The popular view of budget impact is that a surplus is a
contractionary influcnce, that a deficit is an cxpansionary
influence, and that a balanced budget is neutral. This
popular view is, at best, only a partial view of the role of
fiscal policy in the economy; a fuller perspective of the
rolc of Govermment impact is somewhat more complex.
In its simplest form, this popular view may be called the
“cross section™ approach. Taking the economy for a fixed
period, a balance sheet of each of the sectors is compiled
to show how each is affecting the economy. In this view, a
Government deficit of $2 billion for the period is expan-
sionary, because the Government is adding to the demand
side of the economy more than it is taking out in taxes. But
this is far from the full story. Another dimension is added
by the “time scries” approach which looks at the change in
budget position between two periods. For example, a deficit
of S2 billion may be considered restrictive in the second
period if it follows a deficit of $7 billion in the first period,
whereas it may be held to be expansionary compared with
a previous surplus. In other words, if the $2 billion deficit
followed a period when the budget deficit has been larger,
say 37 billion, then the budget is cxerting an cffcct in a
contractionary dircction. Given the change in strength of
the forces at work in other sectors of the cconomy, this re-
duction in the amount of stimulus from the Government
sector may be just the right amount of restraint for the
economy, if high levels of activity are to be maintained and
if potential cxcesses are to be curbed before they develop.

Both of the approaches described above, however, by
measuring the fiscal impact of the Government in terms of
the over-all budgcet surplus and deficit ignore the fact that
for any given budget structure (the combination of spend-
ing programs and tax programs), the budgct outcome dc-
pends not only on the specific character of these programs
but also on the level of operation of the economy itself.
Thus, for any particular ycar, an economy operating at full
employment may give a budget surplus, while the same
economy operating at 6 per ccnt uncmployment, with the
samc cxpenditure and tax programs, will probably show a
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sizable budget deficit. As a correction for the distortion in-
troduced by the impact of thc economy itself on the realized
net budget position, the concept of the full-cmployment
budget surplus has been developed.

The full-cmployment budget surplus is an estimate of
the budget outcome for any given budget structure, assum-
ing that the cconomy is at full employment. (In thcory,
there could of course be a full-employment deficit.) By
cstimating the nct surplus or deficit of different budget
structurcs for the assumed full-employment level of activ-
ity for any year, it is possible to measure the relative
restrictiveness of thesc different structures, i.e., the budget
structure with higher full-employment surplus is taken to
be more restrictive than budgets with smaller surpluses
(or deficits). While the full-employment surplus concept
is a highly suggestive addition to the other techniques of
analysis, cstimates of the precisc magnitude of “full em-
ployment” and of the budget outcome at that level of activ-
ity are not particularly easy, and there arc also some
problems in the analytical interpretation of the estimates.
The development of this concept, however, is indicative
of the imaginative way new analytical tools arc being
forged to advance the art of fiscal analysis.

The full Government impact, of course, depends not
only on the absolute levels of its receipts and expenditures,
or how they change, but also on the further changes in
spending by the private sector induced by the impulses

emanating from the Government. Furthermore, different
kinds of Governmcent spending may affect the economy
differently—for example, increases in Government pur-
chases of goods may not have the same impact on the
cconomy as an equal dollar increase in old-age payments.
Similarly, an incrcase or decrease in income taxes will
affect the economy differently from an equal dollar change
in excise taxcs. But what is not yet known with much
certainty is the quantitative extent of these differences and
how they may themselves vary under different economic
conditions. Thus, a less aggregative approach also will
have to be developed eventually to provide greater infor-
mation.

The Government sector influcnces the economy in many
different ways—by its spending programs, by its tax pro-
grams, by its credit programs, by its debt management ac-
tions, by its monetary policy, and by other actions which
do not fit ncatly into any of the forcgoing classifications.
Only part, although a very important part, of all this
economically significant behavior is encompassed by the
data typically found in the various budget documents.
Much, however, is still to be learned. In part, improved
insights will come from advances in thc analytical tools
applied to the public finance field. In part, advances also
will depend on improvements of the kinds and quality of
data available, for data provide the raw materials for the
application of the analytical tools.





