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[H. CON. RES. 195, 95TH CONG., 1ST SESS.]

CONCURRENT RESOLUTION

Resolved by the House of Repreasentatives (the Senate concurring),
That the Congress hereby determines and declares, pursuant to sec-
tion 301 (a) of the Congressional Budget Act of 1974, that for the fiscal
year beginning on October 1, 1977-

(1) the recommended level of Federal revenues is $398,094,-
000,000, and the amount by which the aggregate level of Federal
revenues should be decreased is $1,073,000,000;

(2) the appropriate level of total new budget authority is
$500,764,000,000;

(3) the appropriate level of total budget outlays is $462,349,-
000,000;

(4) the amount of the deficit in the budget which is appro-
priate in the light of economic conditions and all other relevant
factors is $64,255,000,000; and

(5) the appropriate level of the public debt is $801,100,000,000,
and the amount by which the statutory limit on such debt should
accordingly be increased is $101,100,000,000.

SEC. 2. Based on allocations of the appropriate level of total new
budget authority and of total budget outlays as set forth in paragraphs
(2) and (3) of the first section of this resolution, the Congress hereby
determines and declares pursuant to section 301 (a) (2) of the Con-
gressional Budget Act of 1974 that, for the fiscal year beginning on
October 1, 1977, the appropriate level of new budget authority and
the estimated budget outlays for each major functional category are
as follows:

(1) National Defense (050):
(A) New budget authority, $115,986,000,000;
(B) Outlays, $109,647,000,000.

(2) International Affairs (150) :
(A) New budget authority, $9,543,000,000;
(B) Outlays, $7,397,000,000.

(3) General Science, Space, and Technology (250):
(A) New budget authority, $4,930,000,000;
(B) Outlays, $4,737,000,000.

(4) Natural Resources, Environment, and Energy (300):
(A) New budget authority, $20,950,000,000;
(B) Outlays, $20,677,000,000.

(5) Agriculture (350) :
(A) New budget authority, $2,153,000,000;
(B) Outlays, $2.880,000,000.

(6) Commerce and Transportation (400):
(A) New bud-aet authority, $20,569,000,000,
(B) Outlays, $20,277,000,000.



(7) .Community and Regional Development (450):
(A) New budget authority, $8,237,000,000;
(B) Outlays, $10,926,000,000.

(8) Education, Training, Employment, and Social Services
(500):

(A) New budget authority, $22,739,000,000;
(B) Outlays, $27,756,000,000.

(9) Health (550) :
(A New budget authority, $47,685,000,000;
B / Outlays, $44,238,000,000.

(10) Income Security (600) :
(A) New budget authority, $182,688,000,000;
(B) Outlays, $148,309,000,000.

(11) Veterans Benefits and Services (700):
(A) New budget authority, $19,935,000,000;
(B) Outlays, $19,903,000,000.

(12) Law Enforcement and Justice (750):
(A) New budget authority, $3,560,000,000;
(B) Outlays, $3,800,000,000.

(13) General Government (800):
(A) New budget authority, $3,898,000,000;
(B) Outlays, $3,998,000,000.

(14) Revenue Sharing and General Purpose Fiscal Assistance
(850) : (A) New budget authority, $9,822,000,000;

(B) Outlays, $9,783,000,000.
(15) Interest (900):

(A) New budget authority, $43,000,000,000;
(B) Outlays, $43,000,000,000.

(16) Allowances:
(A) New budget authority, $1,069,000,000;
(B) Outlays, $1,021,000,000.

(17) Undistributed Offsetting Receipts (950):
(A) New budget authority, -$16,000,000,000;
(B) Outlays, -$16,000,000,000.

SEc. 3. In the Third Budget Resolution for fiscal year 1977, the
Congress provided for revenue and spending proposals designed to
stimulate the Nation's economy in order to reduce unemployment.
These proposals, together with recent indications of more vigorous
economic growth in the private sector, provide evidence that the
Nation's economy may be returning to the levels needed to provide
jobs to millions of our unemployed.

The Congress recognizes, however, that unusual uncertainties
surround the current economic outlook for 1977 and 1978-primarily,
the economic impact of the stimulus proposals and the likelihood of
continued economic growth in the private sector-and that additional
time and information are needed to make final determinations with
respect to fiscal policy for fiscal year 1978; and declares that, if
economic recovery does not proceed satisfactorily during the months
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immediately following adoption of the First Budget Resolution for
fiscal year 1978, it will be necessary to provide additional stimulus
to the economy in appropriate amounts to be determined in -the Second
Budget Resolution for fiscal year 1978. On the other hand, if the
recovery continues to show signs of long-term renewed growth, it may
be desirable to reduce some of the economic stimulus provided for fis-
cal year 1978 in order to make more rapid progress toward a balanced
budget.
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The Committee on the Budget submits the following report in
explanation of the accompanying concurrent resolution (H. Con.
Res. 195), setting forth the congressional budget for the United States
Government for the fiscal year 1978, and recommends that it do pass.





I. SUMMARY AND PURPOSE OF H. CON. RES. 195

H. Con. Res. 195, the First Budget Reseolution for fiscal year 1978,
sets targets for aggregate spending and revenue levels and for spend-
ing in each of the seventeen functional categories of the budget. The
fiscal year 1978 budget aggregates and functional category distribu-
tions would be as follows:

BUDGET AGGREGATES

[In millions of dollars]
(1) Revenues -------------------------------------------------------------------- $398. 094
(2) Budget authority -------------------------------------------------------------- 500.764
(3) Outlays ----------------------------------------------------------------------- 462,345
(4) Deficit ----------------------------------------------------------------------- 64.259
(5) Public debt ------------------------------------------------------------------- 801,100

FUNCTIONAL CATEGORIES

[In millions of dollars]

Budget
Function authority Outlays

050 National defense ---------------------------------- 115,986 109,647
150 International affairs ------------------------------------- 9,543 7,397
250 General science, space, and technology --------------------- 4,930 4,737
300 Natural resources, environment, and energy ----------------- 20,950 20,677
350 Agriculture --------------------------------------- 2.153 2,880
400 Commerce and transportation ---------------------------- 20,569 20,277
450 Community and regional development ---------------------- 8,237 10.926
500 Education, training, employment, and social services --------- 22,739 27,756
550 Health ----------------------------------------- 47,685 44,238
600 Income security ---------------------------------------- 1 82,688 148.309
700 Veterans benefits and services ---------------------------- 19,935 19,903
750 Law enforcement and justice ----------------------------- 3,560 3,800
800 General government ------------------------------------ 3,898 3. 998
850 Revenue sharing and general purpose fiscal assistance --------- 9,822 9,783
900 Interest ----------------------------------------------- 43,000 43,000

Allowances --------------------------------------------- 1,069 1,021
950 Undistributed offsetting receipts -------------------------- -16,000 -16,000

The Resolution is designed to achieve three major objectives: (1)
to provide sufficient stimulus to sustain the economic recovery; (2) to
provide for a reasonable balance between spending for national defense
and social programs, while calling for a series of program reforms to
conserve budget resources; and (3) to avoid major new budget com-
mitments which would jeopardize the availability of resources needed
for major new program initiatives in fiscal year 1979 and subsequent
years.

The budget aggregates.-The committee's recommendations for the
fiscal year 1978 budget aggregates differ only modestly from those pro-
posed by the President. Following is a comparison of the committee's
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recommendations and those proposed by the President in his February
22 budget revisions:

COMPARISON OF PRESIDENTS REQUEST AND FIRST BUDGET
RESOLUTION FOR FISCAL YEAR 1978

[In millions of dollars]

Committee
President's recommen-

Budget aggreptes budget dation

Revenues --------------------------------------------------- 401.624 398.094
Budget authority -------------------------------------------- 507,254 500.764
Outlays ----------------------------------------------------- 459. 373 462. 349Deficit -----y----------------------------------------------- 57. 749 64.255
Public debt ....------------------------------------------- 794.655 801. 100

The additional deficit of $6.5 billion that would result from the
Budget Committee's recommendations is attributable in large part to
different economic assumptions and outlay estimates for various pro-
grams and activities. In fact, if common economic assumptions and
outlay estimates were used, the President's budget deficit would
increase from $57.7 billion to $62.2 billion, approximately $2 billion
lower than projected by the Budget Committee.

For example, because of less optimistic assumptions than the admin-
istration witji respect to the rate of economic growth. the Budget
Committee estimates approximately $2.5 billion in lower revenues and
$550 million in higher unemployment compensation benefits. Simi-
larly, the committee's assumption of a 5.2 percent average interest
rate on the Federal Government's short-term borrowings, rather than
the 4.6 percent rate assumed in the President's budget, would result in
higher interest payments amounting to $1.2 billion; and the com-
mittee's more recent, and lower, estimate of receipts from sales on the
Outer Continental Shelf would result in increased outlays of $1.5
billion.

Throughout the Resolution, the committee has made every effort to
obtain the most accurate and reliable estimates available. However,
the Carter February 22 revised budget included this statement on the
plans of the administration to submit further revisions of outlay
estimates:

The estimates contained in this document are necessarily
based on those in the January budget. This administration
has not had sufficient time to review in detail the earlier esti-
mates for technical accuracy. For 1977. budget outlays to date
suggest the possibility that outlay estimates may be high in
some instances. Recent experience also suggests that there
tends to be some general upward bias in making outlay esti-
mates. The administration is concerned about these problems
and will make a thorough review of the 1977 estimates. As
soon as the results of a more detailed review are known, the
estimates will be further revised. A special effort is planned
to improve the quality of budget outlay estimates in the
future.



It is the committee's understanding that these revised estimates, which
will affect fiscal year 1978, will be submitted at an early date. Since
the magnitude of these reestimates is unknown at the present time, it
is likely that the committee will offer an a-mendment on the House floor
to revise and update the estimates in the Resolution.

Economic goals and program.-The Third Budget Resolution for
fiscal year 1977 provided for a major economic stimulus package con-
taining both tax reductions and spending proposals for job-creating
programs. This package of stimulus measures, however, has not yet
ben approved by the Congress or implemented by the adminis-
tration. At the same time, various economic indicators are providing
evidence that economic growth in the private sector may be stronger
than expected, despite the economic dislocations brought on by the
severe winter weather. If the stimulus measures work as expected and
growth in the private sector continues to accelerate, the economy
may be returning to the levels needed to provide jobs to the 7 million
still unemployed.

However, ii is too early to assess the impact of the stimulus measures
or the strength and durability of economic activity in the private sec-
tor. Consequently, the Resolution provides for no major economic
stimulus measures beyond those in the President's budget. It does in-
clude, however, specific language to the effect that if the recovery now
underway does not proceed satisfactorily over the summer months,
it will be necessary to provide additional economic stimulus in appro-
priate amounts in the Second Budget Resolution for fiscal year 1978.
If the economy shows evidence of long-term renewed growth, the
committee reco-mizes that it may be necessary to reduce some of the
economic stimulus provided for fiscal year 1978 in order to make more
rapid progress toward a balanced budget.

The committee's recommendations are designed to achieved the fol-
lowing economic goals for 1978, compared to those of the President:

[In percentages]

Committee
President's recommen-

budget dations

Real growth (4th quarter over 4th quarter) --------------------- 5.5% 4.5%
Unemployment (4th quarter 1978) ---------------------------- 6.0% 6.3%
CPI (4th quarter 1978) -------------------------------------- 5.8% 5.5%

These goals are moderately below those of the President. However,
there is widespread agreement that the President's economic goals
cannot be achieved without a substantially larger increase in business
investment than is now expected.

The major economic 8timuus measures included in the committee's
recommendations, primarily those proposed by the President, are as
follows:

For public 8ervce ioba, outlays of $5.9 billion, adequate to
accommodate a 725,000 jobs level;

For counterciiclical assistance to States and communities, out-
lays of $1.7 billion ($120 million above the level recommended by
the President) ;



For accelerated public works, outlays of $3.1 billion ($300 mil-
lion above the level recommended by the President); and

For youtk, veterans, and other groups with special employment
needs (CETA titles III and IV), outlays of $2.7 billion, approxi-
mately the level recommended by the President.

In addition, the committee's recommendations include moderate in-
creases for discretionary programs (particularly in the community
and regional development and education, training, employment, and
social services functions) which can be made available--through the
appropriations process-for programs that increase job and training
opportunities.

In making its recommendations, the committee is aware of the need
for careful analysis and evaluation of our efforts to stimulate the
economy, both through direct spending and temporary and permanent
tax measures. The effectiveness of a large number of Federal programs
and activities, including but not limited to countercyclical assistance,
public service employment, and temporary and permanent tax relief,
is being increasingly questioned by members of this committee and
by other committeessand Members of the House. During the months
ahead, the Budget Committee's Task Force on Economic Policy plans
an intensive evaluation of current Federal efforts to provide economic
stimulus and reduce unemployment. The Task Force will attempt to
evaluate on a comparative basis various forms of economic stimulus-
such as countercyclical assistance, public service employment, acceler-
ated public works, and tax rebates and reductions--to determine how
well these programs produce jobs and revitalize the economy.

These evaluation activities are only part of the broader effort needed
to move toward comprehensive evaluation and reform of Federal pro-
grams and activities supported through direct spending and through
the tax structure. There is widespread agreement that such reform
is long overdue. The committee urges all House committees to review
and analyze spending activities under their jurisdiction with a view
toward eliminating outmoded and ineffective efforts. Only through
such reform can high budget deficits be reduced and funds made avail-
able for urgently needed new initiatives in health care, welfare reform,
and tax reform and reduction.

Balanced spending for defense and social need8.-The committee's
recommendations provide for a reasonable and responsible balance
between spending for defense and social needs-shifting budget priori-
ties in modest amounts from defense and international affairs to com-
munity and region1l development, education, training, employment,
and social services, income security, and veterans programs. Despite
the committee's additional reductions in the President's budget, it
should be noted that national defense would receive the largest outlay
increase over the congressional budget for fiscal year 1977-approxi-
mately $9.5 billion.

The major outlay changes in the President's budget proposed by the
committee, exclusive of reestimates, are as follows:



Amount
Outay in President' budget (in millions)

Decreases:
National d e e ------------ en------------------------------- e---------- $1,500
Allowances (for contingencies) -------------------------------------------- 1,500

Increases:
Community and regional development ------------------------------------- 825
Education. training, employment, and social services ------------------------ 1,383
Veterans benefits and services ------------------------------------------- ,167

Program reforms to conserve budget resource.-A major theme of
the committee's recommendations is to target a series of legislative
reforms in Federal programs and activities designed to conserve
budget resources for current and future needs. In fiscal year 1977 the
Budget Committee targeted $3 billion in reforms, of which $600 mil-
lion was achieved. Cumulative 5-year savings resulting from these re-
forms are estimated at approximately $7 billion.

The legislative reforms proposed to be achieved by the Committee's
recommendations would result in savings in fiscal year 1978 of approxi-
mately $1.0 billion in budget authority and $2.1 billion in outlays. If
ado pted by the Congress, the cumulative savings over a 5-year period
would total approximately $7.6 billion in budget authority and $26
billion in outlays.

The legislative reforms proposed by the committee involve the
following areas and House committees:

-- wage-board salary levels (Armed Services and Post Office and
Civil Service Committee);

--sales of strategic and critical materials (Armed Services Com-
mittee)

-- uranium enrichment charges (Science and Technology Commit-
tee;

-impact aid (Education and Labor Committee);
-higher education trigger provisions (Education and Labor Com-

mittee) ;
-limitation on charges for laboratory services in Medicaid (Inter-

state. and Foreign Commerce Committee);
-limitations on hospital revenues in Medicare and Medicaid (Ways

and Means and Interstate and Foreign Commerce Committee) ;
-social security benefit payments (Ways and Means Committee);
-8tandard work eXpenses deduction for AFDC recipients (Ways

and Means Committee) ; and
-Congressional and top level salaries (Post Office and Civil Service

Committee).
Additional information on these and other reforms is contained in

Appendix G to this report.
Off-budget agencies and programs.-In late 1976, the House Budget

Committee issued a report, pursuant to the requirements of section
606 of the Budget Act, recommending that off-budget agencies and



programs be included within the unified budget totals. The commit-
tee is pleased to note that both President Ford and President Carter
have endorsed this recommendation.

On January 18, President Ford submitted a draft bill "To repeal
provisions of law requiring the exclusion of certain Federal Govern-
ment entities from the budget totals." In his February 22 budget sub-
mission, President Carter noted that his administration was inten-
sively reviewing the treatment of each of the off-budget Federal
entities and would provide recommendations to the Congress at an
early date..

The committee renews its commendation in this area. It recom-
mends that legislation be considered promptly by the appropriate
committees to return the activities of the off-budget agencies and
programs to the unified budget, preferably at the beginning of fiscal
year 1979, so that the President's budget and congressional actions
can be taken on a consistent basis.

Unobligated balcan&.-The committee is increasingly concerned
about the tendency toward large and growing balances of budget au-
thority available for obligation in many cases by departments and
agencies without annual congressional review. The committee intends
to undertake an in-depth analysis of unobligated balances of budget
authority carried over from year to year.

Although many of these balances are trust funds and thus dedicated
to specific purposes in basic law, a substantial proportion represent
Federal funds credited to the general fund in the Treasury. Unobli-
gated balances of Federal funds have been as follows over the past few
years:

In millions
Fiscal year 1972 ------------------------------------------------------------------ $71.084
Fiscal year 1973 --------------------------------------------------------------- 96.587
Fiscal year 1974 ------------------------------------------------------------------ 104,848
Fscal year 1975 ------------------------------------------------------------------ 152,413
Fiscal year 1976 ------------------------------------------------------------------ 158,604

The committee makes specific recommendations with respect to un-
obligated balances in its action on the national defense function (Func-
tion 050). Appendix H categorizes various types of unobligated bal-
ances for the information of Members.



II. BACKGROUND AND NATURE OF THE RESOLUTION

The First Budget Resolution for fiscal year 1978 establishes targets
for the five major budget aggregates-revenues, budget authority,
outlays, deficit, and public debt-as well as for the seventeen functional
budget categories. These targets will guide Congress in its fiscal year
1978 spending and revenue decisions. This committee, aided by the
Congressional Budget Office, will provide up-to-date scorekeeping
reports to inform Members as to how congressional action on spending
and revenues compares with the amounts provided in this Resolution.
In the fall, Congress will adopt a Second Budget Resolution which
will revise the fiscal year 1978 congressional budget and establish
a binding ceiling on aggregate spending and a floor on revenues.

The First Budget Resolution was developed against a background of
economic uncertainty and political transition. A little more than a
month ago, Congress ado ted a Third Budget Resolution for fiscalyear 1977, a measure which was necessary to accommodate an emer-

gency economic stimulus package. Major portions of that package are
still tinder consideration, and it will be some time before the effects of
congressional and administrative action are fully apparent. In addi-
tion, the President is in the process of making far-reaching policy
decisions which may impact on the economy and the budget, partic-
ularly in the areas of energy and agriculture.

The committee benefited from a number of reports and submis-
sions, as well as formal hearings, in considering the budget resolu-
tion. In January of this year, President Ford presented his budget
proposal and economic report for fiscal year 1978. On February 22,
President Carter submitted his revisions of the January budget.

As required under the Budget Act, all House and joint committees
submitted their views and estimates of appropriate levels of spending
for programs within their jurisdiction, new initiatives for the upcom-
ing fiscal year, and proposed changes in existing programs. These
reports were invaluable to the Budget Committee in formulating its
recommendations for this Resolution. Particularly impressive was the
degree of restraint exercised by some committees regarding proposed
new programs and levels of spending for existing programs.

The committee also received reports from the Congressions l Budget
Office (on fiscal policy and national priorities) and the Joint Economic
Committee (on recommendations as to the fiscal policies which would
be appropriate to achieve the goals of the Employment Act of 1946).

The committee and its task forces held extensive hearings in prep-
aration for the First Budget Resolution. The committee heard testi-
mony from key economic and police advisors in the Administration,
including Treasury Secretary W. Michael Blumenthal, Defense Sec-
retary Harold Brown, Office of Management and Budget Director
Bert Lance, Council of Economic Advisers Chairman Charles
Schultze, and Under Secretary of Labor Robert Brown. In addition,
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testimony was received from Congressional Budget Office Director
Dr. Alice Rivlin, Joint Economic Committee Chairman Richard
Bolling, Federal Reserve Board Chairman Dr. Arthur Burns, as well
as a number of distinguished economists and representatives from
labor, business and public interest groups.

Provisios of law relating to the first budget resolution.-Adoption
of the First Budget Resolution is a key point in the congressional
budget process. Prior to its adoption, required no later than May 1.
it is not in order to consider new spending bills for fiscal year
1978 or changes in revenues or the public debt for fiscal year 1978.
In order to facilitate timely action on appropriations bills, the
Budget Act requires that all authorizations for fiscal year 1978 be re-
ported from committee in both the House and Senate by May 15. It is
extremely important that the committees keep these procedural re-
quirements in mind, since measures that violate these provisions are
subject to points of order in the House.

The conference report on the First Budget Resolution will allocate
new budget authority and outlays to committees with spending respon-
sibility, including committees with jurisdictionn over entitlement pro-
grams. Following adoption of the Resolution, these committees are
directed to further divide the allocations either by subcommittee or
by program and to report the sub-allocations to the House as soon after
adoption of the Resolution as is practicable. These allocation reports
will enable Congress to evaluate spending bills in light of the targets
set in the Resolution.

With regard to entitlement programs, the Budget Act provides that
if any committee reports an entitlement measure which would require
new budget authority in excess of the appropriate allocation made by
that committee (either to its subcommittees or among program areas),
the measure must be referred to the Appropriations Committee, for a
period of not -more than 15 legislative days. The Appropriations Com-
mittee can report the bill with an amendment which limits the amount
of new spending authority in the bill.

Under the Budget Act timetable, Congress is scheduled to complete
action on most kinds of spending bills by seven days after Labor Day.
Action on the Second Budget Resolution must be completed by Sep-
tember 15. If the Second Budget Resolution requires adoption of a
reconciliation bill (directing actions to raise or lower spending or
revenues), Congress must complete action on that bill by Septem-
ber 25.

Floor procedures for flr&t budget resolution.-The Budget Act pro-
vides for special procedures for considering budget resolutions in the
House of Representatives and the Senate. The House procedures in-
clude the following important elements:

(1) A budget resolution may be considered only after a ten-day
layover period, which begins the day the report is available to
Member. Thus, it will be in order to consider this Resolution at
any time after April 19,1977.

(2) A budget resolution is highly privileged and may be brought
to the floor without a rule providing for floor consideration.
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(3) Ten hours are provided for general debate on a budget
resolution, with amendments to be read under the five-minute rule.
Five hours are provided for debate on a conference report.

(4) It is not in order to recommit or reconsider a budget resolu-
tion or a conference report on a resolution. Motions to postpone or
to proceed to other business and appeals from rulings of the Chair
are to be decided without debate.

(5) After the Committee of the Whole has reported, the House
may consider such technical amendments as are necessary to make
a budget resolution mathematically consistent.

Committee action on First Budget Reolution.-The committee met
to consider the Resolution in open executive session on March 24, 28, 29
and 30. The Resolution was ordered reported on March 30, 1977, by a
recorded vote of 16-9.





III. GENERAL EXPLANATION OF THE RESOLUTION

A. THE ECONOMIC BACKGROUND AND OUTLOOK

The uncertainty surrounding the current economic situation under-
lies the fiscal policy contained in the First Budget Resolution for Fis-
cal Year 1978. We have not experienced a period of greater economic
uncertainty since the fall of 1974, when production was suspended in
many manufacturing plants.

What appeared to be the beginning of sustained economic recovery
in early 1976 lapsed, by mid-year, into a dramatic and unexpected
economic decline. Unemployment increased from 7.3 percent in May
to 7.8 percent in December. Capacity utilization rose only to 81.1 per-
cent. Equally ominous was the renewal of inflationary pressures,
headed by high energy and food prices. The Consumer Price Index
rose sharply-.0 percent (13.0 percent at annual rate) -in February,
1977.

The widespread lack of confidence in the economy prompted both
President Ford and President Carter to propose economic stimulus
measures to the Congress. At the same time, the economy was jolted
by unexpectedly severe winter weather, accompanied by a natural gas
shortage throughout large parts of the Nation. The Congress re-
sponded by adopting an unprecedented Third Budget Resolution for
Fiscal Year 1977, containing an economic stimulus package of tax re-
bates and reductions and direct spending to create job opportunities
in the public and private sectors.

The components of the stimulus package have yet to be approved
by the Congress. Consequently, it is impossible at this time to assess
the success of these measures. In addition, while there is evidence that
the economy is beginning to rebound strongly, despite the dislocation
caused by the winter weather, it is too early to assess the actual strength
and durability of the recovery.

The committee believes that, in view of these uncertainties, the
appropriate course of action is to delay consideration of major new
stimulus efforts until additional information is available later this
year. The Resolution includes language to the effect that if the eco-
nomic recovery apparently underway does not proceed satisfactorily
during the summer months, it will be necessary for the Congress to
provide additional economic stimulus to the economy in the Second
Budget Resolution for fiscal year 1978. By the same token, if pros-
pects for long-term economic recovery appear to be satisfactory, the
committee will consider reductions in spending in order to move more
rapidly toward a balanced budget.

P,-egident Carter8 budget and economic program-P resident Car-
ter's budget substantially altered the priorities, levels of spending, and
revenue recommendations proposed by the Ford Administration. It
provides for a major economic stimulus effort in both fiscal years



1977 and 1978-a total of $31.6 billion in tax rebates and reductions
and direct job creation, $15.7 billion in fiscal year 1977 and $15.9 bil-
lion in fiscal year 1978. Following is a summary of the President's
tax and spending proposals:

THE PRESIDENTS ECONOMIC STIMULUS PROPOSALS
In billions of dollars

Fiscal years

Stimulus proposals 1977 1978

$50 rebates and payments ------------------------------------ 1 1.4 (1)
Changes in the standard deduction ------------------------------ 1.5 5.7
Business tax incentives ------------------------------------- .9 2.4
Public service employment ------------------------------------. 7 3.4
Expanded training and youth programs -------------------------. 3 1.6
Accelerated public works ------------------------------------- .2 2.0
Increased countercyclical revenue sharing ------------------------ .7 .7

Total, receipts and outlays ----------------------------- 15.7 15.9

I Less than $50 million.

The President's economic program is designed to achieve real
growth of 5.5 percent (4th quarter 1978 over 4th quarter 1977) ; an
unemployment rate of approximately 6 percent by the end of 1978;
and an inflation rate of approximately 5.8 percent (4th quarter over
4th quarter).

The C ommittee8s economic foreca.t.-The committee believes that
the President's proposals to stimulate the economy, while sound, will
not achieve the goals for real growth and reductions in unemployment
stated above. The committee's position is buttressed by the economic
forecasts of the five major econometric models widely used through-
out the country.

Following is a comparison of the committee's forecast with those
of the administration and the major econometric models:

ECONOMIC GROWTH AND UNEMPLOYMENT PROJECTIONS:
A COMPARISON FOR 1978

(Figures in percentages l

House Data Univer-
Budget Carter Re- Chase sity of

Corn- admini- sources Econo- Mich-
Projections mittee stration Inc. metric Wharton UCLA igan

Real economic growth I ------ 4.5 5.5 4.6 1.1 4.9 5.0 2.3
Unemployment rate (end of

calendar year 1978) ------- 6.3 6.0 6.3 8.7 5.9 6.2 6.5

1 4th quarter 1978 over 4th quarter 1977.

The principal differences between the committee's forecast and that
of the administration involve projections as to the rate of growth in
business investment and residential construction. The administration
expects a real rate of growth in business investment of 11 percent and



an increase in residential construction of 8 percent in 1978. The Com-
nittee expects real growth of only 6 percent in business investment
and 4 percent in residential construction. As a result, the Committee
forecast of gross national product for 1978 is approximately $17 billion
below that of the administration.

The following table indicates the committee's expectations with
respect to the major components of the economy in calendar year 1978:

MAJOR COMPONENTS OF OUTPUT AND INCOME

[in billions of dollars]

Calendar yea

1977
Components of output and income

Current dollar GN P -----------------------------------
Gross national product I -------------------------------

C onsum ption ..................................
Business investment I -----------------------------
Residential construction I --------------------------
Change in inventories I ----------------------------
N et exports .....................................
Federal purchases I -------------------------------
State and local purchases I -------------------------

Industrial production (1967= 1.00) ----------------------
Consumer Price Index (1967= 1.00) ---------------------
Capacity utilization (percent) --------------------------
Unemployment rate (percent) --------------------------

4th qtr.

1,965
1.353

868
126
57
10
15

102
174

1. 430
1. 852

84.0
6.8

ar quarter Rate of
1978 change

4th qtr. (percent)

2,163 10.1
1,414 4.5

910 4.8
132 4.8
57 0
II na
18 20.0

106 3.9
180 3.4

1.511 5.7
1.953 5.5

85.0 1.2
6.3 ra

IAdjuated for inflation.
haNot applicable.

B. REVENUES

The Resolution recommends a revenue level of $398.1 billion in fiscal
year 1978, $3.5 billion below the $401.6 billion recommended by the
President. This recommendation is based on the following major
assumptions:

First, the committee assumes a modestly slower rate of growth in
the economy, due primarily to lower estimates of investment in plant
and equipment and in residential construction. The lower economic
forecast reduces expected revenues by $2.5 billion.

,Second. the committee assumes enactment of the economic stimulus
tax reduction proposals passed by the House and extension of certain
temporary tax reductions contained in the 1976 Tax Reform Act. The
effect of these provisions would be to reduce revenues approximately
"1.2 billion below the President's revenue recommendations. The pro-
posals passed by the House provide for both a larger increase in the
standard deduction than recommended by the administration and a
different business tax deduction in the form of a new jobs tax credit,
rather than the administration's business tax proposals.

Third, the committee assumes postponement of several minor tax
changes requested by the President. incJuding payment by employers
of social security taxes on income derived from tips, user fees on
waterways, and a taxable bond option to improve efficiency of the
municipal bond market. The nostponement of these tax changes lowers
fiscal year 1978 revenues by $139 million.



Fourth, the committee assumes rejection of the President's pro-
posal to postpone increases in premiums for Supplementary Medical
Benefits from July 1, 1977 to October 1, 1978. Rejection of this pro-
posal will avoid the loss of $182 million in revenues in fiscal year
1978 and an estimated $851 million over a 5-year period.

Fifth, the committee assumes adoption of legislation providing for
taxes to expand benefits under the black lung program. Adoption of
such legislation will raise revenues by $192 million.

And 81ith, the committee assumes a reduction in revenues of $65
million to provide flexibility for the adoption of minor tax changes.

A comparison of budget receipts by source is shown in the following
table:

COMPARISON OF BUDGET RECEIPTS BY SOURCE
(In billions of dollars]

Committee
President's recommen-

Budget receipts budget Differences dation

Individual income taxes ------------------------- 179.2 -0.7 178.5
Corporation income taxes ------------------------ 61.6 -3.2 58.4
Social insurance taxes ------------------------- 123.8 +.5 124.3
Excise taxes ----------------------------------- 18.6 -. 2 18.4
Estate and gift taxes ---------------------------- 5.8 --------------- 5.8
Customs duties ------------------------------- 5.3 --------------- 5.3
Miscellaneous taxes ---------------------------- 7.2 +. 2 7.4

Total ---------------------------------- 401.6 -3.5 398. 1

Note.-Totals may not add due to rounding.

The Resolution does not specify recommended changes in tax ex-
penditures for fiscal year 1978 since the administration plans to sub-
mit comprehensive tax reform proposals late this year. The com-
mittee is fully nware of the urgent need for tax reform snd recom-
mends swift action by both the administration and the Congress. At
this time, the President's reform proposals are not expected to affect
fiscal year 1978 revenues.

The committee wishes to emphasize its continued concern about the
levels of tax expenditures, which have become a major source of un-
controllable budget expense. According to the Joint Committee on
Taxation, tax expenditures are expected to increase from $124 billion
in fiscal year 1978 to $168 billion in fiscal year 1982.

In view of its ,concern in this area, the committee's Task Force on
Tax Expenditures, Government Regulation, and Organization will
study, over the summer months, how two goals of particular interest to
the committee can be achieved: first, better coordination of tax ex-
penditures and direct expenditures in such major areas as housing,
transportation, and agriculture: and. second, avoidance of excessive
erosion of the tax base to ensure that the goal of balancing the budget
can be attained when the economy has recovered from the current re-
cession. The means of attaining these goals will be studied jointly with
the Committee on Ways and Means and other appropriate commit-
tees.



C. DEFICIT AND DEBT

Deficit.-The resolution provides for a deficit of $64.3 billion and a
public debt level of $801.1 billion at the end of fiscal year 1978.

As stated earlier in this report, a large part of the $6.5 billion differ-
ence between the President s projected deficit and that of the com-
mittee is attributable to different economic assumptions and outlay
estimates for various programs and activities. In fact, if common as-
sumptions and program estimates were used, the President's deficit
would be increased from $57.7 billion to $62.2 billion, approximately

. billion lower than projected by the committee.
The most frequently mentioned dangers of large budget deficits are

the possibilities of causing a renewal of inflationary pressures and of
creating disturbances in the credit market. 'While these possibilities
must be carefully monitored, neither appears likely to be a serious
threat this year. The growth in output is expected to be strong, but not
nearly rapid enough to put excessive pressure on prices and costs.
There is still ample idle productive capacity, and bottlenecks are not a
threat to the basic materials industries (the source of much of 1973's
inflation). With more than 7 million unemployed, including many
experienced workers, skilled labor is not in short supply. The inflation
that exists in the economy is primarily a result of efforts by workers to
regain their income position lost during the very rapid rise in prices
in 1974 and 1975 and, more recently, rising energy and food costs
because of the severe winter.

Financing the deficit will not strain credit availability. Business
liquid reserves have grown substantially during the past year, and the
recovery should produce more personal saving and an increase in
retained corporate profits. Demand for funds in the private sector is
not vet strong enough to put undue pressure on credit availability.

It should be emphasized that increased business investment has not
played a major part in the economic recovery. Business fixed invest-
ment at the end of 1976 was 11 percent below the previous cyclical
peak. At this stage in previous recoveries, investment has been 6 per-
cent greater than the level achieved at the previous peak. Demand for
funds in the private sector is not especially strong. Consequently,
short-term interest rates are reflecting the lack of demand for credit.
Moreover, as the recovery progresses, encouraged by the stimulus pack-
age approved by the Congress, the Federal need for credit will dimin-
ish. Tax revenues will rise with the expanding economy and Federal
spending for unemployment compensation, food stamps, and welfare
will decline.

Debt.-The Second Budget Resolution for fiscal year 1977 projected
an estimated public debt level at the beginning of fiscal year 1978 of
$700 billion. Congress adopted this ceiling on June 30, 1976. However,
the Third Budget Resolution for fiscal year 1977 called for an increase
in the debt level to $718.4 billion. Congress has not yet acted to raise
the debt limit to this level.



CALCULATING THE FISCAL YEAR 1978 DEBT
In WIlhom.

Debt limit September 30. 1977, current law ------------------------------------------ $700.0
Increase needed under Third Budget Resolution for Fiscal Year 1977 -------------------- 18.4

Proposed new debt limit, September 30. 1977 ------------------------------- 78. 4

Fiscal year 1978 deficit ---------------------------------------------- 64.3
Deficit of off-budget agencies -------------------------------------------------------- 8.5
Trust funds surplus ------------------------------------------------- 10.4
Change in cash balance ------------------------------------------------------------- -0.5

Total ----------------------------------------------------- 801.1

The recommended increase in the public debt is $82.7 billion above
the level for fiscal year 1977, as set in the Third Budget Resolution.
The increase is $101.1 billion above the present ceiling.

In addition to the deficit, the debt limit must provide for the
deficit of off-budget agencies, estimated at $8.5 billion for fiscal year
1978. Furthermore, the surpluses of the various trust funds must be
invested by law in U.S. Treasury securities. The trust funds surplus
for fiscal year 1978 is projected at $10.4 billion, which must be added
to the debt limit.

D. BUDGET AUTHORITY AND OUTLAYS

The committee recommends a total of $500,764 million in budget
authority, and $462,349 million in outlays, $6,490 million less in
budget authority below and $2,976 million in outlays above the
amounts recommended by President Carter.

COMPARISON OF TOTAL FISCAL YEAR 1978 BUDGET AUTHORITY
AND OUTLAYS RECOMMENDED BY PRESIDENT CARTER AND THE
HOUSE BUDGET COMMITTEE

[In millions of dollars]

President House Budget Change recom-
Carter's Committee rec- mended by
request ommendation committee

Budget authority ------------------------ 507.254 500.764 -6, 49
Outlays --------------------------------- 459.373 462,349 +2.976

Budget Authont y.-The largest single factor accounting for the
net $6,490 million decrease in budget authority is the $7,871 million
decrease in accelerated public works and public service employment
funding in fiscal year 1978, reflecting forward funding by Con,,ress for
these programs in the fiscal year 1977 economic stimulus legislation.
Other major decreases in budget authority were elimination of a
$1,750 million allowance for unspecified contingencies and a decrease
of $2,150 million in defense, excluding financial transactions. The
major off-setting increases in budget authority were $1,931 million for
education, training, employment, social services. $1,208 million for
veterans benefits and services; $2,845 million for income security:
$1,055 million for commerce and transportation, mainly transporta-
tion and small business; and $1,200 million for interest on the debt.



outlay.-As indicated earlier, about $3.0 billion of the $6.5 billion
increase in the deficit recommended by the committee over the Presi-
dent's budget is accounted for by increases in outlays. The following
table shows that about $2.0 billion of the outlay difference results from
differing economic assumptions and estimates. The remaining $1 bil-
lion is accounted for by changes recommended in funding levels for
the various functional categories. The following table includes a more
detailed explanation of the difference in outlays recommended by the
committee and President Carter's requests:

OUTLAY INCREASES OVER PRESIDENT'S BUDGET

Reestimates due to economic assumptions: In m lllona ef dollars
Interest -------------------------------------------------------------------- +$1.215
Social security retirement ---------------------------------------------------- +782
Countercyclical assistance --------------------------------------------------- +120
Unemployment benefits ----------------------------------------------------- +550
Medicare-Medicaid --------------------------------------------------------- -646
Other ---------------------------------------------------------------------- -495

Subtotal, Reestimates due to economic assumptions --------------------------- +1.526

Other reestimates and financial transactions:
Outer Continental Shelf ------------------------------------------------------ +1,500
Social Security--Goldarb decision -------------------------------------------- +518
Commodity Credit Corporation ---------------------------------------------- +460
Foreign military sales ------------------------------------------------------- -500
Reestimate of GI bill participation rates --------------------------------------- -407
Transportation (Highway Trust Fund) ---------------------------------------- -400
Ex-Im Bank ----------------------------------------------------- 350
Other ------------------------------------------------------------ -319

Subtotal. other reestimates and financial transactions ------------------------- +502

Net effect, all reestimates and financial transactions --------------------------- +2,028

Changes in funding levels:
Defense ------------------------------------------------------------------ -1.500
Allowances (unidentified contingencies) ---------------------------------------- I 630
Education. Training. Employment. and Social Services -------------------------- +901
Veterans Benefits and Services ----------------------------------------------- +1.167
Community and Regional Development --------------------------------------- +825
Commerce and Transportation ----------------------------------------------- +584
Natural Resources. Energy and Environment ----------------------------------- 77
Health ---------------------------------------------------------------- +191
Other . . . . . . . . .. . . . ..------------------------------------------------------ +487

Subtotal, changes in funding levels ---------------------------------- +948

Total, outlay increase ----------------------------------------------------- 2,976

This section of the report sets forth the distribution of funding in
each functional category, reflecting the budget priorities established
I)V the committee in developing the Resolution. In each of the func-
tional sunmaries. the committee recommendation is placed in per-
Ipeetive with the latest budget request of the President (February 22,

1977) and the views and estimates of the various committees of the
House of Representatives which were submitted to the Budget Com-
mittee on March 15, 1977.



FUNCTION 050: NATIONAL DEFENSE

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ------- 120, 136 -------------- 111.947
House committee views and estimates (rounded).. 121,200 -------------- 112.600
Committee recommendation -------------------- 115.986 -------------- 1 09,647

Difference over (+) under (-):
President's budget ----------------------- -4, 150 -------------- -2,300
House committee views and estimates --------- -5,214 ---------------- 2,953

DESCRIPTION oF FUNCTION

This function includes 23.7 percent of total outlays recommended by
the committee for fiscal year 1978. Funds are provided to develop.
maintain and equip the military forces of the United States, to pro-
vide military assistance to foreign governments and to finance defense-
related activities of the Energy Research and Development Adminis-
tration. Receipts from the sale of excess strategic material are also
included in this function. Major areas of funding are pay and benefits
to active military and civilian personnel; military retired pay: re-
search, development and procurement of weapons and related systems:
all activities required to operate and maintain our military forces
throughout the world; and construction of facilities on military bases
including family housing. Of total outlays of $111.9 billion estimated
in the President's fiscal year 1978 budget, $31.4 billion results I om
budget authority approved in prior years and $80.5 billion resuie
from budget authority requested in fiscal year 1978.

Major Federal Programs in this Function
Department of Defense--Military
Military Assistance
Foreign Military Sales. Trust Fund
Atomic Energy Defense Activities
Defense-Related Activities

Major Federal Departments and Agencies in this Function
Department of Defense
Energy Research and Development Administration (Nuclear Weap-

ons and Naval Reactors)

PPSIDET-r's BUDGwET

The President's budget requested $120,136 million in budget author-
ity and $111,947 million in outlays for the National Defense function

(24)



for fiscal year 1978. The President's amended budget represents an
overall increase of $11.3 billion in budget authority and $11.8 billion
in outlays over the current fiscal year 1977 level.

The administration has made it clear this is a transition budget.
Since many of the fundamental issues affecting national security could
not be addressed in the time frame required by the congressional
budget process, the President has indicated that several studies involv-
ing strategy, force levels, and support requirements will be initiated
over the next few months.

Hous.E COMMITTEE VIEWS AND ESTI-MATFS

The Armed Services Committee recommends $120.9 billion in
budget authority and $112.5 billion in outlays for this function for
fiscal year 1978. It recommends an increase from the President's
amended request of $1.5 billion in budget authority and $0.6 billion in

outlaws. This increased budget authority is recommended to fund a
number of items which were eliminated or reduced in -the amendment
to the budget submitted on February 22, 1977, such as: A-7E aircraft,
nonnuclear Lance missile, advanced transport cargo aircraft, increased
F-15 aircraft production and research, development, test and evalua-
tion. It also included $50 million as a "Contingency for Legislative
Initiatives" in the recommendation.

The Armed Services Committee also recommends a general reduc-
tion in budget authority of $750 million, with the provision that a
combination of lapsing prior-year funds, unbudgeted shelf sales and
other transfers from unobligated prior-year funds be made available
to finance an equivalent portion of the fiscal year 1978 program during
the appropriation process.

The Appropriations Committee indicates general agreement with
the level of budget authority requested in the President's amended
budget. The committee's additions and deletions to the fiscal year 1978
request will roughly balance and the aggregate funding level will ap-
proximate the amended amount. The committee indicates it will exam-
ine carefully the recent increases in unobligated balances to determine
whether or not excessive funds have been appropriated which can be
applied to current requirements.

The Appropriations Committee also indicates its concern with the
level of funding for Military Construction and notes that the vast ma-
jority of the projects deferred from the fiscal year 1978 amended
budget are required now and eventually will have to be funded. An
increase of $0.3 billion wqs recommended for this category.

The Post Office and Civil Service Committee recommends an in-
crease in the President's amended budget for National Defense for fis-
cal year 1978 of $0.2 billion since it has not had sufficient time to de-
velop information concerning the proposals to eliminate payment of
dual compensation for Federal employees on active duty with the
Reserves and reform of the wage board pay system.

The Committee on International Relations recommends no adjust-
ments to the President's amended request for foreign military assist-
ance. The Joint Economic Committee made no recommendation on the
President's amended budget request.



HousE BUDGET COMMITTEE RECOMMENDATIONS

Ceneral.-The committee recommends $116.0 billion in budget au-
thority and $109.6 billion in outlays for this function, an increase of
$7.2 billion in budget authority and $9.5 billion in outlays above the
fiscal year 1977 levels. This recommendation is a decrease of $4.1 bil-
lion in budget authority and $2.3 billion in outlays from the Presi-
dent's budget request and a decrease of $5.2 billion in budget authority
and $3.0 billion in outlays from the views and estimates of the House
committees.

The committee did not consider individual line items in its consid-
eration of the fiscal year 1978 budget request. Rather. it concentrated
on trends which are readily discernible when the budget is examined
in large aggregates such as personnel and compensation, purchases of
all types, and use of funds previously appropriated. In its delibera-
tions the committee was also guided by the knowledge that this is a
transition budget and that the new Administration is reviewing basic
assumptions regarding force structure and military strategy which
will undoubtedly affect future defense budgets.

Februan. 22 reductions.-The committee recommends an increase
of $500 million in budget authority and $200 million in outlays to the
budget request to allow for the probability that some of the more con-
troversial reductions made in the February 22, 1977 amendments will
be restored. There are also potential lepzislative initiatives and possibly
some legislative proposals made by the President which may be re-
jected. Specific items to be funded will be determined by the authori-
zation and appropriations committees. This addition will allow Con-
gress to act on these items within a reasonable budget constraint.

Personnel and compensation.-The committee believes that certain
reductions can be made in this budget without having an adverse effect
on forces or readiness. In recent years several studies and reports
addressing defense manpower policies and compensation have been
made, such as, the President's Panel on Federal Compensation, the
Defense Manpower Commission, the Third Quadrennial Review of
Military Compensation, studies by the Brookings Institution, the Con-
gressional Budget Office, congressional committees and individual
members. These studies and reports cpll for changes in the manRe-
ment of defense manpower, particularly in training, recruiting, mili-
tary turnover, retirement reform, salary system, and pay raises. The
Administration also indicates concern with these areps and plans to
establish a Presidential Commission to review the findings of the
Third Quadrennial Review of Military Compensation and provide
inden)endent recommendations to the President.

Defense payrolls have risen not only because of inflation and the
end of the draft, but also because of manpower policies. The CBO
estimates that by fiscal year 1985 payroll costs could be as much as $8
billion more than they are now, even if there is no inflation or increase
in military forces.

The committee notes that over the Inst. seven years the Department
has averaged about 14 percent reduction in pay raise costs throiiwh
absorption. A modest targvt of 10 percent would save $230 million
below current estimates. It also notes that the Administration is filling



only three of every four vacancies, and plans to establish revised
employment ceilings during April. It is expected that these ceilings
will be below the funded levels.

The committee recommendation reduces the budget request for per-
sonnel costs by less than 1 percent ($750 million in budget authority
and $600 million in outlays) to set a modest target which should be
easily attainable by implementing some of the recommendations made
in the various studies. Continued inaction by the Executive Branch
and Congress on this vital question will perpetuate the trend of increas-
ing manpower related costs and limit the funds available for equip-
ment modernization.

Inflation etimate.--Section 806 of the DOD Appropriation Au-
thorization Act 1977, (Public Law 94-361) directed the President
to include an allowance for inflation in the estimates for operation
and maintenance accounts in DOD for fiscal year 1978. This pro-
vision departs from previous practice and is an exception to the rule
which applies to all other agencies of the Federal Government.

The nature of operation and maintenance funding in DOD differs
from other agencies in that it involves large industrial type programs
extending beyond one year. Examples are ship overhauls, aircraft
repair and overhaul, and repair of mobile equipment such as tanks.
Purchases of spare parts through the stock fund are also somewhat
unique to DOD. However, of the total $1.1 billion included in the
operating accounts for inflation only $0.5 billion belongs in these two
categories. The remaining $0.6 billion involves expenses of the same
general nature as occur in other Government departments. As a matter
of overall budget policy, a provision for inflation is not allowed in esti-
mates to encourage managers to achieve efficiencies to offset the effect of
inflation. The committee considers this to be a reasonably effective
device for holding down the cost of government and therefore rec-
ommends deletion of $0.6 billion from the Defense budget. This would
provide a uniform policy for all similar activities within the federal
.-Overnment.

Unexpended balances.-The committee is distuirbed by the grow-
ing evidence that the Department of Defense is unable to execute its
budget as planned. For instance, in the fifteen month period covering
fiscal year 1976 and the transition quarter, the Department esti-
mated outlays for military functions to be $114.3 billion. Actual out-
lays were $109.9 billion, resulting in a shortfall of $1.4 billion. In
fiscal year 1977 actual outlays through the first four months were
S0.6 billion below planned levels.

Another indication is the growth in unobligated and unexpended
balances. Since fiscal year 1972 unobligated balances have increased
from $11.0 billion to an estimated $18.0 billion by the end of fiscal
year 1978. Under the full funding concept, which the committee
endorses, there are good reasons for higher unexpended balances based
on increased appropriations provided to the Department in the nast
few years. However, the balances have increased more than DOD
estimated. At the end of fiscal year 1976, the actual unexpended bal-
ance was $54.1 billion which is $2.5 billion more than estimated. For
fiscal year 1977 the current estimate is $62.4 billion which is $1.3 billion
more than previously estimated. Further evidence of inability to use



funds is reflected in the balances which are returned to the Treasury
as appropriations expire. In fiscal year 1974, $247 million was re-
turned, in fiscal year 1975, $521 million and in fiscal year 1976, $1,266
million.

The committee firmly believes that there are excess funds in the
amounts currently available to the Department which could be trans-
ferred, through the appropriations process, to offset the requirement
for new appropriations in fiscal year 1978. In total, the committee
estimates $1.3 billion in budget authority and $0.3 billion in outlays
can be made available in this manner.

Modernization and readiness.-Another concern to the committee
is the relationship between funding for the modernization of equip-
ment and the readiness of forces. The justification provided to the
committee over the past two years was based on the assumption that
investment funding would increase each year but that operation and
maintenance funding would not increase in constant dollars due to
increased reliability and maintainability of equipment and increased
efficiency. The committee has been skeptical of these assumptions and
the fiscal year 1978 budget which increases funds for maintenance
above the amount required for inflation enhances this skepticism.
Since this is a transition budget, the committee considers it prudent
to have a modest slowdown in the rate of increase in the investment
area until the new Administration has an opportunity to address
this question and devise a budget strategy which strikes a better
balance between modernization and readiness. Therefore, a reduction
of $1.0 billion in budget authority and $0.2 billion in outlays is
recommended.

Military assistance and ERDA.-The committee also recommends
a general reduction of $300 million in budget authority and $200
million in outlays from the combined level of funding for military
assistance programs and that portion of the National Defense Func-
tion which is administered by the Energy Research and Development
Agency. The committee recommendations assume full support for the
$550 million in budget authority for foreign military sales credits for
Israel.

The committee has also included a reestimate of budget authority
and outlays for the Foreign Military Sales Trust Fund which results
in a reduction of $0.5 billion in budget authority and $0.5 billion in
outlays. This reestimate does not affect funding for DOD programs.
It simply anticipates that the President's concern with the high level
of arms sales to foreign countries will result in a lower level of activity.

Legzliative saving.-The committee is recommending that Con-
gress take action on two items which require changes in legislation:
wage board pay reform and sales of strategic and critical materials
from the national stockpile.

The President has included an estimated savings of $167 million in
budget authority and $160 million in outlays in his budget on the as-
sumption that Congress will enact legislation which will restore the
comparability principle to wage board pay scales.

This is the second year the President has requested a substantive
change to the current wage board pay mechanism. The Rockefeller



Commission and the GAO have recommended major changes in the
legislation that governs pay of wage board workers which would
keep Federal blue-collar wages equal to average private sector wages.
These legislative changes would save an estimated $2.4 billion in
budget authority and outlays over the next five fiscal years. Accord-
ing to the Rockefeller Commission the current law causes "signifi-
cant departures from the local prevailing rate principle", which result
in "an unfair competitive advantage for the Federal Government,
and unjustifiable payroll costs".

The following table reflects the savings associated with the proposed
legislation to reform the wage board pay computation:

Fiscal year (dollars inmillions)Department of Defense
1978 1979 1980 1981 1982 Total

Budget authority ------------- 167 397 553 625 660 2.402
Outlays --------------------- 160 387 547 622 658 2.374

The present legislation governing wage board pay raises has resulted
in substantially higher increases for blue-collar workers than clasi-
fled general schedule and uniformed military personnel. The follow-
ing table reflects the pay raises for military, classified civil service and
wage board from fiscal year 1973 through the fiscal year 1978 budget
estimate:

Fiscal year (percentage)

1973-74 1974-75 1975-76 1976-77 Total

Military ............................. 8.4 7.0 5.2 5.7 26.3
Classified civil service .......... -,....,_ 6.3 5.8 5.1 6.3 23.5
Wage board --------------------------- 8.4 10.7 11.1 12.6 42.8

The committee feels that unless Congress can act on difficult prob-
lems like this where inequities exist, balancing the budget will become
an increasingly difficult task.

The second legislative issue involves sale of certain material from
the national stockpile. The January budget included receipts of $229
million from this source. The February amendments deleted this item
pending further study by the new Administration.

The committee recommends a reduction of $200 million in budget
authority and outlays through the sale of excess strategic material
during fiscal year 1978. This recommendation is based on evidence
provided by the Federal Preparedness Agency, and approved by the
National Security Council, that in planning for the levels of strategic
and critical materials under the most severe crisis situation, selected
quantities of materials are clearly in excess of our defense needs and
would not be required to support the industrial base of the United
States.

In September 1976. the National Security Council completed an
inter-azencv study, directed by the Federal Preparedness Agency,
which established new stockpile policy planning guidance.

86-160 0 - 77 - $



A significant portion of the present stockpile consists of materials
not required under that guidance., The study also recognized that for
some materials there are shortfalls between what is presently in the
stockpile and the requirements of the new policy guidance.

During the 94th Congress, hearings were held on this subject and
a bill (H.R. 1-5081) was reported out of committee which would have
authorized the sale of some material. It does not seem necessary for
the Congress to wait for the Administration to restudy the issue. The
committee considers the target of $200 million net sales as reasonable.

Tax expendit, reB.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individual

Military personnel:
Exclusion of benefits and allowances to Armed Forces pronnel ---------------- - 1,260
Exclusion of military disability pensions ---------------------------------- 115



FUNCTION 150: INTERNATIONAL AFFAIRS

Fiscal year 1978

New
sBudet entitlementIn millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ------- 10.293 7.847
House committee views and estimates (rounded) --- 10.400 --------------- 8,000
Committee recommendation --------------------- 9.543 -------------- 7,397

Difference over (+) under (-):
President's budget -------------------------- -750 -------------- -450
House committee views and estimates -------- -857 -------------- -- 603

DESCRIPTION OF FUNCTION

This function represents 1.6 percent of total outlays contained in
the committee recommendation for fiscal year 1978. Approximately
37 percent of the outlays requested by the President for this function
are available without current action by the Congress. Programs in
this function finance the foreign affairs establishment, including em-
bassies and other diplomatic missions abroad; sale of U.S. commodi-
ties under the Food for Peace programs; foreign aid loan and tech-
nical assistance activities in the less developed countries; security
supporting assistance, primarily to Israel and Egypt; and Export-
Import Bank activities.
Major Federal Program in this Fuwtion

Foreign Affairs
Foreign Aid
Food for Peace
Export Promotion
U.S. Contributions to International Financial Institutions

Major Federal Departments and Agencie8 in thi8 Function
Department of State
United States Information Agency
Agency for International Development
Department of Agriculture
Export-Import Bank
Department of Treasury

PRESENT'S BUDGET

The President's budget for these programs supports the grow-
ing cost of maintaining our foreign affairs establishment including
the construction of new embassies and other facilities abroad; in-
creased funding levels for multilateral development assistance, pri-
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marily as a result of the decision to participate in the fifth replenish-
ment of the International Development Association; a proposal to
participate in a multilateral balance of payments loan to Portugal:
the estimated export promotion activities of the Export-Import Bank:
and other foreign economic and financial assistance, including support
for the Middle East peace efforts at substantially the levels proposed
in the fiscal year 1977 request.

HoUsE COMMITrEE VIEWS AND ESTIMATES

The Committee on International Relations recommends net in-
creases over the President's request of $108 million in budget author-
ity and $137 million in outlays for this function in fiscal year 1978.
The increases are primarily for functional development assistance pro-
grams, contributions to international organizations, refugee assist-
ance, and for increased acquisition of properties under the foreign
buildings operations program. The International Relations Committee
does not support the President's request for $150 million in budget
authority to provide increased borrowing authority for the Overseas
Private Investment Corporation. The Agriculture Committee sup-
ports the President's estimates for the Food for Peace program. The
Committee on Banking, Finance and Urban Affairs supports the
President's estimates for International Financial Institutions and for
the Export-Import Bank.

The Appropriations Committee points out that Congress histori-
cally has made substantial cuts in the President's budget request for
foreign aid. However, it notes that, if the Congress continues support
for the Middle East peace proposals and the development assistance
initiatives it has helped to establish and continues to support funding
for the International Financial Institutions, the amount of future re-
ductions will probably decline since most of the funds requested in
fiscal year 1978 are for those areas.

House BuDo1r Corxnrrz RECOMMENDATIONS

The committee recommends funding levels for this function of $9.5
billion in budget authority and $7.4 billion in outlays. The recomi-
mended level assumes a reduction from the President's request for
this function of $750 million in budget authority and $450 million in
outlays, and a reduction of $857 million in budget authority and $603
million in outlays below the views and estimates of the House
committees.

The committee recommendations accept the Export-Import
Bank's most recent protection of its loan activities and the resulting
reductions of $500 million in budget authority and $350 million in
outlays; assume that the $150 million in budget authority to provide
increased borrowing authority for the Overseas Private Investment
Corporation will not be approved for fiscal year 1978; and assume
additional congressional reductions in the estimates for foreign assist-
ance of $100 million in budget authority and $100 million in outlays.

The committee recommendations assume full support for the $1,755
million in budget authority for security supporting assistance for the
Middle East and the Middle East special requirements funds.
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Taa, eapendit re.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Intnational financial programs:
Exclusion of income earned abroad by U.S. citizens ------------------------- 135
Deferral of income of domestic international sales corporations

(DISC) ---------------------------------------------- 1,190 ............
Deferral of income of controlled foreign corporations ---------- 410 ............
Special rate for Western Hemisphere trade corporations -------- --25 ...........



FUNCTION 250: GENERAL SCIENCE, SPACE AND
TECHNOLOGY

Fcal year 1978

New
sualet entitlement

In millions of dollars authority authority Outlays

President Carters budget (Feb. 22 revision) ------- 4.930 -------------- 4.737
House committee views and estimates (rounded) -- 5,000 -------------- 4.800
Committee recommendation --------------------- 4.930 -------------- 4,737

Difeence over (+) under (-):
President's budget --------------------------------------------------------------------
House committee views and estimates --------- -70 -------------- -63

DEscRimoN or FUNCTION

This function represents 1 percent of total outlays contained in the
committee recommendations for fiscal year 1978. Approximately 34
percent of the outlays requested by the President for this function are
available without current action by the Congress. This function in-
cludes space research and technology, general science, and basic re-
search not specifically covered by other functional areas, and epre-
sents nearly 20 percent of the total Federal research and development
outlays. The budgets for the National Science Foundation (NSF).
certain research programs of the Energy Research and Development
Administration (ERDA), a small Smithsonian Institution program,
and the National Aeronautics and Space Administration (NASA)
(except for aeronautical programs) are within this category.
Major Federal Programs in this Function

General Science and Basic Research (not primarily associated with
other functions)

Space Research, Technology, and Applications
Major Federal Departments and Agencies in this Function

Energy Research and Development Administration
National Science Foundation
National Aeronautics and Space Administration

PwESDENT'S BtUDEr

The President's budget recommended an increase of $434 million in
budget authority over the fiscal year 1977 level for the function. Al-
though a substantial portion of the increase was recommended to offset
the higher cost of current programs, there was a modest degree of real
growth overall. The recommended funding level for fiscal year 1978
continued the fiscal year 1977 budget policy of reversing the down-
ward trend in real resources allocated to these programs.
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HousE CoMMIrrEE VIEWS AND ESTIMATES

The Science and Technology Committee recommends a net in-
crease over the President's budget to accommodate several authoriza-
tions under its jurisdiction. Among these were the annual authoriza-
tions for the National Aeronautical and Space Administration, the
National Science Foundation, the Energy Research and Development
Administration, and for authorizations related to climate and weather
research and to earthquake hazards reduction. The Appropriations
Committee in its report indicates that "ultimate action taken in the
fiscal year 1978 budget request for NASA, NSF, and other activities
carried in this functional category will be within the budget".

HousE BuDGrr Comrrrm RECOMMENDATIONS

The committee recommendation provides $4,930 million in budget
authority and $4,737 million in outlays for this function. These
amounts are consistent with the President's budget. The committee
recommendation supports the budget policy of renewed emphasis on
Federal support of science and technology. Innovation and produc-
tivity through research are critical to continued growth of the economy
as well as to a strong competitive position in world markets. The com-
mittee assumes that initiatives recommended by House committees
can be funded within overall totals for this functional category.



FUNCTION 300: NATURAL RESOURCES, ENVIRONMENT,
AND ENERGY

Fiscal year 1978

New
l fBuloet entitlement

In millions of dollars authonty authority Outlays

President Carter's budget (Feb. 22 revision) ....... 20.462 --------------- 20.504
House committee views and estimates (rounded).. _ 31.700 -------------- 26.200
Committee recommendation --------------------- 20.950 -------------- 20 677

Difference over (+) wider (-):
President's dgeL ------------------------- + 488 -------------- +173
House committee views and estimates --------- -10,750 -------------- -5523

DEsCRwrIoN OF FUNCTION

This function represents less than 5 percent of total outlays con-
tained in the committee's recommendation for fiscal year 1978. Ap-
proximately 51 percent of the outlays requested by the President for
this function are available without current action by the Congress.
Programs in this function are primarily designed to develop, man-
age, and maintain the Nation's natural resources and environment and
to promote conservation and development of energy resources. Over
the last five years, outlays in this function have risen sharply, reflect-
ing substantial increases in spending for activities related to the na-
tional goals of increasing energy security and enhancing the environ-
ment.
Mako Federal Prograrr8 in thi, Function

Natural Resources Mkanagement Development, and Conservation
Water Resources and Power Programs
Sewage Treatment Plant Construction Grant Program
Energy R. & D. Programs
Management and Acquisition of the National Parks
Implementation of National Environmental Programs
Development, Regulation, and Conservation of Energy and Minerals
Management and Preservation of the Public Lands

Major Federal Department8 and Agencies in thigh Function
Department of the Interior
Department of Agriculture
Department of Commerce
Army Corps of Engineers
Environmental Protection Agency
Federal Energy Administration
Energy Research and Development Administration



PRESIDENT'S BUDGET

The President's budget proposes $20.5 billion in budget authority
and outlays; this is a 16 percent increase in outlays over fiscal'year
1977. It includes significant increases for energy programs, with par-
ticular emphasis on an accelerated Strategic Petroleum Reserve pro-
gram, and on energy conservation programs. The budget significantly
deemphasizes nuclear fusion and fission technologies. It also proposes
to increase ERDA's charges for providing uranium enrichment serv-
ices. For environmental programs, the budget includes $4.5 billion in
budget authority, as well as significant outlay increases from prior
year budget authority, for the EPA sewage treatment plant construe-
tion grant program, and varied increases for other pollution control
and abatement programs. For water resources programs, the budget
proposes to delete the funding for nineteen water resources projects
on the grounds that they may be environmentally and economically
unsound; it also provides for no new starts. The budget also proposes
a five-year program to significantly upgrade parks and wildlife
refuges.

HOUSE CommiTIEr, VIEws AND ESTIMATES

Eleven House Committees have jurisdiction over the different pro-
grams in this function; these committees recommended increases for
these programs that totaled $11.2 billion in budget authority and $5.7
billion in outlays above the President's budget,

The committees' recommendations included, for example, the fol-
lowing increases above the President's budget: $575 million in budget
authority and $494 million in outlays for water resources programs;
$614 million in budget authority and $566 million in outlays for con-
servation planning and forestry programs $1,500 million in budget
authority and $440 million in outlays for tiie EPA sewage treatment
plant construction grant program; and $695 million in budget au-
thority and $556 million in outlays for ongoing energy programs. The
committees also recommended increases of over $7 billion in budget
authority and $3.4 billion in outlays for other new, and ongoing,
natural resources programs, including: major increases for new
energy programs and for funding contingencies related to the Stra-
tegic Petroleum Reserve program; major increases for section 206 (a),
and Public Law 94-369, EPA construction grant programs, as well
as for other pollution control and abatement programs; increases for
surface mining control, land and water conservation fund, and his-
toric preservation programs; as well as increases for several ocean
related programs.

HousE BtDET COMMITTEE RECOmMENDATIONS

The committee recommends $20.95 billion in budget authority and
$20.7 billion in outlays, $488 million in budget authority ad $163
million in outlays above the President's budget and $10,750 million
in budget authority and $5,523 million in outlays under the commit-
tee's views and estimates.



For all water resources programs-including those of the Bureau
of Reclamation, the Army Corps of Engineers, and the Soil Conserva-
tion Service, among others--the committee recommends an increase
of $360 million in budget authority and $320 million in outlays above
the Presidents budget. Although there may be legitimate reservations
with respect to some of these water resources projects, the committee
wishes to provide some flexibility to the Congress for adopting a mix
of restorations of deleted projects and new starts. The committee
strongly emphasizes the need for thorough Presidential consultation
with the Congress on these issues, while supporting an in-depth ex-
amination of the benefit-cost criteria which are now used to approve
these projects. Further, the committee feels that new projects
stars must be strictly controlled if budget control in the years ahead
is ever to be attained. There is not sufficient appreciation of the long-
term costs of these programs; as the January budget noted, its $2.5
billion request for ongoing programs--which included no new starts-
would entail another $20 billion in future year costs, before the proj-
ects were completed. The committee also recommends that the Con-
gress give serious consideration to enacting measures--such as that of
waterway user charges-to defray the costs of building and maintain-
ir these facilities.

The committee recommends increasing budget authority by $4.35
million and outlays by $410 million for conservation planning and for-
estry programs. the 'fiscal year 1978 cost of fighting forest fires is as-
sumed at the fiscal year 1977 level of $250 million. Additional funding
for forest resource planning and development is assumed at $125 mil-
lion over the President's budget. Programs for soil and water conserva-
tion are assumed to expand in line with prior year funding and a new
soil conservation planning act.

For EPA construction grant program allowances, the committee
recommends sufficient amounts to fund the President's request. The
committee also recommends that the Congress give careful considera-
tion to the program changes recommended by the President if pro-
gram costs are to be kept to a reasonable amount over the long term.
Unless such changes are adopted, the latest EPA "Needs Survey"
estimates that. program costs over the next decade would be about
$50 billion, higher than they. otherwise might be

For energy programs, the committee recommends an additional al-
lowance of $200 million in budget authority and $160 million in outlays.
However, the committee notes that program levels are more uncertain
than usual due to the Administration's forthcoming comprehensive
energy policy proposals. In view of the intense interest of the House
in these proposals, the committee further recommends that. the House
give these proposals full consideration in the context of the second
budget resolution later this year. The committee's recommendation
also assumes enactment of the Presidential proposal to increase
ERDA's charges for providing uranium enrichment services.

The committee recommends a $1 billion reduction in budget
authority and outays from the President's budget for the Strategic
Petroleum Reserve program. In doing so, the committee wants to
make it clear that it is fully supportive of the program's goals, and of
completing the Reserve in the most quickly feasible manner; the com-
mittee understands the vital role that the Reserve can play in enhanc-



ing the Nation's energy security. However, the committee feels that
anv or all of the factors involved in such an effort could easily have a
substantial adverse impact on the speed of the program's implementa-
tion. The remaining funding allowance for this program, over $2
billion in budget authority, should be sufficient to fund the accelerated
program proposed by the President over the near term. The commit-
tee further recommends that the House closely monitor the progress
of this program over the next six months, and make any necessary
adjustments in the context of the second budget resolution to ensure
that the program is implemented as quickly as possible.

The committee's recommendation also includes $493 million in
budget authority and $283 million in outlays in allowances for other
new, and ongoing programs, including: various polhltion control and
abatement programs; various energy programs; surface mining con-
trol, land and water conservation fund, and historic preservation
p rograms; and several coastal zone and aquaculture development re-
ated programs; among many other natural resources programs con-

tained in the committees' views and estimates. The committee does not
intend for this action to foreclose the further consideration of any
of the programs suggested to it by the various committees; instead,
the committee wishes to provide the House with a modest degree of
flexibility to fund those initiatives of highest priority.

Tax expendture8.-The tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Conservation and land management: Capital gains treatment of
certain timber income -------------------------------------- 325 100

Pollution control and abatement:
Exclusion of interest on State and local government pollution

control bonds ---------------------------------------- 220 100
Exclusion of payments in aid of construction of water and

sewage utilities ---------------------------------------- 10 --------------
5-year amortization on pollution control facilities ------------- -130 --------------

Energy:
Expensing of exploration and development costs -------------- 600 150
Excess of percentage over cost depletion --------------------- 1.060 300

Other natural resources: Capital gains treatment of royalties on
coal and iron ore ------------------------------------------ 20 50



FUNCTION 30: AGRICULTURE

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ------- 2. 729 -------------- 2.333
House committee views and estimates (rounded) -- 2, 900 410 5.800
Committee recommendation --------------------- 2, 153 410 2 880

Difference ova (+) under (-):
President's budget -------------------------- -576 +410 +547
House committee views and estimates --------- -747 -------------- -2, 920

DSCmrO or FUNCTrIN

This function represents less than 1 percent of total outlays con-
tained in the Chairman's recommendation for fiscal year 1978. Ap-
proximately 42 percent of the outlays requested by the President for
this function are available without current action by the Congress.
Programs in this function are designed to assist food producers,
provide market information and services, and support food research.
Stabilization programs include deficiency payments, disaster pay-
ments, product purchases, insurance, nonrecourse loans, and regular
loans for eligible commodities and farmers. Services include Depart-
ment of Agriculture administration, animal disease nrevention, dis-
tribution of market information, and numerous rmqulatory activities
Research provides for direct support of Federal biolo-re'al research
facilities; grants for state-supported facilities, and economic analysis.
Major Federal Programs in this Function

Price Support and Related Programs (Commodity Credit Corpo-
ration)

Federal Crop Insurance
FmHA Farm Loans
Research Programs
Extension Programs
Consumer Protection, Marketing and Regulatory Programs
Economic Intelligence

Major Federal Departments and Agenwies in this Fucwtion
Department of Agriculture

PRWmxs qr's BUrDo-

The President's budget proposes a 150 percent increase in budget
authority and 31 percent decrease in outlays for farm stabilization
programs and a 6 percent increase in budget authority and a 2 percent
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increase in outlays for agriculture research and services programs. The
increase in budget authority in the stabilization programs reflects
increased losses in fiscal year 1976 over fiscal year 1975 due to less
favorable international demand and weather. Outlay decreases for
the stabilization programs reflect new assumptions of favorable
weather, reduced international commodity loans, and minimal Ad-
milistrative changes in commodity programs. The remaining increase
relates principally to a new 5-year agriculture research expansion
pgra HousE CoMMIrrEE VIEWS AND EsTIrATES

The House Agriculture Committee recommends net additions of
$202 million in budget authority and a range of $1,667 to $3,528 mil-
lion in outlays over the President's budget. The additions include
increases for expanded commodity support of 1977 crops. Commodity
Credit Corporation reestimates and administrative changes, emer-
gency feed program, Federal Crop Insurance capital stock, grain

inspection amendments, agricultural research and other 'relatively
small new initiatives.

HOUSE BUDGET CoMMrrE RECOMMENDATIONS

The committee recommends $2,153 million in budget authority and
$2,880 in outlays, $576 million less in budget authority and $547 mil-
lion more in outlays than the President's budget requested and a re-
duction of $747 million in budget authority and $2,920 million in out-
lays below the House committee views andestimates.

The committee recommends reduced budget authority for the Com-
modity Credit Corporation because the spring supplemental appro-
priation restored $710 million in prior year losses that the President
previously projected for restoration in fiscal year 1978. Outlays for
the Commodity Credit Corporation are increased $460 million by the
committee to accommodate dairy price supports at higher levels, a rees-
timate of the rice program payments. and additional short-term export
loans. No legislative changes for 1977 crops are assumed.

The committee recommends increasing budget authority by $134
million and outlays by $87 million for increases in agricultural re-
search, crop insurance capital stock, and small increases for agricul-
tural services.

The increased outlays for the Commodity Credit Corporation may
still be underestimated by several hundred million dollars given the
size of additional potential costs from possible changes due to Ad-
ministrative decisions and the weather. The Administration is cur-
rently revising its estimates of these programs.

The committee is particularly concerned Phout the lona-rjne costs
of potential changes in agricultural commodity legislation. The costs
of new farm legislation introduced in this Congress reflects a signifi-
cant change in agriculture's budget priority for the next five years.
Larqe increases in the projected cost of farm programs, assuming nor-
mal weather must be carefully measured against other national needs.
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Tax eapenditure.-Tax expenditures identified by the Congre.
siona. Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations individuals

Farm income stabilization:
Capital gain treatment of certain ordinary income .......... 15 350

s of certain tal outlays ------------------------- 70 440
Deduiity of noncash patronage dividends and certain other

items of fum cooperatives ------------------------------- 490 -170



FUNCTION 400: COMMERCE AND TRANSPORTATION

Fiscal year 1978

New
Budqet entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) --------- 19,514 -------------- 20.093
House committee views and estimates (rounded) ----- 22.700 -------------- 21. 800
Committee recommendation --------------------- 20.569 -------------- 20,277

Difference over (+) under (-):
President's budget ------------------------- +1.055 -------------- -- 184
House committee views and estimates --------- -2. 131 -------------- -1.523

DEscRrrIoN OF FUNCTION

This function represents 4 percent of total outlays contained in the
committee recommendation for fiscal year 1978. Approximately 54
percent of the outlays are available without current action by the
Congress. This function, which is highly volatile from year to year
because many programs relate directly to economic conditions, pro-
vides for assistance to transportation and activities related to com-
merce and credit. The transportation programs include major grants-
in-aid to support state and local activities.
.Vajor Federal Programs in this Function

Highway Construction and Safety
Mass Transit
Railroad Assistance
Airways and Airports
Maritime Subsidies
Coast Guard
Mortgage Insurance Programs
Rural Housing Programs
Payments to the Postal Service
Small Business Assistance
Regulatory Agencies

Major Federal Departments and Agencies in this Function
Department of Transportation
Department of Commerce
Department of Housing and Urban Development: FHA and GNMA
Department of Agriculture: FmHA
Postal Service
Small Business Administration
NASA: Aeronautical Research
Regulatory Commissions



Pmzsmzrr's BuD-r

The President's budget requested $19,514 million in budget author-
ity and $20,093 million in outlays for this function.

The President's budget assumes that improved economic conditions
and a more stable mortgage market will make additional emergency
assistance to the housing mortgage market unnecessary, but reflects
the effects of commitment of funds made available during fiscal year
1977. Operations of the Federal Housing Administration s mortgage
insurance programs are expected to be significantly less than in fiscal
year 1977, again reflecting more stable housing-market conditions.
The revised budget anticipates repayment during 1977 of emergency
assistance provided in 1975 through the Federal Home Loan Bank
Board, an consequently lower offsetting receipts in 1978 from thki
source. The recent closing of a large bank insured by the Federal
Deposit Insurance Corporation will temporarily reduce the tradi-
tional net surplus from FDIC operations.

Payments to the postal service in fiscal year 1978 are requested to
fund existing commitments for public-service subsidies ($920 million)
and costs of phasing in higher postal rates to certain classes of mailer,
($776 million). Assistance to small business through the loan pro-
grams of the Small Business Administration is projected by the
President's estimates to require approximately $160 million less than
appropriated in fiscal year 1977.

Ground transportation programs are budgeted for significant in-
creases in the President's revised budget. Commitments in the Federal-
aid highway trust fund under appropriation-act limitation are esti-
mated at $7.5 billion durir.g fiscal year 1978. Increases in obligations
and outlays for mass transit programs are proposed and limitations
of the portion of transit formula grants that may be used for operat-
ing subsidies are not imposed. Significant increases in programs of
assistance to railroads are anticipated.

Outlays for air transportation programs would increase under-the
President's revised budget by over 10 percent and those for programs
of assistance to water transportation would increase by about 5 percent.
The President's budget requests enactment of legislation to permit
user charges to defray part of the cost of waterway improvements.

The revised budget also includes $166 million of budget authority
and outlays to fund payments by businesses in excess of tax liability
in connection with the overall tax proposals.

HOUSE COMiTTEE VIEws AND ESTIMATES

House committees recommended $3.2 billion in, budget authority
and $1.7 billion in outlays above the President's ievised budget for
additional funding and new initiatives.

Funding for a new National Consumer Cooperative Bank to provide
direct and guaranteed loans to qualifying cooperative enterprises was
recommended by the Banking. Finance and -Tiban Affairs CoM-
mittee. The. Small Business Committee and the Apiropriati6ns Com-
mittee recommended substantial additional funding -for the SBA
business loan and investment fund and the surety bond .uaranty
fund. Allocation of budget authority and outlays was recommended



by the Banking, Finance and Urban Affairs Committee in order to
permit returning the section 202 program of housing loans for the
elderly or handicapped to on-budget status during fiscal year 1978.

The Post Office and Civil Service Committee reported as unknown
the impact of legislation to be considered relating to the U.S. Postal
Service, pending completion of the report of the Commission on the
Postal Service, but endorsed the recommendation in the President's
revised budget to fund extended phasing-in of higher postal rates for
certain second-, third-, and fourth-class mailers.

Other views and estimates relating to programs other than trans-
portation for several smaller initiatives total $59 million. The House
Ways and Means Committee recommended rejection of the proposal
for $166 million to fund payments in excess of tax liabilities by
businesses.

For ground transportation programs. the Public Works and Trans-
portation Committee recommended addition of $300 million in budget
authority and $175 million outlays for a variety of highway programs
funded through appropriations. This committee also recommended
S211 million in budget authority and $254 million in outlays over the
President's revised budget for urban mass transportation programs.
The District of Columbia Committee recommends recognition of the
contingency of $536 million for additional capital funding of the
MNETRO system and $29 million for the interest payments on guar-
anteed WMATA bonds. The Interstate and Foreign Commerce Com-
mittee, endorsing agreed schedules of funding for railroad-assistance
programs, recommended addition of $137 million in budget authority
and $9 million in outlays for programs under their jurisdiction.

The Public Works and Transportation Committee recommends
$267 million in budget authority and $12 million in outlays to finance
legislation for assistance in meeting the costs of retrofit to existing
iet aircraft, other noise-abatement efforts, and to increase obligations
for facilities and equipment within the airport and airways trust
fund to the statutory minimum of $250 million. The Science and Tech-
nology Committee recommends $57 million of budget authority for
aeronautical research, development and supporting activities.

The Merchant Marine and Fisheries Committee recommends addi-
tion of $82 million in budget authority and $12 million in outlays
for the Coast Guard, primarily for capital expenditures. The Com-
mittee also recommends additional funds for the Merchant Marine
academy and for Great Lakes shipping development.

House. BUDGEr CoxMITTrE RcOmMENDATIONS

The committee concurs in the recommendation of the Ways and
Means Committee that $166 million be removed from the President's
budget estimates for the proposed payments in excess of tax liabilities
of businesses, inasmuch as legislation already passed by the House
eliminates this aspect of the President's tax proposals.

The committee believes that legislation to establish a new consumer
cooperative bank is not likely to be enacted in sufficient time to require
specific allocation of finds within the function. However, the Com-
mittee has provided sufficient funds within the functional totals for
expansion of the programs of the Small Business Administration as

86-160 0 - 7 -'
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recommended by the Small Business Committee and the Appropria-
tions Committee.

The committee observes that the forthcoming recommendations of
the Commission on the Postal Service may result in legislation which
could increase Federal subsidies to the postal service; however, since
the recommendations and the possible legislative provisions are un-
known, no allowance is made within the amounts provided in the rec-
ommended resolution.

The committee provides $750 million in budget authority and $300
million in estimated outlays for programs of assistance to transporta-
tion. to be selectively employed among the ground, air, and water
modes as subsequent Congressional actions may dictate.

Ta, expendtures.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Mortpge credit and thrift insurance:
Exemption of credit union income -------------------------- 185 --------------
Excess bad debt reserves of financial institutions -------------- 645 ............
Deductibility of mortgage interest on owner-occupied homes ----------------- 6.030
Deductibility of property tax on owner-occupied homes ---------------------- 4.995
Deductibility of interest on consumer credit ------------------------------- 2.565
Deferral of capital gains on home sales ----------------------------------- 935

Other advancement and regulation of commerce:
Dividend exclusion -----..---------------------------------------------- 425
Corporate surtax exemption ------------------------------ 4.250 ............
Capital gains (other than farming, timber, iron ore and coal)___ 550 7,360
Capital gains at death -------------------------------------------------- 8.120
Deprecation on rental housing in excess of straight line ------- 100 425
Deprecation on buildings (other than rental housing) in excess

straight line ---------------------------------------- 200 175
Expensing of research and development expenditures ----------- 1,450 30
Exclusion of interest on State and local industrial development

bonds ----------------------------------------------- 235 110
Excess first-year depreciation ..----------------------------- 45 145
Expensing of construction period interest and taxes ----------- 500 140
Investment credit ---------------------------------------- 9.670 2.205
Asset depreciation range ---------------------------------- 1, 825 195

Ground transportation:
5-year amortization on railroad rolling stock ----------------- -40 ..........
Deductibility of nonbusinen State gasoline taxes --------------------------- 880

Water transportation: Deferral of tax on shipping companies -------- ---70..........



FUNCTION 450: COMMUNITY AND REGIONAL
DEVELOPMENT

Fiscal year 1978

New
Bud et entitlement

In millions oF dollars authority authority Outlays

President Carter's budget (Feb. 22 revison) 9,437 -------------- 10, 101
House committee views and estimates (rounded) .... 9,700 -------------- 11.700
Committee recommendation --------------------- 8.237 -------------- 10,926

Differece over under (-):
President's budget----------------------- -1.200 -------------- +825
Hoe committee views and estimates --------- -1,463 -------------- -774

DESCRaTmO OF FUNCTION

This function represents 2 percent of total outlays contained in the
Committee's recommendation for fiscal year 1978. Approximately 70
percent of the outlays requested by the President for this function
are available without current action :by the Congress. During thepast
5 years, the function has ranged between 1 percent and 2 percent of
the federal budget. Nearly all of the function requires current action
by the Congress. Community Development Block Grants and Ac-
celerated Public Works account for approximately 60 percent of the
outlays in this function. The balance oftfe function is made up of a
wide variety of small urban and rural development grant programs.
Major Federal Programs in thii Function

Community Development Block Grants
Rural Water and Waste Disposal Grants
Community Services Program
Economic Development Assistance
Accelerated Public Works
Appalachian Regional Programs
Indian Programs
Disaster Relief
Flood Insurance

Major Federal Department8 and Agencies in this Function
Department of Housing and Urban Development
Department of Agriculture: FmHA
Department of Commerce: EDA
Department of Interior: BIA
Small Business Administration
Community Services Administration
ACTION
District of Columbia



PRESmENT'S BuDGET

The President's budget proposes $9,437 million in budget authority
and $10,101 million in outlays in this function. The President recom-
mends $4 billion for Community Development Block Grants, an in-
crease of $750 million from fiscal year 1977. The President also pro-
poses $2 billion in additional funding for Accelerated Public Works.
For a number of the state and local government grant-in-aid programs
in this function, the President proposes a reduction of nearly $375
million in budget authority below fiscal year 1977 levels. The Presi-
dent also requests $150 million for Disaster Relief Assistance, $150
million below the level already appropriated during fiscal year 1977.

HorsE CoMxrrrFz VIEWS AND ESTrxATEs

The Agriculture Committee requests $286 million in budget author-
ity and $231 million in outlays for full funding of the various Farmers
Home Administration programs in this function. The Appropriations
Committee suggests an additional $24 million budget authority and
$14 million in outlays for these programs. The Banking, Finance and
Urban Affairs Committee supports the President's increase for Com-
munity Development Block Grants. The Banking Committee also
suggests that $78 million in budget authority and $54 million in out-
lays are needed for HUD's Comprehensive Planning Grants and Re-
habilitation Loans, while the Appropriations Committee comments
that it may approve less than the President has requested for these two
programs. The Education and Labor Committee requests an additional
$408 million in budget authority and $317 million in outlays for
ACTION and CSA. The District of Columbia Committee recommends
$20 million for liquidation of the bonds on RFK Stadium. The Appro-
priation Committee also notes that a $20 million request to begin con-
struction of a D.C. Convention Center is anticipated.

The Interior Committee suggests $14 million in budget authority
for the BIA Indian Business Development Loan program not ex-
tended in the President's budget.. The Public Works Committee re-
quests $1,040 million in budget authority and $543 million in outlays
for full funding of -the regular EDA programs, of the Appalachian
Regional Commission, and of the Regional Development Program; the
Appropriations Committee suggests restoring these 'programs to
current levels. The Public Works and Appropriations Committees both
recommend deleting the President's request for an additional $2 bil-
lion for Accelerated Public Works. The Ways and Means Committee
requests an increase of $16 million in budget authority and $15 million
in outlays for Trade Adjustment Assistance for Firms, an activity sub-
sumed under the overall funding level for EDA.

The Small Business Committee and the Appropriations Committees
both recommend increasing the SBA Disaster Loan program above the
President's request by $193 million in budget authority and $98 million
in outlays. Finally, the Aqppropriations Committee comments that the
President's request for Disaster Relief Assistance is in a range of
$100-$200 million below the level that is likely to be needed.



HOUSE BuDGr CoMMITTE RECOMMENDATIONS

The committee recommends $8,237 million in budget authority and
$10,926 million in outlays for this function, a decrease of $1,200 mil-
lion in budget authority and an increase of $825 million in outlays
above the President's budget, and a decrease of $1,463 million in budget
authority and $774 million in outlays below the House committee views;
and estimates.

The committee supports the President's request of $4 billion for
Community Development Block Grants. The committee's recommen-
dation deletes the additional $2 billion requested by the President for
Accelerated Public Works to account for the action Congress is ex-
pected to take shortly in approving in fiscal year 1977 the full $4 billion
requested for this program by the President over both fiscal years 1977
and 1978.

The committee recommends providing approximately $375 million
in budget authority and $340 million in outlays above -the President's
budget to restore the various categorical programs in this function to
their fiscal year 1977 levels, including the Community Services Admin-
istration, HUD's Rehabilitation Loans, EDA's regular programs, SBA
disaster loans, and the various Farmers Home Administration rural
development grant programs. In addition, the committee recommends
an additional allowance of $425 million in budget authority and $205
million in outlays to accommodate possible congressional action on the
remaining requests of House committees of approximately $1,900 mil-
lion in budget authority and $1,100 million in outlays. This allowance
includes at least $25 million in budget authority and outlays for Titles
I and V of the Pul-lic Works and Economic Development Act.

Tax expenditure.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Community development:
5-year amortization for housing rehabilitation ---------------- 5 10
Tax incentives for preservation of historic structures --- -(-) ()

ILess than $2.500A00.



FUNCTION 500: EDUCATION, TRAINING, EMPLOYMENT,
AND SOCIAL SERVICES

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ------- 26.679 200 26.473
House committee views and estimates (rounded).-. 29,900 482 31.500
Committee recommendation --------------------- 22739 466 27.756

Difference over (+) under (-):
Presidents budget ------------------------- -3.940 +266 +1,283
House committee views and estimates --------- -7.161 -16 -3.744

DmscRir-o- OF FNCToz

This function represents 6 percent of total outlays contained in the
committee's recommendation for fiscal year 1978. Approximately 47
percent of the outlays requested by the President for this function are
available without current action by Vhe Congress. This function in-
cludes programs designed to promote the general extension of knowl-
edge and skills and to assist individuals to become self-supporting
members of society: child development, elementary, secondary, voca-
tional, and -higher education programs; employment and training and
public service employment programs; and grants to States for gen-
eral social services and rehabilitation services. Funds in this function
may 'be made available as income support directly related to training
or education: cash payments (scholarships, loans, or stipends) to per-
sons to enable them to participate in education or training programs;
grants to States, local governments, Indian tribes, or pubi c and pri-
vate institutions to operate local educational, employment training, or
social service programs; and direct research and departmental man-
agement expenditures.

Major Federal Programs in this Function
Financial Assistance for Elementary and Secondary Education
Occupational, Vo~ational and Adult Education
Basic Educational Opportunity Grants (BEOGS)
Other Higher Education Programs
Comprehensive Employment and Training Assistance (CETA)
Social Service Grants to States (Title XX)
Rehabilitative and Developmental Disabilities Services

Major Federal Departments and Agencies in this Function
Department of Health, Education, and Welfare
Department of Labor
Department of Interior
Department of Treasury

(50)



PRESIDENT'S BuDoT

The President's budget proposes $26,679 million in budget author-
itv and $26,473 million in outlays for education, training, employ-
nient, and social service programs.

The budget proposes $10,817 million in budget authority and $10,124
million in outlays for all education programs. It. proposes reductions
of $755 million in budget authority and $400 million in outlays below
the' fiscal year 1978 current policy estimate for Impact Aid and the
National Direct Student Loan program. The President's proposal also
would eliminate the higher education trigger provision, enacted in fis-
cal year 1977, which could provide an automatic appropriation increase
to three community service, reconstruction and facilities expansion
programs.

The budget also proposes specific education increases of over $1 bil-
lion. Included is a $350 million increase for Title I Grants for the Dis-
advantaged and a $472 million increase to fund the Basic Educational
Opportunity Grants program at a higher maximum grant level.

The President's budget includes $11,612 million in budget authority
and $12,114 million in outlays for training and employment and other
labor services. In the employment area, the President's budget gives
priority to public service employment and special target groups. The
President requests funds to support an increase to 725,000 public jobs
from the 600,000 anticipated at the end of fiscal year 1977. The budget
includes essentially level funding for WIN, summer youth (one million
jobs) and CETA Title I emlployment and training. The President pro-
poses major new initiatives for youth, veterans, and other special tar-
get groups in both fiqcal year 1977 and fiscal year 1978. Much of the
$1.5 billion in budget authority for CETA Title III (national pro-
grams for special target groups) and Title IV (Job Corps), proposed
as a fiscal year 1977 supplemental, will spend out in fiscal year 1978.
Additionally, the Pisident requests nearly $1.7 billion in budget au-
thority for these programs in fiscal year 1978. Finally, the President
proposes $23 million for Community Service Employment, for Older
Americans, well below the $150 million included in the Third Resolu-
tion for fiscal year 1977.

The President requests $4,257 million in budget authority' and
S4,241 million in outlays for social service programs. These amounts
include $200 million in budget authority and outlays for day-care
services under Title XX (an extension of the $200 million provided in
fiscal year 1977 for such purposes). The President requests $20 million
in budget authority and outlays for proposed Allied Services legis-
lation. The overall request incudes an increase of approximately $50
million in budget authority above amounts appropriated for fiscal
year 1977.

HOUSE CO-MxrrEE VIEws AND ESTIMATES

The Education and Labor Committee's views and estimates total
$4.8 billion in budget authority and $1.2 billion in outlays above
amounts requested by the President for education programs. The com-
mittee supports funding of most education programs at their full
authorization level.

The Education and Labor Committee recommends approximately
$3.8 billion in budget authority and $3.5 billion in outlays above the



President's budget for jobs and training programs-including in-
creases for WIN, CETA Title I. Older Americans Community Serv-
ice Employment, 1.1 million public service jobs, a new youth ,program.
and related programs.

The Banking, Finance, and Urban Affairs Committee recommends
Sl00 million in budget authority and $40 million in outlays for the
Hiunian Resources Development Act.

The Education and Labor Committee recommends increases of
about $100 million in budget authority and outlays for vocational re-
habilitation and aging programs. No committee endorsed the Allied
Services legislation.

The Ways and Means Committee concurs with the President'srequest
to extend the $200 million add-on to Title XX for day care. The com-
mittee recommends the inclusion of $16 million in budget authority
for a Title XX entitlement for Puerto Rico, Guam, and the Virgin
Islands. The Committee also proposes to convert the child welfare
services in Title IV-B of the Social Security Act. for which the Pres-
ident requested $56.5 -million, into an entitlement for related purposes
with funding of $266 million.

HOUSE BUDGET COMMIIIEE RECOMMENDATIONS

Budget authority of $12,077 million and outlays of $10,921 million
are targeted for education programs. These amounts add $1,260 mil-
lion in budget authority and $797 million in outlays -above the Presi-
dent's request. Included are outlays of $252 million for the fiscal year
1977 forward-funded National Direct Student Loan program pro-
posed for elimination by the President but expected to be restored by
Congress in the fiscal year 1977 spring supplemental.

The committee believes that certain portions of Impact Aid-Part
B, low-rent public housing, and the hold-harmless provisions-produce
distributions of Federal education aid which are not rationally related
to the educational needs of school districts receiving those funds. The
committee recommends, therefore, that these components of Impact
Aid be replaced by a more rational and equitable program of Fedeial
aid for eleonentary and secondary education. $200 million in con-
tingency budget authority is provided to allow the Congress to formu-
late and provide forward funding for such a program. This will
permit the replacement of Impact Aid to begin in fiscal 1979. If
legislative action has not been initiated with regard to this matter by
the time the committee considers the Second Resolution for fiscal year
1978, the committee does not intend to include the $200 million in its
recommendations..

Budget authority of $12,077 million and outlays of $10,921 million
reflect the committee's recommendation to provide funding increases
for Title I grants for the Disadvantaged, the necessary increase to
fund Basic Educational Opportunity Grants at a higher maximum
grant level in accordance with fiscal year 1978 provisions in the Higher
Education Amendments of 1976, and higher funding in the amount of
$150 million for Headstart and $255 million for Handicapped
programs.

The committee rejected the President's proposal to eliminate the
fiscal year 1978 capital contribution to the National Direct Student
Loan program.



The committee recommends essentially the President's approach
for jobs and training programs The committee assumes the Presi-
dent's 725,000 public service jobs level. Funding for these jobs is
expected in the fiscal year 1977 stimulus supplemental, thus accounting
for the large decrease in budget authority compared to the President's
request.
The committee does not recommend a higher public service jobs

level than that proposed by the President in recognition of the magni-
tude of the Department of Labor's and local prime sponsor's total
stunulus program effort. The Under Secretary of Labor testified at
'omnittee hearings that with the new youth and veterans initiatives
and the rapid expansion of Job Corps, the 725,000 jobs level is as high
as can be achieved while maintaining well-controlled, quality
programs.

The committee does not include forward funding for the fiscal year
1979 public service employment (PSE) program for the following
reasons:

The CETA authorization expires at the end of fiscal year 1977.
A simple one-year extension, as urged by the Labor Department,
seems likely, thus leaving key decisions about broader program
change until the reauthorization for fiscal year 1979 and beyond is
considered.

The Under Secretary of Labor testified to "the President's
intention that future levels of funding of the counter-cyclical
PSE program be related to the pace of the recovery. The Admin-
istration is committed to a continuation of the counter-cyclical
PSE program in fiscal year 1979. Any future legislation that
carries the program beyond fiscal year 1978, however, must contain
mechanisms that adjust the level of funding to the level of
unemployment as the economy recovers. ' ;

As the overall unemployment rate declines, it may be appro-
priate to change the funding mix for jobs and training programs
to de-emphasize direct employment and to give greater priority
to training.

Neither the authorizing nor appropriations committee recom-
mended forward funding.

Unlike this year, when a rapid job expansion was planned both
in the current year (fiscal year 1977) and the next, and the fiscal
year for which forward funding was planned was close at hand,
fiscal year 1979 is 18 months away and there is great uncertainty
as to whether another mpid expansion is appropriate. Prime spon-
sors most need advance planning time when major policy shifts are
contemplated. Prime sponors should have adequate time to plan
their fiscal year 1979 PSE programs during tie regular appro-
priations cycle.

Outlays of $130 million above the President's request are included
to reflect the spend-out of funds provided in the House-passed stimulus
supplemental for Older Americans Community Service Employment
and the Job Opportunities Program.

The committee totals include amounts to raise Older Americans
jobs to the full authorization level of $200 million, plus $55 million
in budget authority and outlays for new initiatives or higher amounts
for existing programs.



The committee notes its concern for the continuing problem of
youth unemployment. The estimate of the jobs and training outlays
for youth in this function is $4.4 billion.

The committee's totals include a $50 million increase for general
social service authorization programs above amounts requested by
the President. Also included is the $200 million increase requested
by the President for Title XX, plus $266 million in new entitlement
authority for child welfare service funded under the Social Secu-
rity Act. No funds are included for Allied Services legislation re-
quested by the President because no committee endorsed the legisla-
tion this year, and because the Congress has not acted on this proposal
for the past several years.

Tax expenditures.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Higher education:
Exclusion of scholarship and fellowship income ----------------------------- 285
Parental personal exemption for students age 19 or over --------------------- 770
Deductibility of charitable contributions (education) ---------- 240 565

Training and employment:
Credit for child. and dependent.careepenses .............................. 870
Deduction for eliminating barriers for the handicapped --------- --10 ..........
5-year amortization on child.carm facilities ------------.. . -------- () ----------
Credit for employment of AFDC recipients and public assistance

recipients under work incentive programs ---------------- 15 --------------
Other labor services:

Exclusion of employee meals and lodging (other than military) ----------------- 350
Maximum tax on personal service income ................................. 855
Exclusion of contributions to prepaid legal services plans -------------------- 10
Investment credit for ESOP's ------------------------------ 255 .............

Social services: Deductibility of charitable contributions to other
than education and health --------------------------------- 295 4,510

1 Less than 92.500.000.



FUNCTION 550: HEALTH

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) -------- 47,847 -624 44.485
House committee views and estimates (rounded) 49,100 -13 45,500
Committee recommendation --------------------- 47,685 -388 44,238

Difference over (+) under (-):
President's budget ------------------------- -162 +236 -247
House committee views and estimates --------- - , -415 -375 -1.262
House committee views and estimates adjusted

For reestimates --------------------------- -845 -375 -921

DESCRn-riON OF FUNCTO_,

This function includes over 9 percent of the total outlays recom-
mended by the committee. Approximately 57 percent of the outlays
recommended by the committee are available without current action by
the Congress. The major purpose of the function is to promote the
physical and mental health of the population. Programs include
financing of medical care for aged, poor, and disabled persons;
provision of health care for certain population groups, such as Ameri-
can Indians and merchant seamen; and grants to States, localities
and community groups to support health services programs. The func-
tion also includes research into the causes and cure of disease; promo-
tion of consumer and occupational health and safety; training support
for health workers and researchers; construction of health training
and health care facilities; and food, drug, and other product safety
and inspection programs.
Major Federal Programs in this Function

Health Insurance for the Aged and Disabled (Medicare)
Grants to States for Medical Assistance Programs (Medicaid)
National Institutes of Health
Alcoholism, Drug Abuse and Mental Health Research, Training

and Services
Health Resources Development
Health Services to Designated Population Groups
Disease Prevention and Control

Major Federal Departments and Agencies in this Function
Department of Health, Education, and Welfare
Department of Labor
Civil Service Commission
Department of Agriculture: Animal and Plant Health Inspection
Department of the Interior: Mine Enforcement and Safety Program

(55)



IESI WENT'S BUDGET

The President's budget proposes $47,847 million in budget authority
and $44,485 million in outlays for health programs.

The President's request includes several major legislative proposals
affecting the Medicare and Medicaid programs:

(a) Hoapital revenue controli.-The President intends to propose
legislation to authorize the Federal Government to set limits on in-
creases in revenue received by hospitals from all sources--Federal,
State and local governments insurance companies and private indi-
viduals. The Secretary of HEA would establish precise limits after
consultation with various health groups and individual& For pur-
poses of estimating the impact of the proposals, however, the budget
assumes a 9-percent limit on revenue increases with an additional
1 percent for exceptions. The 10-percent ceiling on revenues coin-
pares to an estimated 15-percent increase in fiscal year 1978 without
controls. The revenue ceiling would result in a reduction in Medicare
and Medicaid outlays of $823 million in fiscal year 1978. The proposal
also projects savings of $1 billion to insurance companies and private
individuals. The estimates of savings assume an implementation date
of October 1, 1977.

(b) SMI premium freeze.-The President intends to propose legis-
lation which would impose a fifteen-month freeze on further in-
creases in the enrollee's monthly premium for the Supplementary Med-
ical Insurance portion of the Medicare program. Under the freeze pro-
posal, the current premium of $7.20 per month would remain in effect
until October 1, 1978. Under current law the premium is scheduled to
increase to $7.70 on July 1, 1977 and increase an additional estimated
$0.40 on July 1, 1978. The freeze would reduce aggregate payments
by SMI enrollees by $38 million in the last quarter of fiscal year 1977
and $182 million in fiscal year 1978.

(c) Expanded reimbursement for clinica.-Under current law, out-
patient clinics must operate under the on-site supervision of a physi-
cian in order to receive Medicare reimbursements. The President in-
tends to propose legislation to modify this requirement for clinics in
areas where shortages of professional manpower make full-time physi-
cian supervision impossible. Such clinics would be reimbursed for the
cost of services provided by nurse practitioners and physician assist-
ants who work under the general supervision of a physician. The fiscal
year 1978 cost of the proposal is $25 million.

(d) Child Health Asse8sment Program (C!HAP).-The President
intends to propose, legislation which would replace the Early and
Periodic Screening, Diagonosis and Treatment (EPSDT) program
under Medicaid with a more broadly based comprehensive program
of health assessment and treatment for about 13.5 million poor chil-
dren (including 1.5 million needy children not covered by Medicaid)
from birth to age 21. The CHAP program would offer an incentive
to the States to provide services to the eligible population by provid-
ing an increased matching percentage for screening and treatment
services at comprehensive health care centers and other ambulatory



care settings. The CHAP proposal would cost an estimated $180 mil-
lion in fiscal year 1978.

For health programs other than Medicare and medicaid, the Presi-
dent's budget provides $7.3 billion in budget authority and $7.2 billion
in outlays. These totals include a relatively small number of program
increases over fiscal year 1977, almost entirely offset by reductions in
the programs that support physician and nurse training. The only new
initiative is a request for $35 million in budget authority to expand
programs which offer "alternatives to abortion." Programs which
would receive additional funding include family planning, pre- and
post-natal delivery programs, research in reproduction biology and
contraception, and sex education activities.

HoSE COMMITTEE VIEWS AND ESTIMATES

The Ways and Means and the Interstate and Foreign Commerce
Committees both endorse the goal of the President's proposal to limit
hospital cost increases. Both committees, however, feel that the Octo-
ber 1 implementation date is unrealistic. The committees project sav-
ings from legislation to limit hospital revenues at 75 percent of the
President's estimated savings based on an effective date for the legisla-
tion of January 1, 1978.

The Ways and Means Committee recommends rejecting the 15-
month freeze on SMI premium increases. Acceptance of the proposal
would result in a loss in Federal revenues of $220 million over the 15-
month period and $851 million over the next 5 years (because of the
lower base upon which future year adjustments would be calculated).
The Ways and Means Committee agrees with the President on the
need to reimburse certain clinics in either rural areas or in physician-
deficient areas for the services of physician extenders. Finally, the
committee recommends a net increase of $1 million in Medicare re-
sulting from a number of committee initiatives involving improve-
ments in the end-stage renal disease program, anti-fraud and abuse
amendments and miscellaneous benefit improvements.

The Interstate and Foreign Commerce (IFC) Committee recom-
mends inclusion of $180 million in the First Budget Resolution for
improvements in child health programs, "but without endorsement
of the (CHAP) ,proposal suggested 'by the Administration." The com-
mittee notes that it may finally determine that part of the child health
initiative should take place through health programs other than Medic-
aid. The IFC Committee also recommends the addition of $63 million
to the Medicaid program to cover anticipated committee initiatives
including continuation of 100 percent Federal funding for nursing
home inspectors, mandating Medicaid services in rural health clinics,
broadening home health care benefits, and/or eliminating the ceiling
on Federal Medicaid expenditures for Puerto Rico, Guam and the
Virg;n Islands. The additional costs for these proposals would be
partially offset by estimated savings of $36 million resulting from a
committee initiative to impose tighter controls over clinical labora-
tory services under Medicaid.



For existing health programs other than Medicare and Medicaid,
the various committees with legislative jurisdiction recommend in-
creases totaling $672 million in budget authority and $478 million in
outlays above the President's request.

-The Interstate and Foreign Commerce Committee recommends an
increase of $527 million in budget authority and $400 million in
outlays to provide full funding for health manpower training pro-
grams, a 30-percent increase for health planning and a 15-percent
cost-of-living increase for all other health programs.

-The Interior and Insular Affairs Committee recommends $145 mil-
lion in budget authority and $78 million in outlays to fully fund
the Indian Health Care Improvement Act enacted in 1976.

An additional $381 to $606 million in budget authority and outlays
is proposed by the committees to finance new legislative initiatives:

-The Post Office and Civil Service Committee is considering two
proposals for revision in the method of computing the employee's
share of Federal Employee Health Benefits premiums. The revi-
sions would increase costs to the Federal Government in amounts
ranging from $150 to $375 million in budget authority and outlays.

-The District of Columbia Committee recommends $194 million in
budget authority and outlays for construction and renovation of
St. Elizabeth's Hospital in connection with its transfer from HEW
to the District of Columbia.

-The Government Operations Committee recommends $15 million
in budget authority and outlays to fund the proposed Agency for
Consumer Protection.

-The Education and Labor Committee -recommends $22 million in
budget authority and outlays to fund legislation transferring mine
safety functions from Interior to the Labor Department.

The Appropriations Committee report notes that "it appears in-
evitable that additional funds will be provided" for manpower train-
ing, biomedical research and health care services above the President's
request. Specifically, the committee indicates that the reduction in
nurse training funds will receive a "chilly reception." In addition, the
iReport suggests increased support for food, drug, animal and plant
inspection activities and the Indian health programs to fund recently
enacted legislation.

HousE BUDGET CoMMTrrEE RECOMME.-DATIONS

Genera.-The committee recommends $47.7 billion in budget au-
thority and $44.2 billion in outlays for the Health Function. These
totals are $162 million in budget authority and $247 million in out-
lays below the President's request. The President's budget and the
Budget Committee recommendations for fiscal year 1978 compare as
follows:
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TABLE 1.-COMPARISON OF PRESIDENT'S BUDGET (REVISED) AND
COMMITTEE RECOMMENDATIONS

[In millions of dollars]

Budget Comi ittee
recommendations

Bud;qt
authority Outlays

Medicare. current law estimate- 28.674 26,081 28,435 25,782
Proposed leislation:

Limit on hospital revenues. -10 -695 -10 -520
SMI premium freeze -------- +36 ------------..................
Reimbursement for clinics -------------- +25 ---------- +25
Miscellaneous improvemepts

(net) ------------------------------------------------- +1

Subtotal ---------------- 28,700 25,411 28,425 25,288

Medicaid current law estimate. 11.816 11,816 11,469
Proposed legisation:

Limit on hospital revenues.. -134 -134 -101
Child health assessment

program -------------- +180 +180 +180
Miscellaneous improvements

(net) --------------------------------------- +27

11,469

Difference

Budget
authority Outlays

-239 -299

---------- + 175
-36

-275 -123

-347 -347

-101 +33, +33

+180 --

+27 +27 +27

Subtotal_ . . . -------- r, 11,862 11,862 11,575 11,575 -287 -287

Discretionary health programs:
Health care services ------
Health research and educa.

tion ---------------------
Prevention and control of

health problems --------
Health 'planning and con-

struction -------------
Offsetti receipts (-) ....

2,639 2,448 ............. -------------

3, 148 3,150 ----- ------------------------------
1.1 17 1,117 ----------------------------------------

388 505 ---- -------------- :-------......... ...
-8 -8 -- --- --- -- --- --- -- --

Subtotal ...--- ---------. 7,285 7,212 7.685 7.375 +400 +163

Total ---------------- 47,847 44,485 47.685 44. 238 ,;-162 -247

Ho#pktaZ revemse control.-The committee recommends that the
totals for the Health function assume the enactment of revenue-
control legislation designed to curb the rate of increase in Medicare
and Medicaid outlays alongthe lines proposed by the President. The
recommendation assumes implementation by January 1, 1978, which
would result in savings of $111 million in budget authority and $621
million in outlays. Anticipated savings in fiscal year 1979 would ex-
ceed $1.4 billion. Over the period of 1978 to 1982, the legislation would
save over $13 billion in Medicare and Medicaid costs. The committee
urges the adoption of the President's proposal to place limits on in-
creases in hospital revenues from all sources, rather than just public
sources. Only in this way can real limitations on hospital cost in-
creases be achieved.

Program

1978 P! eaident's
budget revised

Budget
authority Outlays

----------



SMI premium freeze.-The committee recommends adoption of the
position taken by the Ways and Means Committee that the Presidents
proposal be rejected. An analysis of the proposal by the Congressional
Budget Office indicates that:

-Approximately 40 percent of the $220 million in lost premium
payments would benefit Medicare recipients with annual family
incomes of $10,000 or more.

-- Of the 6.7 million Medicare recipients with annual incomes of
$0"5,000, about two-thirds have their premiums paid for them
by the Medicaid program.

-The July 1977 premium of $7.70 per month represents only 3.1
percent of the average monthly cash benefit payment under the
Social Security program.

In short, the premium freeze would be a relatively inefficient means
of targeting assistance -to the low-income Medicare recipient. On the
other hand, it would result in substantial cumulative losses in revenue
to the Federal Government,

Reimburaement for clinic.-The committee accepts the recom-
mendation of the Ways and Means Committee to provide Medicare
payments to certain clinics in either rural or medically underserved
areas for the cost of services of physician extenders.

Child Health Assessment Program.-The committee accepts the
recommendation of -the Interstate and Foreign Commerce Committee
that $180 million be included in the totals for the Health Function for
an improved program of child health assessment and treatment. It
is clear from its Report that the IFC Committee is not convinced that
the Medicaid program is the proper vehicle for this effort. The Medic-
aid program has not demonstrated notable success to date in imple-
menting -the existing EPSDT program in the manner Congress in-
tended. The fear is that an expansion of EPSDT into CHAP will
simply result in higher Federal outlays without tangible result& The
Interstate and Foreign Commerce Committee might consider the al-
ternative approach of strengthening the existing EPSDT program by
increasing the matching percentage to the States without expanding
the program to an additional 1.5 million non-Medicaid children. The
funds thereby saved could be used to expand the community health and
migrant health centers as well as maternal and child health programs
to insure that comprehensive care can be provided in appropriate
settings.

Reestimates under current law.-The committee recommends re-
ductions in the President's estimates for the Medicare and Medicaid
programs under current law of $586 million in budget authority and

646 million in outlays. The lower estimates are based on slightly
lower rates of increase in physicians charges and nursing home costs
and lower-than-estimated utilization of other services.

Miscellaneous Medicare and Medicaid inprovements.-The com-
mittee accepts the recommendations of the Ways and Means and Inter-
state and Foreign Commerce Committees for miscellaneous legislative
initiatives affecting the Medicare and Medicaid programs.

The following table provides the estimated five-year cost. or savings
impact of the major legislative proposals endorsed by the Budget
Committee.
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TABLE 2.-FIVE-YEAR PROJECTIONS FOR MAJOR FISCAL YEAR 1978
LEGISLATIVE INITIATIVES RECOMMENDED BY BUDGET COMMITTEE

Revenue controls Clinic Clinical
e: ension, CHAPS. laboratories.

In millions of dollars Medicare Medicaid Medicare Medicaid Medicaid

1978 -------------------- ---- 520 -101 +25 +180 -36
1979 ----------------------- -1,200 -248 +34 +374 -50
1980 ----------------------- 2,020 -384 +40 +595 -60
1981 ----------------------- -2.980 -555 +47 +845 -70
1982 ------------- --------- -4.290 -774 +53 +1,128 -79

Cumulative 5-year total. -11.010 -2,062 +199 +3.122 -295

Discretionary Health program..--The committee's recommenda-
tion provides $7,685 million in budget authority and $7,400 million in
outlays for discretionary health programs. This amount is an increase
of $400 million in budget authority and $163 million in outlays above
the President's request.

The committee accepts the President's conclusion that the time has
arrived to reduce Federal support for manpower training programs.
The shortage of physicians and nurses that existed a decade ago has
been overcome by vigorous Federal support for construction of teach-
ing facilities and generous programs of student and institutional as-
sistance. Today, the principal problem is maldistribution of physicians
both geographically and in terms of medical specialities. The Presi-
dent's budget proposes to support activities designed to correct the
existing maldistributions through full scholarships for medical stu-
dents who agree to serve in medically underserved areas after gradua-
tion, and by expanding the development of primary care and family
practice residency programs in medical schools. Nurse training, pri-
marily an undergraduate program, would receive support from the
student assistance programs administered by the Office of Education.

The committee, however, provides for a slower rate of decline in
funding for physician and nurse training programs than does the
President. The committee's recommendation includes sufficient funds
to restore about half of the President's reduction, with the view that
Federal financial commitments to students now receiving training
should continue through graduation.

The committee would provide for the same level of biomedical re-
search as proposed by the President. An examination of the NIH
budget indicates that the proposed budget authority of $2.6 billion
will provide about the same number of new research projects starts
in fiscal year 1978 as in fiscal year 1977.

The committee also provides funds above the President's budPet
request to support programs which have as their objective either in-
creasing accessibility to health care services by persons now denied
adequate care or improving the economy and efficiency with which
health care is delivered. Some of the programs which improve accessi-
bility include community, migrant and mental health centers; emer-
gency medical services: the national health service corps and the na-
tional health service scholarship program. Programs designed to make



the system for delivering health care more efficient and effective in-
clude the Health Maintenance Organization program, Professional
Standards Review Organizations and health planning.

The committee's total provides for a 20-25 percent increase over
the President's request in budget authority and outlays for Indian
health programs. It is anticipated that the bulk of these funds would
be used to provide safe water and sanitation facilities on Indian
reservations.

The committee recommendation does not include funds for legisla-
tion which would increase the Federal share of the Federal Employee
Health Benefits premium. The modification in each employee's pre-
mium would be extremely small, while the aggregate cost to the Fed-
eral Government would be sizable.

The committee recommendation includes a portion of the funds
requested for the construction and renovation of St. Elizabeth's Hos-
pital. The Administration is now developing a plan for transfer of
the hospital to the District of Columbia. Total funding for construc-
tion and renovation should await congressional review of the plan.

The committee total provides for funding the proposed Consumer
Protection Agency and the proposed mine safety legislation.

Tax expenditure.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Health-care services:
Exclusion of employer contributions for medical insurance

premiums and medical care ---------.-------------------------------- 5.840
Deductibility of medical expenses ---------------------------------------- 2 870

Health research and education: Deductibility of charitable contri-
butions (health) --------------------------------------- 95 150



FUNCTION 600: INCOME SECURITY

Fiscal year 1978

New
Budget entitlement

In millions of dollars authorty authority Outlays

President Carter's budget (Feb. 22 revision) ------- 179,843 5,693 146,549
House committee views and estimates (rounded) --- 181,700 6,474 147,800
Committee recommendation --------------------- 1 82,688 5,743 148,309

Difference over (+) under (-):
President's budget ------------------------- + 2,845 +50 +1,760
House committee views and estimates:

Including impact of economic assumptions. +988 -731 +509
Excluding impact of economic assumptions- -430 -731 -412

DESCRIPTION OF FUmIoN

This function includes 32 percent of the total outlays recommended
by the committee. Programs in this function provide cash and in-
kind benefits to people who need permanent or temporary income
assistance. Over half of the estimated outlays will go to retirees
through such programs as Social Security, Federal Civilian Retire-
ment programs, and Railroad Retirement. In-kind assistance benefits
include Food Stamps and other food programs, as well as subsidized
housing. Cash benefits include Aid to Families with Dependent Chil-
dren (AFDC), Supplemental Security Income (SSI), and Special
Benefits for Disabled Coal Miners. Cash benefits for the disabled are
provided through special programs, the largest of which is the Dis-
ability Insurance component of Social Security. Finally, unemploy-
ment benefits for workers temporarily out of work are included in
this function.

Major Federal Programs in this Funtion
Old-age, survivors and disability insurance
Special benefits for disabled coal miners
Supplemental security income
Federal employee retirement and disability
Unemployment insurance

Grants to States for maintenance payments (primarily AFDC)
Food Stamps
Child nutrition
Housing assistance
Railroad retirement
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Major Federal Departments and Agencies in this Function
Department of Health, Education, and Welfare
Department of Labor
Civil Service Commission
Department of Agriculture: Food and Nutrition Service
Department of Housing and Urban Development
Railroad Retirement Board
Department of State

PmSzNT's Butorr

A number of legislative and administrative changes to current
programs are assumed in the President's budget. The proposals for
the major programs include:

General retirement programs.-The President is expected to
submit this spring a major legislative proposal which will ad-
dress financing and benefit changes to Social Security. In the
interim, the Administration largely endorses the benefit changes
proposed in the Ford Budget. These would reduce outlays by
$777 million below the current policy level. The Administration
also proposes legislation limiting the general fund subsidy to the
Railroad Retirement program to $250 million in budget author-
ity, the level which has been appropriated since fiscal year 1976.

Special benefits for disabled ood miners.-The President re-
quests the current policy level for this program.

Federal 'employee retirement programus.-The President re-
quests the current policy level for these programs.

Unemploiment compensation.-The President's budget in-
cludes one legislative initiative-extension of the Federal Supple-
mental Benefits (FSB) program to provide 13 weeks of benefits
beyond the regular and extended benefits of 39 weeks when the
State insured unemployment rate is 5 percent or higher.

Cash Assstance (Aid to Familiest with Dependent childrenn
and Supplemental Secuity. Income program.).-The President's
budget requests the current policy level for Supplemental Secu-
rity Income (SSI) and proposes to save $50 million in budget
authority and outlays through the institution of a standard de-
duction for work expenses in the Aid to Families with Depend-
ent Children (AFDC) program.

Food Programs.-The President's budget requests the current
policy level tor the Food Stamp program. The authorization for
this program expires September 30, 1977, and the Administration
is expected to submit a reform proposal this spring. The Admin-
istration in general proposes current policy funding for Child
Nutrition programs. The major exception is the proposal to re-
structure the Special Milk program by eliminating the program
in all institutions where other federally supported programs pro-
vide milk.

Earned income credit.-The President's budkret requests $905
million in budget authority and outlays to continue the program,
including $70 million as a result of the proposal in the stimulus
program to increase the standard deduction.



Subsidized houging.-The President's budget includes the out-
lay impact of the fiscal year 1977 supplemental as well as the im-
pact on budget authority of a proposal to increase the contract
term from 20 to 30 years for newly constructed subsidized housing
that is not federally insured or financed.

HoUsE CoXXrnrrE VTFws A-D ESmIVATES

The changes to the President's request recommended by committees
of the House include:

General retirement programs.--The Committee on Ways and
Means recommends inclusibn of the $777 million in outlay savings
from benefit changes but indicates "concern over the expectation
that these proposals will meet with congressional approval in the
absence of action on legislation to strengthen the financing of the
Social Security program." The Committee on Interstate and For-
eign Commerce recommends aainst inclusion of the $106 million
savings in budget authority which will result from limiting the
general fund subsidy to the* Railroad Retirement program to $250
million.

Special beneflte for disabled coal minprq.--The Education and
Labor Committee recommends that the estimates include the fund-
ing impact of legislation to liberalize eligibility for benefits under
this proarain as well to finance most new claims from an assessment
on coal mine operators. That committee recommends that the First
Budget Resolution include $306 million in budget authority and
outlays as well as a revenue increase of $192 million for this
purpose.

Federal employee retirement progromn.-The Post Office and
Civil Service Committee recommends inclusion of funds for eight
bills to liberalize Federal employee retirement and life insurance
programs. That cnmmitte- estimates the cost of these bills in fis-
cal year 1978 at $96.4 million in budget authority and $83.2 mil-
lion in outlays.

Unemployment compen8ation.-The Committee on Wavs and
Means recommends that funds be included to reflect the impact
of the House-passed extension of Federal Supplemental Benefits
(FSB) and also that $50 million in budget authority and outlays
be included to liberalize the worker trade adjustment provisions
of the Trade Act of 1974.
Cash a.ss8tanee (Aid to Families with Dependent Children and

Supplemental Security income program) .- The Committee on
Ways and Means recommends that the estimates assume enact-
ment of the standard deduction for work expenses in the AFDC
program and also include $198 million in budget authority and
outlays for two initiatives which will affect Puerto Rico, Guam
and the Virgin Islands: extension of SSI, but at lower benefit
levels than in the States; and removal of the ceiling for Federal
matching funds under AFDC so that these jurisdictions will be
treated like the 50 States and the District of Columbia in the
allocation of funds.



Food proqram.-The Agriculture Committee recommends that
the estimates include the Administration's current policy request
for the Food Stamp program because the nature and budgetarv
implications of the Administration's Food Stamp reform pro-
posals are not yet known. The Education and Labor, Agriculture,
and Appropriations Committees recommend current policy fund-
ing levels for the Child Nutrition programs within their respec-
tive jurisdictions. The Education and Labor Committee also re-
quests that $50 million in budget authority and outlays be
included for legislation establishing a national Meals on Wheels
program.

Earned income cre|it.-The Committee on Ways and Means
recommends that the First Budget Resolution include this pro-
gram as an expenditure, as does the Executive Branch. Previous
budget resolutions have treated this program as a revenue loss.
The committee also recommends that the estimates include the
impact of the change in the standard deduction which the House
approved in the stimulus tax bill.

Subsidized Awuing.-The Banking, Currency and Housing
Committee indicates that it is considering legislation to replace
the Section 235 and GNMA mortgage purchase programs utilizing
funds available under the section 235 program. The Appropria-
tions Committee considers the President's budget request reson-
able but notes uncertainty regarding the actual budget authority
which will be required for annual contributions and potential
additional requirements for the Rent Supplement program.

HOUSE BUDGET COMMI'E RECOMMENDATIONS

The committee recommends $182,688 million in budget authority
and $148,309 in outlays. The recommended budget authority is $2,845
over the President's budget and the recommended outlays -are $1,760
million above the President's budget.

Overall, ,these changes are attributable to the following factors:

Budget
In millions of dollars authority Outlays

Reestimates due to economic assumptions ---------------------- +1.954 +1. 373
Other reestimates ------.. --------------------------------- -209 -112
Benefit changes ------------------------------------------------ +1100 +499

Total ---------------------- -------------------- 2.845 1.760

The changes by major program include:
General retirement program.&-The recommendations of the

House committees are included in the Budget Committee recom-
mendations. This includes outlay savings of $777 million in Social
Security as a result of legislation. In addition, reestimates of the
current policy level increase budget authority by $786 million and



by $1,300 million in outlays. These reestimates reflect the impact
on revenue to the trust funds (which is also counted as budget
authority) of the committee's economic assumptions and also
the following developments which affect Social Security outlays:
(1) the cost-of-living increase this year vill be significantly
higher than the increase assumed in the President's budget ( + $782
million), (2) the Supreme Court decision in March, 1977 on the
Goldfarb case requires equal treatment of widowers and husbands
for dependent and survivor benefits. Currently, these groups must
prove economic dependency on the income of wives, while wives do
not have to prove similar dependency on husbands' income ( + $518
million).

Special benefits for disabled coal miners.-The committee
assumes that the cost of liberalizing benefits under this program
can be limited to $100 million in outlays, with the proposed trust
fund increasing revenue and, therefore, budget authority by $192
million.

Federal employee retirement program.-The committee as-
sumes that the cost of liberalizing retirement benefits can be
limited to $10 million in budget authority and $7 million in out-
lays. The Government's present cost on an accrual basis of retire-
ment for a typical new employee is 36 percent of payroll. Individ-
ual proposals to liberalize retirement benefits appear to have merit
when viewed in isolation. However, the issue is whether piece-
meal liberalizations are appropriate in terms of the rising cost of
the current program and recommendations by the General Ac-
counting Office and the recent President's Panel on Federal Com-
pensation that pay and benefits be considered together as "a total
compensation approach." A reestimate of the current policy cost
of these programs based on the commit-tee's economic assumptions
increases budget authority by $868 million and outlays by $41
million.

Unemployment compensation.-The estimates assume extension
of FSB as recommended by the Committee on Ways and Means.
The estimates also reflect a reestimate of unemployment compen-
sation based on the committee's economic assumptions. This re-
estimate increases budget authority by $300 million and outlays
by $550 million.

Cash assi8tance (Aid to Families with Dependent Children and
Supplemental Security Income proqrams).-The recommenda-
tions of the Committee on Ways and Means are reflected in the esti-
mates, including legislative savings of $50 million in budget
authority and outlays in the AFDC program. In addition, a cur-
rent policy reestimate reduces budget authority and outlays by
$205 million.

Food program.-A current policy reestimate of these programs
reduces budget authority by $4 million and outlays by $425
million.

Earned income credit.-The impact of the House-passed stimu-
lus tax bill is included in the estimates.



COMPARISON OF PRESIDENT'S BUDGET AND COMMITTEE RECOMMENDATIONS

Jin millions of dollarsi

President's budget Budget Committee
request, fiscal recommendations.

year 1978 fiscal year 1978 Diferenee

Budget Budget Bud;et
authority Outlays authority Outlays authority Outlays

General retirement, disability:
Social security ------------------------------------------------- 87.327 91,795 88.078

Proposed legislation --------------------------------------- 65 -777 ------------
Railroad retirement ------------------------------------------- 3,907 3,896 4,113

Proposed legislation --------------------------------------- (-106) ---------- (+106)-.
Special benefts, disabled coal miners ---------------------------- 995 93" 995

Proposed legislation ------------------------------------------------------------------- 192
Other -------------------------------------------------------- 4 4 4

Subtotal: 601 ----------------------------------------------- (92,298) (95.910) (93,382)

Federal employee retirement ---------------------------------------- 16,888 11,094 17.756
Proposed legislation ----------------------------------------------------------------------- 10

Subtotal: 602 ---------------------------------------------------------------------------- (17,766)

Unemployment insurance ----------------------------------------- 15, 060 12,710 15,360
Proposed legislation --------------------------------------------------------- 400 530

Subtotal: 603 ----------------------------------------------- (15.060) (13,110) (15,890)

93. 133 +751 +1,338
-777 -65 ------------
3.857 +206 -39

-.---------- (+106) ------------

100 +192 +100
4-----------------------

(97. 310) (+1,084) (+1,400)

11.135 +868 +41
7 +10 +7

(11, 142) (+878) (+48)

13.260 +300 +550
530 +530 +130

(13,790) (+830) (+680)

Program



Public assistance and other:
SSI -----------.---------------------.----------------------- 5.750 5,714

Proposed legislation --------------------------------------------------------------------
AFDC and other ---------------------------------------------- 6,606 6,606

Proposed legislation --------------------------------------- -50 -50
Housing assistance -------------------------------------------- 33.536 3,841
Food stamps -------------------------------------------------- 15.673 15,639
School lunch; child nutrition ------------------------------------ 1 2.927 1 3,514
Earned income credit ----------------------------------------- 835 835

Proposed legislation --------------------------------------- 70 70
Refugee assistance --------------------------------------------- 68 87
O their --------------------------------------------------------- 183 180

Subtotal: 604 ------------------------------------------------

G rand total -------------------------------------------------

5,776
135

6. 374
+13

33.536
5.354
3,242

835
134
68

183

5,740
135

6.374
+13

3,841
5,358
3, 370

835
134
87

180

(55,597) (26,435) (55,650) (26.067)

179.843 146,549 182 688 148.309

+26 +26
+135 +135
-232 -232
+63 +63

-319 -281
+315 -144

+64 +64

(+52)

+2. 845

(-369)

+1,760

I Administrative costs transfer between these accounts. Note.-Totals may not add due to rounding. M
CI
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Tax expenditure.-Tax expenditures identified by the Coigr-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

General retirement and disability insurance:
Exclusion of social security benefits:

Disability insurance benefits -------------------------------------- 430
OAS[ benefits for retired workers ------------------------------------ 3.460
Benefits for dependents and survivors -------------------------------- 795

Exclusion of railroad retirement system benefits ---------------------------- 205
Exclusion of workmen's compensation benefits ------------------------------ 810
Exclusion of special benefits for disabled coal miners ------------------------ 50
Net exclusion of pension contributions and earnings:

Employer plans --------------------------------------------- 9.940
Plans for self-employed and others ----------------------------------- 1,535

Exclusion of other employee benefits:
Premiums on group term life insurance ..... 835
Premiums on accident and accidental death insurance ------------------- 75

Exclusion of capital gains on home sales for persons age 65 and
over --------------------------------------------------------------- 70

Additional exception for elderly ------------------------------------------ 1,280
Tax credit for the elderly ------------.--------------------------------- 440
Exclusion of interest on life insurance savings ----------------------------- 1,995
Exclusion of sick pay --------------------------------------------------- 55

Unemployment insurance:
Exclusion of unemployment insurance benefits ---------------------------- 2,445
Exclusion of income of trusts to finance supplementary unem-

ployment benefits ---------------------------------------------------- 10
Public assistance:

Exclusion of public assistance benefits ------------------------------------ 105
Excess of percentage standard deduction over minimum standard

deduction --------------------------------------------------------------- 1.410
Additional exemption for the blind ------------------------------------------- 20
Earned income credit:

Nonrefundable portion ------------------------------------------------- 380
Refundable portion ---------------------------------------------------- 970

Deductibility of casualty losses --------------------------------------------- 380



FUNCTION 700: VETERANS BENEFITS AND SERVICES

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) --------- 19,062 408 19, 143
House committee views and estimates (rounded) ----- 20.500 1,231 20,600
Committee recommendation --------------------- 19,935 1, 179 19,903

Difference over (+) under (-):
President's budget ------------------------- +873 +771 +760
House committee views and estimates --------- -565 -52 -697
House committee views and estimates ad.

justed for reestimates --------------------- -361 -52 -362

DEScRIPTION oF FUNCTION

The outlays in this function amount to 4 percent of total outlays
recommended by the committee. Approximately 16 percent of the
outlays requested by the President for this function are available
without current action by the Congress, yet the bulk of these outlays
are virtually uncontrollable because of the entitlement nature of the
major programs. This function includes programs providing income
security, health care, and readjustment benefits for veterans and their
dependents and survivors. Income security, which consists primarily
of veterans pensions, compensation, and life insurance, accounts for
nearly half of the outlays in this function. Over one-fourth of the func-
tion's outlay are targeted at hospital and medical care for veterans,
and nearly one-fifth for veterans education, training, and rehabilita-
tion. Housing and other benefits and services comprise the remainder.

Major Federal Programs in this Function
Veterans Disability Compensation
Veterans Pensions
Veterans Education and Training (GI Bill)
Veterans Hospital and Medical Care
Veterans Guaranteed Housing Loans
Veterans Life Insurance

Major Federal Departments and Agencie8 in this Function
Veterans Administration

PRESIDENT'S BUDGET

The President's budget proposes $19,062 million in budget authority
and $19,143 million in outlays for veterans benefits and services. It
includes $408 million in budget authority and outlays for cost-of-
living increases for compensation and pension beneficiaries, which had
not been requested in the Ford budget.
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The budget also restores $456 million in budget authority and out-
lays for readjustment benefits, reflecting President Carter's rejection
of the Ford proposal to reduce the GI bill education eligibility period
from 10 to 8 years.

The budget retains a number of the Ford budget's legislative pro-
posals to effect savings of $307 million in budget authority and $266
million in outlays through the following measures: (1) elimination
of burial benefits to the extent they duplicate other federally funded
benefits ($80 million in budget authority and outlays) (2) legisla-
tion to effect reimbursement to VA from private health insurers and
workers' compensation for health care provided to insured veteran.
with nonservce-connected health needs ($127 million in budget au-
thority and outlays); (3) termination of flight and correspondence
training ($15 million in budget authority and outlays) ; (4) termina-
tion of the education loan fund program ($54 million in budget au-
thority and $13 million in outlays) ; (5) limitation on travel expenses
paid to nonservice-connected disabled veterans seeking VA health
care to permit payment only when special transportation is medically
necessary ($31 million in budget authority and outlays): and (6)
termination of housing assistance for new entrants into the all-volun-
teer military service (no fiscal year 1978 budget impact). The Presi-
dent also proposes $4 million in budget authority and $3 million in
outlays to authorize a 50-50 Federal grant program with States for
construction, improvement and maintenance of veterans cemeteries.

HOUSE CoMMrrrEE VIEWS AND ESTIMATES

The Veterans' Affairs Committee recommends rejection of all the
President's legislative cost-saving proposals, adding $307 million in
budget authority and $266 million in outlays to the President's budget.
The committee recommends adding $51 million in budget authority
and outlays for compensation and pension cost-of-living increases be-
cause the President's funding level was based on an estimated 4.9 per-
cent CPI increase and it now appears that this percentage will be
higher than anticipated. The committee proposes a cost-of-living in-
crease for GI bill participants as well, adding $600 million in budget
authority and outlays to the President's budget. Finally, the commit-
tee proposes $175 million in budget authority and outlays for legisla-
tive initiatives to liberalize entitlement benefits, and requests an addi-
tional $440 million in budget authority and outlays for construction
and improvement of hospital and medical facilities, and higher fund-
ing for medical care, research, and health manpower training
assistance.

The House Appropriations Committee primarily addresses the rising
cost of VA medical care, much of which is attributable to veterans
seeking care for nonservice-connected health needs. The committee
notes that legislation has altered the original concept of providing
medical care for service-connected health needs first and for nonserv-
ice-connected disabled veterans on a space-available basis only. The
committee points out that a continuation of the trend toward furnish-
ing more and more care for nonservice-connected health problems
could "allow the cost for medical care to become totally uncontrollable."
Thus, the committee recommends "that the future allocation of re-



sources for this functional activity should stress maintaining or in-
creasing benefits for service-connected veterans while holding costs to

current levels for the non-service connected case. load." The Appro-
priations Committee also notes that additional funds will be required
in fiscal year 1978 if the President's cost-saving proposals are not
enacted.

HOUSE BtroE CoM-Nrr F, RECOMMENDATIONS

The committee recommends $19,935 million in budget authority and
$19,903 million in outlays for this function, an increase of $873 mil-
lion in budget authority and $760 million in outlays over the Presi-
dent's budget, and a decrease of approximately $360 million in budget
authority and outlays from the views and estimates of House commit-
tees adjusted for reestimates.

The committee recommends restoring $307 million in budget author-
ity and $266 million in outlays to the President's budget because favor-
able action on his cost-saving proposals appears to be unlikely.

The committee's recommendation includes $600 million in budget
authority and outlays for a cost-of-living increase for GI bill partici-
pants, as well as an additional $51 million in budget authority and out-
lays to accommodate a higher-than-anticipated cost-of-living increase
for compensation and pension beneficiaries.

Additional budget authority and outlays of $120 million are in-
cluded for new entitlement authority, and $130 million in budget au-
thority and outlays for hospital and medical care.

The committee recommendations incorporate downward reestimates
of $335 million in budget authority and $407 million in outlays in the
GI bill education program due to lower participation rates than ear-
lier projected.

The committee expresses concern that cost-saving proposals are
not contemplated by the authorizing committee this year and recom-
mends that thought be given to such action during the coming year.
The committee is especially concerned about Federal outlays for pri-
vately insured veterans, who are receiving free VA health care for
nonservice-connected health needs, and notes that since 1974 adminis-
trations have been seeking legislation to effect reimbursement from
private insurers in such cases. It is hoped that program provisions
which are no longer meeting intended goals, or which are ineffective,
will be reviewed and changed or eliminated. Action in this regard
could allow for new program initiatives and greater benefits and serv-
ices for service-connected disabled veterans.

Taw experditure8.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Income security for veterans:
Exclusion of veterans disability compensation ------------------------------ 690
Exclusion of veterans pensions -------------------------------------- 35

Veterans education, training, and rehabilitation: Exclusion of GI
bill benefits ------------------------------------------------------------- 240



FUNCTION 750: LAW ENFORCEMENT AND JUSTICE

Fiscal year 1978

New
Bud et entitlement

In millions of dollars sauthorty authority Outlays

President Carter's budget (Feb. 22 revision) ------- 3.760 --------------- 3.862
House committee views and estimates (rounded) .... 4.000 -------------- 4.100
Committee recommendation --------------------- 3,560 -------------- 3.800

Difference over (+) under (-):
President's budget -------------------------- -200 -------------- -- 62
House committee views and estimates --------- -440 -------------- -300

DEscmriTow or F'NcmoN

This function represents 1 percent of total outlays contained in the
committee's recommendation for fiscal year 1978. Approximately 25
percent of the outlays requested by the President for this function
are available without current action by the Congress. Over 20 percent
of the function is attributable to a single program-Law Enforce-
ment Assistance in the Department of Justice. The balance of the
function is made up of various activities of the Federal Government
in the areas of law enforcement, prosecution, correctional activities,
and the judiciary.
Major Federal Progranz in this Function

Drug Enforcement
Immigration and Naturalization
Legal Services
Customs
Prisons
Courts
Law Enforcement Assistance
Juvenile Delinquency Prevention

Major Federal Departmest and Agenci in this Function
Department of ,Justice
Department of Treasury
Civil Rights Commission
EEOC
Legal Services Corporation

PRmiDHN-T's BUDGEr

The President's budget proposes a total of $3,760 million in budget
authority and $3,862 million in outlays for this function. The Presi-
dent proposes a $49 million reduction in budget authority from fiscal
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year 1977 for the Law Enforcement Assistance Administration and
a $75 million increase in budget authority for the Legal Services
Corporation.

HOUSE COMMITTEE VMws AND ESTIMATES

The Judiciary Committee recommends increases above the Presi-
dent's budget of $90 million for the Legal Services Corporation and
$1 million for the Civil Rights Commission. The Judiciary Committee
also recommends several new initiatives not proposed by the Presi-
dent. including $33 million for the creation of 132 new Federal judge-
ships, $50 million for Victims of Crime legislation and $23 million
for legislation to provide attorneys fees in civil and administrative
cases. The Education and Labor Committee proposes a $6 million in-
crease for the EEOC and a $45 million increase for the Juvenile
Justice and Delinquency Prevention program. The Interior Commit-
tee suggests a very small increase for the Indian Claims Commission.
For the major program in the function, Law Enforcement Assistance,
the Appropriation Committee concurs with the President's overall
reduction.

House BUDGET COMMI'LrEE RECOMMENDATIONS

The committee recommends $3,560 million in budget authority and
$3,800 million in outlays for this function, a decrease of $200 million
in budget authority and $62 million in outlays below the President's
rq guest and a reduction of $440 million in budget authority and $300
million in outlays below House committee views and estimates. In
recommending this general reduction in the function, the committee
expects that the Congress will decide to maintain most regular activ-
ities, and where appropriate expand selected programs, such as Legal
Services. Simultaneously, the committee assumes that Congress will
reduce funding for other programs, principally Law Enforcement
Assistance.



FUNCTION 800: GENERAL GOVERNMENT

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) 3.797 -------------- 3.,816
House committee views and estimates (rounded) -- 4.000 -------------- 4,000
Committee recommendation --------------------- 3,898 --------------- 3.998
Difference over (+) under ()iFeren ov get ............der... . +101 -------------- -182

House committee views and estimates --------- -102 -------------- -2

DESCRnION OF FUNON

This function represents 1 percent of total outlays contained in the
committee's recommendation for fiscal year 1978. This function covers
the general overhead costs of the Federal Government. By far the
largest proportion (about 60 percent) of new budget authority and
outlays are attributable to operations of the Treasury Department
(including the Internal Revenue Service). The balance is distributed
among a large number of relatively small accounts. The Legislative
Branch typically accounts for about one-fifth of the net total. Almost
all of the budget authority and outlays are categorized as relatively
controllable under current law.
Major Federal Programs in this Function

Legislative Branch Activities
Federal Buildings Fund
Income-tax Administration

Major Federal Department8 and Agencie8 in this Function
Congress and its Agencies
Department of the Treasury
General Services Administration
Civil Service Commission
Department of Interior, Office of Territories

HousE CoMrrrEE VIEws AND EsIMATES

Many committees have authorizing jurisdiction over activities
funded in this function. Among the largest of many small increases
suggested are: $80 million for the Treasury Department (Appropria-
tions Committee) ; $98 million for U.S. territories and possessions (In-
terior and Insular Affairs Committee); $27 million for universal voter
registration and public financing of general elections (House Admin-
istration Committee) ; and $10 million for fitral personnel programs
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(Post Office and Civil Service Committee). The Public Works and
Transportation Committee recommends $108 million in outlays from
the public buildings fund of the General Services Administration for
energy conservation measures, new public buildings, and for expend-
itures from the 1977 repair and alterations supplemental appropria-
tion. The Banking, Finance and Urban Affairs Committee recom-
mends offsetting receipts of $50 million from interest on Treasury
deposits in local financial institutions. The Post Office and Civil
Service Committee suggests savings of from $2 to $7 million from
legislation affecting pay of Members of Congress.

HousE BuDorr COMMurrEE RECOMMENDATIONS

The committee recommends $3,898 million in budget authority and
$3,998 million in outlays, an increase of $101 million in budget au-
thority and $182 million in outlays over the President's request and a
reduction of $102 million in budget authority and $2 million in out-
lays from House committee views and estimates.

The committee assumes that careful review by Congress of pro-
grams in this function, together with a modest allowance for addi-
tional items, can provide sufficient funds for selective initiatives rec-
ommended by House Committees. The committee assumes savings of
$2 million in fiscal year 1978 from the effects of legislation prohibit-
ing the payment of an anticipated 6.5 percent October pay increase to
Members of Congress.

Tax expenditureg.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

General government--Other general government: Credits and
deductions for political contributions ...------------------------------------ 35



FUNCTION 850: REVENUE SHARING AND GENERAL
PURPOSE FISCAL ASSISTANCE

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ------- 10.692 --------------- 9,707
House committee views and estimates (rounded)... 10.900 --------------- 9,900
Committee recommendation --------------------- 9,822 --------------- 9,783

Difference over (+) under (-):
President's budget ....... -870 -------------- -+-76
House committee views and estimates --------- -1.078 -------------- -117

DESCRIPTION OF FUNCTION

This function represents 2 percent of total outlays contained in the
committee's recommendation for fiscal year 1978. Approximately 17
percent of the outlays requested by the President for this function are
available without current action by the Congress. The General Reve-
nue Sharing and Counter-cyclical Assistance programs account for
86 percent of the function. The balance of the function is comprised of
the New York City Seasonal Loan Program (no budget impact pro-
jected in fiscal year 1978), along with the return of portions of certain
taxes and other charges to states and local governments.

Major Federal Prograns in this Function
General Revenue Sharing
Counter-cyclical Assistance
New York City Seasonal Loan Program
District of Columbia Federal Payment
Payments in Lieu of Taxes

Major Federal Department and Agencie8 in this Futaction
Department of the Treasury
Department of Interior

PRESENT'S BuDONr

The President's budget proposes $10,692 million in budget authority
and $9,707 million in outlays for this function. The President rec-
ommends $1,550 million in budget authority and outlays for Counter-
cyclical Assistance and $990 million in budget authority and $44 mil-
lion in outlays for a Taxable Bond Option program.



HousE Coxxrrrim VIEWS AND EsTIMATES

The District of Columbia Committee proposes to increase the level
of the Federal payment to the District by $100 million in budget
authority and outlays and new legislation to finance the cost of certain
D.C. Government retirement programs costing $42 million in budget
authority and outlays. The Ways and Means Committee suggests a
slight upward reestimate of $5 million in outlays in the President's
proposed Taxable Bond Option program. The Interior Committee
recommends from $75 million to $100 million in budget authority
and outlays for grants to reimburse the Virgin Islands, American
Samoa and Guam for certain tax revenue losses and for new legisla-
tion to provide refunds of taxes imposed on petroleum products
refined in the Virgin Islands. The Government Operations Committee
supports the President's requested level for Countercyclical Assistance.

HOUSE BUDGr COMMITrEE RECOMMENDATION

The committee recommends $9,822 million in budget authority and
$9,783 million in outlays in this function, a reduction of $870 niillion
in budget authority and an increase of $76 million in outlays from the
President's request, and a decrease of $1,078 million in budget author-
ity and $117 million in outlays below the House committee views and

estimates. The committee recommends $1,670 million in budget au-
thority and outlays for Countercyclical Assistance, $120 million
above the level suggested by tle President and the Government Oper-
ations Committee. This higher 'level results from the slightly higher
unemployment estimates contained in the committee's overall eco-
nomic assumptions. The commiittee also assumes no funding in the
First Budget Resolution for the Taxable Bond Option programs, since
it does not appear that the necessary legislation will be submitted to
and considered by Congress in time to impact on fiscal year 1978.

Tax expenditure&.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Other general purpose fiscal assistance:
Exclusion of interest on general purpose State and local debt_._ 3.470 1,880
Tax credit for corporations doing business in U.S. possessions 1._- 310
Deductibility of nonbusiness State and local taxes (other than

on owner-occupied homes and gasoline) ------------------------ -------- 8.990

1 Includes the effect of sec. 931 czclusion for individuals doing business in certain U.S. possessions.



FUNCTION 900: INTEREST

Fiscal year 1978

New
Budget entitlement

In millions of dollars authority authority Outlays

President Carter's budget (Feb. 22 revision) ---------- 41,784 -------------- 41,785
House committee views and estimates (rounded) ----- 41.800 -------------- 41,800
Committee recommendation --------------------- 43.000 -------------- 43,000

Difference over (+) under(-):
President's budgeL ------------------------- +1.216 -------------- -+1.215
House committee views and estimates ---------- +1200 -------------- +1.200

DscRTN oF or FUC'oTN

This function represents 9 percent of total outlays contained in the
committee's recommendation for fiscal year 1978. None of the func-
tion is subject to current action by Congress. This function is com-
prised almost exclusively of interest on the public debt, to which are
added minor amounts of interest paid by the Federal Government
(interest on income-tax refunds, for example) and from which are
deducted offsetting receipts, such as interest paid by the Federal
Financing Bank on behalf of its Treasury borrowings. The Treasury
Department accordingly accounts for almost all of the transactions in
this function. A substantial share of interest paid out by the Treasury
under this function is recovered through trust fund receipts. In fiscal
year 1976, for example, approximately 23 percent of gross interest
payments were collected by government trust funds. In addition, 16
percent of interest payments are returned to the Federal budget on
the receipt side through deposit of excess earnings of the Federal
Reserve System.

Major Federal Programs in ths Function
Interest on the Public Debt
Interest on Income-tax Refunds

Major Federal Department and Agenciea in this Function
Department of the Treasury

PEsmNT's BuiDrr

The President's budget anticipates an increase of $75.3 billion in
gross Federal debt upon which interest must be paid: $57.7 billion of
budget deficit, $8.5 billion of off-budget deficit, and $9.0 billion in-
crease in debt held by trust funds and other items. It also assumes
that short-term interest rates (91-day bills) will average 4.6 percent
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durin, fiscal year 1978. The to estimate reflects the standard OMB
practice of assu n no significant change in the proportionate ma-
tUr~y make-up of the federal debt and a schedule of interest rates

equivalent to those on the date the estimate was prepared.

Hous CoxM|n V3uws AND EsTRxM 's

No views and estimates were received from House committees.

HouE BuRsT Coxxrvz RECOMMENDATIONS

The committee recommends $43,000 million in budget author-
ity and outlays for this function, an increase of $1,216 million in
budget authority and $1215 million in outlays over the President's re-
guest. The increase results primarily from the committee's assump-
tion of an average 5.2 percent short-trm interest rate during fiscal
year 1978, rather than the 4.6 percent rate assumed by the President.

Taw ewpendittw.-Tax expenditures identified by the Congres-
sional Budget Office and the Joint Committee on Taxation for fiscal
year 1978 are estimated as follows:

In millions of dollars Corporations Individuals

Interest-Interest on the public debt: Deferral of interest on savinp
bon&. -------------------------------------------------------------- 625



FUNCTION: ALLOWANCES

Fiscal year 1978

New
Budgdt entitlement

In millions oF dolls uthorty authority Outlays

President Cater's budget (Feb. 22 revision) 2,949 ------------ 2. 651
House committee views and estimates (rounded) ... 2,900 2.700
Committee recommendation --------------------- 1.069 ----------------- 1.021

Dierece over (+) under (-):
Presidents budget --------- -- 1. 8D-------------- -1.630
House committee views andetimates------------1,831 -------------- --1.679

DESCRipTON OF FUNCIoN

Allowances includes estimates for civilian agency pay increases and
contingencies to cover anticipated expenditures not included in the
accounts of any executive agency.

Major Federal Programa in thi8 Function
Civilian Agency Pay Raise
Contingencies for Other Requirements

PRESmzNT'S BuixLr

The President's budget includes a series of reforms to the system for
establishing pay rates for wage-board (blue collar) employees of the
Federal Government, amounting to savings of $42 million in this
function. Considerably greater savings are projected in connection
with employees of the Department of Defense. These reforms are
discussed under function 050, National Defense. The President's
budget also requests $1.75 billion of budget authority and $1.5 billion
of outlays for contingencies.

HousE CoMITrrE VMwS AND ESTnTES

The Post Office and Civil Service Committee observes that informa-
tion has not been developed to determine whether the proposal to
revise the wage-board pay system will be approved. That committee
further comments that, since the Bureau of Labor Statistics survey of
private industry pay rates will not be completed until April, it would
be unwise, at the time, to predetermine the amount of the pay com-
parability adjustment. It observes that the 6.5 percent estimate in the
President's budget may be too low.



1HousE BUDrr CoMMiTTE RECOM NATIONS

The committee recommends $1,069 million in budget authority and
$1,021 million in outlays, a reduction of $1,880 million in budget
authority and $1,630 million in outlays from the President's budget
and from the views and estimates of House committees.

The committee recommends accepting the President's proposals for
reform of the wage-board pay system. The committee provides in this
function $1,139 million in budget authority and $1,091 million in out-
lays to cover 95 percent of the estimated comparability pay increases
anticipated in October for most employees of civilian departments
and agencies.

The committee recommendation anticipates savings of $70 million
in budget authority and outlays as a result of legislation to prohibit
the payment of the October comparability pay increase to employees
of the judicial and executive branches who received increases in Febru-
ary as a result of adoption of the President's pay proposals pursuant
to recommendations of the Commission on Executive, Legislative, and
Judicial Salaries (the "Quadrennial Commission"). Inasmuch as data
to identify the portion of the anticipated $70 million saving attribut-
able to civilian and to defense functions is not immediately available,
the entire saving is shown in this function. Comparable savings are
also recommended in funds for salaries of Members of Congress under
function 800, General Government.

The committee has eliminated budget authority and outlays in this
function requested for contingencies and distributed the amounts to
specific functions within the recommended amounts in the Resolution.



FUNTION 950: UNDISTRIBUTED OFFSETTING RECEIPTS

Fiscal year 1978

New
Bud at entitlement

In millions of dollars authority authority Outlay

President Carter's budget (Feb. 22 revision) ------- -16,660 --------------- 16.660
House committee views and estimates (rounded) - - -16,700 -------------- -16,700
Committee recommendation -------------------- -16,000 -------------- -16.000

Difference over (+) under (-):
President's budget ------------------------- +660 -------------- -- +660
House committee views and estimates --------- +700 -------------- -- 700

DESoCmo oF FuwscoN

Undistributed Offsetting Receipts involve financial transactions
that are deducted from budget authority and outlays of the Govern-
ment as a whole. The three principal items in this function are the
employer share of employee retirement programs composed of pay-
ments by Federal agencies to employee retirement funds; interest re-
ceived by certain trust funds; and receipts from rents and royalties
from oil leases on the Outer Continental Shelf (OCS).

Pazsmzer's Buorr

The President's budget includes receipts of an estimated $3.4 billion
in lease bonuses and royalties from oilleases on the OCS. It also as-
sumes that $4.7 billion in budget authority and outlays will be paid
by Federal agencies to various retirement funds for its employees and
that $8.6 billion will be received as interest on trust funds loaned to
the Federal Government.

HousE CoXMrEr VIEws AND EsTm&TUS

The House Appropriations Committee noted that there are very
likely to be delays in many of the sales of frontier tracts scheduled for
fiscal year 1978 and that recent administrative postponements of sales
and pending court cases will have a significant impact on the oil ex-
ploration market. A recent reestimate of receipts prepared by the Con-
gressional Budget Office suggests a probable range of receipts center-
ing around $1.9 billion.
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HousE BuDrr~ ComnmirFE RzcoxmxINDATIoNs

The committee estimates $16,000 million in total receipts for this
function, $660 million less than the President's budget and the views
and estimates of House committees.

The committee estimates $1.9 billion in OCS receipts for fiscal year
1978, a reduction of $1.5 billion from the President's budget estimate.
The committee renews its suggestion made in the report on the First
Concurrent Resolution for fiscal year 1977 that these receipts be placed
in an escrow account when received and that only actual receipts be
reflected in the budget as a basis for making budgetary decisions.

The committee recommendation increases the estimate of the amount
to be paid by Federal agencies to the retirement funds of its employees
by $0.3 billion to $5.0 billion, based upon recommendations of the Con-
gresional Budget Office. Interest received by trust funds is estimated
by the committee to be $0.5 billion greater than the President's esti-
mate, reflecting CBO reestimates and a somewhat higher interest rate
than assumed in the President's budget.
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APPENDIX A

COMPARISON OF BUDGET AGGREGATES

villiew of dodlars

Fiscal year 1978

Current policy
1977 3d Without Adjusted for President Committee Committee
budget discretionary discretionary Carter a views sad ree.m-resolution inflation inlation request estimates mendatien

Revenues --------------------------------------------------------- 347.700 399.148 399.148 401,624 399.400 398.094Budget authority --------------------------------------------------- 472,900 483.135 495.419 507,254 531.700 500.764Outlays ----------------------------------------------------------- 417.450 455.187 460,467 459,373 482100 462, 349Deficit ----------------------------------------------------------- 69,750 56.039 61.319 57.749 82 700 64.255Debt subject to EmiL .--------------------------------------------- 718.400 NA NA 794,655 NA 801100

Note.-Detail may not add to totals due to rounding.



APPENDIX A-I

COMPARISON OF BUDGET AUTHORITY

[In milions of dollarsi

Fiscal year 1978

Fiscal ear Current policy House

third Without Adjusted for President committees* Committeebudget discretionary discretionary Carter's views and recom-
Function resolution inflation inflation request estimates mendation

050 National ddense --------------------------------------------- 108.800 113.477 118,385 120,136 121,200 115,986
150 International affairs ------------------------------------------ 7,900 7,085 7.483 10.293 10,400 9.543
250 General science, space, and technology -------------------------- 4,500 4.4% 4,758 4.930 5, 000 4,930
300 Natural resources, environment, and energy ---------------------- 18.700 18,610 20.042 20,462 31,700 20,950
350 Agriculture -------------------------------------------------- 2.300 2, 731 2,765 2,729 2,900 2, 153
400 Commerce and transportation ---------------------------------- 17,300 18,823 19,107 19,514 22700 20.569
450 Community and regional development -------------------------- 14.800 6,956 7,381 9.437 9.700 8,237
500 Education, training, employment, and social services ---------------- 30,400 26, 103 27,280 26.679 29.900 22, 739
550 Health ------------------------------------------------------ 40,600 47,228 47,524 47.847 49. 100 47,685
600 Income security --------.------------------------------------- 170,900 173,472 175.061 179,843 181,700 182,688
700 Veterans benefits and services ---------------------------------- 18.900 18,233 19.297 19,062 20.500 19,935
750 Law enforcement and justice ----------------------------------- 3.500 3.597 3, 700 3, 760 4,000 3,560
800 General government ------------------------------------------ 3.500 3.558 3.649 3,797 4,000 3,898
850 Revenue sharing and general purpose fiscal assistance -------------- 7,600 9,763 9. 784 10,692 10,900 9,822
900 Interest ----------------------------------------------------- 38.000 43,965 44.165 41,784 41,800 43,000

Allowances -------------------------------------------------- 800 996 996 2,949 2, 900 1,069
950 Undistributed offsetting receipts -------------------------------- -15,600 -15,957 -15,957 -16.660 -16.700 -16,000

Total ------------------------------------------------------ 472,900 483,135 495,419 507.254 531,700 500.764

Note.-Detail may not add to totals due to rounding.



APPENDIX A-2

COMPARISON OF OUTLAYS

Ps millions of ddml

Fiscal year 1978

Fiscal F97 Current policy House

third Without Adjusted for President committees' Committee
budget discretionary discretionary Carters views and recom-

Function resolution iolation inflation request estimates mendation

050 National defns ---------------------------------------------- 100,100 109.016 111,154 111,947 112,600 109,647
130 international affairs ---------------------------------------- - 6.800 6.773 6.971 7.847 8,000 7.397
250 General ience, space. and techno ------------------------- 4.400 4,471 4.633 4.737 4.800 4,737
300 Natural resource, envirommt. ad energy --------------------- 17.200 18.804 19.279 20.504 26.200 20,677
350 Agriculture ------..------------------------------------------ 3.000 3.052 3.082 2 333 5. 800 2.880
400 Commerce and transportation -------------------------------- 16.000 19.304 19.492 20.093 21.800 20.277
450 Community and regional development -------------------------- 10,550 10,622 10.715 10.101 11.700 100926
500 Education, training. employment, and soal services --------------- 22700 26.820 27.293 26,473 31.500 27.756
550 Health --------..-------------------------------------------- 39,300 44,712 44,855 44.485 45.50 44,238
600 Income secur- --------.------------------------------------- 141,300 147,156 147.172 146.549 147,800 148,309
700 Veterans beneftds a vie ---------------------------------- 18.100 18.352 19.351 19.143 20,600 19.903
750 Law enforcement and justice ---------------------------------- 3,600 3.705 3.767 3,862 4.100 3.800
800 General government ------------------------------------------ 3.500 3.5% 3.677 3.816 4.000 3. 998
850 Revenue sharing and general purpoee fisc assistance ..-------------- 7.700 9.720 9.740 9,707 9,900 9.783
900 Interest --------------------------------------------------- 38,000 43,965 44.165 41.785 41.800 43.000

Allowances .--------------------------------------------------- 1 .078 1.078 2 651 2 700 1.021
950 Undistributed setting receipts ------------------------------ -15.600 -15.957 -15.957 -16.660 -16.700 -16,000

Total ------------------------------------------------------ 417,450 455.187 460,467 459,373 482 100 462.349

Note.-Detail may not add to totals due to rounding.



APPENDIX A-.3

HISTORICAL PERSPECTIVE ON FUNCTIONAL OUTLAYS

tin millionss of dollars]

Fiscal
Fiscal year Transition 197e -ar Fiscal year 1978

Trasiton 9773d
Function 1970 1971 1972 1973 1974 1975 1976 quarter resolution Ford Carter Committee

050 Nationaldefense --------- 79,284 76.807 77.356 75.072 78.569 86.585 89,996 22,518 100.100 112,262 111.947 109.647

150 International affairs ------- 3.564 3.093 3,868 3.504 4,821 5.862 5.067 1.997 6.800 7.281 7.847 7,397
250 General science. space, and

technology ------------ 4,508 4.180 4,174 4.030 3,977 3.989 4.370 1.161 4.400 4.725 4.737 4,737
300 Natural resources, environ-

ment, and energy ------- 4.043 4.941 5.521 5.947 6,571 9.537 11.282 3,324 17,200 19,747 20.504 20.677
350 Agriculture -------------- 5.164 4.288 5,279 4.855 2,230 1.660 2.502 584 3.000 2,333 2.333 2,880
400 Commerce and transporta-

tion ------------------ 9,090 10.396 10,601 9,930 13.096 16.010 17.248 4,700 16.000 19.252 20.093 20.277
450 Community and regional

development ----------- 3,166 3,632 4,325 5,529 4.911 4,431 5.300 1.530 10.550 7.868 10.101 10,926b 500 Education, training, em .
ployment, and social
services --------------- 7.888 9.045 11.694 11.874 11,598 15.248 18.167 5.013 22,700 19,358 26,473 .27,756

550 Health ---------------- 13,051 14,716 17.471 18.832 22,074 27.647 33.448 8.720 39.300 43.205 44.485 44,238
600 Income security ---------- 43,066 55,423 63.911 72.958 84,431 108.605 127,406 32,796 141.300 143.892 146,549 148.309
700 Veterans benefits and serv.

ices ------------------- 8.677 9.776 10,730 12,013 13.386 16.597 18.432 3,%2 18.100 18.279 19.143 19.903
750 Law enforcement and justice 952 1,299 1.650 2131 2,462 2,942 3.320 859 3.600 3,789 3,862 3,800
800 General government ------- 1,940 2,159 2,466 2,682 3.327 3,089 2,927 878 3,500 3,930 3,816 3,998
850 Revenue sharing and gen.

eral purpose fiscal assist-
ance -.----------------- 451 488 531 7,222 6.746 7.005 7,119 2,024 7.700 8.089 9,707 9.783

900 Interest ----------------- 18.312 19.609 20.582 22.813 28.072 30,974 34,589 7.246 38.000 39.735 41,785 43,000
Allowances -------------------------------------------------------------------------- 800 2,651 2,651 1.021

950 Undistributed offsetting re-
ceipts --------------- 6,567 -8.427 -8,137 -12.318 -16,651 -14,075 -14.704 -2.567 -15,600 -16.429 -16.660 -16,000

Total -------------- 1%.588 211.425 232.021 247,074 269.620 326.105 366.466 94.746 417.450 439.967 459.373 426.349

Note.-Detail may not add to totals due to rounding.



APPENDIX A-4

HISTORICAL PERSPECTIVE ON FUNCTIONAL OUTLAYS AS A PERCENT OF TOTAL BUDGET OUTLAYS

Fiscal

Fiscal year T0" Fiscal year 1978
Transition 3d

Function 1970 1971 1972 1973 1974 1975 1976 quarter resolution Ford Carter Committee

050 National defense ---------- 40.3 36.3 33.3 30.4 29.1 26.6 24.6 23.8 24.0 25.5 24.4 23.7
150 International afairs .. 1.8 1.5 1.7 1.4 1.8 1.8 1.4 2.1 1.6 1.7 1.7 1.6Z%0 Genera ,cia. -pact, and

technology -------------- 2.3 2.0 1.8 I 6 1.5 1.2 1.2 1.2 1.1 1.1 1.0 1.0
300 Natural resources. environ-

ment. and energy ------- 2.1 2.3 2.4 2.4 2.4 2.9 3.1 3.5 4.1 4.5 4.5 4.5
350 Agriculture ..-------------- 2.6 2.0 2.3 2.0 .8 .5 .7 .6 .7 .5 .5 .6
400 Commerce and transport&-

tion ------------------- 4.6 4.9 4.6 4.0 4.9 4.9 4.7 5.0 3.8 4.4 4.4 4.4450 Community and regional

development ------------ 1.6 1.7 1.9 2.2 1.8 1.4 1.4 1.6 2.5 1.8 2.2 2.4
500 Education. training em-

ployment, and social serv.
Ices ------------------ 4.0 4.3 5.0 4.8 4.3 4.7 5.0 5.3 5.4 4.4 5.8 6.0

550 Health ------------------- 6.6 7.0 7.5 7.6 8.2 8.5 9.1 9.2 9.4 9.8 9.7 9.6
600 Income security ..... 21.9 26.2 27.5 29.5 31.3 33.3 34.8 34.6 33.8 32.7 31.9 32.1
700 Veterans and serv-

ices ------------------- 4.4 4.6 4.6 4.9 5.0 5.1 5.0 4.2 4.3 4.2 4.2 4.3
750 Law enforcement and jus-

tice ----------- ---------. 5 .6 .7 .9 .9 .9 .9 .9 .9 .9 .8 .8
800 General government ------- 1.0 1.0 1.1 1.1 1.2 .9 .8 .9 .8 .9 .8 .9
850 Revenue sharingnd gen-eral Wurpose Wwod assit-

ance ------------------- .2 .2 .2 2.9 -5 2.1 1.9 2.1 1.8 1.8 2.1 2.1
900 Interest ------------------ 9.3 9.3 8.9 9.2 10.4 9.5 9.4 7.6 9.1 9.0 9.1 9.3

Allowances ------------------------------------------------------------------------------.--------------. 2 .6 .6 .2
950 Undistributed offetting re-

ceipts ------------------ 3.3 -4.0 -3.5 5.0 -6.2 4.3 4.0 -2.7 -3.7 -3.7 -3.6 -3.5

Total --------------- 1 00.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Note.-Detail may not add to totals due to rounding.



APPENDIX A-S

COMPARISON OF PRESIDENT CARTER'S REQUEST AND HOUSE BUDGET COMMITTEE RECOMMENDATION FOR THE
FIRST BUDGET RESOLUTION FOR FISCAL YEAR 1978

[In millions of dollars]

President Carter's request

Budget
Function authority Outlays

Changes recommended
by the committee

Budget
authority Outlays

Committee recommendation

Budget
authority Outlays

N national def e ........................................
International affairs -------------------------------------------
General science, space, and technology ---------------------------
Natural resources, environment, and energy ----------------------
'A griculture ...................................................
Commerce and transportation ..................................
Community and regional development - - -...................
Education, training, employment, and social services -.............
Health .......................................................
Incom e security ...............................................
Veterans benefts and services ----------------------------------
Law enforcement and justice ..................................
General government ..........................................
Revenue sharing and general purpose fiscal assistance -------------
Interest ......................................................
Allowances ---------------------------------------------------
Undistributed offsetting receipts --------------------------------

T otal ------------------------------------------------------

120,136
10.293
4.930

20,462
2, 729

19,514
9,437

26,679
47,847

179,843
19,062
3.760
3,797

10,692
41,784
2,949

-16.660

111,947
7,847
4.737

20,504
2,333

20.093
10, 101
26,473
44.485

146,549
19. 143
3,862
3.816
9,707

41.785
2,651

-16.660

-4,150 -2,300
-750 -450

----------------------------

488 173
-576 547
1.055 184

-1,200 825
-3.940 1,283

-162 -247
2,845 1,760

873 760
-200 -62

101 182
-870 76
1,216 1,215

-1,880 -1,630
660 660

507,254 459,373

115,986
9.543
4,930

20,950
2, 153

20,569
8.237

22,739
47,685

182.688
19,935
3,560
3,898
9.822

43.000
1,069

-16.000

2,976 500,764

Note.-Detail may not add to totals due to rounding,

050
150
250

,|300
X 350
' 400

450
500
550
600
700
750
800
850
900

950

109,647
7, 397
4.737

20,677
2,880

20,277
10,926
27.756
44,238

148.309
19,903
3.800
3,998
9.783

43,000
1,021

-16,000

462,349



APPENDIX B

THE FIVE-YEAR IMPLICATIONS OF FISCAL YEAR 1978
BUDGET DECISIONS

Background

Budget decisions made today have great significance for budgeting
in future years. Several provisions of the Congressional Budget Act
enable Congress to be aware of the future implications of budgetary
decisions. Five-year cost estimates are now provided for all legisla-
tion, including tax expenditure legislation. The Congressional Budget
Office is required to submit a five-year projection of the congressional
budget soon after the beginning of the fiscal year. The Budget Com-
mittee also must provide a five-year analysis of budget authority and
outlays in the report which accompanies its budget resolution. The
following analysis is intended to cover that requirement.

The discussion that follows provides a long-range perspective on the
fiscal year 1978 Federal budget. It is based on two sets of specific eco-
nomic assumptions which are set forth below and uses the budget
authority and outlays recommended by the committee for the fiscal year
1978 budget resolution as a base.

This analysis is not a forecast of future decisions or economic con-
ditions. It is in no sense a plan for fiscal policy or relative budget
priorities in future years. It is a long range projection which describes
certain conditions that significantly will affect decisions on such poli-
cies in the future. It illustrates the profound impact that the economy
has on the budget. It also stresses the fact that a substantial portion of
future year budgets is already mandated in existing law. Finally, it
demonstrates that Congress will foreclose many options if it chooses
to maintain automatically present purchasing power in all programs
by providing an adjustment for inflation each year. Hard decisions are
necessary this year and in the future to produce a healthy economy and
a balanced budget.

Since this analysis is not a forecast, nor a budgetary or fiscal plan, it
is not a policy statement of the future. It does not include any policy
changes which the Congress may either wish to consider or in reality
must adopt to remain on the path to a balanced economy. This projec-
tion assumes:

-no additional tax reductions beyond fiscal year 1978; and
-no spending initiatives above the current level of spending in fiscal

year 1978, either for expanding existing programs or starting new
programs.

Balancing the Budget

On January 31, 1977, President Carter announced his plan for eco-
nomic stimulus for the current budget year and fiscal year 1978. A key
portion of his plan is to sustain the economic recovery this year and



maintain the level of economic expansion into the coming years. The
President's package was designed to provide for a limited amount of
permanent budgetary cost. Specifically he stated:

Because we are committed to a balanced Federal budget
for fiscal year 1981, we want to hold down the size of per a-
nent spending increases or tax reduction.

The economic program I have proposed will set the stage
for substantial growth in the years ahead. It will restore con-
sumer confidence and consumer purchasing power; it will en-
courage businessmen to invest in a long-term growing econ-
omy; it will pave the way for a balanced Federal budget by
fiscal year 1981.

The President's commitment to a balanced budget is consistent with
the recommendations of the Budget Committee. However, the speed
of achieving the goal and the options which Congress and the Execu-
tive face are critical to balancing the budget by 1981. Specifically,
this projection addresses the need of a reasonable approach to sip-
-porting the economy through tax legislation and targeted spending
to meet new needs. The continuing movement toward equity in our
tax laws and i-form of continuing programs mandated by existing low,
careful selection of the discretionary -programs which should be ad-
justed for inflation and/or real growth, and a cautious analysis of
revenue sources during consideration of new program initiatives--all
are necessary elements of responsible budgeting for the future.

There is no mystery shrouding the basic forces that underlie growth
in budget revenues and in the outlays stemming from past congres-
sional commitments. To % large degree, both Federal revenues and ex-
penditures tend to grow because mrny of the factors that affect one
affect the other. Population growth, increasing productivity, employ-
ment and inflation in the economy impact on both receipts and ex-
penditures. There are differences, however. Outlays are frequently
aimed at the solution of special problems and are influenced by the
growth in the beneficiary populations. In a few c-ses. the investments
are in programs of a temporary nature. On the other hand, the nature
of the tax system and the health of the economy have a larger effect
on revenues than on outlays.

Achieving a balanced budget and full employment requires careful
management. Satisfactory economic growth is required for both na-
tional goals. An average annual rate of growth of 5 percent is required
to reduce the unemployment rate to 4 percent and to generate the reve-
nues needed to balance the budget. On the other hand, some of the
resources needed to balance the budget-from either increased reve-
nues or curtailed expenditures--will be needed to create the demand
necessary to stimulate the desired growth. Table 1 illustrates this
problem. If expenditures are confined to those required under existing
law and if private demand continues at approximately the pace as
prevails now, the economy will probably follow the lower path of
economic growth. A balanced budget will not be achieved until fiscal
year 1981. Under these assumptions, the unemployment rate would
decline to approximately 5.4 percent in 1982.



On the other hand, if all programs are adjusted for inflation, or new
programs are substituted for old ones and private demand is vigorous,
a budget close to balanced can be obtained by fiscal year 1980. Beyond
fiscal year 1980, the la.. surpluses accumulating in the Federal budg-
et would have to be utilized or the projected rate of growth would not
inaterialize. Such surpluses would be appropriate only if a major
investment boom developed in the early ears of the next decade. If
such an investment boom does not develop, the projected surpluses
would have to be used to reduce taxes or to finance new or expanded
programs to obtain the projected economic growth.

It the high growth path set of economic assumptions were to pre-
vail in fica year 1982 and outlays of the Government were approxi-
mately $607 billion, the percent of Federal expenditures of the total
gross national product would remain approximately 21 percent.

TABLE 1.-BUDGET PROJECTION OF COMMITTEE
RECOMMENDATIONS

Fiscal year

1978
committee Projection

recommen-
In billions of dollars dations 1979 1980 1981 1982

LOW GROWTH PATH
Under existing law:

Revenues ------------------------------- 398.1 454 502 561 625
Outlays -------------------------------- 462.3 496 522 549 577
Deficit (-) or surplus (+) ---------------- -64.2 -42 -20 12 48

HIGH GROWTH PATH

With further adjustments for inflation:
Revenues ------------------------------- 398.1 462 524 594 671
Outlays --. ..---------------------------- 462.3 499 530 576 607
Deficit (-)or surplus (+) --------------- -64.2 -37 -6 27 64

Methodology of Projection

This analysis of the future implications of the budget resolution is
built on the following four steps:

(1) two alternative projetions of economic recovery beyond
fiscal year 1978, one a low growth path, the other a high growth
path;

(2) determination of the resources that present tax laws will
ma available to the Federal Government;
(3) determination of the outlays arising from both a narrow

deftion of the commitments that stem from existing legislation
as well as what the budget would be like if programs were ad-
justed for inflation to keep constant the level of Government pur-
chases and the level of payments to State and local governments;
and

(4) examination. of the major foreseeable demands that will be
made on future resources.



Economic Assumptions

The major assumption underlying the five-year projection is a con-
tinuing economic recovery with declining unemployment. Unemploy-
ment and the loss of revenues associated with low utilization of
capacity are the largest factors affecting the budget deficit during
recessions. If the recovery is aborted, the future is bleak. Receipts will
not rise as much as projected and outlays will rise more than
projected. Large deficits could occur for the rest of the decade.

The rate of economic growth is crucial to the five-year projection.
Even the low path of economic growth-3.9 percent from 1978
through 1982-assumes a better performance than the average annual
rate of growth of 2.6 percent of the past decade. The high growth
path assumes an average annual rate of growth of 5 percent, a rate
of growth for such a sustained period achieved only once-1961 to
1966-in the post World War II era. To achieve the higher growth
path requires a careful combination of monetary and fiscal policies
appropriate to the strength of private demands. If private demands
by consumer and investors are strong, less will be required of fiscal
and monetary policy. However, if private demands are weak, addi-
tional action will have to be undertaken by the Government. In fact.
some or all of the surpluses generated by the higher economic growth
path will have to be expended in order to achieve that rate of growth.

TABLE 2.-SELECTED ECONOMIC ASSUMPTIONS, CALENDAR YEARS
1977-82

Economic characteristic 1977 1978 1979 1980 1981 1982

LOW GROWTH PATH

Gross national product (in billions of dollars):
GNP (current dollars) -------------- 1,865 2,088 2.256 2,454 2,667 2,900
Real GNP (1972 dollars) ------------ 1.325 1.393 1.447 1,504 1.564 1.626
Growth rate of real GNP ------------- 4.8 5.1 3.9 3.9 4.0 4.0

Incomes (in billions of dollars):
Personal income ----------------- 1.517 1.690 1.829 2,012 2,161 2,349
Wages and salaries ------------------- 991 1.117 1. 196 1.30 1,405 1,527
Corporate profits ------------------ 163 188 194 210 225 240

Unemployment rate (percent) -- -------- 7.2 6.5 6.2 5.8 5.5 5.4
Consumer Price Index (percent change) - 5.9 5.4 4.7 4.7 4.6 4.5
Interest rate, 91-day Treasury bills --------- 5.0 5.2 5.3 5.4 5.5 5.6

HIGH GROWTH PATH

Gross national product (in billions of dollars):
GNP (current dollars) ------------- 1,865 2,088 2,311 2,555 2,828 3,115
Real GNP (1972 dollars) ------------ 1,325 1,393 1,464 1,541 1,622 1,696
Growth rate of real GNP ------------- 4.8 5.1 5.1 5.3 5.3 4.6

Incomes (in billions of dollars):
Personal income --------------------- 1,517 1,690 1,872 2,070 2,291 2,523
Wages and salaries ------------------- 991 1,117 1,236 1,374 1.513 1,667
Corporate profits -------------------- 163 188 204 223 255 280

Unemployment rate (percent) --------- 7.2 6.5 5.7 5.0 4.5 4.'1
Consumer Price Index (percent change) 5.9 5.4 5.4 5.2 5.4 5.6
Interest rate, 91-day Treasury bills --------- 5.0 5.2 5.5 5.7 5.8 6.0



Revenues

Based on these economic assumptions, receipts are projected to
grow by some $2 billion under the low-growth economic assump-
tions and some $273 billion under the high-growth path economic
assumptions between fiscal years 1978 and 1982. The historical trend
toward a larger proportion of receipts from payroll and income taxes
and a smaller proportion from corporate taxes is expected to continue.

Table 3 illustrates the projection of revenues by source for both the
high and low path economic assumptions for fiscal years 1978-82.

TABLE 8.-REVENUE SOURCES/FISCAL YEARS 1978-82

Fiscal year

1978
committee Projection

recommen-
In billions of dollars dations 1979 1980 1981 1982

LOW GROWTH PATH

Individual income taxes ------------- --------- 178.5 214 242 276 315
Corporate income takes ------------------- 58.4 64 72 78 86
Social inurance tas and ontrito .......... 124.3 138 149 165 180
Excis taxes --------------------------------- 18.4 19 19 19 20
All other ------------------------------------ 18.5 20 22 23 25

Total -------------------------------- 396. I 455 504 561 626

HIGH GROWTH PATH

Individual income taxes ---------------------- 178.5 218 252 292 337
Corporate income taxes ----------------------- 58.4 65 75 82 92
Social insurance taxes and contribution --------- 1 24.3 140 155 175 194
Excise taxes --------------------------------- 18.4 19 20 20 21
ANlother ----------------------------------- 18.5 21 22 25 27

Total -------------------------------- 398. I 463 524 594 671

Outlays Mandated by Existing Legislation

The programs enumerated in table 4, Projected increases in Federal
outlays, under low growth path economic assumptions, for fiscal year
1979 to fiscal year 1982, have legislative requirements which auto-
matically relate expenditures to changes in economic conditions or
to claims against the Government which must be honored. These
programs include military and civil service retirement, social secu-
rity, or unemployment compensation, benefits for coal miners, sup-
plemental security income, food stamps, child nutrition, public and
other housing assistance, interest and miscellaneous programs with
entitlements. This analysis assumes that programs with mandatory
expenditures would grow from $462 billion in 1978 to $577 billion
in 1982. This is an increase of close to $115 billion, or approximately
25 percent in the next five years.



100

TABLE 4.-PROJECTED INCREASES IN FEDERAL OUTLAYS, UNDER
LOW GROWTH PATH ECONOMIC ASSUMPTIONS

Fiscal year

In billions of dollars 1979 1980 1981 1982

House Budget Committee recommendation for 1978_.-- 462 462 462 462
Add: Commitments under existing law:

Social Security ------------------------------ 9 19 30 41
Medicare and medicaid ------------------------ 7 13 19 27
Pay increases for Federal employees ------------- 4 7 10 14
Retired military pay and Civil Service pay ------- 2 5 7 10
Defense purchases (lagged effect of prior appro-

priations increases) ------------------------ 6 9 10 11
Net interest ------------------------------ 4 6 8 9
All other spending (net) ----------------------- 1 2 3 3

Subtotal, projected outlays under existing law
commitments ---------------------------- 496 522 549 57

Table 5 illustrates what Federal spending would be during the
coming five years under the high growth path set of economic :!ssump-
tions after adjusting for discretionary inflation. Federal spending
would grow from approximately $462 billion in fiscal year 1978 to
some $607 billion in fiscal year 1982.

TABLE S.-PROJECTED INCREASES IN FEDERAL OUTLAYS UNDER
HIGH GROWTH PATH ECONOMIC ASSUMPTIONS

Fiscal year (projection)

In billions of dollars 1979 1980 1981 1982

House Budget Committee recommendation for 1978 ---- 462 462 462 462

Add: Commitments under existing law -------------- (30) (52) (79) (108)
Social security ------------------------------ 9 19 30 43
Medicare and medicaid ----------------------- 6 II 19 27
Pay increases for Federal employees ------------- 4 7 12 16
Retired military pay and Civil Service pay -------- 2 5 8 II
Defense purchases (lagged effect of prior appro-

priations increases) ------------------------- 6 9 10 Ii
Net interest -------------------------------- 4 5 6 7
All other spending (net) ---------------------- -1 -4 -6 -7

Add: Further adjustments for inflation -------------- (7) (16) (26) (37)
Maintain 1978 value of defense purchases -------- 2 6 10 15
Maintain 1978 value of grants and other Federal

purchases ---------------------------------- 4 8 12 17
Cost-of-living increase for veterans' benefits ------- 1 2 3 4
Indirect effect on interest on the public debt of

further adjustments for inflation --------------------------------- I I

Total. projected outlays after further ad-
justments for inflation ------------------ 499 530 567 607



APPENDIX C

CONTROLLABILITY OF FEDERAL OUTLAYS

Congress must control outlays and receipts in order to achieve the
surplus or deficit position necessary to meet its economic objectives.
This analysis describes the kinds of action required by Congress to
control outlays in a given fiscal year.

Congress does not enact outlays. Congress enacts budget authority.
It is budget authority that authorizes Federal agencies to commit or
obligate the Federal Government to spending. No outlay occurs unless
it is previously authorized by Congress as budget authority.

Outlays for a given fiscal year are frequently related to authority
which Congress has granted in earlier years. Control of these outlays
requires an act of Congress to change existing law. Included within
this category are outlays from programs with (1) permanent author-
ity, (2) prior authority, and (3) entitlements specified by law. All
other outlays are classified as "relatively controllable under existing
law."

Outlays from "permanent" budget authority become available auto-
matically under existing law and require no further congressional
action. Permanent authority is composed almost entirely of trust
funds, interest on the debt, and general revenue sharing. Outlays from
"prior years" result from budget authority which has been previously
enacted on an annual basis. This situation simply reflects the fact that
there will always be some time lag between contractual commitment
and the actual disbursement of funds to honor contract obligations.

The total outlays of $462.3 billion recommended by the committee
is a net figure, arrived at by the same accounting conventions used in
constructing the President's total outlay request. Certain revenues of
the Government, including intragovernmental transactions such as
Federal fund payments to trust funds and including proprietary re-
ceipts from the public such as those resulting from sale of timber are
counted as offsets to gross outlays. This analysis incorporates all of
those offsetting receipts and deals with gross outlays of the
Government.

The following table shows that $217.9 billion or 42 percent of gross
Federal outlays will result from permanent authority already made
available by existing laws. Lesser amounts of $101.9 billion will result
from outlays from appropriations of prior year authority. A total
of $319.8 billion or 61 percent of gross outlays assumed by the House
Budget Committee for fiscal year 1978 do not require current action
by Congress.

If the Congress should choose to reduce these amounts, it would re-
quire either a change in substantive legislation or a rescission of
budget authority already provided by law.

The total outlays recommended by the committee for fiscal year
1978 already assume certain restraints by the Government to achieve
savings through changes in existing law. Appendix G of this report
analyzes this problem further.
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Although the remaining $203 billion in outlays do not require cur-
rent action by the Congress, some may still be regarded as relatively
uncontrollable under existing law. For instance, formulas in existing
law which set a definite benefit payment and define those people or
governments eligible for the payment- also account for, 4 significant
level of outlays in the budget year. Programs which require such pay-
ments are defined in the Congressonal Budget Act as entitlement pro-
grams. For example, funding for programs such as revenue sharng,
countercyclical fiscal distance, Medicaid, AFDC, food stamps, certain
veterans benefits and other programs are mandated, by existing law.
Table I identifies various programs or activities af the Federal Gov-
ernment, which, while not all mandated under .existing law, would
have to be funded from the remaining $203 billion requiring action
by the Congress.

Table 2 shows that in 9 of the 17 functions Congress will be required
to take current action. on less than 50 percent of the outlays Q'imated
for those functions.

The committee, with tihe assistance of the Congressional Budget
Office, is currently develop'g a system to identify those programs in
the budget which are, iiandatory under existing law and notes that a
further and more tailed refinement of this analysis will be available
in the coming months.

TABLE i. -ANALYSIS OF OUTLAYS REQUIRING AND NOT REQUIRING
CURRENT ACTION BY CONGRESS

Fiscal year 1978 outlays

In millions of dollars Amount Percent

H-we Budget Committee recommendation for the "F'rst Budet
R9s.ution for Focal Year 1978" (net outlays) ..---- -- 462.349

Offstftlg receipts (all functions) ------------------------------ 60,504 --------------

Subtotal ----------------------------------- 522, 85J I00
Amounts not requiring current action by Congress --------------- 319,831 61

Outlays from appropriations of prior year authority----------- (101.875) --------------
06tlays from Feierml fundi, trust funds and revolving funds

whichdo not require current action by Conwu------------- (217.956) ..........

Amount requiring current action by Congress ------------- 203,022 39

House Budget Committe& assumptions for selected major program requiring current action
by Congress:

National defense function ------------------------------------------------------- 79, 087
Revenue sharing ----------------------------------------------- 6, 855
Countercyclical assistance ------------------------------------------------------ ,670
Food for Peace (Public Law 480 funds) ----------------------------------------- 1,092
Payments to the Postal Service -------------------------------------------------. 1,472
Medicaid ------------------------------------- -------------------------------- 8,587
AF ------------------------------------------------------ 4.688
Public assistance (Social Services) ---------------------------------------------- 2.172
Food stamps -------------------------------------------------- 5,168
Supplemental Security Insurance (SSI) ---------------------------------------- 5.867
Veterans compensation, pension, readjustment benefits and medical care ------------ 15,804
Special benefits for coal miners ------------------------------------------------ 992
Federal unemployment benefits allowance (FUBA) ---------- --------- 1,122
Child nutrition ------------------------------ - ..-------------------------- 2162
All other Federal programs (net of all function) --------------------------------- 66284



TABLE 2.-ANALYSIS OF OUTLAYS NOT REQUIRING CURRENT ACTION BY CONGRESS

Amounts not requiring current action

Committee Federal
recom- trust and Total

mendation Offsetting Groff Prior year revolving
Function (net) receipts outlays outlays fund Amount Percent

National Defense --------....------------------------------
International Affairs --------------------------------------
General Science Space, and Technology ........................
Natural Resources. Environment, and Energy -------------------
Africilture ---------------------------------------------------
Commerce and Transportation ---------------------------------
Community and Regional Development -------------------------
Education, Training, Employment, and Social Services --------------
Health -------------------------------------------------------
Income Security ----------------------------------------------
Veterans Benets and Services ----------------------------
Law Enforcement and Justice. -r.........----------------------
General Government ------------------------------------------
Revenue Sharing and General Purpose Fiscal Assistance .........
Interest ----------------------------------------------------
Allowances ---------------------------------------------------
Undistributed ofisetting receipts .... --,-.........................

Total -------------------------------------------

109.6
7.4
4.7

20.7
2.9

20.3
10.9
27.8
44.2

148.3
19.9
3.8
4.0
9.8

43.0
1.0

-16.0

462.3

9.5
.7

2.4.1
.I
.2

7.0
4.3
.6

7.5
6.9
5.3

16.0

119.1 31.8 8.3
8.1 3.6 .1
4.7 1.6 ------------

23.1 11.3 1.7
3.0 .7 .9

20.4 11.7
11.1 7.2 .4
27.8 16.2 .3
51.2 5.8 25.7

152.6 7.4 118.6
20.5 3.1 .6
3.8 1.0 ..........

11.5 .5 5.4
16.7 ------------ 7.6
48.3 ------------ 46.3

1.0 ------------------------

60.5 522.9

,40.1
3.7
1.6

13.0
1.6

11.7
7.6

16.5
31.5

126.0
3.7
1.0
5.9
7.6

48.3

101.9 217.9 319.8

.Note-Detail may not add to totals due to rounding.

3'
46
34
56
55

6

59
62
83
Is
26
51
46

100
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TABLE 3.-PERCENT OF OUTLAYS THAT REQUIRE AND DO NOT
REQUIRE CURRENT ACTION BY CONGRESS

Amounts that Amounts that
do not require require current
current action action by

Function by Congress Congress

)50 National Defense ------------------------------------ 34 66
150 International Affairs --------------------------------- 46 54
!50 General Science. Space, and Technology ---------------- 34 66
00 Natural Resources, Environment, and Energy ----------- 56 44

350 Agriculture ----------------------------------------- 53 47
400 Commerce and Transportation ------------------------ 57 43
150 Community and Regional Development ---------------- 68 32
500 Education, Training, Employment, and Social Services.. - 59 41
550 Health -------------------------------------------- 62 38
600 Income Security ------------------------------------- 83 17
700 Vetrans Benefits and Services ------------------------ 18 82
750 Law Enforcement and Justice ------------------------- 26 74
300 General Government --------------------------------- 51 49
350 Revenue Sharing and General Purpose Fiscal Assistance. 46 54
?00 Interest ------------------------------------------- 100 ................

Allowances --------------------------------------------------------- 100
?50 Undistributed offsetting receipts .......................................................

Total ------------------------------------------- 61 39



APPENDIX D

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS

Under the Budget Committee's recommendations, outlays during
fiscal year 1978 for aid to State and local governments will be $82,503
million. This is an increase of $9,746 million, or 13 percent, over the
amount included in the Third Budget Resolution for Fiscal Year
1977. It represents, however, only a slight increase over the $81,682
million proposed by President Carter. '

The Federal Government provides funds to State and local govern-
ments under many programs designed to achieve a variety of objec-
tives. One major o jective is to provide income security and minimum
services to needy individuals. The First Budget Rsolution total
recommended by the Budget Committee, includes $25,203 million for
the support of State and local programs providing aid to individuals.
The remaining grant programs support ongoing public services, dem-
onstration projects, and capital development efforts. The Budget
Committee recommends outlays of $57,300 million for these purposes.
Of this amount, roughly 29 percent represents investment in physical
assets--the construction of public facilities, the acquisition of land
and the purchase of durable equipment. Table 1 compares the levels
of support suggested for fiscal year 1978 with those provided in past
years.

TABLE I.--OUTLAYS FROM FEDERAL GRANT PROGRAMS

[In millons of dllas]

Total all Grants for
grant aid Ao Other

Fiscal year programs individuals grant&

1978:
Budget Committee recommendation ---------- $82. 503 $25, 203 $57, 300
Preident's requet ------------------------- 81, 682 25.816 55.866

1977 (3d budget resolution) -------------------- 72. 757 23,315 49.442
1976 ------------------------------------------ 59,037 19.511 39,526
1975 ------------------------------ 49.723 16.105 33,618
1974 -------------------------------- 43.308 14,030 29,278
1973 ---------------------------- - 41,832 13.104 28,728
1972 -------..-------------------------------- 34.372 13,421 20,951
1971 ----------------------------------------- 28.109 10.789 17,320
1970 ----------------------------------------- 24,018 8.867 15. 151

Much of the recent growth in Federal grant outlays stems from ef-
forts to stimulate the economy. State and local governments have been
asked to assume administrative responsibility for many of the pro-
grams enacted to counter the recent recession. Countercyclical pro-
grams, such as public service employment, antirecession aid and local
public works, account for roughly 13 percent of the grant outlays in-
cluded in the Budget Committee's recommendation.
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TABLE 2.-FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION

(in Muillions Of dslan]

1978

1977 Budget
3d Committee

1976 concurrent President's recoumnmen-
Function actual$ resolution request dation Change

050 National defense ------------- 89 70 56 56 0
300 Natural resources. Environ-

ment and Energy ---------- 3.082 5.200 6.171 6.194 +23
350 Agriculture ----------------- 425 580 334 334 0
400 Commerce and transportation. 7,991 8.683 10,190 9.900 -290
450 Community and regional de-

velopment --------------- 3.825 8,604 8.055 8.762 +707
500 Education, training, employ-

ment and social services .... 13,761 15.998 19,242 20,086 +844
550 Health ----------------- 10,914 12.355 13.734 13,522 -212
600 Income security ------------ 10,875 12.501 13,338 13.063 -275
700 Veterans benefits ------------ 52 74 99 100 +1
750 Law enforcement and Justice. 795 89 677 625 -52
800 General government --------- 127 141 153 153 0
850 Revenue sharing and general

purpose fiscal assistance_ __ 7. 102 7.653 9.632 9,708 +76

Total -------------------- 59.037 72.757 81.682 82.503 +821

The Budget Committee's recommended level of grant outlays is coin-
pared with President Carter's budget proposal in Table 2. The change
in total grant outlays recommended by the Committee is relatively
small. This is the case because increases recommended in some budget
functions are offset by decreases in others.

The largest recommended increase--$844 million-is found in
Function 500, Education, Training. Employment and Social Serv-
ices. The committee restored funds cut by the President in the
Impact Aid program and recommended increases in other educa-
tion, human development, social service and employment pro-
grams. Outlay reestimates were required for various jobs programs
that are scheduled to receive additional funding in the fiscal year
1977 fiscal stimulus appropriations.

-An increase of $707 million is recommended for Community
and Regional Development programs in Function 4.50. Outlays
were reestimated based on expected congressional action appro-
priating ili 1977 all of the $4 billion in proposed additional au-
thorization for the local public works program. The Budget Com-
mittee recommendation also allows for funding at current levels
of various programs cut back by the President as well as for ex-
pansion of some others.

The committee recommends an increase of $76 million in Func-
tion 850. This increase is necessary to allow for full funding of
the proposed countercyclical assistance program given the com-
mittee's eonornic a-sumn)tions. Outlays for the President's pro-
posed taxable bond option program were omitted by the com-
mittee based on a judgment that the proposal is unlikely to be
acted upon early enough to affect the fiscal year 1978 budget.
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Reduced outlays of $290 million are recommended for Function
400, Commerce and Transportation. This is due to a downward
revision of the outlay estimate for the Federal Aid Highway
program. Despite the reduction, the committee's total is large
enough to allow for limited increases over the President's budget
for various transportation grant programs.

A decrease in grant out.ays of $212 million is recommended in
Function 5501 Health. This results from a reestimate of the cost
of the Medicaid program under current law. The Medicaid reduc-
tion is partially offset by funding increases in categorical health
grant programs.

Reductions of $275 million are recommended for income secu-
rity grant programs in Function 600, attributable largely to re-
estimates of the cost of the AFDC and child nutrition programs
under current law. Also, some savings are expected in the AFDC
program as a result of legIslative changes. The committee re-
stored funds for the Special Milk Program that had been cut by
President Carter.

In addition to Federal budget outlays under grant programs, State
and local governments are assisted by Federal tax expenditures. Major
items are detailed in Table 3. All of the tax expenditure items provide
assistance of a general nature to State and local governments. The
bond interest exclusion allows State and local governments to borrow
at lower interest rates, but the resulting savings to them are less than
the revenue lost by the Federal Government. The property tax and Ps
tax deductions, which shift the burden of State and local tax levies,
also provide subsidies to housing and transportation activities
respectively.

TABLE 3.--ESTIMATED COST OF MAJOR FEDERAL TAX EXPENDI-
TURES AIDING STATE AND LOCAL GOVERNMENTS, FISCAL YEAR
1978

In millions

Exclusion on interest on State and local debt ----------------------------------------. $5,350
Deductibility oF nonbuinmess State and local taxes (other than on owner occupied housing )- 9.870
Deductibility of property taxes on owner occupied homes ------------------------------ 4, 995

The impact of congressional budget choices on State and local gov-
ernments is not limited to the targets set for Federal grant programs.
The fiscal policy underlying expenditure and revenue choices is also
important as State and local revenue collections, interest expenses and
public service requirements vary with general economic conditions.





APPENDIX E

TAX EXPENDITURES

The Congressional Budget and Impoundment Control Act of 1974
makes the Budget Committee responsible for requesting and review-
ing tax expenditure studies and, if necessary, requires that it develop
methods of coordinating direct budget outlays with related tax ex-
penditures. As a step in implementing this responsibility, tables for
tax expenditures by function have been prepared from information
obtained from the Committee on Ways and Means.

Tax expenditure data show the cost to the Federal Government,
in terms of revenues foregone, of tax provisions enacted as incentives
to encourage certain kinds of economic behavior instead of employing
Federal programs to achieve the same objectives. These governmental
choices take the form of an exclusion, deduction, credit, preferential
tax rate or deferral of tax liability.

Estimates of tax expenditures are difficult to determine and are sub-
ject to important limitations.

Each tax expenditure is measured in isolation. The amount of the
deduction is added back in the calculation of taxable income, which
raises the level of taxable income. The difference in tax liabilities,
calculated with the existing structure of tax rates, is the amount of
the tax expenditure. For this computation, it is assumed that nothing
else changes: neither the behavior of the taxpayer, nor the economic
variables that might signal for an adjustment in business behavior,
nor tax, fiscal or monetary policies.

If two or more items were to be eliminated, the result of the com-
bination of changes being made at the same time might produce a
lesser or greater revenue effect than the sum of the amounts shown
for each item individually. This, of course, also means that the addi-
tion of the various tax expenditure items is of quite limited usefulness.

To aid analysis of the economic benefits provided through the tax
laws to various sectors of the economy, the cost (tax expenditures)
and beneficiaries (in terms of area of activity) are grouped in the table
in the same functional categories as outlays in the Federal budget and
estimates are shown separately for individuals and corporations.
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TAX EXPENDITURE ESTIMATES BY FUNCTION

[Fiscal years; in millions of dollars]

Corpoations Individuals Corpouatios and individuals

1977 1978 1979 1960 1961 1962 1977 1978 1979 1960 1961 1962 1977 1978 1979 1960 1961 1982

050 National dense:
Military personnel:

Exclusion of benefits and allow-
ances to Armed Forces per-
sonnel ..... ........................... ................................... 1,095 1,260 1,360 1,470 1,585 1.715

Exclusin of military disability

pensions ............................................. ................... 105 115 120 130 135 145

Subtotal ................... ........................................ .1,200 1.375 1,460 1,600 1,720 1,860 1,200 1,375 1,480 1,600 1,720 1,860

150 International affairs:
International financial programs:

Exclusion of income earned
abroad by U.S. citizens ...... ..................................... 120 135 150 160 170 185 ,-'

Deferral of income of domestic
international sales of corpo-
rations (DISC) ............. 1,030 1,190 1,360 1,455 1,475 1,545 .......................................

Deferral of income of controlled
foreign corporation ... 410 410 410 410 410 410 .............................................

sphere trade corporations.... 35 25 15 5 ................. ................................

Subtotal ................. 1,475 1,625 1,785 1,870 1,885 1,955 120 135 150 160 170 185 1,595 1,760 1,935 2,030 2,055 2,140

300, Natural resources, environment.
and energy:

Conservation and land manage-
ment: Capital gains treatment
of certain timber income ....... 300 325 340 355 375 395 95 100 I05 110 115 125

Pollution control and abatement:
Exclusion of interest on State

and local government pollu-
tion control bonds .......... 170 220 265 300 330 355 75 100 125 145 160 175

Exclusion of payments in aid
of construction of water and
wage utilities ............. 15 10 10 10 10 10 . ....... . . ............................

5-year amortization on pollu-
tion control facilities ........ -80 130 -45 40 130 180 ...... . ...................................



Energy:
E ~ igof ezpkoratium n

t cet..... 610 600 610 635 675 735 105 I5 155 185 200 230
Excess Percentage over cost

depletion .................. 1,035 1,060 1,135 1,220 1,295 1,30 275 300 330 360 400 410
Other natural reoue: Capital

pins treatment of royalties on
coal and iron ore ............. 20 20 25 25 30 30 45 50 60 70 80 90

Subtota.................2070 .105 2340 2,58 2,845 3,065 595 700 775 870 955 1,030 2,65 285 3,115 3,455 3,80 4.,095

350 Asrculture:

Capital gaun treatment of
crtain dAry income ...... t0 15 15 15 13 15 330 350 365 385 405 425
E aning ......ta...cap.t.. 80 70 75 80 80 85 370 440 460 475 490 510

Deductiblity of nosaih patron-
age dividend., andceaioZfhd il f rcer
ties ...................... 455 490 535 570 610 655 -165 -170 -180 -190 -200 -210

Subtotal ....... 5................ 545 575 625 665 705 755 535 620 645 670 695 725 1,00 1,195 I, V0 1,335 1,400 1,460

400 Commerce and truaportAtion:
Moetgap credit am thrift in-

uwafc
Exemtion of credit union

iuscm e .. . . ..... 165 185 200 225 250 275 ...............................................
Exces bad '"eb ; "T 4

financial in ........ 560 645 860 875 945 925 ............... ....................
Deductibility of mrtage
interest on owneroccupied
homes ..................................................................... 5,0 5 6,030 6,695 7,430 8 250 9,160

_ . . ........................ . ...... 4,500 4,995 5,545 6,155 6,830 7,510
conumer credit ..................... i.......... .......................... Z',310 2,565 2,84 3.160 3,505 3,895

Credit for purcae of new
home... .................................................... 100............................

Doe al of.c.a.p..tal g.ins . .o.n**........... 89 93 90 ,00 .08 I,1
homnesales ................I........................... 890 935 980 1,030 1,090 1,135



TAX EXPENDITURE ESTIMATES BY FUNCTION-Continued

Fiscal years: in milicaa of doallml

Crpotions Individuals Corporations and indiduals
1977 1978 1979 1960 1981 1962 1977 1978 1979 190 1961 1892 1977 1976 1979 1900 1961 1962

400 Commerce and Transportation-Contnued
Other advancement and regula-

tion of commerce:
Dividmdexclusion .... ...................... . ..................... . 410 425 450 470 495 520Cvpme utx eepin ..465 ,5 3,655 3,915 4,205 4,485 ................... ........... ....... ..........

Cartl gins(other thanf armies, tii, iron ore

andeol) .................. 555 550 550 585 615 650 7,030 7,360 7,710 8,265 8,855 9,495
Capital ins at death ......................... ...................... .... 7,280 8,120 8973 9,910 10,945 12'90Depreciation on rental howR ..

Ing in exc"N of sraiht line... 100 100 105 105 103 105 405 425 450 470 490 515
other than rental housing

in excess of straight line ...... 210 200 190 185 10 175 185 175 170 165 160 155
Expensing of research and de-

velopment ezpenditures ..... 1,395 1,450 1,520 1,610 1, 695 1,715 30 30 30 30 35 35
Excluaion of intest on State

and local industrial develop-
meet bonds ................ 195 235 270 315 355 400 90 110 130 ISO 170 190Exce firstyaeardepreciation... 45 45 0 so 55 55 135 145 155 160 170 180

Expensinj of construction
periodd interest and tax es ..... 475 500 525 555 585 615 150 140 90 140 160 205Invetentcredit ........... 8,640 9,670 10,375 10,910 9,380 7,360 1,970 2,205 2,430 2,595 2,595 1,725

A etdepreatonn ....... 1,630 1,825 2,000 2,095 2,115 2,115 175 195 220 230 235 235Ground trnsportaton:
S-year amortization on rail- V

road rolling stock ......... -35 -40 -40 -40 -40 -40.........................
Deductibility of nonbusiness

State gasoline taxe .................................................. 795 880 960 1,065 1,205 1,40
Water transportation: Deferral

of tax on shipping companim. 90 70 60 50 40 35 ................................................

Subtotal ................. 18,675 19,685 20,320 21,435 20,485 18,890 31,810 34,735 37,855 41,445 45,180 48,455 50,565 54,40 58,175 62880 65,665 67,345

450 Community and regional develop.
meant:

Commune development:
5-year amortiation for hous-

n rmhabilitation .......... t0 5 5 (s) (1) -5 20 10 5 (3) (3) -S
Tax incentives for preservation

of hitoric structures .......... (1) (1) 5 5 5 5 (3) (2) 5 5 10 10
Subtotal .................. 10 5 10 5 5 ........ 20 10 10 5 I0 5 30 15 20 10 15 S



500 Education. training. employment,
and social services:

Higher eduction:E"uion of scholahip and

fellowship income .. e ..... ... 250 285 375 400 420 445
Parental personal exemption

for students age 19or over ............... 750 770 790 815 840 865
Deductibility of charitable

contributions (education)... 215 240 265 300 335 365 540 565 595 625 655 690
Training and employment:

Credit for child- and de-
pendent-care expenses . 840 870 960 1,050 1, 155 1,270

Deduction for eliminating bar-
riers for the handicapped .... 5 10 10 5 (2) (2)

5-year amortization on child-
care facilities ..... ........ (2) (2) (2) () () (2) . . ..

Credit for employment of
AFDC recipients and public
assistance recipients under
work incentive programs ... 15 15 20 20 20 20

Other labor services:
Exclusion of employee meals

and lodging (other than
military) ................. 330 350 370 395 420 445 ,-A

Maximum tax on personal
service income ........ .... 730 855 1,025 1,235 1,480 1,775

Exclusion of contributions to
prepaid legal services plans ..... 5 10 15 20 35 50

Investment credit for ESOP's. 245 255 305 330 190 . . . ..
Social services: Deductibility of

charitable contributions to
other than education and
health ...... ..... 270 295 330 370 415 450 3, 985 4,510 5,100 5,755 6,490 7.310

Subtotal ... ... 750 815 930 1,025 960 835 7,430 8,215 9,230 10,295 11,495 12,850 8,180 9,030 10,160 11,320 12,455 13,685

550 Health:
Health-cam devices:

Exclusion of employer contri-
butions for medical insurance
premiums and medical care. 5,195 5,840 6,560 7,375 8,290 9,320

Deductibility of medical ex-
penses .. ... 2,585 2,870 3,185 3,535 3,920 4,355

Health research and education:
Deductibility of charitable con-
tributions (health) 135 150 165 185 205 225 91 965 1,010 1,060 1,115 1,170

Subtotal ....... 135 MSO 165 185 205 225 8,695 9,675 10,755 11,970 13,325 14,845 8,830 9,825 10,920 12,155 13,530 15,070



TAX EXPENDITURE ESTIMATES BY FUNCTION-Continued

IFiscal years; in millions of dollar]

Corporations Individuals Corporations and individuals

1977 1978 1979 1980 1981 1982 1977 1978 1979 1980 1981 1892 1977 1978 1979 1980 1981 1982

OO Income security:
General retirement and disability

insurance:
Exclusion of social security

benefits:
Disability insuance benefits
OASI benefits for retired

workers .... .. ... ...
Benefits for dependents and

survivors ................
Exclusion of railroad retirement

system benefits ..........
Exclusion of workmen's com-

pensation benefits ........
Exclusion of special benefits

for disabled coal miners...
Net exclusion of pension con-

tributions and earnings:
Employer plans .........
Plans for self-employed and

others .............. .
Exclusion of other employee

benefits:
Premiums on group term life

insurance ........
Premiums on accident and

accidental death insurance
Exclusion of capital gains on

home sales for persons age 65
and over ........ .... ..

Additional exemption for
elderly ................

Tax credit for the elderly ......
Exclusion of interest on life

insurance savings ........
Exclusion of sick pay...

Unemployment insurance:
Exclusion of unemployment

insurance benefits . . .
Exclusion of income of trusts

to finance supplementary
unemployment benefits

380 430 485 540 600 665

3,125 3,460 3,795 4,155 4,500 4,870

730 795 875 955 1,035 1,120

200 205 215 220 230 235

705 810 935 1,070 1,235 1,420

50 50 50 55 55 55

8,715 9.940 11.335 12.925 14,740 16,815

1,305 1,535 1,760 2, 025 2, 325 2 670

800 835 870 900 940 975

70 75 80 85 85 95

40 70 70 70 70 75

1,220 1,280 1,345 1,410 1,480 1,555
495 440 435 4,0 425 420

1,815 1,995 2, 185 2,400 2,630 2,885
50 55 60 60 65 70

2,745 2,445 2,240 2. 125 2,070 2,035

10 10 10 10 10 I0



I 'Ichi,,i,,, public 5A.htsnce
llenrhts

Excess of percentage standard
deduction over minimum stand-
ard deduction ......

Additional exemption for the
blind .. .. .. .

Earned income credit:
Nonrefundable portion.
Refundable portion

Deductibility of casualty losses

Subtotal

700 Veterans benefits and services:
Income security for veterans:

Exclusion of veterans disability
compensation .

Exclusion of veterans pensions
Veterans education, training, and

rehabilitation: Exclusion of GI
bill benefits.

Subtotal

800 General government-Other gen-
eral government: Credits and
deductions for political contribu-
tions ...

8
50 Revenue sharing and general pur-

pose fiscal assistance:
Other general purpose fiscal

assistance:
Exclusion of interest on general

purpose State and local debt 3, 105 3,470 3. 865 4, 305 4,780
Tax credit for corporations

doing business in U.S. pos-
sessions . 285 310 330 350 370

Deductibility of nonbusine-s
State and local taxes (other
than an owner-occupied
homes and gasoline)

Subtotal . .. 3,390 3,780 4, 195 4,655 5, 150

900 Interest- Interest on the public
debt: Deferral of interest on
savings bonds (subtotal)

Total. 27,050 28, 740 30,370 32,425 32, 240

100 10i 110 115 12i 130

1,285

20

395
1,015

345

25,615

1.410 1,555 1.710

20 20 20

390
970 470
380 425 470

27,695 28,855 31,750

1.880 2 070

20 20

520 580

35,040 38,770 25,615 27,695 28,855 31,750 35,040 38,770

655 690 690 685 685 685
30 35 35 35 35 35

255

940 940 965 945 910 880 855

40 35 40 40 45 45 40 35 40 40 45 45

5,310 1,680 1,880 2,095 2,335 2,595 2,880

390

8,095 8,990 9,975 11,075 12,290 13,645

5,700 9,775 10.870 12,070 13.410 14,885 16,525 13,165 14,650 16.265 18,065 20,035 22,225

565 625 685 755 82D 890 565 625 685 755 820 890

31,425 87.420 95,655 103,495 113,880 J25,220 137.040 114,470 124,395 133,865 146,305 157,460 168,465

I All estimates are based on the Internal Revenue Code as of Jan. I. 1977.
3 LA" than $2,500.000,
3 Includes the effect of sec. 931 exclusion for individuals doing business in certain U.S. possession&.

Source: Mar. 15th report of the Committee on Ways and Means to the House Budget Committee
on the fiscal year 1978 budget.





APPENDIX F

ECONOMIC STIMULUS

Accurate estimates of the effect of the several job-creating programs
recommended by the Committee are essential to Congress' delibera-
tions on the economic stimulus program and the desirability of specific
actions. Unfortunately, there is no widely accepted methodology for
estimating the effect of many programs upon employment. In the past,
proponents of individual programs have tended to use employment-
generation estimates which were based upon widely varying methods
and techniques, generating inordinate amounts of discussion but lend-
ing little to resolution of the problems.

Only relatively recently. as the employment impacts of Federal ex-
penditures have come to the forefront of budgetary discussion, has
widespread public attention focused on ways to express the effect of
Federal programs upon jobs. Establishment of appropriate methods
and techniques is now under active study within the Executive Branch
(notably within the Bureau of Labor Statistics) and by the Congres-
sional Budget Office and staff of the House Budget Committee.

The Monthly Labor Review for November 1976 (a publication of
the Bureau of Labor Statistics) contains an article prepared by Robert
Ball and Joseph T. Finn of the Division of Technological Studies.
Data presented in this article, the most recent in a series of technical
reports. relate to employee hours generated as a result of sewer con-
tract construction, and trace changes in labor requirements for this
type of construction over a five-year interval. Similar current data for
other types of projects are collected by BLS although not yet pub-
lished. Preliminary data for specific types of contract construction in
terms of number of man-years of employment for each $1 billion are:

Construction
Other I

Type of construction Total Onsite Offsite industries

Multifamily housing:
Private ------------------------- 43,100 18,000 2,600 22.600
Public ------------------------------ 42,008 22,500 3,600 16.800

Sewer works:
L .nes -------------------------- 38,300 15,700 300 22.300
Plants ------------------------------ 38,200 15,200 1,200 21.900

Federally aided highways ----------------- 42,800 16,700 2,200 23,900

I Manufacturing: wholesale trade, transportation, and services; mining and other.

Note.-Data have been rounded to the nearest 100 jobs; accordingly, detail may not add to totals.

The estimates of the number of jobs per billion dollars of contract
construction shown in the table above were derived using 1,800 hours
per employee-year for onsite construction; 2,000 for offsite construc-
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tion and, within the "other industries" categorization. 2,073 for man-
ufacturing. 1,818 for wholesale trade, transportation and services, an,'
2,091 for mining and other.

The input-output tables prepared by the Bureau of Economic Anal-
ysis of the Department of Commerce have been used to estimate fig-
ures for employment in "other industries." These tables classify lum-
ber yards in the retail trade sector; thus, the labor impact of retail
lumber yard trade is excluded from these figures and a slight under-
statement results. The impact upon the types of construction under
discussion in this Appendix is small, however, inasmuch as lumber is
not used extensively in heavy construction.

Likewise, in order to avoid controversies over the employment-gel
erating effects of Federal program activity which may result fro,
the so-called "ripple effect" or "multiplier", the Committee's esti-
mates include only the primary and secondary effects of construction
activities. Accordingly, the figures include on-site and off-site labor
directly associated with construction of sewer lines, for example, and
take account of employment within the industries that supply materials
(e.g. steel mills), transportation (e.g. trucking). wholesale trade and
services (e.g., jobbers and suppliers), and the extractive industries
that supply raw materials (e.g., mining). The figures do not include
so-called tertiary effects, such as the need for expansion of plant capac-
ity, acquisition of additional transportation facilities, development of
new raw materials sources, etc.. nor do they include the local economic
effects resultant from larger payrolls, increased retail trade, and gen-
erally enhanced economic activity.

These figures, inasmuch as they are cast in terms of the number of
man-years of employment, will not give reliable estimates of the total
number of individual employment opportunities that are created by
a given expenditure on contract construction. In the progress of a
construction project, many different skills are required, some for rela-
tively short periods of time: accordingly. a man-year of on-site con-
struction labor may represent several times as many individual
employuent opportunities. The same rationale is true, although not to
so great an extent, for off-site construction labor as well as for indirect
employment opportunities created in other industries such as manu-
facturing, wholesale trade, transportation, and services, and in min-
ina and other industries.

In light of these circumstances, the committee has chosen to present
its data on employment impact in terms of an "annualized iob" con-
cept limited to primary and secondary labor requirements. Estimates
of man-years of employment used by the committee for analysis. un-
less otherwise noted. are based upon an average of 40.000 man-years
per $1 billion, approximately the mid-point of the range. Data on
man-years of employment relate only to estimated Federal expendi-
ture and thus do not include employment effects of State, local, or
private funding associated with cost-shared projects.

The details on the economic stimulus programs contained in this
budget resolution are shown in the table below:
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TABLE I.-FISCAL YEAR 1978 ECONOMIC STIMULUS IN COMMITTEE'S
RECOMMENDATION

[Doiam amounts in million

President's Committee Number of
request recommendation annualized

Budget Budjot trainn

Function and program authority Outlays authority Outlays slots

450 Accelerated public works --------- 2.000 2,800 (1) 3.080 123, 200
500 CETA II and VI ---------------- 5,871 5.888 (2) 5,888 715,000

CETA III and IV .------------- 1.667 2.084 1.667 2,084 379.200
Older Americans community serv.

ice employment --------------- 23 91 200 183 22.900
Job opportunities program -------------------------------- ---- 100 12,000

850 Counter cyclical assistance ...------- 1,550 1,550 1.670 1,670 66,800

Total ....................... 11.111 12,413 3.537 13.005 1,319,100

1 $4.0 billion is co.tained in House-passed fiscal year 1977 economic stimulus appropriation bilL
I Funds for 725.000 jobs in fiscal year 1978 provided in House-passed fiscal year 1977 economic

stimulus appropriation bill.
SExcludes Summer Youth.

When the President presented his economic stimulus proposals in
February as part of his budget amendments, he recommended that cer-
tain amounts of new budget authority be provided in both fiscal year
1977 and fiscal year 1978 for several programs, such as Accelerated
Public Works and CETA. Congress, in designing its own stimulus
package, however, chose through the mechanism of the Third Budget
Resolution for fiscal year 1977 to move a large portion of the new
budget authority, particularly for Accelerated Public Works and
CETA, into fiscal year 1977. Thus, in order to accurately compare the
stimulus proposals of the President and the Congress, Table 2 com-
bines the proposed fiscal year 1977 and fiscal year 1978 budget author-
ity levels as follows:

TABLE 1l.-FISCAL YEARS 1977 AND 1978 ECONOMIC STIMULUS
RECOMMENDATIONS-BUDGET AUTHORITY ONLY

[in millions of dollars)

Commit-
tee rec-

President's request 3d reso- ommen-
lution. nation.

Fiscal Fiscal fiscal fiscal

Program 97 9 Total 1977 1978 Total

Accelerated public works ------ 2,000 2. 000 4,000 4,000 ---------- 4,000
CETA II and VI ------------ 1.919 5.871 7.790 7.000 ---------- 7.000
CETA III and IV ------------ 11,498 1.667 3,165 1.500 1,667 3.167
Job opportunities program ---------------------------------- 244 ---------- 244
Older Americans ----------------------- 23 23 59 200 259
Countercyclical assistance ..... 925 1,550 2.475 925 1 .670 2.595
EPA reimbursement ---------------------------------- 320 ---------- 320
Recreation. ---------------------------------------.... 400 ---------- 400
RAilroads and highways .......---------------------------- 425 ---------- 425

Total ---------------- 6,342 .111 17.453 14.873 3,537 18.410

I Excludes -$10 million in program administration costs added in fiscal year 1977 stimulus
table; excluded here for consistency purposes.
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METHODOLOGY

The methodology for the specific job estimates in Table 1 follows:
Accelerated Public Work8

The types of construction projects expected to be supported by the
accelerated public works program would result in approximately 40.-
000 jobs for each $1 billion of outlays at an average of $25,000 per
man-year of employment. Using these assumptions, the committee es-
timates that the $3,080 million in outlays provided in the resolution
would produce approximately 123,200 jobs.
Countereyclical astitanwe

Studies by the CBO over the past two years have produced a wide
range of estimates as to the job impact of general fiscal assistance pay-
ments to State and local governments, such as those included in the
committee's recommendation for countercyclical assistance. The com-
mittee chose the most conservative approach, estimating that $1 bil-
lion of outlays would result in approximately 40,000 man-years of
work. Using its overall unemployment rate assumptions for the twelve-
month period of this estimate, the committee projects that the quar-
terly rate of payment resulting from the committee's proposal for this
program would result in approximately 66,800 man-years of
employment.
Public Service Employment (CETA Titles II and VI)

The actual annual cost of a CETA Title VI job in fiscal year 1976
was $8.262, as reported by CBO. The committee's estimate assumes an
upward adjustment for higher costs to a per-job cost of $8,300. Assum-
ing a gradual build-up from the current job level of :10,000 to 600,000
bv the end of fiscal year 1977, and a 42.000 a month increase in the first
three months of fiscal year 1978 to 725.000. the committee recommen-
dation provides for an annual average of 715,.000 jobs.
Other CETA Employment and Training (CETA T;tle8 III and IV)

The following annual slot costs are assumed for the various compo-
nent programs based on CBO and Department of Labor estimates:

New CETA Title III youth programs--outlays of $863 million:
annual slot cost of $7,400:

Job Corps-outlays of $471 million; annual slot cost of $10,000;
HIRE-outlays of $116 million; annual slot cost of $1,300;
STTP--outlays of ;250 million, annual slot cost of $4,300;
Indian and migrant programs-outlays of $50 million; annual

slot cost of $4,000 :
Veterans programs- outlays of $19 million: annual slot cost

of $9,000; and
Other CETA Title II---outlays of $309 million: annual slot

cost of $8,000.
Job Opportunities Program

An average job cost of $8,300 is assumed.
Older A me?4cans Community Se'vice Employment

Older Americans are employed for 20 to 24 hours per week. 50 weeks
a year. The average annual cost per part-time job is about $4,000, ac-
cording to the Department of Labor. The committee provides $1,<3
million in outlays on an annual basis, which would fund the equivalent
of 22,900 full-tinejobs.



APPENDIX G

LEGISLATIVE SAVINGS

One of the major purposes of the committee recommendations is to
achieve legislative savings through enactment of legislation to reduce
current law spending levels.. Legislative reforms proposed to be
achieved by the committee's recommendation total $1,006 million in
budget authority and $2,111 million in outlays in fiscal year 1978. The
Cumulative five-year savings if these proposals are adopted is $7,576
million in budget authority and $26,391 million in outlays.

Wage-Board Salary Reform (050) : The committee's recommenda-
tions assume savings of $202 million in outlays as a result of legisla-
tion proposed by President Carter to reform the method of setting
salaries for Federal blue-collar employees. Employees paid under this
sv.tems are predominantly in the Defense I)epartment where savings
are estimated to be $160 million; the balance of $42 million occurs in
civilian agencies. The need for this reform was pointed out in several
st udies and reports which have called for changes in the management
of defense manpower including the wage board system. At present,
the total Defense Department man power-related cost of $61.2 billion
is 52 percent of the DOD budget. Cumulative five-year savings from
adoption of the committee's proposal for wage board reform are esti-
mated to be approximately $3 billion---$2.4 billion in DOD and $600
million in other agencies. The Post Office and Civil Service Committee
recommended against this proposal in their views and estimates; based
on this assumption, the House Armed Services Committee recom-
mended against it.

Sale of Strategic and Critical Material (050): The committee's rec-
ominendations assume savings of $200 million through adoption of
legislation to authorize new sales of strategic and critical materials
from the national stockpile. This recommendation was made by Presi-
dent Ford. President Carter's February 22 amendments, however, re-
quested a moratorium on new stockpile acquisitions and disposals
pending a review of stockpile policy; this proposal increases the fiscal
Year 1978 Ford request by $229 million in budget authority and out-
lays. The committee recommends a reduction of $200 million budget
authority and outlays through the sale of strategic materials based on
evidence provided by the Federal Preparedness Agency and approved
by the National Security Council. They state that in planning for the
levels of strategic and critical materials under the most severe crisis
situation, selected quantities of materials are clearly in excess-of our
defense needs and would not be required to support the industrial base
of the United States. No estimate is provided for possible reauthoriza-
tion beyond fiscal year 1978. This issue was not addressed in the com-
mittee views and estimates.
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Uranium Enrichment (300) : The committee's recommendations as-
sume savings of $120 million in outlays in 1978 from adoption of Pres-
ident Ford and President Carter's proposal to permit ERDA to charge
higher rates for uranitim enrichment, services which they provide at
Government-owned facilities. The proposal to substitute a fair value
rate for the existing pricing formula would save an estimated $1,434
million over five years. The Science and Technology Committee did
not comment on its disposition toward this legislation in its views and
estimates.

Impact Aid (500) : The committee's recommendations provide $20
million in budget authority and no outlaws as a contingency fund.
This $200 million in contingent budget authority is above the $12,077
million recommended for fiscal year 1978 education programs and is to
be used if Impact -kid. part B, low-rent public housing. and hold
harmless provisions are phased out be' inning in 1979. The committee
recognizes the potential impact on local school districts of a phaseout
and does not wish to reduce overall sending on elementary and sec-
ondary education. Therefore the contingency allowance of .$'200 iil-
lion is provided to cover fiscal year 1979 funding,, increases for other
elementary and secondary education programs if the phaseout occurs.
If legislative action has not been initiated with regard to this matter
by the time the committee considers the second budget resolution for
fiscal year 1978, the committee does not intend to include the $200 mil-
lion in its recommendations at that time. The amounts presently au-
thorized for the above sections of impact aid in fiscal year 1978 are
$455 in budget authority and $347 million in outlays.

Hiiqher Education "Trigqer Pro iLiion" (500) : The committee rec-
ommendations assume savings of $200 million in fiscal year 197S
throu.,h repeal of legislation enacted last October which could provide
an automatic appropriation increase to three community service, recon-
struction, and facilities expansion programs currently funded by $12.5
million. The trigger goes into effect when the combined appropriation
for Basic Educational Opportunity Grants. College Work-Study. Sup-
plemental Educational Opportunity Grants, and the National Direct
Student Loan programs equals or exceeds $2.8 billion. The trigger re-
quires at least 50 percent of each dollar appropriated above this aggre-
gated amount to be matched by appropriations for the triggered
programs, which would add about $215 million to the committee recom-
mendation for fiscal year 1978.

President Ford and President Carter both suggested repeal of the
trigt'er while the Education and Labor Committee recommended its
funding. The committee endorses the view that such automatically trig-
gYered funding for programs is in general a budget practice that Con-
gress should avoid. Although the trigger provision is no longer effective
beyond 1979, outlays do fall in 1980 because the program is forward
funded. Adoption of the committee's recommendation to eliminate the
trigger would result in cumulative savings in 1980 of $423 million in
outlays.

Linitation on Charges for Laboratory Services (Medicaid) (550).:
The committee's recommendations assume savings of $36 million in
fiscal year 1978 through adoption of the President's proposal to pro-
vide States the authority to limit the number and control the charges
made by clinical laboratories for tests on behalf of medicaid patients.
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This proposal is al Interstate and Foreign Commerce Coninittee
initiative. Five-year savings are estimated at $29.5 million.

Lhmitation on. Hospital 1 L'enues for Medicare and ,lf d.d (edi) :
1lhe committee's recommendations assume savings of $621 million
through adoption of the President's proposal to limit the increase in
total revenues received by hospitals from all sources-Federal, State,
and local governments, insurance companies and private individuals.
Although the Secretary of HEW wouhl establish the precise limits
a fter consultation with various health groups and individuals, the
administration assumes for budget estimates a 9 percent limit on reve-
tte increases and an additional 1 percent for exceptions. ('itimlaltixe
Federal savings over five years, are estimated to exceed $13 billion.
Both the Ways and Means and the Interstate and Foreign Commerce
Committees have endorsed this cost-saving proposal.

Social Se(urity (600): The committee's recommendations assume
,-t uiated savings of $777 million in fiscal year 1978 through adoption
of the President's proposals relating to social security programs. The
:hninistration has indicated that a major legislative l)oposal to ad-
,hc-s financing and benefit changes will be submitted this spring. In
the interim the administration endorsed the benefit changes proposed
in the Ford budget. These proposed changes include elimination of
retroactive payments for persons electing early retirement ($396
iiillion) ; elimination of monthly retirement tests ($173 million) ; a
,11) on student benefits under Social Security at the maximum grant
hwel permitted under the Basic Education Op)ortunity Grant l)io-
gram ($88 million) ; and program simplifications ($120 million). Five-
, ar savings resulting from adoption of these proposals is $7,843 mil-

lion. The lou.me Committee on Ways and Means recommends inclusion
of these savings for Social Security programs.

Aid to Familh.s with Dependent Children (AFD ) (600) : The
committee's recommendations assume savings of $50 million in fiscal
.ear 1978 through adoption of the President's prol)osal, to institute a
'taml(lard deduction for work expenses in the AFDC program. Both
the Ford and Carter budgets assume these savings and the Committee
on Ways and Means recommends that adoption of this l)roposal be
;i.-iumed in the first budget resolution for fiscal year 1978. Savings
from a similar proposal were assumed in the first budget resolution
for fiscal year 1977 but legislation was not enacted. Estimated five-
sear savings are $276 million in outlays.

Congre8siona, and Top-Level Salarie8 (800 and Allowances) : The
roimittee's recommendations assume savings of $72 million in fiscal
Near 1978 from enactment of legislation to prohibit a pay increase in
October 1977 for Members of Congress and top-level judicial and
executive branch employees who received substantial salary increases
in February. Neither the Ford budget nor Carter revisions assumed
enactment of this legislation. The Post Office and Civil Service Coln-
mittee recommended savings of $2 million to prohibit only the salary
increase for Members of Congress.



LEGISLATIVE SAVINGS

[In mnaieus of dolay!

Committee
President

iscal year 1978 Fiscal year 1978 5th year t Cumulative

Budget Budget Budget Budget
Function authority Outlays authority Outlays authority Outlays authority Outlays

050 Wage board -------------------------------------- 168
Strategic material ----------------------------------------------
Terminate dual compensation of Federal employees on

active duty status ----------------------------- 34
300 Uranium enrichment --------------------------- (120)
400 Limit use of mau transit grants ................................

Eliminate second career training for air tra€c
controllers ------------------------------------- 3

Conduct census survey of voting and registration every
4 years ---------------------------------------- 3

500 Impact aid 2 ...................................... (455)
Higher education trigger ------------------------- (80)

167 160
200 200

2.402
NA

2,374
NA

34--------------------------------------------------------------
(120) 120 120 428 428 1.434 1.434

.. -----------------------------------------------------------------------

3--------------------------------------------------------------

3--------------------------------------------------------------
(347) ------------------------------------------------------------------------
(13) 208 33 ------------ 181 423 423



550 Modifying lab coverage-Medicaid -------------- - (36) (36) 36 36
Limits on hospital revenued-Medicaid -------------- (134) (134) 101 101

Limits on hospital revenue-Medicare --------------- 10 695 10 520
60o S o c iale S ecu rity . ... . . ... . .... .. ... .. . . .. .... . .. ... ... .. . . .. . 7 77 ---- -- ----- 777

AFDC - --------------------------------------- 50 50 50 50
Railroad Retirement Board a rd----------- ----------- 106 ------------------------------------

700 Eliminate duplicate burial benefits for veterans ------- 80 80 ------------------------
Elimination of education loan fund, flight training, and

correspondence courses --------------------------- 69 28 ---------------------
Require private health insurance reimbursement-VA.

and other changes in health entitlements ----------- 158 158 -----------------------
800 Eliminate 6.5 percent pay raise -------------------------------------------- 2 2

Allowances:
Wage board ----------------------------------- (42) (42) 42 42

Eliminte 63 percent pay raise ----------------------------------------- 70 70

79774
4.300
2 233

61
NA
NA

2952060
NA
NA
276
NA
NA

NA NA NA

Total --------------------------------------- 681 2,048 1.006 2,111 2216 8.938 7,576 26.391

I 5-yekr numbers are not available for the savings asumed only by the President.

STe House reported budget resolution assumes increased funding which could
be available for reaction programs if the Education and Labor Committee would

report a bill phasing out impact aid. The trigger provision is no longer effective
beyond 1979 but outlays do fall in 1980 because the program is forward funded.
The cumulative column reflects only 1978-80.

Note-. Numbers in parentheses do not add to President's total because of the way
in which the OMB table was constructed to reflect only net increases. These num-
bers for legislative savings were submitted by the President on Mar. 10. 1977.

2952,060
11,000
7,843

276
NA
NA

NA

NA
NA
686
NA





APPENDIX H

ANALYSIS OF UNOBLIGATED BALANCES

This analysis presents information on unobligated balances of budget
authority carried forward at the end of fiscal years 1976 (transition
quarter) and estimated to be available at the end of fiscal years 1977
and 1978. The information in every case is that made available by the
Office of Management and Budget with respect to the budget sub-
mitted in January. Recommendations of the Budget Committee, if
adopted, would change many of these balances; -however, no attempt
has been made in the following analysis to indicate the effect of
committee recommendations.

Most appropriations are available for only one year (annual ap-
propriations) and any funds not obligated by the end of the fiscal
year for which they were provided expire (lapse). In some cases, how-
ever, such as major construction and procurement programs, obliga-
tions may be scheduled over a period of years after the appropriation
or other budget authority is first enacted. In these cases, budget au-
thority is made available, ordinarily in the original appropriations
act, for a specified number of years (multiple-year authority) or for an
indefinite period (no-year authority). In still other cases, authority
is provided for standby emergency purposes (such as Treasury bor-
rowing authority backup for insurance of bank deposits) and is avail-
able until expended. If such authority is not used, it is carried forward
as an unobligated balance from year to year.

In all cases, budget authority was initially made available in an
appropriations or other spending measure passed by Congress and
enacted into law for a specific purpose. Except for minor adjustments
through reprograming actions approved by the Committee on Ap-
propriations, balances may not be used for any purpose other than the
specific purpose for which appropriated. However, the timing of obli-
gation of these funds and their subsequent outlay is largely outside
annual congressional control.

The tables which follow provide a breakdown of unobligated bal-
ances of Federal funds (general funds of the Treasury) and trust
funds. The tables show Federal fund unobligated balances classified
by categories that indicate the variety of reasons for such balances and
their intended use. For purposes of this table, the categories are
mutually exclusive; that is, each item is placed only in the one category
that best serves to illustrate the predominant characteristic of the
balance involved. Accounts with unobligated balances of less than $20
million are not shown separately, but are aggregated at the end of the
table. The categories and subcategories used for this table are:

Guarantee and insurance programs.-The Federal Government pro-
vides guarantees and insurance in certain areas, notably in housing
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and banking activities. In these kinds of programs, appropriations and
other budget authority are provided for contingency backup, re-
serves, and debt redemption. To the extent such authority is not used,
the unobligated balances are carried forward.

-Standby and backup authority.-A major portion of this sub-
category is standby or backup authority that, it is hoped, will not
be used in the foreseeable future. Most of the remaining balances
of standby and backup authority are for guaranteed private loans
and for prompt payment to insurance companies of insurance and
reinsurance claims in flood and civil disorder damage cases.

-Reserves for o88e8 and debt redemptiol%-This subcategory in-
cludes balances held which are primarily derived from fees, pre-
miums, and other types of collections obtained from the protected
grou] themselves--akin to funds held in trust. Most of the re-
maining balances are available to assure payments will be made
to holders of participation certificates as they mature, which is in
the nature of debt redemption.

Loan programs.-Another sizable category of unobligated balances
results from the financing of loan programs. These programs gener-
ally are financed through revolving or business-type funds, which are
established to carry on a cycle of operations, mainly with the public.
Most of these funds are expected to be self-sustaining over a period of
years. Their capital requirements are supplied through appropria-
tions or other forms of budget authority. As they generate receipts
from their own operations, the funds pay interest on their borrowings
and repay unneeded capital. Balances relating to revolving funds
usually consist of amounts on deposit with the Treasury or of unused
authority to borrow either from the Treasury or directly from the
public.

Many of the loan programs (particularly those for construction
projects) require budget authority on a long leadtime basis in order
to provide assurance to potential borrowers or contractors that ad-
quate financing will be available when needed. The requirements for
these programs are complex, and considerable time and money are
required on the part of the applicant to develop a project to the stage
where the Government can enter into a firm legal obligation. To deal
with this problem, a reservation system has been worked out under
which the Government sets aside--on its books--sufficient financing
at the time it is convinced the applicant can develop a project that will
meet requirements. These reservations are subsequently converted into
legal obligations when an acceptable application is submitted and
approved. The amounts so reserved are counted as unobligated bal-
ances until the final agreement or legally binding contract is actually
consummated.

Procurement program.-Federal fund balances estimated to re-
main unobligated at the end of a fiscal year may also be attributable
to the Government's major procurement programs; for example, the
acquisition of capital equipment such as aircraft, missiles, and ships.
These balances are due to the relatively long leadtime required for such
procurement and to the application of a full funding policy. Full
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funding has the effect of setting a limit on the size of the specific pro-
ram or project. This approach discloses to Congress the estimated

lull cost involved before the work actually begins, and requires that
the Congress provide budget authority for the estimated full cost be-
fore the project is undertaken.

Conmtruction and land program.-Programs in this category in-
volve land acquisition and improvement, and construction of facilities.
Balances are attributable to the nature of construction and land acqui-
sition activities where budget authority is provided to be used over a
number of fiscal years. The full funding policy discussed above also
applies to these major construction programs. However, them are a
few that are funded on an incremental basis and for which only small
unobligated balances are sometimes carried forward. Unobligated bal-
ances of loans for construction are not included here; they are included
under loan programs.

Research and development program.-To a large extent, this cate-
gory includes balances associated with programs authorized to de-
velop, test, design, and evaluate new or improved weapon systems and
related equipment. It also includes balances attributable to research
and development programs concerned with domestic energy sources;
the application of nuclear energy to national defense and fuel pro-
duction; physical, biomedical, and environmental sciences; and space
flight. Balances occur in these programs, because in some cases it is
difficult to predetermine the time or resources required to meet pro-
gram objectives.

Other balance.-The remaining balances are mainly for industrial
fund operations and are attributable to the time-lag that occurs be-
tween receipt of a work order by the fund, and completion of the work
required under the order. Another sizeable portion results from
the nature of financing homeownership and rental housing subsidy
programs.

In addition, the second table shows actual and estimated unobligated
balances of government trust funds.

Trust funds are those collected and used by the Federal Government
to carry out specific purposes and programs in accordance with the
terms of a trust agreement or statute, such as the social security and
unemployment trust funds. Substantially all of these unobligated bal-
ances are held as investments in U.S. securities.



TABLE I.-ANALYSIS OF UNOBLIGATED BALANCES OF FEDERAL FUNDS

As of September 30-

1976 1977 1978
In millions of dollars actual estimate estimate

Guarantee and insurance programs:
Standby and backup authority:

International financial institutions -------------------------------------------------------------------- 9.915 10,076 10. 460
Federal Home Loan Bank Board:

Investment in Federal home loan banks ------------------------------------------------------------ 2.481 3.595 3.620
Federal Savings and Loan Insurance Corporation --------------------------------------------------- 750 750 750

Department of Housing and Urban Development:
Loans to Federal National Mortgage Association ---------------------------------------------------- 2,250 2,250 2,250
Low-rent public housing and emergency homeowners' relief ------------------------------------------ 898 678 642

Flood and civil disorder insurance ----------------------------------------------------------------- 652 557 424

Urban renewal loans and planning advances -------------------------------------------------------- 773 796 902
Federal Deposit Insurance Corporation ---------------------------------------------------------------- 3,000 3,000 3.000

Securities and Exchange Commission: Securities Investor Protection Corporation fund.._ ..........-------.. 1,000 I, 000 1,000

Farm Credit Administration: Banks for cooperatives investment fund and short term credit investment fund ------- 260 260 260
National Credit Union Administration: Credit union share insurance ---------------------------------------- 168 191 220

Veterans Administration: Loan guaranty fund ----------------------------------------------------------- 287 276 151

Other agencies --------------------------------------------------------------------------------------- 24 17 14

Total standby and backup authority -----------------------------------------------------------------

Reserves for losses and debt redemption:
Federal Home Loan Bank Board: Federal Savings and Loan Insurance Corporation --------------------------

22,459 23,446 23. 693

4.261 4. 569 4, 982



Department of Housing and Urban Development:
Federal Housing Adm inistration fund ---------------------------------------------------------------
Participation sales fund_
Guarantees of mortgage-backed securities -----------------------------------------------------------

Department of Agriculture: Rural housing, Federal crop, and agricultural credit insurance funds ----------------
Department of Health, Education, and Welfare: Higher education. studat, loan insurance fund, and HMO loan

guarantee fund
International Development Assistance:

Overseas Private Investment Corporation
H ousing guranty fund ---------------------------------------------------------------------------

Veterans Administration: Veterans reopened insurance fund -----------------------------------------------
O ther agencies ---------------------------------------------------------------------------------------

Total reserves for losses and debt redemption ----------------------------------------------------------

Total guarantee and insurance programs ..............................................................

Loanprograms:
veteran Administration: Direct loan revolving fund and education loan fund -----------------------------------

D epartm ent of Com m erce ---------------------------------------------------------------------------------
Department of Health, Education, and Welfare:

Higher education facilities loan and insurance fund -------------------------------------------------------
Medical facilities guarantee and loan fund ---------------------------------------------------------------
Nurse training and health education loans ...............................................................

Small Business Administration .............................................................................
Department of Agriculture: Farmers home and rural electrification loans ---------------------------------------
International Security Assistance: Security supporting assistance, foreign military credit sales and liquidation of

foreign military sales ...................................................................
Development of Housing and Urban Development:

Government National Mortgage Association: Special assistancefunctions ----------------------------------
College housing loans ---------------------------------------------------------------------------------
Rehabilitation loans -----------------------------------------------------------------------------------

Department of the Treasury: New York City seasonal financing fund ------------------------------------------
Department of Labor: Advances to the Employment Security Administration and unemployment trust funds --------
International Development Assistance:

Functional development assistance ---------------------------------------------------------------------
International Fund for Agricultural Development --------------------------------------------------------
Development loans -----------------------------------------------------------------------------------

Other agencies -------------------------------------------------------------------------------------------

Totaj loan programs -------------------------------------------------------------

1,086
176

82
71
60

244
502

108

12,710
239
62

2,300
1,309

1.251
199

76
64
59

261
47

12

1.211
215

12,315
151-----------
47----------

2,300
1,800

217
200 ...........................
46 ...............---- ......

154 65 36

19,566 18,647 1,883

1.868
I,467

45
629

1.038

395
47

358
107

10,214

32, 673

1.1471
1,355

54
1.278

1,019

415
45

386
133

11,126

34.573

2.070
999

68
1.220

841

548
42

412
157

11,340

35.033

18, 647 1, 88319,56W



Table I,.-Analysis of Unobligated Balances of Federal Funds-Continued

As of September 30-

1976 1977 1978

In millions of dollars actual estimate estimate

Procurement programs:
Department of Defense-Military:

Ship building and conversion, Navy -------------------------------------------------------------------- 4,573 4,650 5.664

All other procurement, Navy ----------------------------------------------------------------------- 2,.500 2, 000 2.283

Procurement, Air Force --------------------------------------------------------------- 4484 3,769 4, 299

Procurement,Army ---------------------------------------------------------------------------- 3.046 1.799 2,296

Procurem ent, D efense -------------------------------------------------------------------------------- 180 172 225

Department of Agriculture: Removal of surplus agricultural commodities ------------------------------------ 172 243

Department of Commerce: Ship construction ---------------------------------------------------------------- 201 -----------

Other agencies --------------------------------------------------------------------------------- 171 21 -17

Total procurement programs -------------------------------------------------------------- 15,44 12,854 14.750

Construction and land programs:
Department of Transportation:

Urban mass transportation program ---- -------------------------------------------------------- 11,643 9 099 6,579

Other transportation ---- -------------------------------------------------------------------- 198 36 12

Tennessee Valley Authority --------------------------------------------------------------------------- 8, 521 7, 107 5, 704

Department of Interior: Bonneville Power administration, road construction, and land and water conservation 1-------, 815 2,116 1,735

Department of Defense-Military --------------------------------------------------------------------- 2.908 1.782 1,425

Veterans Administration: Construction, major and minor projects ----------------------------------------- 381 529 546

Environmental Protection Agency: Construction grants ------------------------------------------------------ 6, 719 1. 280 440

Department of Housing and Urban Development: Grants for assisted housing, water and sewer facilities, and open

space land programs ---------------------------------------------------------------------------------- , 8784 115 343

General Services Administration .................................................................. 149 65 70

National Aeronautics and Space Administration: Construction of facilities -------------------------------------- 94 66 66

Department of Health, Education, and Welfare: Health resources, health institutions and human development programs_ 150 19 14

Department of Agriculture: Forest roads and trails, agricultural conservation, and watershed and flood prevention 382 5

operations .............................................................................................



Funds Appropriated to the President: Appalachian regional development program -------------------------------
Other agencies -------------------------------------------------------------------------------------------

Total construction and land programs --------------------------------------------------------------------

Research and development programs:
Department of Defense-Military ---------------------------------------------------------------------------
Energy research and development-atomic energy ------------------------------------------------------------
Other agencies -------------------------------------------------------------------------------------------

Total research and development --------------------------------------------------------------------------

Other balances:
Department of Agriculture:

Price support programs -------------------------------------------------------------------------------
Food and nutrition programs --------------------------------------------------------------------------
Other agricultural programs ---------------------------------------------------------------------------

Department of Defense-Military (mainly industrial funds) -----------------------------------------------------
US. Railway Association: Payment for the purchase of Conrail Securities --------------------------------------
Department of Health. Education, and Welfare --------------------------------------------------------------
Department of Labor: Employment and Training Administration ----------------------------------------------
Veterans Administration ----------------------------------------------------------------------------------
Department of Housing and Urban Development:

Homeownership, rental housing assistance and rent supplement program, and other housing assistance programs-
Community development grants -----------------------------------------------------------------------
Other HUD programs --------------------------------------------------------------------------------

Other agencies -------------------------------------------------------------------------------------------

Total other balances ------------------------------------------------------------------------------------

Balances of less than $20,000,000 -------------------------------------------------------------------------------

Total Federal fund unobligated balances ------------------------------------------------------------------

223 10 --------------
398 216 66

42,366 22.445 17,006

704 394 445
657 99 -------------
431 3 3

1,792 495 449

9.900
281
110

2,485
1. 156

356
120
791

8,131 8,742
339 89
32 30

2,316 2, 782
556 481

2 2
,000 ------------
572 --------------

1.924 446 --------------
318 ---------------------------
88 91 84

1,333 285 317

18.863 13,768 12,525
1.084 559 489

82, 133131,819 103, 341



ANALYSIS OF UNOBLIGATED BALANCES OF TRUST FUNDS

As of September 30--

1976 1977
actual estimate

1978
estimate

Federal old-age survivors insurance trust fund -------------------------------------------------------------------
Federal disability insurance trust fund --------------------------------------------------------------------------
Federal hospital insurance trust fund ---------------------------------------------------------------------------
Federal supplementary medical insurance trust fund --------------------------------------------------------------
Unemployment trust fund -------------------------------------------------------------------------------------
Railroad retirement account -----------------------------------------------------------------------------------
Civil service retirement and disability fund ----------------------------------------------------------------------
Federal employees health benefits fund --------------------------------------------------------------------------
Highway trust funds ------------------------------------------------------------------------------------------
Airport and airway trust funds ---------------------------------------------------------------------------------
National service life insurance fund -----------------------------------------------------------------------------
U.S. Government life insurance fund ----------------------------------------------------------------------
Foreign military sales trust fund -------------------------------------------------------------------------------
Federal Deposit Insurance Corporation -------------------------------------------------------------------------
State and local government fiscal assistance trust fund ------------------------------------------------------------
Other trust funds ...........-----------------------------------

Total trust fund unobligated balances -----------------------------------------------------------------

31,387
5.584

10,737
1,101
5,485
3.178

41.901
214

10.315
388

6,929
537

9.851
6.503

84
1.451

135,645

28.928 26.033
3,498 3.429
10.975 14. 156

1,944 2982
5,785 9,685
3,094 3,097

48.485 53.681
282 309

6.012 6,323
376 451

7,205 7,491
509 477

7,303 7,592
77 70

1.737 1. 983

126.211 137,759

In millions of dollars



APPENDIX I

OFF-BUDGET FEDERAL ENTITIES

The off-budget Federal entities are federally owned and controlled,
but their transactions have been excluded from the budget totals under
specific provisions of law. Therefore, their spending is not reflected in
budget outlays nor in the budget deficit. Appropriation requests and
other new spending authority for their activities are not included in
the totals of budget authority. As a result, the effects of financial trans-
actions of these entities are not included within the targets or subject
to the ceilings set by congressional budget resolutions. However, off-
budget outlays must be added to the unified budget deficit in the cal-
culation of the public debt which has to be financed by borrowing from
the public. Interest costs in Function 900-interest, include the costs of
carrying public debt resulting from off-budget outlays.

The exclusion of these Federal entities from the budget developed
over the last few years, eroding the comprehensive budget coverage
that was etablished as a result of the recommendation of the Presi-
dent's Commission on Budget Concepts in 1967. Comprehensive cov-
erage is necessary in order to inform the President, the Congress, and
the public accurately about the size, scope, and composition of the
Federal Government's operations, and thereby provide the proper
context within which to establish relative priorities among alternative
governmental programs and between public and private activities.

The committee renews its recommendation made at the end of the
last session that legislation be considered at an early date by the cog-
nizant committees to provide a uniform date for returning these ac-
tivities to the unified budget, preferably at the beginning of fiscal year
1979 so that the President's budget and congressional actions can
be taken on a consistent basis.

Off-budget outlays are estimated to be $8.5 billion in 1978. The
following table shows actual and estimated outlays for each of the
eight programs or activities during the period covered by the budget.

NET OUTLAYS OF OFF-BUDGET FEDERAL ENTITIES

1976 1977 1978
In millions of dollars actual estimate estimate

Federal Financing Bank ------------------------ 5,863 8,741 5.936
Rural electrification and telephone revolving fund.__ 213 456 -------------
Rural Telephone Bank -------------------------- 93 95 92
Housing for the elderly or handicapped fund ------ -15 262 738
Pension Benefit Guaranty Corporation ------------ -22 -14 -16
Exchange stabilization fund ---------------------- -74 -58 -58
Postal Service fund ---------------------------- 1.085 1.006 1.815
US. Railway Association ------------------------ 52 298...........

Total net outlays ------------------------ 7,196 10.785 8,506

Note.-Detail does not add due to rounding.
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APPENDIX J

HOUSING AND COMMUNITY DEVELOPMENT PROGRAMS
IN THE BUDGET COMMITTEE'S RECOMMENDATION

The President's budget, beginning with that for fiscal year 1976,
fragments the former functional category "Community Development
and Housing" among a number of new functional categories. Con-
sistent with the committee's practice in previous reports, the follow-
ing table reconstitutes the former functional category.

Estimates for fiscal year 1977 are consistent with the Third Budget
Resolution for 1977, including outlay reestimates of the Congressional
Budget Office, where appropriate. Estimates for fiscal year 1978 are
those contained in the revised President's budget for 1978 except
where changed by specific recommendations of the committee.

Housing programs of the Farmers Home Administration (Depart-
ment of Agriculture) are not included in the tabulation inasmuch as
they were not categorized in the former functional category "Com-
munity Development and Housing".
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COMMUNITY DEVELOPMENT AND HOUSING

In thousands of dollars

Budget authority

Fiscal ear Transition Fiscal year Fiscal year
r976 quarter 1977 1978

actual actual estimate estimate

Outlays

Fiscal year1976
actual

Transition Fiscal ear
quarter 1977

actual estimate

Community planning, management, and development:
Department of Agriculture: Community services loan

fund -------------------------------------------------------------------------------------------- -4,497
Department of Housing and Urban Development:

Participation sales fund --------- ------------------------------------------------------------ 385
Community disposal operations fund ------------------------------------------------------------- -835
Revolving fund (liquidating programs)-------------2,457 933 3.172 13.423 127.559
Conprehensive planning grants ------------------ 75,000 ------------ 62,500 62,500 93.837
Miscellaneous expired accounts ------------------------------------------------------------------- 135, 603
Urban renewal fund ------------------------------------------------------------------- 1.188,271 3
New communities fund/grants ------------------- 8,441 21,021 115,773 82,559 15,165
Research and technology ----------------------- 53,000 15.500 55,000 60,000 54,081
Salaries and expenses -------------------------- 119.305 30.475 125.413 135,406 22,873
Urban transportation --------------------------------------------------------------------------- 362
Consolidated working fund ---------------------------------------------------------------------- -522
State housing finance and development agencies --- 600,000 -----------------------------------------------------
Other miscellaneous, HUD ---------------------------------------------------------------------- -797

Other independent agencies:
ACTION ------------------------------------ 103,110 21.077 109.110 116.860 107,823
Community Services Administration ------------- 520, 152 129,746 512,053 594,000 462,286
Legal Services Corporation --------------------- 92,330 24,630 125,000 175. 000 84.634

2.226 -1,000

2.402
-229

18,422
19,651
8.930

14.690
21,129
11,621
25,090

24
-788

-540

1.747 1,751
-700 -600

131,884 53,264
100.000 70,000
62.095 -----------
975,000 650.000
116,395 87,680
59,000 60,000
125,893 133.471

,568 -----------
1,516 -----------

1,210 488 -378

24,847
23,727
51,769

110.469
528,000
125.004

114.549
644, 500
175.000

Subtotal, community planning, management, and
development ------------------------------ 1. 573,795 243.383 1,108,021 1,239,748 2.385.45f1 624,721 2,337.359 1,988,697

Community development block grants: Department of
Housing and Urban Development ----------------- 1,838,000 ----------- 3,248,000 4.000,000 982,789 438,994 2,310.040 2.972.000

Fiscal

estimate



Low- and moderate-income housing aids:
Department of Housing and Urban Development:

Nonprofit sponsor assistance ------------------------------------------------------------------- 93 1 2, 350 100
Annual contributions for assisted housing -------- 18,033, 511 17,693 27,465,688 32,788.300 ------------------------------------------------
Housing payments ----------------------------------------------------------------------------- 2,282.456 518,545 2,540.000 3,084,000
Payments for operation of low-income housing

projects ------------------------------------ 535.000 80, 000 575,600 665,000' 177,881 127,586 507,000 588,000
Rent supplement program ------------------- 800,000 ......................................................................
Homeownership (Sec. 235) and rental housing

(Sec. 236) assistance ------------------------- 23 155 90 552 ------------------------------------------------
Housing counselling assistance ------------------------------------------ 3,000 5.000 H -------------- I, 000 4,000
Low-rent public housing-Loans and other expenses ------------------------------------------------ 7,474 11.045 ------------------------
Rental housing assistance fund ------------------------------------------------------------------- -12,401 -5, 171 -9,279 -9,000
Special assistance functions fund -------------- 5.007.279 2,044 2,008, 100 7,800 657,695 -232,217 -359.846 -285,858
Rehabilitation loan fund ----------------------- 50,000 ------------ 50.000 50,000 23,213 19,141 40.000 82,931
Salaries and expenses ----------------------- 36.238 9,353 50.531 77. 163 37.320 7,700 50.728 76,291

Subtotal, low- and moderate-income housing aids- 24, 462,051 109.245 30,153,009 33.593,815 3,173,742 446,640 2,171,953 3,540,464

Maintenance of the Housing Mortgage Market:
Department of Housing and Urban Development:

Federal Housing Administration fund ----------- 1,230.634 209,049 983,451 I. 116,906 I 191,196 40,281 829,807 945,325
Emergency homeowners' relief fund -------------- 35,000 ------------------------------------------------------------------------------------
Management and liquidating functions fund ------------------------------------------------------- -57,556 -7,361 ------------------------
Payment of participation sales insufficiencies ------- 1,813 ----------------------------------- 19,673 5,435 10,327 6,393
Guarantees of mortgage-backed securities --------------------------------------------------------- -12 106 -4,820 -9.546 -13,400
National insurance development fund ------------------------------------------------------------ -752 -897 1,845 3,686
National flood insurance fund ------------------- 75,000 18,750 75,000 108,000 95.282 22.215 179,489 201,183
Interstate land sales --------------------------- 329 129 365 365 446 -33 460 365
Mobile home standards program ----------------- 1,000 ------------- 1000 ----------------------------------- 990 485

Federal Home Loan Bank Board:
Interest adjustment program -------------------------------------------------------------------- 2,284 488 1.401 830
FHLBB revolving fund ------------------------------------------------------------------------- 286.620 43,439 -1,490,683
FSLIC fund --------------------------------------------------------------------------------- -367,757 -135,216 -210.085 -400,832

Subtotal, maintenance of the housing mortgage
market ----------------------------------- 1.343,776 227.928 1,059,816 1,225,271 1,157,330 -36,469 -685,995 744,035

580,556 35,568,846 40,058,834 7,699,319 1,473,886 6,133.357 9,245.1%Total, community development and housing ----- 29,.217, 622



ADDITIONAL VIEWS OF THE HONORABLE ROBERT L.
LEGGETT

There are many people in this country who believe that overall
growth in Federal spending and the large budget deficits of recent
years have been the principal sources of our present inflationary pres-
sures. Related to such beliefs appears to be the perception that federal
spc hiding is out of control, and that the Congress is either unable or
unwilling to exercise control over the budget. I do not personally sub-
scribe to these notions, nor do I agree with such conventional wisdom.
Moreover, I feel strongly that given our current stagnation in the area
of generating more jobs, the stimulus embodied in this First Concuir-
rent Resolution for Fiscal Year 1978---especially on the outlays side-
is essential. Putting fellow Americans back to work is the most im-
portant task confronting us today. Lastly. I feel that the overall thrw-t
of the priorities contained in this Resolution is both appropriate and
necessary.

I would now like to elaborate more fully on each of these convic-
tions. Let us turn first to the mistaken notion that our large budget
deficits of recent years are the principal cause of our current inflation.
To the extent that privately held Federal debt in the form of Govern-
ment securities is highly liquid, large increases in the Federal debt can
make monetary policy less able to cope with inflation. However. over
the past two decades or so, the Federal debt held by the public as a
percent of nonrecession GNP has, in fact, declined from 59.9 percent
in 1955, to 39.8 percent in 1965, and is presently 26.7 percent in 1977.

Regarding the misperception that Federal spending is out of con-
trol, let us take a closer look at the historical record. Admittedly. as
table 1 indicates, Federal baseline expenditures as a percent of infla-
tion-bloated GNP (in current dollars) have expanded moderately
over the past 22 years. However, since the prices of Federal Govern-
ment purchases and finances have been rising more rapidly than the
average price level, a more accurate reflection of Federal spending
trends is the share, over time, of the Nation's real output (in current
dollars) devoted to the Federal Government sector. As illustrated in
table 1. this real share has actually declined over the same time period.

TABLE I.-TRENDS IN FEDERAL BASELINE EXPENDITURES AS A
PERCENT OF GNP

1955 1960 1965 1970 1975 1977

Current dollars --------------- 18.2 18.1 18.1 19.0 19.9 20.1
Constant dollars ------------- 18.2 17.0 16.4 16.1 15.9 15.8

1 Implicit deflators for both GNP and Federal expenditures were calculated with calendar year
1972=100 and then shifted to a fiscal year 1955=100 base.

Source: "'Setting National Priorities: TAe Next Ten Years," Henry Owen and Charles L. Schultze.
p. 331.
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In addition, we in the Congress will be able to take pride in the
fact that we have, in effect, exercised greater restraint over future
Federal spending than has the executive branch. The First Concurrent
Resolution for Fiscal Year 1978, as sent to the floor of the House from
this committee, has trimmed budget authority in the President's re-
quest by almost $6.5 billion. Since budget authority drives future out-
lays and expenditures, this reduction is an important indicator as to
the seriousness of our intent to control Federal spending-particularly
in the longer run.

Turning now to my conviction that we must do everything in our
power to generate more jobs in our economy, I am pleased that this
Resolution accommodates President Carter's proposals for public
service jobs, accelerated public works, and other countercyclical as-
i stance. In addition, we on the Budget Committee have felt com-

pelled -to restore a number of important programs deleted by the
President, such as Impact Aid to Education, Community Service
Employment for Older Americans, and essential water resources
development project,,. In addition to their obvious benefits, these
efforts clearly expand the job base, and I overwhelmingly support
them.

After restoring such job-related initiatives and undertaking a wide
range of reestimates in program costs in an attempt to more realisti-
cally assess our spending needs for fiscal year 1978, we arrived at a
total figure for outlays which exceeded the Carter request by nearly $3
billion. In view of the needed stimulus that such additional expendi-
tures will impart to our economy and the job-oriented nature of these
increases, I feel that our total outlays figure for fiscal year 1978 is
entirely justifiable-indeed, absolutely essential.

And, finally. I would like to share with you my sincere conviction
that the redirection in national priorities implicit in this resolution
is on the right track. Indeed. our proposed cuts in funding for the de-
fense and foreign affairs functions from the levels proposed by the
President in his revised request of February 22, 1977, and increases in
such areas as education, training, employment, veterans affairs, and
social services continue the reasonable and responsible shift in budget
priorities begun by this committee last year. In particular, our pro-
posed defense-related reductions are targeted for areas long overdue
for reform. I am satisfied that the recommended cuts in the financial
management and military compensation areas can be accomplished
with substantial budget savings which will in no way jeopardize our
overall defense posture. And, as so aptly pointed out by our chairman
on a number of occasions, even with these additional cuts, the na-
tional security portion of the budget will still receive the largest
outlay increase of any budget category over the final budget figures
for fiscal year 1977.

I believe that a continuation of the trends reflected in the relative
priorities of the functional ceiling numbers contained in this report
on the First Concurrent Resolution for Fiscal Year 1978 will go a
long wav towards meeting the needs of all Americans as we move into
our third century as a great nation with a social heart and conscience.

In conclusion, I am pleased with the labors of this committee and
strongly urge my colleagues to support this resolution.

ROBERT L. LFETrr.

86-160 0 - 77/- 10



SUPPLEMENTAL VIEWS OF HONS. PARREN J. MITCHELL
AND LOUIS STOKES

In reaching this impasse we are plagued by the poor state of the
economy and the ensuing effect on the different facets of American
society, particularly the unemployed and socially disadvantaged. Not
only is the effect dehabilitating from an economic standpoint but a
pervasive psychology develops that stands to undermind the social
fabric of the society. If we accept the high rate of unemployment and
the constant rise in the price level, it serves to expedite the demise
of fundamental principles of the American economy. Thus, the Com-
mittee on the Budget is entrusted with the important task of amelio-
rating the impact of adverse economic conditions by addressing itself
to the national priorities as they pertain to the fundamental needs
of the American people. The committee has recommended $500.8
billion in total budget authority, $462.3 billion in outlays, and a
deficit of $64.255 billion for fiscal year 1978. However, only 4.5 per-
cent of the total budget authority is allocated to health and 9.5 per-
cent to the combination of education, training, employment, and
social services, while the military function of the budget represents
23.2 percent of the total budget authority.

If this is indicative of the direction we have decided to take, the
inference might be easily drawn that we are preparing for a major
offensive crisis. Of course, this premise is unfounded given our past
experiences. The question we should be asking ourselves is, "Where
is the real crisis occurring?' Once we concede that the real crisis
is at home, where unemployment has reached unprecedented levels,
the national health needs neglected, and the continued proliferation
of inferior education for a vast segment of the populus, then will
the real crisis have been defined. We further contend that until the
crisis has been defined and the appropriate measures implemented
to mitigate its impact, we are creating a potentially dangerous situa-
tion at home. It is at this point that the budget process begins to
operate efficiently or nonefficiently.

As responsive members and chairmen of two of the Budget Com-
mittee Task Ijorces, we are appalled at the balance that has been
struck between natioral defense and social programs. The balance i-
defined as reasonable. As a general assumption this would be correct,
but our perception of the nature of the crisis leads us to believe that
the objective of the budget process has been violated and the balance
is irresponsive to basic human needs.

It is presumed that the implementation of the budget process will
assure the Congress of an effective method of control over the budge-
tary process. Moreover, implicit in the idea of effective control is the
goal of establishing national priorities while simultaneously achiev-
ing the limits on spending necessary for maximum economic growth
and stability. Nevertheless, it is argued that these objectives can not
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be implemented through the budget process. However, we beg to differ,
for once we identify the components of the crisis then the reordering
of the national priorities is imperative, lest we suffer from the conse-
quences of perpetuating the negligent ordering, thereof, while circuin-

venting as well as abridging the mandate of the Congress.
Even as we labored through the markup of the First Concurrent

Budget Resolution, the unemployment rate stood at 7.4 percent. If

compared to the experience of 1976, when unemployment averaged
7.7 percent for the total civilian labor force, this short-term trend
might be illustrative of a long-term trend if the appropriate budgetary
decisions are not made. It is expedient to resort to the various eco-
nomic stimulus packages and countercyclical fiscal policies, but the.)
offer temporary relief for perennial problems requiring comprehen-
sive economic measures. Given the least conservative estimates of
growth in the level of investment spending in plant and equipment,
and residential construction a pronounced reduction in unemplov-
ment over the previous year is not anticipated. A 1 percent increase in
GNP has the effect of reducing unemployment by 0.33 percent. This
represents approximately 300,000 persons being eliminated from the
unemployment roles.

Consequently, if one recognizes that the purpose of the budget proc-
ess is to provide the Congress with an opportunity to control Federl
revenues and expenditures while operating in the framework estab-
lished by the administration as well as facilitating the desires of the
American people. We must admit emphatically that these goals have
not been achieved.

As chairmen of task forces relating to human resources and com-
munity and physical resources, we are deeply concerned with those
decisions effecting the unemployed and socially disadvantaged. When
we began scrutinizing the budget resolution adopted by the committee,
it was difficult to understand the sentiments of the committee given
the ultimate task of redefining priorities, as they relate to the human
needs of the. Nation.

In examining the emnlovment component of the budget and the de-
finitive steps taken to address the unbiquitous impact of unemploy-
ment, we are alarmed at the recommendations of the committee. The
committee acquiesced when given the opportunity to alleviate the
chronic unemployment mainly effecting the 16-19-year-old youths of
this nation. Instead, the committee adopted a proposal that increased
the unemployment insurance authority by $300 million for purposes
of reestimation. In fact it is necessary to maintain funds for the pur-
pose of compensating unavoidable unemployment, but funds should
not be increased to sustain those persons who are ready, willing, and
able to work merely because we adopt measures supportive of accept-
ing unemployment rather than expediting its eradication. If we make
unemployment compensation available because of inappropriate fiscal
policy, it serves to increase unemployment because of the disincentive
created by the availability of benefits as an alternative to job earnings.

I (Mr. Mitchell) offered an amendment to provide an additional
$1.9 billion in budget authority and $1.6 billion in outlays to supDort
an annualized level of 1.1 million public service employment iobs. This
amendment would have also created an additional half-million sum-
mer youth iobs under CETA-Titlp TiI t a cost of $300 million in
budget authority and outlays. The effect of public service employment
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on the economy is multifaceted, however, the most important effect is
to provide a reasonable employment opportunity for a large number of
individuals, otherwise unable to find work. Given the volatile nature
and composition of the labor force it is imperative that attention be
focused on measures to combat the different types of unemployment,
rather than specifically structural or cyclical unemployment. The
stimulative effect of these programs is reflected, if one considers that
for each billion dollars spent the unemployment rate falls by 0.1 per-
cent to 0.2 percent for 95 million employed.

The opponents would argue that the economic impact of public
service employment is minimal given the mammoth size of the Ameri-
can economy. The quantitative effects of public service employment
jobs might be minimal, but it reduces the increasing dependence on
transfer funds. In fiscal year 1977 the total amount paid out for un-
employment compensation, food programs, AFDC, social security,
and veterans pensions was $120.5 billion. It is clear that this massive
figure is associated with unemployment. The financial burdens of
unemployment are excessive. We have argued time and time again that
we must make a decision, as to whether we want to sustain unemploy-
ment or correct it. The alternative is one of reallocating funds from
the unemployment compensation system and the chronically unem-
ployed to public service employment or other employment-generating
programs if we are to effectively combat this nemesis. The net budget
costs of the public service employment budget is directly offset by the
increased tax base. On the other hand, unemployment compensation
has an outlay effect that is inflationary and tax exempt, due to the
zero productivity of the unemployed and their tax free status.

Thus, we have reached a new epoch in this nation when Pentagon
P-R has finally defeated the virtue of morality. A time when the
scare tactics of the threat of war advance beyond the realities of a
slow death caused by inadequate education and unemployment. The
country is suffering from the pain of indecision and the metaphysical
dilemma of strength and weakness. This committee is called upon to
make the decisions to curb the country's ills and promote its strength
to the world when we relegate over 7 million potentially productive
American workers to the wrath of unemployment? How do we preach
the virtues of democracy to the developing countries of the world
when racial components account for disparity in income and educa-
tion in this country? Are we promoting this country's weakness or
strength when we support a militarily offensive budget that is un-
precedented in both its magnitude and capability of total world
destruction? Is'the road to peace a road of apprehension, fear, and
violence? We submit that the Budget Committee not only should serve
as a bookkeeping process in order to maintain a record of account-
ability to the Congress but that it should be the conscience and moral-
ity of the Congress to be accountable to the people. There is fear, a
true fear, in the hearts of more than 18 percent of the teenage labor
force, between 16 and 19, who are actively seeking employment and
see no hope in sight. There is expressed apprehension in an economic
system that renders over 14 percent of the construction workers to the
perils of idleness. Our fear is the real fear of violence. A prevailing
situation of over 40 percent of inner city teenagers being discounted
in the growth of America can fester, as a dormant cancer in an old
feeble body. It is this committee's responsibility to make the decisions
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to plan and promote a strategy to either infuse new life in the old body
or amputate the festering portion with a plan to grow new life. If you
choose to ignore the cancer soon it will become active and will possess
the strength to take the remaining life of the body. This is the path
the Budget Committee has chosen, exalting the provisos of time and
moderation.

We have made a decision that we must attack the cancer and pre-
vent its growth. We want to establish our priorities as first protecting
the body. Unemployment and its pervasive effects are the real threat
to this country's national security. We. therefore, are going to offer
an amendment to the First Concurrent Budget Resolution for fiscal
3ear 1978, when the resolution is submitted for consideration to the
House of Representatives. The thrust of the amendment will be to
transfer approximately $4.5 billion in outlays from "the offensive
military function" to "the defensive human resources function" of the
budget. This proposal will do far more to strengthen national security
and the deliberations of the SALT talks for America than bombs and
bullets. The proposal will have a net job creating effect of over 600,000
jobs and will address the needs of the small farmer, small businessman,
construction industry, teenagers, veterans, cities, and the structurally
unemployed. We hope to establish a congressional debate on the issue
of "brains vs. bullets" or "construction vs. destruction". We must argue
the economics of war and the military industrial complex. Inherent in
our economic system is a structural deficiency that renders the escala-
tion of war a profitable economic and political venture. All of our
districts are touched by the tentacles of the military industrial com-
plex. What we fail to realize is that we must evaluate aggression and
the fears of aggression through a truly defensive posture. Certainly
the Soviet armed forces are larger than our own. If Canada and
Mexico were hostile adversaries we would have a total justification
for increasing our armed forces, as a defensive posture. The Soviets
are surrounded by potential adversaries, we are not. We must take
the time to evaluate our defensive posture totally separate from its
economic and political implications. We have provided a substantial
fund in the transfer amendment to rectify the regional economic prob-
lem. We have added that all displaced personnel may be trained, pro-
vided transitional employment and that new growth industries will
be given substantial tax incentives to relocate in the region as a provi-
sion of the amendment. We want to void the economic argument of
the transfer and debate the issue of priorities.

One effect of the transfer amendment is to free approximately $7.5
billion of currently obligated funds in fiscal year 1979. This outlay can
be used to reduce the deficit, provide local tax relief, or provide new
program initiatives. We look forward to the active participation of
our colleagues in the transfer amendment debate.

The mandate of the Budget Committee is to promote efficiency in
the economy. There is no economic argument available that supports a
theory of funding a nonproductive, inflationary sector of the economy
over a productive sector with a revenue base. This "Alice-in-Wonder-
land" approach to fostering economic stability contravenes the basic
principles of economics. Furthermore, we find it impossible to move
into the future given this nonsensical approach of prioritizing.

PARREN J. MrrCHELL,
Louis SToKEs.



SUPPLEMENTAL VIEWS OF HON. ELIZABETH
HOLTZMAN

I supported the First Concurrent Resolution on the Budget for
Fiscal Year 1978 because it takes some important, if limited, steps
toward reducing unemployment and limiting the growth of the mili-
tary budget. At the same time, I regret deeply that this budget
continues to reflect a distorted view of national priorities which
needlessly fattens the military while neglecting urgent human needs.

When viewed in terms of the level of military spending requested
by President Carter and former President Ford, the committee made
substantial reductions in this category. Budget authority is $4.15
billion below that asked by the President and $6.9 billion below the
Ford budget; outlays (actual expenditures) are $2.3 billion below
the Carter budget and $2.6 billion below the Ford level. Chairman
Giamo and the committee are to be commended for making these
moderate and resnonsible cuts.

Despite these reductions, however, the military retains a privileged
position in the Federal budget. Budget authority for weapons pro-
curement and research and development is increased by more than
15 percent over 1977 levels, representing real growth of nearly 10
percent. Actual expenditures for weapons purchases rise 25 percent.

The committee received no justification, m terms of defense needs,
for this excessive level of growth-and there is none. In addition,
economies can be made within the defense establishment which should
reduce the defense budget. Thus, for example, the Defense Depart-
ment is expected to have in its pipeline more than $70 billion in
unexnended balances by the end of fiscal 1978. This amount exceeds
the size of the deficit and nearly equals the entire defense budget
of 1973. These unspent funds have more than doubled in the past
5 years, and have grown at a rate exceeding DOD expectations. If
the administration and the authorizing committee were to under-
take a thorough review of all of the programs in this pipeline--
many of which were approved years ago-.in the light of current
defense needs, significant savings should be achieved.?

Another area in which economies should be possible is the award-
ing of noncompetitive military purchase contracts. In fiscal 1976,
$17.6 billion in contracts, 43 percent of total defense purchases, were
awarded without competitive bidding. The increased use of price
competition in the awarding of military contracts should reduce
cost- considerably and improve quality as well.

The direct tradeoff for rising defense expenditures in the Federal
budget is the continued neglect of pressing domestic needs. More than

' Unexended bslsnces also weaken the Job stimulus impact of the budget. For eramole.
the committee notes that in the period from July 1. 1975 to September 30. 1976. actual
military expenditures were $44 billion below the antleiated level. This means that the
Jobs those expenditures were expected to produce never became available.
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70 percent of Federal expenditures are considered "uncontrollable";
that is, they are mandated under existing law or contracts. Only 28 per-
cent of Federal expenditures are "controllable". The defense budget
absorbs more than half of these controllable outlays, leaving less than
14 percent of the Federal budget which Congress and the President
can use to meet human needs.

As the Federal Government spends more on weapons, it has less to
spend on educating children, caring for the elderly, assuring the safetY
of Americans in their homes and on the streets, rebuilding our deteri-
orating cities, providing for medical research and health care, and
giving people jobs. The result is a reduced standard of living for
Americans. This nation stands 19th in the world in male life expect-
ancy, 7th in life expectancy for women, 15th in infant mortality,
12th in literacy, 5th in per capita GNP. If the Federal Government
were less worried about being "number 1" in the number and cost of
our weapons, we might well improve our standing in these measure-
ments of quality of life.

The issue is not whether American defense strength must be sacri-
ficed in order to achieve certain domestic goals. It is, rather, whether
an exorbitant and constantly rising level of military expenditures is
required to meet our defense needs. Certainly no one would maintain
that waste in the defense budget adds to military strength, but none-
theless a substantial portion of that budget goes to support a top heavy
officer corps, pay for oudated or unneeded weapons systems, provide
pork barrel benefits for the districts of important Members of Con-
gress, subsidize golf courses, limousines, and other frills, and main-
tain American troops on unnecessary assignments abroad. In addition,
security depends on more than military expenditures. Thus, for ex-
ample, it seems senseless to me that when the Nation's energy needs
are at the mercy of foreign countries, the budget allocates four times
as much money for weapons research and development as for energy
R. & D. Finally, this country's security depends on our strength as a
nation, domestically as well as abroad. For that reason, the Federal
budget must adequately address the needs of the American people.

The 1978 budget demonstrates clearly the neglect of human needs.
Although the President and the Budget Committee have included a
number of measures to stimulate the economy, these efforts simply do
not go far enough. Unemployment is projected to be at 6.3 percent by
the last quarter of the calendar year 1978. That means that recession-
level unemployment is expected to continue for at least the next 20
months. This is an intolerable waste of human resources.

The budget also fails to provide funding for several major domestic
initiatives which should begin this year. Action is long overdue on
national health insurance. Comprehensive welfare reform is needed to
ease the financial burden on State and local governments and replace
the present system which discourages work, destroys families and in-
vites fraud. And despite the coming of spring, the energy crisis re-
mains and will continue to plague us until there is a strong national
energy policy. However important it is to the Nation that action be
taken on these matters, if they require substantial funding, they will
have to wait until 1979.
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By the foregoing, I do not mean to suggest that the committee has
made no progress on domestic problems. Increased funding over
President Carter's budget is provided for senior citizens employment,
education, child welfare services, among other items. The President's
budget, in turn, represents a substantial improvement over that of
President Ford. But as a result of the unjustified emphasis on military
expenditures, we are still far from a Federal budget that deals ade-
quately with the real needs of this nation.

The military spending provided by this budget will not only pre-
vent action on human needs in 1978, but will tie the Federal Govern-
ment's hands far into the future. Budget authority provided for vari-
ous weapons systems and for military research and development will
lead to large outlays in coming years. Of the more than $30 billion
provided for military procurement in this budget. less tlan $5 billion
will actually be spent in fiscal 1978. The other bills will come due in
the future. Similarly, in fiscal 1978, more than $39 billion of the ac-
tual defense expenditures are to meet commitments under previous
programs, commitments that will produce continued high spending in
the coming years as well. Thus, the failure to bring the defense budget
under control in 1978 may well make it impossible for us to balance
the budget, provide tax relief and embark on major domestic initia-
tives in the future. Even worse, continued neglect of human needs
may well doom America to second rate status among nations in the
quality of life we give our citizens.

EtuzAwLrH HOLTZMAN.



SUPPLEMENTAL VIEWS OF HON. BUTLER DERRICK

Only with the greatest reluctance did I vote to report the First
Budget Resolution for Fiscal Year 1978 to the House of Representa-
tives. There are many things wrong with this resolution; I will on the
floor, as I did in the committee, vote to remedy the major deficiencies
in this resolution.

The Budget Committee is expected to take a leadership position in
helping Congress accept a measure of fiscal discipline which our econ-
oniy requires and which the citizens demand. The Budget Committee
is expected to translate the rhetoric of political campaign speeches and
press releases about fiscal responsibility into a coherent plan for con-
gressional spending and taxing policy. The Budget Committee is ex-
pected to implement a schedule to balance the budget by returning the
economy to full employment without stimulating another round of
inflation. This resolution fails to satisfy these expectations. My af-
firmative vote was cast because I believe that these expectations can
be fulfilled in the future and that the budget process can still be made
an effective instrument of responsible congressional policy. I hope
events will prove my belief is not unfounded.

The markup of this resolution took many hours and the committee
dealt with an enormous number of issues. Three issues are of par-
ticular concern to me: the funding of water resources projects, the
congressional pay raise, and the reductions in the defense budget.

The President deleted from this budget submission funding Jor 19
water resource projects pend a review of their economic and en-
vironmental effects. Subsequently, he approved 3 projects and added
14 to the review list. The President has already reviewed and recom-
mended funding for over 300 water resource projects. The 30 projects
on the review list require a fiscal year 1978 expenditure of $540 mil-
lion; the cost to complete the 30 projects is $7 billion. The President
has asserted that his review will be complete on April 15-before the
first budget resolution is brought to the floor. I strongly believe that
the Budget Committee should support the review of all spending
progoTams, including water resource projects, and that it should be
willing "to go half-way" to support the President on this request.
My amendment, to reduce funding for water resource projects by
$280 million, was designed to encourage the review process and sup-
port the President in his efforts to evaluate potentially disadvan-
tageous spending proTrams. Under the rules of the committee my
amendment was initially accepted but later rejected. We must assure
ourselves and the taxpayers whose dollars pay for all Federal pro-
"rams that they i9re getting their money's worth. By reducinfr the
half funds Available for the projects under review the Budget Com-
mittee would be sending a clear signal to the Congress and to the
American people.
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That signal would be that the Congress is willing and able to accept
a modicum of fiscal discipline and is capable of restraining itself when
dealing with self-service expenditure programs. It is too easy for all
of us to want to reduce spending by cutting other people's projects.
Unless we are willing to look carefully, and allow others to examine
our own "pet" programs Federal spending will continue to rise mind-
lessly. By failing to support the review of these water projects the
Budget Committee failed to exert the kind of leadership the Ameri-
can people have a right to expect from their government.

The behavior of the Budget Committee on the issue of the congres-
sional pay raise demonstrated our unwillingness to take a stand on an
important issue of principle. An amendment by Mr. Simon, opposing
the October 1977 cost-of-living increase, was passed as a substitute for
an amendment by Mr. Pike which would have put the Budget Com-
mittee on record regarding the recent 29 percent congressional pay
raise. This meant that the Budget Committee avoided the opportunity
to vote on the 29 percent increase in its own salaries. Regardless of how
members of the Budget Committee felt about the recent pay raise they
should have voted on that issue. I voted against Mr. Simon's substi-
tute in order to allow a vote on Mr. Pike's meritorious amendment.
No Committee on the Budget should create a parliamentary subterfuge
which allowed a vote on an irrelevant issue and precluded a vote on
an issue of significant public concern. The Budget Committee should
do more than simply replicate the behavior of other House commit-
tees by avoiding bringing difficult decisions to a vote. Fortunately, the
budget resolution comes to the floor of the House under an open rule
which allows for amendments.

In the area of defense I believe the Budget Committee acted im-
prudently. In January President Ford requested $122.9 billion in
budget authority for national defense; in February, President Carter
revised that request downward and asked for $120.1 billion. Those
requests were carefully scrutinized by two committees of the House.
The House Committee on Appropriations reported that "the level of
budget authority requested in the (President's February) revised es-
timates is generally proper. Reports of continued military buildups by
the Soviet Union require some continued increases in real growth by
United States." The House Armed Services Committee recommended
$802.7 million in budget authority and $582.7 million in outlays above
the revised budget request submitted by the new administration onFebruary 22, 1947. Your Budget Committee is recommending $116
billion in budget authority- $4.1 billion less than President Carter
requested.

There were five amendments to increase funding for defense-all of
them failed. The only defense amendment to pass in your Budget Con-
mitte was to reduce the chairman's mark for this function by $300
million. No one will deny that there is waste and inefficiency in the
defense budget. Although, probably no more than there is in the
budgets of all Federal programs. I've heard no convincing evidence
that a reduction, of the magnitude recommended in this resolution,
is warranted.



A cut of $4 billion will reduce our combat readiness when it should
be increased; this $4 billion cut will retard our modernization program
when it should be accelerated; this $4 billion cut will signal to our
allies and adversaries a weakening of our resolve when we should be
signalling a strengthening. This budget contains a reduction in the
growth of "real purchases" for defense. Between 1976 and 1977 con-
stant dollar on "defense investment" items rose by nearly 13 percent;
this budget proposes a 5 percent increase in real purchases. There is
a 6.6 percent increase over the 1977 level. in total budget authority
for the national defense function while the Defense department is
projecting an inflation rate, for the goods and services it buys, of com-
parable magnitude. Providing for the "common defense" is the pre-
dominant responsibility of the Federal Government. We live in a very
dangerous world and we should not take the risks of being unpre-
pared. The level of defense spending provided in this resolution is
inadequate and I strongly oppose the drastic reductions carried in
this budget resolution.

On February 28, 1977, the House was called upon to accept the
conference report on the Third Concurrent Resolution on the Budget
for Fiscal Year 1977. That resolution had a Federal deficit of $69.8
billion.

We all hoped then that the Budget Committee would bring to the
floor a plan that would bring the economy quickly to full-employment
and, with it, lower deficits. This "target" resolution projects a deficit
of $64.3 billion. And this projection will rise, maybe to $70 billion,
as we make adjustments for the upcoming agriculture bill and as other
legislative uncertainties are resolved. We have not yet made good on
our promises, and I fear that we lack the discipline and commitment
to do so. There will never be enough Federal revenues to meet all the
demands that are being made on the Treasury. Every year we will be
forced to choose which "worthy" programs will be underfunded. This
is inherent in any budget process. There are legitimate claims for
expanded funding for health, science, criminal justice, education, and
veterans programs. I believe that our number one, current priority
is to use the Federal budget to provide jobs. It is unfortunate that
the committee was not willing to expand employment generating pro-
grams, but chose to expand funding for lower priority programs. It
is equally unfortunate that the committee was unwilling to recommend
cuts in current programs that are clearly ineffective and wasteful.

I believe that the deficit recommended in this resolution is too high.
It will signal the business community that Congress is continuing to
be extragavant and that another round of inflation is likely. This
deficit will add pressure to interest rates and reduce the likelihood that
the sorely needed expansion in investment sending occur. Unless and
until the Congress restrains itself we will be voting on huge deficits
every year, and the campaign promises we, and President Carter,
made will come back to haunt us.

BUTLER DERRICK.



ADDITIONAL VIEWS OF HON. DONALD M. FRASER

I support the resolution we have reported. Yet, it must be admitted
that the resolution is the expression of a basic and continuing failure
to deal adequately with the problem of unemployment. This failure
is captured in the committee's projection that the unemployment rate
for the fourth quarter of 1978 will be 6.3 percent or approximately
6 million unemployed persons. We can be confident that for some
groups in the population this will mean a continuation of the present
tragedy. Blue collar workers will continue to be more severely affected
than white collar workers; young people will face an unemployment
rate at least double that of the general population; blacks and other
minorities will remain worse off than their white counterparts. For
those who happen to be young and black and looking for a blue collar
job, the situation will continue to be a disaster.

It should not be thought that this failure is to be blamed primarily
upon the Budget Committee. To a large extent the Budget Committee
is merely the bearer of bad news. Our inability to successfully come to
grips with unemployment is the result of a variety of factors. These
include:

The inadequacie8 of our economic projections.-Intelligent use of
the tools of fiscal policy rests upon an understanding of the alternative
sets of consequences which will follow from alternative possible
courses of action. Unfortunately, the state of the art does not allow for
great confidence as to the expected results of various alternatives.
Thus, the committee was faced with a range of forecasts for fourth
quarter 1978 unemployment which ran from a low of 5.9 percent to a
high of 8.7 percent. It was presented with a range of inflation rates
which ran from a low of 5.1 percent to a high of 6.8 percent. When
alternative economic models yield such different forecasts for a given
policy option, it is not possible to confidently identify the proper
course of action.

Lack of clarity with respect to our own values when choosing be-
tween alternative fiscal policies.-

In setting aggregate spending and revenue levels, the Congress im-
plicitly chooses between alternative levels of unemployment, inflation,
and GNP. There-are trade offs to be made. Macro-economic policies
which bring down unemployment tend to raise the level of inflation:
holding down inflation makes it more difficult to bring down the
unemployment rate. Even if we knew with certainty what the out-
comes of alternative policies would be, we would remain ineffective
decision makers if we were confused in our assessment of the relative
merits of alternative possible outcomes.

Consider two of many possible alternatives: The first option repre-
sents the level of spending contained in the chairman's mark (a level
close to that adopted by the committee). The second represents a
hypothetical expenditure of $15 billion above the chairman's mark:
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Option No. 1: At fourth quarter 1978

Gross National ProducL-__- (billion)__ $2,168
Inflation rate ............... (percent)-- 5.5
Unempoyment rate t e .....- (percent) . 8

Option No. 2: Plin $15 billion it spending (4th quartdr 1978)

Gross National Product --------------------------- (billion)_ $2, 199
Inflation rate ------------------------------------------- (percent)-- 5.6
Unemployment rate ------------------------------ (percent)-- 5.9

How are we to compare these alternatives I
1. Aflatiotk-The change from 5.5 percent inflation to 5.6 percent

is negligible. No one can experience a change so small.
. -nmploymmdt.-The shift from 6.3 percent to 5.9 percent rep-

resents a gain of 0.4 percent. Is this significant ? Some have said that
full employment should be defined as 4.9 percent unemployment. Sup-
pose for a moment we accept this definition. The gap between the 6.3
percent and the 4.9 percent full employment level is 1.4 percent. This
is the distance between where we will be at the end of fiscal year 1978
and the full employment goal. To move 0.4 percent closer to full em-
ployment is to cover about 30 percent of the distance separating the
6.3 percent figure from the full employment goal. In terms of jobs, a
reduction of the unemployment rate by 0.4 percent represent about
400,000 additional employed persons.

3. GNP.-On the hypothetical case of an additional $15 billion in
Federal spending. GNP is roughly $36 billion higher in the fourth
quarter of 1978. This $36 billion increase in GNP would give rise to
an extra $25.2 billion in after-tax income. If we divide this among
215 million persons, it comes to $117 per person. For a family of four
this is $468 in additional after tax income. When we choose to not
have the economy producing at the level which makes better use of our
labor resources, we deprive every family of their share of the increased
production.

While the numbers are somewhat different, a similar case could be
made for a decrease in taxes of $15 billion. Despite the fact that when
we evaluate these options in terms of effects on GNP, inflation and
unemployment, out best estimates of the consequences suggest that
more stimulus would be valuable, neither the President nor the com-
mittee has proposed this higher level. In part the explanation lies in
the factor which I mentioned earlier: We cannot place too much con-
fidence in our economic projections. But beyond this, there is another
factor; the deficit.

Should we have decided on a $15 billion increase in spending or a
$15 billion decrease in taxes, we would have added roughly $10 billion
to the deficit for fiscal 1978. It is widely asserted that the public is not
prepared to accept another deficit above the $70 billion level. Given
that the President was not prepared to support a deficit at this level
and that the mood in Congress is not supportive of this level, it prob-
ably would not have been wise for the Budget COmmittee to have gone
so much against the stream. NonethelessR- think we could do more
than we hive to provide leadership in changing the ways in which we
think about macroeconomic choices.

This focus on the deficit is an intellectual crutch. We lean on it out of
a variety of weaknesses with respect to clarity as to our values, our
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view of the appropriate trade off between inflation and unemploy-
ment, and our confidence in the predictions of our macroeconomi,.
models.

It may well be that the American people are terribly concerned
about the deficit level, but to a large extent this arises because we have
not focused attention upon the main consequences of alternative poli-
cies: The effect on unemployment, the effect on inflation and the effect
on GNP. There is little doubt in my mind that most people would
opt for policies which cut employment, have only marginal impact on
inflation and provide every family with several hundred dollars in
additional real income. Finally there is a third factor which help
explain why we are not adequately dealing with the problem of un-
employment.

Limitatiov.s on our ability to expand existing programs or to qui c-ly
biild up newr programs.-During the course of the committee's delib-
eration on the resolution, it was proposed that the resolution provide
for an increase in the level of public service employment to 1.1 million
jobs. This proposal was not accepted. Despite the fact that there wa,
considerable sentiment for such an increase, the committee had been
informed by its own staff as well as witnesses from the executive
branch that it would not be possible to exceed the 725.000 level pro-
vided for in the third resolution for fiscal 1977.

Both the President and the Education and Labor Committee hart
proposed new programs to deal with youth unemployment. Between
the third resolution for fiscal 1977 and the first. resolution for fiscal
1978, budget authority of $1.5 billion has been provided for such
programs. It was the committee's view that this would accommodate
any possible outlay level through fiscal 1978 which might result from
new programs in this area. While the need for these programs may
exceed the level that they will reach during 1978, the general view wa-
that we are constrained by the realities of the rate at which additional
efforts can be made.

One area in which the resolution could have gone further than it
does is with respect to additional funding for job creation through the
Community Development Block Grant mechanism. The Banking, Fi-
nance, and Urban Affairs Committee is now considering legislation
which would authorize $3 billion for community development proj-
ects. This additional funding would be focused on areas of high un-
employment with a substantial number of the jobs going to low or mod-
erate income persons. Much of the money would be used for home re-
pair and weatherization programs. Should this legislation be reported
out by the Banking Committee, I would favor amending the resolu-
tion to provide'for the additional funding or accommodating the pro-
posal within the second resolution.

It should be realized that in pointing out these factors which con-
tribute to our continuing failure to adequately deal with the unem-
ployment problem, I am not finding fault with the Budget Committee.
Much of the problem comes from the inactions of the previous admin-
istration; much of the problem is rooted in limitations to our predic-
tive abilities, and much of the problem resides in an approach to
macroeconomic choices which is widely shared in the Congress, in the
press, and among the general public.

DONALD M. FRASER.



ADDITIONAL VIEWS OF HON. PAUL SIMON

The resolution and accompanying report establishing spending tar-
gets and a revenue estimate are both reasonable and appropriate in view
of current economic conditions. Our expected deficit is much too high
for my preference, but the basic thrust of our recommendations, I be-
lieve, is essentially sound and prudent. We have targeted funds for
economic stimulus to reduce unemployment, recommended significant
reductions in defense expenditures to eliminate inefficiencies, and re-
ordered priorities to include the additional funds necessary for pro-
grams in education, health, youth, and veterans.

I am particularly pleased that the majority of the committee rec-
ommends the suspension of major new initiatives, and thereby defers
any increased spending, until an in-depth evaluation of the current
org, anization and programs of the Federal Government is completed
by the Carter administration and the Congress.

From my limited experience on the Budget Committee, I believe
vven many of the recommendations for spending that are included in
this report require further critical review as to their underlying as-
,umptions, cost-benefit ratio, and economic utility. I am not entirely
satisfied . for example, that we know which programs are truly job-
stimulative. The Budget Committee's Task Force on Economic Policy
intends to examine later this year our previous stimulative efforts, in-
cluding the measures recommended in this report, to determine whether
they are effective in revitalizing a sluggish economy. I strongly sup-
l)ort this effort.

To compliment this, as chairman of the Task Force on Tax Expendi-
tures, Government Organization, and Regulation, I am proposing that
our task force examine intensively all tax expenditures including re-
I)ates and reductions, as to their stimulative effects. A significant part
of this effort is to address the nded to bring revenues in line with ex-
penditures. For example, initial' review suggests the $50 tax rebate
recommended by the Carter administration and endorsed earlier by
this committee has generated numerous questions as to its possible
stimulative effect. perhaps more questions than it has answered.

Another problem is the fragmentation of the regulatory process as it
relates to the economy. Regulations in the field of housing, safety, en-
vironmental protection, and minority rights often entail such trivia
and minutiae that the broad and basic purposes of government pro-
grams are both obscured and thwarted. Although I find no fault with
the commendable efforts to introduce fairness and rationality in the
form of precise regulations, I am convinced their disparate and frag-
mented implementation has conveyed to the unenlightened a notion of
fairness and rationality that does not exist.

PAUL SIMON.
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SUPPLEMENTAL VIEWS OF THE HON. JOSEPH L
FISHER

In general I support the First Concurrent Resolution on the Budget
for Fiscal Year 1978 as reported by the Budget Committee. I am con-
cerned, as I believe many of my colleagues are, by the size of the deficit
and by the fact that it was slightly increased by actions taken by the
committee. Despite the spending totals being larger than I would
have liked, I think this resolution represents a good balance between
defense and international commitments, and domestic social and public
works programs.

The resolution includes $13.4 billion in outlays for economic st.imu-
lus programs such as public service jobs, counitercyclical assistance.
accelerated nublic works, and jobs for groups with special employment,
needs. These 1978 outlays for economic stimulation will be in addi-
tion to those that were approved in the third resolution for fiscal 1977.
The third resolution was intended to provide speedy stimulation
which would have both an economic and psychological effect. The
stimulative measures in the 1978 resolution are intended to continue
and sustain a revival in economic activity.

The committee should keep a close watch on these special stimula-
tion programs to see if they are working as anticipated. Although eco-
nomic recovery can be damaged if the stimulus is cut back too soon.
inflation control and progress toward a balanced budget will be re-
tarded if it is allowed to continue too long. The effectiveness of these
particular programs in reducing unemployment should be evaluated
alongside the general progress of the economy.

I think that, apart from the stimulus portions of the resolutions, the
allocations could have been lower. Budget totals can be held down ]h
two main ways. One is by reducing allocations for specific functional
categories. Through my own votes in the committee consideration of
the resolution I supported slightly lower totals of budget authority
and outlays than the committee approved. I voted for some amend-
ments to cut budget authority and voted against other amendments to
add. If the committee had voted as I did, the outcome would have been
$2.5 billion less in budget authority and $1.2 billion less in outlays
and deficit. Cutting and adding in specific categories offers an im-
portant way to' control the budget, but in truth the amount of change
achieved this way is usually marginal.

A second and perhaps more dramatic way to reduce or control the
budget is to cut a small percentage from all nonentitlement programs
across the board whenever further reduction is desired for broad fiscal
reasons. What I envision is a 1 or 2 percent cut in all programs except
those like social security or unemployment compensation to which
people have a right by law. Such a cut, which would be made after all
decisions about relative increases and decreases had been reached.
would be small enough in each program to be absorbed by improve-
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ments in administration and efficiency. In fact, such small uniform
cuts would be intended as an incentive to managerial improvements.
I hope that this concept can be given serious consideration and debate
between now and the time of the adoption of the second concurrent
resolution. A deficit reduction of $3 or $4 billion could be achieved in
this way.

Along related lines, the committee is recommending a reduction of
$1.3 billion in budget authority in the defense category to counter the
recent growth in unobligated and unexpended balances available to
the Defense Department. The committee felt that this growth was a
reflection of the Department's incorrectly estimating its needs. This
cut in the Defense Department's budget authority, though slight, is an
effort by the committee to exercise tighter control over the budget of
his department without any sacrifice in programs.

The committee also gave some consideration to cutting the budget
authority of other categories with unobligated balances. Because the
unobligated balances in each department serve different purposes, they
probably should not all be cut without some study. In .the case of
the Defense Department, both the Appropriations and the Armed
Services Committees indicated a need for some reduction in these
balances, while acknowledging that most of the balances were justi-
fied by the full funding procedure in defense programs. Similar
examination of the balances in other departments may reveal small
but significant amounts that could be reduced and this should be done
where justified.

If the Budget Committee would consider small percentage reduc-
tions in the nonentitlement functional categories and the administra-
tion has some success with zero base budgeting, the result should be
a marked diminution next year in the budget deficit as well as an
improvement in management practices.

In preparing the tentative 1978 budget guidelines this Budget Com-
mittee has tried to combine economic stimulation measures to restore
jobs and prosperity with the beginnings of stricter budgetary control
looking toward reduction in the deficit. I believe that the committee
can build on this by carefully monitoring programs intended to im-
prove the economy, by considering small but wideranging cuts to
foster greater efficiency, as well as by showing a willingness to cut un-
wise or unneeded, programs. The administration and the Congress
can work together to control and balance the budget in the next few
years.

JOSEPH L. Fisurn.



ADDITIONAL VIEWS OF HON. NORMAN Y. MINETA

I support the committee recommendations for the First Concurrent
Resolution on the Budget for Fiscal Year 1978. I firmly believe they
are a significant improvement over the Carter revisions of the Ford
Budget.

While our recommendations do include some important departures
from President Carter's requests, the changes we have made stem
from:

1. A more realistic projection of future economic activity;
2. A significant effort to hold down spending and to avoid new

commitments that might impinge on fiscal year 1979 initiatives;
and

3. A more sensitive awareness of the possible results of congres-
sional action over the coming summer.

In expressing my overall support for -the committee's recommenda-
tions, I do not mean to obscure my concern over the size of the deficit.
While I sincerely believe that present economic conditions necessitate
the stimulative fiscal policy embodied in this resolution. I am growing
increasingly wary of deficit spending that fails to bring about the
intended results.

If there was ever a time that required fiscal restraint, that time is
now. After several years of continued deficit spending, we are still
saddled with relatively poor economic growth, high rates of inflation,
and persistently high levels of unemployment. One is forced to con-
clude that our present programs are not working. Although some of
the explanation for poor program results must rest with the unenthusi-
astic management of the last two administrations, it becomes increas-
ingly clear that it is time for a wholesale. critical reexamination of
all of our Programs and initiatives. The time has come to say no to
programs that don't work, no matter how politically expeditious they
may be. If we are to make room in the budget for programs that can
counteract recession, that can provide jobs and training, and that can
assist the needy, we must scrutinize existing programs and eliminate
those which aren't working. This is an effort which must receive the
highest priority of the 95th Congress.

While the Budget Committee does recommend overall spending and
revenue targets in this first resolution, it cannot undertake the critical
scrutiny of government programs which is essential. This is the pre-
rogative and responsibility of the various authorizing and appropriat-
ing committees. If we are to meet the twin goals of a balanced budget
and a full-employmint economy, all the authorizing and appropriat-
ing committees must accept their responsibility, resist the urge to
"fully fund" programs of dubious value, and instead, devote their
resources and energies to weeding out bad programs.

The 1978 budget should not be used to implement hasty, ill-advised
initiatives or overextend existing programs that have little chance of
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success. Rather, in this budget we must make every effort to hold down
spending, to examine our present programs, and make room in the
1979 budget for new initiatives that will succeed. The recommenda-
tions of tis committee are a first step in this effort. We have sug-
gested a series of legislative reforms which, if implemented, could save
approximately $2.1 billion in outlays in fiscal 1978, and over a 5-year
period, the cumulative savings would be approximately $26.4 billion.

The list of reforms we have targeted is a tough one, of that there is
no doubt. But if the Congress is to bring spending under control and
fulfill our responsibility to foster a healthy economy, these reforms
and their resultant savings are absolutely essential.

In addition to program evaluation, another necessary congressional
activity this year is a full-fledged study of employment and unem-
ployment statistics.

During the hearings on this resolution, much of our effort revolved
around a single statistic: the unemployment rate--why is it so high
after more than a year of "recovery"? How can we bring that rate
down I Reflected in both our questions and the answers of the witnesses
was a lack of understanding (or at least a lack of communication) of
what the term unemployment actually signified, and whom it describes.
If we are ever to have an impact on unemployment we must look be-
yond the monthly fluctuations of the Bureau of Labor Statistics un-
employment rate and begin to define those demographic and socio-
logical factors of unemployed work force which are masked by the
single unemployment statistic.

Appreciation of this problem has grown so great that last year we
in the Congress created a new National Commission on Employment
and Unemployment Statistics. Naturally, this study can be an impor-
tant part of our congressional efforts. However, it should not be used
to take the place of congressional efforts. If we are to design programs
to solve the perceived problems of unemployment, we must accept the
responsibility ourselves of answering a number of questions which
affect public policy: Are the unemployed workers skilled or unskilled?
Are they recent lay-off victims? Have they only recently finished
school A Xre unemployment benefits protecting them from severe eco-
nomic distress . Or are those benefits actually keeping them from look-
ing for work? How many "discouraged" workers have lost hope of
finding work, stopped seeking jobs and thus are no longer counted as
unemployed? These and many other questions are obscured by our
reliance on a single unemployment statistic. But they are questions
which must be answered if we are to find solutions to the problem of
high rates of national unemployment.

If the Congress can accept the challenges reflected in the committee
recommendations for the 1978 budget, that is, program reevaluation,
fiscal restraint designed to achieve savings and conserve budgetary re-
sources, and a critical examination of employment and unemployment
figures, I believe that the first budget resolution for fiscal year 1979 will
find us immeasurably closer to a balanced budget and a healthy econ-
omy. Conversely, if we fail to meet these challenges, I fear we will be
facing continually growing deficits and persistently high rates of un-
employment. I doubt that the American public-the voters who put us
here-will accept such a failure.

NORMAN Y. MINETA.



ADDITIONAL VIEWS OF HON. JIM MATTOX

I support the first budget resolution and the recommendations
contained in the accompanying report as prudent targets on which
the Congress may judge its future spending decisions. The recommen-
dations embody a mix between appropriate stimulative spending
targets to produce jobs and revitalize the economy and the fiscal re-
straint, necessary to reduce the size of the deficit and move us toward a
balanced budget.

I urge the support of this resolution for the following reasons:
1. It provides desperately needed economic stimulus to produce

additional jobs and increase consumer demand. I am convinced that
increased spending for public service jobs, public works, and assist-
ance to state and local governments is badly needed at this time.
Unemployment is at the 7.3 percent level. I am equally convinced
that our lagging consumer demand necessitates additional individual
and business tax reductions. Conservative estimates of the cost of high
unemployment and a sluggish economy to the Federal taxpayer are
approximately $55 to $60 billion in loss of revenue and $5 billion
in increased spending for unemployment compensation, food stamps,
and other welfare benefits. If unemployment could be reduced to just
4 percent, we would be able to balance revenues with expenditures.
For this reason, I am prepared to support the President's request
and the committee's recommendation for a $15.7 billion tax reduction
and job stimulative effort. I can assure you, however, that I will
continue to support this effort only if it is truly stimulative. I have
serious reservations about a number of Federal programs that are
conveniently labeled as job producing. especially countercyclical
assistance.

2. It proposes moderate increases over the President's request in
programs that have proven to be of considerable merit. 'We have
insured the full funding of a national student direct loan program:
we have provided an additional $150 million for Head Start. and we
have insured cost-of-living increases for social security recipients.

3. It recommends reductions in programs and functions of the Fed-
eral Government where there appears to be excessive spending or
inefficiencies. We recommend a reduction in the defense budget, below
the President's request. of $4.1 billion in budget authority and $2.3
billion in outlays. By anyone's calculations, the defense budget is
unconscionably high. Even with the reduction recommended by this
committee, the defense budget will be $7.2 billion higher in budget
authority and $9.5 billion higher in outlays than it was last year. We
are not cutting the defense budget as many people would like to make
it appear, we are merely pruning their excessive requests for increases.
Our report documents fully the reason why we felt the Defense
Department could fulfill its basic objectives at a. lower funding level.
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We recommended a substantial cut in funds for the Law Enforce-
ment Assistance Administration because this program has been both
wasteful and inefficient. The abuses that have occurred under LEAA
auspices are widely known, not only to law enforcement officials, but
to the general public as well. It is our hope that the $200 million
reduction in budget authority recommended in this report will spur

the Congress and the Justice Department to reexamine this program
critically and make it work for the objectives for which it was created.

As a result of my amendment, which was adopted unanimously by
the committee, we will be able to save several million dollars origi-

nally designated for cooperative banks. We have not studied or eval-
uated the need for this new initiative sufficiently to justify this much
money when we have a deficit of almost $65 billion. We must draw the

line, and I am pleased to say that this committee generally refused to

target funds for new initiatives until such time as our current pro-
grams are properly evaluated by the Carter administration. The com-
inittee, in fact, rejected requests from various committees of the House
of Representatives that would have, if accepted, added over $20 billion
to our present deficit.

4. It recommends legislative reforms that will save over $1 billion
in expenditures in fiscal year 1978 and almost $30 billion in the next
5 years. Included are proposals for basic reforms in our medicaid pro-
gram, sale of strategic and critical materials, and impact. aid, to name
just a few. I cannot emphasize enough the imperative need for the
Congress to make a significant effort to save resources, badly needed
for other programs as well as taxpayer relief, through the adoption of
the reforms itemized in our report.

Despite my enthusiasm for many of the things we accomplished, I
do not believe that the committee has met its full responsibility to re-
duce expenditures.

Expenditures for the B-1 bomber, for example, appear to be an in-
efficient utilization of the budgetary resources we have made available
for our national defense. Although I am not generally inclined to use
the budget process to single out one particular program, I believe the
excessive cost of this system warrants an exception. My amendment,
which was narrowly defeated (11 for, 13 against), would have elimi-
nated any funds for continuing the B-1 bomber program. All the
evidence I have seen, including detailed presentations by Department
of Defense advocates, indicates that the B-1 bomber, would provide
only a marginal increase in our U.S. strategic capability. Further,
with the advent of new strategic systems such as the air launched
cruise missile, which can be launched by our current B-52s, or by some
other less sophisticated platform, it does not appear prudent to dedi-
cate our strategic planning to a new penetration bomber at this time.

I believe the Defense Department made a serious miscalculation in
the early 1960's by deferring research and development of the cruise
missile in favor of further development of manned bombers. Had we
developed the cruise missile earlier, which incidentally takes full ad-
vantage of technological superiority in computer miniaturization, then
I believe our present bargaining position in the SALT negotiations
would have been considerably strengthened.
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It is important to remember that a commitment to the B-1 will
mean diversion of defense resources to this system far in excess of the
current procurement cost estimates of about $20 billion. I am convinced
that the true life cycle costs of the B-1 bomber will be in excess of
$70 billion, and perhaps as high as $90 billion. This high demand for
scarce defense resources, coupled with doubt about whether a new
manned bomber makes any substantial contribution to the creditabil-
ity of the U.S. nuclear deterrent convinces me that these funds can and
should be deleted from the fiscal year 1978 defense budget.

In advocating this deletion of funding for the B-i, let me make it
clear that while I do so on budgetary grounds, my main concern is for
a strong national defense. For this reason, I would advocate the dele-
tion of funding for marginal programs such as the B-1 and the
strengthening of support for readiness and modernization in other
areas where the need is more apparent. To this end, I supported rec-
ommendations by this committee which would strengthen our conven-
tional war capability. Specifically, I supported the inclusion of fund-
ing in the first budget resolution for the continued production of the
Navy A-7 attack plane; increased procurement levels for the Air
Force F-15 advanced fighter systems, which I believe is essential to
insure air superiority in the NATO environment; and funding for
the ACTA (advanced tanker cargo aircraft), which would provide
for aerial -refueling to meet both our tactical and strategic refueling
requirements and provide increased airlift resources as well.

I think this committee should also have taken strong action to elim-
inate revenue sharing and countercyclical assistance. I do not believe in
sharing the deficit. am particularly dissatisfied with the counter-
cyclical assistance program. The General Accounting Office has stud-
ied this program in 21 cities and found that the distribution of funds
has no relationship to the production of new jobs, the stimulation of
state and local economies, or the elimination of the basic problems
caused by fluctuations in the business cycle, which incidentally was
the purpose for which the program was created. I hope the Govern-
nent Operations Committee will not extend the authorization for
countercyclical assistance beyond 1 year. The problem that needs solv-
ing is structural unemployment-jobs for minorities, women, the aged,
and handicapped. I would rather not use funds and await develop-
ment of appropriate initiatives than to spend billions of dollars on a
program that does not serve the purpose for which it is intended.

In conclusion, I believe the budget process needs some procedural
improvements. For example, we need to separate for proper budgetary
consideration our discretionary programs from the so-called "uncon-
trollables", namely, entitlements such as social security, veterans bene-
fits, and unemployment compensation, etc. We need to examine crit-
ically ofF-bvdi-et agencies, such Ps the Posts] Service, which add
almost $10 billion to our deficit annually. In the next two month& I
intend to spell out in detail how I think our procedures can be im-
?roved so that the Congress can gain effective control over the budget.

am favorably impresed with what we hove done so far. but more
improvements are needed before we can claim to the American people
that we know how and why their tax dollars are being spent.

Ji[ MArrox.



MINORITY VIEWS OF REPRESENTATIVES DELBERT L.
LATTA, JAMES T. BROYHILL, BARBER B. CONABLE, JR.,
MARJORIE S. HOLT, JOHN H. ROUSSELOT, JOHN J. DUN-
CAN, CLAIR W. BURGENER, RALPH S. REGULA

As the deliberations in the first budget resolution for fiscal year
1978 progressed, the minority members were faced with a dilemma of
increasing proportions: On one hand, we wished to cooperate and
compromise with the majority in the spirit of bipartisanship; on the
other hand, we were being asked to accept not only the dubious and
questionable increases the new administration was making in Presi-
ent Ford's proposed budget, but a bewildering array of addons being

contemplated by the committee majority. Finally, after virtually all
the minority's attempts to moderate and amend these proposals were
brushed aside, we were left with no alternative but to vote against
reporting out the first budget resolution in its present form. We be-
lieve that our colleagues on both sides of the aisle will concur with our
decision when they understand how severely the extravagances in the
current resolution may impact on the health and well-being of our
people and our economy.

As envisioned, the new budget process was to enable the Congress
to establish spending and revenue targets which would be most appro-
priate to the state of the economy and the needs and desires of the
people. It was not to be a rubber stamp of the Federal program "wish
lists" of every special interest group. Yet the first budget resolution
calls for Federal spending--especially in the form of various stimula-
tire measures--which is completely out of step with the economic
conditions which likely will prevail'over the period this money would
be spent. In short, the old-fashioned congressional pork barrel has
been dressed up and paraded out under the new name of "economic
stimulation--but by any name and under any disguise, it is still a
discredited and indefensible practice.

The minority members will take a back seat to no one in their desire
to see a strong, healthy and prolonged economic recovery. The full
utilization of our productive resources--human and capital-must be
our highest priority. Yet we know that these objectives require a
delicate balance between public and private action, seasoned with a
fair degree of patience and restraint. As a nation we have been
through a difficult economic period, but we are now on the road to
a full recovery. Indeed, it was President Ford's firm and steady hand
on the tiller of the economy which has enabled us not only to make
the great progress we have already enjoyed, but to have the con-
fidence that the economy can continue to improve in a solid and perma-
nent manner. President Ford. with the full support of the minority
members of this committee, resisted the easy temptations of the quicl-
fix--the dressed up pork barrel-in favor of the less spectacular, but
longer lasting economic policies contained in his last two budgets.
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Even the most liberal of skeptics has to admit that, these policies have
been vindicated by the events of the past 2 years.

By the time we move into the fiscal year covered by this resolution
(remembering that the end of that year is more than 17 months away)
the economy should be considerably stronger and more productive
than it already is today. Sadly, President Carter and the committee
majority refuse to accept that fact, and instead are proposing spend-
ing levels and types of spending that are geared to combating, in the
Keynesian view, an economy in the depths of a recession, not one fully
on the road to recovery.

Had President Ford's budget proposals for the past 2 years been
accepted by the majority in the Congress, we would have been within
grasp of a balanced budget by fiscal year 1978, with actual achieve-
ment of that goal a reality by the following year. Such an achievement
would have been appropriate then, in view of the fact that the economy
would be at or near full capacity by most projections. Instead, the
new administration, with more than ample assistance from the ma-
jority on -this committee, has decided that it would be "appropriate"
?or the country to increase deficit spending by 37 percent and thereby
run up a budget deficit of $64.3 billion in fiscal year 1978-a figure,
which if accepted, would put attainment of a balanced budget off into
the unforeseeable future. In view of Mr. Carter's promise to balance
the budget by the end of his Presidency, does this mean we will be
asked to suspend the 22d amendment to give him the needed time?
Given the vast range of promises the new administration made in its
pursuit of the White House, we wonder if they realize how many of
their new programs could be financed by that extra money-about $5
billion annually-which will now have to go to pay the additional in-
terest on the money borrowed to finance their enlarged budget deficits.

The current state of the economic recovery is good. It is proceeding
apace, still moving in tempo with the policies of patient restraint exer-
cised by the Ford administration and advocated by the minority side
of this committee. We questioned the proposals for "more stimulus"
when they were first unveiled; we said that conditions then did not
warrant them; we say now--3 months later-that conditions warrant
them even less. We asked the majority during markup to face the facts
as the daily media reported them. Admit, we said, that this economic
recovery is solid. It is, we said, no secret that things are looking better
and better.

Furthermore, we asked the majority if they too did not know at
present, only two economic indicators were flashing amber warning
signals about the long-range prospects for economic recovery. The
pace of capital investment was slipping, the rate of inflation was ris-
ing. Instead they chose to focus their attention exclusively on the area
of unemployment-an area which concerns us greatly, but which, to a
great extent, is caused by insufficient capital investment (which, in
turn, is largely a reflection of investors' lack of confidence in, or un-
certainty about, the future outlook for the economy). Investor confi-
dence is, of course, influenced greatly by the current and expected rate
of inflation since -this factor can destroy profits and erode the yield on
investments. Clearly, then, the Federal Government's course should be
clear: Capital investment must be increased, and a principal method
of achieving that goal is through the abatement of inflationary pres-
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sures in the economy. Yet what does the majority's budget resolution-
most particularly the so-called "stimulative" measures--accomplishI
Taking the primary ingredients:

Pubio service job.-Real permanent jobs with a future are created
by capital investment to produce the goods and services the market
place-meaning consumers-demand. Public service jobs, on the other
hand, are all too often make-work creations which local taxpayers did
not feel important enough to fund through their own local taxes but
are willing to accept if they think "someone else" is paying the tab.
Moreover, evaluations of past programs indicate there is very little
impact on the rate of unemployment since State and local governments
merely substitute Federal money for their own, and end up hiring few
more people, if any, than they would have absent the Federal pro-
gram.But whatever the case, public service jobs not only do not assist
in the creation of capital, they hinder its formation by removing funds
from the capital markets to finance the Federal deficits required to
support such programs.

Public Works projects, while holding the potential for creating new
jobs, suffer from several fatal drawbacks. First, the nature of large
sale public works projects is such that the time needed to complete
them is often measured in terms of 3 to 5 years or more. Consequently,
they cannot be relied upon to create jobs quickly, and, concomitantly
may well be pumping money into the economy, tying up construction
lab'r and capital, at a time several years down the road when there is
a strong demand for these resources in the private sector. Second, be-
cause public works projects require enormous expenditures for such
things as land, materials, equipment, and overhead, the cost to the tax-
payers of creating jobs in this manner is extremely expensive (in the
range of $25,000 per job per year).

Countercyclical Grants-in-Aid are likewise an ineffective method of
increasing overall employment primarily because the principal activi-
ties financed with this expanded grant program are likely to be either
short-term public service jobs or local public works type projects.
Moreover, it does not improve the rate of capital investment in the
private sector, but instead channels funds out of the private market
into the public sector.

If evidence existed to show that these types of stimulation were
actually highly successful in creating new, productive and permanent
jobs, the minority on this committee would adopt a different attitude
toward them. However, all the evidence we have seen indicates they
are relatively ineffective, while the expenditures involved in these
strong, new inflationary pressures-pressures which would seriously
erode the already shaky investor confidence in the economy. We do
not believe, therefore, that the meager benefits this Administration's
"stimulative" increases might bring justify the attendant risks.

In sum, the minority of this committee opposes the bigger spending
proposals and bigger deficit proposals of the Carter administration
and the committee majority. We take this stand not out of churlish-
ness but from a simple common-sense perspective that the proposals
will not work. Worse yet, they have a great potential for harm. It may
be the far easier course politically to support a "jobs" bill rather than
one aimed at stimulating more capital investment, and there may
appear to be a greater political payoff in pushing even more generous
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spending programs rather than standing up to endless demands of
the special interest groups. However, the long-run best interests of
the American people are not served by policies which continually favor
(whether under the guise of "relief from high prices" or "economic
stimulation") current consumption over savings and capital forma-
tion. A permanent, across-the-board tax cut which has been proposed
by the minority without success would have this capital-stimulative
effect the 'economy needs, while at the same time bringing much-
deserved relief to the average working and tax-paying family.

FEDERAL DEFICITS, INFLATION, RECESSION

The minority on this committee said time and again during markup
that this proposed resolution, if enacted, would represent a continua-
tion of the long string of Federal deficits plagueing our Nation for
nearly two decades. The Federal Government under Democrat-con-
trolled Congresses has racked up a deficit every year but one since 1960,
ama ssing $366 billion in budget deficits over that span of time. Servic-
ing that debt is no small obligation. Under these proposed budgetary
levels, the costs of debt service will have risen 19 percent in Just 3
months time-that is, since the Third Concurrent Budget Resolution
for Fiscal Year 1977 was adopted. At present, debt service payments
are the fourth largest item in the entire budget, exceeded only by
spending for defense, income security and health purposes. To put that
sorry record in long-range perspective, consider that many of our
yoving people graduating from high school this spring were born in
1960.

This means that the Federal Government has chalked up a deficit
every year of their lives except one. Think of the burden of debt we
are leaving to these graduating seniors and to our young people and
to their children. The critical issue is not whether the Federal Govern-
ment should go into debt, but rather one of degree. The enormous
increase in the size of the national debt over the past 10 years, to a
point now where if this first concurrent resolution is adopted, we will
have passed the $800 billion mark ($801 billion to be exact) for the
first time. We are deeply troubled and concerned that we have reached
this point not by conscious action, but by imprudent, haphazard
spending practices. Instead of bringing discipline to the heretofore
haphazard growth in the debt, the new budget process, in the hands of
the majority, seems only to be ratifying the "business as usual" ap-
proach that has characterized the Democratic Congresses of the past
2 decades.

The other problem with our ever growing deficits is their effects on
the economy. More spending begets bigger deficits; bigger deficits
ignite inflation; and, as we all learned in the last recession, inflation
brings on recession. This chain effect is well known to all of this
committee. No one dissented, for example, when Arthur Burns, Chair-
man of the Board of Governors of the Federal Reserve System, told
the Budget Committee on March 2,1977 that-

The inflation that has plagued the American economy since
the mid-1960's is a complex phenomenon, and it is by no
means solely the product of budgetary practices. But there
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can be little doubt that the chronic reaching of the Federal
Government for both financial and real resources has been a
major contributory element in inflation-indeed, the domi-
nant one in my judgment. The Federal Government was a
party-rather than the counterweight it should have been-
to the demand pressures that began building up in the mid-
sixties and that culminated in the speculative distortions of
the 1973-74 period. Inflation, by my assessment, not only
sowed the seeds of the recession that ensued; it also is the
basic explanation-preciously because it became so virulent-
of why the recession that followed was so severe.

NEGATIVE IMPACT OF INCREASED FEDERAL SPENDING

Action should be taken to reverse the rising trend of Federal spend-
ing. Government income and social services programs (programs which
use tax revenues to bestow benefits in the form of cash or in-kind bene-
fits upon designated beneficiaries) have mushroomed in number and
size over the last 2 decades until today they consume about 50 percent
of the entire Federal budget.

From 1954 through 1978 the Nation's gross national product has
risen from $363.6 billion to an estimated $2,105 billion, an increase of
about 6 times above the 1954 level. In contrast, Federal spending for
income transfer and social service programs have risen from $11.7 bil-
lion in fiscal year 1954 to an estimated $213.4 billion in fiscal year 1978,
more than 18 times greater than Federal spending for those programs
in 1954. The rapid rise in Federal spending in this area has fueled
consumer demand, which has contributed to inflation, thereby driving
up the effective tax rates on individual and corporate income.

Thus, while Federal budgets have served to substantially increase
tie demand for consumer goods and services, the profitability of pro-
ducina the goods and services demanded has been eroding. The Fed-
eral Government cannot, on the one hand, forever promise an even
greater cornucopia of goods and services to beneficiaries, and, on the
other hand, sustain the incentive to work and to invest by the ever-
higher effective tax rates caused by inflation. The laws of economics are
inexorable. Should we be surprised that the most sickly economic indi-
cator at present is the inadequate level of capital investment? The an-
swer is "no."

But this is not the whole story. Since inflation automatically reaps
higher and higher tax revenues for the Federal Government, there are
more and more revenues available to expand Government assistance
programs. Furthermore, many income transfer programs are indexed
to cost-of-living increases, hence inflation triggers higher and higher
program levels. And because inflation decreases the profitability of
work and investment through higher effective tax rates, it thus serves
to increase demand on the one hand and constrain supply on the other.
The result is further inflation and the expectations of still higher future
inflation rates. The resulting atmosphere of economic uncertainty
dampens investment. Economic dislocation, recession and unemploy-
ment inevitably follow. With the relative decline in profitability, there
is a push to politicize the economic marketplace even further, that is, to
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allocate more of the gross national product by political instead of
marketplace decisions.

Great Britain made this mistake. It serves as a sorry object lesson,
and the minority members of this committee have repeatedly asked the
majority to profit from that lesson. This proposed resolution shows
that they have not heeded the call. Must we too make every mistake
that Great Britain did before we wake up? Apparently so, if this res-
olution is any example.

PERMANENT TAX CUT

When the third budget resolution for fiscal year 1977, including
the so-called stimulus package was reported to the House earlier this
session, we emphasized that the economy does not need a -quick-fix"
shot in the arm which really amounts to a politically-inspired avoid-
ance of the fundamental problems we face. What is required is a major
operation to put the economy on a sound footing, and that requires a
permanent tax rate reduction to increase investment and thereby
produce additional jobs.

This target-setting resolution for fiscal year 1978 and the third
budget resolution for fiscal year 1977 are closely related. Significant
portions of the stimulus spending package that had been scheduled
to be included in this first resolution for such items as accelerated
public works, public service jobs and training, and countercyclical aid.
have already been provided for or are being provided for, as a result
of the budget authority contained in the third resolution and the ap-
propriation action that followed. Thus, while outlays for such pro-
granis will occur in fiscal year 1978, the legislative action that
will produce those outlays has already been taken or is nearing
completion.

Unfortunately, diverting resources to such quick-fix items--even
though they may have popular and political appealing labels-pre-
vents us from making meaningful inroads on the unemployment
problem.

The Kennedy tax cuts in the early and middle 1960s provide valu-
able evidence in support of our contention. Those tax cuts-permanent
reductions in individual and corporate tax rates---expanded the tax
base, increased employment, the gross national product and tax rev-
enues to the Government. The lesson is clear: Instead of Federal hand-
outs, what is needed is across-the-board tax cuts to strengthen our pro-
ductive capacity and the ability and incentives for the private sector
to create jobs. ,

SPENDING RESTRAINTS ARE POSSIBLE

The spending goals we work toward in this first resolution should
reflect a recognition of the fact that we have to moderate the growth
of Federal spending. The budget targets the Congress sets for itself
should challenge us to put our Federal fiscal house in order.

There are various principles which dictate spending restraints. First,
there are only certain Government functions that the Federal Govern-
ment can exercise reasonably well. The Federal Government should
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concentrate its expenditures on those functions which other levels of
Government or the private sector are neither equally well-equipped
nor constitutionally authorized to handle. The outstanding example
of a strictly national responsibility is national defense. Many other
spending activities of the Federal Government are not inherently
Federal in nature. But the great excess of tax revenues flowing to the
Federal Government in comparison with the total tax revenues flow-
ing to State and local governments has contributed substantially to
the enlargement of Federal responsibilities at the expense of State
and local governments and the private sector, even where the latter
are better equipped to determine local needs and to insure the greatest
degreee of cost-effectiveness. This is often true in the fields of health,
education, child nutrition, and social services. From a strictly budg-
etary viewpoint, States and localities, who have a more detailed knowl-
edge of needs in this area, are in a better position to focus expenditures
where they will do the most good for the most needy.

If this principle were adhered to, budgetary savings could be
achieved through adjusting the targeted amounts in the relevant
functional categories for the adoption of the Ford administration
proposed child nutrition, health, and education block grants. The
Ford administration proposed child nutrition block grants would
save significantly in fiscal year 1978 by enabling a sharper focus of
child nutrition hinds. Even so, an additional 700,000 children from
poor families receiving no child nutrition benefits whatsoever under
the present tangle of categorical programs would be fed. Assistance
to nonneedy children could be phased out. Similarly, the consolida-
tion of some 20 categorical Federal health programs including medic-
aid in the Ford administration proposed health block grant would
result in savings. Equally important, under the present tangle of
categorical health programs the needy often fail to qualify for as-
sistance and thus fall through the cracks, so to speak. Consequently,
FIderal health funds do not benefit all of the poor before they are
:,pent on the nonpoor. Recent data from the Department of Health,
Education, and Welfare reveals that only half of the expenditures
from the 20 existing categorical health programs proposed for block-

igr actually support services to the poor. Blocking these 20 cate-
gorical programs into a single grant would give States much greater
flexibility in meeting the health needs of their low-income residents
and, in addition, would provide for a much fairer allocation of money
between the States. Federal funds would be distributed among the
States by a formula bssed on the number of low-income persons, tax
effort, and per capita income of each State.

There should be not only reorganization of the Federal Govern-
ment, but a thorough rethinking of the role of the Federal Govern-
ment. The fundamental commitment to liberty under the law means
that the Federal Government should be much more concerned with
maintaining a framework supporting equality of opportunity rather
than attempting to assure equality of results for all Americans. The
inyriad Government regulations on business and industry stifle rather
than foster equality of opportunity. Substantial budgetary savings
should be possible, fo# example, if the burden imposed by unneces-
sary Government regulations or business and industry was lifted.

86-160 0 - 71 - 12
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The welfare program that manages to spend the most money on
behalf of its recipients tends to create apathy and a dependence on
continued assistance and is thus counterproductive. Considerable
savings could be achieved if this principle were translated into corre-
sponding changes in the congressional budget resolution. For example,
the AFDC reforms prescribed within the National Welfare Reform
Act of 1975 (H.R. 5133, S. 1719 which was not reported out of com-
mittee in the last Congress) would yield both program improvements
and important savings. Enactment of the food stamp program changes
proposed by the Ford administration by eliminating inequities and
abuse, and simplifying State administration in order to reduce over-
payments, underpayments, and payments to those who are ineligible
for any benefits, would save the taxpayers large amounts.

It is especially disturbing that while the committee would allow
many excessive or needless expenditures as discussed above, sharp
reductions were made in the defense function, amounting to $4.2
billion in budget authority and $2.3 billion in outlays under the de-
fense budget proposed by President Carter. These reductions would
cut far too deeply into our defense effort and should be restored when
this legislation comes up for debate.

CONCLUSION

Our present budgetary practices-as reflected in the majority re-
port-threaten eventually to plunge our country into a "no win" sit-
uation in which all will be harmed. Aside from the economic damage
such practices are sure to inflict, the international situation is simply
too volatile for us to indulge in foolish spending habits which will in-
evitably undermine one of the strengths of the United States which
the Russians presently cannot hope to emulate-the mighty engine of
our $2 trillion economy.

We simply can no longer afford to confine all our attention in shap-
ing a congressional budget resolution to the spending side, sanction-
ing in resolution after resolution substantial increases over prior year
levels without considering the supply side. Government-mandated
spending, profitability of production, and the supply of goods and
services are not isolated or unrelated factors. We have to learn to ask:
Who is going to produce all the new consumer goods and services we
so confidently cover in our targets? Will the effective tax rates on in-
divduals and businesses make it profitable to supply the additional
goods and services targettedl Our motto on the Budget Committee
ought to be "No more Government-mandated spending increases un-
less the tax structure makes it feasible for the supply to increase to
meet the demand!" This is the direction that budgeting for future
years must follow. We cannot allow the discipline the new budget
process was to bring to congressional spending decisions to be eroded
and dissipated by lower and more generous targets, by more flexible
rules, or by more waivers and continually amended budget resolu-
tions. While this has not yet become a problem, there are ominous
signs that the majority may be losing its resolve in the face of pressures
to open up the flood gates once again. Once the necessary permanent
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income tax rate reductions have been enacted, some of the pressure
for continual year-to-year spending increases should be alleviated,
thus enabling us to transform the congressional budget process into
what it was originally meant to be-an instrument of control, not
capitulation.

DELBERT L. LATTA,

JAMES T. BROYHILL,
BARBER B. (ONABLE, Jr.,

MARJORm S. HOLT,
JOHN J. DuXc,.%,
JOHN H. ROUSSELOT,
CLAIR W. BUROENER,
RALPH S. REGULAR .



SUPPLEMENTAL MINORITY VIEWS OF HONS. MARJORIE
S. HOLT AND CLAIR W. BURGENER

We are extremely concerned about three areas which should have
been adequately addressed in the First Concurrent Resolution on the
Budget for Fiscal Year 1978. They pertain to Federal Impact Aid,
Defense, and Unexpended Balances.

Federal impact aid.-With the vast and sprawling presence of Fed-
eral agencies and activities throughout the country, one cannot deny
that such presence does impose varying degrees of impact upon the
local jurisdictions, particularly the local educational agencies. The
Federal presence does require additional spending by local school au-
thorities in capital construction and teacher salaries, plus a series of
related support functions.

Furthermore, as budget constraints compel base realignments or
closure and relocation of Federal activities, local governments are
inevitably left with residual problems such as underused classrooms
or overages in teaching staffs, which dramatically prove the impact
that federal activities have had. Federal Impact Aid is therefore
essential for stability of local school budgets.

While there were initial rumblings within the Budget Committee
that Impact Aid would be reduced, we are pleased that the committee
recommendation for Function 500 (Education) does include $455 mil-
lion in budget authority and $347 million in outlays, for category "B,"
Impact Aid. Also, $200 million has been added with the proviso that
long-range plans be made to phase out certain portions of Impact
Aid-Part B, low-rent public housing, and the hold-harmless
provisions.

We do not believe Impact Aid should be reduced unless and until
some alternative measures are in place. Every year, hundreds of local
school districts have trouble planning their budgets because they are
uncertain as to how much impact aid will be forthcoming. This is
obviously not a very efficient way to operate at both the federal and
local levels for such a basic function as education for our young.

Presidents of both parties have sought to reduce Impact Aid for a
number of years. We are concerned that any sudden and drastic reduc-
tion would impose an unnecessary burden on local school districts. In
this connection, we have introduced H.R. 931 to provide for payments
in lieu of real property taxes on certain real property owned by the
Federal Government, as an alternative to Impact Aid. Until other
options such as ours are fully explored and remedial measures are en-
acted, it would be premature to reduce Impact Aid.

Defense spend-ig.-The drastic cuts for Function 050 (National
Defense) recommended by the committee-by $5.214 billion in budget
auuthority and bv $2.953 billion in outlays from the amounts recom-
mended by the House committee--will have a serious and damaging
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effect on our national defense posture. We simply cannot condone any
degradation of our national security preparedness when the world
is fraught with instability and when our negotiatory stance with the
Soviet Union has started with a sour note, compounded by uncer-
tainty and miscalculations.

The House Armed Services Committee has made sound and well-
deliberated recommendations to the Budget Committee -that the
budget authority and outlays for Defense function be $120.9 billion
and $112.5 billion, respectively. The Budget Committee has reduced
these amounts to $116 billion and $109.6 billion, respectively. We are
alarmed by the Budget Committee action because it will wipe out the
real growth in vital defense investment that was resurrected last year
after years of stunted growth in defense spending.

Since the First Concurrent Resolution on the Budget for Fiscal
Year 1978 is "tentative," we shall work hard in both the Armed Serv-
ices Committee and the Buudget Committee before the tentative tar-
gets harden into irrevocable concrete in the second concurrent resolu-
tion on September 15.

Indeed, it will be foolish for the Budget Committee to preempt both
the President, the Armed Services Committee, and the Appropriations
Committee as to what major defense policies should be and as to what
major weapons systems are needed for the uncertain future.

An illustration of the ill-advised action taken by the Budget Com-
inittee is related to inflation estimates. Section 806 of the Fiscal Year
1977 DOD Appropriations Authorization Act, 1977 (Public Law
94-361), correctly directed the President to provide for an allowance,
in estimates for operation and maintenance accounts in DOD for fis-
cal vear 1978, to accommodate inflation.

This allowance reflects the appreciation by Congress of the fact that
both Congress and President Ford were genuinely concerned about
the dire need to increase funding in the operation and maintenance
area--especially in the Navy, which has been plagued with most-criti-
cal maintenance backlogs.

Contrary to the position taken by the Budget Committee, inflation
factoring in the DOD Budget does not mean the encouragement of
poor management. What it means is that fiscal year 1978 fund re-
quests should be based upon purchase nrices expected to prevail in that
year, rather than upon prices prevailing when the estimates were ini-
tially prepared. According to testimony presented by Assistant Secre-
tary of Defense (Comptroller) Fred P. Wacker fore the House
Budget Committee:

In the past, O&M fund requests were based upon prices pre-
vailing when the estimates were prepared so that inflation
consumed a significant part of the budget before the year be-
gan and thereby eroded the readiness base. The new approach
in itself provides for protecting our O&M program in a way
that has never pertained before. The Army and Air Force, as
well as the Navy, are much better off under these arrange-
ments than they would have been before. On this basis, we
cannot go along with the views of the committee on its rec-
ommendations on inflation estimates.
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DOD unewpefted balates.-Another problem area that has given
us great cause for concern has to do with the little-understood phe-
nomenon of huge obligated and unobligated budget authority balances
in the Federal departments. Although such balances exist in all de-
partments, the Budget Committee singled out the Department of De-
fense to reduce unexpended balances by $1.3 billion in budget authority
and $0.5 billion in outlays. In the case of DOD, we are anguished by
the impact that this drastic cut will have on military preparedness and
in foreign military sales.

In reviewing Assistant Secretary Wacker's testimony, the following
points are of salient interest:

It is essential that we distinguish between obligated and
unobligated balances. About 76 percent of the unexpended
balances which we project will be obligated balances--
amounts under legal contract. Only about 24 percent of our
balances are unobligated. By blurring this fundamental dis-
tinction, some observers tend to greatly overstate the amount
of unobligated funds.

Foreign military sales transactions have accounted for
nearly half of our unobligated balances. These do not in-
volve appropriated funds, nor resources available for U.S.
Defense efforts. Many who have been critical of the levels and
trends of our balances have overlooked this point.

Lead-times are fundamental here. It's simply a fact that
lead-times for major Defense articles are long. From the
point when the Congess approves a ship or aircraft until it is
contracted for, produced and delivered, several years willelapse.eAs to economic impact, it appears that some observers think

of these balances as a pool of actual, idle cash lying in the
Treasury-money that has to be taxed or borrowed.

Two points are of particular importance in connection with
unobligated balances: full funding and good management.
Under the full-funding practice, which has been followed
by the Congress for many years, funds are appropriated to
deliver a complete weapon in the year in which that weapon
is approved by the Congress. Thus, some part of the funds
requested for ships or aircraft for fiscal year 1978 will not be
obligated until fiscal year 1979 or later-but those funds are
necessary to complete the weapon requested in fiscal year 1978.

As to good management-it simply would be impracticable
to attempt to obligate all the funds for a given weapon in
the first yeai. Some of the components have relatively short
lead-time. It would not make good sense to order them, pay
for them, and hold them in inventory long before they were
needed. Technical and cost factors are such that better results
can be obtained by deferring contracting to the point dictated
by lead-time.

These balances could be reduced, or made to disappear, by
converting to incremental funding-but this would be most
unwise. We could reduce the balances by obligating funds
earlier than we now do. This, too, would be unwise.
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As we indicated earlier, we do not know enough about the hugz
unexpended balances. Last year, we initiated action through former
Budget Committee Chairman Brock Adams to ask the Congressional
Budget Office to look into the matter. Consequently, i background
study was completed for the CBO by Executive Management Services,
Inc. The study, entitled "Analysis of Budget Authority Balances",
"does no provide a detailed statement of the impact of balances
on outlay totals; nor does it explain how balances can be manip-
ulated to alter outlay totals during a given fiscal year," according to
I)r. Alice M. Rivlin, Director of C130. "Secondly, it does not directly
address the relationship of budgetary balances to budget control."

Thus, there is a priority requirement to make an in-depth study of
budget balances, not only of DOD, but of all Federal agencies and
programs, and certainly of international financial institutions in-
volving the United States. In this connection, we appreciate the
chairman's support for our continued inquiry into the causes and
budgetary implications of these huge budgetary balances. We intend
to do so.

MARJORIE S. HOLT,
CLIMR W. BURGENER.



ADDITIONAL VIEWS OF THE HONORABLE JOHN H.
ROUSSELOT

The minority views to the report of the First Resolution on the
Budget for 1978 represent in large part my position on this legislation.
They adequately cover the two primary items which the majority pro-
posal desperately lacks: Permanent tax rate reductions and restraints
in increased spending. By ignoring these essential elements, and em-
bracing more deficits-and " bigger Government spending programs, the
first budget resolution for 1978 which has been proposed by the ma-
jority will do more harm than good for the economy.

There is, however, one concept which deserves special attention. Men-
tion was made in several instances in the minority views of "restrain-
ing increases" in spending, rather than "making cuts" in spending. In
my view there is an important distinction in these two expressions
which should be emphasized. Often times when suggestions are made
to amend spending downward from the majority-reconmended levels
for a new fiscal year, the complaint is heard that we are "cutting the
budget", or perhaps "meat-axing" a particular program. This is not
true. As long as amended expenditure figures will leave outlays at, or
above, present fiscal year spending levels, it cannot be alleged that
"cuts" are being made-onlv restraints in increases.

Noted economists have observed that spending for fiscal year 1977
will likely fall below the current estimated level of $117 billion and
be close to $408 billion. This would then mean that any outlays over
$408 billion will amount to new spending and constitute an increase
over present levels. The majority has recommended an increase in the
1977 budget over $54.3 billion to $462.3 billion, with a corresponding
deficit of $64.3 billion. An amendment to reduce the majority recom-
mendation would not, then be a reduction in spending, but simply a
restraint in increases over 1977 expenditure levels. Without cutting
the budget at all, then, and simply holding the line at present levels.
the deficit could be drastically reduced and the commonly expressed
goal of a balanced budget could be brought substantially closer.

The specific economic benefits of a permanent reduction in income
taxes should also be emphasized. In a study performed by the Con-
gressional Budget Office on the effect of a $19 billion reduction in per-
sonal income tax'rates, the following findings were made:
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EFFECTS OF A $19 BILLION REDUCTION IN PERSONAL INCOME TAX

[in billions of dollars]

Impact of
proposed tax

reduction
during 1977. 1978, 4th
4th quarter quarter

GNP --------------------------------------------------- +42 +75Personal income ......... ............ +23 +49
Patona ino ------------------------------------ +2 +4

Disposable personaincome ----------------------------- +56 +80
Consumption -------------------------------------------- +34 +16
Fixed investment ---------------------------------------- +7 +14
New jobs created --------------------------------------- 790.000 1,590,000

1 Conressional Budget Ofce study, dated Feb. 3. 1977. of a reduction in each tax bracket's
rate by 5 percentage points.

A $19 billion reduction in personal income taxes could take the form
of either a 22 percent reduction in the personal income tax rate or a
five point reduction in each personal income tax bracket. The follow-
ing table shows the effects of those reductions on family incomes rang-
ing from $6,100 to $61,905.

EFFECT OF PERMANENT TAX RATE REDUCTION

New tax rate
Family of 4 Tax savings

standard After
deductions 5-point After 22 percent

or 16 percent Taxable Now cut 22 percent 5-point rate
itemized income (percent) (percent) cut cut cut

$6,100 $1,000 14.0 9.0 10.9 $50 $31
7,100 2,000 14.5 9.5 11.3 100 64
9,100 4,000 15.5 10.5 12.1 200 136

13,100 8,000 17.3 12.3 13.5 400 304
17,857 12,000 18.8 13.8 14.7 600 498
22.619 16,000 20.4 15.4 15.9 800 717
27,381 20.000 21.9 16.9 17.1 1,000 964
32,143 24, 000 23.6 18.6 18.4 1,200 1,245
36.905 28,000 25.4 20.4 19.8 1,400 1,562
46,429 36,000 28.7 23.7 22.4 !800 2,275
61,905 52,000 34.7 29.7 27.1 2,600 3,973

Substantial evidence exists, both historical and current, which illus-
rates that permanent tax cuts are the most effective and by far the
least expensive way to stimulate the economy. It is signifcant to
note that 148 Members of Congress agreed with this position when
the minority substitute to the Third Concurrent Resolution on the
Budget for 1977 was considered last February. It is hoped that the
rest of Congress will observe the historical facts and join the minor-
ity in sup sorting permanent tax cuts-and greater personal and
economic freedom-when the First Concurrent Resolution on the
Budget for 1978 comes to the Floor.

JOHN H. ROUSSfLOT.



ADDITIONAL MINORITY VIEWS OF HONS. CLAIR W.
BURGENER AND RALPH S. REGULA

The Budget Committee is designed to provide guidelines to the
authorizing and appropriating committees of Congress in the forma-
tion of the budget. Whatever action it takes for the short term of
1 fiscal year, it is essentially shaping the budget for future years with
spending trends.

It is our belief that the committee should develop long term goals
which should be implanted into short term means each fiscal year.
At the top of this list is reducing the size of Federal Government
activities substantially. There must be a dramatic decline in the size
of the budget in relation to the overall economy and the Gross Na-
tional Product.

We must trigger movement away from the public sector into the
private sector, thus creating permanent employment, capital expansion
and increased productivity. We must achieve, over a span of years,
reduced deficits and lowered inflation.

These goals are an integral part of a dynamic economy. Also of
essence is the elusive ingredient called "confidence," that the public
must have in its government to manage its money.

The first budget. resolution for fiscal year 1978 falls far short of
accomplishing any of these long range goals. It does not develop any
strategy for controlling spending--either by reducing it or prevent-
ing it from increasing.

In addition, Congress cannot deserve the confidence of Americans
when it will not evidence any discipline in its spending habits.

WVe must draw up a blueprint for accomplishing these goals. We
believe there are several steps for doing so that provide the short term
impetus necessary:

1. Pass a tax reform package that will permanently reduce tax rates,
particularly in middle income brackets, to encourage productivity.
capital investment and ultimately greater tax receipts.

2. Declare a moratorium on new programs, unless the same can be
financed by eliminating or reforming the existing failures.

3. Reduce gradually program aspects evaluated to be unsuccessful
and/or duplicative.

4. Hold the niaj'ority of existing program funding at current policy
levels.

Another part of this blueprint addresses management techniques in
controlling the budget. These short term means go hand in hand with
the above:

1. Adopt techniques of zero-base budgeting as tools for evaluating
the effectiveness of Federal programs.

2. Reform major Federal programs we retain, such as welfare, social
security, and health, to provide better management of the delivery sys-
tem to give the taxpayer value received.
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3. Revise the Federal structure to coincide with the private sector-
in areas of retirement and Federal wages, so as to equal but not exceed
comparable private employment.

All of these methods reflect the responsibility the Budget Commit-
tee can take, if willing, in an effort to lead our economy into real
growth prosperity.

We are also concerned with large deficits, which further the cost of
interest payments on the public debt (see chart showing 10-year pat-
tern of deficits as percentage of GNP and interest on debt). Of major
regard is the impact a continuation of these trends will have on the
aJility of Government to respond to the priority needs of our people.

Granted, there can be no "tShangri-la" where the budget is made.
However, it is possible, and necessary, for us to form an attitude of
long range budgetary goals, and get to the business of realizing them
through short term means.

Federal deficit in past 10 years

(In billions) Year: (In billions)
-------.-.-.......... -$1.6 1973 -------------------- 14.8
---------------------- 8.8 1974 ---------------------- 4.7
----------------------- 8.7 1975 -------------------- 45.1
---------------------- 25.2 1976 -------------------- 66.5
--------------------- +3. 2 Transitional Quarter

-- 2.8 (3 months) ------------- 18.0
-- 23. 0 1977 estimate ------------ -70. 0
-- 23. 3 1978 estimate ------------- 64. 3

[Yearly totals rounded.]

Deficit as percentage of GNP

0.8
0.6
1. 1
8.0

-. 4
.3

2.2
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$11.3
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1Uio debt

(In billion

1972 21.
1973 --------------------- 24.
1974 --------------------- 29.
1975 --------------------- 32.
1976 --------------------- 37.
1977 estimate ------------- 42.
1978 estimate ------------- 48.

RALPH S. REOuLA.
CLAIR W. BURGENER.
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ADDITIONAL MINORITY VIEWS OF HON. CLAIR W.
BURGENER

In addition to the views concurred in by the entire minority, as
well as supplemental views offered by Mrs. Holt and again by
Mr. Regula, all of which I support, I would like to present the follow-
ing economic roadmap. Its purpose is to depict not only where we have
been but also to suggest where we should be heading for the good of
the nation.

In considering the Budget Committee's report to accompany the
first budget resolution for fiscal year 1978. it is essential to consider
both the economic circumstances which have led to the present stat,
of the American economy and the policy aims which are appropriate
under present conditions.

The first of three major objectives of the Budget Committee is "to
provide sufficient stimulus to sustain the economic recovery" The
importance of the economic recovery may be emphasized by a brief
reminder of the recent historical experience of the American people
with respect to their changing economic circumstances over the latest
4 years.

The first of the major critical events in this period was the sharp
inflationary price rise of 1973-74. Prices paid by consumers rose about
8.8 percent in 1973 and a further 12.2 percent rise in 1974 for a 2-year
rise of some 21 percent. Some price rises were more severe, with con-
sumer food prices rising about 20 percent in 1973 while energy prices
to consumers rose over 21 percent in 1974.

The impact of these price rises was to reduce real incomes of many
wage and salary workers quite sharply, forcing them to make sub-
stantial cutbacks in many forms of consumer spending. Consumer
spending generally fell at about a 13 percent annual rate in the last
quarter of 1974.

As a result business inventories of unsold goods rose and rates of
production were adjusted downward. Total output of the economy
(GNP) fell about 10 percent between September 1974 and March
1975.

The downturn in production led to layoffs of employees. Unemploy-
ment began rising in late summer of 1974 and reached its peak in
May of 1975. when a 9.2 percent unemployment rate was reported.

Since April and May of 1975 the economy has experienced a con-
siderable degree of recovery., which is still in progress. Gross National
Product, which showed a 9.9 percent downturn in first quarter 1975
(annual rate, adjusted for inflation), turned upward for a 5.6 percent
second quarter gain and an 11.4 percent third quarter gain before
slowing to a fourth quarter rise of 3.3 percent (annual rates, adjusted
for inflation).

Business inventory fluctuations contributed to somewhat uneven
growth of real output (GNP adjusted for inflation) in both 1975 and
1976, although GNP in constant dollars grew about 6 percent in 1976.
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A somewhat better measure of the recovery pace is "real final sales",
which excludes inventory fluctuations and adjusts for inflation. This
measure, which indicates sales of national output to final users, grew
by 3.7 percent, 4.2 percent, 4.3 percent and 5.7 percent during the first
through fourth quarters of 1976. It showed an improving rate of recov-
ery over the year.

"Meanwhile, unemployment has declined by about 600,000 while total
employment has gained' about 1.7 million since last fall. Employment
has gained about 2.6 million job-holders over the last year, while
the civil labor force has expanded by about 2.7 million persons to
reach the highest labor force participation rate-62 percent-in the
postwar period.

However, prices have begun to rise faster again in 1977 after about
a 2-year downtrend in the rate of inflation. A 12-month average of
consumer price rises which began at an 11.7 percent rate in January
1975 had dropped to a 7 percent rate by December of that year. In
.January 1976, the rate of increase dropped to 6.8 percent and declined
steadily through 1976 to a December rate of 4.8 percent. Thereafter it
began to rise, reaching a 5.2 percent rate in January and a 6 percent
rate in February.

From this economic background it is evident that the main policy
aims of the first budget resolution for fiscal year 1978 should include
(1) continued economic recovery, (2) further improvement in the em-
ployment situation, and (3) significant progress toward greater price
stability.

It was serious price inflation in 1973-74 which led to the recession of
late 1974 and early 1975. Economic recovery since has gone hand-in-
hand with steadily declining inflation, renewed consumer purchases
and greater business response. This has been an effective pattern of
recovery.

In order to support continued economic recovery the first budget
resolution, and other related congressional action, must seek greater
restraint in Federal expenditure and deficits, together with a smaller
borrowing impact on credit markets and a generally strong restraint
against the further growth of governmental activity and use of re-
sources at the expense of the private sector. For it is the private sector
which can, under appropriate conditions of economic freedom, offer the
greatest prospects for economic expansion, additional jobs, and im-
proved consumer well-being in the American tradition.

CLAm W. BURGENER.


