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THE WHITE HOUSE

WASHINGTON
February 18, 1981
TO THE CONGRESS OF THE UNITED STATES:

It is with pleasure that I take the opportunity this
evening to make my first major address to the Congress. The
address briefly describes the comprehensive package that I
am proposing in order to achieve a full and vigorous recovery
{or our economy. The key elements of that package are four

n number:

- A budget reform plan to cut the rate of growth in
Federal spending;

- A series of proposals to reduce personal income
tax rates by 10 percent a year over three years
and to create jobs by accelerating depreciation
for business investment in plant and equipment;

- A far-reaching program of regulatory relief;

- And, in cooperation with the Federal Reserve Board,
a new commitment to a monetary policy that will
restore a stable currency and healthy financial
markets.

Taken together, I believe these proposals will put the
Nation on a fundamentally different course -- a course leading
to less inflation, more growth, and a brighter future for all
of our citizens.

To aid the Congress in acting promptly on these proposals,
I am today forwarding the attached documents which describe
the program in greater detail than I can in my address to
you. Specifically, you will find the following documents
in this package:

(1) An economic report -- issued as a White House
paper -- that outlines all four of the elements in my
program and sets forth the background to those elements.

(2) A lengthy report on my initial budget cut proposals
that has been prepared by the Office of Management and Budget.
It should be noted that this report will be followed by a
complete budget submission to the Congress, addressing fiscal
years 81 and 82. That report will be sent to you on
March 10th.
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(3) A report on my proposals for tax reduction issued
by the Department of the Treasury.

It is my hope that this combination of transmittals will
allow the Congress to proceed in accordance with timetables
established in the Congressional Budget Act and will permit
rapid consideration of this entire program.

My Cabinet and other members of my Administration have
worked intensively and cooperatively with me in developing
this program for economic recovery. All of us are now eager
to work with the Congress as partners in an undertaking that
is vital to the future of the Nation.

RONALD REAGAN
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I. A Program for Economic Recovery

Today the Administration is proposing a national recovery plan to reverse the detilitating
combination of sustained inflation and economic distress which continues to face the American
economy. Were we to stay with existing policies, the results would be readily predictable: a rising
government presence in the economy, more inflation, stagnating productivity, and higher
unemployment. Indeed. there is reason to fear that if we remain on this course, our economy may
suffer even more calamitously.

The program we have developed will break that cycle of negative expectations. It will revitalize

economic growth, renew optimism and confidence, and rekindle the Nation’s entrepreneurial instincts
and creativity.

The benefits to the average American will be striking. Inflation — which is now at double digit
rates — will be cut in half by 1986. The American economy will produce 13 million new jobs by
1986, nearly 3 million more than if the status quo in government policy were to prevail. The
economy itself should break out of its anemic growth patterns to a much more robust growth trend of
4 10 5 percent a year. These positive results will be accomplished simultaneously with reducing tax
burdens, increasing private saving, and raising the living standard of the American family.

The plan is based on sound expenditure, tax, regulatory, and monetary policies. It seeks
properly functioning markets, free play of wages and prices, reduced government spending and
borrowing, a stable and reliable monetary framework, and reduced government barriers to risk-~taking
and enterprise. This agenda for the future recognizes that sensible policies which are consistenty
applied can release the strength of the private sector, improve economic growth, and reduce inflation.

We have forgotten some important lessons in America, High taxes are not the remedy for
inflation.  Excessively rapid monetary growth cannot lower interest rates. Well-intentioned
government regulations do not contribute to economic vitality. In fact, government spending has
become so extensive that it contributes to the economic problems it was designed to cure. More
government intervention in the economy cannot possibly be a solution to our economic problems.

We must remember a simple truth. The creativity and ambition of the American people are the
vital forces of economic growth. The motivation and incentive of our people — to supply new goods
and services and earn additional income for their families — are the most precious resources of our
Nation’s economy. The goal of this Administration is to nurture the strength and vitality of the
American people by reducing the burdensome, intrusive role of the Federal Government; by lowering
tax rates and cutting spending; and by providing incentives for individuals to work, to save, and to

invest. It is our basic belief that only by reducing the growth of government can we increase the
growth of the economy.

The U.S. economy faces no insurmountable barriers to sustained growth. It confronts no
permanently disabling tradeoffs between inflation and unemployment, between high interest rates and
high taxes, or between recession and hyperinflation. We can revive the incentives to work and save.
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We can restore the willingness to invest in the private capital required to achieve a steadily rising
standard of living. Most important, we can regain our faith in the future.

The plan consists of four parts: (1) a substantial reduction in the growth of Federal
expenditures; (2) a significant reduction in Federal tax rates; (3) prudent relief of Federal regulatory
burdens; and (4) a monetary policy on the part of the independent Federal Reserve System which is
consistent with those policies. These four complementary policies form an integrated and
comprehensive program.

It should be clear from the most cursory examination of the economic program of this
Administration that we have moved from merely talking about the economic difficulties facing the
American people to taking the strong action necessary to turn the economy around.

The leading edge of our program is the comprehensive reduction in the rapid growth of Federal
spending. As shown in detail below, our budget restraint is more than “"cosmetic” changes in the
estimates of Federal expenditures. But we have not adopted a simple-minded "meat ax" approach to
budget reductions. Rather, a careful set of guidelines has been used to identify lower-priority
programs in virtually every deparument and agency that can be eliminated, reduced, or postponed.

The second element of the program, which is equally important and urgent, is the reduction in
Federal personal income tax rates by 10 percent a year for 3 years in a row. Closely related to this is
an incentive to greater investment in production and job creation via faster tax write-offs of new
factories and production equipment.

The third key element of our economic expansion program is an ambitious reform of
regulations that will reduce the government-imposed barriers to investment, production, and
employment. We have suspended for 2 months the unprecedented flood of last-minute rulemaking
on the part of the previous Administration. We have eliminated the ineffective and counterproductive
wage and price standards of the Council on Wage and Price Stability, and we have taken other steps
to eliminate government interference in the marketplace.

The fourth aspect of this comprehensive economic program is a monetary policy to provide the
financial environment consistent with a steady return to sustained growth and price stability. During
the first week of this Administration its commitment to the historic independence of the Federal
Reserve System was underscored. It is clear, of course, that monetary and fiscal policy are closely
interrelated. Success in one area can be made more difficult — or can be reinforced — by the other.
Thus, a predictable and steady growth in the money supply at more modest levels than often
experienced in the past will be a vital contribution to the achievement of the economic goals
described in this Report. The planned reduction and subsequent elimination of Federal deficit
financing will help the Federal Reserve System perform its important role in achieving economic
growth and stability.

The ultimate importance of this program for sustained economic growth will arise not only from
the positive effects of the individual components, important as they are. Rather, it will be the
dramatic improvement in the underlying economic environment and outlook that will set a new and
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more positive direction to economic decisions throughout the economy. Protection against inflation
and high tax burdens will no longer be an overriding motivation. Once again economic choices —
involving working, saving, and investment — will be based primarily on the prospect for real rewards
for those productive activities which improve the true economic well-being of our citizens.
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II. The Twin Problems of High Inflation
and Stagnant Growth

The policies this Administration is putting forward for urgent consideration by the Congress are
based on the fact that this Nation now faces its most serious set of economic problems since the
1930s. Inflation has grown from 1 to 1-1/2 percent a year in the early 1960s to about 13 percent in
the past 2 years; not since World War I have we had 2 years of back-to—-back double digit inflation.
At the same time, the rate of economic growth has been slowing and the unemployment rate creeping
upward. Productivity growth — the most important single measure of our ability to improve our
standard of living — has been declining steadily for more than a decade. In the past 3 years our
productivity actually fell.

The most important cause of our economic problems has been the government itself. The
Federal Government, through tax, spending, regulatory, and monetary policies, has sacrificed
long-term growth and price stability for ephemeral short-term goals. In particular, excessive
government spending and overly accommodative monetary policies have combined to give us a
climate of continuing-inflation. That inflation itself has helped to sap our prospects for growth, In
addition, the growing weight of haphazard and inefficient regulation has weakened our productivity
growth. High marginal tax rates on business and individuals discourage work, innovation, and the
investment necessary to improve productivity and long-run growth. Finally, the resulting stagnant
growth contributes further to inflation in a vicious cycle that can only be broken with a plan that
attacks broadly on all fronts.

The Role of the Government in Causing Inflation

Surges of inflation are not unusual in history; there were price explosions after both World
Wars, as well as smaller outbursts in the 1920s and late 1930s. Therefore, in spite of the role played
by food and energy prices in recent inflationary outbursts, it is misleading to concentrate on these
transitory factors as fundamental causes of the inflationary bias in the American économy. Even
when prices in these markets have been stable, inflation has continued with little relief.

What is unusual about our recent history is the persistence of inflation. QOutbursts of high
inflation in the last 15 years have not been followed by the customary price stability, but rather by
long periods of continued high inflation.  This persistence of inflation has crucially affected the way
our economy works. People now believe inflation is "here to stay”; they plan accordingly, thereby
giving further momentum to inflation. Since there are important long-term relationships between
suppliers and customers and between workers and management, long-term contracts, sometimes
unwritten, are often based on the view that inflation will persist. This robs the economy of flexibility
which might otherwise contribute to reducing inflation.

The Federal Government has greatly contributed to the persisience of high inflation. Overly
stimulative fiscal and monetary policies, on average, have financed excessive spending and thus
pushed prices upward. Since government accommodation is widely expected to continue, inflation has
become embedded in the economy.
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When inflationary outbursts occur, policymakers all ioo often have made a quick turn toward
restraint. Such turnabouts, however, have been short-lived and their temporary nature has increasingly
been anticipated by savers, investors, and workers. Subsequent declines in employment and growth
inevitably call forth simulative policies before inflation can be brought under control. Such
"stop—and-go™ policies have only resulted in higher unemployment and lower real growth.

Finally, but equally important, government policies have increased inflation by reducing the
potential of our economy to grow — directly through the increasing burdens of taxes and regulations,
and indirectly through inflation itself. The result is a vicious circle. Its force can be measured by the

statistics of our productivity slowdown, but it is seen more dramatically in the anxiety and concern of
our people.

Government Contributes to the Productivity Slowdown

Productivity, popularly measured as output per worker-hour, is an indicator of the efficiency of
the economy and consequently of our ability to maintain the rate of improvement in our standard of

living. Over the past 15 years, the rate of productivity improvement has slowed, and now virtually
halted.

Government policies have been a major contributor to the slowdown but they can be an even
more important contributor to the cure. The weight of regulation and the discouragement that results
from high marginal tax burdens are key factors, but inflation itseif also plays an important role.
Reduced capital formation is the most important and visible, but not the only, channel by which this
occurs.

Rates of Growth in the Capital-Labor Ratio, Productivity,
and Real Net Capital Stock

Percent Annual Rate

6 3 1948-68

BIX3 1968-73

. 1973-79

: 2.8
2P —
0.8
0
Capital-Labor Ratia Productivity Net Capital Stock

Note: Capital-labor ratio 1s real net capital stock (gross stock less replacement
requirements and poliution abatement expenditwes) in the grivate business
sector divided by employment.

Productivity is output per howr of all persons in the private businass sector.

Source: Departments of Commerce and Labor and Council of Economic Advisers.
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By increasing uncertainty about the future, inflation discourages investors from undertaking
projects that they would have considered profitable but which, with today’s inflationary environment,
they consider too risky. Inflation also diverts funds from productive investments into hedging and
speculation.

Although recent statistics show that the share of our economy’s production devoted to
investment is high by historic standards, the magnitude is illusory — an illusion fostered by inflation.
Accelerating prices, and the high interest rates and shifting economic policy associated with them,
have contributed to an unwillingness to make long-lived investments. As a result, our stock of
productive plant and equipment depreciates faster, so that more investment is needed simply to stand
still.

The regulatory requirements imposed by the government have likewise served to discourage
investment by causing uncertainty in business decisionmaking. In addition, investments to meet
regulatory requirements have diverted capital from expanding productive capacity. Some estimates
have put regulation-related investment at more than 10 percent of the total level of business
investment in recent years. The expanding intrusiveness of the government into the private sector also
inhibits innovation and limits the ability of entrepreneurs to produce in the most efficient way.

Inflation, Growth, and the Tax System

The role of the tax system in reducing our past growth, and its potential for improving the
prospects for future growth, deserve special attention. By reducing the incentives for investment and
innovation, both by individuals and by businesses, the tax system has been a key cause of our
stagnation. Restoring the proper incentives will make a major contribution to the long-run vitality of
our economy.

The progressivity of the personal income tax system levies rising tax rates on additions to
income that merely keep pace with inflation. Households therefore find that even if their gross
incomes rise with inflation, their after-tax real income declines. Some households respond to these
higher marginal tax burdens by reducing their work effort. "Bracket creep” also encourages taxpayers
to seek out "tax shelters,” sources of income that offer higher after-tax returns but not necessarily
higher -before-tax returns than more productive squrces, again contributing to economic inefficiency.
In the last twwo decades the Congress has reduced personal income taxes seven times. Nevertheless,
average effective tax rates are now about 30 percent higher than their mid-1960’s low. (See Chart.)
Marginal tax rates-have climbed in tandem with average rates.
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Income Tax Rates
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Due to inflation, the rate of return on corporate assets, afier tax, and the level of corporate
earnings have been seriously eroded over the past decade and a half. That was a major factor stunting
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capital spending from what it otherwise would have been. The tax treatment of depreciation has
been an important contributor to this lowering of returns. We now allow write-offs at the cost of
purchase, rather than at more realistic prices. This creates phantom profits upon which taxes are paid.

Finally, unless the Congress takes frequent actions to offset the revenue-generating effect of
inflation on the progressive personal tax system, the Congress has available for spending unlegislated
increases in funds. Inflation in tandem with the tax system thereby impairs the fiscal discipline of the
budget process and facilitates higher levels of government spending than would result if the Congress
were forced to vote on each tax increase. This offers further encouragement to inflation.

The Economy as a Whole has Suffered

Because past policies have not reduced unemployment, even as they have encouraged rising
inflation — the economy as a whole has suffered. Over the past two decades, we have seen the
"misery index” — the sum of the inflaton and unemployment rates — more than double, rising from
7.3 in 1960 10 17.2 in 1980. While unemployment rates have fluctuated over the business cycle, there
has been no long-run tradeoff between unemployment and inflation. The upward movements in
inflation -have not brought us falling unemployment rates, nor has high unemployment brought lower
inflation,

Misery Index
(Unemployment Rate Plus Inflation)

Percent
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Thus, trends of the past are clearly disturbing in that they have sapped our Nation’s economic

vitality. Of greater significance, however, is the danger we face if the policies of the 1970s are
continued.

For the first ime in American history financial markets reflect the belief that inflation will not
retreat significandy from current high levels. The Nation’s economy and financial system are on a
dangerous course — one which, if not reversed, would lead to a prolonged stagnation of economic
growth and employment, ever higher inflation and interest rates, and potentially a financial crisis.
The solution to this growing economic threat calls for bold actions designed to reduce — dramatically
and sharply — inflationary expectations. These policies must restore fiscal integrity; increase
incentives for saving, investment, and production; attain monetary and financial stability; and enhance
the role of the marketplace as the principal force in the allocation of resources.
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ITI. Slowing the Growth of Government Spending

The uncontrolled growth of government spending has been a primary cause of the sustained
high rate of inflation experienced by the American economy. Perhaps of greater importance, the
continued and apparently inexorable expansion of government has contributed to the widespread
expectation of persisting — and possibly higher — rates of inflation in the future.

Thus, a central goal of the economic program is to reduce the rate at which government
spending increases. In view of the seriousness of the inflationary pressures facing us, the proposed
reductions in the Federal budget for the coming fiscal year are the largest ever proposed.

Despite the tendency to refer to "cutting” the budget, it is clear that an expanding population, a
growing economy, and a difficult international environment all lead to the need for year-to-year rises
in the level of government spending. Thus, the badly needed effort to "cut" the budget really refers
to reductions in the amount of increase in spending requested from one year to the next.

The magnitude of the fiscal problem facing the United States can be seen when we realize that,
despite the $49.1 billion of savings including $5.7 billion in off-budget outays that is being
recommended for fiscal 1982, the total amount of Federal outlays for the year is likely to be $41
billion higher than the current year. (A separate document is being issued by the Office of
Management and Budget that outlines the major spending reductions in considerable detail.)

It is essential to stress the fundamental principles that guided the development of that program.

First, and most importantly, all members of our society except the truly needy will be asked to
contribute to the program for spending control.

Second, we will strengthen our national defense.

Finally, these fundamental principles led to nine specific guidelines that were applied in
reducing the budget:

e Preserve "the social safety net."

e Revise entitlements to eliminaté unintended benefits.

o Reduce subsidies to middle- and upper-income groups.

e Impose fiscal restraint on other national interest programs.

e Recover costs that can be clearly allocated to users.

e Stretch—out and retarget public sector capital investment programs.
- Reduce overhead and personnel costs of the Federal Government.
o Apply sound economic criteria to subsidy programs.

e Consolidate categorical grant programs into block grants.

10
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The application of these guidelines has required great care, judgment, and sensitivity. However,
we are putting forward over 80 proposals that will carry out these guidelines and affect virtually every
segment of our economy except the truly needy. The Administration’s insistence on this fundamental
principle has meant that programs benefiting millions of truly needy beneficiaries have not been
affected by the spending control effort. These programs include social insurance benefits for the

elderly, basic unemployment benefits, cash benefits for the chronically poor, and society’s obligations
10 veterans.

The selection of specific reductions has been a difficult task involving the entire Administration
as well as much consultation with representatives of business, labor, agriculture, minority groups, and
State and local governments.

The spending reduction plan will shift Federal budget priorities so that Federal resources are
spent for purposes that are truly the responsibility of the national government. As the table below
indicates, our budget plans reflect the increased importance attached to national defense, maintain the
Federal Government’s support for the truly needy, and fulfill our responsibilities for interest payments
on the national debt. The spending reductions will restrain Federal involvement in areas that are
properly left to State and local governments or to the private sector.

SHIFT IN BUDGET PRIORITIES
1962 1981 1984
Dollar Amounts (in billions )
DOD - Military 46.8 157.9 2498
Safety net programs 262 239.3 313.0
Net interest 6.9 64.3 66.8
All other 269 1932 142.0
Total 106.8 654.7 771.6
QOutlay Shares (percent)
DOD - Military 43.8 24.1 324
Safety net programs 245 36.6 40.6
Net interest 64 9.3 3.6
All other 252 295 184
Total 100.0 100.0 100.0

Carrying out this program of budget restraint will also halt and begin to reverse the tendency of
government to take an ever-larger share of our economic resources. From a high of 23 percent of the
gross national product (GNP) in fiscal 1981, Federal outlays are now scheduled to decline to 21.8
percent in fiscal 1982 and to reach approximately 19 percent beginning in 1984,

THE FEDERAL BUDGET AND GNP

Fiscal Year Outlays as Percent
of GNP
1981 23.0
1982 21.3
1983 204
1984 19.3
1985 19.2
1986 190
11
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In conjunction with the tax program that is being proposed, the present excessively high deficit
in the budget will be reduced and, in a few years, eliminated. Because of the legacy of fiscal
commitments that were inherited by this Administration, balancing the budget will require tough
action over several years.

From a deficit of $59.6 billion in 1980 — and of a similar deficit this year if past policies had
continued — Federal expenditures are now estimated to exceed revenues by $45.0 billion in 1982, and
$23.0 billion in 1983. By fiscal 1984 — under the policy recommendations presented in this document
— the Federal budget should be in balance. And that will not be a one-time occurrence. As shown
in the table below, the Federal budget will actually generate a surplus in 1985 and 1986, for the first
time since 1969.

Federal Revenues and Outlays

Fiscal Deficit () or
Year Revenues  Qutlays Surplus (+)
(in billions of dollars)

1981 600.2 654.7 -54.5

1982 650.5 695.5 -45.0

1983 710.1 733.1 =230

1984 7721 771.6 +05

1985 851.0 844.0 +70

1986 942.1 9121 +30.0

The Federal Budget and the Economy

The rewards that the economy will reap with enactment of the spending control plan are many
and substantial. In the past, excessive deficit spending has been a major contributor to the initiation
and persistence of inflaion. Not only have Federal budget deficits at times of expanding private
sector activity fueled inflationary pressures, but government’s tendency to stop fighting inflation with
the first signs of a slackening economy has persuaded firms and workers that they need not fear
pricing themselves out of business with inflationary wage and price increases. With the plans for
controlling government spending, the Federal budget will become a weapon against inflation, rather
than one of its major causes.

During the decade of the 1970s, the Federal budget was in deficit every year. In 1970 the
deficit was a relatively modest $2.8 billion; in 1980 it was nearly $60 billion. Outlays soared by
almost 200 percent. When this Administration began, the prospect was for a continuation of these
alarming trends.

12
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Fiscal Receipts Outlays Deficit (-)

Year (in billions of dollars)
1970 193.7 196.6 -28
1971 188.4 2114 -23.0
1972 208.6 2320 234
1973 232.2 247.1 -14.8
1974 264.9 269.6 4.7
1975 281.0 326.2 —45.2
1976 300.0 366.4 —66.4
1977 357.8 402.7 449
1978 402.0 450.8 —48.8
1979 465.9 4936 =27.7
1980 520.0 579.6 -59.6

Many of the program reductions that are being proposed will contribute to a more efficient use
of resources in the economy and thereby higher levels of production and income. No longer will the
average American taxpayer be asked to contribute to programs that further narrow private interests
rather than the general public interest. In many cases, such services are more appropriately paid for
with user charges. By consolidating a variety of categorical grant programs into a few block grant
programs, the resources spent will provide greater benefits because the levels of government closer to
the people can better recognize their needs than can Washington. And by reducing Federal deficits
and off-budget Federal financing we will ensure that Federal borrowing requirements do not crowd
more productive private activities out of the market.

The budget that is being proposed will restore the Federal Government to its proper role in
American society. It will contribute to the health of the economy, the strength of our military, and
the protection of the less fortunate members of society who need the compassion of the government
for their support. Many special interests who had found it easier to look to the Federal Government
for support than 1o the competitive market will be disappointed by this budget, but the average
worker and businessman, the backbone of our Nation, will find that their interests are better served.

13
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IV. Reducing Tax Burdens

An integral part of the comprehensive economic program is a set of tax proposals to improve
the after-tax, after-inflation rewards to work, saving, and investment. Inflation inevitably increases
the burden of taxes on individuals by pushing them into higher and higher marginal rates. In
businesses, inflation makes the purchase of new equipment progressively more difficult by reducing
the amount of cash flow available for capital investment. The tax package addresses both of these
problems.

Tax Relief for Individuals

Any increase in nominal income moves taxpavers into higher tax brackets, whether the increase
is real or merely an adjustment for higher costs of living. As a consequence, taxes rise faster than
inflation, raising average tax rates and tax burdens. In fact, every 10 percent increase in income —
real or nominal — produces about a 15 percent increase in Federal personal income tax receipts. An
average family requiring a $1,500 cost-of-living increase to maintain its standard of living must have
$1,900 in wage increases to keep even after taxes.

Individual tax liabilities rose from 9.2 percent of personal income in 1965 to 11.6 percent last
year. The average tax burden would have risen far more had not much of the inflation-related tax
increases been offset by periodic tax cuts. Marginal tax rates, however, have been allowed to rise
sharply for most taxpayers. In 1965, 6 percent of all taxpayers faced marginal rates of 25 percent or
more. Today nearly one of every three taxpayers is in at least the 25 percent bracket.

As taxpayers move into higher brackets, incentives to work, save, and invest are reduced since
each addition to income yields less after taxes than before. In the late 1960s and the early 1970s,
Americans saved between 7 to 9 percent of personal disposable income. In 1979 and 1980, the saving
rate was between 5 to 6 percent. The combination of inflation and higher marginal tax rates is
undoubtedly a major factor in the lower personal saving rate. ’

To correct these problems and to improve the after-tax return from work and from saving, the
President is asking the Congress to reduce the marginal tax rates for individuals across the board by
10 percent per year for the next 3 years starting July 1, 1981. This would reduce rates in stages from
a range of 14 to 70 percent to a range of 10 to 50 percent effective January 1, 1984. These rate
reductions will contribute materially above those which would be attained under present laws. At
these higher income levels, the reductions in Federal tax revenues, compared with those which would
be obtained under present law, are $6.4 billion in fiscal 1981, $44.2 billion in fiscal 1982, and rise t0
$162.4 billion in fiscal 1986.

The effect of these tax cuts on a 4-person family whose 1980 income is $25,000 would be a
$153 tax reduction this year, and a $809 tax reduction for 1984, assuming no increase in income. If
the family's nominal earnings rise to $30,300 in 1984, their tax reduction would be $1,112 in that year.
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The Administration’s proposals will bring down average individual tax receipts to 10.8 percent
of personal income in 1984, still 1.6 percentage points above where it was in 1965. Without these
marginal tax rate cuts, however, individual taxes would rise to 14.7 percent of personal income by
1984. Failure to enact these proposals is thus tantamount to imposing a tax increase on the average
American taxpayer.

Tax Incentives for Investment

Since the late 1960s the rate of net capital formation (excluding spending mandated to meet
environmental standards) has fallen substantially. For the 5 years ending in 1979, increases in real net
business fixed capital averaged just over 2 percent of the Nation’s real net national product, or
one-half the rate for the latter part of the 1960s.

One of the major tasks facing the U.S. economy in the 1980s is to reverse these trends and to
promote more capital investment. To combat the decline in productivity growth, to hasten the
replacement of energy-inefficient machines and equipment, to comply with government mandates that
do not enhance production, we must increase the share of our Nation's resources going to investment.
Both improvements in productivity and increases in productive jobs will come from expanded
investment.

Inflation and an outdated capital equipment depreciation system have combined to lower the
after-tax real rate of return on capital investments by business. High inflation causes a large
discrepancy between the historic and the current replacement costs of physical assets of business.
Thus, corporate financial records, utilizing historic costs and current dollar sales figures, significantly
overstate nominal profits and understate true economic costs.

In 1980 alone, the replacement cost of inventories exceeded by over $43 billion the cost of the
inventories claimed for tax purposes. Depreciation charges based on historical cost fell short of the
replacement cost of capital assets consumed by another $17 billion. These arose from a failure to
record inventory and capital assets at their true replacement cost.

On an inflation adjusted basis, many firms are now paying out more than their real income in
the form of taxes and dividends. The result is that real investment in equipment, maintenance,
modemization, and new technology is falling further behind the needs of our economy. Clearly,
present incentives for business capital formation are inadequate.

As a consequence, the President is asking the Congress to provide for an accelerated cost

recovery system for machinery and equipment and certain structures according to the following
classes:

e  Ten years on an accelerated write—off schedule for long-lived public utility property (with
a 10 percent investment credit) and factories, stores, and warehouses used by their owners
(no investment credit, consistent with present law).
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e  Five years on an accelerated write—off schedule (plus 10 percent investment credit) for all
other machinery and equipment except long-lived utility property.

e  Three years on an accelerated write~off schedule (plus 6 percent investment credit) for
autos and light trucks and capital costs for research and development.

In addition, audit-proof recovery periods would be established for other depreciable real estate:

e  Fifteen years straight line (and no investment credit) for other nonresidential buildings and
low-income housing,

o  FEighteen years straight line (and no investment credit) for other rental residential
structures.

A S-year phase-in of the accelerated recovery rates for the 5-year and 10-year classes is
proposed, but the effective date would be January 1, 1981, so that no pending investment plans are
deferred in anticipation of the new system. These tax changes will make important contributions to0
raising economic activity above the levels of which would be attained under present laws. At this
higher income, Federal tax revenues would be less than those which would be obtained under present
law, by $2.5 billion in fiscal 1981, $9.7 billion in fiscal 1982, and $59.3 billion in fiscal 1986.

DIRECT REVENUE EFFECTS OF PROPOSED TAX REDUCTIONS
(in billions of dollars)

(Fiscal Years)
1981 1982 1983 1984 1985 1986

Individual
30 Percent Phased Rate
Reduction 6.4 ~442 -81.4 -118.1 -141.5 -162.4

Business
Accelerated Cost
Recovery System
After Interaction

with Individual Tax -2.5 -9.7 -18.6 -30.0 442 -59.3

TOTAL -8.8 =539 -100.0 -148]1 -1857  -221.7

These changes will simplify accounting procedures and raise after-tax profits of businesses. For
example, a manufacturer of glass products that buys new machinery for $100,000 in 1982 will, as a

result of these new cost recovery allowances, reduce its tax liability by $1,798 in that year, $2,517 in
1983, and additional amounts in later years.
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The basic differences between the present accelerated depreciation law and proposed accelerated
capital cost recovery system are shown in the following chart:

PRESENT LAW DEPRECIATION AND ACCELERATED COST RECOVERY SYSTEM
Comparison of Major Features

ITEM
General Applicability
Recovery periods:

Tangible personal
property

Real Estate

Recovery method:
Tangible personal
property

Real Estate

Recapture provisions:
Tangible personal
property

Real Estate

Asset accounting:
General
First year

Investment tax credit

Carryovers

Timing of eligibility
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PRESENT LAW DEPRECIATION

Option of "facts and circumstances”
or guidelines (ADR).

Guidelines allow 2-1/2 to 50 years
depending on asset type or activity,
with optional 20 percent variance for
each.

Determined by facts and
circumstances or by guidelines
ranging from 25 to 60 years
depending on the type of building.

Straight line; or for new property,
taxpayer may elect declining balance
up to 200 percent, or sum~of-years
digits.

Same for new residential; up to 150
percent declining balance for new,
nonresidential; up to 125 percent
declining balance for used
residential; straight line for used
nonresidential.

Ordinary income recapture up to
prior allowances (section 1245).

Ordinary income recapture up to
excess over straight line (section
1250).

Vintage accounting.

Ratably, or choice of conventions.

3-1/3 percent for machinery and
equipment written—off or held for
3-5 years, 6~2/3 percent for 5-7
years, 10 percent if longer.

Choice of 20 percent shorter or
longer lives; straight line or
accelerated methods, where allowed.
Deductions may add to net operating
loss which can be carried over 7
years.

When placed in service.
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ACCELERATED COST RECOVERY SYSTEM
Mandatory.

3 years (autos, light trucks, and
machinery and equipment used for
research and development), 5 years
(most machinery and equipment), or
10 years (long-lived public utility
property).

10 years for owner—occupied
factories, stores, and warehouses; 15
years for other nonresidential and for
low-income housing; 18 years for
other residential.

Accelerated write—off built into
tables.

Same for 10~year property. Straight
line for other.

Ordinary income recapture up to
prior allowances (section 1245).

Same for 10-year real property. No
recapture for others.

Vintage accounting.

Half-year convention built into
tables.

6 percent for 3-year class and 10
percent for 5-year and 10-year

eligible property.

Extends net operating loss and
investnent credit carryover period
from 7 to 10 years.

When placed in service, or for
property with at least a 2 year
construction period, as acquired.



V. Providing Regulatory Relief

The rapid growth in Federal regulation has retarded economic growth and contributed to
inflationary pressures. While there is widespread agreement on the legitimate role of government in
protecting the environment, promoting health and safety, safeguarding workers and consumers, and
guaranteeing equal opportunity, there is also growing realization that excessive regulation is a very
significant factor in our current economic difficulties.

The costs of regulation arise in several ways. First, there are the outlays for the Federal
bureaucracy which administers and enforces the regulations. Second, there are the costs to business,
nonprofit institutions, and State and local governments of complying with regulations. Finally, there
are the longer run and indirect effects of regulation on economic growth and productivity.

The most readily identifiable of the costs are the administrative outlays of the regulatory
agencies, since they appear in the Federal budget. These costs are passed on to individuals and
businesses directly in the form of higher Federal taxes. Much larger than the administrative expenses
are the costs of compliance, which add $100 billion per year to the costs of the goods and services we
buy. The most important effects of regulation, however, are the adverse impacts on economic growth.
These arise because regulations may discourage innovative research and development, reduce
investment in new-plant and equipment, raise unemployment by increasing labor costs, and reduce
competition. Taken together, these longer run effects contribute significantly to our current economic
dilemma of high unemployment and inflation.

In many cases the costs of regulation can be substantially reduced without significantly affecting
worthwhile regulatory goals. Unnecessarily stringent rules, intrusive means of enforcement, extensive
reporting and recordkeeping requirements, and other regulatory excesses are all too common.

During this Administration’s first month in office, five major steps have been taken to address
the problem of excessive and inefficient regulation. Specifically, we have:

° Established a Task Force on Regulatory Relief chaired by Vice President George Bush,

) Abolished the Council on Wage and Price Stability’s ineffective program to control wage
and price increases,

. Postponed the effective dates of pending regulations until the end of March,
. Issued an Executive order to strengthen Presidential oversight of the regulatory process,
and
. Accelerated the decontrol of domestic oil.
18
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Presidential Task Force on Regulatory Relief

Previous efforts to manage the proliferation of Federal regulation failed to establish central
regulatory oversight at the highest level. On January 22, the President announced the creation of a
Task Force on Regulatory Relief to be chaired by the Vice President. The membership is to include
the Secretary of the Treasury, the Attorney General, the Secretary of Commerce, the Secretary of
Labor, the Director of the Office of Management and Budget, the Assistant to the President for Policy
Development, and the Chairman of the Council of Economic Advisers.

The Task Force'’s charter is to:

. Review major regulatory proposals by executive branch agencies, especially those that
appear to have major policy significance or involve overlapping jurisdiction among
agencies.

'Y Assess executive branch regulations already on the books, concentrating on those that

are particularly burdensome to the national economy or to key industrial sectors.

. Oversee the development of legislative proposals designed to balance and coordinate the
roles and objectives of regulatory agencies.

Termination of CWPS’s Wage-Price Standards Program

The Council on Wage and Price Stability (CWPS) was created in 1974, and like many

government agencies, rapidly grew in size and scope. But the CWPS program of wage-price
standards proved to be totally ineffective in halting the rising rate of inflation.

On January 29, the President rescinded the CWPS’s wage-price standards program. As a result,
taxpayers will save about $1.5 million, employment in the Executive Office of the President will

decline by about 135 people, and Federal requirements that businesses submrit voluminous reports will
end.

Postponing Pending Regulations

On January 29, the President also sent a memorandum to cabinet officers and the head of the
Environmental Protection Agency (EPA), requesting that, to the extent permitted by law, they
postpone the effective dates of those regulations that would have become effective before March 29
and that they refrain from issuing any new final regulations during this 60-day period.

This suspension of new regulations has three purposes: First, it allows the new Administration
to review the "midnight” regulations issued during the last days of the previous Administration to
assure that they are cost-effective. Second, the Administration’s appointees now can become familiar
with the details of the various programs for which they are responsible before the regulations become
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final. Lastly, the suspension allows time for the Administration, through the Presidential Task Force,
to develop improved procedures for management and oversight of the regulatory process.

The Executive Order on Federal Regulation

The President has signed a new Executive order designed to improve management of the
Federal regulatory process. It provides reassurance to the American people of the government’s
ability to control its regulatory activities. The Office of Management and Budget is charged with
administering the new order, subject to the overall direction of the Presidential Task Force on
Regulatory Relief,

The order emphasizes that regulatory decisions should be based on adequate information.
Actions should not be undertaken unless the potential benefits to society outweigh the potential costs,
and regulatory priorities should be set on the basis of net benefits to society. The order requires
agencies 1o determine the most cost-effective approach for meeting any given regulatory objective,
taking into account such factors as the economic condition of industry, the national economy, and
other prospective regulations.

As part of the development of any important regulation, the order also requires that each
agency prepare a Regulatory Impact Analysis to evaluate potential benefits and costs. The Task Force
will oversee this process; OMB will make comments on regulatory analyses, help determine which
new and existing regulations should be reviewed, and direct the publication of semiannual agendas of
the regulations that agencies plan to issue or review.

Decontrolling Domestic Qil Prices

The President has also ordered the immediate decontrol of domestic oil prices, instead of
waiting until October as originally scheduled. This has eliminated a large Federal bureaucracy which
administered a cumbersome and inefficient system of regulations that served to stifle domestic oil
production, increase our dependence on foreign oil, and discourage conservation.

Integrating the Goals of Regulatory Relief with Paperwork Reduction

Our program to reduce regulatory burdens will dovetail with the efforts under the Paperwork
Reduction Act of 1980. Lamentably, present regulations will require Americans to spend over 1.2
billion hours filling out government forms during 1981. This is equivalent to the annual labor input
for the entire steel industry.

The Congress responded to the need for consistent management of Federal paperwork and
regulatory issues by passing the Paperwork Reduction Act of 1980. The act creates an Office of
Information and Regulatory Affairs within OMB with the power to review Federal regulations that
contain a recordkeeping or reporting requirement and directs this agency to reduce the paperwork
burden by 15 percent. )
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Future Targets for Regulatory Review

The program of regulatory relief is just getting under way. Future regulatory reform efforts will
be directed not only at proposed regulations, but also at existing regulations and regulatory statutes
that are particularly burdensome. This process has already begun: in the first month of the
Administration several cabinet departments and agencies—on their own initiative and in coordination
with the Task Force—have taken action on particularly controversial rules. For example, rules
mandating extensive bilingual education programs, passive restraints in large cars, the labeling of
chemicals in the workplace, controls on garbage truck noise, and increased overtime payments for
executives have been withdrawn or postponed. The actions taken already are expected to save the
American public and industry almost 31 billion annually. The Administration will be reviewing a host
of other regulations in the near future.

Legislative Changes

Not all of our regulatory problems can be resolved satisfactorily through more effective
regulatory management and decisionmaking. Exisring regulatory statutes too often preclude effective
regulatory decisions. Many of the statutes are conflicting, overlapping, or inconsistent. Some force
agencies to promulgate regulations while giving them little discretion to take into account changing
conditions or new information. Other statutes give agencies extremely broad discretion, which they
have sometimes exercised unwisely.

The Administration will examine all legislation that serves as the foundation for major
regulatory programs. This omnibus review, spearheaded by the Presidential Task Force on Regulatory
Relief, will result in recommendations to reform these statutes. The Task Force will initially

concentrate its efforts on those laws scheduled for Congressional oversight or reauthorization, such as
the Clean Air Act.
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V1. Controlling Money and Credit

Monetary policy is the responsibility of the Federal Reserve System, an independent agency
within the structure of the government. The Administration will do nothing to undermine that
independence. At the same time, the success in reducing inflation, increasing real income, and
reducing unemployment will depend on effective interaction of monetary policy with other aspects of
economic policy.

To achieve the goals of the Administration’s economic program, consistent monetary policy
must be applied. Thus, it is expected that the rate of money and credit growth will be brought down
to levels consistent with noninflationary expansion of the economy.

If monetary policy is too expansive, then inflation during the years ahead will continue to
accelerate and the Administration’s economic program will be undermined. Inflationary psychology
will intensify. Wages, prices, and interest rates will reflect the belief that inflation ~ and the
destructive effects of inflation — will continue,

By contrast. if monetary policy is unduly restrictive, a different set of problems arises,
unnecessarily aggravating recession and unemployment At times in the past, abruptly restrictive
policies have prompted excessive reactions toward short-term monerary ‘ease. As a result, frequent
policy changes can send confusing signals, and the additional uncertainty undermines long-term
investment decisions and economic growth.

With money and credit growth undergoing steady, gradual reduction over a period of years, it
will be possible to reduce inflation substantially and permanently. In this regard, the Administration
supports the announced objective of the Federal Reserve to continue to seek gradual reduction in the
growth of money and credit aggregates during the vears ahead. Looking back, it seems clear that if a

policy of this kind had been successfully followed in the past, inflation today would be substantially
lower and would not appear to be so intractable.

Until recently, the Federal Reserve had attempted to control money growth by setting targets
for interest rates, particularly the rate on Federal funds, Experience here and abroad has shown
repeatedly that this interest rate management approach is not sufficient to achieve reliable control.
Mistakes in predicting movements in economic activity or tendencies on the part of policymakers to
avoid large interest rate fluctuations can lead to undesirable gyrations in the rate of money growth.

Under new procedures the Federal Reserve adopted in October 1979, the Federal Reserve sets
targets for growth of reserves considered to be consistent with the desired expansion in the monetary
aggregates. Interest rates are allowed to vary over a much wider range in response to changes in the
de:pand for money and credit. A number of factors — such as the introduction of credit controls and
their subsequent removal and frequent shifts in announced fiscal policies — have contributed to
pronounced fluctuations in interest rates and monetary growth over the past year. At the same time
we need to learn from the experience with the new techniques and seek further .improvements Th;
Federal Reserve has undertaken a study of last year’s experience. We look forward to the resul'ts and
encourage them to make the changes that appear warranted.,
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In that connection, success in meeting the targets that the Federal Reserve has set will itself
increase confidence in the results of policy. Otherwise, observers are likely to pay excessive attention
to short-run changes in money growth and revise anticipations upward or downward unnecessarily.
Without confidence in the long-term direction of policy, such short-run changes may lead to
unwarranted but disturbing gyrations in credit, interest rates, commodity prices. and other sensitive
indicators of inflation and economic growth.

Better monetary control is not consistent with the management of interest rates in the short run.
But, with monetary policy focusing on long-term objectives, the resultant restraint on money and

credit growth would interact with the tax and expenditure proposals to lower inflation as well as
interest rates,

The Administration will confer regularly with the Federal Reserve Board on all aspects of our
econormic program. The policies that are proposed in the program will help to advance the efforts of
the independent Federal Reserve System. In particular, the substantial reductions of the Federal
Government’s deficit financing and the achievement of a balanced budget in 1984 and the years that
follow should enable the Federal Reserve System to reduce dramatically the growth in the money
supply.

To that end, the economic scenario assumes that the growth rates of money and credit are
steadily reduced from the 1980 levels to one~half those levels by 1986.

With the Federal Reserve gradually but persistently reducing the growth of money, inflation
should decline at least as fast as anticipated. Moreover, if monetary growth rates are restrained, then
inflationary expectations will decline. And since interest rate movements are largely a mirror of price
expectations, reduction in one will produce reduction in the other.
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VII. A New Beginning for the Economy

This plan for national recovery represents a substantial break with past policy. The new policy
is based on the premise that the people who make up the economy — workers, managers, Savers,
investors, buvers, and sellers — do not need the government to make reasoned and intelligent
decisions about how best 10 organize and run their own lives. They continually adapt to best fit the
current environment. The most appropriate role for government economic policy is to provide a
stable and unfettered emvironment in which private individuals can confidently plan and make
appropriate decisions. The new recovery plan is designed to bring to all aspects of government policy
a greater sense of purpose and consistency.

Central to the new policy is the view that expectations play an important role in-determining
economic activity, inflation, and interest rates. Decisions to work, save, spend, and invest depend
crucially on expectations regarding future government policies. Establishing an environment which
ensures efficient and stable incentives for work, saving, and investment now and in the future is the
cornerstone of the recovery plan.

Personal tax reductions will allow people 10 keep more of what they earn, providing increased
incentives for work and saving. Business tax reductions will provide increased incentives for capital
expansion, resulting in increased productivity for workers. Spending reductions and elimination of
unneeded regulation will return control over resources to the private sector where incentives to

economize are strongest. Stable monetary policy, combined with expanding productive capacity, will
bring about a reduction of the inflation rate,

Inflation control is best achieved with a two-edged policy designed both to limit the rate of

increase in the money stock and to increase the productive capacity of the economy. Neither policy
can be expected to. achieve adequate results alone.

A stable monetary policy, gradually slowing growth rates of money and credit along a
preannounced and predictable path, will lead to reductions in inflation. At the same time, the effects
of supply-oriented tax and regulatory changes on work incentives, expansion and improvement of the

capital stock, and improved productivity will boost output and create a "buyers' market” for goods
and services.

As a result of the policies set forth here, our economy’s productive capacity is expected to grow
significantly faster than could be achieved with a continuation of past policies. Specifically, real
economic activity is projected to recover from the 198081 period of weakness and move to a 4 t0 5
percent annual growth path through 1986, as shown in the table below. Concurrendy, the general rate

of inflation is expected to decline steadily to less than § percent annually by 1986 from the current 10
percent plus rate.
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ECONOMIC ASSUMPTIONS

(CALENDAR YEARS)
1981 1982 1983 1984 1985 1986
Nominal Gross National
Product (billions; $2,920.0 $3,293.0 13,7000 $4,098.0 $4,500.0 $4,918.0
(Percent Change 1.1 12.8 124 10.8 9.8 9.3
Real Gross National
Product (billions,
1972 dollars) 1,497.0 1,560.0  1,638.0 1,711.0  1,783.0 1.858.0
(Percent Change) 11 4.2 50 45 42 42
Implicit Price
eflator 195.0 211.0 226.0 240.0 252.0 265.0
{(Percent Change) 9.9 8.3 7.0 6.0 54 49
Consumer Price Index *
1967=100 2740 297.0 315.0 333.0 348.0 363.0
(Percent Change) 11.1 8.3 6.2 5.5 47 42
Unemployment Rate
(Percent) 78 7.2 6.6 6.4 6.0 5.6

*CPI for urban wage earners and clerical workers (CPI-W).

In contrast to the inflationary demand-led booms of the 1970s, the miost significant growth of
economic activity will occur in the supply side of the economy. Not only will a steady expansion in
business fixed investment allow our economy to grow without fear of capacity-induced inflation
pressures, but it will also increase productivity and reduce the growth of production costs by
incorporating new and more high-efficient plants, machinery, and technology into our manufacturing
base. The result will be revitalized growth in the real incomes and standards of living of our citizens
and significantly reduced inflationary pressures. As our economy responds to a new era of economic
policy, unemployment will be significantly reduced.

The Administration’s plan for national recovery will take a large step toward improving the
international economic environment by repairing domestic conditions. Improving expectations and
slowing inflation will enhance the dollar as an international store of value and contribute to greater
stability in international financial markets. As interest rates come down and faster U.S. growth
contributes to rising world trade, economic expansion in other countries will also accelerate. This
Administration will work closely with the other major industrial countries to promote consistency in
economic objectives and policies so as to speed a return to noninflationary growth in the world
economy. Finally, rising U.S. productivity will enhance our ability 1o compete with other countries in
world markets, easing protectionist pressures at home and thus strengthening our ability to press other
countries to reduce their trade barriers and export subsidies.

The economic assumptions contained in this message may seem optimistic to some observers.
Indeed they do represent a dramatic departure from the trends of recent years — but so do the
proposed policies. In fact, if each portion of this comprehensive economic program is put in place —
quickly and completely — the economic environment could improve even more rapidly than
envisioned in these assumptions.
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But, if the program is accepted piecemeal — if only those aspects that are politically palatable
are adopted — then this economic policy will be no more than a repeat of what has been tried before.
And we already know the results of the stop-and-go policies of the past.

Indeed. if we as a Nation do not take the bold new policy initiatives proposed in this program,
we will face a continuation and a worsening of the trends that have developed in the last two decades.
We have a rare opportunity to reverse these trends: to stimulate growth, productivity, and
employment at the same time that we move toward the elimination of inflation.
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III. President’'s Budget Reform Plan
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INTRODUCTION

This budget reform plan is one of several essential parts of the

President's overall plan for economic recovery. Other elements
include:

~- a 3-year 30% reduction in all individual income tax
rates designed to restore incentives and promote renewed
economic growth:

-~ significant modification of depreciation schedules for
plant and equipment in order to promote investment, job
creation, and industrial revitalization:

-- a far-reaching regulatory reform program that will
alleviate excessive cost and compliance burdens and
remove unnecessary barriers to economic expansion; and

-- a new partnership designed to achieve a monetary policy
that will reduce excessive rates of money growth and
restore a stable currency and healthy financ¢ial markets.

These elements are discussed in more detail 1in +the materials
being released with this document.

The budget reform plan outlines a comprehensive, multi-year
program for ending the recent unsustainable upward spiral of
Federal spending and borrowing. It is an essential cornerstone
of the President's overall economic program. Its full
implementation 1is «crucial to achieving a sustained reduction in
inflation and interest rates, and to restoring financial
stability to the U.S. economy. Major features include:

-- A $41.4 billion reduction in 1982 outlays compared to
the current policy base, together with $2.0 billion in
user charges and §5.7 billion in off-budget outlay
reductions for a total of $49.1 billion in fiscal
savings.

-~ A dramatic downward shift in Federal spending growth

rates, bringing the 16% trend of the recent period to
about 7% over the next several fiscal years.

~- A steady reduction in the Federal deficit, resulting in

a balanced budget in 1984 and modest surpluses
thereafter.

-- The first comprehensive proposal in more than a decade
to overhaul the Nation's overgrown $350 billion
entitlements system. Proposed revisions of food stamps,
extended unemployment benefits, trade adjustment
assistance, .student loans, various secondary social
security benefits, medicaid, and other entitlement

-1-
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programs would save $9.4 billion in 1982, with savings
growing to $18.9 billion by 1986.

-- Substantial cutbacks or actual elimination .of
unessential or ineffective Federal programs including
CETA, Amtrak, energy research and development programs,
impact aid, and Federal support for the arts.

-- Proposed consolidation of nearly 100 narrow categorical
grant programs into a few flexible block grants for
State and local support of education, health and social
services. Savings by 1983 would exceed $4 billion.

-- Sharp reductions in Federal subsidies for synfuels
development, Export-Import Bank activities, and the
dairy industry, along with a substantial stretch-out of
funding for highways, airports, sewage treatment plants
and water projects.

-- Increased user fees for barge operators, airway system
users, and commercial and recreational vessels. '

As a result of these broadly based cutbacks in lower priority
Federal activities and sharply constrained overall spending
levels, internal budget priorities will shift dramatically. The
highest priority will be granted to necessary funding growth for
defense, social security benefits, including cost-of-living
protection, and other essential social safety net programs. As a
result, the defense share of Federal spending will rise from 24%
at present to 32% by 1984; social safety net spending will
increase from 37% to 41%; all other Federal programs will decline

from 29% of the budget to 18%, and debt service will also fall
somewhat.

HISTORICAL SETTING

The last 25 years have been characterized by unsustainable
increases in Federal spending. This upward momentum in program
growth has far exceeded the growth in our tax base. Tax
increases -- both legislated increases and automatic increases
that occur as income growth moves taxpayers into higher tax
brackets -- have been imposed to finance this program growth.
Even these tax increases, which have been a fundamental cause of
the economic stagnation that this country has experienced have
been insufficient to finance the large spending growth tﬁat has
occurred. As a result, this country  has experienced
unprecedented peacetime budget deficits in recent years and now
labors under nearly a trillion dollar national debt.

;:e sharp upward spiral in Federal spending is shown in Table 1.
ovzr iﬁzelazi qgro:th of Federal spending has accelerated sharply

uarter century and, in the absence of decisi nd
:niiicedented budget control actions, threatens to contin:: atO
c erate, Frgm 1955 to 1964, spending increased at an annual
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average rate of about 6%. This rate accelerated to about 10% in
the 1964-76 period and is estimated to be close to 12% for the
1976-81 period, or double the rate of 1955-64. In the most
recent period, spending is estimated to increase at a 16% annual
rate over 1979-81.

Table 1.--GROWTH IN FEDERAL SPENDING

1955-64 1976-81 1979-81

Annual Rate of Growth (Percent)

National defense.....cesvvvesees 2.9 11.9 17.0
Nondefense....ceeeeeesoecoansans 9.9 12.0 15.5
Total..eeeeevesoesonaonene 6.3 11.9 15.9

Average Outlay Share of GNP:
National defense.....ccveveeesae 9.4 5.3 5.3
Nondefense..ocveeeesescesennsnsa 9.3 16.8 17.0
Total..oreeeeeeonannessnas 18.7 22.1 22.3

As a share of gross national product (GNP), the nondefense sector
of the budget has increased dramatically since the pre-1964
period. During this period, many of the Great Society and newer
entitlement programs came into full bloom. This rapid growth in
nondefense spending occurred partly at the expense of sharp
reductions in the defense share of GNP and partly at the expense
of an increase in total Federal spending as a share of GNP.

It is also significant that while in the first period Federal
revenues averaged Jjust 18.0% of GNP, budget surpluses were
frequently achieved and net additions to the national debt
amounted to only $33 billion, or an average of about $3 billion
per year. During the 1976-81 period, the Federal tax share of
GNP increased sharply, yet net additions to the national debt
totaled $390 billion, or better than $60 billion per year.
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PRELIMINARY BUDGET OUTLOOK

resident's overall economic plan cannot_succged without a
zgztppreduction in the spending growth trend bu;lt 1nto. cur;ent
law and policy. As shown in Table 2, the policy base inherited
from the previous Administration entails annual spending growth

of 8.1% during the 1981-86 period. l/ Moreover, the cu;rent

policy base includes a substantial undegfunq;gg of nat}onal
defense. When allowance is made for funding improved readiness
and a steady buildup of conventional and strategic forces to
levels commensurate with present world conditions, total spending
growth rates would reach even more inflationary levgls: Outlays
would grow at double digit rates, hitting the one trillion dollar
spending mark by 1986.

The President has therefore determined that in order to restore
confidence in financial markets and achieve rapid and sustained
reduction in present double digit inflation and interest rates,
Federal spending growth must be held to 6% in 1982 with similar
restraint in future fiscal years.

To achieve this critical objective, Federal outlays must be held
to $696 billion in 1982, $733 billion in 1983 and to similarly
restrained levels in future years. These substantially reduced
rates of increase relative to the current policy base constitute
a sharp reversal of recent trends: rather than increasing faster
than the growth rate of nominal GNP and the Federal tax Dbase,
Federal spending would grow substantially slower -- an essential
pre-condition for ending inflation.

This document presents a preliminary estimate of the budget
savings measures required to achieve the President's spending
limitation goals. More refined estimates will be sent to the
Congress on March 10 when the present intensive Administration
review and revision of the 1982 budget is completed.

Nevertheless, Table 2 provides a clear indication of the
magnitude of <the unavoidable task ahead. To stay within the
proposed 1982 spending ceiling, current policy outlays, including
an additional §7.2 billion for defense, must be reduced by $41.4
billion or by 6%. To maintain future year ceilings will require
even larger reductions from the current policy base. These
savings reduction targets are now estimated at $80 billion in
1983 and slightly in excess of $100 billion by 1984.

Due to the hugg lead t@me built into the Federal budget process
between .spgnd%ng po}lcy changes and actual reductions in cash
outlays it is imperative that legislative and executive action

1/ The current policy base used in this document generally
reflects estimates of what budget amounts would be if no
changes were made to current program or service levels using
current economic assumptions. However, defense purchases

and foreign aid are included in th i ;
. . e base in the
the Carter administration's budget. amounts 1in
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Table 2.--BUDGET SAVINGS PLAN
(Outlays in billions of dollars)

1981 1982 1983 1984 1986 1986
Existing Budget Status:
Current policy base.....ceccvevnnn 657.8 729.7 792.1 849.0 911.4 972.8
Added defense funds 1/...... veseon 1.3 7.2 20.7 27.0 50.2 63.1
Current policy base with
adequate defense......coc000c000 659.1 736.9 812.8 876.0 961.6 1035.9
President's Budget Plan:
Proposed spending ceiling........ . 654.7 695.5 733.1 771.6 844.0 912.1
Budget savings target............ . 4.4 41.4 79.7 104 .4 117.6 123.8
A President's Budget Savings Proposals:
! Actions recommended now or to be
included in March revisions:
Budget outlay reductions....... 4.8 41 .4 58.5 73.7 86.6 95.8
Ooff-budget outlay reductions... (0.7) (5.7) (7.4) (9.2) (11.1) (13.1)
User charges (receipts)........ (===) (2.0) (2.6) (3.0) (3.5) (3.9)
Subtotal....ecieeevieercanans (5.5) (49.1) (68.5) (85.9) (101.2) (112.8)
Budget savings to be presented
subsequently.....cccvcceertceeanns —-— -—- 21.2 30.7 31.0 28.0

l/ These increased amounts do not include the savings for defense specified later in
this document. They represent an outside estimate of potentially necessary defense
increases after taking savings into account. These amounts will be fully reviewed and may
be revised for the March budget submission.
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commence immediately on the scores of entitlement, legislative
and appropriation measures that will be required to aghieve the
President's budget savings goals. Section II of this @ocument
itemizes 83 of the measures the President is now proposing for
early consideration by the Congress. When fully implemented,
these 1981-1982 measures would achieve the required $41.4 bililion
of savings in next year's budget. Implementing legislation in
the form of entitlement changes, block grant legislative
proposals and proposed appropriation rescissions, deferrals and
revised 1982 authority requests will be forwarded to Congress at
the earliest possible date.

In addition, the President has urgently instructed all agency
heads and other executive branch policy makers to develop further
proposals and plans for reducing overhead costs, programmatic
expenditures, and other savings in unessential government
spending. These additional savings measures will be presented in
the 1982 budget revisions during the second week in March and in
additional messages to the Congress in the weeks and months
ahead.

For these reasons, the estimates in this document are necessarily
preliminary. They are derived by repricing base figures
available in the January 1982 budget. More precise amounts will
be presented in the March revisions.

RECEIPTS WITH TAX REDUCTION PROGRAM

Tablg 3 demonstrates the currently estimated impact of the
President's tax reduction proposals on both Federal receipts and
on the tax.burden borne by workers and businesses. Under current
law, receipts would continue to exhibit the debilitating growth
rates of the recent past, rising at a 14% annual rate through
1?86. ‘ Moreover, the Federal tax share of GNP would hit an
historic high at 22.0% in 1982 and would continue to rise to over
24% by 1986. This contrasts markedly, with the average 18% tax
share of GNP during the high GNP growth period of the mid-1960's.

The Prgsidgnt's tax reduction program eliminates these
grospectlve increases and lowers overall Federal tax burdens to
r:X:i:d zggﬁo gompatlblg with vigorous private sector growth and
fenewed e reg;gt}ncentlves. Neverthe}ess, despite substantial
assured in the Aéggiiszggtigge ezgggg}ly falling inflation ral
receipts, including modest amounts fr;; tigegizggd%né' Federalee
giii?sals,_wou}d grow by nearly 10% annually. The expeitzzer$§42

on rise 1in Federal receipts over the 1981-86 period is more

than adequate to fund pla
future budget defieits. o0 outlay levels and to eliminate

1 Detai i i ‘
1/ ecozéiii economic assumptions are contained in the plan for
recovery and in the last section of this document.
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Table 3.--CURRENTIY ESTIMATED RECEIPTS
WITH PRESIDENT'S TAX REDUCTION PROGRAM AND USER FEE PROPOSALS
(dollar amounts in billions)

1981 1982 1983 1984 1985 1986
Current l§w receipts l/.............. 609.0 702.4 807.6 917.2 1033.2 1159.8
Individual income tax reduction...... -6.4 -44.2 -81.4 -118.1 -141.5 -162.4
Depreciation reform....... chaeeees “en -2.5 -9.7 -18.6 -30.0 ~44.2 -59.3
Proposed user charges..... s e ‘e A 2.0 2.6 3.0 3.5 3.9
Receipts with new tax policy......... 600.2 650.5 710.2 772.1 850.9 942.0

Share of GNP:
' Current law 1/...... ... iiiunnnnnn. 21.4 22.0 22.4 22.9 23.5 24.1
~ After tax reduction program....... 21.1 20.4 19.7 19.3 19.3 19.6

1/ Includes extension of highway trust fund taxes scheduled to expire September 30,
1984, and additional receipts needed to maintain the highway trust fund on an accrual
basis.
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CURRENTLY ESTIMATED BUDGET OUTLOOK
WITH PRESIDENT'S BUDGET SAVINGS AND TAX REDUCTION PROGRAMS

The official budget estimates reflecting the President's tax and
budget savings proposals will be forwarded to the Congress along
with the 1982 budget revisions on March 10. The table below,
however, provides a preliminary estimate of the renewed fiscal
balance that can be achieved if these measures are fully
implemented. Firm adherence to the proposed outlay ceilings will
steadily reduce Federal spending as a share of GNP. It would
also result in rapid reduction of the Federal deficit and the
achievement of balance by 1984, with modest surpluses thereafter.
Reduced Federal borrowing pressures on credit markets would, in
turn, facilitate a steady reduction in money supply growth and
re-inforce the anti-inflationary impact of sharply lower spending
growth rates.

NEW PRIORITIES

Achieving the President's budget savings target will require that
the indiscriminate proliferation of new Federal programs must
come to an end. The ever-widening reach of Federal economic and
soc1a} responsibilities must be reversed. Numerous poorly
conceived or unessential programs initiated during recent decades
must be eliminated or severely reduced.

In lieu of the fiscal sprawl and disarra i

‘ Y that characterizes the
Federgl'budget, the President's plan establishes two firm and
overriding priorities:

== sufficient budget resources to r i .
i ebuild the 's
inadequate defense capacities; and Nation

=- adequate funding of essential social safety net

programs, including cost-of-1jivi .
elderly. living protection for the

Beyond these dual and ur ent ioriti
agtivities and programs wi?l be gg;?:étlig'th
:;gezsread reduction. Ag is shown in fTable 5, the President's
allgcatigzzlngg plan will dramatically re~order internal budget
A reocat 24é s% 1984, the defgnsg share will rise from the
Still less than the defesse Brge’ shares of “thorPansion, but
To6o < 2 : o e 1950 nd
bugge: sha§OClgl safety net expenditures will also increzgeschir
€, demonstrating that the required defense buildup

will not be financed
programs. at the expense of vital income support

all other Federal
orough scrutiny and
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Table 4.--CURRENTLY ESTIMATED BUDGET OUTLOOK

WITH PRESIDENT'S BUDGET SAVINGS AND TAX REDUCTION PROGRAM

(dollar amounts in billions)

Target outlay ceilings......cceeveeneeen
Estimated receipts after tax reduction

Plan.. .. eteeeerennssacccncssnansenns
Target deficit (-) or surplus..
Share of GNP:

Qutlays..... ceases tacassecacresasosnse
Receipts..ceieerieteeeetosssnsoscsannsana

1981 1982 1983 1984 1985 1986
654.7 695.5 733.1 771.6 844.0 912.1
600.2 650.5 710.2 772.1 850.9 942.0
-54.5 -45.0 -22.9  +0.5  +6.9  +29.9

23.0 21.8 20.4 19.3 19.2 19.0

21.1 20.4 19.7 19.3 19.3 19.6

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



Table 5.--SHIFT IN BUDGET PRIORITIES UNDER PRESIDENT'S PLAN
(dollar amounts in billions)

1962 1981 1984

Department of Defense-Military...... ceean $46.8 $157.9 §249.8
Social safety net programs......eeseseecee 26.2 239.3 313.0
Net interest........ vesena ceenan ceeseerns 6.9 64.3 66.8
All other...... it eteireeresetstsasssaase 26.9 193.2 142.0
Total...eeveenocannnnes cereens e sen e 106.8 654.7 771.6

Qutlay Shares (Percent)

Department of Defense-Military........... 43.8 24.1 32.4
Social safety net programs...........o0.. 24.5 36.6 40.6
Net interest....... Ceseesa ceeeeea cresen e 6.4 9.8 8.6
All Other...eeieveensnnonocsnns Ceeeessena 25.2 29.5 18.4
Total. .o reenunnonococsensnsnsanans 100.0% 100.0% 100.0%

In response to sharply improved economic and financial
conditions, the debt service share will fall somewhat. As a
consequence, the share accounted for by all other programs,
ranging from subsidized energy projects, to categorical aids for

education, to subsidies for business and agriculture will shrink
dramatically.
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Shift in Budget Priorities.

(Percent Composition of Outlays)

All Other
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Net Interest

6% Safety Net

Safety Net Net Interest Programs
Programs 10% 37%
25%

| 1962 1981

Safety Net Programs
41%

1984
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BUDGET REFORM CRITERIA

The drastic fiscal retrenchment required by the President's
economic plan will be achieved through the imposition of a.set.of
Clear, consistent, and economically sound policy criteria.
Spending has achieved runaway momentum in recent years ?ecause
such criteria were largely absent in both the executive and
legislative branches. During this fiscal "open season,"” almost
no demand for Federal assistance from any sector of the economy,
region of the Nation, other unit of Government, or the non-profit
sector was considered invalid. As a conseguence, Federal
programs today are funding everything from windmills to luxury
hotels, empty passenger trains, sewer collector lines, municipal
payrolls, and a wide variety of educational and social services.

The initial round of budget savings detailed in this document
correspond to the new criteria that the President has established
for evaluating claims for Federal support. In the weeks and
months ahead, these criteria will be further applied vigorously
to all areas of the budget in an effort to achieve substantial
further expenditure savings.

These criteria are:
-- preservation of the social safety net;
-=- revise entitlements to eliminate unintended benefits;
-- reduce middle-upper income benefits:

-=- recover clearly allocable costs from users (increase in
governmental receipts):

-- apply sound criteria to economic subsidy programs;

-=- stretch out and retarget public sector capital
improvement programs;

-- impose fiscal restraint on other programs of national
interest:

-- consolidate categorical grant programs into  block
grants; and

-- reduce overhead and personnel costs of the Federal
government.

The discussion below outlines these budget reform criteria and
provides illustrations of program reductions resulting from their
application. Full details of proposed budget policy changes are
provided in the following sections.

-]l2-
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Preservation of the Social Safety Net

During the century's first great crisis of the American economy,
a new system of income security measures was erected in the
1930's to protect the elderly, unemployed, and poor from that

era's severe economic burdens. During the subsequent four
decades, these programs were maintained and improved, and became
the core of the Nation's permanent social safety net. These

essential commitments now transcend differences of ideology,
partisanship, and fiscal priorities.

Thus, as we seek to resolve the second great economic crisis of
this century, in part through severe budget reductions, the
President believes that the essential social safety net must be
maintained. Indeed, the President's budget reform plan is
animated by and must be understood in terms of its motivation to
preserve and maintain those social safety net programs that
represent the accrued permanent consensus of the American people
over the past five decades.

Not every program defended in the name of the disadvantaged can
or should be considered part of the essential social safety net.
But the President has determined that, at a minimum, the programs
described in Table 6 merit the highest priority. Only modest
revisions are proposed for these programs, with savings amounting
to one percent of 1982 outlay levels.

As the table indicates, the dollar commitment to these core
social safety net programs will be substantial over the next 5
years. Any significant retreat from proposed reductions
elsewhere in the budget will pose a threat to the Nation's fiscal
capacity to maintain the above commitments.

In addition to the core components of the social safety net, the
President has determined that certain other important programs
can now be maintained at present levels. Thus, the Head Start
program, serving 375,000 children at an annual cost of over $800
million; the summer youth employment program, providing summer
jobs to 800,000 to 900,000 low-income youths at an annual cost of
about $800 million; and subsidized school nutrition programs for
low-income children and programs to provide meals for the
elderly, with an annual cost of $2.1 billion can presently be
spared the sharp reductions that have necessarily been required
of all other programs.

The above discussion makes clear that the dollar requirements to
maintain the social safety net are and will continue to be
substantial. Hard choices and difficult tradeoffs have not been
avoided by the President in devising the budget reform plan. 1In
defending and seeking to maintain the social safety net, however,
the President has articulated a sense of priorities that is both
clear and widely shared.

-13-~
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Table 6.-~-SOCIAL SAFETY NET PROGRAMS

(dollar amounts in billions)

Social insurance benefits for the elderly.

Basic unemployment benefits.............

Cash benefits for dependent families,

elderly, and disabled.............
Social obligation to veterans......

Outlays for social safety net...

.

Social safety net as percent "target

outlay ceiling"......ceeevennnens

1981 1982 1983 1984 1985 1986
184.0 209.2 233.1 256.3 280.4 305.1
20.3 17.2 15.2 15.2 14.7 14.4
15.1 15.4 16.7 16.0 17.3 17.9
20.0 22.1 23.9 25.5 27.4 28.8
239.3 263.9 288.8 313.0 339.9 366.1
36.6 37.9 39.4 40.6 40.3 40.1

-1~
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Revise Entitlements to Eliminate Unintended Benefits

The Nation's social safety net consists primarily of
legislatively established entitlements to fixed social insurance
or means-tested benefits. While posing serious problems for
short-run fiscal management, such entitlements are the only
practical way to ensure reliable and regular payment of benefits
to millions of American citizens.

During the 1last 20 years, however, the Federal entitlements
structure and related income security programs have exhibited
rapid, nearly uninterrupted real growth. Total payments for
individuals increased at a rate nearly double that of overall
budget growth and 2.5 times faster than GNP. Moreover, the share
of total budget outlays accounted for by these benefit payments
rose dramatically.

Table 7.-~GROWTH OF ENTITLEMENT AND INCOME SECURITY PAYMENTS
(dollar amounts in billions)

Current 1972 Share of
Dollars Dollars Federal Budget
1960 ... eveeronnencronnenns 24.3 34.1 26.0%
1965 ...t vencsorcnascnnsonne 33.7 44 .4 28.4
1970 . i teeeseeesessnsescnsnns 66.0 71.9 33.6
1975 ittt e s et ssssnssanannes 156.6 124 .4 48.0
1981 ..t iieivecccccncnosronnes 333.0 153.3 50.3

Much of this growth represents increased coverage of workers in
the social security system and real benefit increases. But a
substantial proportion is due to the creation of numerous new
entitlements and benefits since 1970 or major expansion of
earlier programs. As is shown in the following table, these
newer income security programs have exhibited explosive growth
patterns =-- increasing tenfold in a single decade.

-15=-
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Table 8.--0UTLAYS FOR RELATIVELY NEW OR EXPANDED
FEDERAL ASSISTANCE PROGRAMS
{(in millions of dollars)

1970 1981

FOOA StaAMPS . seeceacsesssanonasnsssssassssssososes 577 10,950
Black lung (coal miner benefits)....cceeceeneenns 10 1,718
Extended unemployment benefitS......cveeececcccns —-_— 4,094
WIC (food supplementsS)....ceveeceesoscncacsannanss —— 904
Low-income energy assistance.....cc.iieeeccascnens —-—— 1,896
Supplemental security income...........cc0000000. 1,812* 7,305
Housing assistancCe....c.ceeveecesccrecrscascacans 480 6,861
Trade adjustment assistance.......ccevececcocrscs 3 2,743
SChool NUtrition...ceeceeseesesscsanscsncsossoncsscs 383 3,485
Social security disability.....eccececvnecioncnns 2,352 16,978

TOLAL . teriosossesssceasosesnssnsanscsossoncnsnss 5,617 56,934

* Predecessor programs.

The growth patterns of the past two decades have stemmed from
multiple sources. At times, programs were developed in response
to new perceptions of need; at other times to new types of
problems. The substantial expansion of the food assistance
programs in the early 1970's in response to evidence of national
hunger and malnutrition is an example of the former; the
low-income energy assistance payments reflect the latter.

Other sources of growth have included:

-— Expansion or liberalization of social insurance coverage
as represented by the near doubling of the social
security disability caseload since 1970 and the $2
billion cost of social security student payments,
created in 1965.

-- Statutory, administration, and 3judicial 1liberalization
of eligibility criteria for means-tested programs. 1In
many cases, the true measure of income for purposes of
establishing eligibility is badly distorted. There has
been a steady expansion of deductions to income,
including shelter allowances, child care costs, work-
related expenses, medical and various types of irregqular
income. The "pyramiding" of these deductions frequently
creates a wide gap between a reasonable measure of a
recipient's gross income and "countable" income used for
benefit determination. These practices expand the
eligibility base, escalate program costs, and result in
unneeded benefits.

-16-
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-- Failure to integrate multiple benefits, especially
in-kind transfers. Many households that benefit from
food stamps, for example, receive medicaid, free school
lunches and breakfasts, housing subsidies, and low-
income energy assistance payments. Yet only cash
transfers, such as AFDC, are counted in determining food
stamp allotments.

-- Subsidy payments and reimbursement schemes for in-kind
benefits such as subsidized housing, medical assistance,
and child care services encourage expansion of the
quantity or cost of services to the limit of available
Federal dollars, without regard for the most efficient
provision of benefits. Thus, section 8 housing requires
$2,236 per unit in annual subsidies, medicaid services
are frequently over-utilized, and standards and staffing
ratios for day care centers have increased steadily.

These considerations and unsustainable growth trends contain an
unmistakable lesson: our society's commitment to an adequate
social safety net contains powerful, inherently expansionary
tendencies. If left unchecked, these forces threaten eventual
fiscal ruin and serious challenges to basic social values of
independence and self-support. The Federal Government has
created so many entitlements for unnecessary benefits that it is
essential to begin paring them back.

Proposals for reform: The President's budget reform plan begins
this 1long overdue effort. For 1982, more than $9.0 billion in
budget savings can be achieved by an initial set of entitlement
revision proposals. These savings will grow to $16.0 billion by
1985. Further proposals will be developed by the Administration
in the months ahead.

In all cases, these recommended changes are designed to eliminate
excesses, overlaps, and unintended benefits that have developed
during the recent period of unbridled expansion. 1If approved by
the Congress, these reforms will refocus benefits on the truly
needy and retarget programs on their intended purposes. They
will bring the cost and coverage of the Federal entitlement and

income support system back into conformity with the Nation's
essential social safety net commitments.

Thus, proposals to limit food stamp eligibility to families with
gross incomes below 130% of poverty and to employ retrospective
income accounting will help return the program to its original
goal: ensuring adequate nutrition 1levels for all households.
Under current rules and practice, the food stamp program has
become, in fact, an indirect transfer payment program for many
people not truly in need -- a policy effect never intended.

Similarly, the extended national unemployment benefit feature of
unemployment insurance was intended to provide extra support
during periods of severe cyclical unemployment. But changes in
the 1labor force and the increasingly uneven geographic
distribution of unemployment have made obsolete the notion that
these benefits should be triggered by the national unemployment

-17-
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rate. The proposed shift to State triggers at modestly higher
threshold levels will redirect extended benefits to areas where
they are needed while removing incentives for prolonging
unemployment benefits in growth areas of the Nation where job
opportunities are available.

"The proposed reforms of the black lung program for coal miners
contain a similar objective: to refocus benefits on those
disabled by black lung; to curtail tendencies to expand the
program into what would, in effect, be a special pension program
for miners; and to assure that the coal industry bears the cost
of disabilities caused by work in the mines. The President's
plan also seeks to curtail sharply the trade adjustment
assistance program, which has now become a secondary and
overlapping unemployment insurance program, a development clearly
incompatible with its original intent.

The President's budget reform plan also calls for elimination of
two secondary social insurance benefits -- the social security
student and special minimum benefits —-- because more efficient
means-tested benefit programs are now available to support needy
recipients. These changes will save a net of $2.6 billion by
1984 and will modestly improve the actuarial balances of the
trust fund.

Finally, these initial reform proposals seek to limit the runaway
growth of two of the major in-kind benefit programs -- medicaid
and lower-income rental (section 8) housing assistance -- through
interim stabilization measures. These measures will produce
budget savings of $4.3 billion per year by 1984 and permit time
to develop alternative approaches that avoid the inherent cost
and service escalation and benefit overlaps built into existing
prograns.

Taken together, these 1initial reforms constitute a careful,
discriminating, and equitable effort to restructure the Nation's
overgrown entitlement system. They also demonstrate that
achieving fiscal control and maintaining the Nation's essential
social safety net are compatible objectives.

Reduce Middle to Upper Income Benefits

Given the need to sharply reduce Federal spending growth and
resulting inflationary pressures, subsidies to those with middle
to upper incomes represent an obvious focal point for the budget
reform plan.

The sharp subsidy reductions proposed by the plan are, however,
clearly balanced by the President's commitment to lower tax rates
gnd budget balance. No groups are more acutely affected by
inflation, high tax levels, and bracket creep than the Nation's
middle income taxpayers; accordingly, the President's overall
program will, in some cases, immediately and should, in most
cases, rapidly compensate for any dislocations occasioned by
program subsidy reductions.
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There is yet another aspect to the middle to upper income subsidy
reductions and eliminations proposed by the budget reform plan.
Once enacted by the Congress, the plan will arrest what has
heretofore been an unfortunate national drift toward the
universalization of social benefits. Extension of social safety
net programs designed for the poor to all citizens is a
prescription for inflation, high taxes, low growth, and federally
imposed mandates. Hence, the specific proposals in the
President's reform plan dealing with middle to upper income
subsidies should, when adopted, arrest divisive debate over such
manifestly unsustainable programs as national health insurance,
middle income housing subsidies, universal college aid, and
similar initiatives.

An examination of the two principal middle to upper income
subsidy programs that the President's plan proposes to reform
demonstrates the clear need for immediate action.

Unneeded 1lunch subsidies: Under the President's plan, families
of four with annual incomes above $15,630 may be required to pay
an extra $60 more per child per year for school lunches. It is a
measure of the extent to which middle to upper income
subsidization has occurred in the Federal budget that adoption of
the President's plan regarding the school nutrition program will
alone generate more than $2 billion in savings annually by 1986.
Moreover, adequate funding would remain to support free school
lunches for 10 million poor children, 3 million of whom will also
continue to receive free school breakfasts.

Student loans: Another broad area of subsidy reduction to middle
and upper income families that is proposed by the budget reform
plan deals with student loans and grants. The plan proposes
significant changes (designed to target benefits on actual
student financial needs) in both the guaranteed student 1loan
(GSLL) and Pell grant programs, at savings of more than $9.2
billion from 1981-86.

In the continuing budget review now taking place, other middle to
upper income benefit programs similar to those that the plan
proposes to reduce and eliminate will be considered for similar
reduction and elimination.

Recover Allocable Costs with User Fees

Most Government programs are designed to benefit the Nation as a
whole, or provide special assistance to needy or vulnerable
groups. Some activities, however, provide direct economic
benefits to a specific and known group of individuals or
enterprises. While it is often necessary or desirable for these
activities to be conducted by the Federal Government, it is
clearly inequitable for the general taxpayer to bear the burden
of services that provide special benefits for specific users.
The budget reform plan provides for shifting the cost of some
such activities to those who directly benefit.
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The President is proposing user fees to eliminate the subsidies
on inland waterways, recover half of the Coast Guard costs
directly associated with activities that benefit users of boats
and yachts, and fully finance the air traffic control system by
reinstating and adequately funding the airport and airway trust
fund. Additional proposals will be developed to apply this
principle on a more extensive scale.

Eliminating subsidies for airport and airway users: The actual
users of the aviation system -- commercial and general aviation
-- receive most of its benefits. Not requiring users to bear the
full cost of their activities provides an unwarranted subsidy and
encourages uneconomic use of the system. Passenger ticket taxes
and general aviation fuel taxes sufficient to finance the entire
cost of the air traffic control system will be proposed in lieu
of a general revenue subsidy. (This subsidy was $1.9 billion 1in
1980.)

Boat and yacht user fees: Coast Guard operating expenses in 1982
will exceed $1.3 billion. A substantial portion of its services

== 1including 1licensing, inspection, vessel documentation,
operation of aids to navigation, rescue and towing assistance,
icebreaking, and water pollution monitoring and c¢leanup -- are

provided without charge. Yet they benefit a small segment of the
public -~ some 9 million individuals and firms. To remedy this
unnecessary subsidy, legislation will be submitted for a
graduated system of fees for Coast Guard services to be phased in
over the next 4 years. About half of the costs, except those
related to law enforcement and military readiness, would be
included.

As 1is the case with many Federal activities for which fees are
already collected (e.g., use of park campgrounds, cattle grazing
on Federal 1lands), boat and yacht owners and the maritime
industry will be charged relatively small fees in relation to the
value of benefits they receive.

Eliminate inland waterway subsidies: The Administration will
seek to eliminate the subsidy on inland waterways, beginning in
1983, by increasing taxes for barge fuel. The Federal Government
now spends over $325 million per year to operate and maintain
inland waterways for commercial traffic that until this year has
paid no tax or fee for system use. This year a new tax of
4 cents per gallon on barge fuel will repay only 11% of that
cost. Under this proposal, fuel taxes will increase from 6 cents
per gallon to about 30 cents per gallon in 1983. This will cover
the full amount that the Government spends on the operation and
maintenance of the waterways. It is estimated that the increase
in cost to shippers will be less than 0.4 cents per ton mile.
There will be future tax increases to pay for increased expenses
on existing waterways and to pay for the construction, operation,
and maintenance of new waterways.
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Apply Sound Criteria to Economic Subsidy Programs

The past decade of deteriorating national economic performance
has been accompanied by a rapid build-up of Federal grants and
other subsidies designed to alleviate the effects of that
deterioration on specific segments of the population and economy.
Federal programs have thus been created and expanded in the name
of stimulating growth, jobs, exports, and new technologies; and
to assist declining industries and firms and in other ways to
alter and fine-tune the 1level and composition of national
economic activity.

Many of these programs, however, have served to distort the
market economy and have thereby contributed as much to the
problems they were intended to address as to their solution.
Such subsidy policy commitments have largely resulted from overly
permissive fiscal policies, from an absence of hard economic
analysis, and from failure to use limited tax resources on a
cost-effective basis.

The President's budget and comprehensive economic plan approach
the real problems associated with deteriorating economic
performance from a fundamentally different premise: that sound
budget control, tax reduction, regulatory reform, and appropriate
monetary policies represent the only real hope for renewed,
non-inflationary growth and prosperity.

Accordingly, the President's plan contemplates severe reductions
in make-work job programs, governmental programs to stimulate new
energy technologies, and regional and community development
subsidies, as well as a host of other misdirected spending and
subsidy programs. In the context of a healthy expanding economy,
stable financial markets and a revival of savings, investment,
and entrepeneurship, normal market forces will be relied upon to
achieve present program goals. Thus, by way of example, the
steady reduction of interest rates and elimination of
inflationary cost pressures from the national economy will do
more to stimulate exports and international competitiveness than
current Export-Import Bank subsidies to a selected group of large
corporations.

Similarly, the budget reform plan contemplates redirection of
below-market loans by the Farmers Home Administration to the very
poor and to those of the Nation's smallest and poorest
communities +that truly lack access to financial markets. The
budget reform plan also sharply restricts highly subsidized Rural
Electrification Administration (REA) loans for power-generating
and telephone system improvements, as well as REA access to the
Federal Financing Bank.

On the grounds that present dairy subsidies are needlessly large,
the budget reform plan proposes immediate elimination of
mandatory dairy price support increase currently scheduled to
take effect on April 1, 198l. Long-term reforms affecting the
dairy industry will be addressed in the Administration's
comprehensive farm program, which will be submitted to the
Congress during the current legislative session.
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Many obsolete or inherently inefficient Federal subsidies to
specific sectors of the economy will also be eliminated. For
example, passenger fares on Amtrak's routes cover only about 40%
of total operating costs, thereby requiring unjustifiably large
subsidies. If the current route structure is to be maintained,
Amtrak passengers or State and local governments must pay a
greater proportion of the total operating costs.

The budget reform plan also proposes other significant reductions
in Federal activity .that is neither justified by cost-effective
use of tax resources nor by the President's commitment to a
market-directed policy. Accordingly, the budget reform plan
proposes the phase-out of operating subsidies for local transit
systems, Conrail, certain local airline services, and the Postal
Service.

Stretch-Out and Re-Target Public Sector Capital Investment

Programs .
The Federal Government has undertaken a number of desirable
public sector capital investment programs. Under normal

conditions of 1low inflation and strong economic growth, the
current rate of many of these activities would be Jjustified.
However, given the instability of the U.S. economy, the budget
reform plan requires that in the short run these investments be
stretched out or delayed. The immediate need to improve the
health of the economy as a whole overrides the merits of rapid
completion of such projects individually. Specific proposals
include water resource projects, waste treatment facilities,
highways, mass transit, and airports.

Water resource projects: The Administration will propose an 11%
reduction in the planned construction program of the Corps of
Engineers, Civil; Water and Power Resources Service; and Soil
Conservation Service. This reduction will defer only some less
critical parts of projects, such as the development of recreation
areas and some rural flood control and irrigation water
distribution systems. The stretch-out of about 70 of the more
than 300 projects underway will reduce Federal expenditures by
$1.6 billion over the next 5 years.

Waste treatment grants: The application of the deferral
principle to the municipal waste treatment grant program will
reduce near-term outlays for capital investments by $0.1 billion
in 1982, §1.0 billion in 1983, and $2.0 billion in 1986. 1In
addition, major reforms will be proposed that will relieve the
?urden on the Federal Government for financing projects that
improve the environment only marginally or not at all.

Highway construction grants: The Administration's highway
program proposal will involve stretching out and slowing down
construction of lower priority highway projects. Both the
primary system and the Interstate highway system in particular
w1llf however, continue to receive a high 1level of Federal
fupd}ng. Some lower priority Interstate highway projects will be
eliminated to allow final completion of the system by the 1990
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statutory deadline. The proposed changes in the Federal highway

program will produce budget savings of approximately §12.6
billion by 1986.

Mass transit capital grants: The reduced funding levels for mass
transit capital grants are primarily achieved by reducing the
amount of funds for constructing new rail transit systems and
extending existing systems. Grants to purchase buses and update
existing rail systems -- particularly in large, concentrated
urban areas -- will be continued. The construction of new rail
transit systems or extensions has not proved, however, to be as

cost-effective as other, less capital intensive projects. The
five rail system construction projects now underway that receive
Federal assistance (Washington, Miami, Buffalo, Baltimore, and
Atlanta) require approximately $§75 million per mile for

construction and equipment.

Reduction of airport construction grant program: The
Administration will propose 1legislation to reduce the annual
funding available for airport construction grants during 1981-
1986 by 33%. The need to expand airport capacity is no longer so
critical as it was when aviation traffic increased significantly
on an annual basis and the development of new aircraft required
wider and longer runways. The effects on aviation safety will be
negligible since almost no aviation accidents are related to the
physical features of airports.

Impose Fiscal Restraint on Other Programs of National Interest

In normal circumstances, the Federal budget can carry programs
that are 1in the national interest but cannot be accorded an
urgent priority. For example, while no one can deny that our
lives are made richer by museums, the arts, and humanities, it is
also true that they cannot claim the same urgency or priority
that must be assigned to programs providing the truly needy with
the fundamentals of life. In times such as these, the arts and
humanities must place greater reliance on the role of private
philanthropy and State and local support. The budget reform plan
would reduce support for the arts and humanities endowments to an
outlay level of approximately- $§100 million.

The merit of research and development 1is without question.
However, in times of fiscal austerity even some promising
investments in science and technology must be restrained and new
undertakings postponed.

Thus, the previously planned growth in outlays for the National
Science Foundation and NASA will be moderately reduced. In the
latter case, trimming back lower priority programs will enable us
to proceed with the Space Shuttle program and to continue
essential R&D programs in areas of space science, space
applications, and aeronautics.

The National Institutes of Health will receive moderate funding
increases that are designed to allow the continuation of
essential biomedical research; however, the increases will be
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insufficient to fund non-urgent activities such as extraordinary
overhead fees paid to institutions for federally supported
trainees.

Finally, beyond these programs that clearly have merit, there are
a number of others whose fundamental merit is debatable. Such

programs must be severely cut back or even eliminated. A Dbroad
variety of additional Federal programs have been the subject of
intense debate as to their underlying merit. Even recognizing

the views of the inherent worth of such programs that are offered
by their proponents, continued support for them can no longer be
justified under the President's budget reform plan =-- the
operating premise of which is that Federal support must now be
restricted to programs of fundamental national priority.
Accordingly, the plan calls for termination of the National
Consumer Cooperative Bank, the Solar Energy and Energy
Conservation Bank, and the HUD planning assistance program. It
further calls for a rapid phasing out of the Professional
Standards Review Organization (PSRO) program, and the closure of
the eight remaining Public Health Service hospitals.

Further, programs that do not meet stringent priority tests of
the President's budget reform plan will be considered for
reduction and termination in the continuing budget review
process.

Consolidate Categorical Grant Programs into Block Grants

There is a growing consensus among State and local government
officials that as many narrow categorical grants as possible
should be consolidated into a few block grants, particularly if
Federal funding must be reduced in the effort to curb inflation.

The widely acknowledged benefits of block grants are that they
allow the reduction of overhead because there are fewer people
processing papers, and that they permit State and local officials
to allocate funds to the most urgent areas of need. Thus, a
block grant program funded at a lower level can provide as many
benefits for the State and local recipients as a higher level of
funding for a multiplicity of narrow categorical grants.

In conjunction with this request for the conversion of
categorical grants to block grants, State and local officials
asked that federally mandated cost requirements -- which

Mayor Koch of New York has called "the mandate millstone" -- and
other regulations be relaxed, again so that reduced Federal
dollars c¢ould have the same impact on real needs. The

elimination of unnecessary regulations is a key part of the
reform plan.

In Washington, the objection most often raised to block grants is
that the Federal Government will lose control over the effective
use of the taxpayer's dollars. But the point is that the Federal
Government unnecessarily controls detailed State and 1local
priorities. States and localities are not alien organizations
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inimicable to the best interest of the citizens they represent.
They consist of those legislators and executives who cope with
the real problems of the citizens they serve. People at the
State and local level should be making decisions with respect to
the social and community services that are required in their
localities. It may turn out that one Jjurisdiction needs more
money for child welfare services than for legal services.

One lesson 1is clear from the past: the only real loser in
converting categorical grants to a block grant are the
bureaucratic middlemen -- the grantsmen -- who use up funds for

the needy. Many of the roughly 550 categorical grants programs
should be converted to block grants. At this time, the President
is proposing two major block grants: one for health and social
services and the other for education.

Health and social services: The present array of about 40
categorical grants for health and social services mostly serve
narrow population groups defined by various income, health
status, age, residence, and job categories. Over the years,
these programs have become ensnared in a staggering degree of
waste, complexity, and bureaucratic overhead. The programs
proposed for consideration encompass 437 pages of law and 1,200
pages of regulation. These programs administer 6,800 separate
grants and approximately 24,000 grant sites. Once awards are
made, over 7 million man hours of State and local government and
community effort are used just in filling out federally required
reports each year. In addition, the Nation supports over 3,300
Federal employees to administer the grant programs proposed for
consolidation.

The needy often must go to several different agencies for
different services and different family members may receive care
from different providers. Follow-up and continuity of care are
neglected. Moreover, there has been a proliferation of separate
regulations, out-reach and linkage requirements, grant
application and review processes, and audit/record requirements.
This proliferation has created barriers to effective coordination
among States, communities, and other institutions that provide
services. Unnecessary overhead expenses have resulted. Finally,
many of these programs are very small, though all require
extensive regulations.

The President's block grant proposal addresses these problems.
It is intended to enable States to plan and coordinate their own
service program, establish their own priorities, and exercise
effective control over the resources provided to localities and
nonprofit organizations. This approach reduces the multiplicity
of rules and regulations -- hence, Federal direction -- wunder
which service agencies must currently operate. Furthermore,
overlapping funding from different programs for the same services
could be eliminated.

Education: The Department of Education currently administers
over 45 narrow categorical grant programs that provide resources
to State and local governments to support a wide variety of
educational objectives. The President is proposing to collapse
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these programs into two programs -- one block grant to the States
and the other to local educational agencies (LEA's).

These block grants will shift control over education policy away
from the Federal Government and back to State .and 1local

authorities -- where it constitutionally and historically
belongs. The Federal role is to supply necessary resources, not
to specify in excruciating detail what must be done with these
resources.

Under these block grants, there will be no requirements for
matching funds and no demands that Federal funds “"supplement
rather than supplant” 1local funding. There will be no endless
byzantine squabbles over myriad accounting regulations that aid

bureaucrats, not children. Approximately 13% of the Federal
funds in programs to be consolidated are now used for
administrative expenses by State and 1local agencies. This
overhead will be drastically reduced under the consolidation
proposal.

The LEA block grant includes programs that are presently for
students judged to have special educational needs: the
economically disadvantaged, the physically or mentally
handicapped, children with 1limited proficiency in English,
children in school districts undergoing racial desegregation, and
illiterate adults. The grant to the States combines programs
that (a) provide direct educational services for handicapped,
neglected, and delinquent children; (b) improve the staffing and
services of the State educational agencies; and (c¢) support
improved school services in a variety of ways, including
assistance to school libraries, curriculum development, and
provide technical assistance. Because many of these programs
overlap services to disadvantaged students, the block grant
system will allow 1localities to eliminate conflicting and
duplicative regulations and reporting requirements.

Budget authority for the block grants in 1982 will be 80% of the
sum of the combined programs in 1981. The Administration
anticipates that the reduced funding levels will be offset by
more efficient management generating from the increased latitude
given to State and local governments to tailor education programs
to suit the particular needs of children in their districts.

In summary, the creation of these two block grants will be a
major contributor to the budget reform plan. More block grant
proposals will be made to the Congress by this Administration.

Reduce Federal Overhead, Personnel Costs, and Program Waste
and Inefficiency

Federal Government activity is rarely subjected to the test of
the marketplace. As a result, there has been a tendency to build
up overhead, personnel, and regulatory costs without regard to
the measurement of benefits. The budget reform plan provides for
reductions in these areas. It will also systematically reduce
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regulatory intervention in private sector activities so as to
promote economic efficiency and output.

This process is already underway. The President has placed a
complete freeze on Federal hiring and ordered 1limits on
procurement of office equipment, consulting services, and
Government travel.

For 1982 and beyond, -every aspect of Federal management and
administrative practice will be evaluated and tightened. As a
successor to the present hiring freeze policy, the President is
proposing a 5-year plan to steadily reduce Federal employment.
By 1986, Federal payrolls would decline by 7% at a savings of
$1.5 to $3.9 billion annually and current pay levels. Vigorous,
systematic plans to eliminate program waste and fraud and to
speed Federal debt collection are also under development. The
President will also propose major reform of the Federal pay
comparability system in order to bring salary schedules and
annual adjustment costs into 1line with actual private sector
levels.

Finally, the substantial additional resources required for
defense readiness and strengthening strategic and conventional
capabilities will not exempt the Defense Department from rigorous
requirements to eliminate wasteful practices and programs. The
President's budget reform plan calls for $2.9 billion in defense
cost savings in 1982, rising to $7.5 billion by 1986.
Procurement reform, realignment of the domestic basing structure,
and future year personnel reductions will all contribute to these
savings.

-27 =
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



INDEX OF PROGRAM PROPOSALS BY BUDGET REFORM CRITERIA

1. REVISE ENTITLEMENTS TO ELIMINATE UNINTENDED BENEFITS

Department of Agriculture
FOOA StaAMPSecsteesccrcccconsevstseevonenns

Department of Health and Human Services
Social security benefits:
Minimum benefits...ccvviieririverssnnns

Adult student benefits..... Ceesessenn e
Disability insurance............cc... ..
AFDC welfare programsS......ccesececscsssss
Medicaid...... e et seaessesier e .

Department of Housing and Urban Development
Subsidized housing levelsS....ccoseeececaas
Subsidized housing rents......ccvevcenceens
Public housing modernization..............

Department of Labor
Unemployment insurance:
Extended benefits. ... ..ovtveenennrenans

Work test .. v.ecitveesocecocssnansns cesvane
Federal employees injury compensation (FECA)....
Unemployment compensation for ex-servicemembers.
Trade adjustment assistance........ciieevcveccas
Black lUung....ccoecieooonocnccenesssnessssosnnsesa

Other Agencies

Federal civilian retirement: Annual indexation.

2. REDUCE MIDDLE-UPPER INCOME BENEFITS

Department of Agriculture

Child nutrition.....cceeeeetescesvecnccannsnsnses

Department of Education

Student assistance.......c.ceet ettt ccans

Other Agencies

.

Sallie Mae (guaranteed student loans -- off-budget)....
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3. RECOVER CLEARLY ALLOCABLE COSTS FROM USERS (INCREASE IN
GOVERNMENTAL RECEIPTS)

Department of Defense-Civil
Inland waterway subsidy.......ci0ccieian., .

Department of Transportation:
Subsidies for airway and airport users.......¢cvcaevsesss 3=
Boat and yacht user fees.....ioitieennrrinncnnnennnns 3

4. APPLY SOUND CRITERIA TO ECONOMIC SUBSIDY PROGRAMS

Department of Agriculture

Dairy price supports......... ce e et ce e s essenannens 4-1
Alcohol fuels and biomass loans ............ teeseeess 4=3
Rural Electrification Admlnlstratlon (off-budget)........ 4-5
Farmers Home Administration direct loans..... -

Department of Commerce
Economic and regional development (including
Appalachian Regional Commission)............ ceiiseesasas 4-10

Department of Energy

Synthetic fuels........c00u.... i e e cee e ceeee. 4-12
FOSS1il @ReIrgY . e eecsesssscectocsasosessonssssssesnsossccs 4=14
Solar energy.ccceccecsctcsansaeos Ctececserect s esaaeann .o 4-16
Other energy supply......... Ces et et ceceenaaen «v.. 4-18
Energy conservation............... cr e et eas e crevees. 4-20
Alcohol fuels subsidies.......... e - & 2

Department of Housing and Urban Development
Solar Energy and Conservation Bank....... - L

Community development support assistance......... sesesass 4=25
Department of Labor

Comprehensive Employment and Training Act (CETA)

public service jobs.........c... ... et ettt e 4-26
Department of Transportation

Mass transit operating subsidies.......... ceeerereisaaes. 428

Amtrak subsidies....... it e iae e cicesereareaes 4-30

Northeast corridor improvement project........cuveeeeeenass 4-32

Low volume railroad branchlines.......... ceiiciereesasass 4=34

Cooperative automotive research..........ciiviiinonnarennn 4-35
Other Agencies

Acceleration of mineral leasing (offsetting receipts).... 4-36

CAB airline subsidy......i ittt iiienenennneenanns ceteesas. 4-38

Conrail....iveeiviesensenocnnnena e es e cesevsaes. 4=39

Export-Import Bank.......... Ces e e e et et .. 4-41

Postal Service subsidies......... ... Y R K
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5. STRETCH OUT AND RETARGET PUBLIC SECTOR CAPITAL
IMPROVEMENT PROGRAMS

Department of Transportation

Federal highway construction...... ceresaea e -2 3
Urban mass transportation capital grants........¢cc00.... 5=3
Airport construction.......c.ceccvveensans teessssssssesses 5=5

Other Agencies
Water resource development construction.................. 5
EPA waste treatment grants.......... cee e scsesesesses B

|
~N O

6. IMPOSE FISCAL RESTRAINT ON OTHER PROGRAMS OF
NATIONAL INTEREST

Department of Commerce
Various National Oceanic and Atmospheric Administration
programs...... N T

Department of Education
School assistance in federally affected areas (impact
aid).. e, e ceeee st ceeseissesesass 6=3
Vocational education........ cee et s eaanans ceteesesase-0se 6=5
National Institute Of EQucation........veivttervececanaes 6=6
Institute of Museum SErVICES .. ..t v isnanrsnosencnasnaee 6=7

Department of Energy
Energy regulation.. ... . vt ieeecsinsctionrscenasscsnsssenes 6=8
General SCIeNCEe.. .. vt ettt rernsesnscestsernsscansssscsassss 6
Energy information and overhead...........cc.... creeseeosas 6-10

Department of Health and Human Services
National Institutes of Health....... ittt ieervneens. 6=12
Medical services for merchant seamen.........eot0vev-as.. 6=14
Health professions education. .........ciiietntreessnses 6=16
Health maintenance organizations........c.ceevveveeesos.. 6-18
National Health Service COrpS:.:.cceeerceetsostsressnaness 6=20
Regulation of health care industry....... it vvenoea. 6=22

Department of Housing and Urban Development
Planning assiStanCe: ... ..cceeecenteroscncsoocsnscssseancass 6=24
Rehabilitation loan fund........eeettttnssececcacsnneanes 6=25
Neighborhood self-help development........citeeinessrsess 6=26

Department of the Interior
Improve targeting of conservation expenditures........... 6-27
Youth Conservation COrpsS..... - v.eeeeneecrsncconcan. ceseass 6=-29

Department of Labor
Young Adult Conservation Corps......c.cecvvv-... ceeetans. 6=29

Department of Transportation
Highway safety grants.......c.cecteesssascascssenensssnas 6=31
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Other Agencies

Corporation for Public Broadcasting......... ces e e e e
Foreign aid........... s e e teres e ceeen
NASA reductions............es s e e e e e s eeaaans
National Consumer Cooperative Bank..........-.. e s e s e
National Endowments for the Arts and Humanities........
National Science Foundation. .........c..0.. C s e et e

7. CONSOLIDATE CATEGORICAL GRANT PROGRAMS INTO BLOCK GRANTS

Department of Education

Elementary and secondary education programs...........

Department of Health and Human Services
Health and social services programs........... e

8. REDUCE OVERHEAD AND PERSONNEL COSTS OF THE FEDERAL
GOVERNMENT

Department of Defense-Military..........ceeeeevennennnns

Other Agencies

Federal civilian employment.........ccv... e ear e

Federal pay comparability standard........... ces e

Regulations.....-...ccieeevesnen e et et
_31_
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INDEX OF PROGRAM PROPOSALS BY AGENCY

Page
Department of Agriculture

Food StampS..:-cece-vasesoacan-n- s eceecear it 1-1
Child nutrition...........ceceu.. e e ercaes s et asennenn 2-1
Rural Electrification Administration (off-budget)....... 4-5
Commodity Credit Corporation: Dairy price supports..... 4~1
Farmers Home Administration: Direct loans.........cc... 4-8
Alcohol fuels and biomass 10ANS: ..t ceteteccressssrosnsns 4-3

Department of Commerce
Economic and regional development (including
Appalachian Regional Commission).......cicecvveeeeeeeas 4-10
Various National Oceanic and Atmospheric Administration
PrOQELAMS c o v e e v v e-oosensnrsssssssoanossossanssoosnsossnnnas 6~1

Department of Defense-Military.......cieeieiiecicrconcnnnns 8-1

Department of Defense-Civil
Inland waterway subsidy (increase in governmental
receipts)-................---....---......-...........- 3-1

Department of Education
Elementary and secondary education programs...... crecens 7-1
School assistance in federally affected areas (impact

L= < 1 6-3
Vocational edUCAtion . v e v eeceeereeeoocsancscsssasnsences 6-5
Student ASSiStaANCE . . ¢ vttt vttt ereeesoonosaasassonessasane 2-3
National Institute of EAucation.....eeeeeeeesseeenennsns 6-6
Institute Of Museum ServicCeS. ...ttt vecncenccacsocsaes 6-7

Department of Energy
Synthetic fuels.....c.otiieeerteciosenssnroracanasaacass 4=-12
General science.......icieeeentnvonannns s ecsai s 6-~-9
Fossil energy....c.c.vceeceeen - T T
SClAr ENEeIXgY.ccccesevssnassssossncnnsossssasosnsssssanses 4=16
Other energy SUPPly ¢ ccceeerseceerseeconesscsncsaassoncesss 4-18
Energy COnNServation.....ciceeeeereccosesasssosasssannssass 4=20
Energy regulation......... Cacsseccsenetre s ratsaceanaonees 6-8
Energy information and overhead......c.vciivitiiiisecsnes 6=10
Alcohol fuels subsidies.....ceeveteieenrnnecsanissnenees 4=23

Department of Health and Human Services

Minimum social security benefits.......ceceiiiereennnnsn 1-5
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Department of Housing and Urban Development
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Other Savings
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1. REVISE ENTITLEMENTS TO ELIMINATE UNINTENDED BENEFITS

Department of Agriculture

TARGETED REFORM OF FOOD STAMPS

In accord with the Administration's efforts to target assistance
to the most needy families, and to restrain the uncontrolled
growth of entitlement spending, major changes will be proposed in
the food stamp program.

For a family of four, eligibility will be limited to those whose
gross income 1is less than §$11,000 per year -- about $900 per
month. Under current law, similar families with incomes in
excess of $14,000 annually are eligible for food stamps.
Overlapping school meal and food stamp subsidies will be
eliminated. Benefit calculations will be based on actual recent
earnings or payments rather than projected earnings or payments.
A recipient's initial allotment will be pro-rated to ensure that
the benefits provided are more equivalent to the number of days

in the month for which assistance 1is needed. Liberalized
allotment levels and income deductions scheduled to take effect
in the next fiscal year will be repealed. Tightened

administration and program monitoring will vyield additional
savings through reduced overhead costs, and through the
elimination of payment errors and food stamp fraud.

These changes will help to refocus the food stamp program on its
original purpose =-- to ensure adequate nutrition for America's
needy families. The combined effect of food stamp's current
prospective income test and high deductions from income has been
to divert the food stamp program away from this original purpose
toward a generalized income transfer program, regardless of
nutritional need. By restructuring food stamps to complement
other nutrition programs and targeting funds on those whose low
incomes prevent them from maintaining an adequate diet,
significant savings can be achieved while ensuring that needy
families have the resources to meet their nutritional needs.

These changes are also designed to eliminate anomalies found in
the present program, where families with high annual incomes are
nevertheless eligible for food stamps during short, temporary
periods of unemployment. The present program also permits those
with relatively high incomes to take higher offsets for shelter
and child care expenses than lower-income families. The
Administration's program would remove 400,000 such households
from the rolls. At the same time, a family of four with income
below $10,985 would receive the full nutritional benefit -- only
modified to account for duplicated nutrition subsidies.
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These

reforms to efficiently target benefits to actual need will

also help to restrain the rate of increase of Federal spending.
As a result, Federal food stamp costs will be $1.8 billion lower
in 1982 than under current law. Over the 5-year period through
1986, costs will be reduced by about $11.7 billion.

Proposals will be advanced to change the food stamp program in
several ways:

Digitized for FRASER
http://fraser.stlouisfed.org/

Set gross income limits on food stamp eligibility at
1308 of the poverty level -- about $11,000 per year for
a family of four -~ in 1982. In calculating benefits
for households with earned income, the current 20%
earned income deduction would be kept to encourage

continued workforce participation. Other deductions
from gross income would continue to be used to establish
benefit levels for each household. These deductions

would no longer be indexed to price changes. The
combined effect of these changes would prevent those who
are temporarily out of work due to seasonal or voluntary
periods of unemployment from receiving benefits, unless
their income was low over a sustained period.
Similarly, families whose higher living standards allow
them to take disproportionate advantage of excess
shelter cost deductions would no longer be eligible. Of
the 9 million food stamp recipients whose major source
of income is income transfer payments and in-kind
benefits such as housing assistance, the income ceiling
would have 1less of an exclusionary effect as the value
of in-kind benefits would continue to be excluded.

Eliminate overlapping food stamp and free school meal
subsidies. The monthly food stamp benefit is based on
the assumption that all meals for the family are eaten
at home. For students from families with incomes below
$11,640, free school meals will remain available in more
than nine-tenths of the Nation's schools. These school
meals are intended to meet one-third of a student's
daily nutritional needs. For students who receive both
food stamps and free school meals, the Federal
Government subsidizes four rather three meals each
school day. To eliminate this subsidy overlap, food
stamp allotments will be adjusted for households with
students in primary and secondary schools to reflect the
value of free school meals. Families with students
without access to subsidized school meals and those who
cannot eat meals at school for religious or dietary
reasons will not have their allotments changed.

Calculate eligibility on the basis of household income
in the prior period. States now have the option to
either estimate future income or use the prior month's
income to determine household income eligibility.
Estimating future income can easily result in erroneous
payments or inaccurate eligibility determinations. 1In
addition to preventing overpayments due to errors in
income reporting, this proposal has the added advantage
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of ensuring that families cannot take advantage of food
stamps during temporary periods of voluntary or
foreseeable unemployment unless their available income
is truly low. Because both eligibility and benefit
determinations would be based on annualized average
income during the prior period, the longer-term
unemployed would become eligible for benefits as their
funds run out.

Pro-rate first month's benefits to reflect the portion
of the month for which assistance is needed. Under
current law, a recipient who 1is certified and issued
food stamps late in the month receives a full monthly
allotment. Under this proposal, those who need help for
less than a full month when they first apply for food
stamps would receive a pro-rated allotment.

Repeal provisions scheduled for 1982 that will increase
future food stamp costs. The 1980 Food Stamp Amendments
allow the Secretary of Agriculture, beginning in 1982,
to project price changes in calculating food stamp
allotments and income deductions. The Administration
recommends that automatic benefit increases be based on
a l12-month period of actual price changes which avoids
the uncertainty of projecting food costs. 1In addition,
specialized deductions for 1982 added in the recent
amendments will be proposed for repeal. Itemized
deductions complicate food stamp administration and help
to cause erroneous payments to food stamp recipients.

Improve overall management and monitoring to ensure
compliance. While recent 1legislative changes permit
States to improve beneficiary tracking and income
verification and make other management improvements, not
all States are fully applying available techniques to
identify, prevent, and correct payment errors and
recover overpayments. Shifting to retrospective income
accounting will also improve routine income verification
and sampling techniques. These measures will ensure
that benefits are paid only to the truly needy, that
fraudulent claims are detected and deterred, and that
all applications, interviews, and transactions are
conducted in the most efficient and speedy manner.
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The proposal is expected to result in the following change:

{in millions of dollars)
1981 1982 1983 1984 1985. 1986

Current base:
Budget authority.... 11,084 12,570 13,171 13,607 13,990 14,160

OUutlayS.:.crsvevsonsns 10,950 12,473 13,070 13,503 13,883 14,051
Policy reduction:

Budget authority.... -150 -1,828 -2,012 -2,462 -2,636 -2,771

OULlaYS. et vveenacaens -150 -1,822 -2,004 -2,451 -2,624 -2,759

Proposed budget:
Budget authority.... 10,934 10,742 11,159 11,145 11,354 11,389
OutlayS.cevesceseses 10,800 10,651 11,066 11,052 11,259 11,292
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Health and Human Services

ELIMINATING THE SOCIAL SECURITY MINIMUM PAYMENT AMOUNT

Since the enactment of social security, a number of unearned
benefits have been added to the core old-age and survivor's
insurance program. In recent years, these add-ons have
threatened the continued solvency of the basic social security
program. While fundamental program reforms will be needed to
prevent the insolvency of the social security trust funds,
eliminating these add-on payments in 1981 can achieve significant
savings, enhancing the ability of the social security system to
meet our national commitment to provide adequate social security
income to our Nation's retired workers.

One major payment add-on has been the so-called "minimum
benefit."” Regardless of the amount of social security benefits
that a retiree is eligible for based on his earnings history in
covered employment, the minimum payment provision raises the
basic benefit to at least $122 per month.

The original purpose of this provision -- first enacted in 1939
at a $10 per month level -- was to increase retirement income for
those with very low wage histories, and for those whose
employment was primarily before social security covered their
work in the system's early years. Since 1974, however, the
supplemental security income program (SSI) has provided cash
assistance to such retirees. In fact, the main effect of the
minimum payment for these workers 1is to offset, dollar for
dollar, the amount of SSI assistance they would receive were they
not receiving elevated social security benefits.

Now that most employment has been covered under social security
for at least 30 years, the main beneficiaries of the minimum
payment provision are those with short work histories in social
security-covered employment, chiefly due +to 1long periods of
Federal civilian employment. Such retirees, of course, also
receive generous Federal pensions: 1In 1978, in fact, the average
Federal annuitant receiving social security minimum payments had
Federal pension income of $900 per month. Another 10% of minimum
benefit recipients have working spouses earning at least $14,000
per year.

Because these recipients receive social security payments far in
excess of the level to which their spotty contributions entitle
them, they represent a serious drain on the social security trust
funds. Eliminating the "minimum benefit" would stop this drain,
without reducing benefits for truly needy retirees at all:; their
benefits would be replaced, dollar for dollar, by increased SSI
income. Only 17% (500,000) of minimum benefit recipients,
however, are truly needy; GAO has found that at least 74% do not
"depend primarily" on their social security for retirement
income.
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Outlays (in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base..... 138,022 157,837 175,515 191,134 206,579 221,573
Policy reduction. -50 -1,000 -1,100 -1,100 -1,100 -1,100
Proposed budget.. 137,972 156,837 174,415 190,034 205,479 220,473

NOTE: Savings assume the changes will be effective
August 1, 1981, take into account associated increases in other
Federal assistance programs, and are sensitive to economic
assumptions.

(in millions of dollars)
1981 1982 1983 1984 1985

Net savings from proposal. -50 -1,000 -1,100 -1,100 -1,100
Social security savings
from proposal......... (-60)(~1,300)(-1,400)(-1,500)(-1,500)
SSI increase from
Proposal....ceececnanns (10) (300) (300) (400) (400)
1-6
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Health and Human Services

ELIMINATING SOCIAL SECURITY PAYMENTS TO ADULT STUDENTS

Social security faces a growing solvency threat. As one element
of assuring basic benefits to retired or disabled workers and
their survivors, the Administration plans to eliminate the
additional ©benefits presently paid to students whose parents are
social security benificiaries. Payments to students from social
security are unrelated to educational cost or need and duplicate
more appropriate Federal student assistance programs. Without
social security, low and middle income adult students would be
eligible for Federal student assistance tailored to  their
educational costs and need. Eliminating social security for
students would add $7 billion to the social security trust funds
by 1986 -- without higher tax burdens.

Adult student payments were added as a marginal benefit to social
security in 1965, when the trust funds had considerable reserves
and social security benefits were much lower. Student social
security is inappropriate and inefficient as a component of
social insurance. Old-age, survivors and disability insurance
protects against loss of income from risks that are beyond the
worker's control (old age, disability, and death). Social
security should not universally insure a student's choice to go
to school beyond age 18, especially since established Federal
programs better target student assistance.

Student payments have grown from $165 million in 1965 to over $2
billion in 1981, with average per capita payments going up
one-third faster than the CPI. While the number of adult
students on social security rose by only 25% in the past 10
years, the cost of student payments went up 240%. These payments
from old-age, survivors, and disability insurance are now a
significant drain on the trust funds, one which the General
Accounting Office recommends should be ended (Reports HRD 79-108,
August 30, 1979, and HRD 81-37, December 31, 1980).

Student payments from social security currently average $255 per
month, but range from $20 to $700. Students whose parents had
low earnings get low payments from social security, while those
with high-earning parents get high payments, making student
social security payments inversely related to need.

In contrast, most other Federal student assistance is based on

need. Non-social security Federal student assistance has
increased over 20-fold, from $284 million in 1965 to $7 billion
in 1981. Of the 800,000 students on social security,

approximately 250,000 would become newly eligible for basic
educational opportunity (Pell) grants, with other students
needing Federal assistance eligible for insured student loans,
national defense student loans, etc.
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This proposal would eliminate the student payments. No new
recipients would be eligible, and current student payments would
be reduced by 25% annually until the student reaches age 22.

Qutlays (in millions of dollars) -
1981 1982 1983 1984 1985 1986

Current base..... 138,022 157,837 175,515 191,134 206,579 221,573
Policy reduction. =20 -700 =~1,200 -1,500 <-1,700 -1,700
Proposed budget.. 138,002 157,137 174,315 189,634 204,879 219,873

NOTE: Savings assume the changes will be effective

August 1, 1981, take into account associated increases in other
Federal assistance programs, and are sensitive to economic
assumptions.
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Health and Human Services

TIGHTENING ELIGIBILITY FOR DISABILITY INSURANCE

The Administration will reduce rapidly growing disability
insurance costs by tightening administration and ending mis-
directed benefits. A new management team will take action to
eliminate ineligible payments, and the Administration will
propose legislation to relate disability benefits more closely to
a disabled worker's prior earnings.

Disability insurance benefits replace lost earnings for disabled
workers and their families, allowing recipients to maintain an
adequate living standard despite their inability to work to
support their families. This is the purpose of social insurance.

In January of 1981, however, the General Accounting Office (GAO)
reported that:

"there may be as many as 584,000 beneficiaries not
currently disabled but still receiving disability
benefits. These beneficiaries represent over $2
billion annually in Trust Fund costs."

Social Security Administration (SSA) studies confirm that huge
sums are paid incorrectly to individuals misclassified as
disabled. As a result, DI caseloads have risen by 80% since
1970, and costs have climbed by 500%. Under the direction of
this Administration, the SSA will begin to intensively review
cases to insure that only the truly disabled receive disability
benefits.

Overly-generous benefit levels induce some individuals to remain
on disability insurance long after any true disability has been
overcome. This frequently occurs when a recipient's DI benefits
exceed the wage level of his customary work, especially now that
indexing in recent years has driven up the value of DI benefits.
In addition, DI beneficiaries may receive both disability and
workers' compensation from plans sponsored by employers or the
States. To remove this work disincentive, a 'megacap” will be
established on benefits that DI beneficiaries receive to ensure
that disability income from all sources never exceeds the
worker's prior earnings, adjusted for inflation. This proposal
will prevent DI recipients with multiple sources of disability
payments from receiving overly-generous benefits.

The Admimistration will also propose legislation to more closely
tie eligibility for DI to those who have paid their fair share of
contributions to the social security system. Under current law,
people who have not paid social security taxes in the past 5
years are eligible for disability benefits. Requiring disability
insurance beneficiaries to have had a more recent attachment ¢to
the workforce -- measured by working 6 out of the last 13
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quarters -- would more closely link benefits to the replacement
of lost (covered) earnings.

The net effect of these proposals will be to ensure that only
those who are truly deserving of support are added to the benefit
rolls, and to eventually eliminate those who are capable of self-
support. These reforms will reduce the drain on the disability
insurance trust fund as follows.

Outlays (in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base....... se+. 17,400 19,173 20,621 21,884 23,233 24,734
Policy reduction:
Improve
administration..... =50 ~200 =500 =700 -900 -1,100
Institute a
"megacap” ... .o -5 -50 -75 -100 -125 -150
Tighten recency-of-
work test........ .o -10 -300 -600 -900 -1,200 -~1,500
Proposed budget........ 17,335 18,623 19,446 20,184 21,008 21,984

NOTE: Savings assume the changes will be effective July 1,
1981, take into account associated increases in other Federal
assistance programs, and are sensitive to economic assumptions.

Background.--Disability insurance benefits are paid to disabled
workers and their families when a disabled worker is:

-- ‘"currently insured,"” which generally requires having
social security earnings in 20 of the previous 40
calendar quarters;

- de;ermined by State disability determination service
adjudicators to suffer from a totally disabling
condition expected to persist at least one year; and

-- unable to engage in "substantial gainful activity."

The costs of disability insurance have grown by leaps and bounds,
as shown below:

Number of

Disabled Workers Annual Benefits Average

Receiving Benefits ($ millions) = Monthly Benefits
1965....... 988,174 1,159 98
1970....... 1,492,948 2,352 131
1975....... 2,488,774 6,747 226
1981....... 2,869,000 16,978 410
1985....... 2,991,000 24,000 655
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Health and Human Services

COST REDUCTION AND IMPROVED MANAGEMENT OF WELFARE PROGRAMS

The President plans to propose several reforms to the aid to
families with dependent children (AFDC) and child support
enforcement (CSE) programs, which are administered by HHS. These
changes are designed to determine welfare needs more accurately,
improve program administration, reduce fraud and abuse, and
decrease Federal and State costs.

AFDC provides Federal funds to States on a matching basis to pay
cash welfare benefits to needy families with dependent children.
CSE finances 75% of States' costs of enforcing and collecting
child support from liable absent parents.

While efforts have been made 1in the past to tighten AFDC
eligibility and prevent fraud and abuse, much more remains to be
done. Anomalies in the present system often result in the
payment of cash welfare grants to high-income families. For
example, grants are made to mothers and children without regard
for the presence of a working stepparent in the home. As a
result, cash assistance 1is provided to families whose total
available income is more than adequate to ensure the family's
support. Similarly, cash assistance is often provided to
families whose income would be more than adequate if the absent
parents paid their child support obligations.

Changes are needed to assure that the resources available to a
family are fully taken into account in determining the family's
need for a public assistance cash payment, to standardize and
simplify program requirements and administration (which will help
reduce errors, waste, and abuse), to increase child support
collections which will reduce the amount of welfare payments
needed, and to provide a more equitable balance between the State
and Federal shares of CSE costs and collections. The major
changes include the following:

Aid to Families With Dependent Children

-— Counting the income of a child's stepparent as a source
of support in determining the child's AFDC eligibility
and benefits. The effect would be to reduce the welfare
benefit of or even drop from the welfare rolls those
families who receive cash assistance in addition to the
ample income of the working stepparent. This change
will go a long way toward ensuring that only the truly
needy receive assistance.

-~ Counting a family's earned income tax credit (EITC) on a
current basis in determining the monthly AFDC benefit to
reflect better the family's actual, current need for
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assistance. The EITC may now be counted as a lump sum
after year's end, which results in higher welfare costs.
The EITC now provides substantial income support --
totaling $1.9 billion in 1982 -- to 1lower-=income
families. The proposed change will prevent this
assistance from being duplicated.

Limiting deductible child care costs and standardizing
other work-related expenses (which offset earned income
in determining AFDC benefits) and reforming other earned
income disregards. Earned income reduces the family's
need for welfare and is subtracted from the welfare
grant except to the extent offset by these disregards.
Current law provides that a family may offset earned
income by unlimited child care expenses and other work-
related expenses, and by certain other disregards.
Open-ended disregards permit a disproportionate benefit
for higher-income working families. While offsets of
earned income due to work expenses and child care costs
eliminate some work disincentives, they allow families
with relatively high incomes to remain on AFDC. For
example, a family of four that receives $500 in monthly
cash benefits if it has no other income could offset an
additional §500 a month in earnings by charging off
large child care and other "work-related expenses." The
family would then continue to receive its full $500
monthly AFDC grant plus its $500 monthly earnings, for
an annual total income of $12,000. These changes will
establish a maximum 1limit on the allowable costs
associated with earning income.

Requiring States to determine a family's AFDC
eligibility and benefits based on previous actual income
and circumstances. Most States now base eligibility and
benefits on projections of a family's future income and
circumstances. In the frequent instances where family
estimates are either erroneous (and fail to be reported)
or misleading, substantial overpayments can be made,
which may require several months to correct, if they are
detected at all.

Prohibiting AFDC payments below $10/month to simplify
and reduce the costs of administration for marginal
cases that may be on and off the rolls from month to
month.

Child Support Enforcement
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-- Financing incentive payments out of the State as well as
the Federal share of collections. 1In the case of CSE
collections for AFDC recipients, the Federal Government
and the States receive shares of the collections in the
same ratio that they finance AFDC benefit costs. CSE
incentive payments, which are made to political
jurisdictions that cooperate in making child support
collections for other political jurisdictions, are now
financed entirely from the Federal share of collections.
Sharing the costs of incentivess introduces greater
equity in the sharing of CSE administrative costs
between the Federal Government and the States.

-- Extend CSE activities to include the collection of
alimony. In certain States, alimony and child support
payments are not differentiated by law in the absent
parent's support obligation. Financing the collection
of combined child support and alimony will increase CSE
collections =-- and consequently reduce AFDC costs =-- in
these States.

-- Mandating that the Internal Revenue Service intercept
Federal income tax returns to collect child support
arrearages from liable absent parents where a court
judgment has already been obtained.

To achieve these program reforms, the President will be proposing
legislation to amend the Social Security Act.

As a result of these changes, Federal and State AFDC costs will
decline as more of a family's available resources are taken into
account, and as program administration 1is improved. More
individuals 1liable for child support would contribute such
support, and on a more regular basis, with a consequent reduction
in families' public assistance needs. Beneficiaries of CSE
collection efforts in non-AFDC cases would begin to bear part of
CSE collection costs. Federal and State CSE costs could then be
concentrated on those cases which would reduce the public welfare
burden.
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These proposals are expected to result in the following changes

in funding:

(in millions of dollars)

1981 1982 1983 1984 1985 1986

Current base:

Budget authority... 7,719 6,159 8,294 8,457 8,662 8,828

outlaysS.......... ... 7,817 8,079 8,294 8,457 8,662 8,828
Policy reduction:

Budget authority.... * -520 -670 =722 -795 -824

OutlaysS....coveeeenen * =520 -670 =722 -795 -824
Proposed budget:

Budget authority.... 7,719 5,639 7,624 7,735 7,867 8,004

OutlayS..eeeeesocens 7,817 7,559 7,624 7,735 7,867 8,004
* $500,000 or less.
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Health and Human Services

INCREASING THE COST-EFFECTIVENESS OF THE MEDICAID PROGRAM

As health care costs have risen dramatically over the 1last 15
years, the cost of maintaining health care entitlement benefits
has escalated alarmingly. Costs under federally supported
medical assistance programs for the needy have risen from $5.2
billion in 1970 to over $29 billion in this fiscal vyear.
Combined Federal and State expenditures for medicaid now exceed
$1,300 for each eligible beneficiary.

Federal and State regulatory efforts to date have failed to stem
the increase in costs because they fail to affect the underlying
cost~increasing bias in the health care system that results from
the insulation of all parties inh medical care markets from the

cost consequences of their decisions. The Administration will
propose comprehensive legislation to remedy these market
distortions.

As an interim measure prior to the adoption of these
Administration initiatives, the Administration will propose
legislation to establish a 1limit on the medicaid program's
unconstrained growth. As part of this proposal, Federal program
requirements would be modified to allow States to amend their
present programs to ensure that essential services are provided
to needy families in a timely and cost-effective manner.

The medicaid program has been growing faster than 15% a year for
the past 5 years, and the Federal Government now pays 50% to 78%
of each State's medicaid expenditures. High Federal matching,
excessive Dbenefit provisions, and overly-generous eligibility
have made the medicaid program a very poorly managed social
program that fails to provide cost-effective services to those
most in need. Eligibility errors alone, for example, are
currently estimated to cost Federal and State governments
approximately $1.2 billion per year.

Because under the interim cap Federal expenditures would no
longer be open-ended, States would have additional incentives to
reduce fraud, waste, and abuse 1in this State-administered
program. In addition, the new flexibility granted States would
enable them to reorganize their programs to deliver care more
effectively and at lower cost.

The limit would be structured to reduce Federal expenditures $100
million below the current base estimate in 1981. Federal
expenditures would be allowed to increase 5% in 1982. After
1982, Federal spending would rise only with the rate of inflation
as measured by the GNP deflator. The Administration believes
this degree of restraint can be achieved by States without
reducing basic services for the most needy. The 1982 reduction,
for example, 1is only about 3% of projected Federal/State
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spending. In the 1983-86 period, the Administration expects to
institute comprehensive health financing and medicaid reforms to
reduce the rate of health cost inflation and to improve medicaid.
During the interim period, Federal expenditures will be allocated
among States so that each State will maintain its current
relative share of total medicaid spending.

Under the Administration proposal, States would not be forced to
shoulder unreasonable .additional burdens. Legislative changes
would be sought to ensure that States have the flexibility to
amend gquickly the eligibility, benefits, and payment provisions
of their State medicaid plans so as to allow them to meet the
essential health care needs of their needy citizens at a lower
cost. Under current law, excessive Federal mandates are an
obstacle to «cost control. The Administration proposal would
ensure that States had the authority to reorient their program
quickly toward essential services to those most in need. No
State, however, would be prevented from providing whatever
additional services it deemed appropriate out of its own
resources.

The proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 17,264 18,830 20,943 23,024 25,106 27,290

Outlays............. 16,480 18,213 20,441 22,529 24,593 26,732
Policy reduction:

Budget authority.... -353 -1,237 -2,213 -3,166 -4,181 -5,318

Outlays....... cheean -100 -1,013 =-1,986 -2,930 -3,916 -5,021

Proposed budget:
Budget authority.... 16,911 17,593 18,730 19,858 20,925 21,972
Outlays............. 16,380 17,200 18,455 19,599 20,677 21,711
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Housing and Urban Development

REDUCED LEVEL OF ADDITIONAL SUBSIDIZED HOUSING

As part of the general effort to control long-term Federal
government spending and thereby eliminate inflation and promote
economic growth, the Administration will propose to reduce the
planned number of additional subsidized housing units in 1982 by
13%, from 260,000 to 225,000 units. To permit an orderly
transition to this lower 1982 level, the Administration will also
propose a reduction in the 1981 program. After the reduction is
taken into account, the Administration's 1982 subsidized housing
program will still provide a 8.4% increase above the actual 1980
program level (206,000 units) of the previous administration.

There has been mounting concern over the past several years over
the growing per unit costs and economic efficiency of HUD's
subsidized housing program. A 1982 program level of 225,000
units addresses these concerns but allows continued growth of
subsidized housing. It should be noted that the subsidized
housing program has also been criticized as inequitable because
it provides very deep subsidies to less than 9% of the total
eligible households while the rest currently receive no subsidies
at all.

To achieve this policy change, the President will propose a
deferral of $1.3 billion in 1981 budget authority for the
Department of Housing and Urban Development's subsidized housing
program. The amount of budget authority deferred will then be
used to further reduce the budget authority needed to support a
225,000 unit program level in 1982.

This proposal is expected to result in the following changes in
funding:
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(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base 1/:
Budget authority.... 29,502 27,123 28,464 30,354 31,660 33,343
OutlayS...ooeusvenenes 5,637 6,894 7,901 9,186 10,364 11,464
Policy reduction:
Budget authority.... ~--~ -3,536 -3,026 -3,440 -3,437 -3,624
OULlaAYS.eseverncessse -1 -10 -39 -95 -223 =371
Proposed budget 2/:
Budget authority.... 29,502 23,587 25,438 26,914 28,223 29,719
Outlays...¢¢«.s..... 5,636 6,884 7,862 9,091 10,141 11,093

1/ The base numbers assume the enactment of an increase in
maximum subsidized housing rent contributions from 25% to 30% of
adjusted tenant income. (See separate fact sheet on tenant rent

burden.)

2/ The Reagan budget totals include the combined effects of
increasing tenant rent contributions and reducing the subsidized

housing program level.
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Housing and Urban Development

INCREASED RENT CONTRIBUTIONS FOR SUBSIDIZED HOUSING TENANTS

The Administration proposes to gradually increase the maximum
allowable rent contribution paid by tenants living in federally
subsidized housing from 25% to 30% of their adjusted incomes.

A similar, more limited proposal passed the Congress in 1979 but
the authority has not been utilized. Under current regulations,
tenants living in section 8 subsidized housing, public housing,
and other HUD subsidized units thus pay not more than 25% of
their adjusted incomes toward rent. The Federal government
subsidizes the difference between the actual market rent charged
for the unit (or, in the case of public housing, the per unit
operating cost) and the tenant's rent contribution.

Many poor people do not live in subsidized housing; and more than
13 million renters at all levels of income have been paying a
greater percentage of their incomes for rent in recent vyears.
This 1increase 1in tenant rent contributions will reduce some of
the inequity of providing very large subsidies to less than 9% of
the total eligible households while the rest currently receive no
subsidies at all. But even after the gradual phase-in of the
increase in tenant rent contributions is completed in 1986, the
3.3 million households currently 1living in subsidized housing
will continue to pay on the average a much lower percentage of
their incomes for better housing than the 35 million lower income
households who live in unsubsidized housing. It is estimated
that the increased rent payment for subsidized tenants in 1982
will average less than $5 per month.

Currently, very needy households pay less than 25% of their
incomes for rent in HUD subsidized housing projects. Since this
proposal provides for the same rate of increase for all tenants,
the differential for the very needy will be maintained for the
next 5 years.

To achieve this policy change, HUD will implement the authority
it already has to increase tenant rent contributions from 25% to
30% for new tenants with incomes above 50% of area median income.
The President will propose the legislation required to apply the
rent burden increases to current tenants and new tenants with
incomes below 50% of area median income. The rent increase from
25% to 30% of income will be phased-in at 1% of income per year
over the next 5 years.
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The proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base 1/:
Budget authority.... 28,973 32,044 33,197 36,031 37,719 39,611
OutlaysS.c.oeeoess i«. 6,571 8,177 9,729 11,540 13,360 15,106
Policy reduction 2/:
Budget authority.... -500 -4,916 -4,574 -5,587 -6,066 -6,269
OutlaysS.eooeeceosenns -9 -232 -538 -1,018 =-1,748 =2,445
Proposed budget:
Budget authority.... 28,473 27,128 28,623 30,444 31,653 33,342
OutlaysS..eesesseoens 6,562 7,945 9,191 10,522 11,612 12,661

l/ Combined totals for subsidized and public housing
operating subsidy programs, excluding public housing
modernization.

2/ Reflects not only the impact of rent increases, but also
the net effect of rescissions and supplementals in 1981 and 1982.
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Housing and Urban Development

EXTENSION OF TIMETABLE FOR COMPLETING
PUBLIC HOUSING MODERNIZATION

The public housing modernization program 1is a public sector
capital investment activity with long-term benefits. The
comprehensive modernization effort for public housing authorized
by the Congress last year should help ensure that all public
housing projects meet minimum health and safety standards and are
made more energy efficient and less costly to operate.
Stretching out this program is part of this Administration's
overall strategy to improve the performance of the U.S. economy.
The original c¢ongressional funding for the program was so
ambitious that it is questionable whether the funds c¢ould have
been used effectively in any case. An improved U.S. economy will
reduce inflation-caused increases in the cost of operating public
housing and most of the basic objectives of the comprehensive
modernization program will be accomplished by 1985 or 1986.

The stretch out of construction and renovation activity will be
achieved by carrying over $300 million of the 1981 appropriation
into 1982, and reducing the 1982 and future year appropriation
level by 40%.

The 1981 appropriation 1language for the HUD subsidized housing
programs will have to be amended slightly to permit $300 million
of the $2.0 billion in budget authority earmarked for public
housing in the 1981 appropriation act to be deferred until 1982.
This 8300 million deferral plus an amended 1982 appropriation of
$§1.2 billion will support a total 1982 program level of $1.5
billion for modernization.

The proposal 1is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 2,000 2,000 2,000 2,000 2,000 2,000

Program level....... 2,000 2,000 2,000 2,000 2,000 2,000

OutlaysS...evesencnne 246 296 371 471 571 671
Policy reduction:

Budget authority.... (-300)* -800 -800 -800 -800 -800

Program level....... -300 =500 -800 -800 -800 -800

OutlayS..coeesocesse -—- -—- —— -20 -60 -100
Proposed budget:

Budget authority.... 2,000 1,200 1,200 1,200 1,200 1,200

Program level....... 1,700 1,500 1,200 1,200 1,200 1,200

OutlayS.ecevecsences 246 296 371 451 511 571

* Deferral.
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Department of Labor

TARGETING UNEMPLOYMENT INSURANCE EXTENDED BENEFITS ON
STATES WITH HIGH UNEMPLOYMENT

In order to prevent hardship in areas where high 1levels of
unemployment make new jobs difficult to find for many unemployed
workers, the Federal Government assists the States in providing
an additional 13 weeks of unemployment insurance benefits
("extended benefits") beyond the basic 26 weeks of coverage
provided by basic State programs. These additional benefits are
triggered when a State's rate of unemployment among insured
workers reaches 4% for 13 weeks, if the rate is at least 20%
above the rate for the same period in each of the prior 2 years.
States may (and many do) provide these extended benefits when the
State's rate reaches 5% for 13 weeks, regardless of the rate in
the prior 2 years. When the national rate of insured
unemployment reaches 4.5%, the extended benefits program triggers
on in all 50 States.

Structural shifts in the U.S. economy over the last 15 years have
produced significant regional differentials in unemployment
rates, regardless of general economic conditions. For example,
in the depth of the 1974-75 recession, insured unemployment rates
ranged from a high of 13.2% in Michigan to a low of 2.7% in
Texas. Today, while insured unemployment is intolerably high in
the industrial Northeast and Midwest, insured rates remain below
2% in a number of sun belt States.

The result is that the national trigger for extended benefits
often provides extended benefit payments to workers in tight
labor markets whenever the national trigger is "on". Over and
above the unnecessary costs associated with the additional
benefits, providing long-term benefits to unemployed workers in
markets where labor 1is in short supply actually aggravates
unemployment in these areas by providing a disincentive for
unemployed workers to seek other Jjobs. In addition to the
harmful effects of providing extended benefits in areas of low
unemployment, the present extended benefits program suffers from
technical flaws that make it unresponsive to changing needs.
Under present law, recipients of extended benefits are counted in
calculating the insured unemployment rates. Several anomalies
have resulted from this method of calculation. The payment of
extended benefits may be delayed when unemployment rises.
Extended benefits may be paid in one State for several months
while they are not paid in a second State with an identical
overall unemployment rate. Extended benefits continue to be paid
when overall unemployment is less than it was when the extra
payments started.

To remedy these problems, the Administration proposes to
recalibrate the extended benefits program in order to focus
extended benefit payments only on those areas where high
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unemployment provides a real barrier to employment for unemployed
workers. Legislation will be proposed to accomplish this program
reorientation. The 1legislation would: (1) eliminate the
national extended benefits program, which now requires payment of
extended benefits in all States -- 1including those with low
unemployment -- when the national insured unemployment rate
reaches the level set by law; (2) remove claimants of extended
benefits from the calculation of the insured unemployment rate,
which determines when extended benefits are paid in each State;
and (3) require a higher 1level of unemployment in individual
States before extended benefits are paid. 1In addition, the new
requirement in the 1980 Reconciliation Act that extended benefits
claimants must accept offers of jobs that pay an amount equal to
their UI ©benefits (at least the minimum wage) will be strictly
enforced.

The Administration proposal would eliminate the national trigger
and change the method of calculating the insured unemployment
rate effective July 1, 1981. The proposal would also increase
the State trigger rates to 5% insured unemployment (and 120% of
the rate in the comparable period of the prior 2 years) or, at
State option, to 6% (without regard to prior years). To permit
necessary changes in State law, the increase in State trigger
rates would take effect October 1, 1982.

The proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 20,113 23,279 23,938 24,133 23,029 23,126

outlays.....eooee. .. 4,094 2,483 837 543 423 338
Policy reduction:

Budget authority.... -400 =700 -700 -100 -100 -200

OUtlayS.eeeeeeeeovonn -523 ~-1,231 -477 ~-196 -284 ~-287
Proposed budget:

Budget authority.... 19,713 22,579 23,238 24,033 22,929 22,926

Outlays....ce.ee0.0... 3,571 1,252 360 347 139 51

NOTE: Total UI budget authority is shown because budget
authority for Ul extended benefits is not separately
identifiable.
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Department of Labor

STOPPING UNEMPLOYMENT INSURANCE PAYMENTS
TO PEOPLE WHO WILL NOT TAKE OTHER JOBS

The purpose of the unemployment insurance system is to provide a
cushion for workers during temporary, involuntary periods of
unemployment, and to ensure that unemployed workers have adequate
resources to search for alternate employment commensurate with
their skills and abilities. Regular unemployment insurance (UI)
benefits are payable for up to 26 weeks in most States. Extended
benefits, available during high unemployment periods, add half
again as many weeks to a claimant's eligibility for a maximum
(regular plus extended) total of 39 weeks.

Economic events of the past decade have produced significant
structural shifts in the American economy, with employment in a
number of major industries declining while newer industries grow.
These shifts have produced major challenges for American workers
as they seek to adjust to changing employment patterns. The
present unemployment insurance laws exacerbate these problems.
By allowing workers to draw up to 6 months of unemployment
insurance benefits unless jobs in their occupations are
available, the unemployment insurance system actually discourages
workers from seeking employment in new industries which, while
they pay lower wages initially, hold the prospect of growing
employment and new careers.

In order to remedy this problem, the Administration will propose
legislation requiring workers who have been unemployed for at
least 3 months to seek employment that provides wages at least
equal to their unemployment insurance benefit amount and the
minimum wage. Those drawing their first 13 weeks of unemployment
benefits, however, would be allowed to continue to search for
work in their customary areas at prevailing wages.

Under current law, those who refuse to accept suitable work are
denied UI benefits. However, suitable work is usually defined as
a job similar to the claimant's previous employment. The
proposal would apply to all regular UI claimants, after 13 weeks
of benefits, the definition of suitable work that the 1980
Reconciliation Act requires be applied to all extended bénefit
claimants after April 1, 1981.

Those on seasonal or other temporary layoffs would continue to
get UI, since their regular job is expected to resume. However,
individuals whose prospects for returning to their previous line
of work are still not good after 3 months of unemployment would
be expected to adjust to changed economic conditions by accepting
a Job that may not pay as much as their previous job. This
change will speed the transition from jobs that are not opening
up again to jobs in sectors where workers are in demand.
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The result is expected to be a change in work search practices by
Ul claimants and a more rapid assimilation of unemployed workers
into the employed labor force. Both the workers and the economy
will ©benefit from the decrease in the unproductive period of
unemployment.

Individuals with good prospects for obtaining work in their
customary occupation within a reasonably short period would
remain subject to regular State requirements.

The provision would be applied to regular claimants after 13
weeks of benefits effective October 1, 1982, to give States time
to enact necessary legislation. The Federal law would be amended
to require the suitable work definition as a condition of Federal
approval of State UI law. Such approval is required before
employers may credit their State Ul tax payments against their
Federal UI tax liability.

The proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Outlays.....+ev..... 16,016 15,767 15,059 15,126 14,798 14,506
Policy reduction:
OutlaysS..eeeeeennons -—- —— -285 -285 -272 -264
Proposed budget:
OutlayS..eeeeessn +.+ 16,016 15,767 14,774 14,841 14,526 14,242
1-25
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Department of Labor

END OVERUSE AND EXCESSIVE BENEFITS UNDER
THE FEDERAL EMPLOYEES INJURY COMPENSATION PROGRAM

As part of the general effort to improve entitlement programs,
the Administration will overhaul the Federal employees injury
compensation program. These changes are geared to removing
(1) incentives to file questionable claims; (2) disincentives for
injured workers to return to work when they are medically able to
do so; and (3) inequities in compensation rates, which now permit
higher-paid workers to receive more in compensation benefits than
they received in take-home pay when working. The number of
questionable claims will be reduced and workers will be restored
to productive work more quickly.

The changes are being proposed because the number of claims being
submitted for workers compensation benefits under the Federal
Employee Compensation Act (FECA) has been growing at an alarming
pace, bearing no relation to the number of Federal employees or
the Government's safety record. The annual rate of c¢laims
received by this program has gone from 18,000 in fiscal year 1970
to over 30,000 in 1980. The increased use of this program is
also reflected in the growth of benefit payments, from $151
million in 1970 to $785 million in 1980, to over $1.0 billion in
1982.

In an era where all sectors of society are being called on to
restrain the growth of government, it is inequitable to provide
Federal employees with an injury compensation system which,
through poor design, overcompensates Federal employees relative
to the compensation received by private sector employees for
similar injuries. The following proposed reforms would ensure
the efficient compensation of justifiable claims, while
eliminating the overcompensation and other inequities that
currently plague the Federal employees compensation program:

-- increase the compensation rate to 80% of gross pay but
make the entire amount subject to Federal income taxes:

- rein§tate the 3-day waiting period before a claimant can
receive compensation benefits:

- re@uce the pay that a person can get for up to 45 days
whlle'a claim for compensation for a work-related injury
is being processed from 100% to 80% of full salary; and

~- convert FECA compensation recipients to the civil
service annuity rolls after age 65, instead of the
current practice of providing life-long compensation.
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The legislation is expected to result in the following changes in

funding:

(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 316 344 389 431 481 512
OUtlayS.eeoevennaoees 316 344 389 431 481 512
Policy reduction:
Budget authority.... —-——— -102 ~-114 -126 -138 -151
Outlays........ e — -102 -114 -126 -138 -151
Proposed budget:
Budget authority.... 316 242 275 305 343 361
OUtlayS.eeeeeearonss 316 242 275 305 343 361
1-27
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Department of Labor

ELIMINATION OF UNEMPLOYMENT COMPENSATION FOR THOSE WHO
VOLUNTARILY QUIT MILITARY SERVICE

In order to target unemployment compensation on those workers who
are truly involuntarily unemployed, the Administration will
propose that unemployment compensation for ex-servicemembers
(UCX) not be paid to those who leave the military services
voluntarily after July 1, 198l1.

The change reflects the fact that military service is now
entirely voluntary. Virtually every State currently provides for
either temporary disqualification from benefits or a reduction in
benefit amounts to «c¢ivilian employees who quit their jobs
voluntarily, and all States refuse benefits to those who refuse
bona fide employment offers in their customary occupation.
Federal law prohibits States from treating ex-servicemembers in
the same manner. The change would treat all ex-servicemembers
the same nationwide: those who quit the military voluntarily,
refusing reenlistment offers, would be ineligible for benefits.
Under the change, those with other than honorable or general
discharges would remain ineligible for benefits.

The change is expected to result in a decrease of about 70% in
program costs. Ex-servicemembers with at least one year of
service who were involuntarily separated from the military,
unless they received other than an honorable or general
discharge, would continue to be eligible for benefits. Only
ex-servicemembers who quit voluntarily would be affected.

In addition to the question of equity, the availability of
liberal UCX benefits upon voluntary separation from the armed
services aggravates military problems in retaining trained
personnel. At a time when significant efforts are being made --
in the face of severe budgetary constraints ~- to facilitate
retention by upgrading military compensation, it makes 1little
sense to spend additional funds to encourage present military
personnel to leave the armed services.
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The proposal is expected to result in the

following changes in
funding:
(in millions of dollars)
1931 1982 1983 1984 1985 1985
Current base:
Budget authority.... 333 250 249 258 260 261
OutlaysS..ceooneeesss 333 250 249 258 260 261
Policy reduction:
Budget authority.... -60 =175 =175 -181 -183 -183
OutlaysS«ceecceceevan -60 -175 =175 -181 -183 -183
Proposed budget:
Budget authority.... 273 75 74 77 77 78
OUtlayS.o:cennsences 273 75 74 77 77 78
1-29
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Department of Labor

ELIMINATING TRADE ADJUSTMENT ASSISTANCE PAYMENTS
TO PEOPLE ALREADY RECEIVING UNEMPLOYMENT INSURANCE BENEFITS

The Administration will propose legislation to reform the trade
adjustment assistance (TAA) program for workers by targeting
benefits on those workers who have not been called back to work
by their former employers and who have been unable to find other
work by the time their unemployment insurance (UI) benefits run
out. Furthermore, payment of TAA at the same time as
unemployment insurance will be eliminated.

The original purpose of trade adjustment assistance was to assist
workers in finding new employment when changing international
competitive conditions caused the industries in which they were
employed to decline. The program combines income support,
retraining, and relocation assistance to provide displaced
workers with the time and resources they need to adapt to
changing conditions.

In the last 4 years, however, the effect of the program has been
severely altered. Wholesale certification of workers in troubled
basic industries has produced a situation where TAA cash payments
are being made to thousands of workers regardless of their intent
to seek alternate employment in new and growing industrial
sectors. In addition to distorting the program relative to its
original intent, this shift has produced a cost explosion. In
March of 1980, fiscal year 1981 TAA costs were estimated at $450
million. By November, this estimate had ballooned to $2.7
billion, as workers in the auto and steel industries were
certified as eligible. Immediate action is necessary to prevent
the program from continuing to generate outlays far in excess of
those needed to satisfy the intent of the law.

The Qurpose_of the proposed reforms is to refocus the TAA program
on its primary purpose =-- adjustment to changed economic

conditions. Cash benefits would be provided only to workers
displaced from their Jjobs for extended periods who need more time
to get training, relocate, or find new jobs. Workers certified

as eligible for TAA would receive a weekly TAA payment equal to
their weekly unemployment insurance benefit after they wused up
all their weeks of unemployment insurance. A displaced worker
could receive up to a total of 52 weeks of unemployment insurance
apd TAA benefits. This change will integrate the TAA program
with the regular UI system. The change would be effective for
all present and future claimants as of October 1, 1981. All
workers certified for TAA will continue to be eligible for
special TAA job search and relocation allowances.

The proposed changes are based on a study and recommendations by
the General Accounting Office and supported by findings of a
second, independent study. Both studies found that more than
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two-thirds of the workers who received TAA had returned to their
original employers after a temporary spell of unemployment. In
many cases these TAA benefits, which are meant to help the worker
over a period of unemployment, were paid in a lump sum after the
worker had returned to his or her old job, or had taken a new
one. The studies also found that the workers most in need of
assistance were those who remained unemployed for a lengthy
period and 4id not return to their original employer.

As a result of the proposed changes, lump sum payments of
retroactive benefits to temporarily unemployed workers who have
already returned to work will be reduced sharply. 1In the case of
workers in the automotive industry, the payment computation
mechanism has had the inadvertant effect of shifting costs that
would otherwise be paid by the industry-financed supplemental
unemployment benefits (SUB) funds to the Federal Treasury.
Currently, industry SUB funds pay only the difference between
Government unemployment compensation and the SUB fund income
guarantee (up to 95% of wages). Thus, many workers, particularly
those in the auto industry, do not receive more income because of
TAA, but the SUB funds pay out less. In fact, SUB funds require
recipients of retroactive TAA payments to pay all or part of
those payments back to the SUB fund.

Under the current program, workers who experience unemployment
caused at least in part by imports, as determined by the
Secretary of Labor, are -eligible for higher and lengthier
benefits than those available to other unemployed workers in the
same communities. Workers certified by the Secretary as eligible
for TAA receive weekly benefits equal to 70% of their previous
gross weekly wages, up to a maximum of the national average wage
in manufacturing (currently $269 a week) for up to 52 weeks.
Since these benefits are not taxable to employees with benefits
below the taxability threshold on unemployment benefits 1in
current law, the value of benefits received by higher-wage
workers often exceeds the average manufacturing wage limit, when
compared to taxable earnings.

After the change as of October 1, 1981, weekly TAA Dbenefit
amounts will be the same as the worker's weekly unemployment
insurance benefit amount, and will be paid only to workers who
have used up all their weeks of unemployment insurance.
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This proposal is expected to result in the following changes in

funding:

(in millions of dollars)

1981 1982 1983 1984 1985 1986

Current base

Budget authority.... 2,700 1,500 1,000 500 500 500

OutlayS....eeeeesese 2,743 1,500 1,000 500 500 500
Policy reduction:

Budget authority.... --= =1,150 -760 -380 =380 -380

QutlaysS...oceevseces -—- =1,150 =760 -380 ~380 -380
Proposed budget:

Budget authority.... 2,700 350 240 120 120 120

Qutlays..... ceraes ee 2,743 350 240 120 120 120

1-32

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



Department of Labor

PLACE THE BLACK LUNG TRUST FUND ON A SELF-SUSTAINING BASIS

The black lung disability trust fund (BLDTF) is rapidly sinking
into insolvency, producing massive deficits that are presently
financed from general revenues. At the end of fiscal year 1980,
the trust fund owed the U.S. Treasury $956 million. Of the $922
million expected to be expended from the fund in 1981, only $275
million will be covered by revenues received from the coal tax.
This will mean that another $647 million will have to be financed
by Treasury loans. Under existing law, the trust fund will have
a projected deficit of $9.2 billion by 1995.

The major source of the fund's insolvency is that lax statutory
and administrative procedures have expanded the program from its
original purpose =-- to compensate people who are medically
disabled because of black lung disease -- 1into a general coal
miner's Dbenefit program that approaches an automatic pension.
Recent GAO sampling of eligibility certifications found that an
astonishing 88% of all the claimants certified as eligible were
either not disabled, or else could not be proved to have black
lung disease.

In order to put the trust fund on a sound financial footing, the
Administration will develop a reform proposal that will restore
solvency by restricting benefit entitlements to those that are
truly medically disabled by black 1lung, and ensure that the
program is financed by a reasonable levy on the coal industry,
rather than from general revenues. The objective of the
proposals would be to eliminate questionable claims and reduce
trust fund outlays to a level where the <cocal industry could
finance benefits with a reasonable coal tax increase without
drawing on the Treasury.

The BLDTF was created in 1978 to pay black lung benefits and the
cost of administering the program. The fund was to be financed
through a coal production tax, which is currently 50 cents per
ton for underground c¢oal and 25 cents for surface-mined coal.
While the fund was expected initially to have a small deficit
financed by borrowing from the U.S. Treasury, it was also
expected that by the mid-1980's it would become and remain
solvent. However, present experience shows that unless changes
are made, the fund will not be solvent until the next century.

There is significant potential for tightening up the program's
eligibility requirements that would reduce outlays without
harming legitimate beneficiaries. Simply restoring the program
to its original purpose -~ to provide benefits to those
certifiably disabled by black lung disease -~ would result in
major reductions in program outlays.
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(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

OUtgO. . vevavsnsvenes 824 775 647 609 669 932
Income (=) a/....... =275 =292 -321 -341 _-364 _-379
Deficit....... 549 483 326 268 305 553

Policy change (net).... -30 -378 -354 -353 -382 -469
Proposed budget (net).. 519 105 -28b/ -85b/ -77b/ 83

g/ These are governmental receipts and appear on the
receipts side of the budget.
b/ Trust fund surplus.

NOTE: Outgo patterns vary from year to year because of
estimates of the timing of lump-sum payments and reimbursements
to the fund.
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Office of Personnel Management

ANNUAL INDEXATION OF CIVIL SERVICE RETIREMENT ANNUITIES

Under present policy, virtually every Federal beneficiary group
receiving assistance with automatic adjustments for the impact of
inflation has its payments adjusted annually. Payments for food
stamps, child nutrition, and social security are now adjusted
annually. Retired «c¢ivil servants, however, now have their
pensions adjusted twice a yvear. This is clearly unfair. To
assure equitable treatment for all recipients of assistance,
bi-annual cost-of-living adjustments would be replaced with a
single annual adjustment for civil service retirees.

Federal civilian retirees have been well protected against the
impact of inflation and receive very generous annuities. In
1979, over half of the retired employees received retirement
payments of over $8,400 per year. 1In fact, 25% of the retired
employees received over $12,000 in 1979.

Ironically, these generous adjustments have meant that older
retirees often receive greater benefits than recent retirees with
comparable positions and length of Federal service. For example,
a GS-5 typist retiring in 1965 at age 62 with 30 years of Federal
service would currently receive an annual annuity of over
$11,000, while a similar employee retiring last summer would
receive less than $8,000 annually.

A similar proposal has been made for military retirement

programs.

(in millions of dollars)

T981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 27,658 30,157 32,362 34,237 35,941 37,409
Ooutlays....eeveee... 17,605 20,233 22,544 24,655 26,643 29,466
Policy reduction:
Budget authority.... - -558 -472 -430 -416 -417
OutlayS..cesevesaces -——- -510 -424 -389 -366 ~-367
Proposed budget:
Budget authority.... 27,658 29,599 31,890 33,307 35,525 36,992
Outlays.....evsese.+ 17,605 19,723 22,120 24,266 26,277 28,099
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2. REDUCE MIDDLE~-UPPER INCOME BENEFITS

Department of Agriculture

CHILD NUTRITION:
ELIMINATION OF SUBSIDIES FOR MIDDLE AND UPPER INCOME HOUSEHOLDS

As part of the Administration's efforts to focus Federal
assistance on the truly needy, the structure of Federal meal
subsidies to schools and similar institutions will be altered.
These changes will help to concentrate Federal resources where
they are most needed -- in school districts with the highest
proportions of needy families.

At present, the Federal Government provides subsidies in three
different categories (cash, commodities, and special cash
assistance) to school districts that agree to provide free meals
to the lowest-income students (those below 125% of the poverty
line), and reduced-priced meals to those with slightly higher
incomes (between 125% and 185% of the poverty line). The Dbasic
cash and commodity subsidies are distributed to schools based on
the total number of children participating in the meal program,
regardless of income 1level. The result is a subsidy, equal to
about 508 of the purchase price of meals served to middle- and
upper-income students-~ many of whom come from families with very
high incomes. Given the need to focus Federal benefits on those
truly in need, the Administration will propose 1legislation to
restrict subsidies to the lower-income groups.

Under the Administration proposal, Federal subsidies for middle
and upper income families of four with annual incomes above
$15,630 will be eliminated. Students from these non-needy
families now receive subsidies of about 32 cents per 1lunch.
Students from families of four with incomes between $11,640 and
$15,630 will continue to have their school meals partially
subsidized. Next year, school districts would receive an average
Federal subsidy of 64 cents for each meal served to this group of

students. For students from families of four with incomes below
$11,640, the present policy of full subsidization of meals will
continue.

The 10.3 million children from poor families will continue to
receive fully subsidized free school lunches and 3.0 million will
also benefit from a fully subsidized breakfast at school. An
additional 1.9 million less needy students will receive annual
subsidies of $115 per year for lunch. Federal support will no
longer continue for 14.5 million middle and upper income students
whose school districts now receive meal subsidies of less than
$60 per student each year. States or localities may choose to
subsidize -~ from their resources -- students with larger
incomes, or parents of those students may buy school meals.
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Other non-essential activities funded under this account will be
terminated, including funds to purchase new school food service
equipment, nutrition education and training grants to States,
subsidized snacks, and all subsidies to .schools with high
tuitions. The base and special subsidies for both free and
reduced price meals will be annually indexed in future years from
1982 levels for price changes in the currently authorized
indices. Finally, schools should verify on a sample basis, the
income eligibility of students claiming full or partial meal
subsidies.

By focusing Federal meal subsidies on children from families in
need, Federal costs will be reduced by over 35% next year, or by
more than $9 billion by 1986. At the same time, continued full
and partial Federal subsidies for lower income students will help
to ensure that these students have access to adequate nutrition
at school. Administratively, these changes will reduce the
existing complexity of over 20 subsidy rates that vary by income
level, type of meal, and type of institution claiming the
subsidy. The elimination of activities collateral to funding
nutrition subsidies for the needy 1is a step away from
inappropriate Federal involvement in State and 1local school
administration.

These proposals result in the following changes in budget

estimates:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 3,464 4,155 4,582 4,926 5,258 5,579
Qutlays.....¢ce.eees 3,360 3,918 4,321 4,646 4,959 5,261
Policy reduction:
Budget authority.... -145 -1,657 -1,800 -1,934 -2,0456 -2,158
OutlayS.eeeeceseceans -42 ~1,575 -1,709 -1,835 -1,940 -2,045
Proposed budget:
Budget authority.... 3,319 2,498 2,782 2,993 3,212 3,421
Outlays............. 3,319 2,343 2,612 2,811 13,018 3,216
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Department of Education

REFOCUSING STUDENT ASSISTANCE PROGRAMS

In order to restore the focus of the two major student financial
assistance programs administered by the Department of Education
on the truly needy and to emphasize the traditional role of the
family and the student in contributing to meeting the costs of
higher education, the Administration will propose significant
changes in both the Guaranteed Student Loan (GSL) and the Pell
Grant programs.

In the last several years these programs have been continually
liberalized; Federal benefits have become excessive. Although
the Pell Grant program, the succesor to the Basic Educational
Opportunity Grant (BEOG) program, is designed primarily to assist
low 1income students, grants are on occasion provided to students
from families with income in excess of $30,000 per year. The GSL
program now provides loans of up to $2,500 annually for students
and up to $3,000 annually to their parents regardless of income.
Substantial Federal benefits are being paid out to those who do
not need them to meet educational expenses.

By more directly targeting Federal student loans and grants on
needy students, program costs will be reduced by over §$9.2
billion in 1981-1986. At the same time, the important national
policy objective of assuring equal access to higher education
will be maintained.

Under these proposals, Guaranteed Student Loan program interest
benefits will not be paid to borrowers who cannot demonstrate a
need for these subsidies to finance their education. This change
will be achieved by limiting student loan amounts to "remaining
need" (educational costs minus other aid and expected family
contribution), eliminating the in-school interest subsidy on
loans to students, and eliminating the Federal special allowance
to lenders on loans to parents. Benefits to the highest income
students will also be eliminated in the Pell Grant program by
increasing the amount of discretionary income that families must
contribute to the support of a student and by requiring an annual
$750 self-help contribution from students, except where extreme
financial need is demonstrated.

Without these major reforms, the Guaranteed Student Loan program,
in particular, could be recklessly expanded over the next few
years. Under the GSL program, students can borrow annually
regardless of their income or educational need, with the Federal
government paying all the interest on the loan until the student
is out of school. The result is that the Federal government
borrows money at high rates of interest, turning it over -- free
-- to students to spend as they see fit. While the principal
amount of the loan must eventually be repaid, the proceeds of
these loans can be invested in money market funds or other
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investments, allowing students and their families to earn 14-15%
yields on money for which the Federal government is paying
14-15%, before eventually repaying the loan. Without rational
limitations, such as the Administration is proposing, the
Department of Education could soon become the creditor of first
resort for every American family that has a family member
enrolled in undergraduate or graduate education. The savings
below reflect the effects of these limitations.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 4,812 5,341 5,574 5,739 5,769 6,004
Outlays.......sec.¢. 4,104 5,178 5,516 5,698 5,761 5,945
Policy reduction:
Budget authority.... -338 -1,016 -1,659 -1,857 -2,074 -2,287
OutlayS.ceeeeecesans -106 -803 -1,499 -1,808 -2,019 -2,233
Proposed budget: :
Budget authority.... 4,474 4,325 3,915 3,882 3,696 3,717
Outlays....veeveee.. 3,998 4,375 4,017 3,890 3,742 3,712
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ELIMINATING THE STUDENT LOAN MARKETING ASSOCIATION'S
(SALLIE MAE) ACCESS TO FEDERAL BORROWING

The Administration proposes to eliminate Sallie Mae's access to
the Federal Financing Bank (FFB). Sallie Mae was set up as a
private corporation to provide a secondary market for the
Guaranteed Student Loan (GSL) program. Sallie Mae buys these
loans using FFB-provided capital under a Department of Education
guarantee. Sallie Mae effectively increases the total volume of
loans under the GSL program over and above what would be lent
without a secondary market.

With GSL volume at record levels, stimulation by Sallie Mae is
unnecessary. In fact, outstanding GSL commitments are scheduled
to double in 1982 over the level prevailing as recently as 1980,
rising to over $20 billion in outstanding commitments by the end
of the year. Some of the 49 State guarantee agencies provide
secondary markets for student loans. Further, there are other
incentives within the GSL program to generate the loan capital it

needs. In addition, the Administration will propose changes to
ensure that Guaranteed Student Loans are available for needy
students.

Given this expanding resource base in support of student loan
originations in the private sector, it is simply unnecessary to
provide Sallie Mae with additional capital to expand its
secondary market operations in guaranteed student loans.
Although this proposal has no on-budget outlay impact, it will
reduce Federal borrowing requirements in the Nation's credit
markets by reducing the borrowing requirements of the off-budget
Federal Financing Bank.

By eliminating the Department of Education's guarantee of Sallie
Mae's FFB borrowing, off«budget savings will occur due to a
reduction of an estimated $15 billion of Federal Financing Bank
acquisitions over the next five years.

FFB ACQUISITION OF SALLIE MAE OBLIGATIONS

{in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base...¢cs¢+.... 1,095 1,923 2,500 3,000 3,500 4,000

Policy reduction....... -=-- -1,923 -2,500 -3,000 -3,500 -4,000

Proposed budget........ 1,095 —_— - - —-—— -
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3. RECOVER CLEARLY ALLOCABLE COSTS FROM USERS
(INCREASE IN GOVERNMENTAL RECEIPTS)

Department of Defense - Civil
ELIMINATE INLAND WATERWAY SUBSIDIES

The Administration will seek to eliminate the subsidy on inland
waterways, Dbeginning in 1983, by increasing users fees on barge
fuel. The Federal Government now spends over $325 million per
year in the operation and maintenance of certain inland waterways
for commercial traffic which until this year has paid no tax or
fee for system use. This year a new charge of 4 cents per gallon
on barge fuel will cover only 11% of that cost. Under this
proposal, user fees will increase from 6 cents per gallon to
about 30 cents per gallon in 1983 to collect the $325 million the
Government will spend on the operation and maintenance of the
waterways. It is estimated that the increase in cost to shippers
will be 1less than 0.4 cents per ton mile. The program will be
designed to increase receipts thereafter as expenses rise and to
pay for new construction and operation and maintenance of future
new waterways as they are completed.

Receipts will be placed in the inland waterway trust fund and
will be wused to place the waterways on a self-sustaining basis.
Users will not be required to repay the construction cost of the
existing system (estimated at §$6 billion) -- only the cost of
additions as they are completed. To the extent that traffic may
be diverted to other less costly forms of transportation because
of changes in shipping costs resulting from the proposed tax
increase, our total transportation system will be economically
more efficient.

Legislation will be submitted to raise the user fees.

The legislation will increase the fees per gallon as shown in the
following table:
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(in millions of dollars)
19081 1982 1983 1984 1985 1986

Potential receipts 1l/:

Current receipts.... 30 58 67 80 20 115
Proposed increase... -—— - 258 275 300 315
Proposed budget..... 30 58 325 355 390 430

Estimated rates
(cents per gallon):
Existing legislation 4 6 6 8 8 10
Proposed level...... 4 6 30 31 32 34

1/ These items are governmental receipts, not offsets to
outlays.
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Department of Transportation

ELIMINATING SUBSIDIES FOR AIRPORT AND AIRWAY USERS

To shift the costs of government services to those who directly
benefit, the Administration will propose an increase in aviation
user taxes beginning in 1982. The taxes will affect bhoth
commercial and general aviation.

The Federal Aviation Administration (FAA) provides the services
necessary for a safe and efficient aviation system. These
services include the operation of airport towers and enroute
centers that make up the national air traffic control system.
The FAA also provides a variety of licensing, certification, and
inspection services for the aviation community.

Providing these services is a multi-billion dollar operation.
The users -- commercial and general aviation -- receive most of
the benefits and should pay for the costs. Not requiring the
users to bear the full cost of their activities encourages higher
use of the system than would otherwise be the case, resulting in
continual pressure to expand the system's capacity. The
Administration's proposal for a 20% aviation fuel tax -- which
will more than double the 1980 fuel tax -- will significantly
increase the recovery of costs put on the system by general
aviation. However, general aviation will continue to be
cross-subsidized by commercial aviation, which will pay more than
1008 of the system costs.

Although aviation users have paid taxes in the past, the Congress
has restricted the use of the resulting revenues to cover just
slightly over 40% of the system costs. The general taxpayer has
carried the rest of the burden. The Administration's proposal is
designed to overcome this inequity.

The costs of the aviation system are paid from the airport and
airway trust fund. The past congressional restrictions resulted
in an uncommitted trust fund balance of approximately $3.7
billion in 1980.

The Administration's tax proposal will ensure that funds required
to carry out FAA programs will equal the revenue raised through
user taxes. A 20% fuel tax, 9% passenger ticket tax, 5% freight
waybill tax, and other miscellaneous taxes are included in the
proposal. These taxes will generate revenue totaling
approximately $3.3 billion in 1982, increasing to $5.2 billion in
1986. By the mid-1980's, revenues will exceed FAA funding levels
s0 that tax reductions may be possible.
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Current receipts.....
Policy increase......
Proposed receipts.....

———

(in millions of dollars)
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7981 1982 1983 1984 1985 1986

1,802 1,377 1,534 1,703 1,871 2,091

--- 1,882 2,159 2,442 2,753 3,104

1,802 3,259 3,693 4,145 4,624 5,195
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Department of Transportation

ESTABLISH BOAT AND YACHT OWNER FEES

The cost of running the U.S. Coast Guard (USCG) will exceed §1.3
billion in 1982. Almost all USCG services are provided to a
small segment of the public without charge. Services include
licensing, inspection, vessel documentation, operation of aids to
navigation, rescue and towing assistance, icebreaking, and water

pollution monitoring and cleanup, among others. The
approximately nine million individuals and firms who directly
benefit from these services should pay for them. Therefore,

legislation will be submitted to the Congress to authorize a
graduated system of fees for USCG services. The fees would be
phased in over the next 4 years and would eventually cover about
half the costs of USCG except those related to law enforcement
and military readiness. While the Nebraska farmer can reasonably
be expected to help pay for the cost of defense and law
enforcement, it is unreasonable that he or she should subsidize
the cost of services that a small number of yachtsmen, fishermen,
and ship owners now enjoy free of charge.

Beginning in 1982, a charge would be 1levied for all direct
administrative services (e.g., issuance of a merchant marine
license, documentation of a boat or vessel, periodic safety
inspections, supervising the docking or 1loading of hazardous
cargo, etc.). These fees might range from S$15 to $20 for a
routine license renewal, to several thousands of dollars for
inspection of a hazardous cargo facility or the testing and
certification of a boat's structural integrity.

A system of annual fees will be initiated to cover the cost of
indirect services used by recreational hoaters, commercial boat
operators, and the merchant marine (e.g., maintaining buoys and
navigation lights, harbor vessel traffic systems, rescue
helicopters, and boats and crews on standby). These will
initially range from $10 to $20 annually for a recreational boat
used on inland waterways to several hundred or a thousand dollars
for commercial vessels that operate mainly in coastal waters.

As is the case with many Federal activities for which fees are
already collected (e.g., use of park campgrounds, cattle grazing
on Federal 1lands), boat and yacht owners and the maritime
industry will be charged relatively small fees in relation to the
cost of benefits they receive. 1In the aggregate, the tax burden
on the general taxpayer will be reduced substantially (§1.5
billion).

The Department of Transportation is developing the legislative
proposals and fee schedules necessary to implement this policy
and legislation will be submitted to the Congress in early March.
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_ (in millions of dollars) )
To81 1982 1983 1984 1985 1986

Current receipts....... _—— —— -——— —-—— —— -———

Increased receipts..... ——— 100 200 300 400 500

Proposed budget receipts - 100 200 300 400 500
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4. APPLY SOUND CRITERIA TO ECONOMIC SUBSIDY PROGRAMS

Department of Agriculture

REDUCTION IN FEDERAL SUBSIDIES FOR THE DAIRY INDUSTRY

The Federal Government buys dairy products equivalent to about 8
billion pounds of milk a year, which costs taxpayers about $1.3
billion and drives up consumer prices. The President proposes
reforms in this program to achieve two basic objectives:

-— avoid excess production and Government-held surpluses,
resulting in reduced costs to Government and consumers;
and

-- provide sufficient price support for the dairy industry
to ensure adequate supplies of dairy products.

Expected results of this reform are:

-- the elimination or reduction of increases in dairy
prices:

-- reduced production of excess milk;

-- lower prices for consumers and increased consumption of
dairy products;

-= reduced Federal Government purchases of excess milk,
butter, and cheese; and

-- reduced Federal budget outlays.

Usually, a decrease in production results in higher prices. The
dairy price support system, however, has altered the forces of
supply and demand for several years. Under the program as it is
currently structured, more milk is produced when Government dairy
price supports are increased. Because there have been large
surpluses of milk since 1978, the increased production must be
purchased by the Federal Government. As a result, Federal stocks
are 1increased and prices paid by consumers are increased. By
decreasing the Federal subsidy for dairy products, excess
production will be slowly eliminated. This should result in more
stable prices that depend on supply and demand for both farmers
and consumers, rather than the artifically high prices created by
a Federal subsidy program.

To achieve these objectives, the Administration will submit
legislation to eliminate the mandatory increase in dairy price
support currently required by law on April 1, 1981. Long-term
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reforms will be part of the Administration's comprehensive farm
program package for this legislative session.

Without these changes, costs for the dairy price support program
will increase steadily, reaching $3.2 billion in 1986. The
proposed changes will keep the program costs at much lower levels
of $500-$600 million per year.

Outlays (in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base........... 1,327 1,717 2,123 2,408 2,830 3,228
Policy reduction....... -138 -1,095 -1,614 -1,887 -2,263 -2,727
Proposed budget........ 1,189 622 509 521 567 501
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Department of Agriculture

TERMINATE THE FARMERS HOME ADMINISTRATION ALCOHOL FUELS
AND BIOMASS LOAN PROGRAM

As part of a general effort to reduce dependence on the Federal
Government as a supplier of credit, the President will propose
termination of the Farmers Home Administration (FmHA) alcohol
fuels and biomass loan program and rescission of unobligated
funds that total about $500 million. The Administration will
support continuation of tax incentives for alcohol fuels, which
will result in reduced Treasury receipts of $4.3 billion in the
1981-86 period.

Even in the absence of Federal credit assistance for development
of alcohol and biomass fuels, the -Administration believes that
worthwhile projects would still attract private investors
because:

-- the technology for alcohol fuels and biomass production
is well proven;

-- existing Federal and State tax policies subsidize the
production of alcohol fuels and biomass by at least $18
per barrel; and

-- removal of price controls from domestic crude oil makes
alcohol and biomass fuels competitive with other energy
forms.

Excessive production of alcohol fuels from grain crops that could
result from the loan subsidy program may have adverse effects on
food prices and agricultural export revenues. In addition, the
Federal involvement might enable marginal projects to attract
private financing that would otherwise go to more productive
investments.

The termination of this program will result in the following
budget savings:
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{in millions of dollars)

1981 1982 1983 1984 1985 1986

Current base:

Budget authority 1l/. 525 — —_— -— —_— _—

outlayS.:cecessss .o 56 104 3 4 3 3
Policy reduction:

Budget authority 1/. =505 _— _— _—— _—— —

outlaystu--.-....... -46 -94 -3 -4 "3 -3
Proposed budget:

Budget authority 1/ 20 —— — - - S

OutlayS.:ce.ee. .o . 10 10 ——— ———— —_—— _
1/ New loan commitments.
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Department of Agriculture

REDUCTION IN FEDERAL FINANCIAL ASSISTANCE TO COOPERATIVES

AND PRIVATE COMPANIES ASSISTED BY THE
RURAL ELECTRIFICATION ADMINISTRATION (REA)

As part of a general effort to reduce the share of Federal

lending

in U.S. credit markets, and to reduce Federal costs, the

President proposes the following changes in the REA program:

Beginning in 1982, discontinue Federal Financing Bank
direct 1lending to electric generation and transmission

cooperatives and to telephone companies and
cooperatives. Provide Federal gquarantees of loans from
private sources instead. This action will reduce

Treasury borrowing by $5,145 million in 1982.

Reduce REA direct lending $187 million in 1981 and $350
million in 1982 by eliminating loans to telephone
companies and cooperatives and reducing loans to
electric cooperatives.

Discontinue 2% direct loans; substitute an equivalent
amount of 5% loans.

Discontinue 5% direct loans for generation and
transmission facilities; substitute an equivalent amount
of guaranteed private loans.

These changes will be achieved by:

directing the Secretary of the Treasury to discontinue
Federal Financing Bank direct lending to REA
borrowers; 1/

seeking legislation to permit charging higher interest
rates for REA direct loans:;

instructing the Secretary of Agriculture to target REA
direct 1loans to those most in need (more remote areas)
and encouraging other borrowers to seek credit from
private lenders; and

proposing budget rescissions and amendments to bring REA
direct lending into line with these proposed changes.

1/ The Administration is proposing a broad reform of Federal

- Financing Bank operations that will affect other agencies as
well, including the Farmers Home Administration and the
Tennessee Valley Authority.
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These proposed actions are based on the fact that the REA has
largely accomplished its purpose =-- to provide the basic
investment capital necessary to provide electric and telephone
service in rural areas. More than 99% of all farms now have
electric service. The bulk of borrowing 1is now for power
generation and system improvements, costs that should be borne by
system users.

In the absence of restraint, REA would continue to expand the
reliance of rural utility companies on federally-provided and
sponsored credit. It has been estimated that the REA would be
underwriting nearly 15% of total U.S. investment in electrical
generation by 1995, if left unchecked.

The major reason that these systems have not converted to using
the private sector as a major capital source 1is the highly
favorable term structure -- for both the direct and guaranteed
lending -~ offered by REA. As a consequence, the availability of
these subsidies reduces the necessity for recipients to improve
their financial positions in order to attract private capital.
Customers of REA-financed utilities receive power and telephone
services at rates that average 8-12% below customers of non-REA-
financed utilities.

Taking these actions will result in a dramatic reduction in
direct Federal 1lending -~ $5.5 billion in 1982, and over §$32
billion between 1982 and 1986. In addition, Federal interest
subsidy costs would be reduced by about $27 million in 1982 and
by about $400 million over 1982-86. At the same time, rural
electric and telephone consumers served by these systems should
continue to receive adequate service at rates comparable to those
charged to customers of non-REA-financed utilities.
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The changes are expected to result in the following changes in
funding 1/:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Loan guarantee

commitments........ 6,245 6,245 6,745 7,280 7,870 8,500
Budget authority
and outlays........ 4,774 5,752 7,387 7,571 7,520 7,800

Policy reduction:
Loan guarantee

commitments.. ... -187 -5,495 -5,935 -6,405 -6,925 -7,480
Budget authority
and outlays........ -38 -1,142 -2,328 -3,603 -4,975 -6,450

Proposed budget:
Loan guarantee

commitments........ 6,058 750 810 875 945 1,020
Budget authority
and outlays........ 4,736 4,610 5,059 3,968 2,545 1,350

1/ The loan guarantees of the REA are converted to direct
loans when they are purchased by the Federal Financing Bank.
These outlays are excluded from the budget totals by law.
Although these reductions are not included in the budget totals,
they represent significant savings in Federal borrowing costs.
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Department of Agriculture

REDUCTION IN FARMERS HOME ADMINISTRATION
DIRECT LENDING ACTIVITIES

As part of a general effort to 1limit the growth of Federal
outlays and to reduce dependence on the Federal Government as a
supplier of credit, the Administration plans to reduce direct
lending by the Farmers Home Administration (FmHA) by about 5%
during the last half of 1981 and almost 25% in 1982. The Farmers
Home Administration will narrow its focus to serve borrowers who
lack access to other credit sources, rather than serve as a
source of below-market interest rate loans and loan guarantees to
a wide variety of private, credit-worthy borrowers, as it has in
the recent past.

The 1981 budget provides direct 1lending by the Farmers Home
Administration of almost $13 billion. The Carter 1982 budget
requests over $10 billion. A 5% reduction in 1981 would reduce
the total by approximately $565 million. The 1982 reduction of
$2.4 billion results in a $7.9 billion loan level.

The change will include the following major reductions in direct

loan obligations:

(dollar amounts in millions)
1982 Carter Number of Proposed  Number of

Budget Loans Loan Level Loans

Farm ownership... $ 1,500 16,400 $ 700 7,650
Farm operating... 1,500 44,420 1,325 39,240
Emergency

disaster........ 2,000 38,610 1,600 30,908
Rural rental

housing......... 983 1,390 870 1,230
Moderate income

homeownership

loans.ccoeseevss 802 19,700 500 12,280
Water and waste.. 575 1,238 300 645
Community

facilities...... 260 613 130 305

Total....... 7.620 122,371 5,425 92,240

The major reductions identified should not significantly affect
the poorest households and communities. Programs serving the
very poor would receive relatively smaller reductions than those
that provide homeownership loans to moderate income families. It
is anticipated that all but the smallest and poorest communities
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will be able to find alternative sources of funding for rural
development projects. Consequently, eligibility for the water
and waste loan program will be limited to those communities that
are too small to participate in the bond market or are too poor
to afford a water system without grant assistance.

It is anticipated that the Farm Credit System, State farm
ownership programs, private lenders and the expanded crop
insurance program will provide sufficient resources to mitigate
the effect of the reductions in FmHA lending.

The proposed 1981 reductions would be achieved by proposing
recissions of loan authority specified in the current 1limitation
on direct 1lending in the appropriation act; the 1982 reductions
would be achieved by amending the limitations contained in the
1982 Carter budget.

This proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 1,056 1,474 2,096 2,568 2,922 3,169
OutlayS..ceevveevevss =1,205 2,559 2,955 3,236 3,496 3,658
Direct loan

obligations........ 12,990 10,237 10,237 10,237 10,237 10,237

Policy reduction:

Budget authority.... -——- —— -30 -105 -179 =255
OULlayS:eeovsoesnans -30 -105 -179 -255 =331 -407
Direct loan

obligations........ -565 -2,354 -2,354 -2,354 -2,354 -2,354

Proposed budget:
Budget authority.... 1,056 1,474 2,066 2,463 2,743 2,914

OutlayS....see0+»-.. 1,175 2,454 2,776 2,981 3,165 3,251
Direct loan
obligations........ 12,425 7,883 7,883 7,883 7,883 7,883
4-9
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Department of Commerce
Appalachian Regional Commission

REDUCTIONS TO ECONOMIC AND REGIONAL DEVELOPMENT PROGRAMS

The Administration proposes to eliminate funding for the Economic
Development Administration (EDA) and the Regional Development
Commissions of the Department of Commerce, and the non-highway
programs of the Appalachian Regional Commission (ARC).

There is no convincing evidence that these programs have been
effective in creating new jobs or capital investment, or are
actually needed to promote local and regional economic
development. Studies indicate that the total cost per job
directly created by an EDA development grant is on the order of
$60,000 to $70,000 for a person-~year of employment. Studies also
show that EDA programs have had 1little influence on local
economic development since such development generally would have
occurred without EDA investment. The Regional Commissions
duplicate the activities of States and localities that have the
capability to carry out regional projects. The policy change
will save more than $5 billion over the next 4-5 years.

Economic expansion and job creation in distressed areas will Dbe
stimulated through general tax, fiscal, and regulatory reduction
measures and more flexible community development support
assistance. Development assistance to rural areas will be
provided by the Farmers Home Administration within the Department
of Agriculture.

Specific changes will involve rescinding remaining appropriations
for EDA, the Regional Commissions, and ARC (non-highway) for the
second half of 1981 and eliminating funding in 1982. This will
require amendments to the 1982 budget for EDA and ARC programs.
Regional Commission funding is already proposed for termination
in 1982..

The trade adjustment assistance program now located in EDA will
be tranferred to the Department of Commerce's International Trade
Administration. The program will continue to be funded at $51
million in budget authority in 1981 and $53 million in 1982. The
Appalachian highway program will be transferred to the Federal
Highway Administration and funded from the highway trust fund.
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(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 1,004 1,034 1,131 1,224 1,318 1,409

Outlays....oeoeevess 934 1,023 1,080 1,145 1,239 1,312
Policy reduction:

Budget authority.... =502 -769 -854 -934 -1,010 -1,085

QutlaysS:.esecescasens -24 -440 -644 -755 -882 -997
Proposed budget®*:

Budget authority.... 502 265 277 290 308 324

OUtlayS.eeeessoenass 910 583 436 390 357 315

* The proposed budget would fund ARC highway programs at
$215 million in 1982 and provide for the orderly phaseout of
prior EDA funding commitments.
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Department of Energy

RESTRUCTURING OF SYNTHETIC FUELS PROGRAMS

The President is committed to ensuring the development of a
commercial synthetic fuels industry that can help replace
imported oil with competitively-priced domestic fuels made from
our abundant resources of coal, oil shale, tar sands, and
renewable materials. Through a carefully-designed, streamlined
synthetic fuels program, the President believes we can achieve
rapid development of our synthetic fuels potential without a huge
Department of Energy bureaucracy and without needless use of tax
dollars to subsidize private business ventures.

By shifting the focus of Government synfuels programs to the
newly-created Synthetic Fuels Corporation, the President's
approach permits elimination of duplicative synfuels programs at
the Department of Energy that will cost the taxpayer a minimum of
$2.7 billion over the next five years =-- and possibly twice that
amount if project overruns follow historical patterns.

The President intends to appoint new board members to the
Synthetic Fuels Corporation as soon as possible and assign to the
Corporation the responsibility to assist major synfuel plant
construction projects. Since these types of support were chosen
specifically to encourage the production of synthetic fuels by
the private sector in a time of rising energy prices, there is a
good chance that a significant portion of the §$17 billion
available to the Corporation will never have to be paid out to
private companies. Encouraging synthetic fuels production
through the Synthetic Fuels Corporation instead of through the
Department of Energy therefore reduces the 1likelihood that
synthetic fuels promotion will become a major budget burden in
the future.

Shifting the Department of Energy's synthetic fuel
commercialization and demonstration activities to the Synthetic
Fuels Corporation will provide a more efficient and focused
program for demonstrating synthetic fuel production. The shift
will also insulate project selection from the ‘“pork barrel"
political process. Because private companies will manage
construction with more of their own money at risk under the new
approach, the likelihood of successful project outcomes will be
increased, while potential costs for the Government will
decrease. This change is consistent with the Administration's
policy to rely on private market forces to set the pace of
commercial introduction of synthetic fuels technologies. The
Department of Energy will end its program of major technical
demonstrations, transfer the interim alternative fuels funding
program to the Synthetic Fuels Corporation and focus on
supporting long-range related research and development.

As a result of this change, current arrangements for direct
Government funding of coal liquefaction and gasification projects
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will Dbe terminated. 1/ The President anticipates that the
Corporation will consider supporting these and other facilities
either as full-sized synthetic fuel projects or as less than
commercial joint-ventures. The shift to a synfuels program based
on the Corporation may actually enhance domestic enerqgy supplies,
since the cumulative production from the affected Department of
Energy projects would be less than 100,000 barrels of oil per
day, while the the Corporation will continue to provide support
for synthetic fuel projects that could yield equal or greater
amounts of synthetic fuels production.

The proposal 1is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority*... 415 858 1,064 362 140 25

OutlayS..c.veeeseness 275 864 859 676 224 256
Policy reduction:

Budget authority.... -545 -1,028 -1,064 -362 =140 -25

OutlaySeccecersennns -275 -864 -859 -676 -224 =256
Proposed budget:

Budget authority.... =130 =170 - —— —— _—

OutlayS.:s:eesccaccase -—— ——— — — - _——

* Appropriations for the interim alternative fuels program
were made in 1980 to be available in future years. In 1981, $300
million of these funds will be proposed for rescission, while the
remainder will be transferred to the Synthetic Fuels Corporation
on June 30, 1981. The Corporation will also consider adopting
those projects for which funds may be obligated prior to June 30,
1980.

1/ The proposed transfer of projects that involve internatignal

- cooperation will be carried out in a manner that provx?es
for continuity of Department of Energy funding pending
consultations with cooperating partners that are required
under our agreements with them.
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Department of Energy

REDUCTIONS IN FOSSIL ENERGY RESEARCH AND DEVELOPMENT

In conjunction with the restructuring of the synthetic fuels
program, the Administration plans to revamp fossil energy
research and development and terminate commercialization
activities in the Department of Energy. This will allow a 45%
reduction in outlays while continuing effective support for
longer-term research with higher potential returns to the Nation.

The Department of Energy currently conducts a wide range of
activities aimed at improving technologies for producing and
using coal, oil, and gas and for subsidizing adoption of those
technologies by private industry.

Costly near-term activities, such as construction and operation
of pilot plants using company-specific processes, subsidize
individual companies while producing rapid and uncontrollable
growth in the Federal budget. The budget in this area has
increased over 15 times the 1974 level, primarily because of the
high costs associated with building large scale pilot and
demonstration plants.

These Government outlays are less needed at present because the
energy industry has stepped up its research and development
investments, having increased its 1979 spending 258 over the
previous year's level. Deregulation of energy prices will
provide additional incentives to continue this trend, while other
Administration policies such as tax relief and removal of
excessive regulatory burdens will further enhance the private
sector's ability to develop and introduce new technologies.

By relying on private market forces and the assistance of the
newly created Synthetic Fuels Corporation, the near-term
technology demonstration and commercialization activities can
proceed without direct Federal funding. Federal research support
will thus focus on high-risk, longer-term, high-payoff activities
that the private sector traditionally has been less willing or
able to undertake.

This change in strategy will result in a less costly and more
effective Federal research and development program that will
leave commercialization to private energy companies competing in
the market place. Substantial budget savings will result from
the adoption of this policy as funding for design and operation
of major fossil energy pilot and demonstration plants is reduced
or eliminated and reductions made in the near-term and company-
specific research and development work in coal. Deregulation of
oil and gas will also provide sufficient incentives for the
private sector to undertake many of the activities currently
funded in the petroleum and gas research and development
programs. It is expected that technology development will not be
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slowed down because many of the activities now supported by the
Government will be continued by the private sector. In fact,
these changes will make it possible to devote more governmental
resources to true research as the more capital-intensive applied
and market-oriented Federal activities are scaled back. 1In
addition, the anti-competitive effects of Government subsidies
for commercialization will be eliminated, ultimately benefiting
the consumer through lower costs for new energy sources.

To achieve this change in policy, some contracts -will be
terminated and major reductions proposed for 1982. The
Administration will also propose rescissions for 1981.

The proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 727 793 874 938 995 942

OutlaySeeeveccoosvsns 745 799 838 895 974 943
Policy reduction:

Budget authority.... -70 -373 -522 -605 -676 -602

OutlaySeseceeosvcocs -59 -361 -433 -549 -657 -604
Proposed budget:

Budget authority.... 657 420 352 333 319 340

OUutlaySeceececonsons 686 438 405 346 317 339
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Department of Energy

ELIMINATION OF EXCESSIVE FEDERAL INVOLVEMENT IN
SOLAR ENERGY DEVELOPMENT

Stimulated by the new Federal solar tax credits, the market for
solar energy products is expanding rapidly. Deregulation of oil
in accordance with the President's policy and increasing natural
gas prices permitted under the Natural Gas Policy Act of 1978
will remove the subsidies for competing o0il and gas technologies
that have prevented solar energy from achieving 1its true
potential.

In this new, healthier environment for commercial solar
technologies, the President believes it is possible to shift the
focus of the Department of Energy's solar activities away from
costly near-term development, demonstration, and
commercialization efforts and into longer-range research and
development projects that are too risky for private firms to
undertake.

Total Federal support for solar energy will remain extremely high
under the President’'s proposal due to continuation of the tax
credits, which are expected to reduce taxes for residential and
business investors in solar energy systems by $2.6 billion
between 1981 and 1986.

The Administration will continue direct Government support for
solar programs focused on advanced research concepts and
exploratory development, but assumes that the private sector will
be responsible for developing marketable systems once technical
feasibility is established.

The Administration will also propose deferring construction of a
permanent facility for the Solar Energy Reserch Institute until
the mission of the organization is better defined and an
appropriate staffing level agreed upon.

By placing greater emphasis on the private sector in developing
and marketing solar products, Department of Energy solar spending
can be reduced by more than 60% in 1982, with cumulative savings
of nearly §1.9 billion by the end of 1986. This can be
accomplished without affecting the Federal Government's support
for longer-term research on emerging solar technologies. These
budget changes will have little effect on solar energy use, which
will continue a healthy rate of increase over time as rising
conventional energy prices and solar tax incentives stimulate the
demand for solar products.

The proposal is expected to result in the following funding
changes:
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(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 577 583 664 623 595 553

Outlays.sveveeseaans 589 589 650 657 595 553
Policy reduction:

Budget authority.... -99 -363 -428 -372 -330 -275

OutlaysS..cceveesseas -79 -365 -414 -406 =330 =275
Proposed budget:

Budget authority.... 479 220 236 251 265 278

Outlays..... css s e e 510 224 236 251 265 278
Addendum:

Solar tax credits
(excluding alcohol
fuels and biomass). 128 216 334 466 682 796
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Department of Energy

REDUCTION OF SUBSIDIES FOR ENERGY SUPPLY PROGRAMS

The Administration will propose a 34% reduction in energy supply
programs in geothermal, energy storage, electric energy systems,
energy impact assistance, environmental studies, uranium resource
assessments and hydropower as part of the general effort to
employ market forces instead of bureaucratically-administered
programs to achieve national energy goals. These reductions
will:

~- terminate geothermal loan guarantees that serve merely
to reallocate capital from more productive investments:

-~ eliminate funding for additional Government-supported
commercialization of geothermal technologies that can
and should be supported by the private sector;

-~ eliminate energy impact assistance grants to the States
that duplicate other Federal programs and unnecessarily
assume responsibiliy for activities that are more
appropriately undertaken by State and local governments:;

-- eliminate development and demonstration programs in
electric energy systems and energy storage that can and
should be supported by the private sector:

-=- terminate environmental studies that are ineffective and
duplicate efforts at the Environmental Protection Agency
and other Federal agencies;

-- phase out uranium resource assessment activities because
this program is no longer necessary to meet nuclear
nonproliferation objectives; and

-- terminate subsidies for all additional small hydropower
demonstrations since sufficient incentives are already
provided through a 21% investment tax credit and throucgh
credit programs in the Department of Agriculture.

By focusing Department of Energy programs on longer-term,
high-risk research, outlays can be reduced by a total of $861
million over the next five years. Various projects that do not
meet these criteria will be phased out in an orderly manner.
There will be little impact on domestic energy supplies.

To achieve this policy change, the Administration will propose
rescissions of 1981 funds and reduce its request for 1982
appropriations. The changes in funding are shown below:
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{in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 662 551 559 583 596 624
Outlays..... ceeresan 598 605 559 572 585 610
Policy reduction:
Budget authority.... =148 -186 -178 -178 -169 -176
outlays....... ceseas -37 =156 -177 -170 -158 -163
Proposed budget:
Budget authority.... 514 365 381 405 427 448
OutlaySeceeseocscsss 561 449 382 402 427 447
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Department of Energy

REDUCTION OF ENERGY CONSERVATION PROGRAMS

Motivated by rising energy costs and substantial Federal tax
credits, individuals, businesses and other institutions are
undertaking major conservation efforts. Evidence of these
conservation efforts is clear. In the 6 years after the Arab oil
embargo, total energy consumption increased only 6%, compared to
an increase of 29% in the 6 years prior to the embargo. With
rising energy prices since the o0il embargo in 1973, energy
consumption per dollar of output has steadily declined every year
since, decreasing by a total of 9%. Decontrol of oil prices and
continuation of tax credits can be expected to accelerate these
trends.

Some Federal conservation programs are, therefore, no 1longer
necessary, while others may impede private initiative by imposing
too great a regulatory burden on the public. Selected, long-term
research and development activities are needed, however, as is
assistance to schools and hospitals and low-income people who do
not benefit from tax credits.

The President is proposing no change in the current energy
conservation tax credit, which is expected to provide at 1least
$739 million in support of private conservation activities during
1981 and $799 million during 1982. The proposed reductions in
Department of Energy conservation activities thus represent a
decrease of 1less than 20% in total Federal support for energy
conservation in 1982.

Program reductions are proposed for the three types of
conservation programs conducted by the Department of Energy:
technology development, regulation and information, and financial
assistance to State and local government. Technology development
projects that can be commercially viable without Federal
assistance will be terminated. These projects include work on
energy from urban waste, consumer products, advanced automotive
engine design, electric and hybrid vehicles, and industrical
processes. Other high potential projects that are unlikely to be
supported by the private sector alone because they are high risk
and long term, or apply to many industries, will be retained.

Regulatory programs mandating building and appliance efficiency
standards and utility conservation services have small Federal
costs, but if undertaken as planned by the previous
adminis;ration, they would impose massive regulatory burdens on
the private sector. They would be a nightmare to administer and
enforce. Therefore, these programs also would be eliminated.
Consumers already are demanding and manufacturers are producing
more energy efficient products and buildings without Federal
standardg. Similarly, where conservation is an economic
alternative to new generating capacity, utilities are developing
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their own conservation programs. The Federal Government's
internal conservation efforts and certain information programs
would be retained.

Financial assistance to State and local government conservation
programs will be reduced and restructured. Grants for State
energy offices and public outreach programs will be eliminated.
These programs have created new bureaucracies while doing little
to promote conservation. Current public awareness of energy
conservation benefits and the high level of private investment in
energy conservation clearly show that these programs do not
justify Federal support. Grants for conservation activities in
public and non-profit schools and hosgpitals will continue at a
reduced rate of approximately $100 million. These grants have
proved their value in financing cost-effective conservation
improvements in public facilities not eligible for tax
incentives.

Finally, the Energy Department’'s weatherization assistance
program will be incorporated into the Department of Housing and
Urban Development's community development block grant program.
Low-income home weatherization activities will thus continue, but
more in accord with local needs and priorities. Currently, about
one-third of community development block grant funds, or about §1
billion annually, is targeted by recipient communities to some
form of rehabilitation. Combining the Department of Energy
weatherization program with the community development block grant
is one example of Administration efforts to shift resources and
decisionmaking authority to State and local governments through
block grants and program simplification wherever possible. The
existing Department of Energy program has been plagued by
increasing costs and gquality control problems. As currently
structured, the Department of Energy program would take 50-100
years to reach all the potentially eligible low-income households
in the Nation. By shifting administrative responsibility
entirely to the local level, communities will be able to devise
weatherization efforts most appropriate to their needs and
circumstances and achieve greater levels of efficiency and
productivity.

To achieve these policy changes, appropriate adjustments to the
1981 and 1982 budgets will be proposed. Also, where appropriate,
regulations now in effect or under consideration will be
withdrawn and amendments to legislation will be proposed. By
eliminating unnecessary conservation programs and by better
targeting remaining efforts, Department of Energy program costs
can be reduced by nearly 10% in 1981, by nearly 40% in 1982, and
by a total of nearly $2.4 billion by the end of 1986.

The funding changes projected as a result of these reductions are
summarized below:

4-21
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



(in millions of dollars)
1981 1982 1983 1984' 1985 1986

Current base:
Budget authority.... 800 872 779 601 545 542
OutlaysS...ccoeooecssss 729 799 925 776 604 542
Policy reduction:
Budget authority.... -254 -677 -597 =427 -374 -373

OUtlaySeececocsvoens -66 =310 -611 -589 -433 -373
Proposed budget:
Budget authority.... 546 195 182 174 171 169
OULlaySB.ceeenvcernes 663 489 314 187 171 169
ADDENDUM:
Energy conservation
tax incentives........ 739 799 709 594 465 351
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Department of Energy

REDUCTION OF ALCOHOL FUELS SUBSIDIES

The Administration will propose termination of feasibility
studies, cooperative agreements and loan guarantees for alcohol
fuels and biomass energy development as part of the general
effort to adopt market principles to achieve national energy
goals. The proposed change reduces the level of subsidies for
alcohol fuels and biomass programs. Tax credits will continue,
which, in the case of alcohol fuels, will result in a subsidy of
over $18 per barrel. The removal of price controls from domestic
crude o0il will make alcohol fuels more competitive and eliminate
the need for additional subsidies through 1loan guarantees,
feasibility studies, and cooperative agreements.

As a result of this change, projects selected by the Department
of Energy for feasibility studies, cooperative agreements, and
loan guarantee awards will not be funded. These projects will
have to compete for financing in private markets along with other
energy projects.

To achieve this policy change, the Administration will propose a
rescission of $745 million of funds appropriated in 1980. The
funding changes are shown below:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... (o] 0 0 0 0 0

outlaysS.....cc.. seee 114 29 13 15 15 15
Policy reduction:

Budget authority.... -745 o] 0 (o} 0 0

OutlaySeeeessees oo -114 -29 -13 =15 -15 -15
Proposed budget:

Budget authority.... =745 0 0 0 0 0

OutlaysS..ccesencacsse o) 0 0 0 0 0
Addendum:

Tax credits and excise
tax exemption for
gasohol..ceeseesncscs 292 431 628 900 1,065 992
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Housing and Urban Development

ELIMINATION OF THE SOLAR ENERGY AND ENERGY CONSERVATION BANK

This new Government spending program, intended primarily to
promote residential energy conservation and solar technology
investments through subsidies, will not be started up.
Substantial economic incentives already exist for such
investments as a result of rising energy prices and significant
tax credits for residential energy conservation improvements
(15%) and solar technology measures (40%). There is no reason to
create yet another Federal program with Federal overhead to

promote these same Oobjectives. Therefore, implementing
regulations have been withdrawn and will not be published, and no
loan subsidies will be disbursed. To the extent that 1local

governments desire to assist certain groups -- such as low-income
households =-- with energy conservation, they can use community
development block grant funds.

The 1981 appropriation of over $121 million will be proposed for
rescission. The 1982 budget will be amended to withdraw the
appropriation requested by the Carter administration.

The proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 121 132 141 150 158 166
Outlays...cceseecens 47 149 137 147 157 162

Policy reduction:

Budget authority.... =121 -132 -141 -150 -158 -166
Outlays..vceceseoess -47 -149 -137 -147 =157 -162

Proposed budget:

Budget authority.... —
Outlays.cceecececcees
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Housing and Urban Development

RESTRUCTURING HUD's COMMUNITY DEVELOPMENT SUPPORT ASSISTANCE

Currently the Department of Housing and Urban Development
provides financial support directly to local governments to help
finance general community development activities and specific
economic development projects through the Community Development
Block Grant (CDBG) and the Urban Development Action Grant (UDAG)
programs. While communities can use their CDBG funds for a broad
range of community and economic development purposes, not all of
the economic development activities eligible for UDAG funding can
be supported under CDBG. The UDAG program, on the other handg,
currently requires an excessive amount of Federal intervention in
developing, selecting, and monitoring local economic development
projects.

The Reagan Administration will seek to remedy these deficiencies
by developing new policies to integrate these programs into a
more efficient and flexible grant mechanism. This effort will
build on the best features of both programs to improve the
delivery of Federal resources for these purposes and to provide
the maximum degree of flexibility for local governments. Current
restrictions on the use of CDBG funds for commercial activities
will be liberalized. The UDAG emphasis on securing private
sector financial involvement in local economic development
projects will be reinforced.

These proposed program revisions will permit the funding
reductions shown for this function to be absorbed by local
communities with minimal adverse impact.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 4,370 4,750 5,097 5,413 5,710 5,996
Outlays....i......0.. 4,203 4,625 4,534 4,832 5,171 5,485
Policy reduction:
Budget authority.... —— =584 -678 -837 -882 -926
OutlaySeceeeesavaoes -—— -12 -67 -271 -702 -814
Proposed budget:
Budget authority.... 4,370 4,166 4,419 4,576 4,828 5,070
OoutlayS-..cceceve.... 4,203 4,613 4,467 4,561 4,469 4,671
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Department of Labor

PHASE OUT OP COMPREHENSIVE EMPLOYMENT AND TRAINING ACT
(CETA) PUBLIC SERVICE JOBS

The Administration proposes phasing out by the end of fiscal year
1981 the two CETA programs that provide funds for subsidized
public sector employment (PSE) in State and local governments.
The reduction in PSE will return CETA to its original purpose of
improving the employability of the low-income, structurally
unemployed by providing them with skills that are marketable in
the private sector. Public service employment programs, by
contrast, provide little skills training. The work experience
that PSE participants receive in public sector jobs has not
helped most of them in seeking private sector employment, often
because the types of jobs they get in the public sector have no
counterparts in the private sector.

In the short run, the ability of CETA to enhance employment
prospects in the private sector can be strengthened by
coordinating the current CETA training programs more closely with
the existing Title VII program, which is intended to increase the
involvement of the private sector in CETA training programs. For
the longer term, CETA will be reviewed in its entirety with this
end in mind before the 1983 budget is submitted to the Congress.

CETA was originally intended to provide training and employment
opportunities designed to improve the long-term employment
prospects of the disadvantaged and structurally unemployed. In
the 1974-75 recession, however, the relatively small PSE program
authorized by Title II of the original legislation was
dramatically expanded, in order to advance the "government as
employer of last resort"” philosophy then prevalent among manpower
theorists. Subsequently, the Title VI program was created to
enhance the "counter-cyclical® thrust of public service
employment.

PSE has proven to be a poor counter-cyclical device. High levels
of PSE employment were reached only in 1977-78 after the depth of
the 1974-75 recession had 1long passed. Considerable evidence
indicates, moreover, that the net job creation impact of PSE
programs has been relatively small in the longer term. Several
studies have shown that a high proportion of CETA employment
supplants, rather than augments, hirings that would have occurred
regardless of the presence of CETA, effectively diverting funds
that would have been used for this purpose to other endeavors.
In all, the track record of PSE programs in achieving their
purported objective -- to enhance the employability of
participants for the 8 out of 10 jobs created by the private
sector -- has been dismal indeed.

By contrast, skill training, especially on-the-1 ini
) job training,
appears to lead to higher post-program increases in earnings thgn
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public service employment. The current training programs have
proven to be more effective than the PSE programs at placing
participants. (only about 1/3 of PSE participants find
employment when they leave their subsidized job.) Moreover, the
average cost of getting an unemployed person into an unsubsidized
job from the PSE programs is two to three times more expensive
than under the training programs.

As a result of this phase-out of PSE under CETA, the 300,000
individuals who currently hold jobs completely or partially
funded with CETA resources will continue in their Jjobs and be
absorbed into the regular State or local government payroll, be
placed in an unsubsidized job in the private sector by the prime
sponsor, or have to seek employment elsewhere. Those who lose
their jobs will be eligible for unemployment compensation.

The President will direct the Secretary of Labor to place a total
freeze on hiring in both PSE programs. The Secretary will
develop plans for the orderly phase down of the programs to
ensure that individuals holding CETA-funded jobs are no longer
paid with Federal resources after September 30, 1981. -\
rescission of unneeded Title VI funds will be requested and
excess Title II-D resources will be deferred into 1982, reducing
the amount of budget authority needed for continuing CETA
programs. A 1982 budget amendment will be proposed to the
Congress to reduce the pending Administration request.

The proposal is expected to result in the following changes in
funding for the PSE portion of CETA:

(in millions of dollars) _
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 2,924 3,955 4,236 4,578 4,946 5,341
OutlayS......s..0.0s 3,118 3,771 4,078 4,408 4,762 5,143
Policy reduction:
Budget authority.... -153 -4,644 -4,236 -4,578 -4,946 -5,341
Outlays.-..-..-..-.. -635 "3,566 -4,073 -41408 -41762 -5,143
Proposed budget:
Budget authority.... 2,771* -689 -—- - - _—
outlays.-u. e o s o o0 & o 2'483 206 5 —— - e - —

* Includes $689 million excess Title II-D funds deferred
into 1982 and used to reduce budget authority needs of continuing
CETA programs.
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Department of Transportation

PHASE OUT OF FEDERAL MASS TRANSIT OPERATING SUBSIDIES

Mass transit operating subsidies will be phased out by 1985. The
Federal government does not, and should not, control the
operation of local transit systems =-- including their costs,
service levels and fares. Unfortunately, Federal subsidies for
local operating costs can be counter-productive because Federal
"gstrings" drive up these costs while holding fares unnecessarily
low. Also, there is no reason for someone in Sioux Falls to pay
Federal taxes so that someone in Los Angeles can get to work on
time by public transportation.

-- Federal funds often support marginally effective
conventional transit services and prevent transportation
needs from being served by more cost-effective and
innovative alternatives such as carpools, vanpools,
subscription bus and jitney services. Conventional
transit systems on the average have to subsidize
slightly more than 50% of the cost of each ride through
the local, state and Federal taxpayer. Furthermore,
this national transit deficit is escalating rapidly:
cost increases from 1973 to 1978 averaged 13.2% a year
while the average fare increased only 3.5% a year over
the same period.

-- Pares have generally not kept pace with inflation since
the 1973 o0il embargo, even though the cost of the main
alternative means of transportation -~ the private
vehicle =-- has increased dramatically over the rise in
inflation. It is probable that the cost of owning and
operating one's car will continue to increase faster
than the inflation rate; thus, transit fares could be
raised considerably to cover the 1loss of Federal
subsidies without 1losing many patrons.

-- Transit operating subsidies for everyone -- rich and
poor alike -- are a terribly inefficient way to assist
particular disadvantaged groups such as the elderly, the
poor, minorities, and youth. One analysis estimated
that only 23.5% of transit operating subsidies "in 1975
went to low income households.

To cushion the temporary difficulties caused by this phase out of
Federal assistance, the remaining transition funds will be
concentrated on those large urban areas that provide the most
transit service.

As the Federal Government gradually reduces subsidies for transit
operating expenses, State and local governments and transit
operators will face decisions on whether to (1) raise State and
local subsidies, (2) increase transit fares, or (3) reduce
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services. Many different combinations of these actions will be
taken, each urban area deciding what is best in 1light of its
local needs and preferences.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 1,105 1,208 1,316 1,424 1,528 1,626
Outlays....... cerens 750 876 1,053 1,168 1,284 1,398
Policy reduction:
Budget authority.... - -103 -581 -1,059 -1,528 -1,626

OutlayS-.-recascsosns -— -96 -256 -600 -1,083 -1,356
Proposed budget:
Budget authority.... 1,105 1,105 735 365 -—— -—
QutlayS.ecosoosseeas 750 780 797 568 201 42
429
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Department of Transportation

REDUCTION IN AMTRAK FARE SUBSIDIES

Passengers are currently paying only 40% of Amtrak's operating
costs. Taxpayers subsidize each passenger's fare an average of
$35 per trip. These subsidized fares also compete with air and
intercity bus fares. Taxpayer subsidies allow Amtrak to offer a
fare between Chicago and Los Angeles that is §$130 1less than an
airline ticket to the same destination. It is obviously a poor
use of scarce tax dollars to operate a train between Washington,
D.C. and Cincinnati that, because of low ridership, costs more in
subsidies than an airline ticket for the same trip. The
Administration proposes to increase Amtrak fares to cover 508,
608, 70% and 80% of operating costs in 1982, 1983, 1984, and
1985.

Fares will be increased because it is not fair for the general
taxpayer to subsidize that portion of the population which rides
Amtrak trains, particularly when many Amtrak routes provide
almost no national benefit because they operate totally within a
state or just between two states. It is expected that some
passengers will shift to air or intercity bus transportation as a
result of higher train fares.

Federal budget savings will be substantial; $431 million in 1982
and increasing to $1.1 billion in 1986. Fares will approximately
double on short distance trains increase approximately 50% on
long-haul trains, and rise slightly on Northeast Corridor routes
starting next year. The financial burden will be shifted to
Amtrak passengers or State governments, or else certain trains
will be eliminated.

To achieve this policy change, the Administration will propose
amendments to the 1982 budget to reduce appropriations for Amtrak
subsidies. Legislation will also be proposed to require higher
fares, greater State financial participation to support local
train service, and elimination of Amtrak's fare subsidy when it
competes with local commuter trains. Because Amtrak trains
represent less than 1% of intercity travel, this proposal will
have virtually no negative effects on personal travel in the U.S.
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(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 906 1,044 1,138 1,231 1,321 1,406
OULlaySectornesannss 769 994 1,100 1,200 1,300 1,400
Policy reduction:
Budget authority.... -25 ~-431 -606 -760 -964 -1,056
OUtlayS.ccoseseseaass -25 -325 -485 -688 -904 -1,050
Proposed budget:
Budget authority.... 881 613 532 471 357 350
OUtlaySe:eocesvancses 744 669 615 512 396 350
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Department of Transportation
REDUCED FUNDING FOR THE NORTHEAST CORRIDOR IMPROVEMENT PROJECT

In an effort to reduce funding programs which are not critical,
especially when viewed in the context of the Nation's immediate
economic crisis, the Northeast Corridor Improvement Project
(NECIP) will be redirected and reduced in size. The project,
which is to improve railroad service between Washington D.C. and
Boston, places needless emphasis on improving trip time: the
costs of increasing train speed outweigh the benefits.

Seventy-five percent of Corridor riders are commuters. They
would not reap noticeable benefits from increased speed because
they travel short distances on trains that make frequent stops.
Yet NECIP has planned to spend sizeable amounts of money for high
speed rail service, which would require a new signalling system
costing in excess of $350 million, electrification of remaining
unelectrified portions of the Corridor, and frequent resurfacing
of track and roadbed. Even now Northeast Corridor riders only
pay about half of the total cost of running Northeast Corridor
trains. It is unlikely that they will choose to pay the fares
necessary to cover the costs of maintaining high speed track.

By redirecting the use of its resources, NECIP can provide safer,
more reliable service for the majority rather than the minority
of Northeast Corridor travelers, and eliminate large, unnecessary
capital and maintenance costs while holding down increases in
Corridor fares.

As a result of this change, improvement work will be redirected
toward the most heavily traveled segments of the Corridor,
electrification will be eliminated north of New Haven, the
existing signalling system will be repaired rather than replaced,
and station improvements will be made on a Federal/local cost
sharing basis. By refocusing the Project, savings of $310
million will be realized over the next 4 years, and requests for

further funding for high speed Northeast Corridor rail service
will be averted.

Authorizing legislation will be submitted to Congress to change
the focus and size of the Northeast Corridor Improvement Project.
Reliable and safe rail service would replace faster train speeds
as the goal of the Project, and total authorization would fall
from $2.5 billion to $2.19 billion. A budget amendment will be
submitted to reduce NECIP 1982 funding by $288 million, and $125

mil%ion 'of 1981 funding will be deferred until 1982 as the
Project is restructured.
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(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 350 488 172 20 15 -—-
Outlays........ ceenn 373 465 534 316 152 -—-
Policy reduction:
Budget authority.... - -288 13 =20 -15 —-_—
OutlaysS.eeesecesns N -25 -95 -114 -51 =25 -—
Proposed budget:
Budget authority.... 350 200 185 —— -— -—
Outlays........ ceene 348 370 420 265 127 -——
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Department of Transportation

ELIMINATION OF FEDERAL SUPPORT
FOR LOW VOLUME RAILROAD BRANCHLINES

To return programs to States and localities when the benefits are
primarily local, the Administration proposes to eliminate funding
for the Local Rail Service Assistance program of the Federal
Railroad Administration, starting in 1981.

This program provides formula grant assistance to States for rail
planning and for support of service on low volume rail
branchlines (usually defined as 1lines carrying less than 3
million gross ton miles of traffic annually). Program
termination is proposed because: (1) traffic on these 1lines is
so light that interstate commerce will not be disrupted; (2) the
Government has little interest in the retention of marginal rail
lines; and (3) over 25% of program funds are allocated to States
that have little or no branchline abandonment problem.

Although several other Federal railroad assistance programs serve
a useful purpose by encouraging railroads to restructure and
improve their rail systems, this program is of questionable
usefulness. There will be little, if any, noticeable adverse
consequence from its termination.

Program termination will be achieved by requesting rescission of
uncommited 1981 appropriations and by not requesting any further
appropriations for 1982 or subsequent years.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 80 88 96 104 112 119

OUtlayS.seeceeoaneces 56 80 115 110 115 116
Policy reduction:

Budget authority.... -80 -88 -96 -104 -112 -119

OutlayS.seeceoesoaces -8 -32 -62 -80 ~103 -110
Proposed budget:

Budget authority.... -—- — -——

OutlayS.ccecoeescsane 48 48 53 30 12 6
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Department of Transportation

ELIMINATION OF THE COOPERATIVE AUTOMOTIVE RESEARCH PROGRAM

The Administration has decided not to initiate the cooperative
automotive research program (CARP) of the Department of
Transporation. Immediate funding elimination 1is proposed for
this program. The automobile companies rather than the Federal
Government are in the best position to decide what kind of
research to undertake and when to do so. Given other demands on
its resources, Federal financing of long-term research to benefit
a particular industry is an inappropriate allocation of Federal
funds.

This program was developed in cooperation with the U.S.
automobile industry to reduce the Nation's dependence on foreign
oil by financing a basic research program aimed at accelerating
the development of more fuel-efficient and technologically
advanced automobiles. Funding was originally intended to be on a
matching basis, with the Federal Government providing half the
resources. The matching arrangement was waived in fiscal year
1981 because of industry economic conditions. As a result, the
program in 1981 is now wholly a Federal financial responsibility.

A rescission of uncommitted 1981 appropriations will be requested
and no request will be made for appropriations for 1982 or
subsequent years.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 12 13 14 15 16 17

OutlayS...cocoeoscnce 6 9 13 14 14 15
Policy reduction:

Budget authority.... -12 -13 -14 -15 ~16 -17

OutlayS.ccesscossoss -6 -9 -13 -14 -14 -15
Proposed budget:

Budget authority.... -—— —— —— -— -—— —

Outlays se s s s e e e - - - - - -—— —
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Department of the Interior

ACCELERATION OF MINERAL LEASING

The more promising areas of the Nation for undiscovered or
undeveloped energy and mineral resources are largely on the
Federal lands. The President believes that those lands can and
should be thoroughly explored and, as appropriate, developed for
minerals production, while at the same time protecting the
environment.

The President plans to accelerate the 1leasing of mineral
resources on Federal lands. The proposed actions will make
additional 1lands available for mineral exploration and for
mineral development and production. The major emphasis is wupon
leasing lands for energy minerals.

The acceleration of 1leasing sought by the President will
significantly increase our knowledge of domestic energy and
non-energy mineral resources. Domestic production will be
significantly increased in the longer term, thus contributing to
economic growth. The acceleration will increase the proprietary
receipts of the Government and help to reduce the budget deficit,
and also increase the shared revenue payments to States.

Rights to oil and gas on the Outer Continental Shelf (OCS) are
leased by competitive sealed-bid auctions currently held in
accordance with the leasing schedule of June 1980.

As part of the acceleration sought by the President, the 0CS oil
and gas leasing schedule will be revised as quickly as can be
done in accordance with the requirements of the OCS Lands Act. A
major objective of the revision will be to shorten the time
period required to start exploratory drilling in all OCS areas.
The OCS sale preparation process will be streamlined and
shortened while preserving adequate protection of environmental
values and the public's proprietary interest.

On-shore oil and gas, coal, oil shale, geotherma

othgr minerals are leased by a varietg of methéd:e:ggzge:éveizg
legislative authorities. The Carter budget anticipated two coal
lease sales in 1982, three in 1983, and four in 1984 It also
planned to hold one competitive oil and gas 1lease salé in the
National Petroleum Reserve-Alaska during 1982, +to offer four
prototype oil share leases in 1983, and to hold the first oil
shale lease sale under a permanent leasing pProgram in 1985.

On-shore mineral leasing will be accelerated by:
-=- offering in 1982, two oil and gas lease

National Petroleum Reserve-Alaska and
additional sales in subsequent Years;

sales in the
following up with
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—-— Dbeginning regular oil shale leasing under a permanent
program in 1984 or earlier; and

~- beginning immediately to simplify administratively the
coal leasing process to achieve significantly expanded
leasing by 1983, if possible, but no later than 1984.

As a result of these changes, the rate of leasing of OCS oil and
gas, on-shore o0il and gas lands in the National Petroleum
Reserve-Alaska, o0il shale 1lands, and c¢oal 1lands will be
substantially increased over the years 1981-1986.

These policy changes are expected to result in the budgetary
changes shown in the table below. The reduction shown below
includes modest increases in administrative costs. It also
includes a $100 million increase in 1982, and smaller amounts in
future years, in payments to the States from Mineral Leasing Act
revenues.

Budget Authority and Outlays
(in millions of dollars)*
1981 1982 1983 1984 1985 1986

Current base.... -9,257 -10,900 -10,800 -10,900 -11,000 -11,100
Policy reduction -250 -800 -2,000 -3,100 -3,500 -3,500
Proposed budget. -9,507 -11,700 -12,800 -14,000 -14,500 -14,600

* Each line below is the sum of leasing-related budgetary
expenditures and receipts. In each case the net result is a
negative outlay since the income to the Government -- the
receipts -- is greater than the government's expenditures on
leasing. An increase in negative outlays reduces outlays and the
deficit.
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Civil Aeronautics Board

ELIMINATION OF AIRLINE SUBSIDY PROGRAM FOR AIRLINE DEVELOPMENT

The Administration proposes the elimination of the 406 airline
subsidy program administered by the Civil Aeronautics Board. The
419 airline subsidy program, intended to ensure service to local
communities as the airline industry is deregulated, will Dbe
adjusted to prevent excessive payment to communities shifting
from the 406 subsidy program to the 419 program.

The 406 program was created in 1938 in order to develop the air
transportation industry in the United States and to improve mail
service. Since that time the airline industry has matured and
become financially sound. The subsidy program still exists
because of the lobbying efforts of subsidized airlines and
certain communities receiving subsidized service. There are, in
fact, airlines now receiving government funding for service to
communities where nonsubsidized airlines are willing to provide
service.

The 419 airline subsidy program, created to guarantee air service
to communities served by no more than one airline, will be
adjusted so that no community newly entering the program will be
able to receive more in 419 subsidy than it had received under
the other program. This will prevent subsidy to Alaskan
communities from sky-rocketing.

By discontinuing this obsolete program, approximately $210
million will be saved over the next 5 years. The government will
ensure air transportation service to local communities under the
419 program while eliminating excessive subsidies.

Authorizing legislation will be submitted to Congress to
eliminate the existing 406 program. Legislation will also be
submitted to amend the 419 program to prevent any community from
receiving' greater subsidy than it had directly or indirectly
received under the 406 program.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 144 144 143 138 123 97

outlayS....cceee. “o 148 144 143 139 124 99
Policy reduction:

Budget authority.... -— =56 -64 -54 -34 -2

outlays e e o 4 a s o e - -50 -64 -54 —34 -2
Proposed budget:

Budget authority.... 144 88 79 84

outlays ® ¢ 8 5 % 00 80008 148 94 79 85 gg g;
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United States Railway Association

TERMINATION OF FUNDING FOR CONRAIL

As part of a general effort to reduce the public tax burden and
allow market principles to apply, the Administration intends to
wean Conrail from all Federal subsidies.

No funding will be provided to aid Conrail beyond 1982. The
original intent of the law leading to Conrail's formation in 1976
was that it become a self-sufficient corporation; this policy
change will require Conrail to attain that goal more quickly.
Major reform of Conrail, including (a) substantial track
abandonment, (b) reduction in Conrail's workforce and changes in
work rules, and (c) State and/or local support for losing or
marginal rail lines is necessary for self-sustaining operations.
Without such reform, dismemberment of Conrail through sale of its
lines to other railroads may become a necessity.

Conrail provides freight' and commuter rail service over 17,000
route miles in the Northeastern quadrant of the United States.
It was founded in 1976 as a consequence of the financial collapse
of the Penn Central and six other Northeastern railroads.
Originally, it was estimated that Conrail would require a total
of $2.1 billion in direct PFederal aid and $0.2 billion in
payments to adversely affected railroad employees. Instead,
Federal payments made from 1976-1981 to Conrail, its employees,
and its predecessor railroads exceed $5.7 billion: $3.3 billion
in direct aid, $0.3 billion in payments to Conrail employees, and
$2.1 billion for an out-of-court settlement with the Penn Central
regarding the value of properties transferred to Conrail in 1976.

A ‘“"status quo" Conrail would cost the Federal Government an
additional $1.5-2.0 billion in direct aid between 1981-1985, as
well as hundreds of millions of dollars in payments to Conrail
employees and in court and judgment costs as a result of
outstanding law suits.

Although a $350 million 1981 supplemental appropriation is
requested to Keep Conrail intact this year, $100 million of this
appropriation will be reserved for use in 1982, contingent upon
assurances that a long-run solution can be worked out to resolve
Conrail’'s problems. Legislation will be proposed after pending
studies are completed in April.
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(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 185 450 550 300 150 100
outlays.....cee... . 185 450 550 300 150 100
Policy changes:
Budget authority.... +350 -400 -550 -300 -150 -100
Qutlays..... ses v enes +250 =300 -550 -300 -150 -100
Proposed budget:
Budget authority.... 535 50 -— -— -— ———
Outlays- ® 4 86 006000890 435 150 — - - -
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Export-Import Bank

REDUCTION OF EXPORT-IMPORT BANK DIRECT LENDING

To help control the expansion of Federal credit programs,
particularly those with a subsidy element, the Administration
will propose that the Export-Import Bank's authority to make new
direct 1loans be set at $4.4 billion in 1982, down 12% from the
Carter budget and 31% from the current base.

The Bank's lending operations grew by over 4008 from 1977 to
1980. The Carter administration used the Bank as a vehicle for
head-to-head competition with foreign export subsidy programs.
Some argue that rapid further growth in the Export-Import Bank's
direct loans is necessary to expand exports, reduce U.S. trade
deficits, and halt the decline in the U.S. share of world trade.
However, the international accounts of the United States are now
strong compared to other major industrial countries. The U.S.
current account balance has improved by nearly $20 billion since
1978 while those of Germany and Japan have declined by $26
billion and $30 billion respectively. Further, the U.S. share of
world trade has increased in recent years. This excellent U.S.
export performance has resulted primarily from cyclical changes
in the U.S. and foreign economies, and not £from growth in the
Bank's direct lending.

Because of the Bank's past lending policies, its credit
facilities tend to be regarded as entitlement programs.
Moreover, a large proportion of the Bank's annual 1lending
supports exports by a handful of large firms. In 1980, seven
firms accounted for two-thirds of direct loans. Further, the
Bank's subsidy to foreign borrowers results in a 1low rate of
return to the U.S. economy and a drain on capital that reduces or
eliminates the benefits from trade.

The Administration's proposal will enable the Bank to offer
substantial levels of credit to U.S. exporters; but credit terms
will be less generous and credit will be more carefully targeted.
In addition to benefiting from the regular, long-term direct
loans, smaller U.S. exporters will continue to be assisted by
the Bank's medium-term discount loan program. This component of
the Bank's direct lending will be maintained at $400 million
annually rather than eliminated as proposed by President Carter.

By restraining the growth of these programs, Federal outlays and
the Federal deficit can be reduced by more than $6 billion over
the next 5 fiscal years. At the same time, the objective of
promoting exports will be supported at historically high levels.
The changes will have only a nominal impact on the level of U:s.
exports because (1) previous credit levels were unnecessarily
high, (2) the direct loan program finances only 2 to 3? of U.S.
exports, and (3) as inflation and interest rates subside, the
demand for the Bank's credit will fall.
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The Export-Import Bank's budget levels will change as follows:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Loan authorizations. 5,900 6,410 6,880 7,310 7,710 8,100
Budget authority.... 7,010 5,930 5,700 6,050 6,390 6,690
outlayS...cccoeeee0. 2,340 2,780 3,040 2,770 2,960 3,190
Policy reduction: :
Loan authorizations. -752 -2,010 -2,090 -2,350 -2,500 -2,650
Budget authority.... -750 -1,980 -2,110 -2,250 -2,410 -2,560
OULlaYS.escesssencons -60 -410 -990 -1,380 -1,600 -1,710
Proposed budget:
Loan authorizations. 5,148 4,400 4,690 4,960 5,210 5,450
Budget authority.... 6,260 3,950 3,590 3,800 3,980 4,130
OutlayS..ceseeeesses 2,280 2,370 2,050 1,390 1,360 1,480

4-42

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



Postal Service

REDUCTION OF PUBLIC SERVICE AND REVENUE FORGONE SUBSIDIES
TO THE POSTAL SERVICE

The Administration believes that the costs of mail service should
be borne by users, not taxpayers. The U.S. Postal Service
currently receives a Federal subsidy equivalent to about 7% of
its total operating budget. The Federal payment subsidizes
certain mail users and increases the financial burden for all
taxpayers. This proposal would reduce that burden by §632
million in 1982.

These subsidies undercut the incentives for the Postal Service to
realize operational efficiencies,. slowing the progress toward
full financial independence. Artificially suppressed mail rates
for certain users, made possible by these subsidies, encourage
inefficient use of the mail system.

This proposed reduction would affect the public service subsidy
and the revenue forgone payments to the Postal Service. The
public service subsidy offsets the costs of maintaining services
that are not self-sustaining. The revenue forgone subsidy
provides funds for free and reduced rates for certain classes of
mail.

Under this proposal, the public service subsidy will be phased
out by 1984, and the revenue forgone payment will be reduced from
$789 million to $500 million.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 1,593 1,501 1,409 1,317 1,317 1,317
outlays....eecece-s0o 1,593 1,501 1,409 1,317 1,317 1,317
Policy reduction:
Budget authority.... =250 -632 ~690 -765 ~779 -779
OutlayS.ccescoseencs =250 -632 -690 ~765 -779 =779
Proposed budget:
Budget authority.... 1,343 869 719 552 538 538
outlays.-.a--.-o-nla 1,343 869 719 552 538 538
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5. STRETCH OUT AND RETARGET PUBLIC SECTOR
CAPITAL IMPROVEMENT PROGRAMS

Department of Transportation

REDUCTION OF FEDERAL HIGHWAY CONSTRUCTION GRANTS

The Administration will propose highway legislation to establish
program structure and funding for the next 5 years. As with
other major federally supported public sector investment
programs, the Administration's highway program proposal will
involve stretching out and slowing down construction of lower
priority highway projects. This action is required to help stem
the near-term instability and deterioration of the U.S. economy.
In addition, the Administration will propose to eliminate many of
the existing special c¢ategorical programs, allowing State and
local governments to set their own priorities and to assume
responsibility for highway programs not directly affecting the
Federal priorities of preserving interstate commerce and
providing for the national defense. Both the primary system and
the Interstate highway system in particular will continue to
receive a high 1level of Federal funding. Some lower priority
Interstate highway projects, however, will be eliminated to allow
final completion of the system by the 1990 statutory deadline.

The proposed changes in the Federal highway program will produce
budget savings of approximately $12.6 billion through 1986. At
the same time, the clear focus of Federal attention and funding
on the higher priority Interstate and primary systems, along with
greater responsibility and flexibility at the State level, will
ensure that highway transportation systems continue to serve the
Nation's needs.

To implement the Administration's highway program, the
Administration will propose changes in the existing 1982 highway
authorizations. Authorization levels for 1983 through 1986 will

also be proposed.
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Current base:
Budget authority....
OutlaysS.:«.c.cu-. o
Policy reduction:
Budget authority....
OutlayS.s:eesevseess
Proposed budget:
Budget authority....
Outlays..cceeoesoesne

(in millions of dollars)

1981 1982 1983 1984 1985 1986
9,200 9,926 11,054 11,979 12,789 13,586
8,734 8,401 9,854 10,828 11,503 12,395

=== -1,390 -1,964 -2,546 -3,243 -3,437
—-— -244 -1,211 -1,700 -2,088 -2,234
9,200 8,536 9,090 9,433 9,546 10,149
8,734 8,157 8,643 9,128 9,415 10,161
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Department of Transportation

REDUCTION IN FEDERAL MASS TRANSIT CAPITAL GRANTS

The revised budget reduces funding levels for mass transit
capital grants. The budget savings are primarily achieved by
reducing the amount of funds for constructing new rail transit
systems and extending existing systems. The revised budget
continues to recognize a Federal interest in improving transit
services through grants to purchase buses and update existing
rail systems -- particularly in large, concentrated urban areas.
The construction of new rail transit systems or extensions has
not proved, however, to be as cost-effective as 1less capital
intensive projects. The five rail system construction projects
now underway that receive Federal assistance (Washington, Miami,
Buffalo, Baltimore, and Atlanta) require approximately $75
million a mile to construct and equip for operation. The same
$75 million could be used to buy more than 500 buses. Federal
assistance for such rail construction projects will be postponed
at least until the economic situation and the condition of the
Federal budget improve.

These changes are needed because:

-- Primary responsibility for mass transit should remain
with State and local governments.

-- In the present economic situation, Federal emphasis
should be concentrated on maintaining existing transit
systems that have proved effective and are an essential
part of a large urban transportation network.

-~ The availability of steadily increasing Federal transit
funding and Federal regulatory requirements has sharply
escalated new transit system costs. Federally financed
rail systems are often built with extravagant features;
construction wages paid are sometimes excessively high
due to Federal laws; and routes are added where they are
not justified from an economic point of view. 1In
comparison to the $75 million a mile cost for the five
federally assisted projects noted above, San Diego is
building a trolley line, without any Federal assistance,
costing less than $6 million a mile.

-~ "Transit system energy savings are nonexistent or small
in the short run and too speculative in the long run to
justify major FPederal investments on. energy efficiency
grounds. It has been estimatad that BART, the San
Francisco Bay Area rapid rail system, requirgd so much
energy during its construction that this initial energy
investment may never be repaid.
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-~ Under these conditions, and the immediate imperative
need to reorder Federal priorities, Federal investment
in new fixed guideway systems cannot be justified.

The proposed budget emphasizes the following:

-- The central focus of the Federal transit assistance
program in the future will be on the maintenance and
improvement of existing, proven transit systems. Thus,
funding for bus and rail modernization projects will be
continued and increased in future years.

-- New transit systems and planning activities associated
with such systems will no longer be federally financed.

-~ Transit systems for which the Federal Government has
issued formal 1letters of intent and where construction
is wunderway will be financed to complete operable
transit segments.

-- Downtown People Mover and Urban Initiatives projects
will be terminated immediately but Urban Initiatives
projects already under construction will be completed.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 3,340 3,650 3,762 4,070 4,368 4,647

outlays...... eeesese 2,744 2,800 3,010 3,337 3,669 3,996
Policy reduction:
Budget authority.... =210 -950 -1,047 -1,220 -1,368 -1,497

OutlayS.cccececoccsoss -31 -270 -545 -975 -1,284 -1,480
Proposed budget:

Budget authority.... 3,130 2,700 2,715 2,850 3,000 3,150

OutlaysS...... cecesss 2,713 2,530 2,465 2,362 2,385 2,516
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Department of Transportation

REDUCTION OF AIRPORT CONSTRUCTION GRANT PROGRAM

The Administration will propose legislation to reduce the annual

funding available for airport construction grants during 1981-
1986 by 33%.

The need to expand airport capacity is no longer so critical as
it was in the past when aviation traffic increased significantly
on an annual basis and the development of new aircraft required
wider and 1longer runways. The effects of the reduction on
aviation safety will be negligible since almost no aviation
accidents are related to the physical features of airports and
the vast majority of federally aided projects either increase
airport capacity or promote operational safety.

For 1981 and 1982, the reductions could be taken across-the-board
in both entitlement and discretionary grant programs.
Consideration also will be given to achieving the reductions by
restructuring the existing programs and possibly excluding large
commercial airports from grant eligibility. Large airports
usually have a strong financial base from landing fees and space
rental charges with which to finance a capital program. Thus
Federal construction grants are usually only a small portion of a
large airport's capital program. In Miami, for instance, the
Federal construction grants equal approximately 108 of the
airport's total program.

At present, authorizations for the airport construction grant
program have expired. The 96th Congress failed to act on a
legislative proposal submitted by the Carter administration to
extend the airport grant program and to allow continued use of
the airport and airway trust fund to finance the program. The
Administration is proposing new authorizing legislation that will
include reduced annual funding levels. Total savings of $1.8
billion are expected through 1986 as a result of this proposal.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 722 750 818 885 950 1,011
OutlayS..c.osesecsss 595 625 671 726 779 829
Policy reduction:
Budget authority.... -272 -250 -278 -305 -330 -371
outlays o8 s 0 8 s 0000 b0 -120 -140 "161 -196 -219 —239
Proposed budget:
gﬁdget authority.... 450 500 540 580 620 640
OutlaySeeescescscons 475 485 510 530 560 590
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Other Independent Agencies

EXTEND WATER RESOURCE DEVELOPMENT PROJECT CONSTRUCTION

The Administration will propose an 11% reduction in the planned
construction program of the Corps of Engineers-Civil, Water and
Power Resources Service, and Soil Conservation Service.

This reduction will not delay the realization of hydrcelectric,
municipal water supply, navigation, or wurban flood control
features, but will defer some less critical parts of projects
such as the development of recreation areas and some rural flood
control and irrigation deliveries.

Only about 70 of the more than 300 projects underway will
experience any delay. The delays in bringing non-critical
features on-line will average 2 years and will reduce Federal
expenditures by $1.6 billion over the next 5 years.

These proposals result in the following changes in funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 2,415 2,660 3,124 3,262 3,113 2,772
Outlays.....ee00e.e.. 2,520 2,675 3,120 3,258 3,110 2,772
Policy reduction:
Budget authority.... - 95 340 545 515 215
Outlays....... ceeees == 90 337 544 514 217
Proposed budget:
Budget authority.... 2,415 2,565 2,784 2,717 2,598 2,555
Outlays......e...... 2,520 2,585 2,783 2,714 2,596 2,555
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Environmental Protection Agency

REFORM OF MUNICIPAL WASTE TREATMENT GRANTS TO REDUCE THE
COST OF ACHIEVING ENVIRONMENTAL PROTECTION

The President is proposing reduced appropriations and a more
cost-effective targeting of the municipal waste treatment grant
program administered by the Environmental Protection Agency.
This action will reduce near term expenditures for capital
investments, consistent with the need to reduce Federal
expenditures. Through major reforms to the program, it will also
relieve the burden on the Federal Government for financing
projects that improve the environment only marginally or not at
all. These reforms will dgreatly reduce the current Federal
responsibility from the estimated $90 billion required under
current law; and would do so without sacrificing our objective of
Cleaner water.

The change in the program will be achieved by the following three
actions: (1) a rescission of §1 billion in appropriations for
1981; (2) proposing legislation to require Federal funding of
only those projects that are selected and designed to
significantly improve the quality of the receiving waters in the
near term; and (3) withdrawing the request to appropriate 1982
funds until the reforms have been enacted. There are $15 billion
already appropriated from the Treasury but not yet spent, which
will be used to continue construction on committed facilities.
New starts that would have been funded with the 1981 funds
proposed for rescission and with the 1982 appropriation will be
postponed until reform legislation is enacted. At that point,
$2.4 billion will be proposed.

Specific legislation will be forwarded to Congress by the
Environmental Protection Agency in the near future. This
legislation will concentrate the program on treatment projects
that directly enhance the quality of receiving waters. Projects,
or features of projects, that do not result in direct
environmental improvement, or which focus on future community
growth will have to be built, if at all, without Federal
agsistance. Examples of projects that would no longer be
eligible for Federal funding include new interceptor sewers, the
funding of capacity to meet future population projections, and
collection sewer systems that contribute to urban sprawl and have

a marginal impact on water quality.
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(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 3,305 3,610 3,940 4,260 4,570 4,865
OutlayS.eceesesenss .. 4,200 4,220 4,230 4,250 4,100 4,100
Policy reduction:
Budget authority.... -1,000 -3,610 -1,540 -1,860 -2,170 -2,465
OutlaySeceesecevonss e -125 -1,045 -1,970 -1,960 -1,950
Proposed budget: )
Budget authority.... 2,305 --=* 2,400 2,400 2,400 2,400
OutlayS...ece00.:.0.... 4,200 4,095 3,185 2,280 2,140 2,150

* Contingent upon the enactment of needed reforms by the
Congress, an appropriation of $2.4 billion will be requested for
1982.

5-8
Digitized for FRASER

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



6. IMPOSE FISCAL RESTRAINT ON OTHER PROGRAMS
OF NATIONAL INTEREST

Department of Commerce

NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION
(DEPARTMENT OF COMMERCE)

The National Oceanic and Atmospheric Administration (NOAA) does
many things that we as a Nation value highly (e.g., hurricane and
tornado warnings and protection of endangered marine mammals):
however, States and localities should assume responsibility for
those NOAA programs from which they directly benefit. The
Administration will therefore propose a $150 million reduction in
1982 for NOAA programs. Funding will be terminated for the
Coastal Energy Impact Program (CEIP) and the Coastal Zone
Management (CZM) State grant program. Federal grant assistance
will be reduced to Sea Grant Colleges by 50%. In addition, the
development of the National Ocean Satellite System (NOSS) will be
deferred.

The Administration proposes to terminate the CEIP program because
the local impacts from oil and gas development have proven to be
far less than originally anticipated and well within the
capability of States and 1localities to handle. The overall
coastal population 1is only expected to increase by about 8,000
persons a year as a result of coastal energy development.
l.ouisiana, which has received a large portion of CEIP funds, also
received severance taxes from oil and gas -- amounting to roughly
$500 million in 1979. These funds could be used to assist
persons in relocating.

The C2M program has largely achieved its purpose. States
covering 788 of the coastline already have received 7 years of
Federal assistance to develop, implement, and administer their
coastal 2zone management programs. Continuation of the State CZM
programs and any additional improvements should be financed by
the States. Grant reductions to the 16 designated Sea Grant
Colleges are proposed because the research and information
derived from these institutions is primarily of local, State, or
regional benefit and can be conducted without NOAA funding. The
global weather data that could be generated by NOSS is of
long-term scientific importance, but it can be postponed at a
total Government savings of $900 million over the next 7 years.

NOAA program -costs can thus be reduced by more than $1 billion
over the next 5 years. These changes are consistent with the
original intent of the coastal programs -- to provide Federal
assistance only when essential and for front-end seed money. The
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cost of NOSS is too high at this time and oceanographic data

needs

can be met through other means. These changes will reduce

Federal spending without affecting NOAA's primary missions.

A short description of the above programs follows:

The Coastal Energy Impact Program (CEIP) provides
Federal assistance to States and localities to plan for

.and mitigate the impact of coastal energy development

activities.

The Coastal 2Zone Management (CZM) program provides
Federal grant assistance to 25 States to protect and
develop in a "rational" manner their coastal zone.

The Sea Grant program was designed to develop marine
research capabilities across the country in
participating Sea Grant Colleges.

The proposed national ocean satellite system would be
used to obtain oceanographic data for civil weather
prediction and to assess the role of the ocean in
determining the world's climate. 1In addition to NOAA,
DOD and NASA would share in the $900 million cost of
NOSS, which is in the early stages of development.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority..-. 92 184 224 262 275 268

OutlayS..ccceeceecess 145 175 217 265 274 249
Policy reduction:

Budget authority.... -9 -152 -202 -238 -250 -241

OutlaysS.ceeceocoses . -6 -69 -148 -216 -253 -223
Proposed budget:

Budget authority.... 83 32 22 24 25 27

OUtlayS..cocecenarans 139 106 69 49 21 26
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Department of Education

REDUCTION OF SCHOOL ASSISTANCE IN FEDERALLY AFFECTED AREAS
(IMPACT AID)

The Administration recognizes that the primary responsibility for
financing elementary and secondary education rests with State and
local governments. Federal spending is justifiable only in those
circumstances in which a clear Federal role can be identified.
In the Impact Aid program, the Administration proposes to direct
scarce Federal resources only to those school districts most
seriously burdened by the presence of nontaxable Federal
property.

In 1982, a 45% reduction in the maintenance and operations
portion of Impact Aid will be achieved by eliminating payments
for children whose parents contribute to the support of their
education through State and local taxes. Payments will be made
only to those school districts in which children who reside and
whose parents work on Federal property represent 20% or more of
total enrollment. A legitimate Federal role in supporting the
education of these children has long been recognized.
Maintenance and operation payments will be made to the 330 most
heavily burdened districts while State and 1local education
agencies would assume total responsibility in over 3,500 other
districts that currently receive payments.

Given present constraints, it is no longer feasible to provide
substantial support under the Impact Aid program to school
districts solely on the basis of the residence pattern of Federal
employees. With the exception of the tiny fraction of Federal
employees who are exempt from income taxes in the District of
Columbia by virtue of employment with a Congressmgn from their
home state, all other Federal employees pay state income, real
property, and personal property taxes in the jur1§d§ctions‘in
which they live in a manner no different than other citizens. To
the extent that well-paid Federal employees augment the tax base
of the regions in which they live, there is no jugtification for
additional Federal payments to the schools to which they send
their children solely on the grounds of residence.

The following specific program changes will be made for 1982.
Payments will be made for "A" children in "Super A" districts
(those districts with 20% or more "A" children enrolled) at 90%
entitlement; payments for "A" low-rent you31ng children in "Super
A" districts will be limited to 20% entitlement; and payments to
"B" military or civilian children wi}l be eliminated. 1In 1981
the payments for maintenance and 9peratlons assistance you}d be
made at 90% of a district’'s entitlement through a rescission of

$67 million.

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



{in millions

of dollars)

1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 790 875 953 1,032 1,107 1,178

OutlayS..veeeecsenss 2932 888 968 1,047 1,127 1,196
Policy reduction:

Budget authority.... -67 -474 -523 -567 -608 -632

outlays......... .o -82 ~-450 ~-500 -551 -584 -613
Proposed budget: i

Budget authority.... 723 401 430 465 499 546

OutlayS:.eeoeoesscnsa 850 438 468 496 543 583
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Department of Education

REDUCING FUNDING FOR VOCATIONAL EDUCATION

The Administration will propose a 20% reduction in funding from
the Carter 1982 budget request for the Department of Education's
Vocational Education program.

The Vocational Education Act provides for Federal support of
vocational education programs. Most of the funding for these
programs is through formula grants to the States, which require
the States to match Federal dollars. State and local education
agencies currently provide more than $10 for every Federal dollar
spent for vocational education. Therefore, Federal expenditures
at the current services 1level are not needed to ensure that
significant vocational education programs are carried on in the
States.

Continued high levels of Federal vocational education funding can
no longer be 3justified on the grounds that Federal funds are
required to leverage State and 1local resources to provide
vocational education services to special target populations. The
populations that usually most require Federal support are not the
major focus of the programs. In school year 1978-79, only about
158 of total vocational education program participants were
disadvantaged, handicapped, or had 1limited English speaking
ability.

The proposed 20% reduction in budget authority will have a
negligible effect on vocational education enrollment since State
and local expenditures far outweigh Federal appropriations. In
recent years, participation in vocational education programs has
continued to increase even though there have been virtually no
increases in Federal appropriations.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 779 859 910 974 1,039 1,104

Outgays..... ........ 767 9262 962 881 1,015 1,068
Policy reduction:

Bugget authority.... - -236 -242 ~259 -277 -294

Outlays...esee-ce co — =220 -242 ~252 -269 -283
Proposed budget:

ggdget auzhority.... 779 623 668 715 762 810

OUtlayS...ceovovnoss 767 742 720 629 746 785
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Department of Education

REDUCTION OF FUNDING FOR THE NATIONAL INSTITUTE OF EDUCATION

The Administration will withdraw the §5 million supplmental
proposed by the Carter administration for the National Institute
of Education (NIE) for 1981 and reduce funding for NIE in 1982
and succeeding years by 25%. The research and dissemination
activities of the NIE, while occasionally making valuable
contributions to the theory and practice of education, are of
relatively low priority given present budgetary conditions.

NIE funds research and demonstration activities in three areas:
basic educational research, educational organization and
administration, and dissemination of the results of research and
demonstrations to practitioners in the field. While the latter
activity can, in certain instances, have immediate payoffs in
improved educational practice at the 1local 1level, the other
activities of the NIE pay off, if at all, only in the longer run.
While basic educational research has value, deferrals and stretch
outs of work currently underway can achieve significant budgetary
savings without reducing the ability of the NIE to support
improvements in current educational practice. The Administration
proposal provides the Secretary of Education with considerable
flexibility to reallocate remaining funds toward those efforts
that will result in continued improvements in educational
practice.

As a result of these reductions, NIE will be provided with budget
authority of $74 million in 1981 and $61 million in 1982. Budget
authority will be reduced by 25% annually or by $117 million over
the next 5 years.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 74 81 87 9 100 105

OutlayS....coceeaeas 71 80 83 88 93 100
Policy reduction:

Budget authority.... —— -20 -22 -23 -25 ~27

outlays. ® s 0 06 60 0 s 08 - e -22 -20 -20 -21 ¢-§2
Proposed budget:

Budget authority.... 74 61 65 71 7

Outlays....eoeeeevses 71 58 63 68 7; ;g
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Department of Education

REDUCING FEDERAL SUPPORT TO MUSEUMS

The Administration proposes to terminate the Institute for Museum
Services, which awards grants to museums principally for general
operating support. This proposal is part of an overall
Administration effort to rethink Federal support of cultural
activities. While museums and other repositories of cultural
artifacts are important in our society, they have traditionally
been the beneficiaries of private philanthropy, for both
construction and operating funds.

It is true that the overall decline in economic conditions in
recent years and punishingly high personal and corporate tax
rates have diverted private capital into tax shelters rather than
expenditures that benefit society as a whole. The Administration
proposes to attack these problems directly, however, through its
overall economic program. A healthy and expanding economy will
provide far more effective support for cultural activities than
any reasonable amount of explicit Federal support.

The change will be achieved by proposing a rescission of =-$12
million for 1981 and a ~-$16 million budget amendment for 1982 to
eliminate funds for grants to museums. Some administrative
support will be maintained through 1982 in order to phase out
agency activities.

(in millions of dollars)
1961 1982 1983 1984 1985 1986

Current base:

Budget authority.... 13 14 15 16 18 19

OutlayS.c.ceeocvaces 13 12 13 14 16 18
Policy reduction:

Budget authority.... -12 ~-14 -15 ~-16 -18 -19

Outlays...... eeesna -2 -12 -13 -14 -16 -18
Proposed budget: R

Budget authority.... 1 —— —-— ——— _——

OutlayS..csccerosocns 11 2

* $500,000 or less.
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Department of Energy

REDUCTIONS IN ENERGY REGULATION IN THE DEPARTMENT OF ENERGY

The President's commitment to ending unnecessary Government
regulatory programs will permit a sizeable reduction in spending
and removal of large numbers of Federal employees from Government
payrolls. O0Oil decontrol has enabled the President to propose
elimination of the Department of Energy regulatory activities
that were designed to compensate for the marketplace imbalances
caused by price controls on oil. Department of Energy programs
such as the price and allocation regulatory functions of the
Economic Regulatory Administration, interventions in State public
utility proceedings, mandatory fuel-use restrictions, and the
cumbersome coupon rationing system will be completely eliminated
or replaced by streamlined programs relying on market forces.

The proposed reductions total $150 million, or a reduction of 57%
from 1982 budget authority levels.

The program changes are expected to result in the following

changes in funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 260 261 243 233 232 225

Outlays.. ..eecvonnn 262 249 244 234 228 224
Policy reduction:

Budget authority.... -33 -150 ~138 =131 -127 -118

OULlayS.coevesesnson -33 -127 -140 -132 -123 -117
Proposed budget:

Budget authority.... 227 111 105 102 105 107

outlays.......... oo 229 122 104 102 105 107
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Department of Energy

REDUCTION IN DEPARTMENT OF ENERGY GENERAL SCIENCE PROGRAMS

As part of its overall policy of reducing funding levels to
assist in resolving the Nation's fiscal and economic crisis, the
Administration proposes a reduction of $40 million in the
Department of Energy's general science programs in life sciences
and nuclear medicine, high-energy physics, and nuclear physics.
This reduction will still provide an increase over 1981 to cover
anticipated inflation in recognition of the importance of basic
research in these and other fields of the natural sciences as an
investment in the Nation's future.

These programs, especially high-energy physics, depend upon
large, complex facilities and instruments to conduct their basic
experiments. The cost of operation and maintenance for these
facilities has substantially increased in recent years,
particularly with rising energy costs.

The specific impacts of these reductions will be a temporary
stretch-out of new construction, a general decrease in operating
level and utilization, a general reduction in the level of
experimentation for medium-energy nuclear physics, nuclear
medicine and life sciences, and deferrals of new accelerator
construction at universities.

In 1983 and beyond, the Administration projects a constant lev?l
of effort funding that would ensure the viability of these basic
research activities in the future.

(in millions of dollars)
981 1982 1983 1984 1985 1986

Current base:
Budget authorlty.... 504 607 653 708 755 801

OutlayS.ccesecsees . 510 602 651 708 755 801
Policy reduction:

Budget authority.... -5 -40 -45 -61 ~72 -84

outlays RN A -4 -29 -43 -61 -72 -84

Proposed budget:
gudget authority.... 499 567 608 647 683 717
outlays.......ee coen 506 573 608 647 683 717
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Department of Energy

ELIMINATION OF EXCESSIVE ENERGY INFORMATION AND
DEPARTMENTAL OVERHEAD ACTIVITIES

As part of the effort to reduce excessive Federal Government
overhead costs and burdensome information gathering activities,
the Administration plans a significant reorientation and
reduction in the data and analytic services of the Energy
Information Administration (EIA) in the Department of Energy.
Various department-wide support and administrative functions will
also be cut back consistent with diminished activity elsewhere in
the Department.

The budget for EIA programs has grown significantly in the past 4
years. Much of this growth has been to create new or more
detailed data systems and refined analyses of 1limited practical
value. As a result, the Government has created a growing demand
for energy consultants and statisticians. The proposed change
will reverse the trend toward ever more detailed statistics and
assessments. EIA efforts will be focused on basic o0il, gas,
coal, and electric utility data systems, with improvements in
these systems made as warranted, and on publications of proven
value, such as the Monthly Energy Review. Emphasis will be on
national level data; State level data, costly to collect, will be
cut Dback. Recently created systems that have produced
information readily available elsewhere will be significantly
reduced or eliminated. Analytical efforts will be reoriented to
provide faster, more relevant analysis and eliminate duplication
with other Department of Energy offices. Reduced activity of
other Energy Department units will also reduce the need for EIA
support.

Energy Department overhead activities such as accounting and
personnel are proposed to be cut back largely to complement
reductions proposed for other areas of the Department of Energy.
Other proposed decreases occur in department-wide functions such
as policy analysis, international energy activities, public
information and other programs for which there is now less need
because market forces will be playing a larger role in resolving
energy issues.

To achieve these results, the President will propose appropriate
budget amendments as well as any legislation needed to reduce
data requirements written into law.

The proposal is expected to reduce EIA and departmental
administration budget authority by $38 million or 10% in 1982.
Total funding requirements and changes are as follows:
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(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 366 398 405 414 423 431
Outlays.......... v 356 387 405 414 423 431
Policy reduction:
Budget authority.... -13 ~-38 -62 ~67 -73 -78
OutlayS.:veseoeeeess -3 -27 -62 ~67 =73 -78
Proposed budget:
Budget authority.... 353 360 343 347 350 353
Outlays.c.-co.-.. ‘o 353 360 343 347 350 353
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Health and Human Services

MODERATE GROWTH FOR THE NATIONAL INSTITUTES OF HEALTH

Reflecting the Administration's commitment to Federal support of
essential biomedical research activities, funding increases will
be proposed for continued growth of the National Institutes of
Health (NIH). NIH provides support for biomedical research,
primarily through NIH's eleven Institutes. Research project
grants, made mostly to individual researchers and research teams,
account for approximately one-half of NIH's budget. Other NIH
funds support a variety of research and training activities,
including the NIH intramural research program, research centers,
and contracts.

This funding will allow continuation of previous years'
commitments and permit substantial numbers of new awards each
year. As part of a general effort to achieve economies and
reduce lower priority activities, however, the funding increases
will not fully cover projected inflation. Real reductions below
the current base will be made across all NIH Institutes.

Despite these overall reductions, however, the Administration
remains committed to NIH research project grants as a vehicle for
stimulating scientific breakthroughs that return benefits to
society far in excess of the Federal commitment of funds.

One of the principal areas of reduction will be the institutional
payments made for NIH (and other) research training under the
national research service awards (NRSA) program. This proposal
would eliminate the current practice of paying more to an
institution for a Federally supported trainee than is charged in
tuition and fees to non-federally supported students at the same
institution. All trainees would continue to receive awards for
their tuition, fees, and living expenses.

For 1981, the Administration will request budget authority
reductions totaling $126 million below the NIH current base but
still allowing a $89 million increase over the 1980 level. For
1982, a further increase of $246 million, from $3.5 billion to
nearly $3.8 billion in budget authority, will be requested. 1In
addition, the Administration will propose that the legislative
requirement for the institutional payments under NRSA be
eliminated.

The reductions are expected to result in the following changes in
funding for NIH:
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(in millions of dollars)

1981 1982

1983 1884 1985 1986

Current base:
Budget authority.... 3,644 3,961
OutlayS.:.sveeeeennss 3,432 3,731
Policy reduction:
Budget authority.... -126 -197
OutlayS.ceeeasecsos . -54 -145
Proposed budget:
Budget authority.... 3,518 3,764
Outlays........ «e.ss 3,378 3,586

4,250 4,514 4,762 5,000
4,003 4,251 4,485 4,709

-373 =512 -628 -726
-336 ~468 -584 -682

3,877 4,002 4,134 4,274
3,667 3,783 3,901 4,027

Note: Elimination of NRSA is expected to result in the following
change in funding for the Alcohol, Drug Abuse, and Mental Health

Administration (not included above):

Budget authority.... -4 -5
OutlayS.ccevecceaass -1 -4

-5 -6 -6 -7
-4 -6 -5 -6
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Health and Human Services

ELIMINATE MEDICAL SERVICES ENTITLEMENT FOR MERCHANT SEAMEN

The Public Health Service (PHS) has operated a wholly federally
financed medical care system for merchant seamen since 1798. The
original purpose of the entitlement was to protect the Nation
from communicable diseases that could be brought into the country
from foreign ports at a time when there were few medical
facilities in American port cities. Today, those cities have
sufficient medical facilities. Moreover, through the years, this
entitlement has been expanded from merchant seamen to merchant
seamen union members -- including tugboat operators, fishermen,
offshore drilling crewmen, and others in addition to oceangoing
seamen. Thus, a program that was originally designed to provide
occasional onshore benefits for seamen who spent most of their
days at sea has become, in effect, a free Government health
delivery program for selected classes of occupations. The
Administration will seek repeal of this entitlement and closure
of the remaining eight PHS hospitals and 29 clinics now providing
free medical care.

The PHS hospital and clinic system, moreover, is under-used and
actually aggravates health care costs in cities where the
hospitals are located. Improved health, the declining size of
the oceangoing merchant fleet, and the growth of collectively
bargained health care plans have led to low demands on the PHS
hospital system. Occupancy rates of the hospitals have averaged
about 60% since 1976, compared to national minimum standards of
80% occupancy. In addition, all of the hospitals are located in
areas with an excess supply of hospital beds, and all of the
eight affected cities have at least one other Federal facility
operating at less than 80% occupancy to care for non-merchant
seamen patients entitled to Federal care. Thus, this proposal
will affect appreciably neither merchant seamen's access to care,
nor the eight cities where the hospitals and clinics are located.

Most of the hospitals and clinics have also been serving a small
number of low-income people in their areas, largely on an
outpatient basis, in order to fill wunused capacity. This
proposal includes funds to allow the Department of Health and
Human Services to pay for such services by contract in 1982 while
seeking arrangements for indigent care with other under-utilized
hospitals in affected areas.

The .Administration will seek a $39 million rescission of 1981
funding to begin phasing out the hospitals and clinics this year.
For 1982, a $110 million reduction from current requirements will
be sought. Under this schedule, the entire system will either be
closed or turned over to local communities that wish to maintain
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the facilities by the end of 1982. Savings over the 1981-86
period will be more than $900 million.

The proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 157 171 183 194 208 215

Outlays.......ee .o 157 171 183 194 205 215
Policy reduction:

Budget authority.... -39 -110 -183 ~-194 -205 -215

Outlays......eoeeeeee -39 -110 -183 -194 ~-205 -215
Proposed budget:

Budget authority.... 118 61 -——- -——- -—- -

Ooutlays.....ceeveees 118 61 - -—- -——- -—
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Health and Human Services

BETTER TARGETING OF FEDERAL SUBSIDIES FOR
HEALTH PROFESSIONS EDUCATION

As part of its plans for better targeting the allocation of
Federal funds, the Administration will propose to end large
general subsidies for the training of physicians and other health
professionals. Such programs are no longer necessary in light of
the growing projected supply of most health professionals.
Instead, Federal programs will be directly targeted on training
needs of national priority.

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. Today, the Nation as a whole has reached
or exceeded the estimated required level of health professionals
for almost every major specialty. The number of active
physicians alone is expected to reach nearly 600,000 by 1990, an
increase of 58% between 1975 and 1990.

The Administration will propose legislation to refocus Federal
aid on a limited number of national priority medical specialties,
rather than providing large subsidies for all specialties. In
addition, support for training in non-physician specialties will
be focused on occupations, such as nursing, where shortgages
persist. By more directly targeting Federal health professions
training subsidies on national priorities, program costs can be
reduced by about 40% annually, or by more than $1.9 billion
between 1982 and 1986. At the same time, higher-priority, more
targeted programs will subsidize the education of health
professionals in those fields where they are most needed.

The proposed change is not expected to affect the projected
surpluses for the coming decade in nearly all health professions
areas. Federal student assistance programs in the Department of
Education will continue assisting students to finance their own
education. 1In addition, the Administration will continue support
at the 1981 appropriated level of $20 million for assistance
programs to encourage minorities, who are now under-represented
in health professions fields, to choose medicine as a career.

The Administration will propose 1981 rescissions, 1982 budget
amendments and legislation to carry out the policy change from
general subsidies to national priority grants.

The tgrget@ng of Federal subsidies for health professions
education is expected to result in the following changes in
funding:
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(in millions

of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 368 400 429 456 481 505
OutlaySeesess-nnss . 333 359 381 400 417 433
Policy reduction:
Budget authority.... =219 -280 -309 -336 -361 -385
outlays.......... .o -32 -126 -221 -260 -297 -313
Proposed budget:
Budget authority.... 149 120 120 120 120 120
QutlayS..ceeveen.n . 301 233 160 140 120 120
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Health and Human Services

ELIMINATE UNNECESSARY FEDERAL SUBSIDIES FOR THE
DEVELOPMENT OF HEALTH MAINTENANCE ORGANIZATIONS

As part of the effort to eliminate unnecessary Federal subsidies,
the Administration will propose to phase out the Federal grant
and loan subsidy program to health maintenance organizations
(HMOs) by the end of 1983. The Administration believes that
after 8 years of Federal support the feasibility of HMO prepaid
health care delivery has been adequately demonstrated, and that
HMOs can be financially self-supporting institutions developed
without continued Federal subsidies. There are now 235 HMOs with
9 million members located in every urban area with a population
greater than 1 million, and affiliated with 15% of the Nation's
physicians. 1In recent years, substantial amounts of private
capital have been provided for HMO development.

The major impediment to further investment of private capital in
HMO development is not a dearth of Federal support but, rather,
the unnecessarily restrictive requirements for Federal
qualification presently found in the Health Maintenance
Organization Act. In fact, artificially high minimum benefit
requirements and organizational standards have been a leading
source of defaults among small, federally supported HMOs that
have found that the heavy Federal requirements priced their
benefit packages out of the market.

Amendments will be proposed to the HMO Act, which expires at the
end of the fiscal year, to remedy this problem. Once HMOs are no
longer required to undertake uneconomic activities, private
capital will be readily available for HMO development, obviating
the need for further subsidies.

This proposal will also halt Federal losses from further attempts
to start HMOs that are not economically competitive. The current
subsidy program focuses on entities that could not obtain-private
financing because of their high risk, and then imposes unusually
extensive, costly benefit packages and other conditions that
inhibit their competitiveness. As a result, defaults on
unsecured 1loans for HMO operating deficits and required interest
subsidy payments will exhaust the §116 million HMO loan revolving
fund by the end of the year and will require substantial future
spending even without awarding any new loans.

This proposal will drop the Carter administration's supplemental
request of $17 million for the 1loan fund and seek a 1981
rescission of $20 million. No new grants or loans will be made,
although HMOs now receiving grant support will be allowed to
complete their grant period. The program will be completely
phased out by the end of 1983.
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This proposal should have no significant effect on development of
economically viable HMOs, which can be funded through private
sources. Moreover, 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.

The proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 73 59 63 66 69 72

OutlayS..eee--seerne 30 43 45 55 66 73
Policy reduction:

Budget authority.... =37 -24 =57 -66 -69 =72

OUL1aYS.eevoeenrenns -6 -18 -27 -50 -61 -73
Proposed budget:

Budget authority.... 36 35 6 -—- —-—— -

Outlays...... -ceoe. 24 25 18 5 5 ——-
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Health and Human Services

RESTRAIN EXCESS GROWTH IN THE NATIONAL HEALTH SERVICE CORPS

As part of its efforts to reduce market distortions and Federal
subsidies, the Administration will seek no new scholarships for
the National Health Service Corps (NHSC) program. This action is
intended to prevent unnecessary program growth and costs in the
1990's, when persons receiving new scholarships would complete
their training and report for assignment as Federal employees.

The NHSC provides federally employed physicians and other health
professionals to areas classified by the Department of Health and
Human Services as health manpower. shortage areas. Most of the
NHSC assignees receive full tuition and stipend support while in
medical school for which they owe service on a year-for-year
basis.

Serious remaining problems of access to adequate primary care
will probably be virtually eliminated within the next few years
due to growth in the Nation's supply of physicians, past NHSC
scholarship conmitments, and a much better than expected
reenlistment rate of NHSC assignees who have completed their
obligations. At most, 6,000 NHSC assignees -- toO serve
approximately 12 million underserved people -- are necessary to
cover all health manpower shortage areas. However, the NHSC
placement program is currently projected to grow from 2,060 in
1980 to 9,000 by 1990, even if new awards were frozen today. In
addition, recent data indicate that physicians in general, and
primary care physicians in particular, are voluntarily locating
in smaller communities, and that specialists in rural areas spend
30% or more of their time on primary care. Finally, since the
scholarship pipeline is so long, whatever short-term problems in
primary care access remain would not be addressed by new awards.

In addition to the excess supply problem, total program costs for
assignees obligated by scholarship are very high. Federal costs
now average $100,000 per physician for each year of scholarship-
obligated service. Alternative aid programs would be more cost
effective. Consequently, the Administration proposes to
eliminate all new NHSC scholarship awards in 1981 and 1982 but
will allow students who currently have scholarships to complete
their training. A 1981 rescission of 816 million in funds
proposed for new scholarships will be requested. For 1982 and
beyond, no new scholarships will be sought.

These proposals will not adversely affect health manpower
shortage areas. The NHSC placement program, which provides
health professionals for these areas is projected to continue
growing through 1990 even with no new scholarship awards.
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The proposal is expected to result in the following changes in

funding:

(in millions of dollars)

1981 1982 1983 1984 1985 1986
Current base:
Budget authority.... 165 195 224 258 295 335
outlays........... .. 151 187 206 231 264 300
Policy reduction:
Budget authority.... ~-16 -31 -45 -54 -65 -80
OutlaysS......-.. e -3 -14 =37 -45 -54 -65
Proposed budget:
Budget authority.... 149 164 179 204 230 255
OutlayS..eeeee coaoe 148 173 169 186 210 235
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Health and Human Services

PHASING OUT FEDERAL REGULATION OF THE HEALTH CARE INDUSTRY

As part of the general effort to restrain health care costs by
stimulating competition in the health care industry, the
Administration will propose phasing out the Federal health
planning and professional standards review organizations (PSROs)
programs. The current health planning program -- administered
through 213 1local health systems agencies and 57 State health
planning and development agencies -- represents an effort to
impose a complex national health regulatory program on States and
localities. It has not proved effective in controlling costs on
a national basis, and it inhibits market forces needed to
strengthen competition and provide 1less costly services. The
PSRO program -- administered through 185 relatively autonomous
PSROs of widely varying effectiveness -- regulates health care
services for medicare and medicaid beneficiaries, and has cost
the Nation more to administer than it has saved in reduced health
care costs.

Recent studies on the effects of the PSRO program by the
Congressional Budget Office provide convincing evidence that the
PSRO raises national health care spending. The cost of the
nationwide system of hospital utilization review organizations
exceeds the resulting savings achieved by reductions in length of
hospital stay and 1lower admission rates. Even this analysis
fails to factor in the reality that, due to the perverse way in
which hospitals are presently reimbursed for services on a cost
basis, cost "savings" achieved through lower medicare and
medicaid wutilization are simply passed on to hospital users who
pay their own bills, or who are covered by private insurance.

If competitive forces are to restrain costs, free entry into
health care markets is essential. Otherwise, high-cost providers
can monopolize health care markets. The certificate-of-need
review process conducted under the health planning program is a
system whereby hospitals and other institutional providers must
receive a Government franchise before beginning operations. This
system inhibits free market entry, often propping up high-cost
institutions behind a Government-created entry barrier.
Elimination of this franchising system is a necessary element in
the Administration’'s efforts to promote the effective functioning
of private market forces in the health care sector.

The health planning and PSRO programs would be phased out over
the 1981-1983 period, consistent with a 2-year Administration
timetable to develop and carry out health financing reforms that
encourage competition in the health sector. To begin the
phase-out, a $28 million reduction in funding for health planning
will be proposed for 1981, and contracts will be renewed with
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only those PSROs judged most effective in controlling health care
costs. Some transitional funding for the most effective PSROs

would be continued into 1983 to allow competing systems of care
to contract for their services.

The phase-out is expected to result in the following changes in

funding:

(in millions of dollars)
981 1982 1983 1984 1985 1986

Health Planning

Current base:

Budget authority.... 145 158 170 180 190 199

OutlayS.ssceees s 162 171 172 179 188 197
Policy reduction:

Budget authority.... -28 -100 -168 -180 -190 -199

OutlayS..vecoeeacens -10 -62 -87 -159 -188 -197
Proposed budget:

Budget authority.... 117 58 2 —— —— -

Outlays..... cecereee 152 109 85 20 -— -——

PSRO Program

Current base:
Obligations........ . 174 189 203 215 227 238
Outlays.....osevesee 171 186 199 212 223 234
Policy reductions:
Obligations......... -38 -119 =136 =215 =227 -238

OutlayS.scee-eceacns -38 =117 -134 =212 -223 -234
Proposed budget:
Obligations......... 135 70 67 —— - ———
OutlayS..ceeocscocns 133 68 65 —_— —— -—
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Housing and Urban Development

TERMINATION OF THE HUD PLANNING ASSISTANCE PROGRAM

The President plans to end the planning assistance program of the
Department of Housing and Urban Development. The primary intent
of this program -- to develop sub-national planning capabilities
-« has been realized. There is no evidence that general planning
assistance unlinked to program implementation, as in the case
here, is effective. To the extent that States and localities
benefiting from the program find it worthwhile and of high
priority, they can provide funding, or use block grant or general
revenue sharing funds for this purpose at their own discretion.

To achieve this policy change, the President will propose a 1981
rescission of all available budgetary resources (estimated to be
$33.75 million) and seek an amendment to the 1982 Carter budget
in order not to request 1982 funding for this program.

This proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 34 37 39 42 44 46

OutlaysS.sscevesscenns 40 35 36 39 41 44
Policy reduction:

Budget authority.... -34 -37 -39 -42 -44 -46

OUtlaysS.eeeeoceoccns -3 -26 -36 -39 -4 -44
Proposed budget:

Budget authority.... - ~—— -— —-— —-—- -—-

OutlaysSeecececennsos 37 9 -— - -—— -
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Housing and Urban Development

TERMINATION OF THE REHABILITATION LOAN FUND

The President plans to abolish the rehabilitation 1loan fund of
the Department of Housing and Urban Development. This fund
unnecessarily duplicates the rehabilitation efforts of the
community development block grant (CDBG) program. CDBG
recipients annually use about 30% of their block grant funds for
rehabilitation in any given year. 1In 1981 about $1.1 billion
from CDBG appropriations will be used for rehabilitation. By
contrast, the rehabilitation 1loan fund would have funded only
$200 million of rehabilitation in 1981. Furthermore, CDBG-funded
rehabilitation is more flexible than rehabilitation through the
fund since CDBG-funded rehabilitation can make use of direct
grants, which can reach very low-income recipients who would not
be eligible for 1loans, interest subsidies, or 1loans. By
contrast, the rehabilitation loan fund provides only loans. The
change also replaces Federal control with local decision-making.

To achieve this policy change, the President will propose a 1981
rescission of all available budgetary resources (estimated to be
$130 million), plus all repayments from prior loans (estimated to
be $62 million for 1981). In addition, an amendment to the 1982
Carter budget will be sought so as not to request 1982 funding
for this program.

This proposal is expected to result in the following changes in

funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 130 130 134 138 140 142

OUL1ayS.cceconarenns 133 134 136 138 140 142
Policy reduction:

Budget authority.... -130 -130 -134 -138 -140 -142

OULlayS.coereocensns -63 =191 =210 =211 -213 -214
Proposed budget:

Budget authority.... -—- === === - == -

Outlays.coceevnonens 70 -57 -74 -73 -73 -72
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Housing and Urban Development

TERMINATION OF THE NEIGHBORHOOD SELF-HELP DEVELOPMENT PROGRAM

The President plans to end the neighborhood self-help development
program of the Department of Housing and Urban Development. The
neighborhood self-help development program largely duplicates the
efforts of the Neighborhood Reinvestment Corporation, a public
corporation, and community development block grant funds can Dbe
used for the same purposes as self-help funds, with the
additional benefit that city officials are directly involved.
Given the small size of this program and the alternative
resources, any negative impact should be minimal.

To achieve this policy change, the President will propose a 1981
rescission of all available budgetary resources (estimated at
$8.3 million) and will seek an amendment to the 1982 Carter
budget so that 1982 funding will not be requested.

This proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 9 10 11 11 12 12

OutlaySeeceoeses cenns 15 9 10 11 11 12
Policy reduction: _

Budget authority.... -8 -10 -11 -11 -12 -12

OutlaysS...cee-teuusn -4 -9 -10 -11 -11 -12
Proposed budget:

Budget authority.... 1 -—— -—— - —— —

OutlaySe.. ceeveeens 11 * —— _— —— ——

* $500,000 or less.
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Department of the Interior

IMPROVED TARGETING OF CONSERVATION EXPENDITURES

The President is determined that the Interior Department be a
good steward of the natural and historic treasures protected by
the National Park Service. The Nation's parks are not now being
properly protected for the peoples' use. The Government must
learn to manage what it owns before it seeks to acquire more
land. To bring the budget under control and make additional
funds available for restoration and improvement of the national
park system, the President proposes to substantially refocus the
Department's conservation and preservation programs.

This will be accomplished through moratoriums on Federal 1land
purchases and elimination of three major State grant programs and
by significantly increasing the resources available for existing
National Park Service areas.

Legislation to amend the land and water sonservation fund will be
sought to allow monies in the fund to be used for restoration and
improvement of our National Park System. In addition, aggressive
exchange programs will be initiated to round out the Federal
conservation estate.

Major changes for these programs are as follows:

Budget Authority ($ millions)
1981 1982 1982
Program 1981 Carter Reagan
_Level Rescission Budget Budget

Land and Water Conservation

Fund:

State recreation grants. 304 -145 185 —

Federal land acquisition
and administration...... 237 -105 335 45

National Park restoration
and improvement......... ——— -— —— 105
Total. ceceesnscons 541 -250 520 150
Urban park grants........... 65 -35 75 ——
Historic preservation fund.. 42 -8 32 5

In 1981, $105 million will be proposed for rescission of land and
water conservation fund appropriations for Federal land
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acquisition and in 1982 a similar amount will be requested for a
major park restoration and improvement initiative. The 1982
level for Federal land acquisition will be limited to the amount
necessary to close out current court awards, emergency land
acquisition efforts, and administration. The total requested
from the land and water conservation fund for both the parks
initiative and land acquisition program in 1982 will be $150
million. Postponing Federal acquisition will allow for a
thought ful policy review of existing park and recreation
legislation, and improved utilization of land exchanges and State
and local efforts to achieve conservation goals.

In 1982, §5 million will be requested to aid the National Trust
for Historic Preservation. No changes are proposed to the
current tax incentives for historic preservation, estimated to be
$100 million in 1982.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base 1/:
Budget authority.... 1,160 1,248 1,314 1,385 1,451 1,515

Outlays.. .. +.ecse. 1,234 1,268 1,251 1,320 1,344 1,398
Policy reduction:

Budget authority.... -573 -566 -512 -465 -471 -605

OutlayS...coeseeson. -91 -270 -286 -365 -349 -403
Proposed budget:

Budget authority.... 587 682 802 920 980 910

OutlaysS....c.... eee. 1,143 998 965 955 995 995

;/ National Park Service operations and construction, land
and water conservation fund, urban park grants, and historic
preservation fund.
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Department of Labor
Department of the Interior

TERMINATION OF YOUNG ADULT CONSERVATION CORPS
AND YOUTH CONSERVATION CORPS PROGRAMS

Continuation of the young adult conservation corps (YACC) and
Youth Conservation Corps (YCC) programs cannot be justified in a
truly austere budget. The Administration will propose (1) to
phase out the YACC program by the end of 1982 by not enrolling
any new participants, deferring some 1981 funds to 1982; and
(2) to terminate the YCC program in 1981, rescinding funds
currently available.

The Labor Department YACC program provides employment on public
lands for unemployed youth ages 16 to 23 of all income levels.
It is one of the most costly and least targeted of Federal
employment and training programs for youth. Only one-third of
YACC participants are economically disadvantaged -- compared to
more than 808% for all other Comprehensive Employment and Training
Act (CETA) youth programs. Less than 30% of participants are
minorities -- compared to more than 50% in the other youth
programs, including more than 70% in both job corps and the
summer youth employment program. Furthermore, with the single
exception of the more targeted and entirely residential job corps
training program, it is the most expensive CETA program per year
of service.

Because of these high costs and poor targeting, for every
$305,000 the YACC program spends, it provides only one year of
service to a lower-income black youth. These youth experience
the highest rates of unemployment in our society and have the
worst future job prospects -- prospects that are rarely enhanced
by participation in the YACC program. By contrast, whenever the
CETA general youth grant program (YETP) spends $305,000, it
provides 20 years of service to low-income black youths.

The proposal will have little impact on current participants
because the phase-down schedule will not in general require
layoffs. Instead, no new participants will be enrolled, and
participant levels will decline gradually through attrition. The
impact on those who might have enrolled if the program were
continued is also expected to be minimal because the program is
relatively small -- an average of about 450 participants in each
State in 1980 -- and draws few participants from any particular
group of youth. There will be some reduction in Federal and
State conservation work, but many of the affected projects are of
such low priority that they are undertakeq only because the free
labor provided by YACC participants is available.
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To achieve the YACC phase-down, the President will defer $58
million of 1981 budget authority to 1982. These funds will be
sufficient to finance phase-out activities in 1982, so no budget
authority for YACC in 1982 is required or requested. The Labor
Department has already advised the Departments of Agriculture and
the Interior -- and through them, State grantees -- of the
termination decision. Orderly planning for the phase-out is now
underway.

The Interior Department YCC program provides summer employment on
public lands and environmental training for youth ages 15 to 18
of all income levels. It is essentially a summer YACC program
for somewhat younger youth. The termination will be effected
through a rescission of $56 million in 1981 budget authority and
through a $60 million reduction in the 1982 budget for the
Interior Department. This change is proposed because, like YACC,
YCC is both costly and poorly targeted, and the work accomplished
is of low priority.

The proposal is expected to result in the following changes in
funding:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 260 310 316 322 329 335

Outlays...... cee e 299 312 315 322 328 334
Policy reduction:

Budget authority.... -56 -310 -316 -322 -329 -335

OutlayS..e.oeeencsas ~105 -238 -308 -322 -328 -334
Proposed budget:

Budget authority.... 204%* —— —-_— —-— —— -——

Outlays............ . 194 74 7 —-—— —— —-——

* $58 million of this in the YACC program would be
deferred.

NOTE: Table includes $60 million in budget authority in the
current base for YCC in all years. Policy reductions in YCC
include a 1981 rescission of $56 million in budget authority,
resulting in 1981 outlay savings of $52 million, 1982 reductions
of $60 million in budget authority and $59 million in outlays,
and reductions in 1983-1986 of $60 million in both budget
authority and outlays.
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Department of Transportation

REDUCTION OF THE HIGHWAY SAFETY GRANTS PROGRAM

To make the best use of highway safety grants, the Administration
will propose legislation to restrict eligibility to programs that
have been successful in promoting highway safety and are an
appropriate Federal function. The legislation will also
eliminate funding to States for the enforcement of the 55 mile
per hour speed limit.

The Federal contribution to total highway safety funding is so
small (2%-3%) that the Federal Government has had 1little impact
on what State and 1local governments actually do. A General
Accounting Office (GAO) study of the Federal highway safety
grants program concluded that there is no evidence that these
grants reduce highway fatalities. Finally, several western and
midwestern States are opposed to mandatory enforcement of the
maximum national speed limit (55 miles per hour).

The new legislation would: (1) require grantees to channel
resources into effective traffic programs such as alcohol safety,
emergency medical services training, police traffic enforcement
services, and the collection of traffic accident data;
(2) eliminate the eligibility of all other previously funded
program areas including driver/pedestrian behavior research and
highway safety structural improvements.

This proposal should produce budget.savings of $100-160 millign
per year beginning in 1982 and extending to 1985. 1In }982.' this
change will be achieved by amending the current legls;atlon to
exclude less successful programs. The proposed reduction will
continue the Federal role in highway safety where it is
appropriate and has proven most effective.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

—

Current base:
Budget authority.... 264 244 202 215 239 255
OutlaysS...ccoeenecss 200 210 218 229 237 244

Policy reduction:

hority.... -—= =167 ~-125 -138 ~162 -178
gﬁ:ﬁ:;sféf.?f..¥.... —~— -16 -112 -138 ~-150 -163
Proposed budget:
Budget authority...- 264 77 77 77 77 77
Ooutlays....s.--«- .o 200 194 106 91 87 81
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REDUCING CORPORATION FOR PUBLIC BROADCASTING (CPB) FUNDING

The Administration will propose a 25 percent reduction in 1982
funds for the Corporation for Public Broadcasting. CPB is the
primary vehicle for providing Federal financial assistance to the
217 radio and 170 television stations that currently compose the
non-commercial broadcasting system. The reductions will be
primarily directed at CPB's administrative costs and national
program production while CPB support for local stations will be
maintained at as high a level as possible.

Non-commercial stations should determine the need for and type of
programs they require and finance their own productions. This
pattern of reductions will provide a opportunity for private and
corporate donations to play a greater role in financing 1local
public television and allow Federal support for local stations to
be maintained.

The CPB's efforts to stimulate program production at the national
level have been of questionable value. While some meritorious
programming has resulted from the CPB's effort, high unit
production c¢osts have plagued many projects. With notable
exceptions, program development c¢an be achieved much more
effectively -~ and at a far 1lower cost =-- at the local and
regional level.

Additional reductions will be made in 1983 and 1984 so that CPB
budget authority and outlays level out at $100 million in 1985
and 1986. By reducing the Federal contribution to CPB in this
manner, $377 million will be saved over the next five years.

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 162 172 172 183 198 211
OutlaysS...ccoececeee 162 172 172 183 198 211
Policy reduction:

Budget authority.... -— -43 -52 -73 -98 -111
OutlayS....-cvosese. -— ~-43 -52 =73 -98 -111
Proposed budget:
Budget authority.... 162 129 120 110 100 100
OutlayS...cceevvevess 162 129 120 110 100 100
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Funds Appropriated to the President

REDUCTIONS IN FOREIGN DEVELOPMENT AID PROGRAMS

The Administration will propose a 26% reduction from the current
1982 budget request for foreign development aid and further
reductions during 1983-86. This action will halt the very rapid
growth requested for development aid in the Carter budget, for
example 33% in 1982. It is intended to assure that the most
critical U.S. foreign policy objectives are served effectively,
but at much less cost, by eliminating low priority activities.

The agencies and programs affected by the proposal include
contributions to the multilateral development banks (such as the
World Bank); payments to the United Nations and other
international organization programs:; the Agency for International
Development; food aid shipments under Public Law 480; and the
Peace Corps. All existing international commitments will be met;
however, some payments to the U.N. and other multilateral
programs will be stretched out.

Humanitarian programs, such as those providing emergency disaster
relief and refugee feeding, will be maintained close to the
levels of recent years. The AID programs, cut by 20% in 1982,
will be reoriented to assure that they clearly contribute to the
ability of Third World countries to improve their economic
performance, rather than merely transferring dollars.

For future contributions to multilateral institutions, there will
be a careful assessment of whether the U.S. funds will be used
efficiently and how well the institutions are serving the United
States and the international community. The reduced program of
very low interest loans for exports of food under Public Law 480
will also be examined in light of the current rising trend in
commercial agricultural exports to insure that it is targeted on
the highest priority U.S. objectives abroad.

The reduction in the current 1982 appropriations request will be
$1,854 million, rising to a cut of §3,187 million from 1986
spending as projected in the Carter budget. Foreign aid funds
are actually spent over a period of years af;er they are
appropriated; and as a result, the near-term savings in actual
cash budget outlays will be small. In the past this circumstance
has been used as argument against foreign aid cutbacks. Cash
budget outlay savings will be $402 million in 1982, but will rise
to $1.8 billion by 1986 and even higher in the following years,
contributing importantly to the vital long-term effort to bring

the Federal budget under control.

Further specific details on these development aid reductions will
be provided when the revised budget is transmitted to the
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Congress. The proposal
changes in funding:

Current base:
Budget authority...
OutlaysS...«e- +0o-co-
Policy reduction:
Budget authority...
OutlayS:c.cocevecsnns
Proposed budget:
Budget authority....
outlays....eceeauvas

is expected to result in the following

(in millions of dollars)
1981 1982 1983 1984 1985 1986

5,430 7,246 6,567 7,680 8,188 8,644
4,944 5,180 5,666 6,360 6,912 7,430

-616 -1,854 -205 -2,513 -2,978 -3,187
-85 -402 -584 -1,063 -1,527 -1,827

4,814 5,392 6,362 5,167 5,210 5,457
4,859 4,778 5,082 5,297 5,385 5,603

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

6-34



National Aeronautics and Space Administration

REDUCTIONS IN NATIONAL AERONAUTICS AND SPACE
ADMINISTRATION PROGRAMS

The 1982 Carter budget called for a NASA budget of §$6,722
million, a 21% increase over 1981. This sharp increase is
incompatible with a program of across-the-board restraint. The
revised level for 1982, §$6,235 million, still represents a
significant increase over 1981, but one that is needed to
maintain progress in the Space Shuttle program to meet civilian
and critical defense needs. This increase will also continue
strong core programs in space science, space applications, and
aeronautics. But funding for these and other non-shuttle
programs will constrained to an increase of 2.9% in light of the
current fiscal and economic crisis.

In the area of space transportation, the development and
procurement of a fleet of four space shuttle orbiters and the
option to buy a fifth orbiter if needed will be maintained.
Reductions are limited primarily to slower development of
Spacelab, elimination of funding for the solar electric
propulsion system (for which no applications have been approved),
and rescheduling of space science flight projects. The reduced
level in 1982 would be §$540 million above the previously
appropriated 1981 1level, all of which is needed to completg the
Space Shuttle development and make possible a fully operational
Shuttle system in the early 1980°'s.

The reduced budget, while calling for defe;ral or deletion of
some new projects, permits continuation of a vigorous program of
space science and exploration. Support is provided to fully
utilize spacecraft launched in prior years that are still
transmitting useful data (e.g., the Voyager mission to Saturn and
beyond) . The budget allows for continued development of those
projects that offer the broadest potential scientific
contribution and that have large past investments. Specifically,
full support is allowed for the further development of the space
telescope, a unique Earth-orp1t1ng observatory for viewing
objects at the edge of the universe. An order}y progression in
the exploration of the planets will be maintained through
development of a planetary projgct, such as Fhe Galileo mission
to Jupiter. U.S. participation will also continue, at a reduced
level, in the international solar polar mission. However, Fhe
adjusted budget also assumes deferral of new and ongoing
projects, such as the gamma ray observatory spacecraft{ the Venus
orbiting imaging radar project, and spgcelay experiments, for
which the potential scientific contribution is more narrowly
focused and only relatively small past_xnvestments.haye been
made. The adjusted program level in 1982 will be $35 million, or

6% above the previously appropriated level in 1981.
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For space applications, most new programs previously proposed to
be 1initiated in 1982 would be deleted and reductions would be
made in ongoing activities, some of which unnecessarily subsidize
or compete with the private sector. The program at the reduced
level would continue support for: research on space remote-
sensing techniques and satellite missions that have the potential
to improve our ability to manage critical Earth resources;
research related to understanding weather and c¢limate; and
research on advanced space communications technology needed to
increase the useful range of radio frequencies for
communications. The reduced level in 1982 would be 6% above the
previously appropriated level for 1981.

For aeronautics, reductions are related to elimination of new
projects previously proposed for 1982 and lower-priority research
and technology base activities. The reduced level would continue
long range research efforts needed to maintain the U.S.
technological 1lead in military and c¢ivil aeronautics. The
reduced level in 1982 would be 4% above the 1981 level.

Reductions would be made in general support activities, such as
construction projects, direct NASA energy technology work, and
technology dissemination efforts that are either of lower-
priority or are related to reductions in other agencies.

The proposed funding for NASA is as follows:

(in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 5,534 6,565 6,795 5,924 5,315 5,011

Outlays.....-+....... 5,283 6,273 6,642 6,185 5,519 5,187
Policy reduction:

Budget authority.... ~75 =330 -248 90 390 200

Outlays......coecues -60 -241 -334 -86 156 124

Proposed budget:
Budget authority.... 5,459 6,235 6,547 6,014 5,705 5,211
Outlays...-......... 5,223 6,032 6,308 6,099 5,675 5,311
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National Consumer Cooperative Bank
TERMINATION OF THE NATIONAL CONSUMER COOPERATIVE BANK

Given the need to accomplish budgetary reductions by eliminating
lower-priority programs, the National Consumer Cooperative Bank
(NCCB) will be ended. Cooperatives in general already enjoy
special Federal tax treatment. Those that provide services to
their members economically and have expectations of continued
good earnings and strong management should be able to obtain
adequate credit privately. The use of budgetary resources to
subsidize inefficient cooperatives can no longer be justified.

Loans currently held by the NCCB will be shifted to other Federal
agencies. Capital stock in the NCCB held by cooperatives will be
redeemed. Termination of the NCCB will result in budgetary
savings of over $200 million through 1982.

The NCCB was created in 1978 to provide access to c¢redit and
technical assistance for cooperatives. The Bank was intended to
make "hard" loans to credit-worthy consumer cooperative
organizations. Although over $50 million had been appropriated
for its activities by the end of 1980, only $5 million in loans
had been disbursed by the end of the year. While lending
activity has picked up this year, a large amount of loans are to
housing cooperatives. There is no need for yet another Federal
agency to provide housing credit.

A separate Office of Self Help Development and Technical
Assistance was created within the Bank to provide assistance in
the form of long-term capital loans, interest subsidies, and
technical assistance to cooperatives that may be viable in the
future but that cannot meet the Bank's lending standards at
present. It was especially intended to help cooperatives sgrv;ng
low-income persons. Despite appropriations of over $11 million
through 1980, less than §1 million had been provided to the
intended recipients by the end of the fiscal year.

The NCCB was staffed with 109 employees at the end of.fiscal year
1980. Less than one-third were engaged in extending loans or
providing self-help development assistance. Most were used for

"overhead."

The proposal will have the following funding effect:
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(in millions

of dollars)

1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 122 136 160 185 185 200

Outlays.......o... . 136 128 152 178 175 190
Policy reduction:

Budget authority.... -91 -136 -160 -185 -185 -200

OoutlaysS:..oe.ceouneee .o -82 -128 -152 -178 -175 =190
Proposed budget:

Budget authority.... 31 —- —— -— -—- -——

OutlayS..cecocveanne 54 ——— —-— —— ——— ——
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National Endowments for the
Arts and Humanities

REDUCING FEDERAL SUPPORT FOR THE ARTS AND HUMANITIES

The Administration will propose reductions in budget authority
for the Arts and Humanities Endowments of about 50%. This will
place more emphasis on the role of private philanthropy and State
and local support for arts and cultural activities.

Reductions of this magnitude are premised on the concept that
Federal policy for arts and humanities support must be completely
revamped. For too 1long, the Endowments have spread Federal
financing into an ever-wider range of artistic and 1literary
endeavor, promoting the notion that the Federal Government should
be the financial patron of first resort for both individuals and
institutions engaged in artistic and literary pursuits. This
policy has resulted in a reduction in the historic role of
private individual and corporate support in these Xkey areas.
These reductions in Federal support are a first step toward
reversing this trend.

Moreover, in those areas where Federal financing does not wholly
supplant private philanthropic means of support, funding for
artistic and literary pursuits is a relatively 1low priority
budget item. Given the need for reductions across the full range
of PFederal programs that meet more basic human needs, low
priority items must bear a greater burden if fiscal restraint is
to be achieved in a balanced and compassionate way.

The proposed reduction will be achieved by amending the 1982
budget by -$85 million for the Arts Endowment and -$80 million
for the Humanities Endowment. Additional reductions in budget
authority will be made in 1983, 1984, 1985, and 1986.

The Arts and Humanities Endowments make grants to a variety ‘of
cultural organizations and institutions such as museums, ballet
companies, universities, and libraries In 1981, Federal support
for the Endowments totaled $311 million, $159 million for the
Arts and $152 for the Humanities.
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(in millions of dollars)
1981 1982 1983 1984 1985 1986

National Endowment for
the Humanities:
Current base:

Budget authority.... 152 165 180 195 209 222
outlayS.eeooees. caeen 155 163 181 196 210 218
Policy reduction:
Budget authority.... —— -80 -90 -98 --107 -115
outlays....... ceeenn - -39 -68 -98 -112 -117
Proposed budget:
Budget authority.... 152 85 90 97 102 107
OUtlayS.eveeococseans 155 124 113 98 98 101
National Endowment for
the Arts:
Current base:
Budget authority.... 159 173 190 205 220 234
OutlaysS...cceensenn- 154 167 175 189 206 217
Policy reduction:
Budget authority.... -——- -85 -96 -105 ~115 -124
OutlayS..cioeecesesns — ~-46 -63 -95 -111 ~-114
Proposed budget:
Budget authority.... 159 88 94 100 105 110
OutlayS..coe-voeese .. 154 121 112 94 95 103
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National Science Foundation

REDUCTIONS IN PROGRAMS OF THE NATIONAL SCIENCE FOUNDATION

As part of his overall policy of reducing funding levels in order
to help resolve the immediate fiscal and economic crisis, the
President plans to selectively reduce or eliminate some National
Science Foundation programs while maintaining on-going support
for its critical responsibilities in the advancement of science.
The proposed budget authority reductions amount to $63 million in
1981 and $66 million in 1982 below the current base estimates.

The reductions are designed to preserve the agency's focus on its
support of research in the natural sciences and engineering. The
programs that are proposed for reduction or elimination include:

~-— programs that are narrowly focused or of less immediate
priority such as the 2-4 year college research
instrumentation grants, the small business innovation
research program, and the intergovernmental and
international science programs; and

-- other programs in science and engineering education and
the behavioral, social, and economic sciences, which are
less critical to meeting the goals and objectives of the
Foundation.

In addition,all new programs proposed in the 1982 budget, such as
university laboratory modernization grants and the 25-meter
telescope would be deferred for future consideration.

The proposed reductions would not affect the previously proposed
level of support for basic and applied research in the
mathematical and physical sciences, engineering, and the
astronomical, atmospheric, earth, and ocean sciences. These
programs have not been reduced because research in the natural
sciences and engineering 1is of relatively high importance to
future technological advancement and the long-term economic

health of the Nation.

The expected change in funding is as follows:
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(in millions

of dollars)

1981 1982 1983 1984 1985 1986

Current base:

Budget authority.... 1,083 1,181 1,283 1,385 1,485 1,580

Outlays...coceceveenn 1,007 1,041 1,155 1,260 1,366 1,454
Policy reduction:

Budget authority.... -63 -66 =90 =120 ~153 -183

Outlays....... cevaen ~-26 -15 -81 =109 -141 -155
Proposed budget:

Budget authority.... 1,020 1,115 1,193 1,265 1,332 1,397

Outlays...o.oco.s oo 981 1,026 1,074 1,151 1,225 1,299
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7. CONSOLIDATE CATEGORICAL GRANT PROGRAMS
INTO BLOCK GRANTS

Department of Education

CONSOLIDATING ELEMENTARY AND SECONDARY EDUCATION PROGRAMS

The Administration proposes to consolidate all or part of over 45
separate Federal and secondary education programs into two "block
grant"” programs -- one to the States and one to Local Education
Agencies (LEA's). Such block grants will shift control over
education policy away from the Federal Government and back to
State and 1local authorities -- where it constitutionally and
historically belongs.

Existing multiple program requirements are burdensome,
inflexible, unresponsive, and duplicative, resulting in waste of
resources at all levels of government:; the block grant approach
will eliminate such unneeded Federal rules. The Federal role is
to supply necessary resources, not to specify in excruciating
detail what must be done with these resources.

Under block grants, there will be no requirements for matching
funds and no demands that Federal funds "supplement rather than
supplant” local funding. There will be no endless byzantine
squabbles over myriad accounting regulations that aiaq
bureaucrats, not children. Approximately 13% of the Federal
funds in programs to be consolidated are now used for
administrative expenses by State and 1local agencies. This
overhead will be drastically reduced under the consolidation

proposal.

The LEA block grant will include about 12 programs that are
presently targeted on students judged to have special educational
needs: the economically disadvantaged, the physically or
mentally handicapped, children with limited proficiency in
English, children in school districts undergoing racial
desegregation, and illiterate adults. Because many of these
programs overlap services to dlgaQVantaged' students, the block
grant system will allow localities to eliminate conflicting and
duplicative regulations and reporting requirements.

The block grant to the States cgmbines abogt 35 separate programs
that (a) provide direct educgtxcnal services for handicapped,
neglected, and delinguent chlléren, (b) improve the staffing and
services of the State Educagxcnal Aggncxes, and (c) support
improved school services 1in a variety of ways including
assistance to school 1libraries, curriculum development, and

technical assistance.
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Nineteen of the programs to be consolidated are so small in
funding level and focus that their administration as separate
categorical grants makes no sense. Programs such as metric
education, consumer education, law-related education, ethnic
heritage studies, and others are really "micro-categorical”
grants that should not be separate Federal activities.

Further, even at a level of $100 million a year, it should be
noted, a Federal educational program would provide an average
award of only $6,250 per school district. This is another reason
to combine 21 of these programs, which have total funding of $100
million or less a year, into the consolidated block grants.

Budget authority for the "block grants" in 1982 will be 80% of
the sum of the combined programs in 1981. The Administration
anticipates that the reduced funding levels will be offset by
more efficient management generating from the increased latitude
given to State and local governments to tailor education programs
to suit the particular needs of children in their districts.

A 1list of the programs that will be consolidated into the block
grants is attached.

(in millions of dollars) .
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 5,611 6,061 6,570 7,051 7,502 7,983
OutlayS:.e..eceesse. 5,364 5,797 6,279 6,730 7,155 7,613
Policy reduction:
Budget authority.... ~=- -1,498 -1,761 ~1,998 -2,366 -2,617
OutlayS.eeceeeseeceses —— -106 -1,217 ~1,766 -2,051 -2,272
Proposed budget: -
Budget authority.... 5,611 4,563 4,809 5,053 5,136 5,366
QutlaysS...eeceease.. 5,364 5,691 5,062 4,964 5,104 5,341
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PROGRAMS INCLUDED IN LOCAL EDUCATION AGENCY BLOCK GRANTS
(Budget authority; in millions of dollars)

1981
Continuing
Resolution
Program Level

Grants for the Disadvantaged
Title I ESEA basic grants for disadvantaged....... 2,822.7

Title I ESEA State agency programs for migrants... 288.0

Title I ESEA concentration grants............... .. 145.0
Education for the Handicapped (State Grants)

Handicapped State grant program......c.ccoceseseon 922.0

Preschool incentive grants for the handicapped.... 25.0

Adult Education

Adult education grants to States.........cc0vve0ann 120.0
Bilingual Education
Bilingual education.seeceesreersceonnacecrnuonaans 137.9
Bilingual vocational training.........c.cceeeenen 4.8
School Improvement
BAsBLiC SKillBeoessssossssonsansscsascasnisosnsssansas 18.2
Emergency school aid (3 programs)............... 204.9

Total-.--.--.-o.--.no-o-.ou-o-u---o.on-- 4,688-5
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PROGRAMS INCLUDED IN BLOCK GRANTS TO STATES
(Budget authority; in millions of dollars)

1981
Continuing
Resolution
Program Level
State Agency Grants for the Disadvantaged
Title I ESEA State agency programs for the
handicapped..ccecesvecscscscrscsssosasosssssscsnsas 165.0
Title I ESEA State agency programs for neglected
and dilinqQuent..cccerecteerotsocssarcrssoacaoanos 37.8
Title I ESEA State administration.......ce0ecvoee 47.0
Title I technical assistance centers (Evaluation). 8.0
Support and Innovation
Support and innovation -- improving local
educational pPracticCesS....ceeeescccccsncsonssasens 91.4
Strengthening State education agency management... 51.0
Special Education
Severely handicapped projects.....ccoveveecescocas 5.0
Regional resources CenterS.:ci.cscvecvcscosccsscssss 10.0
Early childhood educatiOn.cveceecereeroncscrsecocses 20.0
Regional vocational, adult, and post-~secondary
PrOgraMS cccccescossescsosscasosssssssncssssscsnscssss 2.0
Handicapped innovation and development............ 8.0
Special education personnel development........... 58.0
Gifted and talented...ccceevscsccssncocnssassnncns 5.4

Emergency School Aid

Special ProjectsS.ccceeccscctssccctscsssensssssanes 8.5
Nonprofit organizationsS....eeveeeiersvoososniacoansans 7.5
Educational television.....cceeeitiiecensnenaconne 6.5
Training and advisory services (CRA IV).ceeeeeeees 45.7
School Libraries and Instructional Resources
School libraries and instructional resourcesS...... 171.0
School Improvement
Basic skills improvement (State grantsS)........... 13.4
Arts in education...icoccecscccsccrtsercnsaancnnns 1.7
Metric edUCAtiON e cvcetcvenrsensannoncscecsoncasssasne 1.8
Cities in SChOOLlS.c.ivvrotacossscrsscesonncncoccsesa 3.1
PUSH for excellenCe. ... s.cecectcosososorsccacsonanas 1.0
FOllow=through..ccocevescccocscssscacesceasnsnnsasn 39.2
Professional Development
TeaCheYr COXPS:ccvescesccsssssssassasssossescscscnsas 29.0
Pre~college science teacher training......ceceev.. 2.5
Bilingual education training grantS....cceceeceeees 37.1
Other
Career education incentives.....cceeesesvecancsnss 15.0
Community SChHOOLS.:cieeeioesoacscscnsosnocnonscsss 10.0
Consumer education.e.ccveseveceessscnsccsccnscnasas 3.6
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Law-related education.............
Alcohol and drug abuse education..
Ethnic heritage studiegs...........
Women's educational equity....e.e.

Total........-..............
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Health and Human Services

RETURNING MANAGEMENT OF HEALTH AND SOCIAL SERVICES PROGRAMS
TO STATES

As part of the effort to return decisionmaking authority, where
appropriate, to States and localities, the Administration will
propose to consolidate the present collection of about 40 Federal
categorical grants for health and social services into one or
more block grants to States.

Through the years, a complex, duplicative, and uncoordinated
array of Federal health and social service programs has
developed. These programs provide services based on varying
criteria including age, income, health status, disease category,
occupation, and residence. Most of the programs overlap and
duplicate other programs in services provided and/or populations
served. Some of these programs are formula grants to States for
provision of services at the local 1level, usually by local
governments or agencies. Others make project grants or provide
in-kind services or federally paid. workers to 1local public
agencies, community-based organizations, and similar non-profit
groups. Each program generally has its own separate planning
process.

Aside from the confusion caused by the total lack of coherence in
the Federal delivery effort itself, day to day management has
developed into a bureaucratic morass of planning, regulating, and
reporting at the Federal, State, and local levels. There are 437
pages of law and 1,200 pages of regulation alone for the programs
included in the proposal. These programs administer about 5,800
separate grants and 24,000 grant sites. Once awards are made,
over 7 million man hours of State and 1local government and
community effort are used just in filling out federally required
reports each year. In addition, the Nation supports over 3,300
Federal employees to administer the grant programs proposed for
consolidation.

The problems of categorical grant programs are not limited just
to this waste and inefficiency or to management difficulties.
Because of the fragmented nature of the current funding system,
often persons in need of these services must go to several
different and unrelated grantees for different services and must
receive related health services from different providers. The
current system's administrative requirements have resulted in
nearly insurmountable barriers for States, local governments,
communities, and even individual providers who wish to integrate
funds from all grant programs into comprehensive assistance
systems.

The Administration's block grant proposal will enable States to
plan and coordinate their own service programs, establish their
own priorities, and exercise effective program control over
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resources provided to localities and non-profit organizations.
This approach would reduce the multiplicity of rules and
regulations (and, hence Federal direction) under which service
agencies currently operate. States would thus have greater
flexibility--as well as greater responsibility for results--in
providing needed services to their populations. Overlapping
funding from different programs for the same services could be
eliminated. States could select the service delivery agency best
able to provide certain services that are now provided by direct
Federal grantees. The overall result would strengthen State
governments and provide publicly-financed services more
effectively and at lower costs to those in need.

Legislation will be proposed as soon as possible to carry out the
Administration's proposal, effective in October of this year.
The proposed funding level for 1982 is 75% of the 1981 current
base or $6.8 billion. Because the new block grant legislation
would allow significant savings in program overhead and more
efficient service delivery due to the elimination of overlapping
service responsibilities, this funding change need not result in
a reduction of services.

{in millions of dollars)
1981 1982 1983 1984 1985 1986

Current base:
Budget authority.... 9,059 9,491 9,942 10,326 10,657 10,878
outlayS:ce-.cco.es... 8,983 9,334 9,787 10,141 10,470 10,723
Policy reduction:
Budget authority.... —
OutlayS.ssscecceccsos -
Proposed budget:
Budget authority.... 9,059 6,794 6,794 6,794 6,794 6,794
OutlayS...scoeeses.. 8,983 6,794 6,794 6,794 6,794 6,794

"2:697 ‘3'148 —30532 "31863 -40084
-2,540 -2,993 ~-3,347 -3,676 -3,929
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8. REDUCE OVERHEAD AND PERSONNEL COSTS
OF THE FEDERAL GOVERNMENT

Department of Defense-Military

DEPARTMENT OF DEFENSE-MILITARY

The growth of Soviet military power over the course of the past
decade threatens to undermine our ability to deter an armed
attack on our interests during the 1980's. Since the late
1960's, the Soviets have invested $300 billion more in their
defense effort than has the United States. This investment has
provided the Soviet Union with a militarily significant numerical
advantage in most major categories of weapon systems including
intercontinental ballistic missiles, submarine-launched ballistic
missiles, cruise missiles, tactical aircraft, armored vehicles,
air defense systems, and artillery. The consequences of
permitting a growing divergence of military power to persist
during the 1980's are so fraught with danger that a major effort
to improve our defense posture must be made over the next 5
years. There is no need to match the numerical dimension of
Soviet forces, but the forces we procure must be fully capable of
coping with the threat we will face during the coming decade.

Substantial growth in the share of budget resources devoted to
national defense is provided to improve and sustain the readiness
of U.S. forces and to increase their ability to deter and, should
deterrence fail, to prevail in response to aggression against
U.S. interests. The defense budget has been reviewed closely to
achieve cost savings. Part of the defense growth will be
financed by the savings that result from increased efficiency and
reductions in travel and other marginal activities.

Proposed reductions.--The reductions proposed by the
Administration will grow }o more than $7 billion in outlays by
1986. Savings in categories other than pay of $0.8 billion in
budget authority and $0.5 billion in outlays in 1982 are
estimated to result from a variety of efficiencies. The
department of defense installation and logistics structure costs
about $40 billion per year to operate. While progress has been
made over the years in consolidating this structure to
accommodate our modern military forces, more can be done. Up to
58 per year in facility costs could be saved after full

implementation of a program involving:

-~ realignments that would reduce the size of the overall
structure; and

-= increased use of contractual services in place of
in-house Government activities, wherever economically
justified.
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Reductions in travel and consultants will also be achieved.

A variety of management improvements is to be applied in the
acquisition area. These include: multi-year procurements
permitting substantial economies (up to 15% of unit cost) due to
early assurance of longer production runs. Widespread successful
implementation could increase savings while greatly strengthening
the ability of U.S. industry to respond to a mobilization
contingency. Short-term savings will result from taking
advantage of contract options and maintaining stable
subcontractor support. Long-term savings will be achieved by
encouraging investment in bottleneck industries where capacity

constraints now impose high costs. " More economic order
quantities and increased competition in the award of contracts
will achieve 1lower wunit costs. Studies have shown that

competition in defense contracting can reduce unit costs by as
much as 10% to 20%. Weapon systems that are poorly managed,
excessively costly in relation to mission requirements, or
peripheral to U.S. defense requirements will be terminated.
Productivity enhancing investments (both in the defense
industrial base and in Government-operated facilities) with high
potential savings will be emphasized.

The President supports legislation proposed in January that would
initiate annual cost-of-living adjustments for all Federal
retirees. This step would reduce outlays for military retired
pay by $68 million in 1981 and $380 million in 1982.

Personnel costs constitute nearly half of the defense budget.
Reductions in these expenditures will result from the new Federal
pay standard proposed by the Administration. Under this
proposal, pay raises of 4.8% for civilian personnel are estimated
for 1982. As a result, the Department of Defense outlays would
be reduced by about $2.0 billion in 1982 and by larger amounts in
subsequent years.

These actions are expected to result in the following reductions:

Outlays (in billions of doliars)
1981 1982 1983 1984 1985 1986

Proposed reductioms... -0.3 -2.9 -4.8 -5.9 -6.8 -7.5
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All Agencies

REDUCTIONS OF FEDERAL CIVILIAN EMPLOYMENT

Compensation and benefits for Federal civilian workers comprise a
significant part of the Federal budget -- about $56.5 billion for
1981.

As a step in reducing the size, cost, and inefficiency of the
Government, the President will impose new lower civilian
personnel ceilings for 1981 and 1982 for executive branch
agencies. At the same time, the Government-wide hiring freeze
will be lifted for those agencies that are able to meet their
revised lower personnel ceilings. These lower personnel levels
will help foster a new attitude toward eliminating waste and
inefficiency in Government and spur increased productivity.

Lower levels of Federal employment will be appropriate because of
reduced program levels in the revised Reagan budget. In
addition, lower Federal employment levels will be achieved by
reducing overhead and by greater efficiencies in carrying out
Federal programs.

To meet the Nation's highest priority needs and to assure that
essential services are not interrupted, heads of agencies have
been instructed to make reallocations within their respective
agencies. This will result in more efficient use of personnel
and funds by targeting limited resources to those operations that
vitally affect the Nation.

For nondefense agencies, with a few exceptions (e.g., positions
for direct medical care), civilian employment will be reduced to
a level that would have been achieved if the total freeze on
hiring remained in effect throughout 1981. This will result in a
reduction of 43,000 positions from the Carter administration
budget estimates for 1981. For 1982 there will be a reduction of
83,000 positions from the Carter budget and for the years
1983-1986 there will be further reductions each year.

For the nondefense agencies this will result in outlay savings of
about $500 million in 1981 and about $1,900 million in 1982. oOf
this amount $400 million in 1981 and $1,300 million in 1982 have
not been reflected in other program listings.

For the Department of Defense, civilian employment will increase
from the Carter budget by 14,000 positions in 1981; by 20,000 in
1982 and 1983:; and by lesser amounts in later years.

The following changes are expected:
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PERSONNEL COMPENSATION AND BENEFITS

Budget Authority and Outlays
(in billions of dollars)
1981 1982 1983 1984 1985 1986

Current base 1/........ 6.5 58.0 58.0 58.0 58.0 58.0
Potential change:
Defense....... cesens 0.2 0.4 0.4 0.3 0.2 0.1
Nondefense:
Covered elsewhere 2/ -0.1 -0.6 -0.6 -0.6 -0.6 -0.7
Other changes...... -0.4 -1.3 -1.8 -2.3 -2.8 -3.3
Proposed budget........ 56.2 56.5 56.0 55.4 54.8 54.1

Number of Employees (Thousands)
1981 1982 1983 1984 1985 1986

Current base:

Total.eooceeosne ccecns 2,111 2,132 2,132 2,132 2,132 2,132
Defense.....cv... (916) (916) (916) (916) (916) (916)
Nondefense....... (1,195)(1,216)(1,216)(1,216)(1,216)(1,216)

Potential change:
Defense.....oveeceee 14 20 20 14 8 2
Nondefense.....cs ... -43 -83 =103 -122 -142 -163
Proposed budget:

Totaleeeeeooeseeesr.s 2,082 2,069 2,049 2,024 1,998 1,971
Defense....cceveve (930) (936) (936) (930) (924) (918)
Nondefense....... (1,152)(1,133)(1,113)(1,094)(1,074)(1,053)

L/ Excluding future pay adjustments.
2/ These savings are reflected elsewhere in savings that
result from listed program reductions.
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All Agencies

REVISION OF FEDERAL PAY COMPARABILITY STANDARD

As part of its general effort to reduce Federal overhead,
personnel, and regulatory costs, the Administration will
recommend comprehensive legislative changes in the way that
Federal civilian pay rates are set. When enacted, these
pProposals will reduce outlays from the current services base by
$3.8 billion in 1982 and approximately $30 billion over the next
5 years.

Under current law, the President is required to make an annual
adjustment of Federal civilian pay rates (including Department of
Defense civilian employee pay rates) to keep them comparable to
private sector pay. The law also provides a system for
determining the proper adjustment each year. At the core of this
system is a nationwide survey conducted by the Bureau of Labor
Statistics of private sector rates for a sample of jobs matched
with comparable work performed by Federal employees. The BLS
survey findings are translated into rates for the various Federal
pay levels through a legally prescribed process that blends
analysis by OMB and OPM staff, input by Federal employee unions,
and recommendations by a high-level Presidential advisory
committee of private sector pay and labor relations experts. The
President reviews the resulting comparability finding in late
summer and if he agrees that it is appropriate, he can implement
it through an Executive order. The law also gives the President
power "because of national emergency or economic conditions
affecting the general welfare” to send an "alternative plan" to
the Congress. In that case, he may propose whatever increase he
considers appropriate, based on a balancing of economic concerns
with concern for equity toward employees. Whatever figure the
President sends to the Congress becomes effective October 1,
unless one House or the other vetoes it.

A number of major studies of the civilian paysetting procedures
have been conducted since 1970. All have found comparability to
be the best basis for Federal paysetting, but all have
recommended changes in the current method of implementing that
concept. The latest major study was made Dby the Ford
administration, and its recommendations were converted by the
Carter administration into a legislative proposal for
comprehensive reform. It was not adopted by the last Congress.

The Reagan administration supports the principle of comparability
as the best basis for adjusting Federal civilian pay, but will
propose major changes in the way comparability ig deter@ined.
The following major components are among those being considered
for inclusion in proposed legislative changes:

8-5

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



Broadening the principle of comparability by:

-— establishing total compensation comparability -
including both pay and benefits, rather than just pay
—— in determining comparability, thus taking into
account the fact that Federal benefits exceed average
private sector benefits; and

-- including State and local government pay and benefits,
rather than only those of private industry, in the data
on which compensation scales will be based.

Establishing the Federal compensation comparability standard
at 94% of average non-Federal compensation (including
benefits), thereby recognizing those aspects of Federal
employmen