
CHAPTER 4 
DISCRETIONARY SPENDING 

$14.2 billion or 25% of the President's proposed 1983 budget savings come from non-defense 
discretionary programs — those programs that are subject to Congressional appropriations or 
discretionary actions. 

The reductions in the discretionary programs are desirable and necessary for two reasons: 

• Much inappropriate or unnecessary Federal spending occurs within the discretionary 
programs. (Entitlement spending, which also contains much inappropriate spending, is 
discussed in Chapter 3.) Discretionary programs finance: 

— unwarranted subsidies to businesses and individuals; 

— spending that is more appropriate to State and local governments; 

— unnecessary public sector capital improvement projects; and 

— peripheral or lower priority programs. 

• Since discretionary programs are generally subject to appropriations actions, changes can be 
made quickly and in large increments. This is especially important because so much of the 
budget is extremely difficult to change within a short period of time. For example: 

— Social Security, funded in great part by permanent budget authority, will lead to outlays 
of $173.5 billion or 22.9% of 1983 outlays. 

— Government-wide outlays from budget authority provided in previous years will account 
for $125.7 billion in 1983 outlays or 16.6% of total outlays. . 

— Net interest payments are estimated to be $96.4 billion or 12.7% of 1983 outlays. 

Criteria for Change 
Since the common element in discretionary spending programs is the appropriation form, there is a 
tremendous diversity within the category, ranging from subsidized housing to space missions, and 
from aid to local school districts to subsidies for ocean-going vessels. The changes proposed, 
however, are based on one or more of the following principles: 

• Eliminate unwarranted subsidies; 

• Reduce lower priority spending programs; 

• Invest in high risk, high pay-off, long term research and development only where 
appropriate to National needs; 

• Reduce the Federal role in programs that are more appropriately administered by State and 
local governments (see Chapter 2). 

• Provide a free-market approach, through the enterprise zone concept, to encourage jobs and 
revitalization in depressed inner city areas. 

Unwarranted Subsidies 
The Federal government uses direct spending subsidies — as with other forms of subsidies — to alter 
the market's allocation of resources. In some instance, subsidies can be useful tools for advancing the 
public interest. But in many cases they have resulted in unwarranted and unproductive transfers to 
businesses, State and local governments, or individuals. 
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Subsidies to Business 

The President has proposed a number of reductions in programs that are simply transfers or assistance 
to private, profit-seeking industries or enterprises. 

• The Federal Government would make no additional commitments to provide operating 
differential subsidies to U.S. merchant ship operators to offset the higher operating costs 
(primarily wages) of vessels that sail under die U.S.-flag. 

• Federal purchases of railroad preferred stock to finance specific improvements would cease 
in 1983, as would loan guarantee commitments for the same purpose. 

• The operation of the Transportation Test Center, a rail R&D facility, would be transferred to 
the railroad industry, with no 1983 funding. 

• Federal financing of the 30 year old brucellosis control program would be phased out by 
1985. Brucellosis, a bacterial disease that causes infertility and spontaneous abortion in cattle 
and swine breeding stock and reduced milk productivity in dairy animals, can and should be 
taken care of by livestock and dairy owners. 

• The Federal Government will cease direct subsidies for the commercial introduction of 
energy technologies (e.g., high temperature turbines) where the private sector has incentives 
to invest. 

• Grants, loans and loan guarantees offered to private businesses through the Economic 
Development Administration and the Trade Adjustment Assistance Program would be 
discontinued. There is little evidence that the billions provided in the past have induced 
development or economic expansion in depressed areas that would not have occurred there 
or elsewhere without this investment. In fact, the Economic Development Program has been 
so expanded that over 80% of the nation qualifies for assistance. 

• CONRAIL would receive no operating assistance in 1983 or future years. 

• The Health Maintenance Organization Program would cease to offer new grants and loans 
for the establishment and expansion of HMOs. After 9 years, the feasibility of HMOs has 
been adequately demonstrated and the market system can now better determine the value 
that people place on HMO services. 

Subsidies to State and Local Governments 

The Federal Government also provides a variety of subsidies to State and local governments. Since 
the Federal Government pays for a portion or all of the service, State and local governments often 
offer or accept services that are inappropriate or unnecessary. 

• Operating assistance for mass transit systems would be phased out by 1985. Since the 
benefits of mass transit are local, mass transit is primarily a State and local responsibility. 

• The President proposes to reduce the Federal subsidy to AMTRAK and require the States, 
labor, and passengers to share the cost of maintaining rail passenger service. States 
benefitting from AMTRAK service pay less than 1% of AMTRAK's total costs. 

• Federal funding for the Appalachian Regional Commission and non-highway programs and 
access roads will be terminated at the end of 1982. The Appalachian Development Highway 
System (ADHS) would be phased out and funded at a level sufficient to complete on-going 
construction projects and to repay States that used their own funds in anticipation of later 
reimbursement. High priority projects in the States will also be funded in an effort to 
assure a minimum allocation to each State during the phaseout. The ADHS will be included 
in the Federal Highway Trust Fund in 1983. 
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Subsidies to Individuals 

The Federal Government offers a number of subsidies to individuals. Much like entitlement 
programs, the discretionary subsidies have both expanded beyond the proper target population and 
have often run counter to the forces of the market system, rather than using the market to further the 
program goals. 

• The Administration proposes to redirect low-income housing assistance away from high-cost 
newly constructed housing towards a system of subsidies that would encourage recipients to 
choose their own housing units. 

• The Pell Grant program would be more tightly focused on low-income students. The 
amount of discretionary income that families must contribute would be increased. Grants 
would be provided to 1.8 million students. 

• Health professions education assistance will be eliminated for many medical specialties. 
There is very strong evidence that even with decreased Federal support health professions 
enrollment will remain at its current level. 

• Federal fee awards to attorneys would be restricted, and fee caps would be placed on all 
such awards, other than those authorized under the Equal Access to Justice Act to small 
businesses that are subject to an overreaching Federal Government. 

Lower Priority Spending 
The President has also proposed a number of reductions in lower priority programs: those programs 
that produce benefits of little or questionable value. Often the reductions are accompanied by 
program reforms that would improve efficiency or more clearly target Federal resources to areas in 
which significant returns can be attained. 

For instance: 

• National Park land acquisition would be restricted and no funding would be proposed for 
State Historic Preservation, Urban Parks, and Land and Water Conservation Fund State 
grants. However, the Administration believes that existing National Park System facilities are 
badly in need of repair, and therefore restoration is a higher priority. A $525 million 
multi-year initiative for park improvement is proposed again in 1983 in lieu of land 
acquisitions and grants. 

• State Environmental grant funding would be reduced 19% in 1983, due to specific 
Environmental Protection Agency actions to improve program efficiency and reduce State 
overhead and staff requirements. 

• Soil and Water Conservation funding would be significantly reduced because more of 
conservation costs should be borne by private landowners who benefit. The President 
proposes to initiate a matching grant program to induce State and local governments to take 
a greater role in managing the conservation program. 

• The National Oceanic and Atmospheric Administration (NOAA) would achieve considerable 
economies by closing low priority weather stations, operating only one polar satellite, 
deferring lower priority R&D, and stretching out marine boundary survey research activities. 
There are also a variety of subsidies to State and local governments which are being phased 
out. 

• Fish and Wildlife Services would close or transfer to States those fish hatcheries that produce 
fish for sports fishing within State waters. At the same time, hatcheries of national 
significance, the National Wildlife Refuge System, and grants to States would receive 
increased funding. 
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Investment in Research and Development 
The Federal Government invests in research and development to meet direct Federal needs, such as 
defense, and to assist in meeting national needs. The Reagan Administration believes that the market 
system generally provides private enterprise with sufficient incentives to undertake research and 
development to meet "national needs." However, due to the absence of a market incentive for profit 
seekers to invest adequately in basic research and in long-term, high-risk R&D with a potential high 
payoff to the Nation, there is a role for the Federal Government in these areas. Although such 
Federally supported R&D is usually far removed from immediate and visible public benefit, its 
importance to the economy, over the long term makes this Federal investment a relatively high 
priority endeavor. 

Exemplifying this strategy, the 1983 budget: 

• Provides for real growth of about 2% over 1982 in National Science Foundation support of 
research — largely basic — in the natural sciences and engineering. 

• Proposes funds for the National Aeronautics and Space Administration funds to: 

— further develop the Shuttle-based transportation system, and 

— continue support for space science and long-term research in space applications and 
aeronautics. 

• Continues a strong nuclear program 

— continuing construction of the Clinch River Breeder Reactor demonstration, and 

— emphasizing research in fusion,. 

Other Programs 
Other discretionary programs included in the 1983 budget are: 

• An enterprise zone program 

• Maintenance of program levels for minority business assistance, to encourage private sector 
opportunities and Federal procurement opportunities for minority business firms 

• Maintenance of funding for the Community Development Block Grant Program and the 
Urban Development Action grant program 

• An improved savings bond program that links rates to be paid to market rates, providing 
small savers with the opportunity to earn market-related rates on bonds purchased. 
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REDUCING SUBSIDIES 
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Brucellosis Control 

AGENCY: Department of Transportation 

Funding 
($ in millions) 

FUNCTIONAL CODE: 502 

g a v j n g S p r o m Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

90 91 60 26 
87 92 60 26 

6 
6 

6 
6 

6 
6 

31 
32 

Program Description 
Brucellosis is a bacterial disease that causes infertility and abortion in breeding stock and reduces milk 
productivity in dairy animals. 

The brucellosis program consists of testing for the disease at markets, dairies, and slaughter plants; 
tracing disease back to herd origin and testing area herds for additional infection; quarantining of 
infected herds; requiring the slaughter of infected animals and paying the owners indemnities; and 
vaccinating uninfected calves and adult animals. States are required to contribute 40% of program 
costs. 

The program is aimed at eradication of the disease by the year 2000 at a combined 
Federal-State-producer cost of $1.1 billion (in 1981 dollars). 

Proposed Change 
The federally financed "eradication" program will be ended. Surveillance for disease and technical 
assistance to producers will be continued. 

• The brucellosis control program is a subsidy to beef and dairy producers for what otherwise 
would be a normal management practice. 

• Federal costs for the program are nearly triple the annual production loss of $34 million. 

• Producers who practice good herd management are penalized by the current program: 

— breeding animals cannot be shipped outside the quarantined areas without being tested. 

— immunized animals that erroneously test positive for brucellosis must either be sent to 
slaughter or retested to prove absence of disease. 

• Eradication may not be realistically achievable: 

— wild animals carry the disease. 

— disease can be easily reintroduced and spread. 

— The incidence of disease has only been reduced to 0.42% from 1.2% in 1960 although 
$690 million was spent between 1960 and 1981. 

• Over the next twenty years, this change will save over a half billion dollars for the Federal 
Government and an additional $200 million for States and producers. 

Rationale 
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Effects of the Proposed Change 
The program change will: 

• Increase producer responsibility for vaccination of their own herds and' for selective 
purchasing of breeding stock. 

• Eliminate unnecessary costs associated with retesting animals whose immunity (i.e., 
circulating antibodies) erroneously indicates disease is present on preliminary testing. If 
retesting is not done, the animals (often expensive breeding animals) are condemned to 
slaughter. 

• Eliminate an unwarranted intrusion of Federal Government into the operation of private 
businesses — in this case dairy and beef production. 

• Provide the impetus for a major reexamination of Animal and Plant Health Inspection 
Service programs during the coming year to assure continued provision of adequate 
protection against high priority animal disease and plant pest problems in the future. 

• Economic loss from the disease is expected to rise somewhat but should level off and begin 
dropping sharply as more producers manage the disease through increased vaccination and 
selective purchasing of breeding stock. 
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Economic Development Administration and 
Trade Adjustment Assistance Program 

AGENCY: Department of Transportation 

Funding 
($ in millions) 

FUNCTIONAL CODE: 502 

g a v i n g S p r o m Current Services 

1981 1982* 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

476 251 15 10 8 6 4 
619 506 301 187 90 13 -18 

0 237 
0 53 

* The President's budget requested $44 million for EDA and $28 million for TAA in 1982. The second Continuing 
Resolution for FY 1982 added $180M in budget authority for EDA. 

Program Description 
The Economic Development Administration (EDA) provides grants, loans, and loan guarantees to 
assist economically distressed areas and to help localities adjust to economic disruptions such as those 
caused by the closing of a major company or government installation. Under the Trade Act, the 
International Trade Administration (ITA) provides Trade Adjustment Assistance (TAA) grants, loans, 
and loan guarantees to firms adversely affected by imports from foreign countries. 

The Fact Sheet entitled "Trade Adjustment Assistance Weekly Cash Benefits" (Department of Labor) 
deals with TAA for workers. 

Proposed Change 
As part of its policy of placing greater emphasis on the private sector and transferring primary 
responsibility for administering community and economic development assistance to States and local 
governments, the Administration proposed, in March 1981, termination of EDA at the end of 1981. 
However, to provide for a more gradual phase-out of EDA programs and for a longer adjustment 
period prior to termination, funds have been made available to continue EDA programs through 1982. 

The Administration now proposes to terminate EDA at the end of 1982. In 1983, funding will be 
provided solely for close-out costs. TAA is also proposed for termination at the end of 1982. 

• Economic expansion and job creation will be stimulated through the President's overall 
economic recovery program, which includes general tax, spending, and regulatory reduction 
measures. By 1986, the President's program is expected to create millions of new jobs. 
Improvement in overall economic conditions offers more hope to distressed areas than do the 
programs to be terminated. Furthermore, States and their localities will continue to receive 
Federal assistance for economic development through block grant programs that distribute 
Federal funds more efficiently and provide for more local discretion. 

• The original purpose of EDA was to provide special financial assistance to those few 
economically distressed areas of the country that were by-passed by general prosperity. The 
program has evolved to the point where over 80 percent of the nation qualifies as a 
distressed area. In fact, even when an area has experienced economic recovery, it still 
continues to be eligible for EDA funds by law. 

• There is little evidence that the expenditures from these programs have induced development 
in distressed areas that would not have occurred either there or elsewhere without this 

Rationale 

investment. 
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• There is no evidence that the programs being terminated have created new jobs nation-wide. 
Rather, such programs appear primarily to encourage potential growth in some areas at the 
expense of other areas. Similarly, the Government does not create net new jobs in the 
economy by moving productive resources from the private sector to the public sector. 

• The programs being terminated tend to lock people and resources into firms and areas that 
have lost their economic viability. The nation pays for this subsidization of inefficiency 
through direct budgetary costs and hidden costs of decreased productivity and economic 
growth. Our economic system generates prosperity and high living standards through a 
process of continual economic change. 

• Trade Adjustment Assistance to firms has a high default rate since most of the firms assisted 
are close to bankruptcy. As of June 30, 1981, 30 percent of the TAA portfolio was 
delinquent in meeting payments and another 33 percent was in the process of liquidation. 

Effects of the Proposed Change 
• Because EDA programs often substitute Federal resources for expenditures that would have 

been made for industrial parks, community centers, etc. by the private sector or the local 
public sector in distressed areas or elsewhere, the impact overall of terminating the programs 
will be minor. 

• Only about 65 firms per year have benefitted from TAA loans and loan guarantees. A 
significant portion of these firms has failed to adjust to import competition. Thus, the 
impact of abolishing this program will be relatively minor. 

• Funds for State and local community and economic development programs will continue to 
be available in 1983 through the Urban Development Action Grant program ($0.4 billion) 
and the flexible Community Development Block Grant program ($3.5 billion) which 
distributes Federal funds more efficiently than EDA. Likewise, specialized assistance for 
rural areas will continue to be available through the Farmers Home Administration. 

• Job creation and revitalization of highly distressed urban areas will be stimulated by the 
President's urban enterprise zone initiative which is based on a reduction of tax and 
regulatory burdens. 
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Non-Nuclear Energy Research and Development 

AGENCY: Department of Commerce FUNCTIONAL CODE: 271 

Funding 
($ in millions) 

SavmgsTTom 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 2,292 1,026 376 331 323 327 351 0 892 

OUTLAYS 2,239 1,749 666 425 355 340 364 0 811 

Program Description 
The non-nuclear R&D programs (in the existing Department of Energy) provide support to the 
private sector for developing new technologies using fossil fuels, solar and geothermal energy; for 
energy conservation research; for developing new methods of electricity transmission and energy 
storage; and for supporting energy related health and environmental effects research. 

Proposed Change 
• These programs would be transferred to a new Energy Research and Technology 

Administration in the Department of Commerce as a result of the proposed dismantling of 
the Department of Energy. 

• Subsidies to accelerate commercial introduction of advanced technologies (e.g., high 
temperature turbines) would be discontinued. 

• Long term generic and technology base research (e.g., materials and catalysis research and 
instrumentation) and environmental research would continue to be supported. Operation of 
unique Government experimental facilities and certain pilot plant and test facilities would 
also continue. 

The following table summarizes funding for non-nuclear energy R&D by major program. 

Budget Authority (in Million $) 

1981 1982 1983 
Fossil 994 417 107 
Solar 524 208 72 
Geothermal 156 63 10 
Conservation 279 81 18 
Environment 227 223 169 
Electric Systems/Storage 112 34 0 

Total Non Nuclear 
Energy R&D 2,292 1,026 376 

Rationale 
• The practice of giving Government subsidies to business in order to accelerate technology 

development was originated in the 1970's during a period of Government controls on oil 
markets. 

• Energy industries are already making significant investments in energy technology 
development and are able to make the necessary market-related decisions on funding the 
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further efficient development of new economical products and processes. With the decontrol 
of oil and new tax provisions, the pace of development of new technologies by the private 
sector should accelerate. 

• In some cases, e.g. coal gasification, the introduction of commercial processes is not 
technologically constrained but is rather dependent on favorable economic conditions, so it 
makes little sense to continue Government R&D on further technology development. 

• The Government can perform an important role in support of private sector technology 
development by focusing Federal funding on technology base research with widespread 
application (e.g. materials research or understanding the mechanisms of catalysis) rather than 
subsidizing the development of company-specific processes (e.g., in coal liquifaction). 
Industry can then take Government research findings and apply them to the development 
and demonstration of specific new products or processses 

Effects of the Proposed Change 
Adoption of these policy and program changes in Federal support of non-nuclear technology 
development would save the taxpayer over $1 billion in outlays in 1983. 

The FY 1983 budget reductions will not have a significant effect on the overall national energy R&D 
effort. For example, based on the latest NSF survey of private R&D activity: 

• Total Government funding for fossil R&D in 1980 amounted to 14% of total industry 
spending. 

• Private sector spending for energy R&D in 1980 was up by 18% over 1979. Lower inflation 
and more favorable tax changes (including a new 25% tax credit for certain incremental R&D 
investments) should spur further increases in the future. 

In general, the reductions in direct Federal R&D spending will result in further refinement of Federal 
programs toward basic and other long-term research. The specific effects in each technology area are 
noted below. 

• In fossil energy, Federal support for improving or accelerating development of specific new 
synthetic fuels technologies, new mining equipment, etc. would be ended. Research would 
continue on instrumentation, environmental effects and generic research such as coal 
chemistry and catalysis all of which can provide important new information and lead to 
development by industry of new and improved technologies. 

• In solar energy, Federal funding of the development of advanced hardware (e.g., active solar 
cooling systems) and operation of component test facilities would be phased out in favor of 
growing industry support. The solar program would be restructured to focus on basic, 
generic research activities (e.g., materials science, photobiology). Support for operation of 
the Barstow solar thermal pilot plant would continue while preparations are made for 
transferring support for this facility to the private sector. 

• In geothermal, federally supported research would continue on high potential areas such as 
geochemistry and energy conversion work associated with the most abundant yet 
undeveloped lower temperature geothermal resource base. 

• In electric energy system and energy storage, all remaining federally funded research 
activities would be phased out since they are largely of an applied nature. Generic research 
related to these activities will be funded through other programs. 

• Environmental research would be maintained (except for process-specific studies) to assist 
the Government in carrying out its environmental regulatory responsibilities, particularly in 
fossil energy. 

• The Federal Government would continue to operate experimental facilities with unique 
capabilities and would continue support for pilot-scale and other technology test facilities 
that are cost effective (e.g., where project completion costs are less than termination costs). 
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Health Professions Education 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 609/551/605 

£ a v | n g S p r o m Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 
BUDGET AUTHORITY 
OUTLAYS 

232 165 117 117 117 117 117 — 59 
302 232 184 148 124 121 119 — 5 

59 
5 

Program Description 
The Department of Health and Human Services supports 21 project and formula grant training 
programs for institutions and students aimed at increasing the supply of health professionals, primarily 
physicians, dentists, and nurses. 

Proposed Change 
As part of its plans for better targeting of the allocation of Federal funds, the Administration has 
proposed to refocus Federal aid on a limited number of national priority medical specialities, rather 
than providing large subsidies for all specialities. The Congress has agreed to this redirection in the 
Reconciliation process by eliminating capitation entitlement grants to health professions schools. 
Large subsidies for all specialties are no longer necessary in light of the growing projected supply of 
most health professionals. In 1983, support will thus be focused on training in nonphysician 
specialties such as physicians assistants and nursing occupations, where additional support and 
improvement are warranted and where manpower utilization can be more effective. The 
Administration will request funding in 1983 for a $117 million grant program for high priority health 
professions training. As part of this program, the Administration will continue support at $17 million 
for assistance programs to encourage minorities, who are now under-represented in health professions 
fields, to choose health careers. 

• Federal subsidy of physician education is particularly inappropriate in view of the projected 
surpluses, high physician earnings potential and generally low tuition levels. Average 
medical school tuition in 1980 was about $3,000, and was only $1,600 for the two-thirds of 
students enrolled in public schools in their own States. 

• The number of active physicians alone is expected to reach nearly 600,000 by 1990, an 
increase of 58% between 1975 and 1990. 

• The ratio of physicians per 100,000 population is projected to rise from 173 per 100,000 to 
239 per 100,000 in the same period. 

• During the 1960's and the 1970's the supply of health professionals increased dramatically, 
partly as a result of Federal subsidies of about $18 billion. During the 1970's, the annual 
number of graduates from medical schools doubled from 8,000 to nearly 16,000. 

• Recent national surveys have demonstrated that the Nation today has reached or will exceed 
the estimated required level of health professionals for almost every major specialty. 

Effects of the Proposed Change 
• There will be no effect on supply excess for most health professionals. There are three times 

as many qualified applicants as there are spaces available in health professions schools, 
indicating that, even with decreased Federal support, health professions enrollment will likely 
remain at its high current level. 

• Nurse training will continue to be supported through nursing special projects as opposed to 
general support since the total supply of nurses appears to be adequate but too many quali-
fied nurses have chosen other professions or are being utilized in nonpatient care positions. 

Rationale 
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Health Maintenance Organizations 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 502 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

20 4 7 
34 21 16 

18 
16 7 

Program Description 
The Health Maintenance Organization (HMO) program provides grants and loans for the 
establishment or expansion of HMOs. Loans may also be awarded for construction of ambulatory care 
facilities. HMOs provide specific health services to their members in return for a prepaid, fixed 
payment. HMOs are an alternative to the traditional health care delivery system, which provides 
health care on a fee-for-service basis. 

Proposed Change 
As part of the effort to eliminate unnecessary Federal subsidies, the Administration proposes to phase 
out the Federal grant and loan subsidy program to HMOs by the end of 1983. Legislation will be 
proposed to carry out this policy. In 1982, Congress has agreed to funding levels consistent with the 
Administration proposals. 

• The feasibility of HMO prepaid health care delivery has been adequately demonstrated after 
9 years of Federal support. HMOs can be financially self-supporting. In recent years, 
substantial amounts of private capital have gone into HMO development. There are now 
253 HMOs with 10.3 million members located in every urban area with a population greater 
than 1 million, and affiliated with 15% of the Nation's physicians. 

• A major impediment to private capital for HMO development has been the unnecessarily 
restrictive requirements for Federal qualification found in the Health Maintenance 
Organizations Act. In fact, restrictive benefit requirements and organizational standards have 
priced their benefit packages out of the market and been a leading source of defaults among 
small, federally supported HMOs. The Omnibus Budget Reconciliation Act of 1981 
modified certain of these restrictive requirements by allowing HMOs to set different payment 
rates by community group. 

• The current subsidy program focuses on entities that could not obtain private financing 
because of their high risk, and continues to impose extensive, costly benefit packages and 
other conditions that inhibit their competitiveness. As a result, defaults on unsecured loans 
for HMO operating deficits and required interest subsidy payments will exhaust the $35 
million HMO loan revolving fund by the end of 1982. The exhaustion of the revolving fund 
could require future appropriations of up to $100 million to cover contingent liabilities even 
without awarding any new loans. An additional 1982 supplemental request may be required 
for defaults that cannot be covered by the HMO loan fund. 

• Once HMOs are no longer required to meet restrictive Federal requirements for organization, 
services and financing, private capital should be more available for HMO development, 
obviating the need for further subsidies. 

Rationale 
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Effects of the Proposed Change 
• The phaseout of the Federal grant and loan program should have no significant effect on 

development of economically viable HMOs, which can be funded through private sources. 
Corporations supporting HMO development or enrollment include R. J. Reynolds, General 
Motors, IBM, Xerox, Blue Cross/Blue Shield, U.S. Steel, Sears, General Foods, General 
Mills, Ford, Chrysler, Kaiser, and Prudential. 

• Competitive HMOs will be more effectively encouraged through the health financing reform 
proposals that the Administration is developing for later submission than through grants and 
loan subsidies. 
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Federal Subsidy for Saint Elizabeths Hospital 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 502 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

99 95 68 55 42 35 28 
99 96 70 56 43 36 29 

Program Description 
In 1855, Congress established a Government Hospital for the Insane on the "Saint Elizabeths tract" in 
southeast Washington to provide mental health services to D.C. residents and certain Federal 
beneficiaries. During the Civil War, the hospital was used to treat amputees who, reluctant to be 
treated in a mental institution, referred to the facility as Saint Elizabeths Hospital (SEH). Like the 
recently repealed 1798 entitlement to free care for merchant seamen, SEH entitlements to nationally 
subsidized care are based on needs of an earlier era, and a Federal role prior to the development of 
D.C. home rule. 

The role of SEH (and other mental institutions and hospitals) began to change in the 1950's and 
1960's, with the development of effective drug treatment of mental illness and the growing use of 
community-based mental health services. SEH now serves approximately 1,975 inpatients (more than 
85% of whom are D.C. residents) and outpatient services are provided without charge to about 3,400 
D.C. residents. 

The availability of beds at SEH and the willingness of the Federal Government to subsidize the cost 
of care there have been incentives to inappropriate institutionalization of large numbers of D.C. 
residents. The U.S. District Court in D.C. recognized this in 1975 and ordered the Federal and 
District governments to provide mental health care in less restrictive settings for several classes of SEH 
patients. Despite community outplacement of several hundred SEH patients since that date, surveys of 
patient care needs indicate that up to half of the inpatients currently at SEH should be in less 
restrictive community settings. 

Proposed Changes 
• In compliance with the court order and to facilitate appropriate mental health treatment, the 

Administration is proposing to increase efforts and incentives to place in alternative 
community facilities the classes of SEH inpatients for whom the court has determined less 
restrictive care is appropriate. 

• In addition, to phase down the Federal subsidies of D.C. mental health care, the 
Administration will seek partial reimbursement by the District of Columbia and full payment 
from Federal agencies for the cost of care provided at SEH to individuals for whom they are 
responsible. 

In the last fifteen years SEH costs have increased dramatically—despite a two-thirds reduction in the 
inpatient census—and these costs have been shifted increasingly from the District to the Federal 
Government, as displayed below: 

Rationale 
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($ in millions) 

1965 1981 
Inpatients 
Outpatients 
Operating cost 
Federal subsidy 
Percentage Federal subsidy 

6,148 
1,437 

$29 
$10 
33% 

2,040 
3,250 
$124 
$99 
80% 

Effects of the Proposed Changes 
• Implementation of the court order would be accelerated, as a result of increased financial 

and administrative incentives for SEH and D.C. to locate alternative care beds and actively 
carry out court directives. 

• Many patients would receive more appropriate care in less restrictive, less expensive 
environments. 

• Direct Federal subsidies for D.C. residents would be reduced, consistent with the more 
limited Federal support other States receive. 

• D.C. would have increased responsibility for and control over mental health services 
delivered to D.C. residents, consistent with home rule and federalism, while the Federal role 
in delivering community services would be reduced. 
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HUD Subsidized Housing Overview 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 604 

Funding _ ($ in millions) 
1981 1982 1983 1984 1985 1986 1987 

CURRENT SERVICES 
Budget Authority 24,840 16,367 17,313 18,192 19,061 19,933 20,824 
Outlays 5,747 6,775 7,852 8,768 9,658 10,582 11,500 

REAGAN BUDGET 
Budget Authority 24,840 5,217 -5,221 -3,478 890 -1,627 1,728 
Outlays 5,747 6,726 7,352 7,831 8,401 8,867 9,205 

PROPOSED SAVINGS 
Budget Authority — 11,150 22,534 21,670 18,171 21,560 19,0% 
Outlays — 49 500 937 1,257 1,715 2,295 

DETAILS OF SAVINGS 

1. Modified Section 8 Housing Certificate 
Program 
Budget Authority — — 6,100 4,470 5,419 8,152 5,199 
Outlays — — 32 2 -35 -74 -146 

2. Subsidized Housing: 
New Production* 
Budget Authority — 9,400 14,989 14,810 14,049 14,661 15.106 
Outlays - 10 34 283 685 1,299 2,036 

3. Subsidized Housing: 
Tenant Rent Contribution 
Budget Authority — — — — — — — 
Outlays - 19 311 442 363 298 111 

4. Rent Supplement and Rental Assistance 
Payment Programs 
Budget Authority — 1,750 1,445 2,390 -1,297 -1,253 -1,209 
Outlays — 20 123 210 244 192 128 

•Except for Section 8 subsidy for Sectin 202 financed housing for the elderly and handicapped. 

The Department of Housing and Urban Development currently administers several programs that 
assist low-income individuals in meeting the cost of renting adequate housing. Under these programs, 
the Federal Government has entered into long-term (15 to 40 year) contracts with private landlords or 
local housing authorities to subsidize the rents for eligible low-income households. The recently 
enacted Omnibus Budget Reconciliation Act of 1981 limited the amount of rent that eligible 
low-income tenants can pay to 30% of their adjusted income. (Most current tenants now pay 26% of 
their income for rent and this percentage will be increased gradually to 30% by 1986). 

Each of the major HUD subsidy programs are described briefly below. Although the specific subsidy 
mechanisms differ substantially, they suffer some common defects: 

• All involve long-term subsidy commitments that result in uncontrollable budget outlay 
increases for many years; 

• Because the tenant's rent contributions are capped by law, any unanticipated cost increases 
are borne solely by the Federal Government; 

• Eligible households are restricted in their choice of housing since many of the subsidies are 
tied to specific rental units; and 

• The per unit subsidy costs, especially for the newly-constructed units, have increased at 
unacceptably high rates. 

The Administration's 1983 proposed reforms for the subsidized housing programs address each of 
these serious defects. 
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Public Housing 
The Public Housing program houses 1,204,000 families renting units owned and operated by local 
public housing agencies (PHA's). HUD supports the construction of this low-income public housing 
by making annual payments to PHA's to amortize their long-term tax exempt debt issued to finance 
these projects. The Government also spends over $1 billion annually to assist PHA's in meeting the 
high cost of operating their projects. 

In addition to being very expensive to construct and maintain, public housing has, in the past, 
resulted in excessive concentrations of low-income households in particular neighborhoods. Adverse 
social side-effects have arisen where concentration has occurred. For these reasons, the 
Administration is proposing that no additional public housing units be funded. 

Section 8 Existing Housing Program 
HUD currently provides subsidies to 844,000 households living in private market rental housing that 
rents for amounts below a certain established level and meets certain housing quality standards. 
Actual rents are limited to a maximum "fair market rent" level established and revised annually for 
the area by HUD. Fair market rents for Section 8 housing have exceeded the rents for comparable 
units in the private market. 

The Administration is proposing to reform this program by deregulating the rent level of qualifying 
units and allowing eligible tenants to use the subsidy to select for themselves any standard quality 
rental unit they choose. 

Section 8 New Construction Program 
HUD provides assistance to 475,000 households living in privately owned, newly-constructed and 
rehabilitated rental housing. Under this program, HUD makes commitments to housing developers to 
pay "fair market" rents for these units for 20 to 40 years if the landlord agrees to rent to eligible 
low-income tenants. 

The Section 8 New Construction program is very expensive — subsidies will average nearly $4,000 per 
family in 1983. Given the austere budget environment, the Administration has proposed shifting 
resources away from the "deep subsidy" new construction program to the more efficient Modified 
Section 8 Housing Certificate program. 

Rent Supplement and Rental Assistance Payments 
The Rent Supplement and Rental Assistance Payments (RAP) programs provide assistance to 207,000 
low-income tenants living in privately-owned housing. Both programs pay apartment project owners 
the difference between the tenant rent contribution and market rent, although subsidies in the Rent 
Supplement program are limited to no more than 70% of market rent. No mechanism was provided 
in the authorizing language of either program that would fund increased subsidies required because of 
higher operating costs. Deobligations from the Rent Supplemental and Section 236 Rental Housing 
Assistance programs, and other sources used in the past to provide increases for Rent Supplement and 
RAP subsidies are no longer available. 

The Administration proposes converting these projects to another program that is better structured to 
provide these units with needed subsidy increases — the Section 8 Existing Housing program. 

Section 202 — Elderly and Handicapped Housing Direct Loan Program 
The Section 202 direct loan program assists non-profit organizations to build Section 8 subsidized 
housing for low income elderly or handicapped tenants. To qualify for a Section 202 loan, the 
housing must be specially designed to provide an alternative to institutionalization of the elderly and 
handicapped. Non-profit organizations sponsoring the construction and management of these housing 

105 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year 1983



projects provide a range of necessary services for the occupants of such projects. HUD has made $4.3 
billion in Section 202 direct loans and provided Section 8 subsidies for 97,000 elderly and 
handicapped units. 

The Administration proposes to continue this program at a reduced level and provide direct loans for 
the construction of 10,000 additional units for the elderly and handicapped in 1983. 
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Modified Section 8 Housing Certificate Program 

AGENCY: Department of Housing FUNCTIONAL CODE: 604 
and Urban Development 

Funding _ ($ in millions) 
1981 1982 1983 1984 1985 1986 1987 

SAVINGS FROM CURRENT SERVICES 
Budget Authority — — 6,100 4,470 5,419 8,152 5,199 
Outlays — — 32 2 -35 -74 -146 

Proposed Change 
• The Administration proposes to replace the Section 8 Existing Housing Program with a 

Modified Section 8 Housing Certificate Program as current commitments with public housing 
authorities, which administer the current Section 8 Existing Housing Program, expire. 

• The current Section 8 Existing Housing Program imposes a rent ceiling equal to the "fair 
market rent". Under the modified program, there would be no "maximum" rent level 
chargeable by the landlord. Instead, the modified program would provide the tenant rental 
assistance directly and permit the subsidy recipients (Housing Certificate holders) to select 
for themselves the type and cost of a standard unit within the locality of the PHA issuing the 
certificate. As under the Section 8 Existing Housing Program, the value of the certificate will 
be based on a payment standard reflecting relative area rental costs and the tenant's income 
level.* The tenant will be able to keep all savings associated with finding an acceptable unit 
that rents below the regionally determined payment standard. 

• In addition, the modified program will be funded to the extent that other Section 8 and 
public housing contracts can be converted to this more efficient subsidy mechanism. The 
Modified Program will also be used in conjunction with a HUD Rental Rehabilitation 
initiative (see fact sheet on Rental Rehabilitation Grants). 

• As under the current Section 8 Existing Housing Program, eligibility for Section 8 Housing 
Certificates will be limited to households with incomes less than 50% of area median income. 
The local public housing authorities (PHA's) issuing these Housing Certificates will give 
greater priority to displaced tenants, tenants currently living in substandard housing, or those 
currently paying a disproportionately high percentage (greater than 30%) of their income for 
housing. The amount of the subsidy provided under the Modified Section 8 Housing 
Certificate Program will be a function of a family's geographic location, size, and annual 
income. The average subsidy will be about $2,000 per recipient per year. 

Rationale 
• The Section 8 Existing Housing program provides subsidy payments to assist low-income 

households in meeting the cost of renting decent, safe, and sanitary housing. The Modified 
Section 8 Housing Certificate Program, which is a reform of the Section 8 Existing Housing 
Program (see Subsidized Housing Overview), draws upon the experience gleaned from the 
recently-completed 10-year study of housing subsidies known as the Experimental Housing 
Allowance Program (EHAP). The results of the EHAP experiment indicate that the 
modifications to the Section 8 Existing Housing Program would not have any inflationary 
impact on prevailing local rent levels. 

• Under the current Section 8 Existing Housing Program, rents for subsidized units exceed 
rental costs for private market rental units by 26%. Landlords have an incentive to raise 
rents to the published fair market rent level, and tenants have no incentive to negotiate their 
own rents. By providing a subsidy directly to the tenant, the Section 8 Housing Certificate 
would give tenants the incentive and the ability to "shop around" and pay only the market 
rent for the type of unit they choose to occupy. 
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• The Housing Certificate approach is economically efficient in that it would enable tenants to 
allocate their income to those things they value most highly. 

• The Federal Government is currently tied to subsidized housing commitments extending well 
into the next century. Such long-term commitments are fiscally imprudent given the 
uncertainty of the long-term need for, or economic viability of, such housing units. The 
shortened Modified Section 8 Existing Housing subsidy commitment (5 years versus 15 to 40 
years) provides greater flexibility to adjust to or reconsider subsidized housing policy in the 
future. 

Effects of the Proposed Change 
• Over the next 5 years the Administration expects to support 910,000 Section 8 Housing 

Certificates starting with an estimated 107,000 for 1983. 

• Under the Housing Certificate approach, participating households would be rewarded for 
their efforts in finding the lowest cost unit. The tenant will be able to keep all the savings in 
connection with finding an acceptable unit that rents below the regionally determined 
payment standard. 

• The Modified Section 8 Housing Certificate Program would provide an average subsidy 
comparable to the subsidy provided in the current Section 8 Existing Housing Program. The 
subsidy would effectively increase the average recipient's income by 25%. The subsidy will 
cover 80% of the estimated rent that unsubsidized low-income renters are expected to pay in 
1983. 

• Tenants would be provided maximum freedom to choose the type of unit and the location in 
which that they wish to live given the amount of rent (supplemented by their Housing 
Certificate subsidy) they are willing to pay. 
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Subsidized Housing: New Production 

AGENCY: Department of Housing FUNCTIONAL CODE: 604 
and Urban Development 

Funding (Sin millions) 
1981 1982 1983 1984 1985 1986 1987 

SAVINGS FROM CURRENT SERVICES 
Budget Authority — 9,400 14,989 14,810 14,049 14,661 15,106 
Outlays — 10 34 283 685 1,299 2.036 

Proposed Change 
• The Administration proposes to terminate the costly new construction program, except for 

10,000 elderly and handicapped housing units, and rely more heavily on a Modified Section 
8 Housing Certificate Program to aid low-income households in need of housing assistance 
(see fact sheets on the Modified Section 8 Housing Certificate Program and Housing for the 
Elderly and Handicapped). 

• HUD currently has commitments to subsidize 400,000 Section 8 and public housing units 
that have not begun construction. Many of these projects are not financially viable, and 
given historical trends, the Administration anticipates that in 1982 and 1983, 145,000 of these 
commitments will be cancelled and their funds deobligated and returned to HUD. The 1983 
budget anticipates to use these deobligated funds to convert Rent Supplement projects to the 
Section 8 subsidy program, provide funds for public housing modernization and support the 
Modified Section 8 Housing Certificate Program. 

Rationale 
• The housing construction programs are being terminated because they are very costly, 

provide too large a subsidy to too few people, and do not address the nation's current 
housing problem. 

• The rapidly rising cost of newly-constructed subsidized housing prohibits the continuation of 
these programs. Tenant rent subsidies, paid to the developers of newly-constructed Section 8 
projects, have risen at twice the rate of increase in construction costs. Public housing is also 
expensive, with construction costs averaging $63,000 per unit. 

• Annual subsidies for newly constructed Section 8 units range as high as $17,000 per family. 
This large subsidy is, in part, a result of expenditures for unnecessary amenities which do not 
significantly improve die quality of housing. A recent GAO report found that 
newly-constructed Section 8 units were 25% larger than the acceptable size established by 
HUD and often contained costly amenities such as swimming pools and ceiling "skylights". 

• The most recent data indicate that in 1977, less than 7.5% of U.S. households resided in 
substandard housing with one or more physical deficiences. The basic housing problem 
confronting the poor has changed from one of lack of adequate housing to inadequate 
income. The Administration is therefore proposing a policy of providing Section 8 Housing 
Certificates to address the basic housing problem facing low income households. 

• Federally subsidized public housing projects have had serious problems in providing a decent 
and safe living environment for low-income households. Many public housing projects have 
become concentrations of culturally deprived families packed into tali structures — an 
environment ill-suited to normal family life. Often projects are built in economically 
decaying central cities where job and educational opportunities are limited. The Modified 
Section 8 Housing Certificate Program, which will replace new public housing construction, 
will provide recipients freedom of choice as to the location of their residence. 
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• Subsidized housing outlays grew from $2.9 billion in 1978 to $5.8 billion in 1981, an annual 
compounded growth rate of 24.2%. By the end of 1981, commitments for future housing 
outlays totaled $239 billion. Curbing the growth of the subsidized housing programs and 
holding the number of subsidized households to 3.8 million is essential to the 
Administration's effort to control long-term Federal Government spending, thereby 
eliminating inflation and promoting economic growth. Historically, increases in real income 
growth have been the largest contributor to improvements in housing conditions and the 
ability of the private sector to respond to market demand for housing. 

• HUD currently has a backlog of nearly 700,000 subsidized housing construction 
commitments. The Administration wants to complete economically viable outstanding 
commitments and focus efforts on better serving current tenants and making current 
programs operate more efficiently. 

Effects of the Proposed Change 
• Renters will not suffer from a reduced subsidized housing new production program. A 

recent analysis of rental housing conditions prepared by HUD for Congress found that, in 
most housing markets, there is an adequate supply of rental housing. 

• Even at the reduced program level, the Administration's program will increase the number of 
subsidized households from 3.4 million at the beginning of 1983 to 3.8 million households by 
the end of 1985. This includes 200,000 newly constructed Section 8 and public housing units 
that will be made available as a result of prior commitments. Thus, by 1985 HUD will be 
serving 400,000 more subsidized households, but this support will be provided partly through 
the less costly and more effective Modified Section 8 Housing Certificate Program. 

• The Administration's policy of terminating the Public Housing and Section 8 new 
construction and substantial rehabilitation programs will yield outlay savings of over $4.3 
billion between 1982 and 1987. 
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Subsidized Housing: Tenant Rent Contributions 

AGENCY: Department of Housing 
and Urban Development 

Funding ($ in millions) 

FUNCTIONAL CODE: 502 

1981 1982 1983 1984 1985 1986 1987 

SAVINGS FROM CURRENT SERVICES 
Budget Authority 
Outlays 

33 184 
37 428 

317 
698 

266 
652 

225 
542 

201 
488 

Figures represent further savings now expected — reductions in budget authority and outlays for public housing operating 
subsidies, reductions in outlays alone for other subsidized housing programs (Section 8, Section 236, Rent Supplement) — in 
addition to those initially enacted under the 1981 Reconciliation Act. Only that portion of the outlays shown above which 
are associated with the subsidized housing programs are reflected in the table for the "HUD Subsidized Housing Overview." 

Proposed Change 
Rents charged to tenants in HUD subsidized housing are subject to a maximum ratio of rent to 
income ceiling. This ceiling was raised — from 25 percent of income to 30 percent of income — in 
the Omnibus Budget Reconciliation Act of 1981. That act also restricted the rate at which rents can 
be increased to 10 percent per year. At the time that the rent to income ceiling was raised by the 
Congress last year, the Administration announced its intention to raise rents by one percent of income 
per year for current HUD tenants. 

Although the Administration plans to implement rent increases at the rate of one percent of income 
per year, beginning in 1982, as earlier announced, additional steps will be taken that will further raise 
rent contributions required of certain tenants in HUD subsidized housing: 

• All new occupants of HUD subsidized housing will have their rents set at 30 percent of 

• In calculating the required rent contribution, the cash value of Food Stamps will be added to 
cash income. This action will require a legislative change — included in the Administration's 
entitlement reform legislation — in the statutes governing the Food Stamp program. 

• Tenants whose monthly utility bills exceed 25 percent of their adjusted income will no longer 
receive monthly payments from HUD for the amount in excess of the rent ceiling. 

• Certain tenants will experience rent increases in excess of 10 percent per year under the 
above proposals. Also, a significant number of present tenants pay rents that are way below 
25-30 percent of income. For these reasons, legislation will also be proposed to increase the 
limit on the rate of annual rent increases from 10 percent to 20 percent. 

• Many low income tenants of HUD subsidized housing have been required to pay very 
minimal rents because of local ceiling rents and excessive deductions taken from income 
before rent charges are applied. Thus, despite increases in their rent contributions, as 
permitted under the 1981 Reconciliation Act changes, many households would, without 
further changes in the law, be allowed to pay well below 30 percent of income for rent in the 
next few years. This is especially true because of the effect of the 10 percent limit on annual 
rent increases. Therefore, it is proposed that this limit be increased to ensure the attainment 
of greater equity across tenant households living in HUD subsidized housing as well as 
greater equity between subsidized and unsubidized low-income households. Comparable 
unsubsidized low-income renters already pay, on average, over 50 percent of (cash) income 
for rent. 

• Counting Food Stamps as income will also help increase rent revenues and reduce Federal 
costs, while reflecting more completely the total cash and cash-equivalent resources available 
to low income households for purposes of assessing a fair rent charge. 

income. 

Rationale 
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• Reimbursing tenants who pay more than 25% of their income for utility costs undermines 
utility conservation and is an anomalous practice that should be terminated regardless of 
other changes that might be introduced with respect to rent charges. 

Effects of the Proposed Change 
• For those families receiving Food Stamps, counting Food Stamps as income will result in a 

rent increase from this step alone of almost 10 percent, or $13 per month in 1983. 

• Monthly rent of Food Stamp recipients in subsidized housing is expected to average $145 in 
1983, up from $115 in 1982. For comparison, the average rents paid by renter households in 
the lowest quarter of the income distribution of renters in 1980 is estimated at $184 per 
month. 

• Similarly, new tenants in subsidized housing will pay rents expected to average $165 per 
month in 1983. 

• For those households that receive reimbursement for utility payments, these payments would 
have averaged $36 per month in 1983. 
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Rent Supplement and Rental Assistance Payments Programs 

AGENCY: Department of Housing and FUNCTIONAL CODE: 604 
Urban Development 

Funding _ ($ in millions) 
1981 1982 1983 1984 1985 

SAVINGS FROM CURRENT SERVICES 
Budget Authority — 1,750 1,445 2,390 -1,297 
Outlays — 20 123 210 244 

1986 1987 

-1,253 -1,209 
192 128 

Proposed Change 
All 172,300 Rent Supplement and RAP units in FHA-insured projects will be converted to the 
Section 8 existing program as soon as possible. (The remaining 34,700 units are in State-aided 
projects. They will not be converted because any increased subsidy beyond that already provided will 
be the responsibility of the particular State.) 

Rationale 
The Section 8 existing program has provisions built into the subsidy mechanism that can be used to 
provide these units with needed subsidy increases. The conversion of Rent Supplement and RAP 
units to Section 8 existing units therefore provides a long-term solution for the inadequate funding 
mechanisms inherent in these programs. This is an appropriate step toward ensuring the viability of 
these Federally-insured or Federally-held projects where the Government has a direct financial 
liability. 

Effects of the Proposed Change 
• This change will consolidate similar HUD subsidy programs. 

• The rent burden of those Rent Supplement tenants who currently pay in excess of the 30% 
of their income for rent will be reduced. 

• The probability of defaults and subsequent claims against the FHA Fund will be reduced by 
providing a mechanism by which rents can be raised without imposing intolerable burdens 
on existing tenants or increasing tenant turnover and vacancy rates. 
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Housing for the Elderly and Handicapped 

AGENCY: Department of Housing 
and Urban Development 

FUNCTIONAL CODE: 502 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

($ in millions) 

BUDGET AUTHORITY 
OUTLAYS* 
DIRECT LOAN OBLIGATIONS 

797 745 277 402 456 489 531 
817 711 286 -51 165 7 -213 
873 819 453 476 499 522 545 

0 401 
0 549 
0 420 

"Includes planned loan asset sales. 

Proposed Change 
The Administration proposes to continue the Section 202/Section 8 program at a reduced level of 
10,000 units in 1983. The 1982 program level will be about 17,000 units. 

• If the 1982 Section 8/Section 202 program were continued in 1983 as it is currently 
structured, the average construction cost of a new housing unit would exceed $53,000. The 
Administration has proposed reforms that will eliminate unnecessary amenities in these 
projects, allow for competitive bidding in the construction of Section 202/Section 8 projects, 
and subject the Section 202/Section 8 program to the same cost controls as other Federal 
housing programs. 

• Even with these efficiencies, the program still entails deep subsidies, e.g., units supported 
with 1983 funds will provide an average subsidy of $5,000 per tenant during the first year of 
occupancy. Providing large subsidies has resulted in HUD's serving only 40% of the elderly 
in need of housing assistance. 

• In conjunction with the general effort to control Government spending, the Administration 
will direct elderly and handicapped housing funds away from the large subsidy new 
construction programs and toward a lower cost Modified Section 8 Housing Certificate 
Program (see fact sheet on the Modified Section 8 Housing Certificate Program) that will 
serve more individuals at a lower cost. 

Effects of the Proposed Change 
• The Administration proposal will continue to provide for 10,000 Section 8/Section 202 units 

each year. Even at the reduced program level, 100,000 newly-constructed Section 8 elderly 
or handicapped units will be made available for occupancy over the next 3 years. 

• Many low income elderly and handicapped individuals who are able to live independently 
and do not need specialized housing assistance will be provided a subsidy under the 
Modified Section 8 Housing Certificate program. This will permit the elderly and 
handicapped to stay in their own units while at the same time reducing the portion of their 
income paid for housing. 

• The Modified Section 8 Housing Certificate program, combined with the "shared housing" 
initiative (a housing arrangement whereby a group of residents share a common living area 
with the assistance of a live-in homemaker), will provide additional alternatives for 
preventing institutionalization of the elderly and handicapped. 

• Under the Administration's housing proposals, the elderly will continue to benefit from 
nearly half of Federal subsidized housing outlays. 

• The Administration's elderly and handicapped housing proposals will reduce cumulative 
1983-1987 outlays $942 million below those associated with the current program level. 

Rationale 
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Public Housing Operating Subsidies 

AGENCY: Department of Transportation FUNCTIONAL CODE: 401 
Urban Development 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

1,071 1,293 1,075 1,033 983 934 934 0 152 
929 1,278 1,110 1,052 1,005 956 934 0 84 

Program Description 
Public housing, which includes 1.2 million units administered by 2,700 separate local housing 
authorities, is supported by the Federal Government in two ways: 

— Full construction costs are paid by annual debt service installments, which averaged $1,200 
per unit last year; and 

— About 50 percent of operating costs are paid by operating subsidies, which averaged about 
$800 per unit last year. 

Operating subsidies are necessary because, since 1969, tenant rent contributions have been inadequate 
to cover operating costs. As discussed elsewhere in this document, the Administration is proposing to 
hold down operating costs in subsidized housing through further increases in tenant rents over and 
above those authorized in legislative changes in 1981. Operating subsidies are determined on the basis 
of a formula that estimates the cost of operating a public housing authority's units, taking into account 
the size and location of the authority and the types of projects it operates. 

Proposed Change 
In addition to increased rents, other steps will be taken to reduce the level of Federal payments 
required to operate public housing: 

• Utility costs will be reduced through reductions in the consumption levels funded by the 
subsidy formula; these reductions in consumption levels are feasible because of intensive 
efforts now underway to modernize public housing and make it more energy efficient, and 
because regulations governing tenant utility allowances are being revised. 

• Rather than adding further to the inventory of public housing units, efforts will be made to 
cancel current construction commitments and sell or demolish some of the extremely high 
cost projects now in operation. 

• Lease and grievance regulations will be revised to enable public housing authorities to collect 
delinquent rents more readily and to evict disruptive tenants. 

The success of the Administration's plan for achieving a sustained economic recovery will improve the 
housing conditions of low-income Americans to a far greater extent than this subsidy program has or 
could. As discussed in the fact sheet on "Modified Section 8 Housing Certificate Program," a recent 
HUD analysis of rental housing conditions indicates that greater reliance can be placed upon the 
existing rental market to meet the housing needs of low-income families and the elderly. Therefore, 
efforts will be made to strictly limit the size of the public housing inventory, and to obtain greater 
revenues from tenants to pay operating costs. 

Rationale 
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Effects of the Proposed Change 
• The size of the public housing inventory will level off at nearly 1.3 million units over the 

next few years. The total number of subsidized housing units will, however, increase because 
units from other housing programs of the Department of Housing and Urban Development 
will be added. 

• Rental receipts of public housing authorities in 1983 are expected to grow by 24% due to 
income growth of tenants and previously authorized rent increases, as well as those now 
proposed. 

• As a result of energy conservation investments and modernization of the public housing 
inventory, the energy consumption level funded in 1983, as estimated by the operating 
subsidy formula, is expected to be reduced to a level 15-20% below the 1981 level. 
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Solar Energy and Energy Conservation Bank 

AGENCY: Department of Housing FUNCTIONAL CODE: 272 
and Urban Development 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY .25 0 0 0 0 0 0 22 23 
OUTLAYS .25 0 0 0 0 0 0 7 29 

Program Description 
The Solar Energy and Energy Conservation Bank Act, enacted in July 1980, established a new 
program and organization within the Department of Housing and Urban Development. The program 
was intended to: 1) promote energy conservation in homes and in commercial and agricultural 
buildings; and 2) encourage the development of solar technology, particularly passive solar designs for 
new residences. Subsidies were to be provided through grants and below market-rate loans. 
Authorized funding was to grow from $300 million in 1981 to $1,025 million by 1983. Of the actual 
appropriation for 1981 of $121.25 million, $121 million was rescinded. 

Proposed Change 
The Administration proposes to rescind the 1982 appropriation of $22 million so that this new subsidy 
program will not be established. 

Rationale 
The Administration believes that market incentives should be relied upon to induce energy 
conservation in the residential, commercial and agricultural sectors of the economy. Specialized 
Federal subsidy programs that reward a fortunate few home or building owners should be resisted. 
Energy conservation should be a feasible investment decision best left to individuals and firms. In 
light of the expectation that owners of residential, commercial and agricultural structures will make 
energy conservation investments on their own, a Federal subsidy would be, at least in part, simply a 
financial windfall to many recipients of the below market-rate loans and grants. 

Effects of the Proposed Change 
If the $22 million appropriation for 1982 were to be used, a substantial portion of the funds would be 
absorbed in staffing and promotional expenses. Only 7,500 households nationwide would receive 
subsidized loans or grants for energy conservation, and only 1,800 purchasers of new homes with 
passive solar design features might have had their mortgage costs reduced. 
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Highways 

AGENCY: Department of Transportation FUNCTIONAL CODE: 401 

Funding 
($ in millions) 

SavingsFrom 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 9,117 8,630 8,058 8,484 8,484 8,484 8,404 9 1,211 
OUTLAYS 9,131 8,313 8,370 8,293 8,437 8,495 8,491 — 436 

Program Description 
The highway programs provide grants to the States for the Federal share of costs to construct or 
rehabilitate highways included in these highway systems: Interstate, primary, secondary, and urban. 
Funds also are provided for rehabilitation or replacement of bridges, for highway safety projects, and 
for a number of small, separate categorical programs which provide special purpose grants such as 
billboard removal, railroad-highway grade crossing improvements, and funding of road construction in 
the territories. 

Proposed Change 
The Administration proposes to focus funding on the Interstate and primary highway programs — the 
programs of greatest benefit to the nation as a whole. 

• Deteriorating Interstate highways will receive funds for rehabilitation, and certain existing 
Interstates that have experienced significantly increased travel will receive funds for 
improvement. 

• Highway programs that fund projects that primarily benefit particular States or localities will 
receive lower priority. 

• Specific earmarking of funds for the special interest highway categories will be eliminated. 

Rationale 
These changes are needed because: 

• The primary Federal interest of supporting and providing for interstate commerce and the 
national defense is best served by die Federal Interstate and to a somewhat lesser extent by 
the primary highway programs. 

• Highway programs designed to meet basically State or local concerns (e.g., secondary and 
urban) are properly the primary responsibility of these governmental entities. It is at these 
governmental levels that the real need, priority, and appropriate funding for projects 
designed to address particular State or local problems can be determined. 

Effects of the Proposed Change 
• The expanded Interstate rehabilitation (I-4R) program will enable States to address the 

growing problems — brought about by age and greater-than-anticipated vehicle weights and 
traffic volumes — of deteriorating Interstate highways. 

• Reduced Federal emphasis on roads of principal interest to States and localities — secondary 
and urban roads — will require these governmental units to give increased attention to the 
most cost-effective use of funds for these highways. 
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Maritime Assistance and Regulatory Reform 

AGENCY: Department of Transportation 

Funding 
(% in millions) 

FUNCTIONAL CODE: 502 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

488 415 407 529 529 529 529 
543 625 508 453 466 496 511 

35 
34 

Program Description 
The Department of Transportation's Maritime Administration (MarAd) provides (1) direct ship 
construction differential subsidies (CDS) of up to 50% of the price of building new privately owned 
merchant ships in U.S. shipyards; and (2) direct operating differential subsidies (ODS) to offset the 
higher costs (primarily wages) of operating U.S.-flag vessels in the oceanborne foreign commerce. 

MarAd also guarantees construction loans and mortgages on U.S.-flag vessels built in the United 
States. These guarantees enable eligible parties to obtain long-term financing at interest rates 
comparable to those available to AAA-rated corporations. 

Proposed Change 
For the construction differential subsidy program, the Administration proposes: 

• For 1983, to continue the 1982 decision not to request funds for subsidies; and 

• For 1984 through 1987, a tentative annual program level of $100 million. 

For the operating differential subsidy program, the Administration proposes to: 

• Meet the Government's obligation on existing contracts; 

• Make administrative changes to hold down escalating costs; and 

• Allow no additional ODS commitments. 

For the loan guarantee program, the Administration proposes: 

• $675 million in new loan guarantee commitments in 1982 and $600 million in 1983; and 

• A tentative planning level of $600 million for 1984. 

• The MarAd proposals are part of the Administration's overall effort to apply sound economic 
criteria to economic subsidy programs. The reduction in new loan guarantee commitments is 
consistent with the Administration's efforts to control the volume of Federal and 
Federally-assisted credit and its adverse economic impact. 

• The proposed CDS reduction will not significantly hurt overall employment because fewer 
than 5% of the workers employed in maintenance of a shipbuilding/ship repair mobilization 
base work on projects supported by CDS at current levels. 

• Through better administration and a more incentive-oriented program, operating subsidies 
can be reduced for those operators now receiving them. The average subsidy per sea-going 
billet is over $60,000 a year. 

Rationale 
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• The Administration is proposing regulatory changes that will remove many of the constraints 
under which the maritime industry operates and will reduce the involvement of Government 
in the commercial practices of the industry. These reforms will put the U.S.-flag carriers on 
a more equal footing with their foreign competition. These regulatory changes will allow 
more flexibility to compete and enhance the position of the maritime industry. 

• The Administration is conducting a full review of maritime policies including the need for 
subsidies, the importance of both the shipbuilding capability and the merchant marine to 
national defense, the impact of plaimed increases in'naval shipbuilding, ways to increase 
commercial participation in military support functions, and the effect that new tax policies 
and possible trade agreements may have on improving the competitiveness of the U.S. 
merchant marine. The outcome of this study may result in major program changes and, in 
turn, a revaluation of current budget decisions, particularly the projected funding of the 
ship construction program in 1984-1987. 

Effects of Proposed Change 
• Termination of the ship construction program will have little effect on the active shipbuilding 

base because of overall trends in ship construction, particularly Navy work. There are 26 
shipyards in the base (involved with Government-subsidized (CDS), commercial, and Navy 
ship construction and repair). Four of these yards currently have CDS contracts. The yards 
in the active shipbuilding base employ 118,000 workers of which about 5,600 workers are 
associated with CDS construction. Navy construction employs about 77,600 workers (66% of 
all shipyard workers), with employment expected to rise as Navy ship construction increases. 

• These proposals and changes will lessen direct Government support and will create a 
stronger, more competitive U.S. merchant marine. 

• Loan guarantees will be targetted to those segments of the industry most essential to 
achieving the nation's merchant marine objectives. 
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Mass Transit Assistance 

AGENCY: Department of Transportation 

Funding 

FUNCTIONAL CODE: 502 

g a v j n g S p r o m Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

($ in millions) 

BUDGET AUTHORITY 
OUTLAYS 

4,662 3,495 3,150 2,976 2,976 2,976 2,976 
3,855 3,743 3,155 2,996 2,934 3,004 2,971 

599 
801 

Program Description 
The Federal Government currently provides grant assistance for mass transit through a variety of 
formula and discretionary grant programs. Funds are provided to grant recipients for capital projects, 
operating costs, planning activities, demonstration of innovative management techniques and advanced 
technologies, managerial training and university research. Direct Federal research is also conducted to 
improve mass transit facilities, equipment, and management techniques and methods. 

Proposed Change 
• Capital assistance grants would be continued in 1983 at approximately the 1982 level. 

Modernization and rehabilitation of existing, proven transit systems will be emphasized. The 
Administration would continue to postpone discretionary assistance for the planning and 
construction of new rail transit systems at least until the condition of the economy and the 
Federal budget improve. Some capital grant funds would be available for new rail system 
construction where such construction was underway in February 1981 or the local authorities 
have discretion in allocating funds made available by the cancellation of planned Interstate 
highways. 

• The previously announced phase-out of operating assistance would be initiated in 1983 by 
reducing the formula grant funds available to urbanized areas for such purposes to 62% of 
the 1982 level. Further reductions to 27% of the 1982 level are proposed for 1984, with a 
complete phase-out scheduled by 1985. 

• The formula grant program which made funds available for operating expenses in smaller 
towns and rural areas would be terminated in 1983. Capital projects in such areas could be 
funded by other programs and the large balance of previously appropriated but unused funds 
would still be available to phase out operating assistance to these smaller areas. 

• Research and training efforts would be more narrowly focused on short-term, practical 
solutions to the more immediate problems facing the transit industry, e.g., service reliability 
and productivity improvement. 

• These changes are part of the larger effort to return responsibility and decision-making to 
State and local governments, to retarget public sector capital improvement programs, and to 
eliminate subsidies that encourage inefficiency in program operations. 

• These specific changes are needed because: 

— Primary responsibility for mass transit should remain with State and local governments. 
Decisions about service levels, equipment and facilities, fares, wage rates and 
management practices are better left to local decision-makers. Excessive levels of 
Federal assistance unfortunately lead to excessive Federal interference in these local 
decisions. A case in point was the Department of Transportation regulations establishing 

Rationale 
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specific, detailed requirements that mass transit systems be equipped for access by the 
handicapped. The Department has issued new regulations rescinding these regulations 
and giving State and local governments greater freedom to devise their own, more 
cost-effective approaches to serving the handicapped. 

— Federal emphasis and funds should be concentrated on maintaining existing transit 
systems that have proven effective and are an essential part of a large urban 
transportation network rather than diluted through construction of expensive new rail 
transit systems. 

— Federal subsidies for operating costs undermine incentives for efficient operations and 
responsible local policy making. As a result, Federal operating subsidies have been 
partially absorbed by lower productivity and reduced fares. 

— Fares have generally not kept pace with inflation since the 1973 oil embargo, even 
though the cost of title main alternative means of transportation — the private auto — 
has increased even more than the rate of inflation. Although some systems have begun 
to raise fares significantly in the last year, many systems have not. In many areas, transit 
fares could be raised to cover the loss of Federal operating subsidies without losing 
many patrons. 

— Federal funds in some areas help to support marginally effective, conventional transit 
services. Transportation needs could be better served by more cost effective and 
innovative alternatives such as carpools, vanpools, subscription bus and jitney services. 
By shifting more financial responsibility to local authorities, such low cost alternatives 
would become more attractive solutions to urban transportation problems. 

— Federal subsidies and the Federal "strings" attached to those subsidies tend to drive up 
costs, e.g., labor protection, Davis-Bacon, procurement, planning and paperwork 
requirements. 

Effects of the Proposed Change 
• Transit operators and State and local governments may adjust to reduced Federal transit 

subsidies in a number of ways. They may increase fares, increase productivity, curtail 
services, and increase local and State tax revenues tor transit. Fare increases are the most 
likely effect and would not be unduly damaging to transit. In real dollar terms, transit fares 
have declined since 1973, while the cost of the main alternative—the private automobile—has 
increased dramatically. Furthermore, transit riders nationwide generally pay less than half of 
transit operating costs, and a much lower percent of combined operating and capital costs. 

• Reduced Federal subsidies may also spur greater efficiency in a number of ways. Labor 
productivity could be increased by local negotiation of improved work-rules. Marginally 
effective transit services with low ridership could be reduced or eliminated. 

• A gradual phase-out of Federal operating subsidies by 1985 provides time for cities and 
States to adjust to the absence of Federal operating assistance. An effort will continue to be 
made to concentrate transition funds in the transit-intensive cities. 
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URBAN MASS TRANSPORTATION ADMINISTRATION 
BUDGET AUTHORITY 

($ in millions) 
1982 1983 1984 1985 1986 

CAPITAL GRANT PROGRAMS 
Discretionary Grants 1449* 1561 1575 1825 1875 
Formula Bus Grants to Urbanized Areas 330 375 375 400 425 
Interstate Transfer Grants 538 400 400 400 400 
Washington METRO Grants — 100 275 275 200 
Subtotal Capital Grants 2317 2436 2625 2900 2900 

FORMULA GRANTS TO URBANIZED AREAS 
(AVAILABLE FOR BOTH OPERATING 
AND CAPITAL EXPENSES) 1036 640 275 — — 

FORMULA GRANTS TO NON-URBANIZED 
AREAS (AVAILABLE FOR BOTH OPERATING 
AND CAPITAL EXPENSES) 69 — — — — 

RESEARCH, TRAINING AND 
ADMINISTRATION 75 74 76 76 76 

WATERBORNE DEMONSTRATION 
RESCISSIONS -2 — — — — 

TOTAL 3495 3150 2976 2976 2976 

* Additional $231 million available in 1982 from deferral of funds in 1981 and a transfer of previously appropriated funds into 
Discretionary grants. 
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Federal Railroad Assistance 

AGENCY: Department of Transportation 

Funding 
(S in millions) 

FUNCTIONAL CODE: 502 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 
GUARANTEED LOAN 

COMMITMENTS 

100 61 20 -
193 155 144 47 

8 135 

5 

NA NA 

84 
18 

Program Description 
Federal Railroad Assistance has three components: Federal purchase of railroad preferred stock to 
finance specific improvement projects (especially track rehabilitation) and to assist reorganization of 
bankrupt railroads; loan guarantees for the same types of projects; and formula grant assistance to 
States for rail planning and for rehabilitation of track and associated facilities on low-traffic 
branchlines. 

Proposed Change 
The Administration proposes to: 

• Terminate the preferred stock program and the loan guarantee program in 1983. 

• Phase out formula grant assistance to States by the end of 1983; 1983 funding ($20 million) 
would be approximately one-half of the 1982 level ($35 million). 

• This is a good time to make the change. The financial prospects for U.S. railroads have 
improved significantly in the past several years, and therefore the need for special Federal 
aid has ended. This financial improvement is evidenced by substantially improved railroad 
profits in the past several years ($427 million in 1978; $837 million in 1979, and $1,337 
million in 1980). 

• Continued positive change for the railroad industry is expected because of the following 
factors: enactment of railroad deregulation legislation in 1980; tax advantages to railroads 
resulting from the Economic Recovery Tax Act of 1981; recent approval of major railroad 
mergers by the Interstate Commerce Commission; increased coal carriage for both domestic 
and foreign markets. 

• These assistance programs originally were intended to be of temporary duration while 
solutions to the rail industry's problems were sought. As noted above, these solutions have 
now been largely achieved. 

• These cuts are consistent with the Administration's views regarding returning functions to the 
private sector and to State and local governments. 

• States and/or localities should support programs whose benefits are primarily local, as are the 
State grant program's for light traffic branchlines. Most of the lines being subsidized carry 
less than 3 million gross tons per mile annually. 

• DOT'S Inspector General issued a report in September 1981 supporting phase-out of the 
State grant program. He stated, "most lines will ultimately be abandoned and little benefit 
will be accomplished by continuing Federal support." 

Rationale 
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Effects of the Proposed Change 
• The railroad industry's annual rate of return in 1980 was more than double that of the years 

between 1975-1979. Thus, elimination of the programs will have negligible effect on the 
overall financial health of the industry. 

• Few applications for loan guarantee funding have been received, and therefore no adverse 
effects are anticipated from terminating that program. 

• In those instances in which railroads seek to abandon unprofitable rail lines, shippers may 
need to seek alternative service. 

• The trend of railroad consolidations and mergers is far more important to the financial future 
of the industry than is the continuation of the Federal subsidy programs. 

• The decrease in Federal aid may be more than offset by financial benefits from the new tax 
laws. The railroad industry can take advantage of accelerated depreciation provisions and 
sale-leaseback provisions. 

• Reorganization of certain bankrupt railroads in the Midwest and New England is proceeding 
at a satisfactory rate and will not be assisted by further Federal subsidy. 
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Federal Railroad Operations 

AGENCY: Department of Transportation 

Funding 
(% in millions) 

FUNCTIONAL CODE: 301, 303, 304, 453 

1981 1982 1983 1984 1985 

Savings From 
Current Services 

1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

20 13 — 
12 17 13 

14 
11 

Program Description 
Federal Railroad Operations involve two elements: operation and ownership of the freight and 
passenger services of the Alaska Railroad which runs 500 miles ftom Seward, through Anchorage, to 
Fairbanks; and operation and ownership of the Transportation Test Center, a rail research and 
development (R&D) facility outside Pueblo, Colorado. 

Proposed Change 
The Administration proposes to: 

• Transfer the Alaska Railroad to the State of Alaska (no 1983 funding provided). 

• Transfer operation of the Transportation Test Center to the private sector (no 1983 funding 

• The Federal Railroad Operations program provides benefits that accrue primarily either to 
private industry or a single State or locality. The Federal Government need not and should 
not be involved. 

• The State of Alaska is fully capable of shouldering financial and operating responsibility for 
the Alaska Railroad. Alaska had more than a $1 billion budget surplus in 1980. 

• Much of the R&D at the Transportation Test Center is directly intended to assist the railroad 
industry: increasing locomotive fuel efficiency, testing equipment durability, etc. It should 
be the responsibility of the private sector, especially the railroad industry, to fund R&D 
activities to improve its productivity. Indeed, the Economic Recovery Tax Act should 
stimulate R&D through R&D tax credits. 

• Federal costs associated with the operation of the Transportation Test Center have been 
about $8 million annually. With railroad profits of $1.3 billion in 1980, assumption of this 
cost should not be overly burdensome to the railroad industry. 

Effects of Proposed Change 
• After more than a half century of Federal ownership and operation, with only limited and 

very recent State contributions to the cost of passenger service, Alaska will assume full 
control over railroad services in the State. 

• While the Federal costs associated with the Alaska Railroad have been approximately $9 
million annually in recent years, the financial prospects for the railroad are improving, 
thereby decreasing likely subsidy costs to the State. Railroad revenues for 1981 were up 
52%, while expenses increased only 17%, resulting in a bottom-line, earned surplus of $3.3 
million before depreciation. 

provided). 

Rationale 
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DOT will continue to contract for specific projects, especially railroad safety work, at the 
Transportation Test Center. 

The industry has questioned the value of some of the Transportation Test Center's R&D 
work. Only if the Center is under private sector control can it be fully responsive to railroad 
industry needs. 

The new tax law provides special tax benefits to encourage R&D by private industry. The 
benefits take the form of tax credits equal to 25% of incremental R&D expenses (wages, 
supplies, and charges for computer and lab equipment). 
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AMTRAK 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 451 

Funding 
($ in millions) 

Sayings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 881 735 600 500 525 550 575 — 185 

OUTLAYS 851 820 610 500 525 550 575 — 155 

Program Description 
Amtrak provides intercity passenger rail service throughout the United States. In the Northeast 
Corridor, Amtrak operates over 35 trains per day in each direction. It operates 22 other short distance 
routes, with service ranging from one to seven round trips per day. Amtrak also operates 16 long 
distance routes throughout the nation, most with daily service. 

Proposed Change 
The Administration proposes to fund Amtrak at a reduced level, requiring labor, the States, and 
passengers to supplement the reduced Federal subsidy, and to terminate operation of the Cardinal 
(Washington, D.C., to Chicago). This will permit Amtrak to continue to operate a national system. 
In the absence of an acceptable collectively bargained agreement, legislation will be submitted to: 

• Provide incentives for Amtrak to reduce 1983 costs through changes in inefficient workrules, 
or reduced salaries, or increased productivity; 

• Alter labor protection from payments for six years at 100% of salary to dismissed employees 
to single lump sum payments at time of dismissal that will be much less costly to Amtrak; 
and 

• Require States to increase the amount they pay for State and Federally funded service from 
45%-65% of short term avoidable costs to 100% of long term avoidable costs. 

Rationale 
• The Federal government pays a higher percentage of the costs of Amtrak service than it does 

for any other mode of ground transportation. On average, each Amtrak passenger received a 
subsidy of $32 per trip in 1980 and the subsidy reached as much as $192 per ticket on the 
Sunset Limited (New Orleans to Los Angeles). Yet Amtrak service is in less demand than 
other modes, is less energy-efficient than buses and some cars, and often benefits a particular 
State or region rather than the nation as a whole. 

• In 1980, the Federal subsidy per Amtrak passenger exceeded the cost of an economy airline 
ticket on the following routes: New Orleans to Los Angeles; Chicago to Los Angeles; New 
York to Miami; Chicago to Washington, D.C.; and Portland to Eugene. Amtrak's deficit 
increased from $153 million in 1972 to $755 million in 1981. Revenues increased 230% over 
that period, but costs increased 335%. The Federal Government should not continue to 
subsidize this huge deficit. Passengers, the States, and Amtrak labor and management should 
share the costs if Amtrak is to continue to operate a national system. 

• In 1981, Amtrak's labor costs, which were approximately $730 million, represented 55% of 
total operating costs. These costs are high in part because of antiquated work rules and 
operating practices. In some cases, employees receive a day's pay for 100 or 150 miles 
travelled rather than for eight hours worked. On the Northeast Corridor, this means some 
employees can work for only 80 hours and receive a full month's pay. The Federal taxpayer 
currently pays over 50% of Amtrak employees' salaries. 
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• Amtrak employees are currently eligible for severance payments at 100% of salary and 
compensation for six years. The average salary including benefits is about $30,000. This 
practice is expensive for both Amtrak and the Government, reduces Amtrak's incentive to 
dismiss employees when service is cut, and reduces the severed employee's incentive to find 
a job. By comparison, Conrail employees now receive lump sum severance payments of 
$25,000 or less. 

• States benefitting from Amtrak service pay less than one percent of Amtrak's total costs. 
Amtrak's 22 short distance routes provide service to only fourteen States and eighteen of 
these 22 routes serve essentially one State. This service is beneficial to particular regions 
rather than to the nation as a whole. The States should pay 100% of the long term avoidable 
costs ($37 million) of routes that are now jointly funded by the States and the Federal 
Government. This is $24 million more than the States currendy pay. 

• Amtrak operates the Cardinal only because Congress mandated operation of the route. The 
Cardinal was to have been terminated because its costs are higher and its load factor lower 
than the levels allowed in the law for certain Amtrak routes. The Administration opposes 
continued operation of this route because demand, as demonstrated by ridership, is too low 
to justify its high costs. 

Effects of the Proposed Change 
• The Federal subsidy of Amtrak in 1983 would drop $300 million (or one third) below the 

1981 level. 

• Amtrak's operating revenue/cost ratio would exceed 55%, an increase of 13 percentage points 
over the 1981 ratio. 

• Labor and management costs would fall by approximately $75 million; terminating the 
Cardinal would save $5 million; and States would more than double their 1982 contribution. 

• Amtrak would continue to operate a national system in 1983. 
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Conrail 

AGENCY: Department of Transportation and FUNCTIONAL CODE: 401 
U.S. Railway Association 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 631 — 20 165 — — — — — 

OUTLAYS 302 170 75 100 65 — — — — 

Program Description 
Conrail provides freight and commuter rail service in the northeastern quadrant of the U.S. The 
Federal Government provides: (1) operating subsidies and capital improvement funds for Conrail and 
(2) funds to provide financial benefits (termed labor protection payments) to certain classes of Conrail 
employees whose service with Conrail is terminated. 

The Administration proposes to: 
• Adhere to the provisions and policies of the Northeast Rail Service Act of 1981 (part of the 

Omnibus Budget Reconciliation Act of 1981) for the sale of Conrail to the private sector as 
follows: 

— The Administration can sell Conrail prior to June 1983, but only as a single entity. 
— The U.S. Railway Association must make determinations on Conrail's profitability 

starting in June 1983. If Conrail fails to pass the tests, the Secretary of Transportation is 
instructed to initiate procedures to sell Conrail assets. If Conrail passes the tests, the 
Secretary must continue to try to sell Conrail as a whole until at least mid-1984. 

• Provide no additional operating or capital assistance to Conrail in 1983. 
• Provide funding for certain classes of furloughed Conrail employees, as required, up to the 

full level authorized by the Northeast Rail Service Act of 1981. For 1983, $20 million is 
requested; and for 1984, $165 million is preliminarily planned. 

Rationale 
• Conrail has not requested operating subsidies for 1983. 
• Conrail's financial performance has improved significantly. Conrail broke even for the first 

time in calendar 1981, and it forecasts profits for 1982 and 1983. 
• A total of $400 million is authorized for the newly revised labor protection program and 

$225 million has been provided to date. The 1983 request of $20 million is expected to meet 
all costs accrued through that year. This funding assists Conrail's efforts to become 
profitable by enabling it to trim its workforce. 

• These proposals for Conrail are consistent with the Administration's views regarding 
returning private sector functions to the private sector. The government has already spent in 
excess of $6 billion in the past five years on Conrail. 

Effects 
• Elimination of operating subsidy will not affect provision of freight services by Conrail 

because Conrail has indicated it does not require additional funding. 

• Conrail's commuter services will be transferred either to local jurisdictions or to an Amtrak 
subsidiary called "Amtrak Commuter." Funds have already been appropriated to assist the 
transition process. The transfer will have taken place by January 1983. 
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Appalachian Development Program 

AGENCY: Appalachian Regional 
Commission (ARC) 

Funding 

FUNCTIONAL CODE: 301, 303, 304, 453 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

($ in millions) 

BUDGET AUTHORITY* 
OUTLAYS* 

302 153 — — — — — 
300 298 289 164 83 49 36 

163 
7 

•Includes area development and highway programs through 1982. Beginning in 1983, the Appalachian Development Highway 
System funding is included in the Department of Transportation budget 

Program Description 
The Appalachian Regional Commission provides grants to the thirteen Appalachian States for 
economic and community development and for improving highway access to and within Appalachia. 

— The area (economic) development programs provide funding directly to the States, or 
through other Federal agencies, for community infrastructure, housing, economic 
development and job creation, resource development, and planning projects. 

— The Appalachian highway program provides for construction of the Appalachian 
Development Highway System and for access roads to places of potential economic 
development. 

Proposed Change 
Federal funding for the non-highway programs, the access roads program, and for salaries and 
expenses for the Appalachian Regional Commission would be terminated at the end of 1982. 

Funding for the Appalachian Development Highway Program from 1983-1986 would provide for 
completing ongoing Appalachian Development Highway System (ADHS) construction projects, for 
repaying those States that have used State funds in anticipation of later reimbursement from the 
Federal Government, and for an allocation to all States during the phase-out. Starting in 1983, these 
residual ADHS funds would be included in the Federal Highway Administration budget and funded 
from the Highway Trust Fund. 

As part of the Administration's effort to redirect responsibility for economic development programs to 
responsible State and local governments, the Administration proposed elimination of the ARC and 
non-highway programs at the end of 1981. Due to the need for additional time for State and local 
governments to adjust to the termination of Federal funding, appropriations were provided for an 
additional year, through 1982. 

The Appalachian Development Highway System program was initiated in 1965 to improve access to 
and travel within Appalachia. Although it has received separate, categorical funding, the Appalachian 
Development Highway System is part of the Federal-aid highway system, and eligible for those funds 
administered by the Department of Transportation. Beginning in 1987, all new construction for the 
ADHS is proposed to be funded from the States' available apportionments from this Federal-aid 
program. The Administration recognizes, however, that ongoing construction projects could be 
adversely affected by this change in funding source, and proposes continuation of the ADHS program 
in the Federal Highway Administration budget to finish these construction projects. Also, the 

Rationale 
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Administration recognizes that some States have relied on future Federal payments and accelerated 
some construction projects using their own funds. These States would be reimbursed for past 
expenditures. High priority projects in the states would also be funded to assure a minimum program 
in all states. 

Effects of the Proposed Change 
The proposed change will place responsibilities on Appalachian States and local governments to 
provide for the economic and social development of the Appalachian region. 

• Non-highway funds provided in 1982 (i.e., $50M) will be used to complete existing ARC 
funded projects, primarily in the areas of community development, health care and 
education. 

• The Appalachian Development Highway System phase-out funds will provide for completion 
of 126 miles of road, for a total of 1,857 miles completed (out of 3,025 miles of the planned 
system). The average cost per mile of the completed highway miles is about $1.7 million. 
The cost to complete the remaining mileage will be about $5.0 million per mile. 

• Future funding for the ADHS should come from the States' Federal-aid funds. These roads 
should compete with other State Federal-aid roads, and Federal-aid roads in other parts of 
the nation, for funds from the Highway Trust Fund. 
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Student Assistance 

AGENCY: Foundation for Education Assistance* FUNCTIONAL CODE: 502 

Funding 
(S in millions) 

s a v j n g S p r o m 

Current Services 
1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

3.802 3.211 1.800 1.400 1,400 1.400 1.400 141 1,775 
3.906 3.490 3.137 1,761 1,408 1.400 1.400 22 378 

•Formerly the Department of Education. 

Program Description 
Pell Grants (formerly Basic Educational Opportunity Grants) provide awards to undergraduate 
students who can demonstrate need. It is the foundation upon which additional Federal education 
financial assistance is built. 

Campus-based aid programs — Supplemental Educational Opportunity Grants (SEOG), College 
Work Study (CWS), and National Direct Student Loans (NDSL) — provide additional student aid to 
undergraduates who can demonstrate need. These program dollars are distributed at the discretion of 
school financial aid officers to meet individual student financial need. 

Proposed Change 
• Under the Administration's proposal, benefits to the highest income students will be 

eliminated. In the Pell Grant program, this will be accomplished by increasing the 
percentage of discretionary income (income remaining after a reserve for basic family 
expenses is subtracted) that families must contribute to the support of a student. 

• Of the campus-based aid programs: 

— SEOG will receive no funds; 

— NDSL will receive no new funds but will use repayments to its current $5 billion loan 
fund to make new loans; and 

— College Work Study will be focused on the neediest students and funded at a reduced 

• Without these reforms, the Federal Government would provide financial assistance to nearly 
50% of all undergraduate students attending two and four year institutions. The role of the 
Federal Government in student financial assistance is to help support those most in need — 
not one out of every two undergraduate students. 

• The Administration believes that parents have the primary responsibility for the education of 
their children, with support from States, localities, and private institutions. 

• Until the last few years, over 50 percent of Pell Grant recipients were from families earning 
less than $6,000. However, in recent years larger and larger segments of the population in 
the over-$15,000 income group have qualified and received awards. The increase in 
participation by these higher income families is explained primarily by eligibility 
liberalizations rather than by general inflation increases in nominal family income levels. 

• College Work Study is the most appropriate form of campus-based aid. 

level. 

Rationale 
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Effects of the Proposed Change 
• To ensure continued acccss to higher education by financially needy students, funds are 

requested to support the Pell Grant program at a level based on a maximum grant of $1,600 
in 1983-84. This will maintain assistance to low and moderate income students. The request 
will provide grants to about 1.8 million students. 

• The reduction in student financial assistance is offset by an increase in the assessment rate 
levied on family income. In 1981, only 10.5% of a family's discretionary income was 
expected as a contribution to a student's educational cost in the calculation of a Pell award. 
In 1983, it is proposed that families contribute a greater share of their discretionary income 
for such purposes. 

• College Work Study will continue to be available to the neediest students. 
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Limit Legal Fee Awards 

Funding 
1981 1982 1983 1984 1985 1986 1987 

($ in millions) 

BUDGET AUTHORITY 
OUTLAYS 20 

112 
89 

129 
135 

149 
146 

20 
40 

20 
20 

20 
20 

General Description 
Many laws authorize or require the Federal Government to pay attorney's fees to prevailing parties in 
court or agency proceedings. Most of these fee-shifting statutes provide for an award of a "reasonable 
attorney's fee" based on a "prevailing market rate"; the latter is now largely pegged to private, 
commercial bar rates and often exceeds $100 per hour even where the applicant attorneys receive low 
salaries from law firms and attorneys representing parties not obligated to pay for their representation. 
A literal industry has arisen for attorneys dependent on federal fee awards. 

Proposed Change 
• While maintaining "core" recoveries to individuals and small business under the Equal 

Access to Justice Act ["the Act"], a maximum hourly rate for fee awards under other Federal 
fee-shifting statutes would be established. The fee cap would be primarily calculated on the 
basis of the mean hourly rate paid to Government attorneys, plus a constant factor to pay for 
overhead costs. 

• "Core" recoveries under the Act would be exempt from the fee cap provision. The Act 
permits fees of $75 per hour to individuals and small businesses, and requires a showing that 
the Government was not substantially justified in the position it took in litigation. 

• In all cases, the client would be required to certify that the fee is owed to the attorney, was 
determined on an arm's length basis, and will be paid to the extent not covered by the fee 

• In all cases, the fee awarded must bear a reasonable relation to the result achieved in the 
proceeding. 

• Several Federal statutes authorize or require the Federal Government to bear attorneys fees 
for private parties. This reverses the standard "American rule," under which parties bear 
their legal costs, win or lose. 

• Federal fee awards often exceed $100 per hour, invariably at multiples of the cost of the 
Federal attorneys involved in the same cases. 

• In many instances, fee awards are based upon time spent by attorneys on the case and may 
exceed the amount recovered by the client in the case. 

• Where damages are recoverable from the government, clients should pay their attorneys from 
the sums recovered. 

• Oversubsidization of attorneys unduly encourages recourse to the courts; the cost to the 
Federal Government of defending suits without merit is substantial. 

award. 

Rationale 
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Effects of the Proposed Change 
• Restricting attorney's fees will decrease Federal outlays and will reduce the Federal civil case 

load, which has grown over 100% since 1975. 

• The proposal will restrict contingency fee litigation against the Federal Government, brought 
by and on behalf of attorneys whose "notationar clients bear no litigation risks or costs, and 
who are merely the means by which attorneys satisy nominal standing requirements. 

• The proposal maintains protections for individuals and small businesses who have been 
subjected to overreaching Federal actions. 
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REDUCING LOWER PRIORITY SPENDING 
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Soil and Water Conservation 

AGENCY: Department of Agriculture 

Funding 

1981 1982 

BUDGET AUTHORITY 831 796 
OUTLAYS 849 828 

FUNCTIONAL CODE: 301, 303, 304, 453 

($ in millions) 
Savings From 

Current Services 
1983 1984 1985 1986 1987 1982 1983 

573 562 562 562 562 270 
721 624 598 584 578 — 147 

Program Description 
The Soil Conservation Service (SCS) provides soil and water conservation technical assistance to 
landowners, conducts soil surveys and collects national information on soil and water related 
conservation problems. It also assists sponsors of small water resource projects in planning and 
implementing works of improvement in small watersheds primarily to reduce flood damage in rural 
areas and small communities. 

The Agricultural Stabilization and Conservation Service (ASCS) administers the Agricultural 
Conservation Program (ACP), a program of financial assistance to cost share with landowners the cost 
for installing soil and water conservation practices on private lands. 

Proposed Change 
The Administration proposes to restructure these programs to achieve soil and water conservation 
benefits at lower cost. TTiis restructuring comprises: 

• Concentrating assistance on resolving high priority soil and water resource problems. 

• Maintaining the funding level for conservation technical assistance. 

• Initiating a $10 million pilot program of matching grants to induce States and localities to 
accentuate and compliment existing Federal, State and local soil and water conservation 
activities. 

• Significantly reducing the total funding level for conservation cost share assistance from the 
1982 enacted level. 

• Significantly reducing the total funding level for small watershed works of improvement from 
the 1982 enacted level. 

Rationale 
Basic changes in approach and funding levels are being proposed for soil and water conservation 
programs because: 

• Conservation cost share assistance has not been effective in addressing the most severe soil 
and water problems. A recent USDA study of the Agricultural Conservation program found 
the following: 

— Only 21% of erosion control assistance was directed to lands which account for 84% of 
all excess erosion. 

— Less than 4% of water conservation assistance was directed to lands with high rates of 
water use acounting for over 33% of the total volume of water conserved. 
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• Careful concentration of a substantially reduced level of assistance on the most serious 
problem areas would achieve much of the conservation benefits achieved at present funding 
levels. 

— Conservation benefits would be achieved at lower cost. 

— State governments would exercise a significantly greater role in management of, and 
allocation of funds for, conservation programs. The relative benefits of land treatment 
measures and water impoundments can be compared, and State and local priorities more 
accurately reflected in funding decisions under this approach. 

— Planning and construction activity on lower priority watershed construction projects 
should be reduced because in many cases they are only marginally cost beneficial. 
Furthermore they frequently lack the urgency of higher priority erosion control 
measures. 

• Federal technical assistance should continue to be available at recent year levels so that the 
latest conservation technology can be readily disseminated to and applied by private land 
owners. 

— State and local governments will continue to have access to the Federal nationwide 
network of local Soil Conservation Service offices as a source of technical guidance and 
information on soil and water conservation matters. 

Effects of the Proposed Change 
• State and local governments can take advantage of their proximity to local areas in 

identifying local problems and solutions. 

• Increased local funding should lead to heightened awareness of the importance of achieving 
cost-effective solutions to soil and water conservation programs. 

• Short-term practices may be more attractive to farmers. Individual producers will be 
encouraged to apply conservation management type practices which are readily applicable 
and more cost-effective than many structural type conservation practices. For example, the 
effective management by the producer of crop and surface residues on cropland through the 
application of conservation tillage and conservation management systems in appropriate 
situations provides an efficient and cost-effective means of controlling much excess erosion, 
and is economic for the producer to incorporate in his farming operation. 
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Summary of Smaller Items in the Department of Commerce 

FUNCTIONAL CODE: 376 AGENCY: Department of Commerce 

Funding 
($ in millions) 

1981 1982 1983 1984 1985 1986 1987 

Savings From 
Current Services 

1982 1983 

BUREAU OF THE CENSUS: 
Budget Authority 
Outlays 

235 
249 

145 
155 

155 
148 

116 
115 

130 
128 

145 
145 

145 
145 1 

8 
8 

NATIONAL BUREAU OF STANDARDS: 
Budget Authority 
Outlays 

104 
111 

120 
118 

104 
107 

102 
103 

104 
104 

104 
104 

104 
104 

— 13 
13 

PUBLIC TELECOMMUNICATIONS: 
Budget Authority 
Outlays 

20 
20 

18 
25 24 7 1 

— — — 18 
2 

TOTAL: 
Budget Authority 
Outlays 

359 
380 

283 
298 

259 
279 

218 
225 

234 
233 

249 
249 

249 
249 1 

39 
23 

Program Description 
The Bureau of the Census provides basic statistical information about the population and economy of 
the United States. Periodic censuses and programs provide benchmark data at specified 5-year or 
10-year intervals. Current programs provide a broad base of monthly, quarterly and annual 
information for many areas covered by the censuses as well as official statistics on U.S. foreign trade. 

The National Bureau of Standards (NBS) is responsible for the development, maintenance, and 
dissemination of the national standards for measurement. In addition to its primary standards and 
measurement role, NBS provides technical support for research to increase industrial productivity, 
develop Federal computer standards, and enhance the knowledge of fire science and engineering. 

The Public Telecommunications Facilities Program (PTFP) provides grants for planning and 
construction of non-commerical telecommunications facilities to help in starting up new facilities and 
extending the delivery of public telecommunications services. This program was initially proposed for 
termination in the President's 1982 Budget Revisions transmitted to the Congress in March 1981. 

Proposed Changes 
Census: Data collection costs for the 1982 Agricultural Census would be reduced by $10 million in 
1983. A special "area sample," first conducted in the 1978 Agricultural Census, would not be 
repeated. Data for the outlying areas (Guam, Virgin Islands, Puerto Rico) would not be collected, 
and follow-on surveys (e.g., farm finance survey, farm energy, etc.) would not be conducted. 

NBS: Direct funding of some productivity programs (automated manufacturing and metals processing) 
would be reduced by $4 million, or 15% from the 1982 level, and the recycled materials progam 
would be terminated. Funding for development of Federal computer standards would be reduced by 
$5 million or 40% from the 1982 level. The fire science and engineering activity previously funded by 
the Federal Emergency Management Administration (FEMA), but performed by NBS staff, would be 
continued with directly appropriated funding of $3.5 million, 12% below the 1982 level. 

PTFP: In 1983, the Administration proposes elimination of grants for assistance in the planning, 
constructing, and upgrading of public broadcasting stations. 
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Rationale 
Census: The changes in the Census budget are also an integral part of the President's comprehensive 
plan to impose fiscal restraint on programs of national interest. The budget provides for data content 
and quality comparable to that published for the 1978 Agricultural Census. The number of farms 
enumerated would provide a sufficient base for the conduct of accurate follow-on sample surveys in 
the 5-year interval before the 1987 Agricultural Census. 

NBS: The highest priority is given to assuring adequate staffing and funding for the basic 
measurement programs. These activities in the physical, chemical, mathematical, and engineering 
sciences would be continued at about the 1982 level. The programs designed to provide technical 
support to industrial productivity would be reduced because the Administration believes that it is 
possible to place greater reliance on the private sector for activities with near term commercial 
applications such as robotics and development of information for specific industrial processes. 
Activities related to the development of Federal computer standards would be reduced because the 
interests of the Federal Government can be protected with a lower level of effort which provides for 
Federal representation in voluntary ADP standards setting actitivites. This program is proposed for 
transfer to the General Services Administration in 1983. Funding for the fire science and engineering 
program is proposed for transfer from FEMA in order to improve the planning and management of 
this activity. The level of effort would be reduced because some of the research activities previously 
funded by FEMA (e.g., test methods for the flammability of fabrics) are essentialy complete. 

The PTFP program has successfully extended, to a vast majority of the American people, public 
broadcasting radio and television programming. Latest estimates show that over 92% of the nation has 
access to public programming via the world's most sophisticated satellite newtwork. Further, the 
dramatic growth in the cable television industry will serve to extend public programming to a larger 
number of Americans in the coming decade. 

Effects of the Proposed Changes 
Census: Elimination of the area sample would result in loss of data for approximately 9% of the 
estimated 2.5 million U.S. farms identified in the 1978 census. This subset of farms, however, 
represented only 1% of farm sales in 1978. The quality of county level data would not be affected 
since the area sample contributed only to a refinement of state level estimates. Any follow-on surveys 
that may be considered essential by primary data users (e.g., USDA) can be conducted on a 
reimbursable basis at a later date. This arrangement can be used for data for the outlying areas as 
well. 

The NBS core measurement and standards activities would be continued at the current level. 

PTFP: The effects on the operation of the public broadcasting network would be negligible. Station 
managers would need to maximize <he service life of their present equipment and devise new 
fundraising strategies to secure private sector support of equipment purchases and maintenance. 
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NOAA Ocean and Weather Programs 

AGENCY: Department of Commerce 

Funding 

FUNCTIONAL CODE: 301, 303, 304, 453 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

($ in millions) 

BUDGET AUTHORITY 
OUTLAYS 

840 849 776 829 858 809 899 16 142 
877 963 849 812 868 908 905 3 109 

^Offsetting fees going to Treasury not reflected. Outyear costs reflect increases for satellite procurement and 
launch services. 

Program Description 
The National Oceanic and Atmospheric Administration's (NOAA) mission is to manage, conserve and 
monitor marine resources and to monitor and predict atmospheric and marine conditions for the 
protection of life and property. 

NOAA supports a national weather service; civil environmental satellite remote sensing systems: 
fisheries research, management and development; ocean and atmospheric research and development 
(R&D): a hydrographic and ocean research fleet; aeronautical and nautical mapping and charting; 
national geodetic control points; coastal zone management: and, a national environmental data storage 
and retrieval system. (The mapping and charting program is discussed in a separate fact sheet in 
Chapter 7 — User Fees.) 

Proposed Changes 
• National Weather Service — Close 45 low priority weather service offices; eliminate 

agricultural weather services; and fund aviation weather services through the FAA airport 
and airway trust fund. 

• Environmental Satellites — Reduce the polar satellite system to one satellite in orbit. NOAA 
will assume responsibility for the LANDSAT system from NASA and would begin to 
recover the system's operating costs through the collection of user fees from the sale of data 
and data products to Federal and non-Federal users. Systems changes required for 
compatibility with the NASA satellite communication networks will be funded. 

• Fisheries Research, Management, and Development — Curtail fisheries funding by terminating 
State fisheries grants, industry subsidies, and the aquaculture research program; reducing 
funding for marine mammals, fisheries management and development, research and services, 
habitats, and coastal zone management coordination; and shifting partial funding 
responsibility for the Columbia River hatcheries and Pribilof Islands operations, in phases, to 
the benefitting States and industries. 

• Oceanic and Atmospheric Research and Development — Reduce deferrable R&D programs 
(e.g., climate, global atmospheric research, solar terrestrial research, ocean buoys, and ocean 
pollution). Eliminate Sea Grant funding, most weather modifications programs, and the 
Great Lakes and undersea research programs. 

• Ship Support, Maps, Charts and Geodetic Control — Stretch out marine boundary survey 
research activities and the geodetic vertical adjustment program; reduce ship operations; and 
recover full costs of aeronautical and nautical maps and charts by 1985 (see user fees 
section). 

• Coastal Zone Management and Environmental Data Services — Reduce the estuarine 
sanctuaries program, environmental data services, and overall NOAA administrative costs. 
Accelerate phase-out of the coastal zone management State grant program and coastal energy 
impact assistance. 
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Rationale 
• National Weather Service — Lower priority weather stations would be closed as part of an 

overall restructuring effort by the weather service to streamline services and reduce excess 
personnel. Adequate services would be provided from other stations. Agricultural users 
would still be provided with general forecasts. Recovery of aviation weather service cost is 
consistent with Administration policy to recover the cost of services which provide special 
benefits to identifiable recipients above and beyond those which accrue to the general public. 

• Environmental Satellites — Moving to a single polar orbiting satellite would not seriously 
degrade U.S. weather forecasting capability. LANDSAT user charges are consistent with the 
Administration's effort to relieve the general taxpayer of the burden of subsidizing specific 
program beneficiaries. 

• Fisheries Research, Management, and Development — Fishing industry subsidies are 
terminated to allow the industry to develop as demand dictates. States, localities, and 
industries would be expected to continue funding programs which benefit them. 

• Oceanic and Atmospheric Research and Development — To reduce expenditures, noncritical 
or deferrable research would be reduced. States and localities which benefit from some of 
these programs could undertake this research if it is of sufficient priority. 

• Ship Support, Maps, Charts and Geodetic Control — Ship support is reduced commensurate 
with other activities. Completion of marine boundary and geodetic surveys would be 
decelerated to reduce annual expenditures. (See user fees section for discussion of maps and 
charts fees.) 

• Coastal Zone Management and Environmental Data Services — Coastal Zone Management 
rescissions are consistent with the phaseout policy established in 1982. Lower priority, 
data-archiving functions are reduced to achieve savings. 

• While imposing fiscal restraint on programs of national interest, these policy/program 
changes would allow NO A A to continue priority service programs for the protection of life 
and property, as well as for the management and conservation of marine resources. Research 
and development to support essential NOAA services and to provide a scientific basis for 
analysis of environmental protection issues is continued. Priority services that would 
continue include, but are not limited to: weather services, mapping and charting; acid rain 
and climate research; weather stations with upper air observations or radar coverage: 
development of doppler radar, severe weather information system, and automation of surface 
observations; satellite data necessary for weather warning and forecasts — primarily related 
to hurricanes and tornados — for key areas of risk; and management of the national 
fisheries. 

Effects of the Proposed Change 
The proposed changes shift funding responsibility for certain NOAA activities to States and private 
industry, reduce R&D activities, and decrease the scope of lower priority activities. The following 
impacts are illustrative: 

• The remaining weather stations (about 210) would assume the services of stations being 
closed. 

• Global coverage by the polar satellite would occur once every 12 hours, rather than once 
every 6 hours. 

• Optimum utilization and development of fisheries resources would be remanded to the 
fishing industry; Regional Fisheries Management Council's attention would be focused on 
higher risk fisheries; and 

• Priority fisheries, oceanographic and charting and mapping activities would be supported by 
20 vessels instead of 22. 
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Fish and Wildlife Service 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 451 

funding 
(S in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

NATIONAL WILDLIFE REFUGE 
SYSTEM 

Budget Authority 62 65 74 74 74 74 74 — — 
Outlays 60 63 72 72 72 72 72 — — 

NATIONAL FISH HATCHERY 
SYSTEM 

Budget Authority 20 22 20 20 20 20 20 — 3 
Outlays 19 21 19 19 19 19 19 — 3 

OTHER FEDERAL OPERATIONS 
Budget Authority 222 190 164 160 160 160 160 — 26 
Outlays 256 201 162 156 156 156 156 — 13 

FEDERAL AID TO STATES 
Budget Authority 124 145 158 172 191 209 229 - -
Outlays 131 127 133 143 160 175 191 — — 

TOTAL PERSONNEL 
FTE 7,383 7,060 6,516 6,516 6,516 6,516 6,516 — — 

Program Description 
The mission of the Fish and Wildlife Service is to conserve, protect, and enhance fish and wildlife 
and their habitats. The Service administers programs for migratory birds, threatened and endangered 
species, certain marine mammals, international resources, and wildlife on lands under Service control. 

The Fish and Wildlife Service operates 410 wildlife refuges containing 89 million acres, 68 fish 
hatcheries and related production and training facilities, 9 research laboratories, and funds numerous 
planning and monitoring activities. 

Proposed Change 
• The Administration proposes to save $3.7 million by closing or transferring to States those 

fish hatcheries that produce fish for sports fishing within State waters. Since the fish 
produced by these hatcheries are for local recreation, the continued operation of each of the 
hatcheries will be a State decision. 

• Funding for nationally significant hatcheries would be increased by $1.6 million. 

• A $7 million savings would be achieved by streamlining the organizational structure of the 
Fish and Wildlife Service and eliminating unnecessary overhead costs associated with 547 
full-time-equivalent personnel. 

• The 1983 request includes increases in support of the new refuges authorized by the 1980 
Alaska Lands Act. It also disburses to the States $158 million in Federal excise taxes 
collected on fish and wildlife sports equipment for support of hunting and fishing. 

Rationale 
• The Fish and Wildlife Service is streamlining its internal operations, simplifying cumbersome 

organizational arrangements and administrative procedures, focusing on activities of national 
priority, and reducing overhead expenses wherever possible. 
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• The changes in fish and wildlife programs are consistent with the desire to develop balance 
between the Federal Government and the States. States collect the revenues from licenses 
for sports fishing and are in the best position to determine the types and volume of fish 
produced for stocking their waters. 

• The Fish and Wildlife Service has reaffirmed the priorities of the National Fish Hatchery 
System. Primary areas of Federal responsibility include: 

— international waters such as the Great Lakes; 

— waters essential for spawning of anadromous species such as Atlantic and Pacific salmon; 

— waters in which the fishery resource has been altered by the construction of dams or 
other Federal projects; and 

— waters on Indian lands. 

Federal involvement in these areas is necessary because of Federal law, action of the courts, 
and the need to supplement individual State efforts to adequately support and maintain 
interstate or international fishery management programs. 

• Over the years, hatcheries that do not serve Federal or national needs have been added to 
the Fish and Wildlife Service. Thirty-one of these federally funded fish hatcheries, which 
produce fish primarily for recreation activities in intrastate waters, are scheduled to be 
transferred to the States or closed. 

• The International Association of Fish and Wildlife Agencies, which represents the States, has 
previously recommended reductions in operations of the National Fish Hatchery System in 
the same magnitude as the Administration proposes in the 1983 Budget. 

Effects of the Proposed Change 
Within limited funding, the Fish and Wildlife Service would continue to ensure effective operation of 
essential progams: 

• The reduction in administrative overhead would result in more efficient management and 
administration of fish and wildlife programs. 

• The Fish and Wildlife Service would focus its fish hatchery programs on national needs and 
concerns. Reductions in nonessential activities make it possible to devote the necessary 
resources to improvements in the national refuge and hatchery system. 

• Grants to States for fish and wildlife projects financed from federally collected revenues 
would increase by $13 million in 1983. 

• The proposed $9 million increase for refuge operation and maintenance reflects an increase 
in emphasis on maintaining the integrity of the National Wildlife Refuge System. 

• The $6 million increase for facility rehabilitation construction would correct safety hazards, 
protect wildlife habitat, complete pollution abatement facilities, and restore diminished 
production capability at national fish hatcheries. 

• Federal land acquisitions would be limited to the most important acquisitions for recovery of 
endangered species. 
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National Park Service Programs 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 451 

Funding 
($ in millions) 

1981 1982 1983 1984 1985 1986 1987 

Savings From 
Current Services 

1982 1983 

OPERATIONS/CONSTRUCTION 
Budget Authority 
Outlays 

524 
607 

619 
665 

677 
675 

679 
654 

679 
669 

679 
679 

679 
679 

— 

5 
GRANTS 

Budget Authority 
Outlays 

198 
363 

33 
385 244 124 61 

— — — 33 
21 

LAND ACQUISITION 
Budget Authority 
Outlays 

63 
106 

103 
173 

60 
72 

60 
60 

60 
60 

60 
60 

60 
60 

— 50 
33 

Program Description 
The Department of the Interior, through the National Park Service, operates 333 park and historic 
areas comprising about 74 million acres. In addition, the Park Service administers three categorical 
grant-in-aid programs: Land and Water Conservation Fund State grants, Historic Preservation Fund 
State grants, and Urban Park grants. These grants assist States and localities in acquiring and 
developing recreation areas and facilities and administering State historic preservation programs. 
Under the Land and Water Conservation Fund, the Park Service acquires land from private owners to 
create new park areas or expand existing areas. 

Proposed Change 
A $525 million, five-year initiative to restore and improve existing national parks was begun in 1982, 
with an initial $105 million request above the Carter 1982 Budget. This initiative would continue, 
with the Administration again proposing that funding be derived from receipts deposited into the 
Land and Water Conservation Fund. 

The Administration would continue its basic policy of not proposing funding for the three narrow 
categorical grant programs. The Congress accepted the Administration's position on the Land and 
Water Conservation Fund State grants in 1982, but did provide funding for the other two categorical 
grant programs. No funds would be requested for the private, nonprofit National Trust for Historic 
Preservation, in keeping with the Administration's belief that the private sector should play the major 
role in historic preservation. The Department of the Interior would have added resources to ensure 
continued certification of properties eligible for Federal historic preservation income tax credits. 

Land acquisition would be limited to parcels subject to condemnation awards, emergency purchases, 
and high-priority conservation areas. 

Rationale 
• The park improvement initiative, termination of the three State grant programs, and a 

restricted land acquisition budget are integral components of the Administration's overall 
effort to eliminate low-priority Federal spending and use available resources more effectively. 

• The park restoration and improvement initiative is an investment in the nationally significant 
resources held in trust for all Americans by the National Park Service. Many facilities in the 
Park System were built during the 1930's and have simply worn out. However, past funding 
generally focused on expanding the number and types of units in the system. Recent GAO 
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reports document such problems as road deterioration, hazardous visitor accommodations, 
and inadequate water and sewer systems — all resulting from the lack of sufficient 
maintenance and repair funds. 

• Grants to States and localities for recreation and historic preservation primarily produce local 
benefits. Such activities should compete for local tax dollars on the same footing as other 
local services and are low priority for Federal funding. 

• Most buildings listed on the Park Service's National Register of Historic Places are not 
nationally significant; in fact, many are only locally significant. Registration will continue, 
but at a slower pace if each State provides the total funding of its historic preservation 
program. 

• The Economic Recovery Tax Act of 1981 provides a 25 percent income tax credit for historic 
preservation. Over $200 million in tax credits are estimated for 1983 and almost $300 
million in 1984. 

• The Federal government owns more than 760 million acres of land, more than one-third of 
the United States. State and local governments hold a small but growing share (6 percent), 
bringing public ownership to 40 percent. Reducing Federal land acquisition will slow this 
transfer of land from private to public ownership. 

• The large backlog of authorized land acquisitions include many parcels that have no unique, 
nationally significant features that warrant their inclusion in the Park System. Acquiring 
these lower-priority tracts not only spreads the Park Service's operations thin and dilutes the 
quality of our National Parks, but also takes away from local decision-making control over 
recreational resources that are primarily local in use and service. 

• The $60 million requested for National Park Service land acquisition in 1983 will be used to 
pay court awards on lands already taken or condemned by the United States and for 
emergency purchases. Also, the Forest Service, the Fish and Wildlife Sevice, and the Bureau 
of Land Management will continue to acquire some high-priority conservation areas. 

Effects of the Proposed Change 
NATIONAL PARK RESTORATION AND IMPROVEMENT PROGRAM: 

• This initiative will focus on five major areas: correction of health and safety problems; cyclic 
maintenance, repair, and rehabilitation; historic resources preservation; natural resources 
preservation; and major capital improvements. 

The following facilities are examples of those that will receive funding: 

— Cape Hatteras National Seashore — lighthouse stabilization 

— Scotts Bluff National Monument — water supply upgrading 

— Great Smokey Mountains National Park — reconstruction of two bridges 

— Mesa Verde National Park — stabilization of ruins 

— Haleakala National Park — water and fire protection systems improvement. 

STATE RECREATION GRANTS OF THE LAND AND WATER CONSERVATION FUND: 

• Prior-year appropriations of over $350 million of unexpended balances will be available to 
States in 1983 and beyond. States and localities may continue to use their own funds for 
parks, as well as issue bonds or place zoning requirements on new developments. 

HISTORIC PRESERVATION FUND: 

• Through the efforts of States, localities and individuals, the number of properties identified 
eligible for inclusion on the National Register of Historic Places will continue to grow in 
1982 and 1983. 
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URBAN PARKS: 

• There will be no federally financed new starts in 1983, although some local governments will 
continue to fund improvements with their own funds. Also the Urban Park Program began 
1982 with unexpended funding of over $100 million, which will be used for projects through 
1985. 

NATIONAL PARK SERVICE LAND ACQUISITION: 

• The Congress appropriated funds in excess of the Administration's total land acquisition 
proposal in 1982, but did not fully cover the costs of ongoing court awards. The 
Administration's 1983 request will pay for those court awards received in 1982 and estimated 
for 1983 which were left unfunded by the Congress in 1982. 
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Impact Aid 

AGENCIES: Departments of the Treasury, the Interior, FUNCTIONAL CODES: 051, 501 
and Defense* 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 757 456 287 287 287 287 287 — 205 
OUTLAYS 753 645 403 311 289 287 287 - 154 

'Includes activities formerly financed in the Department of Education. 

Program Description 
The Impact Aid program provides aid to local school districts whose local revenues are deemed to 
have been reduced by the presence of Federal property. Payments are made directly to local school 
districts and used for operating expenses and, in some cases, for construction and emergency repairs to 
school buildings. Payments are currently made to approximately 2,000 school districts on behalf of 
children who reside and/or whose parents work on Federal property or are in the military. 

Proposed Change 
The Administration proposes to transfer the largest part (maintenance and operations) of Impact Aid 
to the Treasury Department; portions of the construction program to the Departments of the 
Treasury, the Interior, and Defense; and the administration of federally operated schools to the 
Department of Defense. 

In 1983, Impact Aid will: 

• Pay school districts only for those children who live on Federal property and whose parents 
work on Federal property or are in the military. ("A" children; children with either but not 
both attributes are "B" children.) 

• Provide for emergency repairs to school facilities only on Federal property. 

• Payments will be made at approximately 80% of the level of payments made in 1982 for "A" 
children. 

Rationale 
• The 1983 proposal recognizes that, especially in a time of budgetary restraint, Impact Aid 

funds should be directed to those school districts most likely to suffer revenue loss as a result 
of Federal activities — school districts enrolling "A" children. 

• In past years, payments have been made to as many as 3,900 school districts, primarily on 
behalf of "B" children, whose Federal connection does not interfere with their families' 
contribution to local school revenues. There is little rationale for any Federal contribution in 
such a situation. 

Effects of the Proposed Change 
• Payments will be made to approximately 1,500 school districts that serve 340,000 "A" 

children who live and whose parents work on Federal property, mostly military installations 
or Indian lands. 

• Payments made on the basis of 1.7 million "B" children will be eliminated. 
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Education Grant Programs 

AGENCIES: Foundation for Education Assistance* FUNCTIONAL CODES: 501, 502, 503, 506 
Department of Health and Human Services 
Department of the Interior 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

5,955 4,831 3,989 3,539 3,539 3,539 3,539 842 1,753 
6,201 6,237 4,797 4,069 3,619 3,548 3,539 162 1,088 

•Formerly the Department of Education. 

Program Description 
Chapter 1 of the Education Consolidation and Improvement Act of 1981 (ECIA) provides funds to 
State and local education agencies to finance supplemental compensatory educational services for the 
educationally disadvantaged. Chapter 1 replaced Title I of the Elementary and Secondary Education 
Act, which provided similar services. 

Indian Education programs authorized by the Indian Education Act of 1972 help improve education 
for American Indians and Alaskan natives in public and Indian-controlled schools. 

Vocational and Adult Education programs support a range of vocational training activities at the 
secondary, postsecondary, and adult levels. 

Handicapped Education programs under the Education of the Handicapped Act aid States in educating 
handicapped children. Funds also go to States under Chapter 1 of ECIA to help educate 
handicapped children. 

Rehabilitation Services and Handicapped Research activities include a wide array of services (e.g., 
counseling, vocational training, physical and mental rehabilitation, and transportation) to assist 
handicapped individuals to become gainfully employed or live independently. 

Proposed Change 
(budget authority in millions) 

1981 1982 1983 1984 1985 1986 1987 

Chapter I, ECIA 2,959 2,365 1,942 1,500 1,500 1,500 1,500 
Indian Education 82 71 51 43 43 43 43 
Vocational and Adult Education 782 634 500 500 500 500 500 
Handicapped Education 1,178 900 846 846 846 846 846 
Rehabilitation Services 954 861 650 650 650 650 650 

Total 5,955 4,831 3,989 3,539 3,539 3,539 3,539 

Reduce the level of Federal funding from 1982 to 1983 by $842 million, or 17%, in budget authority: 

• Reduce Chapter /, ECIA funding by $423 million. 

• Transfer the Indian Education programs to the Department of the Interior and reduce 
funding by $20 million. 

• Consolidate Vocational and Adult Education authorities into a simplified grant to States and 
reduce funding by $134 million. 
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• Consolidate Handicapped Education authorities from the Education of the Handicapped Act 
and Chapter 1 of ECIA into simplified grants to States and reduce funding by $54 million. 

• Transfer Rehabilitation Services and Handicapped Research to the Department of Health and 
Human Services and consolidate authorities into a simplified grant to States and reduce 
funding by $211 million. 

Rationale 
In response to the overall need for fiscal restraint, funding for these activities should be reduced 
because they represent lower priorities for Federal funding than other activities. 

As part of the realignment of the Federal-State relationship in education, the scope of the Federal 
role in education should be constrained and its potential for intruding on State and local prerogatives 
should be limited. 

Chapter 1 funding can be reduced and still provide important aid to help the most needy. Giving 
States and localities greater control over and flexibility in the use of funds is expected to produce 
administrative efficiencies and a corresponding reduction in average cost per pupil sufficient to avoid 
elimination of service to the most needy children. 

Transfer of Indian Education to the Department of the Interior will allow all Federal funds for 
education of Indians to be administered by one agency, which will improve the opportunity for 
efficient administration of programs for Indians, allow better policy coordination among programs for 
Indians, and improve the effectiveness of resource allocation. 

Consolidation of vocational and adult education authority is needed to increase State and local 
flexibility and control over use of funds and eliminate unnecessary recordkeeping. 

Handicapped education programs are now provided under two laws containing a variety of categorical 
programs. Consolidating these into simplified grants to States is needed to allow more efficient use of 
funds, eliminate undue Federal burdens and limitations on State and local efforts, and reduce 
administrative costs. 

Rehabilitation grant programs should be consolidated to give States greater flexibility in use of funds, 
reduce Federal administration burdens, and allow States to provide rehabilitation services more 
effectively to their handicapped citizens. The transfer of these activities to the Department of Health 
and Human Services places the program within an agency better suited to administer it. 

Effects of the Proposed Change 
Emphasis on using limited resources for populations most in need will be strengthened. Federal 
funds will be reduced. 

• Over 4.3 million educationally disadvantaged children will be served in 1983 with Chapter 1 
funds if the States can achieve an average cost of about $400 per child. 

• About 310,000 Indian children will be served with Indian education funds at a cost of about 
$100 per child. 

• Vocational and adult education funds will be more effectively programmed. 

• About 4.3 million handicapped children will be aided at a cost of $180 per child, about $10 
less than in 1982. 

• About 900,000 handicapped persons will be provided with rehabilitation services, some 
350,000 fewer than in 1982. About 142,000 of these people will be rehabilitated to 
employment, about 56,000 fewer than in 1982. 

Program statutes and regulations will be simplified and funding procedures will be streamlined in 
order to improve the quality of services and to increase the proportion of funds spent on real service 
delivery rather than on unnecessary procedures, reporting, and recordkeeping. 
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Reduced Navigation Maintenance 

AGENCY: Corps of Engineers/Tennessee Valley Authority FUNCTIONAL CODE: 301 

Funding 
($ in millions) g a v - n g S p r o m 

Current Services 
1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 510 565 465 485 510 535 555 — 150 

OUTLAYS 510 565 465 485 510 535 555 — 150 

Program Description 
The Corps of Engineers and Tennessee Valley Authority operate and maintain a system of locks, 
dams, channels, and other facilities on the inland waterways of the Nation, principally for moving 
bulk goods, such as grain and coal. 

The Corps also dredges harbor channels and maintains other facilities for ocean-going and Great 
Lakes traffic. 

Proposed Change 
• The Administration requests $465 million for inland and deep draft operation and 

maintenance, $150 million below the $615 million required to perform a moderate level of 
maintenance at all waterways and harbors. 

• The appropriation request will be increased if adequate reimbursement is provided upon the 
enactment of user fee legislation. 

Rationale 
• Reduced funding is consistent with the Administration's policy position that maintenance and 

new construction should be a non-Federal responsibility paid for through user fees rather 
than by the general taxpayer. 

• Most other types of completed Federal water resources projects are maintained by 
non-Federal project sponsors. 

Effects of the Proposed Change 
If Congress does not enact legislation for waterway user charges, the Corps of Engineers will have to 
restrict its maintenance to the highest priority operations. 

Congressional inaction on user fees would cause the following serious problems: 

• About 35 low volume inland waterways are expected to close while 13 moderate volume 
waterways will experience reduced hours of operation. 

• About 40 high cost-low tonnage commercial ports where Federal costs exceed $1 per ton of 
commerce will not be dredged, resulting in light-loading of vessels or diversion to other 
ports. These ports handle only 2 percent of the deep draft tonnage, but are responsible for 
20 percent of deep draft maintenance costs. 

• Shallow draft harbors will not be maintained at Federal expense. 

• The amounts cannot be calculated in advance, but the budget cuts should result in overall 
national savings because high unit-cost waterways and ports have been chosen for budget 
reductions. 
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Some waterways may experience traffic diversions to other more cost-effective modes of 
transportation, such as rail, and there may be increased use of ports less costly for the 
Federal Government to maintain. These diversions may increase costs for some specific 
shipments. 

It is likely that the cost to users of low and moderate volume waterways will increase. 
Low-volume waterways like the Kentucky waterway and the Allegheny waterway will be 
closed, and moderate-volume waterways like the Arkansas will have reduced hours of 
operation. 

The shallow draft harbors which will not be dredged serve primarily fishermen and 
recreationists. Not dredging these harbors may cause channel closures or light loading and 
inconvenience. 

The Administration will request funds to rectify the above effects when adequate user fees to 
recover costs of maintenance dredging are authorized by Congress. 
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State Environmental Grants 

AGENCY: Environmental Protection Agency 

Funding 
($ in millions) 

FUNCTIONAL CODE: 301, 303, 304, 453 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

210 225 182 182 182 182 182 
224 219 205 186 182 182 182 

0 61 
0 27 

Program Description 
EPA administers six categorical State grant programs, including: air quality, water quality, public 
water supply, underground injection control, hazardous wastes, and pesticides enforcement grants. 
These grants pay part of the costs of State personnel and expenses for regulation and enforcement 
under pollution abatement laws. 

Proposed Change 
Reductions in funding of 19% in 1983 are proposed as a result of significantly reduced Federal 
demands on State overhead and management responsibilities. 

The Environmental Protection Agency will initiate actions to increase State flexibility and control over 
their pollution abatement activities. These include: 

• Reduce program requirements on States. One of the principal objectives of the 
Administration is to eliminate the many cumbersome and overly complex program 
requirements that have little, if any, impact on environmental quality. Changes needed range 
from lengthening the period of pollution permits, thereby avoiding unnecessary reviews, to 
reducing the number of mandated programs that States must administer, such as vehicle 
emission inspections, when States have preferred alternatives that achieve the same objective. 

EPA is also moving quickly, through regulatory reform initiatives, to reduce program 
requirements on States. A major effort to drop requirements that were not mandated by law 
but which EPA itself had imposed on States has already begun. In the waste treatment grant 
program, EPA recently proposed new, simplified regulations which reduce the information 
and paperwork burden on States by over one-third while maintaining all statutory 
requirements and those needed for effective program management. 

EPA has also initiated a new enforcement policy that will enable both the States and the 
Federal Government to concentrate resources on violations that could significantly affect 
environmental quality rather than "de minimus" technical violations. 

• Reduce Federal oversight of State permit and implementing actions. States have consistently 
argued that Federal EPA oversight consists of far too much duplication, permit-specific 
approval and technical second-guessing. EPA is moving quickly to eliminate the enormous 
delays, of up to 2 years, in approving routine State implementing actions. These delays have 
been primarily due to layer upon layer of Federal bureaucratic review and approval. 

EPA has begun three pilot programs: 1) to consolidate Federal and State procedural 
requirements, such as public notice and comment provisions, rather than duplicating State 
actions at the Federal level; 2) to speed the review and approval of noncontroversial or 
technical changes in State regulations; and 3) to reduce the number of EPA internal reviews 
of State actions. 

Rationale 
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These initiatives will free States from having to spend inordinate time and effort defending 
State regulations before EPA and from having to initiate the lengthy process of changing 
State regulations to comply with EPA second-guessing. 

• Reduce Federal reporting requirements on States, including reducing or simplifying the many 
"status" reports required of States and consolidating the procedural requirements in support 
of applications for Federal grant funds. States have been uniform in their opposition to the 
workload associated with responding to Federal "red tape" requirements. 

• Encourage user fees. Sixteen States have already begun charging permit and license fees to 
offset the costs of operating air and water pollution control programs. These revenues pay 
for the costs of issuing permits, monitoring dischargers, and conducting inspections of 
dischargers to ensure compliance with permits. The charging of even modest fees by all 
States for issuing pollution-related permits will significantly reduce the need for Federal 
subsidies and would provide States with sufficient additional revenues to pursue pollution 
control activities which are either not covered by Federal funding or for which sufficient 
funding would not otherwise exist. 

Effects of the Proposed Change 
The actions initiated by EPA will not affect the substantive pollution control efforts conducted by 
State agencies. Instead, these initiatives will permit States to: 

• reduce overhead and staffing requirements currently being devoted to managing the process 
rather than managing State programs:; 

• reduce the amount of staffing involved in negotiating and rewriting plans and regulations to 
suit EPA; and 

• reduce staffing required to fill out and submit reports and data to EPA. 

The increased State flexibility that will result from these actions will be further enhanced as States 
move to greater self-sufficiency and independence through the adoption of appropriate user fee 
mechanisms. 
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INCREASING INVESTMENT IN RESEARCH AND DEVELOPMENT 
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Nuclear Energy Programs 

AGENCY: Department of Commerce 

Funding 

FUNCTIONAL CODE: 301, 303, 304, 453 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 """1982 19&3" 

($ in millions) 

BUDGET AUTHORITY* 

OUTLAYS** 

1,889 1,567 1,458 1,686 1,675 1,823 1,988 0 319 

1,912 1,398 1,329 1,596 1,843 1,888 2,035 0 366 

* Includes obligations from 1983 on for commercial waste disposal from fees on nuclear power generation as explained in Chapter 6. 
Includes costs from 1983 on for commercial waste disposal from such fees. 

Program Description 
The principal elements of the nuclear energy program (in the existing Department of Energy) are 
research and technology development, commercial nuclear waste management and uranium 
enrichment. The nuclear program also supports research and technology development to improve the 
safety of current nuclear powerplants (light water reactors); to evaluate spent fuel storage and 
reprocessing options (nuclear fuel cycle); and to advance nuclear space power technology (advanced 
nuclear systems). 

Technologies for energy production now under development are chiefly fusion and the breeder 
reactor, focused on the Clinch River Breeder Reactor (CRBR). 

Proposed Change 
The 1983 budget provides for continuation of a strong nuclear program taking into account the 
appropriate role of the Federal Government and program priorities. Savings are proposed in 1983 for 
activities not in keeping with this policy. 

The specific major changes are noted below: 

• For Magnetic Fusion, the budget proposes to refocus the program toward resolving existing 
scientific and technical issues. The pace of engineering development, including funding for 
large demonstration facilities, has therefore been stretched out. 

• For the Breeder Reactor, a significant increase is proposed for the Clinch River Breeder 
Reactor (CRBR) project and long range technology development in support of CRBR. This 
increase is more than offset by eliminating funding in 1983 for component development for 
the Large Developmental Plant (LDP) and through phase-out of the Light Water Breeder 
Reactor demonstration. 

• For the Light Water Reactor program, budget funding will be focused on investigating the 
damaged reactor core from the Three Mile Island plant in order to obtain data that will be 
applicable generally to nuclear reactor safety. Funding in 1983 for the High Temperature 
Gas Reactor (HTGR) program is not requested, accounting for much of the reduction from 
1982. 

• Funding for Nuclear Fuel Cycle activities in 1983, which consist of reprocessing, waste form 
technology, and spent fuel storage technology, is at the same program level as 1982. 

• For the Commercial Nuclear Waste program, the budget in 1983 proposes an accelerated 
program for site-specific activities leading to the development and operation of permanent 
disposal facilities for high level radioactive waste. The budget assumes enactment of 
legislation to impose user fees on nuclear power generation. This fee transfers the 
responsibility of paying for waste disposal service from the taxpayer to the utility ratepayer. 
(See Fees for Commercial Nuclear Waste Disposal paper in Chapter 6 for further details.) 
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The following table summarizes funding for the Nuclear Energy Programs: 

Budget Authority (in million $) 
Program 1981 1982 1983 
Magnetic Fusion 394 454 444 
Breeder Reactor 663 687 577 
(CRBR) (122) (122) (254) 

Light Water Reactor 83 117 32 
Nuclear Fuel Cycle/Spent Fuel* 21 7 59 
Advanced Nuclear Systems 40 38 31 
Commercial Nuclear Waste 246 263 315 

Commercial Nuclear Waste 
Disposal Fund** (...) (...) (185) 

Other Waste Programs (246) (262) (130) 
Uranium Enrichment (net) 442 1 0 

TOTAL Nuclear Energy 1,889 1,567 1,458 
*Note: Nuclear Fuel Cycle program was formulated in 1983 from Spent Fuel, part of the Breeder Reactor 
program and part of Commercial Nuclear Waste program. 
•"Obligations from fees received from utilities on nuclear power generation. 

Rationale 
• Continued Federal support for Magnetic Fusion and Breeder Reactor programs is 

appropriate in light of die potential pay-off of these technologies to the nation and the 
inability of industry to make significant investments at this time. 

In the Magnetic Fusion program, funding for research is emphasized to assure that current 
scientific issues are adequately resolved prior to construction of large fusion engineering 
devices. 

In the Breeder Reactor program, breeder reactor technology will be effectively demonstrated 
by construction and operation of Clinch River Breeder Reactor (CRBR). No funds are 
requested for the Large Developmental Plant (LDP) in FY 1983 on the assumption that 
construction of an LDP is the responsibility of private industry. If any agreement to an 
international cooperative LDP effort materializes among Federal, domestic private and 
foreign groups, then funds for limited design activities can be provided within the program 
proposed for 1983 The Light Water Breeder Reactor (LWBR) has successfully completed its 
test program and therefore will be retired. 

• For the Light Water Reactor program, research at the Three Mile Island (TMI) site has been 
increased to the extent that the Federal Government can support research of benefit to the 
nation as a whole. It is assumed the responsibility of TMI clean-up rests primarily with 
those who produce and use nuclear power. No funds are provided for the High 
Temperature Gas Reactor since the further deployment of this existing technology should be 
a private sector responsibility. 

• In the Commercial Nuclear Waste program, commitment to a permanent waste facility 
commissioned by the end of this century is needed to support continued utilization of 
nuclear power. Without a program to meet this goal, continued licensing by the NRC of 
reactors is in question. User fees are a more appropriate form of financing for this 
business-like activity. Meanwhile, it is expected that nuclear plant utilities can provide for 
sufficient interim storage capacity. 

Effects of the Proposed Change 
• The nuclear energy program for 1983 has been reduced by $109 million in budget authority 

over 1982. This represents a shift in emphasis from multiple demonstrations to more long 
term, high risk R&D, and away from taxpayer subsidy of commercial nuclear waste disposal. 

• The Clinch River Breeder Reactor will be supported consistent with a plant start-up before 
1990. 

• Commercial demonstration of current technologies such as the HTGR are left to the private 
sector for support. 
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National Aeronautics and Space Administration 

AGENCY: National Aeronautics 
and Space Administration 

FUNCTIONAL CODES: 250, 402 

Funding 
($ in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

5,518 5,936 6,608 6,508 6,054 5,499 5,432 
5,421 5,827 6,577 6,530 6,193 5,673 5,499 

Program Description 
Programs of the National Aeronautics and Space Administration (NASA) consist primarily of R&D 
activities in space transportation, space science, space and terrestrial applications, and aeronautics. 

— Space transportation programs provide for procurement and operation of a fleet of Space 
Shuttle Orbiters and other space and ground hardware to meet the launch needs of civil, 
military, and foreign users. 

— Space science programs investigate the Earth's space environment, the Sun, the planets and 
distant objects in the Universe—primarily through the use of unmanned spacecraft supported 
by ground-based research. 

— Space and terrestrial applications activities support R&D to apply space technology to 
practical uses. Included, for example, are activities to improve understanding of Earth 
resources, climate, weather and pollution; to develop agriculture forecasting techniques based 
on satellite data; and to extend the range of satellite communications. 

— Aeronautics R&D supports fundamental research in the aeronautical disciplines (e.g., 
aerodynamics and propulsion) and selected component technology development and 
demonstration efforts. 

In addition to these specific R&D programs are general agency-wide support activities at NASA 
Headquarters and the field centers. Included primarily are satellite tracking and data acquisition 
support; all NASA civil service and administrative costs; maintenance of the agency's physical plant; 
and R&D addressing fundamental space technology problems and opportunities common to a broad 
spectrum of space programs. 

Proposed Change 
The 1983 Budget for NASA provides for an overall increase of $672 million. The overall increase is 
the net effect of increases for several high priority activities offset partially by decreases for lower 
priority activities, as detailed below. 

• For Space Transportation, the budget provides increases for logistics and contractor support 
to assure timely transition of the Space Shuttle to an operational system; for development of 
a lighter weight solid fuel rocket for the Space Shuttle to permit carrying heavier payloads; 
and for the first demonstration of the repair on orbit of a disabled satellite. Savings would 
be achieved by not initiating the development of the Centaur upper-stage propulsion project. 

• For Space Science, the Gamma Ray Observatory Mission would be continued, leading to a 
1988 launch. Funding would be increased to continue as planned the Galileo project to 
Jupiter to be launched in 1985. Major cost savings would be achieved through not initiating 
the development of the Venus Orbiting Imaging Radar mission and by reducing other lower 
priority science projects. 
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• For Space and Terrestrial Applications, savings would be achieved by placing greater reliance 
on the private sector for satellite communications R&D. Funding responsibility for future 
operational weather satellite improvements would be transferred to the National Oceanic and 
Atmospheric Administration of the Department of Commerce. 

• For Aeronautics R&D, increases would be provided for fundamental research in aeronautical 
science. Offsetting savings would be obtained by reducing efforts in those areas of 
technology development and demonstration aimed primarily at relatively near-term civil 
aviation applications. 

• For Agency-wide Supporting Activities, an increase is necessary to initiate lease payments for 
the new Tracking and Data Relay Satellite System. 

The following table summarizes the proposed 1983 Budget for NASA: 

(Budget Authority in Million $) 
1981 1982 1983 

Space Transportation 2,729 3,090 3,468 
Space and Science 542 568 682 
Space and Terrestrial Applications 340 334 320 
Aeronautics 271 233 232 
Agency-wide supporting activities 1,636 1,711 1,906 

TOTAL NASA 5,518 5,936 6,608 

Rationale 
• For Space Transportation, increases are needed to assure a timely transition to an operational 

Shuttle system that will meet, with a high level of confidence, the needs of civilian and 
military users. The Centaur upper stage development is being terminated because it is not 
essential to approved civil or military requirements. 

• For Space Science, development of the Venus Orbiting Imaging Radar mission is not being 
initiated in order to provide adequate funds for the highest priority science missions (i.e., the 
Space Telescope, the Gamma Ray Observatory, and the Galileo mission to Jupiter). 

• For Space and Terrestrial Applications, support would be curtailed for major satellite missions 
intended to accelerate commercial applications of space technology or to demonstrate new 
satellites for other civil agencies. Planning and funding for new major satellites with 
commercial value is more appropriately and efficiently pursued by the private sector. Where 
Federal agencies need NASA capability, the work is more appropriately done on a 
reimbursable basis. 

• For Aeronautics R&D, research in aeronautical sciences and related facilities support would 
be increased to help sustain the knowledge base which underlies the long-term strength of 
the Nation in aviation technology. Federal support for technology development with 
relatively near term commercial application represents an inappropriate subsidy to industry 
and is being curtailed. 

• For Agency-wide Supporting Activities, generic space research and technology would be 
maintained at a relatively constant level to assure a flow of new knowledge and technology to 
future programs. Personnel, facilities, and administrative costs would be kept to minimum 
levels. 

Effects of the Proposed Change 
• The NASA Budget for 1983 provides an increase of $672 million in budget authority over 

1982, a real increase of about 4 percent. 

• The decrease in NASA's budget in the outyears reflects the completion of several major 
space flight missions and the progress of the Space Shuttle from the costly development and 
orbiter production phase to revenue generating operations. Space Shutde revenues, which 
include prepayments toward the cost of planned future launches, are estimated to rise from 
$59 million in 1982 to $135 million in 1983. These revenues will increase further in future 
years as the frequencey of Space Shuttle launches increases. 
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National Science Foundation 

AGENCY: National Science FUNCTIONAL CODE: 250 
Foundation 

Funding 
($ in billions) 

Increase Above 
Current Services 

1981 1982 1983 1984 1985 1986 1987 

BUDGET AUTHORITY 1,036 1,003 1,078 1,078 1,078 1,078 1,078 

OUTLAYS 981 1,101 982 1,130 1,048 1,076 1,076 

Program Description 
The National Science Foundation (NSF) primarily supports long-term basic research in all scientific 
disciplines through grants, largely to scientists in academic institutions, and through support of major 
research facilities in areas such as ground-based optical and radio astronomy, oceanography, and 
atmospheric sciences. 

Proposed Change 
NSF programs would increase in 1983 by $75 million or 7 percent over 1982. This increase would 
compensate for cost increases due to inflation in research project support. The budget also includes 
partially offsetting reductions in some lower priority activities. Specifically, the 1983 budget would: 

• Provide an increase of about 9 percent over 1982 in the support by NSF of research in the 
natural sciences and engineering, with particular emphasis on the mathematical and physical 
sciences and engineering. 

• Continue U.S. activities in the Antarctic — managed by NSF — at approximately the 
ongoing level of effort. Includes $13 million in budget authority for icebreaker support in 
the Antarctic previously budgeted in the Department of Transportation. 

• Continue NSF's research fellowship program, but not fund any other Science Education 
activities. 

• Provide no funds to initiate the construction phase of the new Ocean Margin Drilling 
program, but continue the ongoing ocean drilling program for another year. 

• Provide some additional funds in 1982 and 1983 over levels previously proposed for 1982 for 
behavioral, social and economic sciences, particularly to preserve high priority support of 
data bases and basic methodological research. 

Rationale 
The Foundation's support of basic research is of particular significance because it complements the 
basic research programs of mission agencies, such as the Department of Defense and the National 
Institutes of Health, and balances Federal support across all scientific disciplines. The Administration 
supports basic research because the private sector is unlikely to make investments in this area that are 
adequate for the long-term needs of the Nation. 

In the 1983 budget for NSF: 

• Emphasis is given to the physical sciences and engineering based upon the relative 
importance of these disciplines to the long-term technological advancement and economic 
strength of the Nation. 
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• Support of the Antarctic program is continued because of the importance of the Antarctic as 
an area where a number of nations conduct valuable research in peaceful coexistence under 
the terms of the Antarctic Treaty, of which the U.S. is a signatory. 

• The research fellowship program is continued as a complement to the Foundation's support 
of research. However, other lower-priority Science Education activities previously supported 
by the NSF would be phased out by 1983 because education is more appropriately the 
responsibility of State and local governments. 

• The construction phase of the Ocean Margin Drilling program would not be initiated 
because of inadequate industry support to continue the cost sharing arrangements earlier 
planned for the program and because full funding for this program by NSF would not be 
warranted on the basis of scientific priorities. 

• Some increases are proposed in 1982 and 1983 over the previously reduced level of the 
Administration's 1982 (March) Budget for the social, behavioral, and economic sciences that 
would allow continued funding for relatively higher priority areas. Examples include the 
maintenance of long-term data bases, methodological improvements, and quantitative 
research that are important to the continued development of these disciplines as fields of 
scientific inquiry. 

Effects of Proposed Change 
• The phase-out in 1982 and 1983 of separate programs in Science Education would have a 

relatively small impact because past NSF support levels have constituted a negligible fraction 
of the approximately $150 billion that the Nation invests on education each year. 

• The proposed increases for the natural sciences and engineering would provide a real growth 
in 1983 of approximately 2% above 1982 for these disciplines. 
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OTHER PROGRAMS 
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Enterprise Zones 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 451 

Funding ($ in millions) 
1984 1985 1986 1987 

BUDGET AUTHORITY .. 
OUTLAY EQUIVALENT 

0 0 0 0 
310 620 930 930 

Program Description 
Enterpise Zones is an experimental, free market approach for dealing with urban problems. It has 
two purposes: to create jobs in depressed inner city areas, especially for disadvantaged workers; and 
to redevelop and revitalize the geographic areas themselves. 

The Enterprise Zone concept is a new approach to urban problems, relying on market processes rather 
than direct Federal subsidies and central planning. It focuses on removing government barriers to 
economic growth — barriers to people creating, producing and earning their own profits and wages. 

It would do this by: 

• Providing tax relief at the Federal, State, and local levels. 

• Reducing unnecessary red tape at Federal, State, and local levels. 

• Improving local public services, possibly through experimentation with private provision of 
some of these services. 

• Involving private, local, neighborhood organizations in the program. 

The Secretary of HUD would be authorized to approve the designation of an area as an enterpise 
zone on the application of the State and city governments if the area met eligibility criteria as an area 
of pervasive poverty, unemployment, and general distress. Up to 25 zones per year, for three years, 
could be so designated, on a competitive basis. In evaluating applications, the Secretary of HUD 
would by law consider the contribution of non-Federal governments to tax and regulatory relief; 
improvement of local public services; and the involvement of neighborhood organizations and private 
sector groups. 

Once designated by HUD as an enterprise zone, Federal tax incentives relating to investment, payroll, 
employee income, and capital gains would be applicable to activity in the zone. Zones would also 
fall under the provisions of the 1980 Regulatory Flexibility Act. 

• Our nation has a history of throwing money at urban problems. We have tried a variety of 
programs — the Federal Urban Renewal Program, the Model Cities Program, the Economic 
Development Administration — and have found our efforts not only a failure, but often 
inimical to the very goals we claimed we were trying to accomplish. 

• We must seek another way. 

• We should experiment with a new approach to reduce State, local, and Federal tax and 
regulatory burdens in specific geographical areas meeting predesignated criteria to provide 
the incentives for people, less restricted by the precepts and objectives of those who govern, 
to determine their own destiny. 

Rationale 

167 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year 1983



Effects of the Proposed Change 
The basic elements of the enterprise zones approach should provide the following incentives and 
opportunities: 

• Incentives for employers to establish or expand businesses and create jobs in the zone areas. 

• Incentives for people, particularly those currently unemployed or receiving low wages, to take 
jobs in zone areas. 

• Opportunities for zone residents, including the disadvantaged, to participate in the economic 
success of the zones. 

Thus, this approach should contribute to both increased employment and revitalization of depressed 
urban areas. 
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Minority Business Assistance 

AGENCIES: Department of Commerce and 
Small Business Administration 

Funding 
($ in millions) 

FUNCTIONAL CODE: 301, 303, 304, 453 

g a v i n g S p r o m Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

279 245 160 176 183 185 185 0 100 
231 267 194 179 183 185 185 10 79 

PROGRAM LEVEL 
Non-credit assistance 
Credit assistance 

75 101 101 101 101 101 101 
485 495 495 495 495 495 495 

TOTAL PROGRAM LEVEL 560 596 596 596 596 596 596 

Program Description 
Management, technical, and procurement assistance (i.e., non-credit assistance) is provided to 
minority-owned firms by the Department of Commerce and the Small Business Administration (SBA) 
through the following programs: 

— The Minority Business Development Agency (MBDA) of Commerce contracts with public 
and private organizations to provide management and technical assistance to minority firms. 

— The SBA provides non-credit assistance to minority firms by establishing minority 
procurement goals for Federal agencies, awarding non-competitive 8(a) contracts and 
Business Development Expense (BDE) grants to minority firms, and providing management 
and technical assistance through private contractors. 

Credit assistance is provided to minority-owned firms through SBA's direct and guaranteed business 
loans and its Minority Enterprise Small Business Investment Company (MESBIC) program. 
MESBIC's are privately-owned companies, which are licensed, regulated, and supported financially by 
SBA, for the purpose of providing equity financing or long-term loans to small minority firms. 

Proposed Change 
MBDA's management and technical assistance program would be restructured to focus attention on 
the development of private sector market opportunities for minority businesses. Beginning in 1984, $6 
million of MBDA's program level will be financed through private sector cost-sharing. 

SBA would have the lead responsibility for ensuring that minority firms have equal access to 
procurement opportunities in the Federal sector. SBA would also allocate a greater proportion of its 
resources to management and technical assistance for minority firms. 

Guaranteed loans would be used in lieu of direct loans to provide credit assistance to minority firms. 

The changes in minority business assistance reflect the President's commitment to ensure that 
minority-owned firms have an equal opportunity for growth and development. 

• By assigning specific responsibilities to the Department of Commerce and the SBA for 
private and Federal sector promotional efforts for minority businesses, confusion over the 
relationship of MBDA and SBA programs would be eliminated. 

Rationale 
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• MBDA would have adequate resources to promote market opportunities for minority 
business in the private sector where the potential for sales is much greater than in the public 
sector. MBDA would finance 90 Business Development Centers, which will assist minority 
businesses to develop marketing strategies, package loan applications, and enter into joint 
ventures. 

• SBA would focus its efforts on improving the ability of minority firms to compete for 
Federal procurement opportunities and, thereby, ultimately for private contracts. In 
conjunction with this effort, SBA would also attempt to increase the number of Federal 
contracts awarded to minority firms. 

• The use of guaranteed loans for minority firms rather than direct loans would eliminate a 
tendency to depend on Federal subsidies for survival; would mitigate — over time — the 
perception of financial institutions that minority firms are higher credit risks; and would 
foster the development of sound relationships between minority firms and private financial 
institutions. 

Effects of the Proposed Change 
• MBDA contractors would provide services in 90 standard metropolitan statistical areas 

(SMSA's). Almost 80% of minority business are located in these SMSA's. 

• SBA would maintain its 1982 level of credit and non-credit assistance to minority firms in 
1983. 
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Community Development Block Grants 

AGENCY: Department of Housing 
and Urban Development 

Funding 

FUNCTIONAL CODE: 451 

($ in millions) 
Savings From 

Current Services 
1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

3,695 3,456 3,456 3,456 3,456 3,456 3,456 
4,042 4,005 3,350 3,200 3,456 3,456 3.456 

270 
5 

Program Description 
The Community Development Block Grant (CDBG) program provides entitlement grants to all large 
cities and urban counties and discretionary grants to selected smaller communities. The discretionary 
grants are made either by the Department of Housing and Urban Development or by States, if they 
have elected to administer the program. 

Funds may be used for a wide variety of community and economic development activities, largely at 
the discretion of recipient communities. These activities include housing rehabilitation, infrastructure 
improvement, public facilities, and public services, all to benefit principally low- and 
moderate-income people. 

In 1981, about $2,659 million went to 669 large cities and urban counties and about $934 million was 
used in 1,830 smaller communities. 

For 1983, the Administration is proposing a funding level of $3,456 million for the CDBG program, 
the same as the 1982 level. 

The level of funding requested for 1983 is an indication — in a year of many reductions — of the 
high priority the Administration assigns to this program. This program is consistent with the 
Administration's concept of federalism since it allows States and localities to determine their own 
community and economic development needs and address them in a manner which best suits them. 

Generally, total 1983 grants to units of local government would be the same, at the requested funding 
level, as those to be received in 1982. This will assist communities in undertaking important 
community and economic development projects such as infrastructure improvement, rehabilitation, 
and public facility expansion for their citizens. 

Rationale 

Effects 
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Urban Development Action Grants 

AGENCY: Department of Housing FUNCTIONAL CODE: 451 
and Urban Development 

Funding 
(S in millions) 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 675 440 440 440 440 440 440 — 34 
OUTLAYS 371 525 550 525 522 480 440 — 1 

Program Description 
The Urban Development Action Grant (UDAG) program provides discretionary, competitive grants to 
units of local government to be used in conjunction with private and other public ftmds to promote 
locally determined and project-specific economic development. These projects are designed to 
increase private investment and jobs in distressed areas. 

In 1981, about $697 million was awarded for 433 economic development projects. 

For 1983, the Administration is proposing budget authority of $440 million for the UDAG program, 
an amount identical to the 1982 level. 

Rationale 
This program is an effective tool for leveraging private investment and helping to generate jobs in 
distressed areas, both of which are Administration objectives. Therefore, the Administration is 
requesting 1983 funding of $440 million to continue the efforts of this program. 

Effects 
Generally, the same number and size of grants would be awarded in 1983 at the requested funding 
level as are now anticipated for 1982. This will assist distressed communities in undertaking economic 
development projects in conjunction with private businesses in order to generate new jobs, increase 
tax bases, and promote economic revitalization in these distressed areas. 
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New Market-Based Savings Bonds 

AGENCY: Department of Housing and Urban Development FUNCTIONAL CODE: 451 

Funding INTEREST ON THE PUBLIC DEBT-. 
($ in millions) 

PROPOSED LEGISLATION*.. 

1981 1982 1983 1984 1985 1986 1987 

95,503 115,700 133,229 141,391 147,458 149,176 143,936 
— — -329 -691 -858 -976 764 

95,503 115,700 132,900 140,700 146,600 148,200 144,700 

•The proposal will increase Treasury interest payments to holders of savings bonds but substantially reduce Treasury 
borrowing costs for other marketable securities 

Program Description 
Savers wishing to invest in small denomination Treasury securities currently have two choices, the 
series EE savings bond, which continually accrues interest until the bond is redeemed, and the series 
HH bond, which provides payments of interest to investors twice a year. Both types were intended to 
provide a reasonable return to bondholders while protecting them against losses of their savings 
resulting from changes in credit market conditions. 

The interest rates under the current bond program have been limited by law. As a result, increases in 
savings bond interest rates have lagged behind increases in rates on market-based instruments. This 
has penalized savings bondholders who wanted to continue in this savings tradition that started before 
World War II. 

Proposed Change 
The Administration is proposing legislation to modernize the savings bond program. The proposed 
legislation would enable the Treasury to link the interest rate on savings bonds to market rates of 
interest. Savers would be provided a ,,floating,, interest rate on savings bonds in order to make them 
more competitive with alternatives during periods of generally rising rates. They would be guaranteed 
minimum rates, which would gradually rise through the fifth year. All bonds held for longer than 
five years would earn interest at a rate equal to 85% of the average market yield on five-year Treasury 
securities during the holding period, or the guaranteed minimum rate, whichever is higher. Existing 
savings bonds held for an additional five year period would also be eligible for interest payments 
under the new system. All other features of savings bonds — including denominations, tax 
advantages, payroll savings plans — would remain the same. 

Rationale 
The new proposal will make savings bonds more attractive to investors and thereby preserve a useful 
means of financing the Federal debt in a cost-effective manner. It will provide small savers wishing 
to continue their participation in the savings bond program with a unique Federal security that earns 
a market related rate of interest with an investment as small as $25. 

Effects of the Proposed Change 
The market based bond will enable a small saver — with an over the counter purchase or a payroll 
deduction — to obtain 85 percent of the average rate on five year Treasury securities if the bond is 
held for five or more years. Moreover, taxes will continue to be deferred at the holder's option until 
the bond is cashed-in, and not as interest is earned. 
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The proposal is expected to reverse the flow out of savings bonds that has occurred in recent years, 
when savings bond interest rates have been substantially below market interest rates. This reverse will 
reduce interest costs in the 1982-1986 period because Treasury borrowing through more costly 
marketable securities will be reduced. 

174 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year 1983


