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GENERAL NOTES
1. All years referred to are fiscal years, unless otherwise noted.

2. Details in the tables, text, and charts of this volume may not add to the totals because
of rounding.

3. In the tables, leaders indicate dollar amounts that are $500 thousand dollars or less,
or percentages that are .05 percent or less.

4. Estimated future pay raises have been allocated to individual programs in this docu-
ment.
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Introduction

A salient characteristic of all the industrial democracies in the past quarter century has been a
veritable explosion in Government spending for social welfare programs and for other domestic
areas such as agriculture and public infrastructure. In the 10 countries of the European Economic
Community, for example, total Government spending has risen from 32% of GNP in 1960 to 50% at
present, and their defense spending burden is less than that of the United States. While Govern-
ment spending in the U.S. remains a smaller share of the economy than in Europe (about 34% of
GNP in 1983, of which 25% was Federal), the growth of domestic spending has been nearly as rapid
here as elsewhere. In real terms—i.e., after adjusting for inflation—Federal domestic spending
doubled from 1954 to 1961, doubled again from 1961 to 1971, and nearly doubled again from 1971 to
1981. Because this spending grew much faster than the economy, Federal domestic spending as a
share of GNP rose from 7.3% in 1961 to 10.5% in 1971 and to 15.0% in 1981.

The Dramatic Halt in Domestic Spending Growth

Such upward spending momentum was not sustainable, if only because American taxpayers would
not support it. One of the major accomplishments of the Reagan Administration, with the support of
Congress, has been to bring this fast-moving train to a halt. Domestic spending (defined as all
spending except defense, “‘national interest” programs such as space and foreign assistance, and net
interest) in constant 1985 dollars rose from $57.5 billion in 1954 to $126.5 billion in 1961, to $269.9
billion in 1971 and to $526.6 billion in 1981, the last pre-Reagan year. It is estimated to be slightly
lower in 1984, at $522.8 billion, and continue essentially unchanged at $523.1 billion in 1985 under
the proposals in the 1985 budget.

After three budget rounds, the explosive domestic budget growth has clearly been contained. With
Congressional action on the 1984 budget virtually complete, real domestic spending now stands
below 1981. And if the policies proposed in the President’s 1985 budget are adhered to, there will be
essentially no growth in real terms for the rest of this decade, despite the fact that an aging
population will require continued growth in real outlays for social security, medicare, and medicaid.
Thus, after an era in which the real cost of Government doubled three times in less than three
decades, the shift in national policy inaugurated by the Reagan Administration will result in a
decade-long domestic real spending freeze.

With the economy now growing again, domestic spending in relation to GNP has already begun to
tilt downward, dropping to 14% in 1984 and falling further to about 12% in 1989 under current
services projections.

Moreover, the abrupt halt to the runaway growth momentum of domestic Government is now built
into the structure of the budget—even if the modest additional savings proposed for 1985 and out-
years are not fully implemented by Congress. The current services budget for domestic programs
will rise only 6% in constant dollars between 1981 and 1989.

Programmatic highlights of this domestic spending freeze are as follows:

¢ Non-entitlement domestic outlays have been cut 24% in real terms from their 1978 peak and
under the President’s 1985 budget would be 40% lower by 1989.

* The massive growth of welfare costs has been halted. Constant dollar costs of low-income
benefit programs will be nearly stable for the remainder of the 1980’s, compared to the 11-fold
increase in constant dollar terms between 1954 and 1981.

* The growth of social insurance has been slowed due to bipartisan reform. The annual constant
dollar growth rate for the remainder of the 1980’s is expected to be only 2.3% compared with
an annual real growth rate of 8.8% between 1954 and 1983.

Another way to measure the accomplishment is to calculate the inherited “baseline” of domestic
spending and compare it against the actual spending level of fiscal years 1982 and 1983, the
estimated level for 1984 and current services estimates for 1985 and 1986, all in current dollars. For
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entitlements and other mandatory spending, the baseline represents existing law as of January
1981, adjusted for actual economic conditions (inflation, unemployment, etc.) through 1983 and
forecast economic conditions through 1986. For discretionary spending, the baseline equals recom-
mended amounts for 1982-86 in the outgoing Carter Administration 1982 budget, published in
January 1981. The figures include off-budget outlays. The table shows that $318 billion has been
saved, or an average of more than 11% per year of domestic spending.

Domestic Program Savings Enacted Thus Far, 1982-1986
(Outlays in bitlions)

Year [g:sél?rfel Savings enacted  Percent reduction perS:ev‘:{l%sf ?;sNP
$489 —$36 1.4% 1.2%
547 —60 11.0% 1.9%
565 —66 11.7% 1.9%
602 —70 11.6% 1.8%
641 —86 13.4% 2.0%
2,844 -318 11.2% 1.7%

Structure of the Document

These achievements were the consequence of countless individual program proposals, decisions, and
legislative enactments over the calendar years 1981-83. Given the hundreds of Government pro-
grams affected, scholars—Ilet alone ordinary citizens—might have difficulty keeping track of what
has happened and making sense of the cumulative impact in any given policy area. To contribute to
an understanding of the spending reductions achieved to date and those proposed in the 1985
budget, this budget volume divides domestic spending into eight analytical categories that group
like-programs together:

* Community Development and Economic Subsidies
* Social Insurance and Retirement
¢ Low-Income Benefit Programs

* Human Development and Social Services

Agriculture and Rural Programs

Public Infrastructure
¢ Veterans Programs
¢ General Government

A chapter of this budget volume has been devoted to each of the eight categories. An overview essay
for each chapter describes the category, provides an historical perspective on the growth of Govern-
ment spending in the major program areas, and summarizes the accomplishments to date in
curtailing excessive growth. The essay is followed by a series of “factsheets” on individual programs
or groups of closely related programs, detailing the current status and the budget policy for 1985
with its implications for later years.

In addition, the volume contains separate chapters on defense and ‘“national interest” program
development, and a chapter detailing the Administration’s extensive efforts to achieve savings
through better management of the Government.
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Community Development and
Economic Subsidies Overview

This component of the budget includes local fiscal subsidies—General Revenue Sharing (GRS);
community development aid—the Economic Development Administration (EDA) and Community
Development Block Grants (CDBG); industrial sector support—maritime, energy, trade adjustment
assistance, export aid; and Federal commercial and financing activities—uranium enrichment and
the Federal Deposit Insurance Corporation. Agricultural and rural subsidies are addressed in Chap-
ter 5 of this volume.

The proposed savings represent a continuation of this Administration’s long-standing efforts to
eliminate or sharply curtail unwarranted and largely ineffective economic subsidies. The proposed
savings amount to only 7% of the current services baseline over 1985-1989 (13% excluding off-budget
outlays), reflecting two factors:

¢ The first three budget rounds have been enormously successful in eliminating entire programs
(regional commissions and most of trade adjustment assistance, for example) or in substantially
reducing constant dollar funding levels (EDA, Export-Import Bank, CDBG, Urban Development
Action Grants (UDAG)). As a consequence, the constant dollar cost of this component of the
enacted 1984 budget will have declined 50% from its 1980 peak. If the additional savings
proposed in the 1985 budget are adopted, constant dollar spending levels by 1989 will be 80%
below the 1980 peak.

* The Administration is committed to maintaining general revenue sharing and modest aid
levels, in the form of CDBG and UDAG, to urban areas and smaller communities. It also has
proposed to maintain energy funding but to shift priorities away from expensive commercial-
ization projects to research and development. Likewise, it has proposed to maintain minimum
subsidy levels for the Small Business Administration (SBA), the Postal Service, health profes-
sions training, Amtrak, the Export-Import Bank, and the maritime industry.

This chapter contains 47 factsheets, which are arranged into six groups.! The remainder of this
essay addresses the savings achieved to date, further savings proposed for 1985-1989, and the impact
of this spending category on the budget totals.

Two Decades of Dramatic Spending Growth Reversed

The following chart depicts the dramatic growth of the community development and economic
subsidies component of the budget from 1962 to 1980, and the extraordinary degree of spending
restraint achieved over the last 3 years.

! Separate factsheets have not been written for fisheries and marine mammal commissions, travel and tourism, miscellaneous small commerce programs, medical
facilities and Health Maintenance Organization loans, Overseas Private Investment Corporation (Federal Financing Bank (FFB)), miscellaneous FFB accounts, and
territorial loan guarantee obligations. Thus, the sum of the amounts in the factsheets is not equal to the summary totals used in this essay.

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



COMMUNITY DEVELOPMENT AND ECONOMIC SUBSIDIES:
HISTORICAL PERSPECTIVE
$ BILLIONS (CONSTANT 1985 DOLLARS)
50
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Federal outlays for this component of the budget increased 398% in real terms between 1962 and
1980. The composition of this increase is displayed in the following table.

Two Decades of Dramatic Spending Growth
(Outlays in billions of 1985 dollars)

1962 1980 Percent change Peak year Pgﬂlt(lay;sar
Community Development and Fiscal Aid....................... 1.4 19.5 1,283% 1973 22.8
Business and Commercial Subsidies............ocoocro..... 48 11.9 147% 1975 119
Transportation and Maritime Subsidies ....................... 1.6 5.0 223% 1981 6.3
Energy Programs...........oooo.oveeecceireeeee e 13 8.4 569% 1980 8.4
Housing FiNance...........oooovvvvvevvveeeernoeees s 1.9 33 75% 1968 9.6
Financial Institution FUnds...........cooovvvvoverrereeecr s, —13 —04 71% 1975 1.0
Total, Community Development and Eco-
NOMIC SUDSIIES...........vveeeeeer e 9.6 47.6 398% 1980 47.6
8
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e Community development and fiscal aid increased by an astronomical 1,283%. These subsidies
grew most rapidly during the 1970’s with the establishment of general revenue sharing and
community development block grants and the 1977-1978 local public works program.

¢ Other major growth areas included energy technology development and demonstration pro-
grams, Tennesse Valley Authority (TVA) nuclear power development, railroads, Export-Import
Bank, trade adjustment assistance, flood insurance, SBA disaster loans, and Student Loan
Marketing Association guarantees.

Savings achieved since the 1980 peak have reduced budget costs for this category to a more
sustainable level. This is illustrated in the following table, which compares in constant dollars
actual 1980 outlays to estimated 1984 outlays under current law:

Real Qutlays in 1984 Are Half of 1980 Peak
(In billions of 1985 dolars)

1980 actual liiﬁvfc%gf"t Reduction Shfggugfﬁ;gtal

Community Development and Fiscal Aid..............cooooveveverecriereseeceene. 19.5 117 18 33%
Business and Commercial SUDSITIES..............cooovveveverceeeiereeescereenssienens 11.9 5.7 6.2 26%
Transportation and Maritime SubSidies............coooovrveererereeseeceennan, 50 32 1.8 8%
ENEIY PrOZIAMS .....covnrrerrererviieensceecees st ssees e ssnses s sspssssssens 8.4 4.1 44 18%
HOUSING FINANCE ....vovorveveriees v snsssssssssssesssssssssessssesssessses 33 1.6 17 1%
Financial InSttution FUNGS ............ooooremeeerrss s icssssssssneses. —04 —24 2.0 8%

Total, Community Development and Economic Subsidies ......... 47.6 23.8 23.8 100%

1 Spending levels based on current law.

Outlay savings of 50% from the 1980 level have already been achieved in 1984.

Enacted savings.—The chart below shows that while 1982-1986 outlays under the pre-1981 baseline
would have declined somewhat from the 1980 peak, this Administration has proposed, and Congress
has enacted, substantial additional spending restraint totaling $52.6 billion over 1982-1986.
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COMMUNITY DEVELOPMENT AND ECONOMIC SUBSIDIES:
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In addition, it is important to note that the pre-1981 baseline may be underestimated—i.e., the
policies embodied in that estimate would likely have resulted in higher out-year estimates. Conse-
quently, the enacted savings would actually be higher than estimated above.

Savings have been achieved in virtually every category of subsidy. The largest savings from the pre-
1981 baseline are attributable to energy programs and business and commercial subsidies:

* Energy program savings come from a more limited Federal role in technology development and
demonstration (e.g., large synthetic fuel demonstration plants), and from reductions in con-
struction of TVA nuclear power plants as a result of lower load forecasts.

¢ Business and commercial subsidy reductions include outlays from Student Loan Marketing
Association guarantees, Export-Import Bank, trade adjustment assistance, SBA, and loan pro-
grams which use the Federal Financing Bank. These savings are partly offset by an increase in
net outlays (above receipts) by the Postal Service.

Proposals for Further Savings

The following table compares the President’s 5-year budget plan to the outlays that would occur
under current law. Net outlay savings of $6.0 billion are sought for the 5-year period. These savings
represent 7.1% of the current services baseline (13.5% if off-budget outlays are excluded).
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Further Savings Proposed

{Outlays in billions)
1985-1989
Majr progeam areas Current services 1985 request ’m""’-"“"gs
Community Development and Fiscal Aid . $54.1 $51.0 -$31
Business and Commercial Subsidies 20.8 15.8 ~-49
Transportation and Maritime Subsidies 118 10.0 —17
Energy Programs e iR RS e SRR s 14.2 128 —14
Housing Finance! 53 53
Financial Institution Funds2 ~17.0 -17.0
Total, Community Development and Economic Subsidies . 839 119 ~5.0

t Current services for this ?mgmm area include §9.4 biion in outlays for GNMA subsidized mortgag]e IdmLand handicapped housing, and low-rent
housing. These amounts are offset by $9.4 billion in receipts from FHA and GNMA credit transactions. The 1985 requst is largely current services except for a $5.8
billion increase for the Public Housmg Loan and Liquidation

2 This program area includes net receipts for the Federal Deposit Insurance Corporation, the Federal Savings and Loan insurance Corporation, and the National
Credit Union Administration.

* The Administration’s priority is to reduce direct aid to the private sector. The largest percent-
age reductions are sought for business, commercial, maritime and transportation subsidies.

* Additional savings would be achieved through the termination of community development
programs which have outlived their mandate, namely the Economic Development Administra-
tion and the Appalachian Regional Commission. Under this Administration, community devel-
opment programs have been altered to increase state and local discretion and private sector
involvement. The Administration’s enterprise zone program would continue these trends.

» Savings would be offset in part by a 5-year, off-budget outlay increase of $5.8 billion for the
Public Housing Loan. and Liquidating Fund. This increase would allow continued long term
financing of public housing projects through the Federal Financing Bank. The outlay cost of
this proposal would be offset by enhanced tax revenues, as tax-exempt financing is reduced.

Impact on the Budget Totals

Community development and economic subsidies make up a small part of total outlays, 2.2% in
1985, but are a more significant part of domestic discretionary outlays—the most “controllable” part
of the budget. Outlays for community development and economic subsidies were 23% of total
domestic discretionary outlays in 1980 and are estimated to be 15% in 1984.

The table below shows that this category of the budget accounts for almost half of the 24% real
reduction in domestic discretionary outlays between 1980 and 1984.

Community Development and Economic Subsidies Share of Total Domestic Discretionary Outlays

(Outlays in bilions of 1985 dollars)
1980 1984 Curent Admiristration budget * 1980-1984

1985 1989 reduction
Community Development and Economic Subsidies............ 416 238 21.0 94 238
Total Domestic Discretionary 207.4 1584 1538 1228 49.0
CDES Share of Domestic Discretionary Total.................... 23.0% 15.1% 13.7% 1.7% 48.5%

1 Based on 1985 request.
11
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The President’s 5-year budget plan would further reduce this category’s share of domestic discretion-
ary spending—to 7.7% by 1989. The bulk of the savings would be achieved by further reducing
subsidies to the private sector.

In 1980, the community development and fiscal aid share of this spending category was 41%, while
the combined share of the other five subcategories—which can be roughly categorized as “private
sector subsidies” —was 59%. By 1984, the relative shares were nearly equal—49% to 51%, respective-
ly. The Administration proposes to continue this trend. By 1989, the private sector subsidies share
would be reduced to 11%.
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Community Development and Fiscal Aid
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Urban Parks and Historic Preservation

{In millions of dollars) Agency: Department of the Interior
Level 1984 1985 1986 1987 1988 1989 o

Current Services:

Budget Authority.............. 35 36 37 39 41 42 195

Outlays.........ooomeveereennne. 95 62 43 35 38 40 219
1985 Budget Level:

Budget Authority.............. 35

Outlays...o.eeceeeeeereveeeis 95 52 23 2 2 l 79
Change:

Budget Authority.............. —36 -37 -39 —41 —42 —195

Outlays......ceeeeeeeerres —11 21 -3 —36 -39 —140

Program Description

These two grant programs provide matching funds to State and local governments and the private
non-profit National Trust for Historic Preservation. Funds support State and local historic preserva-
tion efforts and the rehabilitation and improvement of local urban park facilities.

Current Status

This Administration has requested no appropriations for these programs since taking office. In 1984,
Congress appropriated $8.7 million for the urban park grant program and $26.5 million to continue
Federal support of State historic preservation offices.

1985 Budget Proposal

Consistent with this Administration’s past position, the 1985 budget proposal would eliminate all
new funding for these programs.

Rationale

Substantial economic and tax incentives have been set in place to encourage the private sector to
play the major role in preserving historic properties. The Economic Recovery Tax Act of 1981
provides a 25% income tax credit for historic preservation. Tax credits of $320 million were claimed
in 1983. About $385 million in such tax credits are expected to be claimed in 1984 and about $470
million in 1985.

Given this already high level of Federal support for historic preservation, the Administration
believes that the State and local governments should be responsible for funding their historic
preservation agencies and that the National Trust should rely on non-Federal means of support.

The Administration believes that further discretionary Federal grants to support local recreation
activities can be postponed until the deficit situation improves without causing any personal or
economic hardship.

At the beginning of 1984 these grant programs had about $140 million in appropriated but unspent
Federal funds awaiting matching State and local money.
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Appalachian Programs

[In millions of dollars] Agency: DOT/ARC
Level 1984 1985 1986 1987 1988 1989 ol

Current Services:

Budget Authority............... 162 170 179 187 195 203 934

Outlays........ooeoevereerene 211 196 196 186 191 187 956
1985 Budget Level:

Budget Authority............... 162 80 40 120

Outlays.......cooevvvveeremrrrenne. 211 191 161 112 13 32 569
Change:

Budget Authority............... —90 —139 —187 —195 —203 —814

Outlays.........oeeeerrreerenns -5 —35 —74 —118 —155 —387

Program Description

The Appalachian programs provide funds for construction of highways and roads in Appalachia
along with grants for economic and community development. Also provided is half the operating
costs of the joint Federal/State Appalachian Regional Commission (ARC), which is charged with
overseeing the Appalachian programs.

Current Status

The Appalachian programs were initiated in 1965 as a temporary response to the perceived need to
improve road access to and within Appalachia and to improve economic and social conditions. By
the end of 1984, about $5 billion of Federal aid had been provided by the Appalachian programs:
$3.1 billion for roads and $1.8 billion for other purposes.

Other regional commissions have been eliminated and increased emphasis has been placed on State
and local self reliance to stimulate local economic development. In light of these developments, the
Congress has recognized that the Federal Government could not continue to provide previous levels
of support to the region through a separate, categorical program.

Constant Dollar Trend

Between 1966 and 1974, constant dollar outlays rose from $32 million to a peak of $624 million. By
1980, however, real funding levels had fallen 25% to $467 million. While Congress has not adopted
the rapid phase out timetable originally proposed by the Administration, current services outlays in
1985 will nevertheless total only $196 million—a 58% cutback since 1980 and a 69% reduction in
real terms from the 1974 funding peak.

Constant Dollar Trend

(1985 dollars in mitlions)

Year Amount

LOBB ..ot re s sttt esete sttt sttt ettt st et aenns 32

FO70 ettt ettt sttt sttt sttt sttt neat et rneeas 514

LGTA oottt ettt ettt et A ettt st e ens e 624

1980 ..ottt ettt ettt sttt ene et r e r et see ettt eeeseesaeras 467

1985 CUITENT SBIVICES......coivseeecerieeerseeccesereseereeeessessessseseeessssessassassssssssasssssssssaes 196
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1985 Budget Proposals

The budget proposes savings of about $810 million in budget authority for 1985 through 1989. These
savings would result from the proposed:

¢ elimination of all non-highway Appalachian programs and administrative expenses of the
Appalachian Regional Commission; and

* phaseout of the separate Appalachian highway program by 1987.

As an interim step in the phaseout of the highway program, the budget would transfer responsibili-
ty for the program to the Department of Transportation.

Rationale

While some counties in Appalachia continue to have “inadequate” public facilities, the $1.8 billion
already provided by the Appalachian non-highway program has basically accomplished the objective
of improving conditions in Appalachia. This is indicated by the recent economic trends in Appala-
chia:

* Job losses of prior decades have been halted. Between 1965-1980, 2.4 million new jobs were
created.

* Per capita personal income relative to the U.S. has increased so that it was 82% of the
national average in 1980 compared to 78% in 1965.

* Poverty levels have been cut in half from 33% in 1965 to 14% in 1980 (compared to 12.4% in
the Nation).

The Federal Government can no longer continue to direct scarce Federal resources to programs,
such as ARC, that are narrowly focused on a particular State or group of States and that respond to
what are strictly State and local development desires. In addition, funds have been spent on projects
of questionable merit from a Federal perspective, such as swimming pools and ice skating rinks.

The intent of the law creating ARC in 1965 was that the program would be temporary. Nineteen
years later, it is argued that the program must still continue to provide “basic facilities” to
distressed areas and to create jobs. During this period, $4.9 billion has been appropriated to this
program.

The Appalachian highway program funds construction or reconstruction of roads that are already
part of the Federal-aid highway system and hence are eligible for funding through the Federal
Highway Administration. The approximately 50% increase in monies provided for Federal-aid roads
should enable the Appalachian states to address any remaining, critical road access problems. The
two-year phaseout of the Appalachian highway program provides a cushion to the Appalachian
states as they adjust their highway funding plans.

Termination of the non-highway Appalachian program recognizes that the funding required to
overcome remaining inadequate public facilities and improve health care, estimated at about $55
million, is clearly within the capabilities of the individual States and localities.
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Community Development Block Grants and Urban
Development Action Grants

Agency: Department of Housing and

[In millions of dollars] Urban Development
Level 1984 1985 1986 1987 1988 1989 o

Current Services:

Budget Authority.............. 3,908 3,908 3,908 4,092 4,272 4,442 20,622

Outlays..........ooevvereevernnn, 4,380 4,390 4,037 4,011 4,048 4,142 20,628
1985 Budget Level:

Budget Authority............... 3,908 3,908 3,908 3,908 3,908 3,908 19,540

Outlays.........oovverreernnrene. 4,380 4,390 4,037 4,007 3973 3,908 20,315
Change:

Budget Authority.............. —184 —364 —534 —1,082

Outlays......oveevevreeererinnne —4 —715 —234 -313

Program Description

The community development block grant (CDBG) and the urban development action grant (UDAG)
programs provide funds to State and local governments for community and economic development
activities. CDBG allocates funds on a formula basis to States, cities, and urban counties, and
provides discretionary grants to insular areas and Indian governments for a wide range of eligible
activities. UDAG provides competitive discretionary grants to distressed localities, territories, and
Indian tribes to help make development projects economically viable.

Constant Dollar Funding Trend

The predecessor urban development programs grew steadily from 1962 to 1970. But with the
enactment of CDBG in 1973 and UDAG in 1977, constant dollar outlays surged to a peak of $5.8
billion in 1980. The subsequent period of restraint during the Reagan Administration has reversed
this rise—with 1986 current services outlays of $3.9 billion, a 33% decline from 1980 levels.

Constant Dollar Trend
(1985 dollars in millions)

Year Amount
L9672 oo A R R R bbb 758
L0700 ettt bbb e e b s 3422
LOTA oot b st bt bR ba AR 3,940
FOBO ..ottt st a s bbbt 5,819
1985 CUITENT SBIVICES. .....vvvieevvsieserssssesetsersesssssssessres s s sas s sasssasssasssasssssssssanssns 4,390
1986 CUITENT SEIVICES......o.eveersesererre et sessssssssss st sssessssssssssensessestessnssenens 3,860

1985 Budget Proposal

The Administration supports funding for continuing these two programs at the 1984 appropriation
level of $3.9 billion. These funding levels are equivalent to those authorized by the Congress in the
recently-enacted Housing and Urban-Rural Recovery Act of 1983.
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Rationale

The 1985 budget proposal would continue to supplement State and local governments’ development
efforts. The Administration will also support vigorous efforts by local officials to increase the
productivity of these funds through public-private partnerships and increasing local flexibility in the
use of these resources. Maintaining the current level of funding through 1989 would save $1.1 billion
in budget authority and $313 million in outlays from the current services baseline. The baseline
includes unnecessary increases for inflation after the current 3-year authorization expires in 1986.
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Rental Rehabilitation and Rental Development

Grants
Agency: Department of Housing and
[In millions of dollars] Urban Development
Level 1984 1985 1986 1987 1988 1989 R
Current Services:
Budget Authority.............. 615 158 165 172 179 674
Outlays.......coovvrveenrrrrrnnnn. 95 301 333 211 172 1,112
1985 Budget Level:
Budget Authority.............. 615 150 150 150 150 600
Outhays.......coereeereverreanen. 95 299 325 196 150 1,065
Change:
Budget Authority.............. -8 —15 22 -29 —74
Outlays..........oovveeererrrernnnns -2 -8 —15 22 —46

Program Description

The recently-enacted Housing and Urban-Rural Recovery Act of 1983 created two new programs
aimed at increasing the supply of standard, low-income rental housing in those communities where
shortages of such housing have persisted. The rental rehabilitation grant program will allocate $150
million through a formula to State and local governments for use in areas with a sufficient supply of
substandard housing suitable for moderate rehabilitation. Where the stock of housing that could be
brought up to standard condition with moderate levels of work is limited, the rental development
grant program would provide discretionary grants to assist private sector new construction efforts.
Both programs are designed to leverage private investment at least equal to the public funds
provided. The two programs differ in one critical respect—the extent to which they are intended to
serve low-income households currently eligible for HUD subsidized housing assistance. The rental
rehabilitation grant program is more heavily oriented toward the low-income renters. It will comple-
ment the centerpiece of the Administration’s housing policy—the voucher program—by improving

the opportunities low-income voucher holders have for finding a suitable dwelling in tight housing
markets.

Current Status

The Administration proposes funding these programs in advance for both 1984 and 1985 by transfer-
ring $615 million in budget authority from the assisted housing accounts in 1984. The Department of
Housing and Urban Development (HUD) is making a concerted effort to implement these two
programs and obligate all the available funds during 1984.

1985 Budget Proposal

The funding levels proposed in the budget will provide moderate rehabilitation of 30,000 low-income
rental units annually in 1984 and 1985, and substantial rehabilitation or new construction of 10,000
units with the 1984 funding and 6,000 units with the 1985 funding.

Rationale

Critics of the voucher program have argued that the program cannot work in areas where the
supply of standard, low-income housing is insufficient to allow voucher holders to shop for decent
housing. The rental rehabilitation grant program will serve to alleviate this problem in communities
where such supply problems may exist.
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Rehabilitation Loan Fund

Agency: Department of Housing and

[In millions of dollars] Urban Development

Level 1984 1985 1986 1987 1988 1989 i

Current Services:

Budget Authority..............

Outtays.....cooovveenrrecrrinnns 17 49 -2 -2 -2 -2 41

Loan Reservations............ 132 69 66 66 64 62 3
1985 Budget Level:

Budget Authority...............

Outlays.........ooereverrrrvs 17 21 —66 —66 —64 —62 —236

Loan Reservations ............ 132
Change:

Budget Authority...............

Outlays.......ccovvveverreeeeereens —28 —64 —64 —62 —60 =277

Loan Reservations............. —69 —66 —66 —64 —62 327

Program Description

The section 312 rehabilitation loan program provides subsidized below market interest rate loans to
private individuals for rehabilitation of single-family, multifamily, and non-residential properties.

Current Status

In the 1984 HUD-Independent Agencies Appropriations, Congress continued the rehabilitation loan
program using repayments and recaptures of prior year loans. $132 million is available in 1984 to
make loans under this program.

1985 Budget Proposal

The Administration proposes no new lending authority for the rehabilitation loan program in 1985.
The budget also proposes the transfer of funds from this account to HUD's salaries and expenses
account to cover the full administrative costs of running this program during 1984.

Rationale

The rehabilitation loan fund duplicates the rehabilitation activities that occur under the CDBG
program and that will occur under the newly authorized rental rehabilitation grant program. The
program is neither targeted toward those most in need nor toward the most distressed American
communities. It also provides for too deep a subsidy relative to the alternative now available
through the rental rehabilitation grant program. Outlay savings of $277 million would be possible
over the next five years if the lending authority were allowed to lapse.
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Disaster Relief Grants

Agency: Federal Emergency

[In millions of dollars] Management Agency
Level 1984 1985 1986 1987 1988 1989 o

Current Services:

Budget Authority.............. 21 125 208 208 208 209 957

OUtlays......cooovvceeererennns 249 233 226 208 208 208 1,084
1985 Budget Level:

Budget Authority.............. 21 117 200 200 200 200 917

Outlays.........oevvvreveerernnnnn. 249 217 219 200 200 200 1,036
Change:

Budget Authority.............. —7 -8 -8 —8 -9 —40

Outlays.......cooeeereveeeeene. —16 —1 —8 —8 —8 —47

Program Description

Disaster relief grants cover a number of specially targeted programs. Federal assistance under the
Disaster Relief Act of 1974 provides supplementary assistance to individuals and State and local
governments in the event of a Presidentially declared emergency or major disaster. Smaller pro-

grams exist for riot and crime insurance and for farm and rangeland damage resulting from natural
disasters.

Current Status

The Administration has supported continuation of disaster relief grants without any major changes.

1985 Budget Proposal

The budget proposes funding for all programs at a current services level except for the emergency
conservation program. Emergency conservation would be integrated into the consolidated agricultur-
al conservation program.

Rationale

Current services provide sufficient resources to cover anticipated payments for disaster relief.

Consolidation of essentially all Department of Agriculture conservation cost sharing programs into
one program provides greater flexibility in responding to priority conservation problems. Restora-
tion of farmland severely damaged by natural disasters is also an eligible use of funds under the
consolidated conservation cost sharing program.
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Economic Development Administration

[In millions of dollars] Agency: Department of Commerce
Level 1984 1985 1986 1987 1988 1989 Iy

Current Services:

Budget Authority............. 268 281 294 307 320 332 1,533

Outlays.......cooosrererereernne 336 359 293 327 351 334 1,664
1985 Budget Level:

Budget Authority............. 268 23 14 12 11 11 70

Outlays........coooorrerererne. 336 316 163 114 91 33 Y
Change:

Budget Authority............ —258 —280 —295 —308 -321 —1,463

Outlays.......ceorreverenrrrionne. —-43 —129 —213 —259 —302 —947

Program Description

The Economic Development Administration (EDA) provides economic development assistance grants
to State and local governments and loan guarantees to firms. Most grant funds are used for
industrial and commercial site development. Most loans finance manufacturing plants and machin-
ery.

Constant Dollar Trend

EDA constant dollar outlays grew steadily throughout the 1960’s and 1970’s—reaching a peak of
$843 million in 1980. While Congress has resisted immediate termination of new grant and loan
activity as proposed by the Administration, it has permitted a major retrenchment in the availabil-
ity of new budget authority. Consequently, current services outlays of $280 million by 1986 would
represent a 67% cutback from 1980.

Constant Dollar Trend

(1985 dollars in millions)

Year Amount
1063 ettt et ettt ees e aenen et ase e eenn st aneeetereeeean 128
JO70 ettt ettt ettt et sene et eee e 633
FOBD ..ottt e s ettt e e et ee e en e 843
198 CUITBNT SBIVICES........eeveeeer et teeees st sesesesstssass s eesersesensstsssass s ssenns 359
1986 CUITEINE SBIVICES......ceceeeeceeeeeecee et s receserse s seeseeseessesseseeesesesereseessestone 280

1985 Budget Proposal

The Administration would terminate funding for all EDA programs in 1985. EDA staff would be
maintained to manage EDA’s $1.2 billion outstanding loan portfolio, and to ensure compliance with
the terms of outstanding grants.

Rationale
EDA’s reason for being has been overtaken by the development of new programs:

¢ Any project that is funded by EDA can be supported through other Federal programs.
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¢ Federal economic development assistance is now available from several other sources: general
revenue sharing ($4.6 billion); community development block grants ($3.9 billion); and urban
development action grants ($480 million). (Amounts are 1984 outlays.)

* Total outlays for the above programs (including EDA) are estimated to be to $9.3 billion in
1984, of which EDA represents only 3.6%. At the time of EDA’s creation, none of the other
programs existed.

* Funding decisions for public works projects should be made by State and local elected officials
who bear the primary responsibility for meeting local needs.

EDA’s mandate to assist poor areas has been undermined by its broad eligibility criteria:
¢ Areas eligible for EDA assistance contain 80% of the U.S. population.

¢ The Administration’s enterprise zone proposal would target Federal benefits to areas with the
greatest need.

EDA appropriations are a very expensive experiment in job creation, and the results are not
encouraging.

¢ There is no evidence that EDA projects create net employment gains for the Nation, as opposed
to moving jobs around.

* The job creation impact of public works programs tends to be smaller and slower than
advertized, because of high capital costs and construction delays.

¢ The delinquency rate for EDA loan programs has been near 40% in the last 2 years. By the
end of 1983, the taxpayers had lost $297 million in written-off EDA loans.

* Training programs under the Job Training and Partnership Act are a much more efficient way
to assist the unemployed than public works grants. Capital costs are eliminated, and the
previously unemployed are more likely to be reached.

The Congress has recognized the merit of these arguments by steadily reducing EDA appropriations.
The Administration’s proposal would finish the job.
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Indian Development

[In millions of dollars] Agency: Department of the Interior
Level 1984 1985 1986 1987 1988 1989 o

Current Services:

Budget Authority.............. 7713 792 830 860 892 924 4,298

Outlays......ooevveeeerreeeene 832 824 810 829 855 884 4,203
1985 Budget Level:

Budget Authority............. 790 766 804 826 843 877 4,117

Outlays.....eveeeeeerveeeeeeennne. 847 807 782 791 811 837 4,028
Change:

Budget Authority.............. +17 —125 —26 —-35 —49 -4 —181

Outhays.....ooovveeeeeere +15 17 —-29 —38 —44 —47 —175

Program Description

This program grouping includes numerous services for the approximately 755,000 members of the
504 Federally recognized Alaska native groups and Indian tribes who live on or near reservations.
They include municipal-type goverment services for Indian communities, economic development and
employment programs designed to stimulate reservation economies, programs to protect Indian
rights and property, and construction projects on Indian reservations. It also includes receipts
derived primarily from management of resources held in trust for Indian tribes, such as minerals
and timber.

Current Status

The major emphasis for the past three years has been to provide stable funding to strengthen tribal
governments and to support the growth of non-governmental sectors of reservation economies with
major emphasis on stimulating the investment of private capital. $18 million of the $25 million
reduction from current services in 1985 results from an accounting change that does not reduce
services but transfers the funds to other program categories.

1985 Budget Proposal

Modifications to Indian development programs funded by the Bureau of Indian Affairs would
include:

* An increase of $56 million for economic development grants to initiate business development of
tribal resources and to encourage non-Federal investment.

* A transfer of indirect cost funds for existing contracts with Indian groups from Indian develop-
ment programs to education and natural resource programs ($18 million in 1985). This techni-
cal change accounts for most of the difference between a current services level and the
Administration request.

* Continued financing of all BIA road construction efforts, including program management in
1985, through contract authority allocation from the Federal highway trust fund, Department
of Transportation ($100 million in 1985). This began in 1983 with passage of the Surface
Transportation Assistance Act.

* Supplemental funds for 1984 to make payments for settlement of Indian water rights claims in
Arizona and to provide additional funds for welfare grants.
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Rationale

The 1985 budget proposal would continue to provide funding in support of the Administration’s
American Indian Policy Statement issued in January 1983. That policy reaffirms the government-to-
government relationship with Indian tribes; reinforces the concept of Indian tribal self-government
and self-determination; and supports economic development by attracting private capital.
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Tennessee Valley Authority Development Fund

[In millions of dollars] Agency: Tennessee Valley Authority

Level 1984 1985 1986 1987 1988 1989 o

Current Services:

Budget Authority 1........... 86 115 126 134 143 152 671

Outlays.........coveevvvvrrrennnns 200 120 126 136 140 149 671
1985 Budget Level:

Budget Authority *........... 86 116 117 124 133 141 632

Qutlays........ccooeevveereeerons 200 118 118 125 133 141 634
Change:

Budget Authority............... +1 -9 -9 -10 -1l -39

Outlays.....ccoovvovveeeerrrs —2 -9 —11 -7 -8 —36

L Figures for 1984 exclude $47 million of prior year appropriations that would be used in 1984, resulting in a total program level of $133 million.

Program Description

The Tennessee Valley Authority (TVA) is a Government-owned corporation created to assist in
developing the Tennessee River Basin. It conducts two programs: the power program involving
production and sale of electricity throughout the region, largely self-financed; and the non-power
program, financed through appropriations. The non-power program supports activities to enhance
the area’s natural resources, encourage economic and agricultural development and foster fertilizer
development on a national scale. This factsheet addresses the non-power program.

Current Status

The non-power program of the TVA has been decreasing in recent years due to completion of
several energy technology and water resources projects including the Tellico Dam and Bear Creek
flood control projects.

The remaining programs in natural resources, economic development and fertilizer development
have remained nearly stable.

1985 Budget Proposal

In total, the 1985 budget proposal is about the same level as current services—both below the 1984
program level due largely to completion of the Pickwick Lock project. The budget would provide for
relatively small reductions from current services in future years for the following reasons:

* Increases in fees from the sale of experimental fertilizer products.

* Reductions in expenses for R&D on the conversion of hardwood fuels to alcohols upon comple-
tion of the pilot plant now under construction.

* Small reductions in the economic and agricultural programs on the assumption that other
Federal agencies have primary responsibility for activities such as water conservation, air and
water pollution and community development.

Rationale

The proposal would continue necessary natural resources, economic and agricultural development
and fertilizer programs in the Tennessee Valley.
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General Revenue Sharing

{In millions of dollars] Agency: Department of the Treasury

Level 1984 1985 1986 1987 1988 1989 oA

Current Services:

Budget Authority.............. 4,574 4,575 4,575 4,576 4,576 4,577 22,879

Qutlays.........ccovvveemmmermmnnne 4,574 4,575 4,575 4,576 4,576 4,577 22,878
1985 Budget Level:

Budget Authority.............. 4,574 4,575 4,575 4,576 4,576 4,577 22,818

Outtays........ccovvveerevernnnes 4,574 4,575 4,575 4,576 4,576 4,571 22,878
Change:

Budget Authority..............

Outlays. ..o,

Program Description

General revenue sharing provides general fiscal assistance to approximately 39,000 local jurisdic-
tions. The funds, which have few restrictions on their use, are distributed by a formula which takes
into account population, income, and tax effort.

Constant Dollar Trend

In real terms general revenue sharing achieved its peak outlay level of $15.1 billion in its initial
year—1973. Subsequent reauthorization did not keep pace with inflation and in 1980 the State grant
portion was permitted to expire. Consequently, the projected current law outlay level of $4.4 billion
in 1986 represents a 71% reduction in the purchasing power of this fiscal transfer compared to its
original level. Given the relative improvement of the State and local fiscal position over this period
and the drastic deterioration of the Federal position, this steady cutback in real general revenue
sharing funding is fully appropriate.

Constant Dollar Trend
(1985 dollars in millions)

Year Amount
1073 e et ee e en ettt n et enea s en bt e baees 15,137
1078 e s e et ee et enen et bRt een 10,825
1980 ettt et vttt ie bbbttt aennannen 9,164
1985 CUITENT SBIVICES ..vvvvevrveoeereeeeeseees st eeee v bsssesseessesssssssssesssessssessscrsssassneas 4,575
1986 CUITENT SEIVICES . .v.eocvveirscereeeeseeet st seseeersesssssbessess b ses s sseses s ensassssssanans 4,375

Current Status

The recent 3-year reauthorization (1984-1986) of general revenue sharing holds the program at the
current level while continuing to provide local governments with discretion in the use of the funds.
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1985 Budget Proposal

The 1985 proposal reflects the continuation of general revenue sharing at the authorized $4.6 billion
level. The funds would be allocated using the present distribution formulas which weight assistance
to governments with the greater need.

Rationale

General revenue sharing has become an important source of Federal assistance to local govern-
ments. Continuation of the program would permit the use of these funds by counties, municipalities,
townships and Alaskan villages. These local governments would continue to be able to use the funds
as they thought best with minimal intervention from the Federal Government.
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Community Development Block Grant Loan
Guarantees

Agency: Department of Housing and

[In millions of dollars] Urban Development

Level 1984 1985 1986 1987 1988 1989 o
Current Services:
Budget Authority.............. 216 205 215 225 225 225 1,095
Outlays.........cooovvevenenn. 134 132 109 84 61 41 428
New Loan Guarantee
Authority.........oooooe....... 225 225 225 225 225 225 1,125
1985 Budget Level:
Budget Authority.............. 216 120 120
Outlays..........cooeveeverereen. 134 47 —106 —131 —125 -3 —317
New Loan Guarantee
Authority.........coco......... 225
Change:
Budget Authority............. —85 ~215 —225 —1225 —225 —975
Outlays..........coveervcerecnnne. —85 —215 —215 —186 —44 —745
New Loan Guarantee
Authority........covvoneneen. —225 —225 —225 —225 —225 —1,125

Program Description

Section 108 of the Housing and Community Development Act of 1974, as amended, allows large
cities eligible for community development block grants (CDBG) to borrow from the Federal Financ-
ing Bank up to three times the amount of their annual CDBG grant to acquire or rehabilitate real
property.

Current Status

The Administration has proposed termination of the section 108 program since 1982. Congress has
instead continued to provide new guarantee authority of $225 million per year.

1985 Budget Proposal

The 1985 budget requests no new guarantee authority for the section 108 program.

Rationale

The 1985 budget proposals are consistent with this Administration’s long-standing commitment to
reduce the Federal Government’s allocation of credit. By reducing the risks faced by lenders and the
costs to certain borrowers, Federal credit guarantees distort the efficient allocation of capital in
private credit markets that might otherwise occur. More specifically, cities often utilize section 108
loan guarantees to bypass locally imposed limits on municipal debt. The Administration does not
feel that using Federal programs to skirt local voter prerogatives is an appropriate Federal role.

Only $61 million of the total $225 million available for new guarantee commitments was utilized in
1983.
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Small Urban Programs and Close Outs

Agency: Department of Housing and

[In millions of dollars] Urban Development
Level 1984 1985 1986 1987 198 1989 I

Current Services:

Budget Authority............... 39 34 39 33 34 35 175

Outlays.......ccooomrrrveerrennnnnns 89 58 63 36 18 14 190
1985 Budget Level:

Budget Authority............. 39 38 42 35 35 34 183

Outlays.........covrreeerrerireenens 89 62 65 37 17 12 192
Change:

Budget Authority.............. +4 +3 +2 +1 -1 +8

Outlays......coooeeeremrreneirrenns +4 +2 —1 -2 +3

Program Description

This segment of the budget aggregates several predominately urban-oriented programs including
planning assistance, the New Communities Development Corporation, and urban renewal in Depart-
ment of Housing and Urban Development; the coastal energy impact programs in the National
Oceanic and Atmospheric Administration; the local public works and regional commissions pro-
grams in the Department of Commerce; the Neighborhood Reinvestment Corporation, and the
Pennsylvania Avenue Development Corporation.

Current Status

Most of these programs are being closed out pursuant to enacted legislation. In contrast to the other
programs in this grouping, the Neighborhood Reinvestment Corporation and the Pennsylvania
Avenue Development Corporation continue to receive Federal funding and Administration support.

Constant Dollar Trend

The close out of most of these programs, particularly the mid-1970’s local public works grant
program, has dramatically reduced budget resource requirements. Compared to constant dollar peak
funding costs of $5.2 billion in 1978, 1985 current services outlays for remaining activities will
represent only 1% of prior peak budget levels.

Constant Dollar Trend
(1985 dollars in millions)

Year Amount
L0700 ettt ettt et et et eane e aeenenseneneareaseanes 214
LG78 oottt ettt ettt 5,249
1980 ettt ettt s a et st s ettt enn st seras 841
1985 CUITEI SEIVICES......cv.eveeererseeeeesreeesesseesseessesesesesessss e eemeeesesassesesmseseesessesasnanes 58

1985 Budget Proposal

The 1985 budget continues the policies established earlier for these programs.
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Rationale

On the whole, the Administration continues to support the final closing out of most of the programs
in this category because these programs duplicated activities eligible under the more flexible
community development block grant program or provided funding for activities more appropriately
carried out by local jurisdictions using local resources.
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Other Business and Commercial Subsidies
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The Overseas Private Investment Corporation

Agency: Overseas Private Investment

[In millions of dollars] Corporation
Level 1984 1985 1986 1987 1988 1989 g

Current Services:

Budget Authority..............

Outlays......eeveeeeeeeeeeeerrenne —83 - —92 —92 —88 —90 —1433
1985 Budget Level:

Budget Authority..............

Outlays.......oorevveenerrene —83 —91 —86 —91 —91 —102 — 1461
Change:

Budget Authority..............

Outlays..........commeeremrrrnnnne —-20 +6 +1 -3 12 —28

Program Description

The Overseas Private Investment Corporation (OPIC) encourages U.S. private sector involvement in
the development of less-developed friendly countries by offering political risk insurance and provid-
ing investment financing through loans and guarantees.

Current Status

OPIC plans to issue $3.5 billion in new insurance in 1984, $10 million in loans and $100 million in
guarantees. Congress did not authorize the increased levels of credit activity requested in the 1984
budget ($15 million for loans, $150 million for guarantees).

1985 Budget Proposal

OPIC anticipates $3.85 billion in new insurance issuances $15 million in loans and $150 million in
guarantees. Negative outlay projections are higher than current services by $19.9 million because of
lower disbursements for the credit programs and a restructuring of the reinsurance programs.

Rationale

An important element of the Administration’s foreign assistance policy is to promote private sector
solutions to the economic and social problems of developing countries. OPIC is the main governmen-
tal instrument for implementing this policy with respect to U.S. firms. It promotes investment, and
the benefits such investments bring, in instances where that investment might not otherwise take
place due to unfamiliarity with the recipient country or misperception of risk. Benefits from OPIC
activities accrue to both indigenous and U.S. businesses.

OPIC has had a good loss record. Over the past 3 years, claims on its $9.5 billion portfolio have
ranged between $0.9-2.3 million. Defaults for the $211 million credit program were $2.3 million in
1983. OPIC reserves ($784 million) are more than adequate to meet anticipated claims.

While OPIC fosters development throughout the Third World it is expected that the proposed
program increases will particularly focus on important regions such as the Caribbean Basin and
Central America.
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Export Credits and Guarantees
Agency: Export-Import Bank

[In millions of dollars]

Level 1984 1985 1986 1987 1988 1989 ol

Current Services:

Direct loans..........cocoeeene. 3,865 4,050 4,240 4,420 4,600 4,770 22,080

Guaranteed loans.............. 10,000 10,490 10,970 11,440 11,900 12,340 57,140

Budget Authority.............. 2,250 4,129 3,716 3,400 3,232 1,976 16,453

Outlays..........oorveeeereeeeennn. 1,724 1,698 898 605 285 -2 3,465
1985 Budget Level:

Direct 10ans....coo.evcveveenne 3,865 3,830 3,830 3,830 3,830 3,830 19,150

Guaranteed loans.............. 10,000 10,000 10,000 10,000 10,000 10,000 50,000

Budget Authority............. 2,250 3913 3,398 2,980 2,112 1,364 14,366

0T (7] 1,724 1,635 790 460 96 —268 2,713
Change:

Direct loans..................... —220 —410 —590 —770 —940 —2,930

Guaranteed loans.............. —490 —970 —1,440 —1,900 —2,340 —7,140

Budget Authority............... —216 —318 —420 —520 —b12 —2,087

Outlays. ... —63 —108 —145 —189 —247 —752

Program Description

The Export-Import Bank provides credit support for the sale of American goods and services
overseas through long-term direct loans and loan guarantees and through insurance against defaults
by foreign purchasers. The program enables U.S. exporters to obtain financing on terms competitive
with those offered foreign exporters by their governments or in areas where commercial lenders are
either unable or unwilling to extend credit without an Eximbank guarantee.

Current Status

The Bank’s programs are now competitive with most foreign official export credit programs.

¢ In the past two years, the Administration has successfully negotiated three major changes in
international arrangements that control the terms of official export credits.

e These new agreements have reduced or eliminated subsidies in most areas. The principal
arrangement provides that the financial terms of government programs will adjust automati-
cally to changes in market conditions so that subsidies will not recur.

e The Bank’s interest rates are at the minimum rates permitted under these international
agreements.

¢ QOur principal competitors—Germany and Japan—now operate their official export credit pro-
grams on commercial terms.

Because of the world wide recession, demand for the Bank’s credit in 1983 continued the sharp
decrease from its 1981 peak. Demand has recovered only moderately in the first half of 1984.

1985 Budget Proposal

The Administration proposes the following credit limitations for 1985:

¢ A level of $3.83 billion for direct loans, which will permit obligations to increase significantly
from an estimated demand of $2.58 billion in 1984.

* A level of $10 billion for guaranteed loans, the same level as estimated for 1984.
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These proposals would maintain the limits on the Bank’s programs at approximately 1984 enacted
levels. If extraordinary circumstances require it, the need for an increased authorization would be
reviewed.

Rationale

The proposal would make available very substantial support for exports in 1985 to meet the credit
offers of other governments. While less than some exporter groups would wish, Eximbank funding
would be consistent with the world economic situation.

¢ The demand for Eximbank’s credit is expected to recover only gradually in 1984 and 1985.
* Direct loans in 1983 were only $845 million, $3 billion below the limitation proposed for 1985.

* Loan guarantees in 1983, excluding special credit lines for Brazil and Mexico, were only $6.5
billion, $3.5 billion below the limitation proposed for 1985.

¢ The improvements in international export credit arrangements, along with the decline in
market interest rates from the high levels of 1980-82, will enable the Bank to operate more
efficiently and with less resort to direct loans.

The Bank’s programs supported export financing that covered 3.8% of U.S. merchandise exports in
1983 and are forecast to support 4.9% of exports in 1985 if proposed authority is fully utilized.

Nevertheless, the Administration does not support an open-ended funding commitment to meet all
potential demand. Such a commitment, equivalent to operating the Bank on an entitlement basis,
would be inconsistent with the need to restrain Government expenditures and future deficits.
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Payment to the Postal Service Fund

[In millions of dollars] Agency: U.S. Postal Service
Level 1984 1985 1986 1987 1988 1989 192’53'89

Current Services:

Budget Authority............... 879 970 807 116 745 176 4,014

OUtlays.....cevevercerereerns 879 970 807 716 745 776 4,074
1985 Budget Level:

Budget Authority............... 879 692 443 444 445 447 2,470

QUtlays.......ovvereeereeranenn, 879 692 443 444 445 447 2,470
Change:

Budget Authority............... 2719 —364 —332 —300 —329 —1,604

Outlays.......ccooovveveerrerrrnnee —219 —364 —332 —300 —329 —1,604

Program Description

The U.S. Postal Service provides mail service at rates below true cost for certain “preferred-rate”
classes of mail including rural newspapers, classroom publications, and mail from non-profit organi-
zations. Through the revenue foregone subsidy, the Federal Government reimburses the Postal
Service for revenue it loses as a result of these lower rates. It also pays certain liabilities of the
former Federal Post Office Department for such things as worker’s compensation and unused
annual leave.

Current Status

Last year, the Administration introduced legislation to reduce the revenue foregone subsidy to $400
million, covering only the preferred rate for non-profit organizations. This reflects the belief that
postage costs should be paid by those who incur them and not the general taxpayer.

1985 Budget Proposal

The 1985 budget continues support for legislation proposed last year to reduce the revenue foregone
subsidy. It includes a $52 million reconciliation payment to cover the unbudgeted cost of 1982
preferred-rate mail. But the Administration proposes that in the future the Postal Service operate
within the amount appropriated by Congress each year, not receiving additional amounts, such as
reconciliation payments, to supplement the initial appropriation. The budget would also provide
$240 million for liabilities of the former Post Office for the years 1982 through 1985. (The 1981
Reconciliation Act deferred the 1982-1984 payments until 1985).

Rationale

The Administration believes that clearly assignable costs such as mailing costs should be borne by
those who incur them, not the general taxpayer. It recognizes, however, the substantial role played
by non-profit organizations in contributing to volunteer work in this country and therefore seeks to
maintain the revenue foregone subsidy, at a reduced level.
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Small Business Administration Business Assistance

Agency: Small Business

{In millions of dollars] Administration
Level 1984 1985 1986 1987 1988 1989 o
Current Services:
Budget Authority............... 1,328 1,291 1,387 1,449 1,522 1,599 7,248
Outlays.........oeeevemrireerenn. 1,400 1,220 1,253 1,314 1,385 1,461 6,633
New Direct Loans
Approved ............cceveenns 242 140 146 153 159 165 763
Guar. Loan Commit .......... 3,798 3,986 4171 4,352 4,527 4,693 21,729
1985 Budget Level:
Budget Authority.............. 1,328 1,096 1,141 1,089 985 985 5,296
OUHEYS......oervvvvcrrerniens 1,400 977 1,012 967 867 868 4,691
New Direct Loans
Approved ........co.veene.... 242 41 41 41 41 41 205
Guar. Loan Commit .......... 3,798 3,805 2,465 1,445 1,105 1,105 9,925
Change:
Budget Authority.............. —195 —247 —359 —536 —614 —1,951
Outlays.........e.eeevvrrennennnne —242 —241 —346 —518 —594 —1,942
New Direct Loans
Approved ... -99 —105 —112 —118 —124 —538
Guar. Loan Commit .......... —181 —1,706 —2,907 —3,422 —3,588 —11,804

Program Description

The Small Business Administration (SBA) provides credit (direct loans, guaranteed loans, and
insurance) and management, technical, and procurement assistance to the Nation’s small and
minority businesses and special groups.

Current Status

SBA continues to provide direct loans below the normal cost of borrowing from banks to a tiny
portion of all small businesses—approximately 0.02%. SBA loan guarantees have risen steadily from
around $0.5 billion annually in the late 1960’s to about $4.0 billion in the early 1980’s, for a 700%
increase.

Constant Dollar Trends

Despite the determined efforts of the Reagan Administration to reduce lending program levels and
future fiscal liabilities, constant dollar SBA outlays (excluding disaster aid) will reach an historic
peak of nearly $1.5 billion in 1984. In part, this reflects the failure of Congress to accept reduced
guaranteed loan levels and termination of most direct loans. It also reflects the delayed outlay
effects of guaranteed defaults on credit assistance extended during prior years. If the 1985 budget
recommendations are adhered to through 1989, SBA outlays in constant dollars will fall steadily
beneath the current services baseline to 50% of their 1984 peak.
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Constant Dollar Trend

(1985 dollars in millions)

Year Amount
TO70 ettt b e b eeae et et ensaen et ebaseenee st 393
1980 ... 1,443
1984 ..o, 1,468
1985 current services.... 1,220
1989 CUITEINE SBIVICES......c.seeeeceeeeseceeemseeesseeseessemseesseesensseeseessessseeasessecsseeseessesmeensies 1,243
1989 DUAEL ...t ess st sbs st s sssssssbe s s s seasnes 738

1985 Budget Proposal

The Administration proposes to eliminate SBA direct loans beginning in 1985 (except for $41.0
million for Minority Enterprise Small Business Investment Companies). Guaranteed credit assist-
ance would be maintained in 1985 at the 1984 levels of about $3.8 billion, and would phase down to
about $1 billion by 1988. Under this proposal, handicapped and minority borrowers would have first
priority for credit assistance. The Government would assume risk primarily for these borrowers
whose risk the market is likely to overestimate.

Rationale

Subsidized direct loans to a few are unfair to other small businesses. They artificially prop up
businesses that could not compete without interest rates far below those entered into by virtually all
other small businesses—including the vast majority of SBA-assisted small businesses.

Assistance that has been provided often has not been effective in increasing the viability of small

business projects: over the past year, SBA had to cover defaults on its guaranteed loans at a cost
over a half billion dollars.

Since the vast majority of small businesses are obtaining financing without Federal assistance (less
than 1% of small businesses receive any SBA financial assistance), aid should be limited to those
businesses for which a valid case can be made that the market overestimates risk.

As interest rates decrease, burdensome regulations are removed, inflation remains low, and econom-
ic recovery continues, it should become easier for small businesses to obtain credit assistance
without Federal involvement.
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Minority Business Development Agency

[In millions of dollars] Agency: Department of Commerce
Level 1984 1985 1986 1987 1988 1989 L

Current Services:

Budget Authority............... 53 50 50 53 55 58 266

Outlays........cooeereeerenn. 51 53 52 52 53 55 265
1985 Budget Level:

Budget Authority............... 93 50 50 53 59 58 265

Outays........oorevvrrrerreens 57 53 52 52 52 55 264
Change:

Budget Authority.............. -1

Outlays....oovvvvereceerrines -1

Program Description

The Minority Business Development Agency (MBDA) within the Department of Commerce provides
minority-owned firms with management, technical, and procurement assistance through contracts
with public and private organizations on a cost-sharing basis. (The Small Business Administration
(SBA) also provides its minority clients with management, technical, and credit assistance; estab-
lishes minority procurement goals for Federal agencies; and awards non-competitive 8(a) contracts
and business development expenses (BDE) grants to minority firms. SBA’s annual funding of about
$42 million specifically for technical assistance and BDE grants to minority firms are included in
the factsheet on Small Business Administration—Business Assistance.)

Current Status

The President is committed to help minority Americans achieve fuller participation in the market
economy.

1985 Budget Proposal

This proposal would maintain and expand the 100 MBDA-funded Business Development Centers
(BDC’s) across the country. By increasing private sector cost-sharing to 25% by 1987, the BDC’s will
be able to provide assistance to a greater number of minority firms.

Rationale

In addition to the overall economic recovery program, this priority emphasis would help minority
businessmen marshal their talents and skills to achieve better lives for themselves and, in so doing,
contribute to a stronger economic base for America.
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Small Business Administration Disaster Loan

Assistance
Agency: Small Business
[In millions of dollars] Administration
Level 1984 1985 1986 1987 1988 1989 Lo
Current Services:
Budget Authority..............
Outlays.........ooeeerevrrenrrinns —321 —213 —222 —-201 —185 —170 —991
New Direct Loans
Approved ............ooonovee. 440 440 440 440 440 440 2,200
1985 Budget Level:
Budget Authority..............
Outlays.........corevevrrrenns —321 —213 —222 —201 —185 —170 —991
New Direct Loans
Approved ..................... 440 440 440 440 440 440 2,200
Change:
Budget Authority..............
Outlays.....covvvvceerenerennne.
New Direct Loans
Approved .........coo.........

Program Description

The Small Business Administration (SBA) provides loans to individuals and businesses that are
victims of physical disaster. The negative outlays shown above represent repayments in excess of

projected program expenditures (i.e., the repayment of outstanding loans exceeds the projected cost
of new loans).

Current Status

Over the past two years, the annual cost of the damages caused by natural catastrophes and covered
by SBA has been about $200 million. During this same time period, SBA disaster assistance has not
been available to farmers (who are eligible for Farmers Home Administration (FmHA) disaster
assistance) or to small businesses that suffer economic injury as a consequence of government
regulatory or legislative action (commonly referred to as non-physical disasters).

Constant Dollar Trend

Both the absence of major disasters and the significant policy reforms adopted in 1981 (exclusion of
farm disaster aid and termination of non-physical disaster loans) have resulted in a dramatic
turnaround in real budget outlays. Between 1975 and 1981, constant dollar SBA disaster loan
outlays averaged $1.2 billion per year. Since 1981, substantially reduced new loan disbursements
plus rising repayment from the outstanding loan portfolio have resulted in average negative outlays
of $341 million—representing a $1.5 billion per year shift from the 1975-81 period.
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Constant Dollar Trend
(1985 dollars in millions)

P fie v
1975-1981 ..o, eevr et et as e st et en et st e st e et eneeneesaeseretaaeane +9$1,176
1982-1985 CUITENE SEIVICES ......ceocereeseeerctitsenresesssese s sssssssssssesssssssssssessssnes 341
Change..........oommerermrrenenerenerrereneesnreeens “ cereeeeereasessenrens —-1,517

1985 Budget Proposal

The Administration has budgeted funds to meet the normally expected cost of physical disasters,
assuming no major disaster such as Hurricane Agnes in 1972. The Administration has proposed that
the policy of excluding farmers and non-physical disaster loans be continued.

Rationale

* The amount budgeted for 1985 is the same amount that the Congress has budgeted for 1984.

¢ Many of the non-physical disaster loans are necessitated by poor business judgment. To the
extent that financial assistance is justified, it can be provided through SBA’s regular business
loan program.

* FmHA already has a disaster assistance program in place for farmers, and there is no need to
duplicate it in SBA. This also avoids abuses.
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Flood Insurance
Agency: Federal Emergency

[In millions of dollars] Management Agency
Level 1984 1985 1986 1987 1988 1989 ot

Current Services:

Budget Authority............... 227 214 204 172 165 172 927

Outlays.........coveeerereerenne 231 205 195 154 113 118 784
1985 Budget Level:

Budget Authority............... 227 208 199 166 159 165 896

117]17:) S 231 192 185 144 102 107 730
Change:

Budget Authority.............. -6 —6 -6 —6 -1 -30

Qutfays........cooovevereveeernnn. -13 -10 —10 —10 —11 —54

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

Program Description

The Federal Government offers to property owners flood insurance which is otherwise unavailable
in the commercial market. In return for the availability of insurance, communities agree to adopt
and enforce local flood plain management measures to protect lives and new construction from
future flooding.

The claims under flood insurance have exceeded premiums in most years since the program began
in 1968. Cumulative subsidies (losses) totaled nearly $1.2 billion by the end of 1983.

The subsidy stems from two problems: (1) inadequate premiums, and (2) lack of adequate elevation
data for some communities.

Elevation data usually is derived from flcod assessment studies. The Administration has taken steps
to increase premiums and to review options to complete flood assessments more quickly and at lower
costs.

This program grouping also includes several other programs of the Federal Emergency Management
Agency, including training and fire programs and staff to manage disaster relief.

Current Status

The Admininstration proposal continues the policy of seeking a self-supporting flood insurance fund
by 1988 through increases in flood insurance rates, better rating mechanisms, coverage changes and
improved marketing. A study on demographic and flood plain development patterns is being con-
ducted to better assess how to complete the flood studies more quickly in the remaining communi-
ties.

1985 Budget Proposal

No increases in premium rates are anticipated in 1985. Marketing of the insurance will be expanded
by encouraging the private insurance industry to write and service flood insurance policies.

The budget curtails the number of new flood studies and restudies until the report on demographic
and flood development patterns is completed during 1984.
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Rationale

Over 7,000 communities, roughly half the original total, remain without any flood hazard assess-
ment after 15 years of mapping.

Flood studies are time-consuming and costly, and periodic restudies are necessary as conditions
change. These costly studies should be curtailed to permit time for development of less costly
alternatives. The study on demographic and flood development patterns expected this year should
result in less costly and more expeditious flood hazard assessments.
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Health Professions Training Subsidies
Agency: Department of Health and

[In millions of dollars] Human Services
Level 1984 1985 1986 1987 1988 1989 Jonal

Current Services:

Budget Authority............... 208 219 230 241 251 262 1,202

Outlays.........corevevorrrrrnnen. 200 213 230 241 251 261 1,196
1985 Budget Level:

Budget Authority............... 208 121 125 128 132 135 640

Outlays......oooereeerrerrverennee. 200 170 119 123 126 129 666
Change:

Budget Authority.............. —98 —105 —112 —120 —127 —562

Outlays........oooeeererereraee. -43 —111 —118 —125 —132 —530

Program Description

Since the 1950’s, the Federal Government has subsidized institutions and students through a
number of project and formula grant and loan training programs aimed at increasing the supply
and improving the distribution of health professionals.

Constant Dollar Trends

After passage of major health professions legislation in the mid-1960’s, constant dollar Federal
outlays grew rapidly, reaching a peak funding level of $1.4 billion in 1973. Since 1978, however,
constant dollar funding has steadily fallen and in 1985 will be down 85% from its peak level. If the
1985 budget recommendations are adhered to, constant dollar outlays will decline to $110 million in
1989—a level only 8% of the mid-1970’s peak.

Constant Dollar Trends
(1985 dolars in millions)

Year Amount
F005 .ottt st a e et s et et ee et et ar e 97
1073 et et e eet e ser e e nes et aeeseeeeraen st e sertssbrens 1,432
1077 ettt ettt se s eneneas b e rrnen 1,231
JOB0 ettt se sttt et st a et et sas s ras s ens 542
1985 CUITENT SBIVICES. .....ceeivsiiteee ittt seesssasenssssesssbessesessossasssssssostsonssssasssenes 213
198G DUAGEL........ooveeeeereree ettt ss st sasssssssss s se s sass st ban 110

Current Status

Numerous studies indicate that the overall supply of health professionals through the 1990’s will be
more than adequate. In 1985, the Nation as a whole will have met or exceeded the estimated
required level of health professions for almost every major specialty. However, access of minorities
to health professions education could be improved since the percentage of minorities entering
medical schools is only about one-third of the percentage of minorities in the United States popula-
tion.
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1985 Budget Proposal

The 1985 proposal would provide $121 million in budget authority to continue health professions
training, $87 million less than in 1984. The 1985 budget would focus Federal funds on increasing
health professions training opportunities for minorities and economically disadvantaged students.
Federal support for general subsidies would be reduced. In addition, schools would continue to have
access to $67 million in federally provided revolving loan funds. These funds can be used to make
loans to nursing and other health professions students.

Rationale

The projected oversupply of health professionals justifies a reduction in Federal support. Remaining
Federal dollars should be focussed on improving minority access.
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Trade Adjustment Assistance for Workers

[In millions of dollars] Agency: Department of Labor
Level 1984 1985 1986 1987 1988 1989 g

Current Services: *

Budget Authority.............. 54 51 5 56

Outlays........ovveerrrrenne 64 51 5 56
1985 Budget Level: !

Budget Authority.............. 54 51 5 56

Outlays...........oooeerreerrnene. 64 51 5 56
Change:

Budget Authority..............

Outlays........ooreceereeeeerane

1 This factsheet shows amounts for TAA cash benefits. Amounts for training and other employment assistance for TAA beneficiaries are included in the Training
and Employment factsheet.

Program Description

The Trade Adjustment Assistance (TAA) program provides additional weeks of cash unemployment
benefits to those whose loss of work has been determined to be caused, at least in part, by increased
imports. Unemployed workers certified eligible for TAA may collect up to a total of 52 weeks of
unemployment insurance and TAA benefits.

Current Status

TAA expenditures in 1985 are sharply lower than they would have been in the absence of the
bipartisan reform of TAA enacted as part of the 1981 Reconciliation Act. That legislation converted
the TAA program from one that emphasized cash benefits to one that emphasized adjustment to
changed economic conditions through training and other reemployment efforts. The 1981 Act pro-
vided that workers receive a weekly TAA payment only after they had used up all their weeks of
unemployment insurance (rather than adding a TAA payment on top of unemployment insurance)
and that the TAA benefit amount be the same as the unemployment insurance weekly benefit
(rather than a higher amount specified in Federal law).

Constant Dollar Trend

In the latter half of the 1970’s the constant dollar cost of TAA cash benefits exploded—rising from
$26 million to $2.1 billion in five years. Due to the 1981 reforms described above, TAA cash benefit
costs have now receded to their mid-1970’s levels.

Constant Dollar Trend
(1985 doltars in millions)

Year Amount

1070 ettt sttt et et e et a et e et s aaenene 26

LR L ST 413

JOB0 ..ottt bt ne ettt te st tee e enee et eeaentee e eenenenae 2,058

1985 CUITENT SBIVICES.........ovveeirirecriteeescreeeenmeseeeesessseessenesssenesssessesssssssassssnsessaes 51
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1985 Budget Proposal

The request reflects continued funding for this program at a current services level for 1985. The
authorization for TAA expires on September 30, 1985. No reauthorization of the program would be

sought.

Rationale

No reauthorization of TAA is being sought for equity reasons. Economic hardship resulting from
involuntary unemployment is not dependent upon the cause of job loss. Therefore, for purposes of
income support, workers affected by imports should not receive special cash benefits different from
their neighbors who may have lost their jobs for other reasons.
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Postal Service

[In millions of dollars] Agency: U.S. Postal Service
Level 1984 1985 1986 1987 1988 1989 I

Current Services:

Budget Authority.............. 2,163 4,180 608 1,032 1,393 46 7,259

Outlays.........oovvveererrereannn. 1,209 2,801 102 1,028 1,994 —605 5319
1985 Budget Level:

Budget Authority.............. 2,163 4,180 608 1,032 1,393 46 7,259

Outlays........coevve