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. PURPOSE OF THE RESOLUTION

The Congressional Budget Act provides for the consideration of at
least two concurrent resolutions on the budget for each fiscal year.
The first budget resolution, which is scheduled for adoption by mid-
May, sets preliminary targets for overall spending (budget authority
and outlays), revenues, and the public debt as well as budget author-
ity and outlay targets for each of the 19 functional categories of the
budget. The second budget resolution, scheduled for consideration by
the Congress in September, sets binding ceilings on total spending
(budget authority and outlays) and a floor for revenues. In addition,
the Budget Act provides that the second budget resolution may con-
tain language directing House and Senate committees to report legis-
lation increasing or decreasing revenues or spending in accordance
with the levels set forth in the budget resolution. Congress may not
adjourn ske die until it has completed action on the second budget
resolution and reconciliation legislation if any is required.

In preparing the Second Budget Resolution for Fiscal Year 1980,
the Committee relied upon a substantial body of information updat-
ing the First Budget Resolution. On July 12, 1979, Congress received
a Mid-Session Review of the 1980 Budget, containing revised esti-
mates of spending and revenues as well as an undated economic fore-
cast. On July 31, 1979, these estimates were revised to reflect new en-
ergy estimates. Subsequently, the Congressional Budget Office re-
viewed the OMB submission and presented its findings to the Com-
mittee. Pursuant to the Committee's invitation to comment on the
Second Budget Resolution, a number of House committees have sub-
mitted their views on matters relating to the fiscal year 1980 budget.

The Committee heard testimony from administration economic and
policy advisers, including Treasury Secretary W. Michael Blumen-
thal, Office of Management and Budget Director James T. McIntyre,
Energy Secretary James R. Schlesinger, and Council of Economic
Advisers Vice-Chairman Lyle E. Gramley. In addition, testimony
was received from Congressional Budget Office Director Alice M.
Rivlin, Federal Reserve Board Chairman Paul A. Volcker, Professor
Walter W. Heller and Leif H. Olson, Chairman of the Economic
Policy Committee of Citibank.

PROVISIONS OF LAW RELATING TO THE SECOND BUDGET RESOLUTION

Unlike the First Budget Resolution (H. Con. Res. 107), which es-
tablished targets to guide subsequent congressional action on revenue,
spending, and debt measures, this resolution establishes a floor on
revenues and a ceiling on spending which shall be applicable to all
subsequent revenue and spending legislation affecting fiscal year 1980.
Once this resolution is adopted, neither House may take any action
which would cause spending to exceed the budgeted level for budget
authority and outlays, or reduce revenues below the level specified in



the resolution. Determinations of the House and Senate Budget Com-
mittees are the basis for concluding whether legislation would cause
the appropriate levels of spending or revenues to be breached.

FLOOR PROCEDUIS FOR THE SECOND BUDGET RESOLUTION

The Budget Act provides for special procedures for considering
budget resolutions in the House of Representatives and the Senate.
The House procedures include the following important elements:

(1) A budget resolution may be considered only after a 10-day
layover period, which begins the day the report is available to
Members.

(2) A budget resolution is highly privileged and may be
brought to the floor without a rule providing for floor consid-
eration.

(3) Ten hours are provided for general debate on a budget
resolution, with amendments to be read under the 5-minute rule.
Five hours are provided for debate on a conference report.

(4) It is not in order to recommit or reconsider a budget reso-
lution or a conference report on a resolution. Motions to post-
pone 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.

THE REcoNCILIATION PROCESS

The reconciliation process has been utilized on only one budget
resolution to date, the Second Budget Resolution for Fiscal Year
1976, which directed the Ways and Means and Finance Committees
to submit legislation decreasing revenues by $6.4 billion. This year
the Senate Budget Committee has reported a resolution containing
reconciliation language pertaining to expenditures. S. Con. Res. 36,
the Second Budget Resolution for Fiscal Year 1980, directs seven
committees to reduce spending by a total of $3.15 billion in budget
authority and $4.0 billion in outlays.

Reconciliation language directs one or more committees of the
Congress to submit legislation increasing or decreasing revenues,
spending or the limit on the public debt. The purpose of the recon-
ciliation process is to require committees to implement the decisions
made in the second budget resolution. If the reconciliation directive
involves more than one committee in each House, then all committees
affected by the directive are to submit their recommendations to the
Budget Committee which will assemble all the recommendations into
one package for action by the full House or Senate.

Reconciliation language in a budget resolution deals only with
total spending and not with any particular program or functional
category. With respect to committees with jurisdiction over entitle-
ment programs. the reconciliation process extends only to entitlement
legislation which is to become effective during the upcoming fiscal
year. Of course, language in the Committee report may amplify the



Committee's intent with respect to programs and functions affected
by the reconciliation process.

In reporting the Second Budget Resolution for Fiscal Year 1980,
the Budget Committee has not included reconciliation language. This
position reflects the fact that House committees have, by and large,
met the targets set in the First Budget Resolution and recognizes that
there may be practical difficulties inherent in the reconciliation
process.

ADDITIONAL MA=RERS IN T BUDGET REsOLuTION

Section 301 (a) (6) of the Congressional Budget Act of 1974 pro-
vides that the first budget resolution for a particular fiscal year may
include "such other matters relating to the budget as may be appro-
priate to carry out the purposes of this Act." Likewise, subsection
(b) (2) provides that the resolution may also require "any other
procedure which is considered appropriate to carry out the purposes
of this Act."

In drafting the Budget Act, the conferees decided upon this lan-
guage to provide a mechanism for including additional relevant mat-
ter in the budget resolution. However, legislative history is clear that
I he managers of the Budget Act intended that this apply "only to
the specific procedures for the enactment of budget authority and
spending authority legislation for the coming fiscal year and not to
the jurisdiction of committees, the authorization of budget authority,
or to permanent changes in congressional procedure."

Consistent with this mandate, the Committee included language in
the First Budget Resolution for Fiscal Year 1980 (H. Con. Res. 107)
with respect to off-budget Federal entities and legislative savings.
The Committee interprets the Budget Act to permit inclusion of
similar language in the second budget resolution to the extent that it
revises or reaffirms the matters included in the first budget resolution.

Consequently. the Second Budget Resolution for Fiscal Year 1980
includes the following language with respect to off-budget Federal
entities:

The Congress reaffirms its commitment to find a way to re-
late accurately the outlays of off-budget Federal entities to
the budget. The Congress recognizes that by law the outlays
of off-budget Federal entities are not reflected in the budget
totals, and that in fiscal year 1980, off-budget outlays (and,
hence, the off-budget deficit) are estimated to be $16 billion.

In addition, the resolution contains the following language with
respect to entitlement programs, a matter related to the issue of legis-
lative savings addressed in the First Budget Resolution.

In 1980, each standing committee of the House of Repre-
sentatives having jurisdiction over entitlement programs
shall include in its March 15 report to the Budget Committee
of the House of Representatives specific recommendations as
to what changes, if any, would be appropriate in the funding
mechanisms of such programs to enable Congress to exercise
more fiscal control over expenditures mandated by these
entitlements.



Within ,a reasonable period of time after March 15, 1980
the Budget Committee of the House of Representatives shall
submit to the House such recommendations as it considers
appropriate based on such reports.

Finally, the resolution contains projections of the budget aggregates
for fiscal years 1981 and 1982. These projections extend the policy
assumptions implicit in the recommendations for fiscal year 1980 into
the next 2 fiscal years. Similar language was included in the First
Budget Resolution.

Co'xnrrE AcTION ON THE SECOND BUDGET REsoLuTnoN

The Committee considered the resolution in open executive session
on September 10 and 11. The resolution was approved and ordered
reported on September 11, 1979, by a recorded vote of 16-9.



II. OVERVIEW OF THE RESOLUTION

Inflation remains the greatest threat to the Nation's economic sta-
bility and well being.

To meet this threat, a restrained fiscal policy is needed. Yet, fiscal
restraint must be carefully crafted and applied so that it avoids exac-
erbating the temporary downward fluctuation in the economy.

The Second Budget Resolution for Fiscal Year 1980 seeks to achieve
this vital balance while building on the concept of spending restraint.

The very inflation that the Resolution seeks to curb and the economic
downturn that has already begun, in part because of inflation, have
driven outlays dictated by existing law beyond the targets of the First
Resolution for fiscal year 1980. The economy alone accounts for more
than $7.4 billion in additional outlays from the First Resolution.

In May of this year, the Congress approved a fiscal policy designed
to combat inflation. The judgment reflected in the First Budget Resolu-
tion was that neither draconian spending cuts that could plunge the
Nation into deep and prolonged recession nor the high expenditure
growth that has characterized recent years and further accelerated in-
flation was acceptable. At the same time, no dramatic or quick solution
to inflation was promised.

The need for a restricted, but balanced, policy is now even more
evident. Inflation has worsened and a business downturn has begun.
Yet, there is demonstrated need for expenditures to insure moving
toward energy self-sufficiency and necessary military strength.

The Second Budget Resolution for Fiscal Year 1980 addresses these
needs and provides the balance called for.

When the First Resolution was adopted, OPEC had not imposed its
most recent oil price increases. The economic assumptions of that
Resolution were that the Consumer Price Index (CPI) would rise
8.4 percent in 1979 over 1978 and 7.8 percent next year over this year.
Another measure of inflation, the Gross National Product (GNP)
deflator was estimated to rise 8.1 percent in 1979 and 7.6 percent in
1980.

It now appears that the CPI average increase for this year over last
will be 10.6 percent and the GNP deflator will be 9 percent. Next year
the assumptions are for a rise in CPI over this year of 9.3 percent and
9 percent in the GNP deflator.

The economic assumptions of the First Resolution foresaw a down-
turn in business and rising unemployment-a natural outgrowth of
high inflation and the accompanying erosion of consumer buying
power.

The Second Resolution addresses the raging inflation and the hu-
'nan needs arising from inflation, higher oil prices and rising unem-
ployment.

Overall, the recommendation represents the Committee's concern
that the momentum of Federal spending be broken, but in a manner



that is not disruptive to important ongoing Federal programs. The
Committee's recommendation achieves that goal. For the last 5 years
Federal outlays have increased at a real rate of 3.4 percent. The recom-
mendation breaks with this pattern and includes overall real growth
of only 1.8 percent which is primarily for income security programs,
defense, and energy. The rest of the discretionary spending in the
budget shows no real growth. The Committee's spending recommenda-
tion declines as a percent of GNP from 21.6 percent in fiscal year 1979
to 21.5 percent in 1980 and declines even further in the projections of
the Committee's recommendations to 19.5 percent by 1984.

Significant changes from the First Resolution are:
* Funding is provided for an energy program that will accom-

modate conservation, development of alternate sources of energy, re-
lief for the poor from high fuel costs, and increased aid for mass
transit.

* Money has been added to enable the military forces to meet the
higher costs of fuel and supplies that are necessary to maintain ap-
proved levels of training and readiness.

* Additional funds are provided for assisting refugees.
* Provision is made for pay raises for federal employees and the

military at the 7-percent level recommended by the President, but with
an assumed absorption of 30 percent.

* Some additional funding is provided for targeted fiscal assist-
ance to communities hardest hit by unemployment.

The cost of these policy changes is about $6.7 billion for fiscal year
1980.

Estimating differences account for $10 billion of the difference
between the First and Second Budget Resolutions. About $7.4 billion
of this amount is due to changes in the economy such as an additional
$2.5 billion for interest, $1.2 billion for unemployment compensation,
$1.7 billion for social security and $700 million for food stamps. Other
estimating differences account for about $2.6 billion, a result caused
in part by faster spend-outs as well as different levels of program par-
ticipation and other assumptions.

Thus, outlays rise $16.7 billion over those of the targets in the First
Resolution.

Only a part of the increased outlays are covered by increased rev-
enue estimates. Additionally, the House has passed an oil windfall
profits tax which is expected to yield $2.8 billion. The Committee also
assumes $2 billion in additional revenues can be obtained by admin-
istrative cash management that would speed up payments of with-
holding taxes from corporations to Treasury. Finally, the additional
spending foreseen will partially feed back revenues to Treasury pro-
viding another $1.5 billion over the targets of the First Resolution.

AGGREGATES OF THE SECOND RESOLUTION
[In billions]

Revenues --------------------------------------------------- $519.5
Budget authority --------------- 632. 557
Outlays 5-----------------------54. 725
Deficit ------------------------------------------- 29.225

The Committee does not recommend reconciliation. In part this
recognizes that appropriations and other spending bills approved by



the House have been generally consistent with the targets of the First
Budget.Resolution. Rather, the Committee continues to assume several
legislative savings and to encourage the House to adopt them. In the
absence of action on the legislative savings proposals during the fiscal
year, outlays would rise some $2.7 billion further.

Testimony received by the Committee was that additional spending
or tax cuts at this time would exacerbate inflation.

In summary, the Second Budget Resolution proposes continued
restraint. Its increases in spending over the targets of the First Resolu-
tion largely reflect the economic facts of life plus provision for the
Nation's most pressing needs, especially in the energy field. The recent
trend of growth in federal spending has been halted in nearly every
discretionary program.





III. ECONOMIC OUTLOOK AND FISCAL POLICY

BACKGROUND AND SUMMARY

The report accompanying the First Budget Resolution described
those factors which pushed the economy to a precarious balance be-
tween recession and rapidly rising inflation. Rising inflation during
1978 forced down the dollar in international markets eliciting a re-
sponse from the administration and the Federal Reserve Board (Fed)
which raised interest rates and contributed to high levels of consumer
expenditures and debt. Inflation also provided a rationale for the sub-
stantial increases in OPEC price rises during 1979. These actions
resulted in a higher rate of inflation.

Although many economic forecasters predicted a downturn in eco-
nomic growth during 1979 as a result of higher inflation and declin-
ing real personal income, substantial growth during the last quar-
ter of 1978 provided a short-lived confidence in the strength of the
economy. This confidence was undermined by the barely positive rate
of economic growth during the first 3 months of 1979 and the sharp
downturn to negative rates in the second quarter.

Although current data provide no conclusive evidence whether this
rapid decline in the economy will continue during the third quarter
of this year, there is little expectation that any significant economic
rebound will occur before the end of the year. It is this absence of a
clear trend which has dictated the fiscal policy of the Committee.

Recognizing that significant economic stimulus could exacerbate
present inflationary tendencies, the Committee has elected to defer any
consideration of economic stimulus until evidence of the probable path
of the economy is more clearly visible. Outlays which are not dictated
by existing law have, therefore, been restrained, and new funds pro-
vided only in the areas of national defense, energy and in assistance
to cities particularly hard pressed by high rates of unemployment.
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THE CURRENT ECONOMIC SITUATION

INFLATION

Inflation remains the most visible national economic problem as
it was during consideration of the First Budget Resolution last spring.
The rate of inflation soared after the beginning of the year, and the
Consumer Price Index has continued at double-digit rates, increasing
at an annual rate of 13.2 percent for the first 6 months of 1979. Infla-
tion will continue as a significant problem through and after the pend-
ing economic recession.

The causes of inflation are rooted in many sectors of the economy.
In 1979, prices have increased extraordinarily for energy, food, hous-
ing and medical services. Next year pressure from energy prices will
continue, and wages may become a principal factor in the price-wage
spiral.

The broadest measure of inflation is the Gross National Product
(GNP) implicit price deflator, an index of changes in the price of all
goods and services counted in the GNP. On an annual basis the GNP
deflator increased 9.3 percent in the 1st calendar quarter of 1979 and
9.2 percent in the 2nd quarter.

Price changes for items purchased by consumers are measured by the
Consumer Price Index (CPI). On an annual basis the CPI increased
11.1 percent in the 1st quarter of 1979 and 13.6 percent in the 2nd quar-
ter (without seasonal adjustments). Obviously, inflation will have to
slow considerably in the second half of the year if the CPI is to remain
below 11 percent for the calendar year.

The categories in which consumer expenditures rose most rapidly in
the last 6 months are energy, housing and food. Expenditures on fuel
and utilities have gone up more than 18 percent on an annual basis
during this period. Gasoline prices jumped at an annual rate of more
than 60 percent. Meat prices have increased over 20 percent on an an-
nual basis. Home financing, taxes, and insurance costs rose at an
annual rate of close to 25 percent.

CHANGES IN EMPLOYMENT AND UNEMPLOYMENT

Since 1975 the number of people employed has increased steadily
and the unemployment rate has declined from nearly 9 percent to 5.6
percent in June 1979 and 5.7 percent in July, increasing to 6.0 percent
in August. Total civilian employment has increased by more than 12
million workers since 1975, rising to 97.2 million in July 1979. How-
ever, a larger proportion of the population than ever before is avail-
able for work. Labor force participation as a percent of the population
above 16 years of age increased from 61.8 percent in 1975 to the cur-
rent 64 percent. Unemployment rates among all groups have declined,
although the rates of unemployment among men, women, minorities,
teenagers and other subgroups remain quite different.

The rapid growth of the labor force over the last few years is at-
tributed to changes in the size and composition of the labor force.
The post-World War II (WWII) baby boom accounted for much of
the upsurge, as increasing numbers of young workers entered the labor
force. The employment growth among adult women (aged 20 and



over) accounted for more than half of the total increase in 1978 em-
ployment, and the female labor force participation rate rose above 50
percent for the first time. The number of teenagers employed rose
to over 8 million in July 1979, up from 7.6 million in 1977 and 6.1 mil-
lion in 1970. Blacks and other racial minorities filled about one-third
of the new jobs created in 1978.

The increase in employment and the slow decline in the unemploy-
ment rates in recent years are the product of the longest period of
sustained economic growth since WWII. It now appears this increase
has come to an end, and we have preliminary evidence of the effects
of the economic decline on employment. Between March and July 1979,
the total increase in new jobs was about 500,000. During the previous
two quarters, the increase averaged nearly one million per quarter.
Other indicators of a current slowdown include meager growth in
industrial payrolls, higher unemployment rates in manufacturing,
particularly in autos, a higher rate of layoffs and a drop in the num-
bers of hours worked.

A higher unemployment rate, however, does not emerge until the
recession is well underway or until well after the slowdown has been
registered by more sensitive indicators, such as real GNP and retail
sa es adjusted for inflation. Employers are slow to let their experienced
workers go until a recession is almost certain. The unemployment rate
which rose to 6.0 percent in August had been virtually unchanged for
the last 12 months. That rate, however, can rise very rapidly. In the
1974-1975 recession, for instance, unemployment rose from 5.9 per-
cent in October 1974 to 8.0 percent in January 1975.

ECONOMIC GROWTH

The rate of economic growth adjusted for inflation from April
through June this year was the slowest in 41/ years as the GNP fell
at an annual rate of 2.4 percent. This 2nd quarter decline continued
the trend of decelerating growth rates as real GNP fell from a 5.6
percent increase in the last quarter of calendar 1978 to only 1.1 percent
in the 1st quarter of 1979. The drop to a negative growth of 2.4 percent
in the 2nd quarter of 1979 provided clear evidence of a weak economy
on the edge of a recession.

The principal factor causing the decline is reduced consumer demand,
particularly for durable goods such as autos. Business investment is
lower than previously planned but continues at a positive rate. The
international balance of payments has improved and government
spending has increased slightly. Each of the consumption, investment,
international and government sectors of the economy are analyzed in
later sections of this chapter.

The significance of the decline in the rate of growth of GNP is
that this is usually one of the first signs Qf an imped'.ng recession. The
commonly acknowledged definition of a recession is a period of at
least two quarters of negative real growth.

Since adoption of the First Budget Resolution, economic activity
has continued to decline. The rate of decline was increased by the
shortage of gasoline in late spring, but the downward direction in the
economy was clear even before the appearance of gas lines.



PRODUCTIVITY

Declining productivity in the American economy has become a seri-
ous problem in the last few years of the economic expansion. This year
the problem has become more acute as productivity actually declined
and manifested itself in the rising costs of production which feed in-
flation. In recent months productivity fell dramatically as employers
reduced production levels in reaction to slowed economic activity with-
out laying off employees. This is normal in the early stages of a
recession.

From 1950 to 1959, productivity of the private business sector grew
at an annual average of 3.2 percent. From 1960 to 1969, the average
dropped to 3.0 percent and from 1970 to 1978 the average annual in-
crease fell to 1.6 percent. In the immediate past, from the last recession
in 1974-75 to the end of the expansion in 1978, annual productivity in-
creases averaged less than 1.1 percent. During the 1st quarter of 1979,
productivity in the Nation's private business sector actually fell by 1.8
percent at a seasonally adjusted annual rate and by 3.3 percent in the
2nd quarter. This second quarter decline is the largest since the 6.9 per-
cent plunge in the 1st quarter of 1974 at the beginning of the last
recession.

Several factors have combined to aggravate declining productivity:
entry of a large number of new and young workers in the work force,
expansion of service-oriented production, expanded and more compre-
hensive government regulations, low levels of business investment in
new plants and equipment, and declining research and development
expenditures. Most of the "baby boom" children have entered the work
force in the last 10 years, and because that age group has become a
larger percentage of the work force and has less work experience, aver-
age output per hour of work has diminished. Larger numbers of women
with less work experience joining the work force may contribute to
declining productivity in the short-term as well.
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CHART 111-6

FIXED PRIVATE DOMESTIC INVESTMENT

Billions of 1972 Dollars
(Annua Rate)

206

204

202

200

19E

196 TOTAL FIXED INVESTMENT, WHICH MAKES UP ABUT
15% OF TOTAL GNP, BEGANI TS DECLINE IN THE
FIRST QUARTER OF 1979 AS RESIDENTIAL INVEST-
MENT FELL SHARPLY. IN THE SECOND QUARTER,
BOTH RESIDENTIAL AND NONRESIDENTIAL INVEST-

194 MENT DECLINED.

194

191

78:1 78:2 78:3 78:4 79:1 79:2
Quarters



16
CHART Ill-7

NET EXPORTS OF GOODS AND SERVICES
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CHANGES IN GNP SECTORS

CONSUMER DEMAND

Consumer spending provided the basic strength for the economic
recovery from the 1973-75 recession. When adjusted for inflation con-
sumer purchases declined at an annual rate of 3.1 percent in the second
quarter of this year. Personal consumption expenditures account for
nearly two-thirds of the GNP. Thus a decline in this category implies
a significant slowing of the overall economy.

Personal consumption expenditures are divided into 3 major cate-
gories: durable goods, nondurables, and services. Spending for both
durables, such as furniture, appliances and autos, as well as for non-
durables, fell in the second quarter. On the other hand, consumer ex-
penditures for services, which account for slightly less than one-half
of all personal consumption expenditures, rose at an annual rate of
almost 2.7 percent in the second quarter.

There are a number of reasons for the slacking off of consumer pur-
chases of durables and nondurables. The rapid growth of incomes
slowed toward the end of last year, and income adjusted for inflation
was down 1.7 percent in the second quarter of 1979. Pervasive inflation,
the threat of recession and stagnant personal income all apparently
took their toll of consumer confidence. Although consumers had been
willing to extend themselves to an unusual degree in the last quarter of
1978, dropping their savings to an historically low rate of 4.8 percent
of disposable personal income, 'by the second quarter of 1979 the sav-
ings rate was back up to 5.4 percent. Consumers' debt burden is high,
but increases in outstanding credit are proceeding at a slower pace
since the beginning of the year, although still at an historically high
rate of 18 percent.

The auto industry, which is always an early victim of falling con-
sumer demand, has recently borne the additional weight of the rapid
shift in demand from large to small vehicles. In addition to the glut of
larger model cars and the consequent increase in inventories, sales of
trucks, vans, and recreational vehicles have declined very substantially.

INVESTMENT

Business Fixed Investment.-Business fixed investment adjusted for
inflation, which was running well ahead of the growth in total output
in the first quarter, declined in the second quarter. Construction spend-
ing dropped in June and was down 4.5 percent from June 1978. Spend-
mg on producers' durable equipment, which had been a bright spot in
the business sector, fell at an annualized rate of 5.2 percent in the sec-
ond quarter. Fixed investment accounts for. nearly 15 percent of the
total GNP.

Housing.-Although housing starts in the second quarter were run-
ning a higher annual rate than in the first quarter, starts in the
first five months were 121/2 percent below the same period a year ago.
While housing permits and sales of new homes have also been rising
since earlier in the year, they too are significantly below the levels for
comparable months in 1978. Prices have risen so rapidly (up 17 per-
cent from April 1978 to April 1979) that despite the decline from the



previous year in the rate of new starts, inventories of competed units
have been rising since January. However, the sustained high level of
demand in housing has caused mortgage rates to continue to rise, in-
creasing to 10/4 percent in July.

Changes in Bwsinns Inventories.-Our investment barometer merit-
ing close scrutiny is inventories; business still remembers that an unin-
tended build-up of inventories was partly responsible for the depth
of the 1974-1975 recession. Real business inventories rose $12.3 billion
in the first quarter and $16.8 billion in the second quarter in the face of
declining final sales. Although the inventory-to-sales ratio was at a
relatively low 1.40, the ratio has risen steadily in the last few months.
The current ratio figure means there is a supply on hand equal to 1.4
months of average sales. Rising inventories imply reduced orders, as
businessmen attempt to adjust to lower consumer demand, and can lead
to reduced production and layoffs. Thus, large inventory build-ups in
the early stages of an economic slowdown can lead to a deeper economic
contraction later as businessmen react to reduce surplus stocks.

INTERNATIONAL TRENDS

The United States is part of an integrated world economy. We de-
pend on the rest of the world for oil and a wide range of key primary
products. Exports are equivalent to 8 percent of our Gross National
Product (GNP).

Current international economic trends portend the value of the dollar
may remain under pressure in the world money market at least through
the 1980's. There is a lack of confidence abroad in both U.S. economic
and energy policies. The United States rate of inflation has been higher
than that of our major trading partners and foreign markets question
our ability to bring it under control. They are not reassured by
Americans' slow progress in reducing oil consumption. Gasoline prices
in the United States are still less than half of what most Europeans are
paying. The new European Monetary System, in operation since mid-
March, makes it likely that an effort to halt a new run on the dollar
would not receive the same support, especially from the Germans,
which it had during the dollar crisis in the fall of 1978. In addition, the
Saudis have expressed unwillingness to be the holder of last resort of
a depreciating dollar, and there has been some talk of their demanding
payment of oil bills in a basket of currencies.

FEDERAL GOVENMENT POLICIES

CHANGES IN MONETARY POLICY

In addition to facing the difficult domestic dilemma of applying
enough monetary restrauit to check inflation without deepening the re-
cession which many economists believe has already begun, the managers
of our monetary policy also have to keep in mind the international im-
plications of monetary policy.

Speculation against the dollar last fall forced it down to low levels.
However, the dollar rescue package was a dramatic and successful ef-
fort to halt the slide in the dollar's value. The dollar gradually re-
covered some of its loss, and by early spring the Fed and the Treasury



were able to repay the entire $6.5 billion worth of foreign currencies
borrowed to support its status.

If the dollar declines in value, the climate for investment and growth
is damaged. Although to an extent a cheaper dollar makes American
goods more competitive abroad, it is also inflationary in that the absence
of strong price competition causes both domestic and import price to
rise. According to a rough rule of thumb, a 10 percent decline in the in-
ternational value of the dollar may result in an increase of 1.5 percent
in consumer prices.

A monetary policy that maintains high interest rates serves both to
prevent overexpansion of the United States economy and redress an
international current account deficit by making investment in this
country attractive to foreigners. Nevertheless, raising the costs of
domestic borrowing adds to the pressures of inflation.

In the last month or two the oil price rise and unexpectedly sharp
increases in United States inflation raised doubts abroad about the
dollar's stability. Another slide began. Moreover, speculation on the
future direction of the United States economic policy may have ag-
gravated the decline. In addition, there was a rapid expansion of the
money supply. The Fed responded by raising the discount rate to 10
percent and then to 101 percent. The prime rate has risen to approxi-
mately 13 percent, higher than it was at the beginning of the last
recession.

Questions still remain. If the recession turns out to be deeper than
anticipated, pressure to relax monetary policy will increase. At that
time the Fed will have to decide if monetary policy should continue to
address longer term international concerns or attempt to alleviate im-
mediate domestic problems.

DOES THE DOWNTURN WARRANT POLICY ACTION Now?

Although economic growth in the first quarter was anemic, and
strongly negative during the second quarter, it is still too early to
know how long or how deep the economic decline will be. Any stimulus
package might worsen rather than alleviate present problems. More-
over, the uncertain position of the dollar in international money mar-
kets requires that any fiscal policy action be carefully structured to
avoid worsening that situation. Finally, any immediate move to reduce
taxes to provide stimulus to the economy might exacerbate the present
double-digit inflation rates, and become entangled in the politics of
the windfall profits tax.

The full array of data regarding changes in the GNP components
during the third quarter of 1979 will be published during the last week
of October. Although preliminary data on retail sales, housing starts,
wages, etc. are available on a month by month basis, these series are
not sufficiently complete or broad enough to provide the basis for de-
finitive judgments on the health of the economy. It is therefore greatly
preferable to defer any change in fiscal policies at least until after the
release of the third quarter GNP figures.

If the decline then appears to give evidence of a need for a change
in fiscal policy, there will be time to consider the proper alternatives,
including a possible Third Budget Resolution.



Commir=E ACTION ON FISCAL POLICY

The Second Budget Resolution maintains the commitment to budget
austerity. That posture is dictated by the belief that inflation, our
most immediate economic problem, must be brought under control.
Any consideration of fiscal stimulus must wait upon clear evidence
that the current decline in the economy will endure. That evidence is
not at hand, and action taken in anticipation of such data could worsen
present double-digit inflation rates.

Dots TF, DOWNTURN WARRAurr PoLicY AoTION Now?

Although economic growth in the first quarter was anemic, and
strongly negative during the second quarter, it is still too early to
know how long or how deep the economic decline will be. Any stimulus
package might worsen rather than alleviate present problems. More-
over, the uncertain position of the dollar in international money mar-
kets requires that any fiscal policy action be carefully structured to
avoid worsening that situation. Finally, any immediate move to re-
duce taxes to provide stimulus to the economy might exacerbate the
present double-digit inflation rates, and become entangled in the poli-
tics of the windfall profits tax.

The full array of data regarding changes in the GNP components
(luring the third quarter of 1979 will be published during the last
week of October. Although preliminary data on retail sales, housing
starts, wages, etc. are available on a month by month basis, these
series are not sufficiently complete or broad enough to provide the
basis for definitive judgments on the health of the economy. It is
therefore greatly preferable to defer any change in fiscal policies at
least until after the release of the third quarter GNP figures.

If the decline then appears to give evidence of a need for a change
in fiscal policy, there will be time to consider the proper alternatives,
including a possible Third Budget Resolution.

CommI=r ACToN ON FISCAL POLICY

The Second Budget Resolution maintains the commitment to budget
austerity. That posture is dictated by the belief that inflation, our most
immediate economic problem, must be brought under control. Any
consideration of fiscal stimulus must wait upon clear evidence that
the current decline in the economy will endure. That evidence is not
at hand, and action taken in anticipation of such data could worsen
present double-digit inflation rates.

The Committee has made adjustment for increases in outlays caused
by, more rapid inflation and for expected increases in unemployment.
It has also provided funds to increase defense expenditures and to
establish the foundation for greater energy self-sufficiency through
conservation and the production of synthetic fuels. However, Com-
mittee has not made any other major policy alterations which would
result in new expenditure programs and it has rejected any move at
this time to reduce taxes.



The Resolution provides for expenditures totaling $548.725 billion.
Revenues in the Resolution total $519.5 billion. The resulting deficit
is $29.225 billion. The forecast of economic growth, inflation, and un-
employment assumes that monetary policy does not become more re-
strictive. The estimates are the same as the Congressional Budget
Office and the Senate Budget Committee. This forecast compared to
forecasts by the administration and by the major econometric models
widely used in the United States is shown in the accompanying table.

COMPARISON OF ECONOMIC ASSUMPTIONS

4th/4th (percent) Yearly average (percent)

1978 1978
(actual) 1979 1980 (actual) 1979 1980

Change in real GNP ------------------ 4.3
First Concurrent Resolution (May

21) ---
President's nidsession review (July

12)----
CBO (July 3)----- ----- ----- ---
D R I (Aug. 21) .................
Chase (Aug. 23) ................
Wharton (Aug. 27) .............

Change in nominal GNP -------------- 13.0
First Concurrent Resolution ......
President's midsession review ........ .....
C B O .............................. .....
D R I ---- ---- --- -- ---- --- --- --- --- ---- ---- -
C h ase ---- ---- ---- --- ----- -- -- ----- ---- -- --
W harton ----------------------------------

Unemployment rate ------------------- 5.8
First Concurrent Resolution -----------------
President's midsession review ----------------
C B O --- -- ----- -- ---- ---- -- --- -- -- -- -- --- --
D R I ---- ----- ---- --- -- ---- ----- -- --- ----- -
C h a se -- -- --- -- --- --- ---- -- --- -- -- --- --- -- -
W harton ----------------------------------

Inflation-change in CPI --------------- 9.0
First Concurrent Resolution ----------------
President's midsession review .....
CBO.
D R I --------------------------------------
C hase _-.
W harton ----------------------------------

Interest-9-day Treasury bill rate ----- 8.6
First Concurrent Resolution
President's midsession review ----------------
CBO.
DRI__
Chase
Wharton .....

-------------- 4.0

A NA -----

-0.5
-1.0
-I. I
-1.9
-1.3

NA
9.2
8.2
7.8
6.5
7.6

6.6
6.9
6.3
6.7
6.6

10.6
10.9
11.8
11.3
12.2

NA
8.4
8.30
9.46
9.04
9.39

2.9
2.0
2.0
2.9
.... 11.6

NA - ----
10.3 ---11.9
10.7
9.7

11.2
---- --- 6.0 -

NA
6.9 - - - - -
7.2
7.3
7.9
7.4
NA ---- --

8.3
8.9
8.5
8.1
9.!

7.7
NA

8.2
8.84
7.86
7.92
8.56

1.7
1.8 .9
1.5 .2
1.2 -.3
1.4 .7

12.1 9.7
11.0 10.0
10.9 10.1
10.4 8.8
10.0 7.3
10.3 9.2

6.0 6.5
6.1 6.8
6.2 7.2
5.9 7.1
6.1 7.7
6.1 7.4

8.4 7.8
10.6 8.6
10.6 9.3
10.9 9.6
10.8 9.0
11.3 10.1

9.2 7.7
9.0 8.2
9.05 8.44
9.44 8.29
9.33 7.74
9.47 8.79

----------------
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The following table provides the Committee's assumptions with re-
spect to the major components of economic output in calendar years
1979 and 1980:

Calendar years

1979 1980

Percent Percent Percent Percent
change change change change

4th quarter/ yearly average/ 4th quarter/ yearly average/
4th quarter year average 4th quarter yearly average

GNP:
Real (1972 dollars) ------------- 1.0 1.8 2.9 0.9
Nominal (current dollars) ------ 8.2 10.9 11.9 10.1

Inflation:
GNP deflator ----------------- 9.4 9.0 8.8 9.0
CPI (all urban consumers) ----- 10.9 10.6 8.9 9.3

4th quarter Yearly 4th quarter Yearly
level average level average

Unemployment ------------------- 6.9 6.2 7.2 7.2

Total output is expected to rise by 2.9 percent between the fourth
quarter of 1979 and the fourth quarter of 1980. Unemployment is fore-
cast to rise through the remainder of 1979 and early 1980. Unemploy-
ment in the fourth quarter of 1980 is forecast at 7.2 percent. Inflation
is expected to decline from present levels during the remainder of
1979 and average 9.3 percent in 1980. Major components of income and
output are shown m the Tables below:

MAJOR COMPONENTS OF OUTPUT

[In billions of dollars]

Calendar year quarter

1979 4th 1980 4th Rate of change
Components of output quarter quarter (percent)

Current dollar GNP -------------------------- $2,397.0 $2,683.0 11.9
Gross national product I ------------------------ 1,400.0 1,440.0 2.9

Consumption I - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  904.3 930.9 2.9
Business investment I - - - - - - - - - - - - - - - - - - - - - - -  148.0 149.3 .9
Residential construction ' -------------------- 51.0 57.2 12.2
Change in inventories ----------------------- 3.5 8.5 (2)
Net exports I ------------------------------- 14.2 15.6 (2)
Federal purchases 1 - - - - - - - - - - - - - - - - - - - - - - - -  100.6 98.7 -1.9
State and local purchases ------------------- 178.5 179.8 .7

Capacity utilization (percent) --------------------- 80.4 80.7 (2)

I Adjusted for inflation.
2 Not applicable.
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MAJOR COMPONENTS OF INCOME

[In billions of dollars]

Calendar year-

1979Income components 1980

Current dollar GNP --------------------------------------- 2,336 2.571
Personal income ------------------------------------------ 1,906 2,107
Wages and salaries ---------------------------------------- 1,221 1,341
Corporate profits ------------------------------------------- 224 239





IV. IMPACT OF THE ECONOMY ON THE BUDGET

Overall revenue and spending levels in the Federal budget are
greatly affected by economic conditions. Revenues are affected by in-
flation, unemployment, and economic growth. Spending is affected by
inflation, unemployment, and interest rates. In many cases the eco-
nomic impacts of different economic measures are offsetting.

INFLATIONARY IMPACTS

In the second Budget Resolution higher inflation is directly re-
sponsible for approximately $6.2 billion in increased revenues and $3.2
billion in increased spending over the First Budget Resolution.

Inflationary increases in revenues occur because inflation raises per-
sonal income. The graduated income tax exaggerates the increase be-
cause higher income boosts taxpayers into higher tax brackets. Infla-
flated prices of goods and services may or may not lead to higher
corporate profits and higher taxes.

Inflationary increases in spending occur because the cost of gov-
ernment purchases grow, and many transfer programs with ties to the
consumer price index automatically increase. More than 30 percent of
the outlays in the President's 1980 Budget represent spending from
programs tied by lcow to the cost-of-living. Social security is the larg-
est program in this category accounting for an increase of $1.7 billion
since the First Budget Resolution. Food stamps, medicare-medicaid,
and others increase as well.

A rule of thumb is that a one percentage point increase in inflation
raises revenues by $6 to $9 billion, raises spending by $3 to $5 billion,
and on balance reduces the deficit by approximately $3 billion if all
other economic measures remain unchanged, but high inflation in-
evitably dries up purchasing power and slows business activity. A one
percentage point increase at higher levels of inflation raises spending
relatively more than at lower levels.

UNEMPLOYMENT IMPACTS

In the Second Budget Resolution higher unemployment is responsi-
ble. for approximately $2.5 billion in reduced revenues and $1.2 billion
in increased spending compared to the First Budget Resolution.

Higher unemployment reduces revenues because unemployed people
obviously do not pay taxes. Secondly, corporations normally lay off
employees when profits are falling. The combined effect dramatically
reduces tax collections.

Higher unemployment automatically increases spending by law in
entitlement programs. For example, unemployment compensation out-
lays more than doubled between fiscal years 1974 and 1975 because of
the recession. If the law were changed to lengthen the duration of
benefits, spending would increase at an even greater rate.



A rule of thumb is that a one percentage point increase in unem-
ployment reduces revenues by $14 to $16 billion, raises spending by
$3 to $4 billion and in total raises the deficit by $17 to $20 billion if all
other economic measurements remain unchanged. At higher unemploy-
ment levels a one percentage point increase raises the deficit relatively
more.

ECONOMIC GROWTH ADJUSTED FOR INFLATION (REAL GROWTH)

Economic growth consists of inflation and changes in the constant
dollar value of the Gross National Product (GNP) usually referred
to as real growth. Since inflation was addressed earlier only real
growth is covered here.

Real growth affects revenues and only coincidentally spending.
Lower real growth leads to higher unemployment and lower tax col-
lections. Consequently, the estimated revenue reduction for unemploy-
ment includes the reductions for real growth.

The effect of a one percentage point decline in real growth is roughly
equivalent to the revenue change caused by a one percentage point
change in inflation or approximately $6 to $8 billion if all other eco-
nomic measurements remain unchanged. Depending on the state of the
economy real growth may fall with increases in inflation. Conse-
quently, they may offset each other.

INTEREST RATES

In the Second Budget Resolution higher interest rates are responsi-
ble for approximately $2.5 billion more spending than in the First
Budget Resolution. Revenues are not directly affected by interest rates
except that higher rates indicate a strong economy, but higher rates
may lead to future weakening in the economy. A strong economy pro-
duces higher revenues.

Higher interest rates cause higher spending because the government
must pay more to service the national debt. Interest is counted in the
interest function of the budget.

A rule of thumb, that varies considerably, is that a one percentage
point increase in interest raises spending by $1 to $2 billion if all other
economic measurements remain unchanged.



V. ENERGY, DEFENSE, AND OTHER MAJOR BUDGET
PROPOSALS

A principal responsibility of the House Budget Committee is to
establish national spending priorities that are responsive to current
economic conditions as well as to national needs. Even within the
context of restrained spending, certain new or existing programs must
be accorded a very high priority. In our efforts to bring inflation under
control, we cannot escape the responsibility of meeting compelling na-
tional needs.

It has become obvious to all Americans that we must develop a co-
herent long-term energy policy for our Nation. This Resolution pro-
vides spending authority commensurate with that objective.

Of equal importance is the readiness of our armed forces. The im-
pact of higher fuel costs has placed a heavy burden on our military in
terms of maintaining required levels in the operations of ships, air-
craft and combat vehicles. This Resolution recognizes the need for spe-
cific increases in defense spending.

Similarly, we cannot ignore the critical needs of economically dis-
tressed cities and communities. Inflation and unemployment have
made their problems extremely severe. The Committee recommends
additional funds to help meet the needs of our cities and communities.

The slowing of the economy, coupled with high inflation, impacts
on a number of human resource programs in terms of increased costs.
The recommendations contained in this Resolution have made the
necessary adjustments to account for the economic facts of life.
Energy

This Committee believes that the Congress must enact a strong
energy program. The bleak history of energy mismanagement since
the first shock wave of OPEC price increases in 1973, compounded by
the recent revolution in Iran, have made it imperative that this Nation
substantially reduce its dependence upon foreign oil as soon as pos-
sible. The United States' oil importing bill is over $60 billion a year.
Fifteen years ago we imported less than 20 percent of our oil. Today
we import one-half of the oil we use. Moreover, this imported oil is
concentrated in a handful of producing countries.

In order to accommodate the appropriate congressional response to
national energy needs, this Committee recommends that $17.6 billion
in budget authority, with estimated outlays of $2.6 billion, be pro-
vided for a package of new initiatives to meet the energy crisis. The
Committee supports the President's program to reduce U.S. imports
of foreign oil, to develop new synthetic fuels, to promote conservation,
to improve our mass transit system, and to provide direct economic aid
to poor families to help offset the impact of recent oil price increases.
The Committee also assumes enactment of a windfall profits tax, as
passed by the House, on the oil industry.

(27)
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The Committee recommendations are designed to implement fully
the objectives of the President's energy program. However, the Com-
mittee is highly cognizant of the Congress' special responsibility to
control the level of expenditures. For this reason, the spending levels
in fiscal year 1980 are to be construed as the major first step in the de-
velopment of the President's energy program.

The House of Representatives has already taken a number of steps
early on to meet the energy crisis. H.R. 3930, which amends the Na-
tional Defense Production Act, provides for a new synthetic fuels
initiative. This bill has already passed the House and is now under
consideration in the Senate. The President's proposal for a windfall
profits tax also has passed the House, and the revenues derived from
this tax are to be used for implementing a national energy policy. The
House Commerce and Interior Committees have reported out bills
which would create a new Energy Mobilization Board. These and
other actions taken by the House indicate the strong commitment the
Members of the House have to develop a coherent energy policy.

This Committee does not specify amounts for each component of
the energy initiatives Congress should take. However, its recommen-
dations are based on the following assumptions:

First, approximately $12 billion in budget authority can be used to
fund the Energy Security Corporation proposed by the President. In
fiscal year 1980, the Corporation will be able to contract with the pri-
vate sector for the production of substantial quantities of synthetic
fuels from coal and oil shale. The recommendation of the Committee
also assumes that up to $2 billion could be used to encourage commer-
cial demonstrations of unconventional gas and oil technologies that
offer significant promise in the immediate future. The Committee be-
lieves there is a need for a substantial commitment of Federal credit
in order to provide the basis for long-term solutions to our energy
problem.

Second, the recomendation assumes funding sufficient to accommo-
date the President's program for fuel assistance to low income fam-
ilies. This program is estimated to cost $1.6 billion in budget author-
ity and outlays in fiscal year 1980.Third, the recommendation can accommodate a variety of mass
transit and other transportation initiatives costing $1.4 billion in
budget authority and $0.2 billion in outlays, as proposed by the
President.

Fourth, the Committee's recommendation can accommodate an in-
crease of $1.7 billion in budget authority and an estimated $0.5 billion
in outlays for energy conservation and solar programs in addition to
those recommended by the President. The Committee believes that we
must begin to think of conservation as one of the more important steps
that we can take to reduce oil imports.

The Committee believes that the recommendations will provide the
flexibility for the Congress to develop an effective and meaningful
energy policy.

NATIONAL DEFENSE

The Committee recommends $138.2 billion in budget authority and
$128.6 billion in outlays for National Defense.

The Committee believes that the targets established for national de-
fense in the First Budget Resolution provided for essential force levels,



as well as improved readiness and modernization. However, since
those targets were established, inflation has accelerated faster than
had been expected. Consequently, in the Second Budget Resolution, the
Committee is recommending an increase to cover higher costs of main-
taining the Nation's military readiness, particularly costs due to higher
fuel prices. In the Committee's view this increase is necessary to
maintain previously approved levels for operation of ships, aircraft
and combat vehicles. The increase in outlays also will accommodate
the fact that defense procurement funds, appropriated in prior years,
will spend out much faster than was estimated in the spring. In total,
the Committee recommendation provides increases of $1.6 billion in
budget authority and $4.4 billion in outlays above the First Budget
Resolution.

The Committee is aware that the President announced on September
10 that a budget amendment will be submitted which will substantially
increase his budget request. However, few details of the new amend-
nent are available at this time.

The following table compares the various elements:

[In millions of dollars

Budget
authority Outlays

President's budget (July 31 revision) ---------------------------- 138.5 126.8
President's amended request (Sept. 10) -------------------------- 141.4 130.6
First Budget Resolution ------------------------------------ 136.6 124.2
Second Budget Resolution recommendation ---------------------- 138.2 128.6

The Committee realizes that the increase it is recommending will
not provide all of the funds the President and others would like in
the defense budget, but in the Committee's view the increase will con-
tinue to provide for a balanced defense effort in view of the stringent
overall Federal budget situation.

The Committee's defense recommendation is less than the Presi-
dent's most recently revised request because the Defense Department
is expected to absorb 30 percent of the pay raise and early indications
are that the Defense Subcommittee of the House Appropriations Com-
mittee will make reductions in the amount of $2.2 billion. Additionally,
the Department has adequate reprogramming and transfer authority,
and is in a better position to adjust its programs to accommodate fund-
ing limitations.

Finally, the Committee considered the question of growth in the de-
fense budget. Since the fiscal year 1978 budget, one of the prime jus-
tifications for the defense budget has centered about a "three percent
real increase for NATO."

In considering this approach, it should be noted that over fifty per-
cent of the defense budget is for people-related costs . . .pay and
retirement. There is no plan to increase the number of people in the
military departments. Pay is capped below inflation rates and retire-
ment pay is adjusted for cost-of-living increases. Across-the-board in-
creases, therefore, provide significantly more than three percent in
research, development and procurement.



The Committee considers that improvement in our forces will result
from increases in the defense budget in the areas of readiness and
modernization. This includes operations, maintenance, research, de-
velopment, procurement and military construction. An increase of
3.2 percent in real terms over the fiscal year 1979 level is recommended
for these areas. This increase will provide funds for all the new ini-
tiatives in the strategic area which the President has proposed for fiscal
year 1980 funding.

If there are weaknesses in our force structure, then these specific
weaknesses should be identified to the Congress. Funds required to
correct these weaknesses should be specifically requested. In the Com-
mittee's view it is not good budgetary policy to simply add funds on a
formula or arbitrary percentage increase.

JOBS PROGRAMS

Although the recommendations of the Committee proceed funda-
mentally from the recognition that inflation and its effects on the
economy are the gravest problems facing the Nation, unemployment
remains a serious national problem requiring attention. The recom-
mendation for the Second Budget Resolution continues the policies
underlying the First Budget Resolution with respect to programs
under the -Comprehensive Employment and Training Act (CETA).
These programs are designed to attack problems of structural unem-
ployment through training and related programs as well as providing
public service employment.

The Committee continues to be concerned about the rate of unem-
ployment and believes that under current economic conditions em-
ployment programs should be closely targeted to those persons who
are most in need and least likely to find employment without assistance,
especially members of minority groups, women, and young persons.
The Committee believes that attacking unemployment with highly
targeted employment and training programs can reduce joblessness
without creating inflationary pressures in the labor market. Accord-
ingly, the Committee recommendation includes funds sufficient to as-
sure employment of 200,000 public service job enrollees under the
CETA title VI countercyclical program at the end of fiscal year 1980
and 250,000 structurally unemployed under CETA title IID.

In total, the Committee recommends $8.6 billion in budget authority
for training and employment programs under CETA. Of this amount,
$3.6 billion will directly create jobs through public service employ-
ment. Of the remaining amount, $2.1 billion would support youth
unemployment programs, including one million summer youth jobs. An
additional $2.1 billion would provide training for the structurally
unemployed and $325 million would support the new private sector
initiatives program which places persons in jobs in private business.
The remainder would support programs designed to assist Indians,
migrants, women, welfare recipients, and others who suffer disad-
vantages in the labor market.

ECONOMIC AND URBAN DEVELOPMENT PROGRAMS

In addition to funds for attacking unemployment problems through
CETA and other job programs; the recommendations propose fund-
ing for economic and urban development programs designed to assist



municipalities and other governmental entities suffering fiscal dis-
tress because of high and rising local unemployment rates. Thus, the
recommendations provide for funding an antirecession Targeted Fiscal
Assistance program of $550 million in fiscal year 1980. The Com-
mittee recommendation assumes enactment of a program similar to
that proposed by the President and now under consideration by the
Government Operations Committee that would provide (1) $150
million for highly targeted fiscal assistance to municipalities in fiscal
distress because of high local unemployment, plus (2) $400 million
for general fiscal assistance to eligible State and local governments
when national unemployment rates are 6.5 percent or higher.

In total the recommended resolution provides $11.2 billion in out-
lays for economic and urban development programs. This is an in-
crease of $1.0 billion or almost 10 percent above assistance provided
in fiscal year 1979 outlays for these programs. (Additional details on
economic and urban development programs are shown in Appendix G,
Federal Aid to States and Local Governments.)

These programs are intended to aid communities in developing both
their physical and economic and employment bases. In particular,
local governments are faced with problems of physical deterioration
of infrastructure such as water and sewer systems, streets and roads,
loss of population and of employment opportunities, and declining
tax bases. These problems rise at the same time as there are increasing
demands for public services. This dilemma is further complicated and
exacerbated by growing demands for tax reductions. Other localities,
primarily in rural areas, also require aid to develop or improve the
basic infrastructure needed to stimulate and attract businesses and
industry.

Major assistance for these purposes is recommended in the Resolu-
tion under the Community Development Block Grants and Urban
Development Grant programs, $3,620 million in outlays; the Urban
Mass Transportation program, $2,575 million in outlays; and Eco-
nomic Development Assistant programs, $420 million in outlays.

INCOME SEcURITY

The Committee recommends outlays of $188.8 billion for Income
Security programs, which provide cash and in-kind benefits to people
who need permanent or temporary income assistance. This recom-
mendation is $5.5 billion above the level in the First Budget Resolu-
tion and is a larger absolute increase between the First and Second
Resolution than is recommended for any of the other 18 functional
areas of the budget.

The primary reason for increased spending is the impact of higher
prices and unemployment on programs which provide benefits to the
aged, disabled, poor and unemployed. Because unemployment and in-
flation rates are currently projected to be higher than was assumed
at the time of the First Budget Resolution, the Committee recommends
outlay increases totalling $4.2 billion in programs directly affected
by economic conditions, such as social security and retirement pro-
grams, unemployment compensation, and the Food Stamp program.
Spending estimates in those programs are particularly sensitive to
change in economic assumptions. The most obvious example is the



Unemployment Compensation program in which the number of bene-
ficiaries is determined by the unemployment rate. The outlay esti-
mates for this program increase by $1.3 billion between the First
and Second Budget Resolution because the unemployment rate is antic-
ipated to be 7.2 percent rather than 6.5 percent. Social Security bene-
fits are tied to the Consumer Price Index and the number of bene-
ficiaries, particularly in the Disability Insurance program, is affected
by the unemployment rate. The First Budget Resolution included
about $10 billion in outlays to finance the impact in fiscal year 1980
of the 9.9 percent benefit increase which recipients received in July
1979. The First Budget Resolution had assumed that the benefit in-
crease which recipients will receive in July 1980 will be 8.1 percent.
The current estimate is that this increase will be 10.3 percent. The
full-year cost of the difference between these projected increases will
be more than $2 billion.

To provide immediate funds to cushion the impact of higher heating
costs on the poor while the Congress considers more comprehensive
remedies, the Committee recommends an increase in outlays of $239
million for the Crisis Intervention program administered by the Com-
munity Services Administration. This increase was included in the
conference agreement on the Labor-HEW appropriations bill for fiscal
year 1980 (H.R. 4389). (Low-income assistance is also discussed in
an earlier section on energy.)

The recommendations include an adjustment in the legislative
savings target for this function, which lowers the anticipated outlay
savings from $1,135 million assumed in the First Budget Resolution
to a current recommendation of $725 million. This adjustment reflects
the delays in congressional action on many of the savings proposals in
the Resolution.

The recommendation also includes an increase of $623 million in
outlays for the special benefits for disabled coal miners program, for
which $1,320 million was included in the First Budget Resolution.
This increase, which is included in the current OMB estimates, re-
flects a higher-than-anticipated caseload in this program following
implementation of the Black Lung Amendments of 1976.

TRANSPORTATION

The Committee recommendation continues to recognize the urgency
of our transportation problems and the need to finance the national
transportation policy of providing for a balanced transportation sys-
tem that emphasizes inherent efficiencies in each transportation mode
(highway, rail, air, mass transportation, etc.) while providing appro-
priate passenger and freight transportation alternatives.

For highway programs, the recommendation of $7.9 billion in out-
lays reflects not only the enacted trust fund program level but also
assumes funding of a small number of categorical programs through
amendment of the reported Transportation appropriation bill. The
recommendation reflects a selective balance in highway programs that
assumes program growth in construction and safety programs while
reducing the overall number and scope of categorical programs as
recommended by the President.

For mass transportation programs, the recommendation of $2.8 bil-
lion in outlays assumes amendment of the reported Transportation



Appropriations bill to provide funding of capital construction pro-
grams at the full authorized amount. Full capital program funding
is also recommended by the President in his transportation energy
initiative to allow for comprehensive review of the total program.
The Committee recommendation assumes the President's proposal for
a 10-year, $16.5 billion transportation energy initiative but does not
necessarily adopt specific program recommendations of the President.
For example, the Committee recommendation assumes sufficient flex-
ibility in overall transportation energy initiative funding levels to
provide for increases in operating subsidies.

For rail programs, the Committee recommendation of $2.1 billion
in outlays reflects congressional action which is expected to more than
halve the 43 percent AMTRAK route-service reductions recom-
mended by the President in January. The recommended rail funding
continues significant assistance to ConRail and continued effort in the
Northeast Corridor Project. The recommendation assumes continued
funding of existing rail assistance programs. The recommendation
also provides an additional new $100 million in budget authority and
outlays for rail assistance in recognition of the increasing need of fi-
nancially troubled railroads such as the Milwaukee Road and the Rock
Island Line.

In the air and water modes, the Committee recommendation of $3.0
billion air program outlays and $2.0 billion water program outlays
provides funding sufficient to provide for current agency goals and
national policies. The Committee recommendation anticipates
changes in air programs in fiscal year 1981 as a result of comprehen-
sive review and reauthorization of air trust fund programs. In addi-
tion, the Committee anticipates future program changes in maritime
subsidy programs which could result in out-year legislative savings.

VETERANS BENEFITS AND SERVICES

The Second Budget Resolution includes $21.6 billion in budget au-
thority and $20.9 billion in outlays for veterans benefits and services.
A major change from the First Resolution is the addition of $0.2
billion in budget authority and outlays to accommodate increases in
compensation for service-connected disabled veterans and their sur-
vivors. The First Resolution assumed an 8.3 percent compensation
increase, which is reflected in the House-passed bill, H.R. 2282. How-
ever, because of the Committee's concern that the Nation's veterans,
especially those with service-connected disabilities, not be adversely
affected by the high inflation rate, it now recommends a 10.9 percent
adjustment. This increase is based on CBO's latest projection of the
change in the Consumer Price Index between October 1978 and Octo-
ber 1979.

On the other hand, the Second Resolution assumes $57 million in
savings from the President's proposal to require reimbursement from
insurance carriers, employers, and other non-Federal sources for the
cost of VA medical care and treatment of veterans with non-service-
connected conditions. This is $108 million less than the savings
assumed in the First Resolution due to a later assumed implementa-
tion date of the third-party reimbursement proposal. Other medical
benefit reforms, which have been passed by the Senate, are assumed
to yield $35 million in savings in fiscal year 1980, compared with $97
million assumed in the First Resolution.



HEALTH

The Committee recommendation for health programs is $58.8 bil
lion in budget authority and $54.7 billion in outlays. This amount
exceeds the First Budget Resolution by $0.7 billion in budget author-
ity and $1.1 billion in outlays. The increase primarily reflects changes
in the requirements for the major health financing programs, Medic-
aid and Medicare.

Both the utilization rate and the cost of services are expected to
increase in the Medicaid program. These changes reflect the impact
of inflation, higher unemployment and increased use of services,
especially by aged and disabled persons. In addition, services to chil-
dren and pregnant women will be improved through the Child
Health Assurance Program (CHAP). In part the additional pro-
gram costs will be offset by administrative and legislative reforms,
including hospital cost containment, which will improve operations
and lower costs.

The Committee recommendation also assumes that Medicare costs
will increase compared to the First Budget Resolution. This change
is largely the result of lower estimated savings from hospital cost
containment. The Committee recommendation continues to assume
that cost containment will be enacted; however, as a result of increased
inflation, the allowable revenue ceiling under mandatory controls
will be higher than previously anticipated. Therefore, the expected
savings have been reduced. The recommendation assumes that other
cost savings reforms also will be enacted for the Medicare program.
These include, changes to require accident insurance policies to pay
their appropriate costs for Medicare beneficiaries involved in acci-
dents. In addition, expanded coverage for home health services and
improved benefits to disabled recipients are assumed.

The Committee assumes that administration efforts to reduce fraud,
waste and abuse in both the Medicaid and Medicare programs will
result in additional savings totalling over $1.2 billion.

EDUCATION

The Committee recommends $15.1 billion in budget authority and
$14.4 billion in outlays to fund all education programs, including
general education aids and support activities. The recommendation
assumes that $2.8 billion will be made available for the 1980-81
Basic Educational Opportunity Grants program to assure full imple-
mentation of provisions contained in the Middle Income Student
Assistance Act. The recommendation also includes $200 million in
budget authority to fund the new Title I Concentration Grants pro-
gram. These funds, together with $150 million available from fiscal
year 1979 supplemental appropriations, could serve more than 500,000
educationally disadvantaged students attending schools in areas of
concentrated poverty.

REFUGEE ASSISTANCE

On June 28, at the Tokyo economic summit conference, in recogni-
tion of the critical refugee situation in Southeast Asia the President



announced that the United States would increase the rate of resettle-
ment of Indochinese refugees from 7,000 to 14,000 refugees per month.
Shortly thereafter, at a special United Nations Conference on refugees
in Geneva, Vice President Mondale announced a decision to increase
our contributions for the cost of care for the increasing numbers of
refugees in camps in Southeast Asia, to provide for the establishment
of additional refugee processing centers, and to use U.S. Navy re-
sources for the rescue of refugees in distress at sea.

During floor consideration of H.R. 4473, the Foreign Assistance
Appropriation Bill for 1980, the House endorsed the increased
Refugee Assistance progam by approving a budget amendment to
provide the necessary funding for the President's program.

The recommendation for the Second Budget Resolution recognizes
the crucial nature of the refugee situation and assumes full funding
for the President's program in Southeast Asia and for the resettle-
ment of refugees in the United States. Funds are also provided for
full Federal financing of authorized cash and medical assistance for
refugees for the first four years after their arrival in the United
States, as recommended by the House Judiciary Subcommittee on
Immigration, Refuges, and International Law in approving an exten-
sion of the Indochinese Refugee program (H.R. 2816).

To provide for these refugee programs in fiscal year 1980 the rec-
ommendation for the Second Budget Resolution includes 1,026 in
budget authority and $769 million in outlays.





VI. REVENUES

The Resolution recommends a revenue level of $519.5 billion in fiscal
year 1980, $10.5 billion above the target of $509.0 billion set in the
First Budget Resolution. This recommendation is based on the follow-
ing assumptions:

REVENUE CHANGES

(in billions of dollars] Fiscal

Estimate in First Resolution --------------------------------------------- 509.0

Changes:
Technical reestimates:

Changed economic assumptions including higher oil prices -------------------- +3.7
Feedback from higher outlays -------------------------------------- +1.5

Legislation enacted this session: Multilateral trade agreement ---------------------. I
Legislation passed by House: Windfall profits tax (H.R. 3919) ------------------- +2.8
Legislation reported by committees:

Mortgage subsidy bonds (H.R. 3712) ---------------------------------- + I
Oil Pollution Liability and Compensation Act (H.R. 85) ------------------ +.2

Other assumed changes:
Cash management --------------------------------------------- +2.0
Foreign tax credit -------------------------------------------- 5
Energy tax credits -----------------------------------------------. 2
Miscellaneous tax and tariff reductions ----------------------------------. I

Subtotal, changes ----------------------------------------------- ------- +10.5

Estimate for Second Resolution ---------------------------------- 519.5

-Technical reestimate8 result from changes in economic assump-
tions and feedback from increased outlays. The changes in eco-
nomic assumptions add $3.7 billion mainly as a result of higher oil
prices and higher inflation. In addition revenues are increased by
$1.5 billion as a result of reflows from increases in fiscal year 1980
outlays over current policy. The additional outlays occur in de-
fense, energy initiatives, the higher 7 percent pay raise and other
factors. Pay for government employees, for example, was raised
from 5.5 percent to 7.0 percent adding $0.7 billion in fiscal year
1980 outlays, but raising in turn individual income taxes by about
$0.2 billion.

-Legislation enacted thi session, including the multilateral trade
agreements, will lower revenues by $0.1 billion.

-Legislation pased by the House consists mainly of the windfall
profits tax which would add an estimated $2.8 billion in revenues.
This estimate is based on the House-passed version of the bill.

-Legislation reported by committees adds a total of $0.3 billion to
revenues. This includes legislation on mortgage subsidy bonds and
the Oil Pollution Liability and Compensation Act.
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The Mortgage Subsidy Bond Tax Act of 1979 as reported out of
the Ways and Means Committee limits the future use of tax
exempt bonds to veterans and people with low and moderate in-
comes. The Budget Committee recommendation does not allow for
an interest tax exemption.

-Other aasurmed changes which add $2.2 billion to revenues for cash
management initiatives and other proposed legislation.

The Committee believes the administration could speed up the ad-
ministrative cash management changes that it planned for 1981 to in-
crease revenues in 1980. The administrative proposals include an m-
crease in the frequency of employers deposits of withheld taxes. For
example, large employers would be required to deposit withheld taxes
twice a week instead of once a week. This proposal could be im-
plemented by July 1980 which would raise fiscal year 1980 revenues by
an estimated $1.7 billion.

The Committee also believes the Ways and Means Committee could
report the legislative cash management changes proposed by the ad-
ministration for 1981 in time to impact on revenues in 1980. Legislative
cash management proposals include changes in corporate estimated
tax payments. The level of estimated tax payments would be raised
from the general requirement of 80 percent of corporate income tax
liability to 85 percent in each quarter. The total added revenues for
both administrative and legislative cash management changes is es-
timated to be at least $2.0 billion.

An increase of $0.5 billion in revenues is assumed for legislation
limiting the foreign tax credit taken by U.S. multinational oil com-
panies. Legislation to accomplish this has been proposed by the ad-
ministration. Among other things, the proposed changes would prevent
the shifting of excess tax credits between oil income from different
countries and also between oil extraction income and other oil related
income such as shipping or refineries.

A loss of $0.2 billion would result from the energy tax credits pro-
posed by the administration. The proposal provides credits for solar
energy users, woodburning stoves, unconventional gas, shale oil and
gasohol.

Finally, miscellaneous tax and tariff reductions of $0.1 billion are
assumed to allow the Ways and Means Committee flexibility for un-
expected revenue and tariff bills.

The estimate of receipts by source that result from the Committee's
recommendations are presented below:

BUDGET RECEIPTS BY SOURCE

In billions of dollars[
Fiscal

revenues

Individual income taxes ------------------------------------------------ 237.8
Corporation income taxes ----------------------------------------------------------- 71.7
Social insurance taxes and contributions ------------------------------------- 161.3
Excise taxes ------------------------------------------------------------------------ 19.2
Estate and gift taxes ---------------------------------------------------- 5.7
Customs duties ------------------------------------------------------- 8.7
Miscellaneous receipts -------------------------------------------------------------- 9.9
Unallocated receipts from assumed legislation ----------------------------------------- 5.3

Total revenues -------------------------------------------------- 519.5



VII. THE DEFICIT AND THE DEBT

Deflit.-The Resolution projects a budget deficit just under $30
billion-specifically $29.2 billion-an increase from the First Budget
Resolution primarily because of changes in economic assumptions and
policy. The deficit i the First Resolution was estimated at $23.0 bil-
lion. Revenue estimates were revised upward by $10.5 billion because
of changed economic conditions, higher oil prices and new proposed
legislation. The outlay differences of $16.7 billion were due to higher
estimates, mostly caused by a downturn in the economy and to several
policy initiatives. (Details of these changes are discussed elsewhere in
the report.)

The Committee has managed to keep the deficit below $30 billion
despite a weakening economy and the shocks provided by the OPEC
prices rises in late June and an unexpectedly high rate of inflation.

The downward trend of the deficit as a share of GNP for fiscal years
1979 and 1980 is shown in the following chart.

(Chart VIII.)
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Debt.-The Committee recommends a public debt level for the end
of fiscal year 1980 of $886.1 billion, calculated as follows:

Fiscal year 1980 debt: Billions
Debt Sept. 30, 1979 (estimated) -------------------------------------- $830,0
Fiscal year 1980 deficit -------------------------------------------------------- 29.2
Trust funds surplus fiscal year 1980 -------------------------------------- 12.9
Off-budget outlays fiscal year 1980 -------------------------------------- 16.0
Change in cash balances and other adjustments ----------------------------------------

Total -------------------------------------------------------- 886.1

Chart VII-1
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The recommended increase in the public debt limit is $56.1 billion to
cover the period from September 30 1979 to September 30, 1980. In-
terest on the public debt is estimated at $67.5 billion. The public debt
as a percent of gross national product has fallen from 49.2 percent in

.1965 to 35.4 percent in 1980.
(Chart VII-2.)

PUBLIC DEBT AS A PERCENT OF GNP Chart VII-2
Fiscal Years 1965-CO

Percent of
GNP
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VIII. MULTIYEAR BUDGET OUTLOOK

A. NEFD FOR MULn-YAR Vmw IN FEDERAL BUDGETING

Each year Congress authorizes Federal activities and programs and
appropriates funds to carry them out. However, the outlays which
result in a given budget year are largely determined by actions which
Congress has taken in prior years. In other words, the choices made
in prior years restrain the scope of action in the budget year.

This is true because in a given budget year approximately three-
quarters of the outlays are characterized as "relatively uncontrollable."
This term describes programs and activities for which monies will
be spent automatically unless Congress acts to change existing law.
For example, Congress must change authorizing law to affect social
security or interest payments, which become available under a perma-
nent appropriation without any action by Congress. Many veterans'
benefits payments are defined as relatively uncontrollable because they
are entitlements. Congress considers itself bound under law to ap-
propriate the needed amounts and court cases have held that such pay-
ments are legally required.

For fiscal year 1980 the President's budget requested $531.6 billion
in budget authority. Of this amount, the Executive considers 74 per-
cent to be relatively uncontrollable by Congress under existing law
in the budget year. This means that of the $531.6 billion requested,
$404.1 billion would be automatically spent unless Congress changes
current law. In fiscal year 1980 this includes entitlement programs
which mandate payments to governments or individuals for programs
and activities such as social security, medicare, medicaid and veterans
benefits, as well as outlays from contracts and obligations made in
previous years (prior-year outlays). A more complete discussion of
controllability is contained in Appendix E of this report.

Uncontrollable outlays have soared dramatically in the last decade.
Of the $335 billion outlay increase from 1970-80, about 83 percent or
$278.3 billion has been due to an increase in uncontrollable spending.
The largest area of growth has been in entitlements, which have in-
creased from about half of the uncontrollables in 1967 to about two-
thirds in 1980 with particularly large jumps in social security, unem-
ployment compensation, medicare and medicaid, and public assistance
programs.

The Budget Committee each year addresses the uncontrollable pro-
grams with its proposals for legislative reform. Congress can always
change the laws mandating this spending if it chooses to. For instance,
Congress could modify social security provisions or medicare pro-
visions. In addition, although such an effort would be circumscribed
by many practical limitations, Congress could decrease outlays by
ltering prior-year contracts.

The Second Budget Resolution for Fiscal Year 1980 assumes $2.7
billion in outlay savings in such areas as wage board salary reform,
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annualizing cost-of-living increases for Federal retirees, hospital cost
containment, medicare and medicaid program reform, AFDC and SSI
reforms and veterans health benefit reforms. A more complete discus-
sion of the legislative savings recommended by the committee is con-
tained in Part IX and Appendix F of this report. In order to achieve
these savings, the committees of jurisdiction must initiate changes to
laws now iin effect. The Budget Committee realizes that this is no easy
task. In fiscal year 1979 the Committee recommended about $2.5 billion
in legislative savings but less than $100 million was eventually
achieved.

Because of the difficulty and the time required in confronting un-
controllable outlays, Congress often implements national priorities
by addressing itself to the one-quarter of the budget which is defined
as controllable. This 25 percent of the budget, however, should not
imply as simple a decision by Congress as the word controllable might
suggest. For instance, 52 percent of this controllable amount is for
the defense budget, which is largely composed of salaries and operat-
ing expenses and which is politically difficult to reduce. In addition,
a large share of the controllables is for continuing expenses of the
government. Substantial and precipitous reductions in this area could
result in the termination of major agencies.

A further complication in reducing outlays sharply in any budget
year is the rate at which funds are spent. This is due to the normal
spendout of outlays over several years, particularly in the areas of
procurement and heavy construction. For instance, new budget author-
ity for the non-interstate highway program spends out over eight
years with eight cents of every dollar in the first year. Thus, the dis-
tinctions between controllable and uncontrollable becomes hazy in
terms of real budget control, effectiveness of short-term, control and the
political likelihood of reform.

A multi-year view provides Congress with a better long-range per-
spective and can make an important contribution to restoring more
effective control over the Federal budget. As programs are evaluated
in a budget year, the magnitude of the Federal commitment over the
long run can be more accurately gauged.

B. EVOLUTION OF A MULTI-YEAR SYSTEM

1. The Annual Federal Budget
The President annually proposes his budget and the Congress an-

nually appropriate funds. In addition, over the last few decades Con-
gress has moved significantly toward annual authorizations that
annual laws which authorize the appropriation of funds. To illustrate,
annual authorizations numbered 22 in the 91st Congress but 77 in the
95th Conress. Therefore, a substantial share of the proposals in the
President s budget are subject to both authorizing and appropriations
review on an annual basis.
2. Multi-Year: Budgeta, Plans and Projeetions

Consideration of multi-year approaches has developed gradually.
Section 502(c) of the Congressional Budget Act required a study of
multi-year budgeting. Multi-year budgeting, which entails the enact-



ment of multi-year appropriation bills, should be carefully distin-
guished from multi-year planning, in which single-year budget deci-
sions are made in the context of a multi-year plan. Still further, both
of these approaches must be distinguished from projections of the
budget year, which are future-year estimates of the resources required
if existing programs were continued. Neither multi-year plans nor
projections are intended to be precise forecasts or detailed final
recommendations.

The responses to the Budget Act requirement raised a series of
questions about the appropriate number of years to include in a multi-
year consideration, the advisability or feasibility of planning for the
outyears as opposed to simply projecting the present budget year for-
ward, and the appropriate number of decisions which Congress is
equipped to address in detail for the outyears.
3. Approaches to a Multi-Year System

\ a. President

The Executive first included multi-year numbers in the budget in
the broadest sense in the 1961 budget in which a projection of aggre-
gate numbers was included for fiscal year 1970. However, no year-by-
year analysis or detailed discussions of the assumptions which led to
the aggregate numbers was included in the presentation. The next
advance took place in 1971 when the Executive budget include a five-
year projection of aggregates. By 1975 a brief section on lang-range
estimates with explanatory tables was included in the budget, with
major agency and functional projections for one year beyond the
budget year. These were, however, still considered projections until the
fiscal year 1979 budget was presented. In that budget the planning
process began. Planning targets for two years beyond the budget year
were included along with extrapolations of these planning targets for
two additional years. Although the bulk of these outyear numbers
were still projections, this eftort did include a few major planning
decisions and, within the Executive Branch a greatly increased em-
phasis on outyears.

In the fiscal year 1980 budget the President continued the multi-year
targeting approaching. This budget included planning targets for two
years beyond the budget year, along with extrapolations of those
targets to fiscal years 1983 and 1984. It is important to note that these
planning targets are not merely for educational purposes. Clearly, the
President is treating the 1981 and 1982 estimates as Government-wide
planning targets. Indeed, the budget states that "agencies were di-
rected this year to prepare budget requests within the context of a
planning period two years beyond the budget year"; and, "All sig-
nificant program and tax policy proposals prepared for budgetary
consideration now include an analysis of their fiscal implications for
two years beyond the budget year. Thus, this Spring the administra-
tion will begin policy review of budget plans extending through 1983."

b. The Senate
The Senate Budget Committee began focusing on five-year budget

figures in the First Budget Resolution for Fiscal Year 1978. The Com-
mittee addressed five-year projections of current policy and current
law for each function. (A current policy projection expands a base to



take account of inflation on all Federal programs plus growth result-
ing from any increase in mandated caseloads or spending from exist-
ing contracts. A current law projection differs only in that, if a pro-
gram is not indexed by law, no inflation adjustment is included.)
However, the Committee did not vote on these numbers and the Com-
mittee report did not emphasize them.
In 1979, the Senate initiated outyear planning for the first time and

the Senate Budget Committee voted on the outyear numbers by func-
tion and mission. These outyear numbers included a few deliberate
major planning decisions by the Committee rather than simple extrap,
olations of the budget year totals. These numbers were included in the
Senate report.

In fiscal year 1980 the Senate refined and improved the process as
markup focused in greater detail on the outyear funding levels and the
number of policy decisions made for the outyears increased. The Sen-
ate Budget Committee provided an economic forecast for fiscal year
1980 and projections of economic objectives through 1984 in their re-
ports on the Budget Resolution for Fiscal Year 1980. The Committee
voted in markup on each "mission area" (similar to subfunction) of
each function and the vote applied to the budget year and each of the
outyears. For each year from 1980-84, the Senate Budget Committee
started from a current law projection of fiscal year 1979. Policy
changes for the outyears were added or subtracted from this base. The
Committee report included the outyear numbers for each mission, and
the function totals for each of the five years were part of the Budget
Resolution as approved by the Senate.

e. The House
Since fiscal year 1977 the House has included appendices in its

reports accompanying budget resolutions, which have been based on
five-year projections of the Committee budget recommendations. The
House Budget Committee has not yet included multi-year recommen-
dations on functions to the House, although aggregate current policy
figures for fiscal years 1981 and 1982 were included in the Conference
Report on the First Budget Resolution for Fiscal Year 1980. These
numbers did not represent planning goals, however, but were projec-
tions of the fiscal year 1980 resolution.

Over the past two years, the House Budget Committee, with the
assistance of CBO, has developed a more sophisticated data base sys-
tem which can produce five-year projections of the Budget Resolution
and comparisons with the Executive and Senate Budget Committee
five year assumptions. In addition, for fiscal year 1980 the Budget
Committee requested that committees in their March 15 report to the
Budget Committee comment on their plans for fiscal years 1981 and
1982 as well as on the budget year.

In the Second Budget Resolution recommended for fiscal year 1980,
the Committee has included current policy projections of the budget
aggregates for fiscal years 1981 and 1982. These figures represent
projections of the recommendations contained in the Second Budget
Resolution and are not policy recommendations for the out years.
Except for inflation adjustments, outlays from budget authority pro-
vided in prior years and mandatory program increases, no growth is
projected.



4.The Future of Multi-Year Systems
This year, the House Budget Committee has been examining the

issue of multi-year budget planning through its Task Force on
Budget Process. The Task Force is moving deliberately because the
issues are complicated. They involve not only internal Budget Com-
mittee procedures but, more importantly if efforts are to be truly
successful, close coordination with the President, the Senate, all com-
mittees of the House, and support agencies of the Congress.

Before the House can be asked to approve budget plans for one or
more years beyond the budget year, these institutional needs of Con-
gress must be considered. Furthermore, close cooperation with the
Executive will be required. More detailed Presidential outyear plans
are needed so that Congress and the President can together focus on
selected major outyear budget issues. It also will be important for
Congress to consider the workload and other considerations of a sys-
tem requiring systematic outyear analysis and planning by the au-
thorizing and appropriations committees. Careful attention must be
given to other implications on the present Congressional budget proc-
ess including: the present trend of moving toward annual authoriza-
tions; proposed sunset legislation and how it could most effectively
fit into a multi-year decision making process; the procedural require-
ments for committees set up by the Budget Act, such as the March 15
reports; and the mechanics of scorekeeping Congressional spending
actions against a multi-year budget target.

All this is to suggest that important questions remain to be answered
about multi-year appropriations and authorizations, biennial budget-
ing, reducing control]abiltiy in outyears and how these all relate to
Budget Act requirements as presently applied to the one-year budget
recommendation included in the Concurrent Resolution on the Budget.

(. EcoNomic AssUMTIoNs

1. Tenuou8 Nature of Assumptions About Perfornance of the Economy
The multi-year projections contained in this document are based on

the policy recommendations of the proposed Second Budget Resolu-
tion for Fiscal Year 1980 and the House Budget Committee's economic
assumptions which apply to the 1980-1984 period.

When conditions are reasonably stable, it is possible to make eco-
nomic projections for the coming year or two with some confidence.
When there are outside shocks to the economy which cannot be pre-
dicted in advance, forecasting is much more difficult. When the shocks
result in supply shortages and inflation, estimation of future trends
is even more difficult. Under these circumstances, economic forecasters
must rely on their assumptions about how the economy would perform
if it were facing a smooth path in the future and then make adjust-
ments about what adjustments would be necessary to achieve economic
stability.

Forecasters were caught off-guard by the shocks which helped to
Precipitate the recession that began in 1973. They were unprepared
for the OPEC price increases and their profound repercussions in the
economy. They did not anticipate the effects of the 1972 crop failure
nor the results of the huge U.S. grain sales. These events pointed up



the inability of contemporary economic theory to handle adequately
the after-effects of sudden heavy strains on the economy.

In the multi-year forecasts which follow, the projections assume the
economy is operating at very high utilization levels. Consequently,
there is no allowance for unforeseen shocks nor actions taken to offset
such shocks. The size and impact of an upheaval is difficult to incorpo-
rate into an econometric model. While some argue that a decreased
growth rate should be assumed in order to provide a cushion against
inflationary jolts, the scope and repercussions bf such events are so
uncertain that compensatory adjustments have not been incorporated
in this forecast,
2. Interaction Between the Budget and the Economy

Because Federal budget outlays and receipts have been running at
roughly 20 percent of the Nation's total output, the Federal budget
by its very size has an impact on the economy. The principal way in
which the budget affects the level of economic activity is through the
size of the budget margin-the deficit or surplus-and the changes in
that margin. The effect of the budget on economic growth cannot b2
measured simply by whether there is a budget surplus or deficit. The
important consideration is whether, under current law and policy, the
budget would be in surplus or deficit at full employment.

Also, the Federal budget has a retarding impact on the economy
when, at full employment, the budget is in surplus. Simply stated, if
economic resources were fully utilized, a tax increase or expenditure
reduction would push the economy downward. Under such circum-
stances, the budget is said to be exerting "fiscal drag." Conversely, an
increAse in expenditures or a reduction in taxes under these conditions
would tend to create inflation rather than raise total output since the
economy is already operating at capacity.

Inflation may also be created by shocks resulting from circumstances
outside our own economy. The United States economy has not been
running at high employment during most of the 1970's and, therefore,
excess demand has not been the main source of the price rises. While
the decade of the 1960's was relatively free of outside sources of price
increases, the present decade has faced a series of these jolts : the OPEC
price hikes, the changes in world food conditions that affect domestic
food prices and the decline in confidence in the dollar requiring mone-
tary. policies that have boosted domestic inflation. Payroll tax and
minimum wage increases and many new governmental health, safety
and environmental regulations have also increased business costs. These
costs have been passed through to consumers. Employees have sought
rising wages to keep up with the rising prices of food, fuel, and other
necessities and choices in the market. In general, wages in the last 10
years have barely kept pace with the upward movement in the cost of
living. However, pressure has been building for compensatory wage
increases that it will be difficult to deny in the immediate future. Up-
ward wage adjustment will feed into the costs of doing business and
lead to further price increases. The wage price spiral becomes obstinate,
and policymakers have not found satisfactory methods for interrupt-



ing the cycle. It is unlikely that the 5 year projections contained herein
will be realized unless we can conquer this inflationary spiral.
3. Multi-Year Assumptions

The five-year extrapolations of economic assumptions are not fore-
casts of future economic conditions nor goals for future fiscal policy.
But they may be used as valuable indicators of the future economic
framework in which coming Federal budgets will operate. The spe-
cific assumptions made show only gradual progress in the inflation
battle, strong but not robust economic growth and unemployment close
to 61/2 percent even five years out.

Inflation which has continued to surprise forecasters and has run
at an annual level above 13 percent for the first half of 1979, remains
a stubborn problem and barely sinks below 7 percent even by fiscal
year 1984. As measured by the Consumer Price Index, inflation slides
]ust below the double digit range to 9.8 percent in fiscal year 1980 and
falls gradually to 6.8 percent. A broader measure of inflation, the GNP
price deflator, reflects changes in prices of the whole gross national
product, not just consumer purchases. While it is predicted to increase
at 8.4 percent in fiscal year 1979, compared to a 10.1 percent rate for
the CPI, it rises just above 9 percent next year and then falls more
slowly to a level almost identical to that of the CPI in 1984.

The recession, which is expected to result in negative growth in the
economy for three quarters in 1979, recedes in 1980, although the econ-
omy is stagnant, registering no expansion for that fiscal year. By 1981,
the pace has picked up and growth is estimated at 3.3 percent, rising to
4 percent for the outyears.

Unemployment has been registering very steadily in the 5.8 percent
range for the last year. As a result of the recession, it is forecast to
rise to 7.2 percent in fiscal year 1980. Because in today's economy, out-
put must expand by 3 to 3.5 percent a year simply to keep unemploy-
ment from rising, and growth is not forecast to surpass that, the un-
employment rate is not expected to fall to present levels in the multi-
year horizon period. It is projected to remain at 7.2 percent in fiscal
year 1981 and then fall slowly to 6.4 percent by 1984.

In summary, according to this extrapolation, the economy will fol-
low a steady course, not deviating far from a stable growth in the
GNP if it is not subject to extreme swings in the business cycle. The
projection would be changed, however, if there were a severe reces-
sion or significant changes in economic policy.

The projections of the economy for the next 5 years are as follows:

Calendar year average (percent)

1980 1981 1982 1983 1984

Growth in GNP:
Current dollars -------------------- 10.1 12.3 12.1 11.4 11.1
1972 constant dollars -----------------. 9 3.5 4.0 4.0 4.0

Inflation:
CPI (percent) --------------------- 9.3 8.6 7.8 7.1 6.8
GNP deflator (percent) -------------- 9.0 8.5 7.8 7.1 6.9

Unemployment rate (percent) ------------- 7.2 7.1 6.9 6.6 6.3
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D. Ovvw

1. GuWrent Policy ReVeMu8
Current policy revenues are shown below for fiscal years 1980-1984.

REVENUE ESTIMATES, FISCAL YEAR 1980-84

[In billions of dollars]

Fiscal year-

1980 1981 1982 1983 1984

Base line projection ------------------- 512.7 593.3 689.3 785.0 890.8
Assumed changes:

Windfall profits tax ---------------- +2.8 +7.7 +11.5 +11.0 +11.0
Other current house status item s ------ + . I ---------------------------------------
Foreign tax credit ------------------- +.5, +.4 +.4 +.4 +A
Reform of tax exempt bonds ---------- +.2 +.7 +2.2 +4.6 +8.2
Energy tax credits -------------------. 2 -. 6 -. 8 -1.1 -1.4
Cash management ----------------- +2.0 +1.7 -. 1 +.2
Feedback from outlay increases ------- +1.5 +2.5 +2.0 +1.0 -. 2
Miscellaneous ........... - ---------------------------------------.1

Total recommendation ------------ 519.5 605.7 704.5 801.1 909.2

By fiscal year 1984 total revenues are projected to rise to $909.2
billion. This would raise revenues to an unprecedented 23.3 percent of
GNIP (nominal GNP=$3,901.4 billion) compared to 20.6 percent in
fiscal year 1980. However, the increase is mainly the result of inflation
pushing people into higher tax brackets. These increases are likely to
e offset by future tax cuts; the projection assumes no general tax cuts

during the next five years because they are not assumed in current
policy.

Receipts from the windfall profits tax is assumed to rise to $11
billion by fiscal year 1984 based on the House-passed version of the
proposed tax. Receipts for energy tax credits assume adoption of the
administration proposal.

On foreign tax credits, the recommendation assumes some tighten-
ing up of the credit as included in the Chairman's Recommendations.

Estimates shown for tax exempt bonds assume adoption of H.R.
3712, the Ullman proposal to largely eliminate the sale of these bonds.
2. Current Policy Projections, 198044

[In billions of dollars]

Second
Budget
Resolu-

tion 1980 1981 1982 1983 1984

Budget authority --------------------- 632.6 666.9 728.9 787.4 845.3
Outlays --------------------------- 548.7 604.0 655.8 707.4 760.5
Revenues ------------------------ 519.5 605.7 704.5 801.1 909.2
Margin -------------------------- 29.2 +1.7 +48.7 +93.7 +148.7

Note: HBC Current policy outlay projections are based on the following: (a) the projections assume
no policy changes in the out-years; (b) all programs are adjusted for inflation consistent with the
economic assumptions for the out-years; (c) except for mandatory increases in entitlement programs
and outlays from budget authority enacted in prior years, no real growth is assumed.
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3. Components of Outyear Grovth of Current Policy Outlay8

(Billions of Dollars)

All other

Military and
Civilian pay

Nondefense purchases
and grants

Adjustment to
maintain constant
level of Defense
purchases

Military and
civilian retirement

Medicare and
Medicaid

Social Security

1981 1982 1983

FISCAL YEAR



.5. The Budget Margin, 1980-1984
As the table above indicates, a comparison of current policy revenues

and outlays results in a budget surplus which begins in fiscal year 1981.
However, the projected surplus for fiscal year 1981, $1.7 billion, is so
small that minor fluctuations or outlay longfalls could produce a defi-
cit in that year, under current policy. It should be repeated that the
fiscal year 1981 surplus is not a prediction by the Budget Committee;
it is merely an extrapolation of current policies and economic trends.
The projected surplus would increase to almost $150 billion by fiscal
year 1984.

a. Parameters for Policy Choices

In general, uses of the budget margin imply choices between tax
cuts, new programs, growth in continuing programs and balancing the
budget. The margin can also be expanded by tax increases which raise
the revenue line. On the spending side, the margin can be expanded by
reforming programs which operate under permanent law and which
constitute 56 percent of the budget, or by assuming less than the full
adjustment for inflation for discretionary programs and/or negative
growth for some.

It is probable that all or some of these potential contingencies will, in
fact, occur in the period 1981-84. Yet to say that these projections have
honest shortcomings is not to say that these projections do not have
an intrinsic usefulness.

These projections provide a useful picture of the level of Federal
revenues and outlays for the outyears if current policy were to be con-
tinued for the next five years. The projections indicate the overall lati-
tude which the Congress may have, for example, to consider major tax

4. Current Policy Projections: Outlays Compared to Revenues

OUTLAYS AND REVENUES
Im



cuts, or implement new initiatives, or provide real growth for high
priority activities, or balance the budget. In other words, the projec-
tions indicate the parameters for the policy choices which will confront
Congr ess over the next five years. For example, if the budget margin of
$48.7' billion projected for fiscal year 1982, in fact is achieved, then
the margin could be used for a tax cut or additional spending. Such
planning is critical in light of a number of spending contingencies
which are looming in the distance. For example, the President has rec-
onimended a ten-year energy initiative which will cost well over $100
billion. If real growth rates of 3 percent to 5 percent in outlays are to
be provided for defense programs over the next four years, some $15.6
billion to $26.8 billion would have to be allocated above current policy
projections in 1984. Also the national health insurance programs now
being discussed have costs ranging from $7 billion to $40 billion per
year. The cost of containment and cleanup of chemical waste dump
sites could run between $26 billion and $44 billion. In the section that
follows, major outyear issues will be summarized function by function.
Some of the major contingencies are mentioned here simply to show the
magnitude of a few of these contingencies as they relate to estimated
budget margins. It is unlikely that even the most optimistic projections
of surplus would accommodate all of the major spending contingencies
which will confront the Congress over the next five years. Difficult
choices will remain.

b. Sumonary of Major Spending Contingencies by Budget Function

FUNCTION 050: NATIONAL DE;FNsE

0 Real growk.t.-The overriding issue in the National Defense func-
tion continues to be the rate of real gowth. A 3 percent real increase
in budget authority would increase the Defense budget from $138.2
billion in fiscal year 1980 to $205.4 billion in fiscal year 1984. A 5
percent increase in budget authority would require an increase to
$221.9 billion by fiscal year 1984. In other words, if 3 percent to 5 per-
cent real growth in National Defense is to be sustained, an additional
$53 billion to $90 billion above current policy over the next 4 years
will have to be allocated to defense.

0 Procurement.-The President's budget includes major new initia-
tives for strategic forces which result in significant increases in future
years. For example, a new land-based intercontinental ballistic mis-
sile system (MX) is proposed to complete engineering development
and enter into production. The fiscal year 1980 budget includes $670
million for this system while total costs of the system have been esti-
mated at $83 billion. The budget includes funds to begin an extensive
modification program for B-52 bombers. Air and ground launched
cruise missile programs are entering into production. Procurement
of TRIDENT submarines and missiles continues and funding is
included to develop a new larger TRIDENT missile.

The fiscal year 1980 shipbuilding budget includes only 16 ships,
significantly less than required for Navy force objectives. The Navy
Proposes to procure a new aircraft carrier for $1.7 billion, while pro-
curing fewer aircraft than required to maintain planned force levels.
Both the shipbuilding and aircraft procurement programs will
increase significantly by 1984.



While the Army has indicated equipment requirements for wartime
contingencies which total $131 billion, only about $50 billion of the
requirement has been identified in the Department of Defense 5-year
plan. Within that total, the Army is planning a procurement pro-
gram in fiscal year 1984 for ammunition, aircraft, missiles, weapons
and tracked combat vehicles which is 97 percent higher than the
requested fiscal year 1980 level.

FUNCTION 150: INTERNATIONAL ArAIRs

0 International financial institutions.-Current policy projections
continue contributions to International Financial Institutions at cur-
rent levels and make no assumptions concerning U.S. participation in
the sixth replenishment of the International Development Association
(IDA VI) or about possibly doubling the capital resources of the
World Bank. If these programs are to be fully funded, it could require
an additional $5.0 billion in budget authority and $1.0 billion in out-
lays over the five-year period.

FUNCTION 250: GENERAL SCIENCE, SPACE AND TECHNOLOGY

* Civilian space program.-Further delays in the space shuttle
development and procurement phases beyond the current planning
milestones could necessitate additional outlays of from $300 to $600
million in the period 1981-1983. Second, if in 1981 Congress decides
to proceed with the procurement of a fifth shuttle orbiter, additional
outlays of approximately $100 million in 1981 and $200 million in
each year 1982-84 would be necessary. Third, outlays will increase
if new mission starts are approved to take full advantage of the unique
capabilities of the space shuttle.

-0 General science and basic research program.-In this function,
the basic budget issue confronting the Congress will be whether to
provide for real growth of about 2 to 3 percent as has been experienced
over the last two years. Providing full adjustment for inflation would
cause outlays to increase by over $400 million by fiscal year 1984.
Additionally, continuation of the real growth trend experienced over
the last two years would cause outlays to further increase above cur-
rent law estimates by approximately $100-150 million by 1984.

FUNCTION 270: ENERGY

* New energy initiatives.-The President has proposed energy
initiatives designed to reduce U.S. oil imports from the current level
of 9 million barrels per day (MMBD) to 4.5 MMBD. The initiatives
involve encouraging the private sector development of synthetic
fuels; encouraging electric utilities to accelerate the reduction in oil
use; new mass transportation improvements; additional energy con-
servation efforts; a low-income assistance program; and various tax
incentives to encourage development of oil shale, heavy oil, and uncon-
ventional natural gas. The cost of these initiatives as proposed by the
President is estimated to be $142 billion over a 10-year period with
$26.4 billion in budget authority and $2.3 billion in outlays for



1980. These expenditures are to be financed through a proposed wind-
fall profits tax on oil companies and are contingent on enactment of
such a tax.

Although Congressional decisions on these new initiatives will be
made in fiscal years 1979 and 1980, th6 outlay effects of these decisions
will fall largely over the next five to 10 years. The initiatives .related
to synthetic fuels involves a broad set of financial arrangements in-
cluding price guarantees, purchase agreements, direct loans and loan
guarantees. Significant outlays for these kinds of initiatives will not
occur before seven to 10 years because of the long lead time required
for construction of plants and subsequent production of synthetic
fuels. Conversely, the initiatives related to conservation, transporta-
tion, and low-income assistance as proposed by the President will
result in an immediate outlay impact and will become more substan-
tial over the next 10-year period.

0 Strategic Petroleum Reserve.-Currently, the Reserve has an ap-
propriated ceiling of 750 million barrels of storage, but technical prob-
lems in the preparation of storage sites have caused the current storage
level to reach only 90 million barrels. While these problems have now
been largely overcome, the tight supply situation has led to a policy
decision to temporarily discontinue oil purchases for the Reserve. As
the supply situation becomes more favorable, oil purchases for the
Reserve are likely to resume. In view of rapidly rising oil prices and
in view of Congressional consideration of additional energy initiatives
designed to make the U.S. more energy secure, it may be appropriate
to reconsider the role of the Reserve within the entire energy strategy.
The issues relate to what should be the ultimate site of the Reserve.
Obviously, the larger the Reserve, the higher the cost. As a rule of
thumb, every 100 million barrels of oil will cost over $2.2 billion at
loday's oil prices.

FUNCTION 300: NATURAL RESOURCES AND ENVIRONMENT

* Oil spills and hazardous waste dump sites.-During the past year,
a major effort has 'been undertaken by the EPA to determine the scope
of environmentally dangerous chemical waste dump sites. Preliminary
reports indicate that there are between one and two thousand such
sites. The cost of containment, clean-up, and remedy of the problem
at these sites (without restoration or third-party costs) is estimated
between $26 and $44 billion. These estimates of cost could go up or
down significantly as the problem is further scrutinized.

This year the President proposed legislation to create a "superfund"
for cleaning up oil spills and hazardous waste sites. This legislation
would provide 80 percent of the program costs through levies on oil
and chemical companies as well as hazardous waste disposal companies.
The remaining 20 percent would be provided by the Federal Govern-
nent. The President assumes a $1.6 billion fund will be built up during
the next four years starting with fiscal year 1981. There seems no doubt
that Congress will be faced with responding in a major and costly
way to the enormous problems prescented by oil spills and hazardous
waste sites. This response will be costly not only for the next five years
but perhaps the next 25 years.



* Construction program.-EPA estimates the nation's total munic-
ipal wastewater treatment requirements at $106 billion in 1978 dollars,
approximately $80 billion of which will be Federal funds. About $28
billion in appropriations has been provided thus far. However infla-
tion is rapidly escalating these cost estimates. Just between 1976 and
1978, inflation caused a $13 billion increase in cost estimates. To meet
the Federal share of the total wastewater construction needs over a
20-year period would require an annual appropriation of $6.6 billion
at an annual construction inflation rate of only 7 percent and $8.2
billion at a 10 percent inflation rate. As noted earlier, the current infla-
tion rate for wastewater construction programs is about 13 percent.

In the Corps of Engineers' construction program, most of the proj-
ects in past years have been oriented toward midwestern or rural
areas. However, it is expected that more urban areas, with rapidly
deteriorating water supply systems, will make increasing and very
significant claims on the Corps construction budget.

FUNCTION 350: AGRICULTURE

* Omnibus farm bilL-Current agricultural legislation expires with
the 1981 crop year. Although it is too early to tell what direction new
farm legislation will take, there is the possibility of some rather far
reaching changes in agricultural policy. It appears that target and loan
price adjustments will continue to be the primary policy tools having
the greatest impact on Federal budget outlays. Since specific legislative
proposals have not been developed to date, it is virtually impossible to
estimate the cost of this prospective legislation. However, it should be
noted that the 1977 omnibus farm legislation as enacted was estimated
to cost about $800 million although proposals costing up to $7 billion
were considered during the course of Congressional debate.

FUNCTION 370: COMMERCE AND HOUSING CREDIT

* Off-budget activities.-The Goverment's primary off-budget
agency, the Federal Financing Bank, produces about $12 billion in
net off-budget outlays in a relatively normal year. The House Budget
Committee has recommended that some method be developed to treat
the problem of off-budget agencies. There are no multi-year estimates
for off-budget agencies. Leaving aside FFB transactions that are
predominanatly in aid of other functions, off-budget transactions
that are directly supportive of commerce and housing credit account
for about $3 billion. A significant problem for this year and all out-
years is the treatment of off-budget agencies. Simple inclusion of
off-budget agencies in the unified budget would add $12 billion (or
more) to budget authority, outlays, and public debt.

* Credit control.-There is a growing appreciation that Federal
loan and loan-guarantee (credit) activities may be of equal impor-
tance with direct Federal expenditures. Thus, a significant outyear
question will be the budgetary treatment of credit activities, which
have reached a total of over $500 billion of direct and guaranteed
loans by on-budget, and off-budget, and Government-sponsored enter-
prises. Unless there is a fundamental change in budgetary accounting
procedures, there would be no effect on statutory budget aggregates.



0 Postal subsidies.-There is continuing pressure for increases in
aeneral-fund financing of postal deficits. Although the U.S. Postal
service is running a surplus this year, future deficits are unavoidable
unless postal policy provides for increasing postage rates to finance
cost-of-living raises for postal employees and the impact of inflation
on fuel and other items. Enactment and funding of H.R. 79 could
add over $400 million to fiscal year 1980 spending, rising to $850 mil-
lion in 1983.

FUNCTION 400: TRANSPORTATION

* Highway program.-It is likely that a new highway author-
ization may be considered as early as fiscal year 1981. As part of that
debate, major issues are anticipated. (a) What will be the final cost
and completion date for the interstate system'? The cost of the inter-
state has grown from $27 billion to $104 billion and could conceivably
cost an additional $100 billion. The completion date had slipped from
1972 to 1990 and could be changed again. (b) The most recent author-
ization provided expansion of the Federal maintenance role in bridge
projects from a level of $0.2 billion to over $1 billion per year. The
original estimate of backlogged bridge projects was $23 billion but
additional expansion of overall Federal highway maintenance respon-
sibilities could eventually involve hundreds of billions of dollars.
(c) The Department of Transportation and other transportation
experts have forecast a significant slowdown in the revenue curve of
the highway trust fund. In the past, trust fund revenues have kept
pace with program funding increases. It is not certain that the trust
fund growth will be sufficient to meet expanding program needs as
required 'by law.

* Mass transportation progran.-The major issue involves the
President's proposed $16.5 billion, 10-year transportation related en-
ergy initiative. Of the $16.5 billion, $13 billion is for public transpor-
tation capital programs and is projected by the President to result
in an all-funds mass transportation program of $50 billion for the
1980's versus $15 billion in the 1970's. The main issues are likely to
be (1) if the Congress enacts the program, at what funding level will
the program be authorized and will the Congress make enactment to-
tally dependent on the windfall profits tax being enacted, as assumed
by the President, and (2) will the Congress include a new operating
subsidy which is not part of the President's proposal? It is likely
to be argued that localities cannot provide significantly expanded
operations with increased Federal capital monies if an additional
operating subsidy is not provided.

* Rail assistaqwe programs.-A number of the nation's freight
railroads are in bankruptcy proceedings or are experiencing serious
financial difficulties. In addition, the Nati6na] Railroad Passenaer
Corporaton (AMTRAK) has experienced precipitously growing ae-
ficits and Federal subsidy requirements.

(a) Freight issues. The President purposes deregulation of the rail
freight industry which should significantly reduce Federal subsidy re-
quirements. The President's rail legislation initiative would provide
as much as $1.2 billion in transition aid over the next few years as
railroads adjust to a deregulated environment. If deregulation is not



legislated by the Congress, Federal rail freight subsidies could be
many times the $1.2 billion transition amount and could be required
in perpetuity or result in the nationalization of the railroads. The
freight issue is illustrated by the Consolidated Rail Corporation (Con-
Rail) which has been authorized to receive $3.3 billion in Federal
subsidy in two succeeding authorizations. ConRail projects the need
for additional Federal aid beyond the $3.3 billion if deregulation
is not legislated by the Congress.

(b) Passenger issues. AMTRAK Federal subsidy requirements have
grown from an original $70 million in 1971 to over $800 million
projected in fiscal year 1980. The President proposed significant route-
service reductions and the Congress has included specific route-service
reduction criteria in the fiscal year 1980 authorization bills. Congress
will have to decide what service level should be funded. In addition,
AMTRAK requires growing capital funding and requires additional
funding for the Northeast Corridor Project which ultimately could
cost double the existing $1.75 billion authorization.

0 Air mode prograrn.-The issue is whether Congress will make
substantial program and/or funding changes when the Airport and
Airways Trust Fund programs are reauthorized for fiscal year 1981.
The President has proposed an air mode legislative initiative which
would extend the Trust Fund, expand individual program levels, and
provide substantial changes in the air trust fund mechanism asso-
ciated with reducing the growing air trust fund surplus. Funding
levels for fiscal years 1981-1985 under the President's air legislation
initiative would total $14.6 billion.

FUNCTION 450: COMMUNITY AND REGIONAL DEVELOPMENT

* Community Development Block Grants.-Reauthorization will
be required to extend this program beyond fiscal year 1981 and may
have special significance as the Congress continues to debate the gen-
eral issue of growth in Federal aid to State and local governments,
and renewal of the General Revenue Sharing program. The fiscal year
1980 appropriation of $3,900 million will serve as the base for outyear
spending levels. Between fiscal year 1981 and 1984 outlays could range
from $3.8 up to $5.2 billion.

0 SBA disaster loans/program reform.-The HBC supported
administration initiatives designed to reform the SBA disaster loan
program in 1978 and 1979. Both the House and the Senate passed
amendments to the program in 1979 (S. 918) which would reduce the
subsidization of interest rates and eliminate farmers from partici-
pation. However, the conference report on this legislation has been
delayed because of differences between the conferees over variations
in the Farmers Home and Small Business disaster programs. The
legislative outlook for enactment of these amendments in 1979 is
uncertain. Current outyear estimates between fiscal year 1981 and 1984
range from $524 million down to $468 million for the SBA program.
These estimates assume the enactment of the pending reforms. If these
reforms are not enacted, outyear costs could rise to between $776 mil-
lion in fiscal year 1981 up to $1,084 million in fiscal year 1984-in-
creases of from $252 million to $616 million.



* Economic development assistance reauthorization.-Reauthoriza-
tion of the EDA programs is required to extend the programs beyond
fiscal year 1979. The administration has proposed an initiative to
restructure the programs into an expanded Economic Development
Financing -Administration. The Senate has passed a bill to accom-
plish the changes. The House Public Works Committee has reported a
bill which would extend EDA programs for 3 years. However, the
House Banking Committee has not completed action on related por-
tions of the proposal. Estimates of outyear costs range from $864 mil-
lion in fiscal year 1981 up to $1,160 million in fiscal year 1984.

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

* Welfare reform job.-The administration has proposed legislation
which would provide about 400,000 new CETA jobs, bringing the
total number of welfare jobs to 618,000 under the proposal; State and
local employment and training agencies would place eligible jobseek-
ers in unsubsidized employment in both the public and private sectors.
The administration has estimated that the fiscal year 1982 program
costs will be $4,987 million in new outlays offset by $2,282 million in
savings from other programs for a total new cost of $2,705 million.

Representatives Perkins and Hawkins have introduced a different
welfare reform jobs proposal which would create an open-ended
entitlement to each CETA prime sponsor. The Federal Government
would reimburse the prime sponsor for the costs of providing employ-
ment or training to eligible persons. The jobs or training would be for
those persons who are the principal earners in families receiving
AFDC or in households receiving food stamps. A cost estimate for this
bill will not be available until middle or late September.

FUNCTION 550: HEALTH

* National health insurance.-The major issue in health will
be national health insurance. Predominant among the insurance pro-
posals under consideration are those developed by the President,
Senator Edward Kennedy and Senator Russell Long. The initial
costs of these plans range from $7 billion to $40 billion per year.
The plan proposed by Senator Long centers around efforts to provide
assistance in the case of catastrophic illness. The health insurance
plans of the President and Senator Kennedy provide comprehensive
benefits and universal coverage. The President and Senator Kennedy
have proposed that national health insurance be implemented in
stages beginning in 1983. The plan proposed by Senator Long could
be implemented shortly after its enactment.

* Hospital cost containment.-In addition, efforts to restrain cost
increases, especially with regard to hospital cost containment, will
probably continue. Legislation to impose such controls already has
been reported by the House Ways and Means Committee. It is esti-
mated that this bill, if enacted, would save the Federal Government
$7.7 billion from 1980-1984. Total savings for the nation would be
$18.4 billion.

48-069 0 - 79 - 5



* Tax subsidies.-Congress is beginning to consider more carefully
the effects of health insurance and tax subsidies on medical care price
increases. These subsidies currently total $10.6 billion annually in
employer tax exclusions and in employee deductions for health in-
surance. The ongoing reviews may suggest other approaches which
might help to slow down the rate of medical care increases.

FUNCTION 600: INCOME SECURITY

* Social security.-The old age survivors and disability system
is the basic retirement program for more than 90 percent of the na-
tion's workers, and is the largest single program in the budget. More
than 100 million people work at jobs covered by social security. (The
administration points to future problems caused by projected de-
creases in the ratio of productive workers to retired persons.) People
born during the post-World War II baby boom will begin to retire
after 2010, while at the same time the labor force is expected to grow
much more slowly. Current administration projections indicate that
the rate of taxpayers to beneficiaries will drop from 3:1 in the 1980's,
to 2:1 in the 2030's.

As a result, over the next 5 years, one of the most important budg-
etary issues will be the financial and the benefit structure of the
social security system. In the Social Security Act Amendments of
1977, Congress approved major increases in the payroll tax, including
an increase scheduled for 1981 of 1.04 percent in the combined em-
ployer/employee rate and a $4,000 increase in amount the earnings
on which the tax is paid, which will raise to $29,700, the annual in-
come subject to the social security tax.

It now appears that tax increases from the 1977 amendments may
not be sufficient to keep the trust funds solvent over the next 5 years.
(BO estimates that by fiscal year 1984 the balances in the largest
trust fund, the Old Age and Survivors Fund, will decline to 5.4 per-
cent of outlays, an amount insufficient to maintain the cash flow of the
program. However, the Disability fund and the Hospital Insurance
fund (which is included in the health function) are projected to run
a surplus, making the combined balances in all three funds by fiscal
year 1984, 26.8 percent of outlays by fiscal year 1W84 (a decline from
the current level of 37.7 percent).

While these projections indicate a severe cash flow problem in the
Old Age and Survivors fund, the combined balances for all funds
would remain sufficient to finance benefits if the law were changed to
reallocate receipts among the trust funds. On the other hand, it should
be emphasized that the combined balances would be insufficient if eco-
nomic conditions through 1984 are worse than the economic assump-
tions underlying these projections or if an economic downturn shortly
after 1984 were to further deplete the balances.

It is likely that the Congress next year will consider some sort of
rollback in the social security tax or some other form of social security
tax relief, such as the proposal to provide a refundable 20 percent tax
credit against social security taxes.

Spending in this function would also be affected by changes to the
benefit structure. The administration's proposals for legislative savings
would reduce trust fund outlays by $4.1 billion in fiscal year 1984. The
outlay reduction for the reforms to the Disability Insurance program



passed by the House would reduce outlays by $1.2 billion in fiscal year
1984.

0 Welfare rejorn.-In May 1979, the administration transmitted
a new welfare reform proposal, which it estimates would have a net
cost of $5.7 billion when fully implemented in fiscal year 1982 ($3
billion for benefits which would primarily affect the income security
function and $2.7 billion for jobs which would be funded through
function 500). CBO estimates the cost of the administration's cash
benefit provisions (H.R. 4321) to be $3.5 billion. The Public Assist-
ance Subcommittee on the Committee on Ways and Means has ap-
u)roved a substitute to the administration's proposal (H.R. 4904)
which would have a fiscal year 1982 cost of $3.4 billion. The subcom-
mittee bill would also provide fiscal relief to States during fiscal year
1981 totaling $640 million.

* Federal employee retirement.-The cost of funding retirement
and disability benefits for civilian Federal employees increased by 78
percent, or $5.4 billion, over the period fiscal year 1975-1979 and over
the next 5 years is projected to increase by 59 percent, or $8.5 billion.
At the request of the House Budget Committee, the Congressional
Budget Office last year completed a study on this program, which
found that the current civil service retirement system costs more than
one and a half times what the combination of social security and a
representative private sector plan would cost. This system is subsi-
dized with large and growing general fund payments, in addition to
the matching employer-employee contributions which together equal
14 percent of the payroll. The CBO estimates the long-term cost of the
system to be 21.9 percent of payroll, an estimate which is substantially
more conservative than the OMB estimate of 27.4 percent. Even under
the conservative CBO assumptions, however, the Federal Government
pays two-thirds of the cost, while Federal employees pay one-third of
the cost.

FUNCTION 700: VETERANS BENEFITS AND SERVICES

* The aging veteran.-The next 5 years will mark the beginning of
significant increases in expenditures for veterans pensions and medical
care as a result of the aging of World War II and Korean conflict
veterans. For example, veterans pension and compensation caseloads
are expected to rise by more than 250,000 between fiscal year 1980 and
fiscal year 1984. Program costs will increase from almost $12 billion
in fiscal year 1980 to about $16 billion in fiscal year 1984, or 35 percent,
as a result of inflation and rising caseloads. In addition to income
security, the major long-range issue will be how best to meet the
health care needs of an aging veteran population. By 1990 more than
half of U.S. males over 65 years of age will be veterans. Between
1980 and the year 2000, the number of veterans age 65 and over will
double, jumping from 2.2 million to 4.4 million. These statistics
emphasize the need for long-range planning in this area. The immedi-
ate future will include funding for geriatric research and pilot
projects to serve aging veterans, as well as evaluations of the type of
care and treatment that will best serve future needs. Such studies of
long-range requirements will likely influence more immediate deci-
sions, for example, as to whether nursing homes or acute care hospitals
should be constructed, and in that way impact on short-range budgets



as well. While the dollar impact cannot be determined at this time, it
is clear that the expanded and divergent health care requirements of
the aged veteran population will require extensive and costly changes
in both facilities and services.

FUNCTION 750: ADMINISTRATION OF JUSTICE

S LEAA reauthorization.-The House Judiciary Committee has
reported a bill which would restructure and extend the LEAA pro-
gram through fiscal year 1983. Floor action on this legislation is antici-
pated in September. Failure to extend the program beyond fiscal year
1983 or a continuing decline in annual appropriations for LEAA
would have the net effect of leveling off outyear costs.

FUNCTION 800: GENERAL GOVERNMENT

* No major outyear budget issues.

FUNCTION 850: GENERAL PURPosE FISCAL ASSISTANCE

* Aid to States and local governments.-Major general aid to
States and localities is provided through the General Revenue Sharing
and Antirecession Fiscal Assistance programs. The revenue sharing
program authorization expires at the end of fiscal year 1980. Author-
ization for the antirecession program expired at the end of fiscal year
1978. Current appropriation levels of these programs, together with
the community development grant program (discussed in function
450) represent $10.8 billion, about 12.9 percent of total outlays for
Federal grants in fiscal year 1979; and about one-fifth of the 66 percent
of Federal grant outlays which support ongoing public service and
capital development projects.

The renewal of the General Revenue Sharing program will there-
fore have the dominant effect on outlays in this function during fiscal
years 1981-1984. The HBC supported a one-third reduction in revenue
sharing payments in fiscal year 1980 to eliminate payments to State
governments. This reduction was rejected by the Congress in appro-
priation actions. Congress is currently considering legislation to pro-
vide a standby antirecession program which could affect outlays in
fiscal year 1981 and beyond, depending on economic conditions. The
Senate Finance Committee has reported a bill which would authorize
a new program. The House Government Operations Committee has not
reported a bill.

FUNCTION 900: INTEREST

S Future trends in the economy.-Response of the Federal Re-
serve Board and other participants in the financial system to changes
in the economy is the single most significant determinant of future
outlays for interest payments. Decreasing deficits or budget sur-
pluses would, of course, reduce interest outlays over the long run.

FUNCTION 920: ALLOWANCES

* Civilian-agency pay raises.-Last year, the President's budget
proposed a 5.5 percent "cap" on annual salary increases granted
Federal employes pursuant to the Pay Comparability Act of 1970.
This budget recommendation was followed by a formal Presidential
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proposal which was accepted by Congress. For fiscal year 1980, the
President 'has recommended a 7 percent increase. For the long run,
the significant budget question will be whether arbitrary pay caps
can continue to be imposed in the face of rising living costs and rising
salary levels in the private sector. A subsidiary issue is the phenome-
non of upper-pay-level compression resulting from the imposition of
a ceiling of $47,500 on the salaries paid under the General Schedule.

FUNqcIoN 950: UNDISTRIBUTED OFFSETTING RECEIPTS

0 Sale of OCS leases.-The only significant outyear issue in this
function revolves around the effects of energy development on the
sale of leases of petroleum-producing tracts on the Outer Continental
Shelf. Other things being equal, it might be expected that a period
of relative energy shortage would increase the attractiveness of OCS
lands and produce a somewhat higher level of lease sales and thus of
undistributed offsetting receipts.

E. INDICATORS OF OVERALL OUTYEAR SPENDING POLICY

The following tables compare the House Budget Committee cur-
rent policy projections, the Senate figures, the President's planning
targets, and a projection based on actual spending over the past 5
years. In the summary graph these four outlay projections are sim-
ply compared to each other. In the remaining tables the projections
are compared in three ways: (1) as a percentage of the Gross Na-
tional Product; (2) percent annual nominal growth for each; and
(3) percent annual real growth for each.

COMPARISON OF AGGREGATES

Fiscal year-

1980 1981 1982 1983 1984

House Current Policy (as included in HBC
recommendation for Second Budget
Resolution):

Budget authority ------------------ 636.6 666.9 728.9 786.4 845.3
Outlays --------------------------- 548.7 604.0 655.8 707.4 760.5
Revenues ------------------------- 519.5 605.7 704.5 801.1 909.2
Margin ------------------------- 29.2 +1.7 +48.7 +93.7 +148.7

House current law:
Budget authority ------------------ 632.6 649.2 694.5 733.3 771.7
Outlays --------------------------- 548.7 596.6 636.9 675.1 712.5
Revenues ------------------------- 519.5 605.7 704.5 801.1 909.2
Margin ------------------------ -29.2 +9.1 +67.6 +126.0 +196.7

Senate Budget Committee recommenda-
tion (as reported on August -):

Budget authority ------------------ 632.2 649.2 722.5 762.2 833. I
Outlays ------------------------ 542.7 588.6 632.8 676.9 719.9
Revenues ----------------------- 514.7 603.6 658.4 744.4 837.2
Margin --------------------------- -28.0 +15.0 +25.6 +67.5 +117.3

President's midsession review 1 (as revised
on July 31, 1979):

Budget authority ----------------- 646.3 693.3 747.3 798.8 872.9
Outlays --------------------------- 543.3 599.1 645.7 718.0 769.0
Revenues ----------------------- 513.9 598.0 687.8 769.9 856.6
Margin ------------------------ -29.4 -1. 1 +42.1 +51.9 +87.6

Using "alternative economic assumptions;" as later revised by OMB.
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COMPARISON OF OUTLAYS
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TABLE A.-PROJECTIONS AS A PERCENTAGE OF GNP

1980 1981 1982 1983 1984

Past 5 years= 22.1
HBC ------------------------------ 22.0 21.5 20.8 20.2 19.5
President --------------------------- 21.7 21.4 20.5 20.5 19.7
Senate ------------------------------- 21.7 21.0 20.1 19.3 18.5

Note: By comparison, in fiscal 1978, the most recent actual figure. Federal outlays amounted to
22.1 percent of CNP.

Average
annual

1981 1982 1983 1984 percentage

TABLE B. PERCENT NOMINAL GROWTH OVER PREVIOUS YEAR

Average
annual

1981 1982 1983 1984 percentage

Past 5 years= 10.45
HBC ----------------------------- 10.08 8.57 7.86 7.52 8.50
President -------------------------- 10.26 7.79 11.19 7.10 8.72
Senate ----------------------------- 8.46 7.51 6.97 6.35 7.32



For purposes of comparison, the average nominal growth for the last
5 years was 10.5 percent. It should be noted that in the HBC projec-
tions above, growth results from HBC's inflation assumptions, man-
datory increases, and outlays which result from prior-year budget
authority. Except for these factors, no program growth is assumed.

The Senate figures provides for real growth in defense activities and
expansions in other high priority functions such as community devel-
opment. To limit overall budget growth while providing for these
increases, the outlays for other functions are planned to decline from
current law.

TABLE C. PERCENT REAL GROWTH OVER PREVIOUS YEAR

Average
a nrnual

1981 1982 1983 1984 percentage

Past 5 years = 3.35
HBC --------------------------------- 1.36 0.55 .0.54 .0.61 0.76
President --------------------------- 1.52 .18 3.65 .22 1.29
Senate ------------------------------. 13 .42 .29 .49 .34

For purposes of comparison, real growth over the past 5 years has
amounted to 3.35 percent.

It should be noted that in the HBC projections above, real growth
results from mandatory increases and outlays from prior-year budg-
et authority. Except for these factors, no real program growth is
assumed.

The Senate figures provide for real growth in defense and program
expansion in other high priority functions such as community de-
velopment. Additional outlays necessary to implement welfare re-
form are included beginning in fiscal year 1982. But to limit budget
growth while including these increases, outlays for other functions are
planned to decline from current law.





IX. LEGISLATIVE SAVINGS

About 54 percent of the budget recommended to the Congress by the
Committee is mandated by entitlements and permanent appropriations
enacted in past years. This relatively uncontrollable segment of the
budget has accounted for 83 percent of the increase in total Federal
outlays over the last decade. Furthermore, this segment of spending
mandated by current law overwhelmingly dominates the real growth
increase recommended by the Committee over fiscal year 1979. Except
for defense and energy, the discretionary segment of the budget in fact
shows no net real growth.

Prudent restraint in Federal expenditures with the ultimate goal of
a balanced budget is a central objective of the Committee. It has there-
fore been imperative that the Committee address this largest and
fastest growing sector of the budget. From its inception the Budget
Committee has included a series of legislative reforms in its recom-
mendations. These proposals to reduce spending through changes in
legislation are specifically directed at the 54 percent of the budget out-
lays mandated by existing law. Failure to achieve the targeted savings
for fiscal year 1980 means higher Federal outlays and deficits-higher
by $2.7 billion in fiscal year 1980.

TASK FORCE ON LEGISLATivE SAVINGS

Because of the importance of legislative savings as a key budget con-
tingency, the Budget Committee this year established a special Task
Force on Legislative Savings. Hearings in June focused on the im-
portance of savings and sought to identify possible new areas for con-
sideration by the House committees with jurisdiction. In addition, a
provision was added to the First Budget Resolution requiring com-
mittees to report by July 1, 1979 on new spending authority within
their jurisdiction, including legislative savings.

As part of its efforts to educate Members of the importance of these
savings, the Task Force periodically issues a newsletter reporting to
Congress on the status of legislative savings, following both the ad-
ministration proposals and congressional action and emphasizing sav-
ings of particular interest.

The Committee recognizes that legislative savings are difficult to
achieve. In fiscal year 1979, the Budget Committee included about $2.5
'billion in legislative reforms but less than $100 million were actually
enacted into law.

This year the Committee in the First Budget Resolution assumed
legislative savings of $2,607 million in budget authority and $4,271
million in outlays and deficit reduction.

This year there has been some success on legislative savings. The
social security disability reform legislation passed the House, including
a saving of $17 million in fiscal year 1980 and an estimated $1.1 billion
by 1984; appropriations for impact aid reform and elimination of in-
dexing of vocational rehabilitation State grants have been reduced,



legislation to cap social services training grants has passed the House;
decreasing maritime operating differential subsidies which achieves
savings in the outy,'ars passed as an amendment to an authorization
bill. Several other reforms have passed the Senate.

Yet there has also been congressional inaction on a number of as-
sumed savings. As a result, the Committee has reduced the net amount
of savings proposed in the Second Budget Resolution to $1,239 mil-
lion in budget authority and $2,695 millon in outlays. Three of the
largest differences are in the areas of (1) general revenue sharing
which was included in the First Budget Resolution as a saving of $684
million in budget authority and $674 million in outlays but is not
assumed in the Second Budget Resolution due to House rejection of
the savings proposal, (2) hospital cost containment which was as-
sumed in the First Budget Resolution to save $100 million in budget
authority and $1,400 million in outlays has been reduced to $50 mil-
lion in budget authority and $640 million in outlays due to changed
estimates of savings related to economic conditions and a later assumed
implementation date, and (3) medicare and medicaid program reform
which was assumed in the First Budget Resolution at $404 million but
has been increased in the Second Budget Resolution to $965 million,
reflecting enhanced prospects for action in this area.

The Committee believes that legislative savings are extremely im-
portant and that efforts to achieve them should continue. The legis-
lative reforms proposed by the Committee in the Second Budget
Resolution for Fiscal Year 1980 include the following areas and House
committees:

* Wage board salary levels (Armed Services and Post Office and
Civil Service Committees)

* Annualized cost-of-living increases for Federal retirees
(Armed Services and Post Office and Civil Service Commit-

tees)
* Lower operating differential subsidies (Public Works and

Transportation Committee)
* Eliminate indexing of vocational rehabilitation State grants

(Education and Labor Committee)
* Cap Title XX grants for State and local training (Ways and

Means Committee)
* Impact aid reform (Education and Labor Committee)
* Hospital cost containment and medicare and medicaid prog-

ram reforms (Ways and Means and Interstate and Foreign
Commerce Committees)

* Food Stamp reforms (Agriculture Committee)
* AFDC and SSI reforms (Ways and Means Committee)
* Child nutrition programs (Education and Labor Committee)
* Social security disability reform (Ways and Means Com-

mittee)
" Veterans health and other medical benefit reforms (Veterans

Affairs Committee)
The Committee realizes that it is proposing an ambitious plan to the

House but feels that restraint in Federal spending and ultimately a
balanced Federal budget demand these efforts. With the continued
assistance of the committees of the House, the Committee believes
these goals can be achieved.



X. SPENDING BY FUNCTION FOR FISCAL YEAR 1980
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FUNCTION 050: NATIONAL DEFENSE

The Committee recommendation provides $138,156 million in budget
authority and $128,587 million in outlays compared to $136,600 mil-
lion in budget authority and $124,200 million in outlays provided in
the First Budget Resolution for Fiscal Year 1980. This recommenda-
tion results in an increase of $1,556 million in budget authority and an
increase of $4,387 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 136.6 124.2
Second Budget Resolution recommendation ---------------------- 138.2 128.6

Difference over/under First Resolution ---------------------- 1.6 -4.4

*Ecoromic assumptions -------- --------------------------- +.2 .2
Military Retired Pay-higher cost-of-living adjustments

as a result of revised economic assumptions.
*Other reestimates ----------------------------------------------------- +2.8

Reestimates of outlays based on analysis of recent spending
patterns. Most of the change is in procurement outlays
from prior years authority.

*House action and inaction --------------------------------- -. 2 +. I
Net result of House action on the spring supplemental, mili-

tary construction appropriation, Department of Energy
military activities appropriation, other defense-related
appropriations, lower than anticipated stockpile sale
authorization, and inaction on wage board reform.

0 Increased pay raise --------------------------------------- +.2 +.2
The President has recommended that the October 1979

pay raise be 7 percent, as compared to 5.5 percent in the
First Resolution. The Committee recommends 30 per-
cent pay absorption compared to 20 percent assumed
in the First Resolution.

S Anticipated budget amendment ---------------------------- +1.4 +1.1
To fund increased cost of energy to maintain military

readiness.
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SECOND BUDGET RESOLUTION RECOMMENDATION

In millions of dollars Budget
authority

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House -------------------------------

C urrent H ouse status as of A ug. 2, 1979 .......

Budget Committee assumptions on remaining items:
1. Allowance for appropriation actions assumed in First Budget

R esolu tion -------------------------------------------
This recommendation includes an allowance for the De-

fense appropriation bill, which is not yet reported, the
spring supplemental, and appropriations for emer-
gency preparedness activities which were not con-
sidered in the Treasury-Postal Service bill. The
amounts included are those in the First Budget Resolu-
tion, adjusted for reestimates.

2. Legislative savings --------------------------------------
This recommendation assumes the legislative savings

included in the First Budget Resolution for annualiza-
tion of the cost-of-living adjustment and wage board
reform. The savings associated with wage board
reform are reduced to reflect a later assumed enact-
ment date.

3. Increased cost of military readiness .....
This recommendation assumes increased funding for fuel

and related items to adjust for unanticipated price
creases.

Second Budget Resolution recommendation ----------------

6, 052

+130, 847

-143

+1,400

138,156

For this function permanent appropriations and outlays from
prior-year budget authority total -$424 million in budget author-
ity and $39,257 million in outlays.

In this session of Congress the spring supplemental has been en-
acted with outlays in this function of $482 million. In addition ap-
propriations for Department of Energy military applications and
civil defense have been agreed to in conference with budget author-
ity of $3,097 million and outlays of $1,647 million. The House has
passed appropriations for military construction and stockpile man-
agement and a bill authorizing the sale of tin from the strategic stock-
pile with budget authority of $3,379 million and outlays of $996
million.

Committee recommendations on the items which remain to be con-
sidered by the House are discussed below:

1. APPROPRIATION ACTIONS ASSUMED IN FIRST BUDGET
RESOLUTION

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ---------------- 130,393 132,086 -------------- 130,847
New entitlement authority_- (114) -------------- (16) (214)
Outlays ------------------------ 118,249 120,705 36,002 85,249

Outlays

42,381

+85,249

+1,100

128,587



COMMITTEE RECOMMENDATION

The Committee recommendation provides $130,847 million in budget
authority and $85,249 million in outlays for appropriated items in-
cluded in the First Budget Resolution and not yet acted upon by the
House.

EXPLANATION OF COMMITTEE RECOMMENDATION

The First Resolution included funds for the Defense appropriation
bill, spring supplemental appropration for the October 1, 1979, pay
raise, and emergency preparedness activities which were not consid-
ered in the Treasury-Postal Service bill.

The recommendation includes amounts as assumed in the First Res-
olution, adjusted for revised estimates for certain Department of De-
fense activities.

REESTIMATES

The First Resolution assumptions for these items were:

Budget
In millions of dollars authority Outlays

Defense appropriation bill --------------------------------- 128,395 116,288
Emergency preparedness -------------------------------------- 77 162
Spring supplemental ----------------------------------------- 1,821 1,799

Total ------------------------------------------- 130,393 118,249

The recommendation for the Defense appropriation bill reflects the
latest Congressional Budget Office estimates for fiscal year 1980.
Budget authority increases $454 million as a result of higher antici-
pated cost-of-living adjustments for retired military personnel and a
higher (7 percent) pay raise for military and civilian personnel. The
Committee assumed that 30 percent of the cost of the pay raise could
be absorbed. The outlay estimate increases $3,282 million, primarily
as a result of revised estimates of spending from prior-year balances.
Increases also result from the estimated increases for retired pay and
the 7 percent pay raise. The revised estimates of outlays are based
on analysis of recent spending patterns.

2. LEGISLATIVE SAVINGS

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ----------------- -126 -81 ---------------- 143
New entitlement authority ---------- (-126) (-81) -------------- (-143)
Outlays ---------------------- -- -125 -80 ---------------- 143

COMMITTEE RECOMMENDATIONS

The Committee recommendation assumes enactment of wage board
reform and annualization of the cost-of-living adjustment for military
retirees. Similar savings are reflected in the appropriate functions to



reflect these savings for wage board employees of civilian agencies and
retired civilian personnel.

EXPLANATION OF COMMrrEE RECOMMENDATION

WAGE BOARD REFORM

The First Resolution assumed action this section to reform the
system for determining compensation of wage board employees. This
is the fourth year that the President has recommended substantive
change in the wage board pay mechanism and the third year that the
Budget Committee has assumed action on wage board pay in the
Budget Resolution.

About 450,000 of the 2.8 million Federal civilian employees are com-
pensated under the wage board system. About 350,000 wage board em-
ployees (80 percent) -work for the Department of Defense.

Under current law, the mechanism for determining wage board pay
conflicts with the principal of comparability with local prevailing pay
rates. This occurs because of the following provisions:

-the use of wage data from other localities, as required by what is
usually referred to as the Monroney amendment;

-the nationwide uniform percentage night shift differentials:
-the five-step rates at each pay grade and the concurrent establish-

ment of the second step as the payline rate; and
-the limitation of the survey sample to private establishments.
The savings anticipated in the First Resolution assumed:
-repeal of the Monroney amendment;
--elimination of the uniform night shift differential;
-elimination of the legislated step system; and
-inclusion of State and local government in the wage survey.
The following table sumarizes the estimated savings resulting from

enactment of wage board reform. The savings anticipated in the First
Resolution assmned enactment this session with an effective date of
October 1, 1979. The current estimate of savings assumes enactment
next session, effective April 1, 1980. The savings are lower in the cur-
rent estimate as a result of estimating changes and a later effective date.

In millions of dollars 1980 1981 1982 1983 1984 Total

Department of Defense:
Estimated in the First Resolution ------- -81 -128 -165 -195 -216 -785
Current estimate -------------------- 40 -82 -51 -63 -73 -309

Civilian agencies:
Estimated in the First Resolution -------- 20 -32 -42 -48 -54 -196
Current estimate -------------------- 10 -21 -13 -16 -19 -79

Total:
Estimated in the First Resolution ------- 101 -160 -207 -243 -270 -981
Current estimate -------------------- 50 -103 -64 -79 -92 -388



ANNUALIZATION OF COST-OF-LIvING ADJUSTMENT

The First Resolution assumed action this session to change the
cost-of-living adjustment mechanism for retired Federal employees
(including military retirees) to provide an annual adjustment to re-
place the current semi-annual adjustment. This change would pro-
vide pay adjustments for Federal retirees on the same basis as that
used for 36 million social security annuitants.

Adoption of an annual cost-of-living adjustment for retired mili-
tary personnel was estimated to save $45 million in fiscal year 1980
based on the economic assumptions used for the First Resolution. As
a result of higher than anticipated inflation, it is currently estimated
that this change would save $103 million in fiscal year 1980. Adoption
of an annual cost-of-living adjustment for retired civilian personnel
was estimated to save $119 million in fiscal year 1980. As a result of
changes in the estimating method used by CBO, the estimated sav-
ings have dropped to $97 million, even though the economic assump-
tions anticipate higher inflation.

The cost savings assume that retired personnel would receive their
regular cost-of-living adjustment in September 1979 (paid October 1
for civilians), but that the March 1980 adjustment would not be made.
An adjustment would be made in June 1980 (paid July 1 for civilians)
to provide for the change in the Consumer Price Indev since the Sep-
tember 1979 adjustment.

Subsequently, adjustments would be made annually in June (July 1
for civilians).

The following table summarizes the estimated savings resulting
from an annual cost-of-living adjustment for retired military and
civilian employees.

In millions of dollars 1980 1981 1982 1983 1984 Total

050: Military:
Estimated in the First Resolution ------- -45 -142 -158 -124 -124 -593
Current estimate ------------------- -103 -334 -324 -301 -307 -1,369

600: Civilian:
Estimated in the First Resolution ------ -119 -547 -577 -624 -670 -2,537
Current estimate -------------------- 97 -445 -476 -488 -522 -2,028

Total:
Estimated in the First Resolution ------- 164 -689 -735 -748 -794 -3, 130
Current estimate ------------------- -200 -779 -800 -789 -829 -3,397

3. INCREASED COST OF MILITARY READINESS

President's Recommenda-
First midsession Current tion. over/

Budget review House under current
In million, of dollar, resolution July 12, 1979 status House status

Budget authority ----------------------------------------------------- 1,400
Outlays ------------------------------------------------------------------ 1,100

48-069 0 - 79 - 6



COMMrrrEE RECOMMENDATION

The recommendation assumes increased funding will be required
for significant and unanticipated price increases for fuel and related
items to maintain military readiness.

EXPLANATION OF COMMITTEE RECOMMENDATION

Military readiness is extremely dependent on petroleum, oils and
lubricants (POL). Training requirements necessary to maintain
readiness, for instance, are based on certain levels of steaming hours,
flying hours and combat vehicle maneuvers. The average cost per bar-
rel of fuel has increased by 27 percent over the budgeted cost. The
allowance recommended by the Committee for POL is intended to
cover this recent sharp increase in energy costs. It is not intended to
expand activity levels.

In making this recommendation, the Committee has taken cog-
nizance of the President's request of September 10, 1979, which is $3.2
billion in budget authority and $2.0 billion in outlays above the
amounts recommended by the Committee for Function 050 National
Defense. The Committee's recommendation assumes there will be 30
percent absorption of the cost of the 7 percent pay raise. It also as-
sumes that the changes made in mark-up by the Defense Subcommittee
on Appropriations for improved management and efficiency will be
reflected in the final appropriations. This would be a reduction of $2.2
billion. Finally, it assumes that some of the increases requested can be
funded through reprograming or transfer from existing lower priority
programs.



FUNCTION 150: INTERNATIONAL AFFAIRS

The Committee recommendation provides $13,143 million in budget
authority and $8,772 million in outlays compared to $12,600 million
in budget authority and $7,900 million in outlays provided in the

First Budget Resolution for Fiscal Year 1980. This recommendation
results in an increase of $543 million in budget authority and an
increase of $872 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution ------------------------------------- 12.6 7.9
Second Budget Resolution recommendation ---------------------- 3. 1 8.8

Difference over/under First Budget Resolution -------------------. 5 .9

O Reestimates -------------------------------------------- .3 .2
Export-Import Bank loan commitments now being made

will result in increased cash disbursements (outlays) --- ------------ ) (.2)
Current projections of the Foreign Military Sales Trust

Fund indicate increased contractual obligations for
foreign customers in fiscal year 1980 ------------------ (.3)( ---------

*Foreign assistance programs -------------------------------- .1 .6
The assumed levels for foreign assistance incorporate the

Appropriations Committee reductions of $1.2 billion
from the President's estimates for the foreign assistance
appropriation bill for 1980. The recommendation further
assumes: Full funding for the President's program to
increase the admission into the United States of refugees
from Southeast Asia; allowance for a disaster assistance
program in the Caribbean area; and an allowance for a
supplemental appropriation for the Public Law 480 food
for peace program so that planned fiscal year 1980 food
shipment levels may be sustained despite increasedcommodity prices.

*State Department appropriations ---------------------------- .3 .1

The recbmmendation assumes that final action on State
Department and related agencies appropriations will be
at the levels included in the conference report on H.R.
4392, State-Justice appropriations bill for 1980.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year authority ------------------ -2,206 2,589

Bills enacted into law, pending signature, conference agreements, and
and passed or reported in the House -------------------------- 10,427 5,660

Current House status as of August 2, 1979 ----------------- 12, 636 8,249
Budget Committee assumptions on remaining items:

1. Allowance for budget amendments and pending supple-
mentals ------------------------------------------ 507 523

Second Budget Resolution recommendation ---------------- 13,143 8,772



Of this total $2,206 million in budget authority and $2,589 million
in outlays are the result of permanent appropriations or outlays from
prior-year budget authority. In addition, $10,427 million in budget
authority and $5,660 million in outlays are contained in bills which
have been reported to or already passed the House. (Food for Peace,
State Department and related agencies, and Foreign Assistance).

For items which were not included in bills reported in the House,
the Committee recommendations are as follows:

1. ALLOWANCE FOR BUDGET AMENDMENTS AND PENDING
SUPPLEMENTALS

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Refugee assistance:
Budget authority -------------- 270 264 289 207
Outlays ---------------------- 279 258 262 173

Food for Peace:
Budget authority -------------- 719 719 719 300
Outlays ---------------------- 948 993 1,007 350

Totals:
Budget authority -------------- 989 983 1,008 507
Outlays ---------------------- 1,227 1,251 1,269 523

COMMITTEE RECOMMENDATION

The Committee recommendation would provide a total of $1,515
million in budget authority and $1,792 in outlays, an increase over
the First Budget Resolution of $507 million in budget authority and
$523 million in outlays for refugee assistance and Food for Peace
programs. EXPLANATION OF COMMITTEE RECOMMENDATION

The Committee recommendation assumes increased funding for ref-
ugee assistance ($207 million in budget authority and $173 million
in outlays) resulting from the President's decision to increase the
admission into the United States of refugees from Southeast Asia.
Additional funds for this purpose ($454 million in budget authority
and $264 million in outlays) are in function 600 Income Security.

The Committee recommendation also assumes approval of supple-
mental appropriations for the Food for Peace program ($300 million
in budget authority and $350 million in outlays) so that planned fis-
cal year 1980 food shipment levels can be maintained despite increased
commodity prices.



FUNCTION 250: GENERAL SCIENCE, SPACE AND
TECHNOLOGY

The Committee recommendation provides $5,833 million in budget
authority and $5,662 million in outlays compared to $5,700 million in
budget authority and $5,500 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in an increase of $133 million in budget authority and an increase of
$162 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 5.7 5.5
Second Budget Resolution recommendation ---------------------- 5.8 5.7

Difference over/under First Resolution -------------------------- +. 1 ±. 2

0 Allowance for NASA budget amendment --------------------. 2 +. 2
The change results from the assumption of higher budget

authority and outlays to accommodate a NASA budget
amendment which was submitted after adoption of the
First Budget Resolution.

" Other miscellaneous differences ----------------------------- . I (1)
This difference reflects miscellaneous program reductions

in the energy and water development and HUD-Inde-
pendent Agencies appropriation bills.

I Less than $50 million.

SECOND BUDGET RESOLUTICN RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority 4 1,461

Bills enacted into law, pending signature conference agreements, and
passed or reported in the House ----------------------------- 5,829 4,201

Current House status as of August 2, 1979 ------------------ 5,833 5,662
Budget Committee assumptions on remaining items: None.

Second Budget Resolution recommendation ---------------- 5,833 5, 662

For this function permanent appropriations, offsetting receipts, and
outlays from prior-year budget authority total $4 million in budget
authority and $1,461 in outlays. In addition, there is a conference
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agreement on the two regular appropriation bills affecting this func-
tion. These bills total $5,829 million in budget authority and $4,201
million in outlays. The Second Budget Resolution assumes that no
further items requiring funding remain to be considered by the House
for this functional category.

1. NASA BUDGET AMENDMENT

[Fiscal year 1980

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31. 1979 status House status

Budget authority ------------------------------ 220 220

Coxmprr RECOxMEDATION

The Committee recommendation assumes favorable congressional
action on a NASA budget amendment of $220 million in budget au-
thority and $200 million in outlays.

EXPLANATION OF COMMITTEE RECOMMENDATION

The recommendation recognizes that the space shuttle is an integral
part of the space program over the next two decades. It is also recog-
nized that delays in this program, whether caused by technical prob-
lems or by funding constraints, can be costly in the long run. Therefore,
the recommendation urges that every effort be made to resolve what-
ever technical problems are being encountered in this program and
that reasonable funding be provided to support these efforts. It is noted
that the fiscal year 1980 authorization and the appropriation bills in
both the House and Senate accommodate this higher funding
requirement.



FUNCTION 270: ENERGY

The Committee recommendation provides $36,266 million in budget
authority and $8,801 million in outlays compared to $18,800 million in
budget authority and $6,800 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in an increase of $17,466 million in budget authority and an increase
of $2,001 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

B udget
In billions of dollars authority Outlays

First Budget Resolution ------------------------------------- 8.8 6.8
Second Budget Resolution recommendation ---------------------- 36.3 8.8

Difference over/under First Resolution -------------------------- +17.5 +2.0

OReestimates --------------------- - ---- -----. 3 -. 2
This change is primarily due to higher-than-anticipated

oil production and prices for the sale of naval petroleum
reserve oil which will increase receipts to the Tresaury.

*Strategic Petroleum Reserve ------------------------------ +1.0
The First Budget Resolution assumed that $1 billion in

previously appropriated funds for this program would be
rescinded. No rescission is now anticipated based on
action by the House on the Interior appropriations bill.*New energy initiatives ---------------------------------- +17.2 +2.3

This change assumes enactment and funding of new energy
initiatives in response to the President's recent proposals.
An additional $0.4 billion in budget authority and $0.3
billion in outlays associated with these initiatives is in-
cluded in current House status for functions 400 and 600.
Thus, the total assumed for new energy initiatives is
$17.5 billion in budget authority and $2.6 billion in out-
lays.

* Other net differences, primarily reduction in appropriation bills -. 4 -. I

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority -------------- 1,477 4,803

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House ----------------------------- 7,077 2,692

Current House status as of Aug. 2, 1979- ------------------- 5,601 7,495
Budget Committee assumptions on remaining items:

I. Increase in TVA authority to borrow --------------------- 15,000
2. Strategic Petroleum Reserve program -------------------------------- -1,000
3. New energy initiatives (increases to current House status) - +15,665 +2, 306

Second Budget Resolution recommendation ---------------- 36,266 8, 801



For this function permanent appropriations, offsetting receipts,
and outlays from prior year budget authority total -$1,477 million in
budget authority and $4,803 million in outlays. There is also a con-
ference agreement on two regular appropriations bills affecting this
function. In addition, the House has passed three other appropria-
tions bills totaling $7,077 million in budget authority and $2,692
million in outlays. The three remaining items to be considered for
funding by the House are discussed below.

1. INCREASE IN TVA AUTHORITY TO BORROW

[Fiscal year 19801

President's Recommends-
First midsession Current tion, over/

budget review House under current
In millions of dollars resolution July 12. 1979 status House status

Budget authority ------------ 15,000 15,000 15,000
Outlays .............

COMMIrEE RECOMMENDATION

The Committee recommendation includes $15 billion in budget au-
thority to accommodate an increase in the ceiling on the Tennessee
Valley Authority's (TVA) authority to borrow for the purpose of
supporting its electric power program. 'This increase will bring the
new ceiling on TVA's authority to borrow to $30 billion.

EXPLANATION OF COMMITTEE RECOMMENDATION

The recommendation assumes enactment of the bill proposed by
the President and which was assumed in the First Budget Resolution.
As a consequence of the growth of the TVA power system, and the
heavy capital intensiveness of electric power systems, it is necessary
periodically to increase the ability of the TVA to borrow funds. It
should be noted that TVA indebtedness is not backed with general
governmental revenues, but rather solely backed by revenues of the
TVA power program. The authority increase is estimated to be suffi-
cient for TVA activities through fiscal year 1984. The last time Con-
gress increased TVA's authority to borrow was in fiscal year 1976
when it was increased by $10 billion.

The House Public Works Committee is expected to hold hearings
on the bill and report it in September. The Senate passed a bill on
June 20 which incorporated the President's request.

2. STRATEGIC PETROLEUM RESERVE PROGRAM

[Fiscal year 19801

President's Recommends-
First midsession Current tion. over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority ------------------- 992 8 8 ------------
Outlays ------------------------- 961 2,654 1,961 -1,00
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COMMITTEE RECOMMENDATION

The recommendation assumes a $1 billion reduction in outlays for
the Strategic Petroleum Reserve program (SPRO) from the levels
anticipated by CBO; but ti assumes no cut in already existing budget
authority for the program, thus reflecting action already taken by
the House of Representatives in the Interior appropriations bill.
(H.R. 4930).

EXPLANATION OF COMMITTEE RECOMMENDATION

The recommendation is consistent with the assumption made in the
First Budget Resolution that outlays for the Strategic Petroleum
Reserve program might run $1 billion below those estimated by CBO,
because of the real possibility that oil might not be available to the
Reserve on reasonable terms, and its acquisition might unduly affect
the supply of oil available to the U.S. market. However, the recom-
mendation changes the First Resolution assumption regarding a $1
billion reduction in budget authority for this program, reflecting the
position adopted by the House in the Interior appropriations bill. The
Committee believes that the sooner the oil for the Reserve can be
acquired and stored, the better the position of the United States will
be in terms of its ability to cope with any future oil shortages. In-
deed, there already has been some evidence that extremely tight world
oil market conditions might loosen significantly in the months ahead,
and make it possible to proceed rapidly with the filling of the Reserve.

In making this recommendation, the Committee wishes to make it
clear that its intent is to allow the program to proceed to obtain as
much oil as can be stored, as soon as it can be acquired, and to ensure
that preparation of storage sites for at least 750 million barrels of oil
proceeds unfettered. If such a Reserve had been available early this
year, it is very possible that the Iranian shutdown would have had
no effect whatsoever on the American or world economy, if SPRO had
been drawn down to make up for the lack of Iranian oil production.
It is estimated that the Iranian shutdown caused a net loss of some-
where between 200 to 300 million barrels of oil to the world oil market
and of somewhere near 100 million barrels to the U.S. market. The
outlay reduction incorporated in the recommendation simply reflects
the realistic possibility that it may not be feasible for SPRO to obtain
as much oil as could be stored efficiently; it should not be construed
as placing a limit on the program's maximum feasible progress. Simi-
larly, it is the Committee's recommendation that any quotas on oil
imports be flexible enough to allow for the maximum progress of this
program, as well as for the continued growth of the U.S. economy.

3. NEW ENERGY INITIATIVES

[Fiscal year 19801

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority --------------------------- 25,880 1,880 15,665
Outlays ---------------------------------- 2,258 270 2,306



COMMITTEE RECOMMENDATION

The Committee recommendation is strongly supportive of the Presi-
dent's new energy initiatives to reduce United States dependence on
imported oil, and of his proposed synfuels program as one of its
elements. Therefore, the recommendation assumes a total of $17,545
million in budget authority and $2,576 million in outlays to accom-
modate a package of new energy initiatives, of which $1,880 million
in budget authority and $270 million in outlays have been acted on by
the House, thus included in current House status. It also assumes enact-
ment of the windfall profits tax, as passed by the House.

The Committee recommends that programs to be funded out of the
proposed Energy Security Trust Fund be authorized and appropriated
on a yearly basis, as part of the regular budget process. In particular,
the intent is to discourage earmarking of anticipated receipts to the
Fund for particular programs or activities.

Also, the Committee strongly supports passage of the House-passed
windfall profits tax, and assumes that the spending programs in its
recommendation will not be supported to their full extent if a sub-
stantially weakened tax is enacted.

Finally, if an Energy Security Corporation is approved by the
House, the Committee recommends that: (1) financing for any such
corporation be on-budget; (2) the Corporation should not be allowed to
sell financial paper guaranteed by itself to the Federal Financing
Bank, since this might provide it with an additional source of off-
budget funds not subject to control by the Congress; and (3) any bor-
rowing authority provided to such corporation not be used as a revolv-
ing fund so that the total obligations of the Corporation over its life
will be effectively limited to the amount made available in an appro-
priations act.

EXPLANATION OF COMMITTEE RECOMMENDATION

The Committee recommendation assumes a program total, but does
not earmark funds among specific programs in various functions. How-
ever, in determining the program recommendation, the following as-
sumptions were made relative to the President's recommendations.
The recommendation assumes funding sufficient to accommodate the
President's Low-Income Assistance, and Transportation programs.
Although the President recommended that his mass transport initia-
tives go entirely toward capital funds, there is some flexibility in the
Committee recommendation to accommodate some increases for operat-
ing subsidies.

The recommendation also can accommodate an increase of approxi-
mately $1.7 billion in budget authority and $0.5 billion in outlays, for
energy conservation and solar programs above those recommended by
the President. The recommendation reflects the belief that conserva-
tion programs, in particular, would provide a relatively inexpensive
and quick way to help the United States reduce its imports of oil.

The recommendation also can accommodate $12 billion in budget
authority to fund the Energy Security Corporation proposed by the



President. The recommendation supports the President's import re-
duction goal of 4.5 million barrels a day by 1990 and his proposed syn-
thetic fuels program as one of its elements. However, the recommenda-
tion differs from the President in that it recognizes that more funds
probably could not be obligated in fiscal year 1980 by the Corporation,
and thus would afford the Congress an opportunity to review in
fiscal year 1981 the additional $10 billion requested by the President.
The recommendation would be sufficient for the Corporation in fiscal
year 1980 to contract with the private sector for the production in the
late 1980's of substantial amounts of synthetic fuels from coal and oil
shale. It would also be sufficient to encourage up to $2 billion for com-
mercial demonstrations of unconventional gas and oil technologies
which offer significant promise in the immediate future. This package
would support a solid start toward a large synthetic fuels program in
the private sector with an initial information-based orientation. It is
a significant, and large commitment of Federal credit, designed to
match the seriousness of our energy problems as outlined by the
President.

The table below shows the relationships between the President's
fiscal year 1980 recommendations, and the Committee's block recom-
mendation. For a description of the President's energy program and
other energy issues, see Appendix J of this report.

TABLE 1.-ENERGY PROGRAM RECOMMENDATION

[In millions of dollars]

President's fiscal
year 1980 recom-
mendations Recommendation

Budget Budget
authority Outlays authority Outlays

I. Energy Security Corporation ----------------- 22,000 100 (1) (1)
2. Energy Mobilization Board ------------------------------------ (1) (
3. Low-income assistance ---------------------- 1,600 1,600 (1) (U)
4. Transportation --------------------------- 1,445 312 (') (1)
5. Utility oil reduction ------------------------------------------ (1) ()
6. Solar bank -------------------------------- 35 35 (1) (1)
7. Residential, commercial, and electric utility

conservation ------------------------------- 550 100 (1) (1)
8. $3 oil shale tax credit ----------------------------------------- (1) (1)
9. 500/MCF credit for unconventional natural gas,

and solar tax credits --------------------- (-246) (-246) (U)
10. Heavy oil ----------------------------------------------------- (1)
11. Regional strategic oil product reserve, and in-

creased coal R. & D (1) (1)
12. Full funding for additional SRC (solvent refined

coal) plant -------------------------------- (495) (24) (1) (1)

Total:
(I) Spending programs ---------------- 25,880 2,258 17,545 2,576
(2) Tax expenditures ------------------ -246 -246 -246 -246
(3) Windfall profits tax --------------- +2,907 +2,907 +2,822 +2,822

Net impact on the deficit [line 1, minus
line 2, minus line 3 ------------------------ 403

I Funding not earmarked by program.



Finally, the following table sets forth how the recommendation re-
lates to items already in current House status:

Budget
authority Outlays

Energy program recommendation ----------------------------- 17,545 2,576
Adjustment for items already in current House status:

I. Funding for Moorhead synfuels bill, already in Interior
appropriation bill, and included in Function 270 current
House status ------------------------------------ -1,500 -10

2. Funding for low-income assistance program, crisis inter-
vention component already in Labor-HEW appropriation
bill, and included in Function 600 current House status. -250 -250

3. Funding for transportation item already in Function 400
recommendation -------------------------------- -- -130 -10

Increases to current House status in Function 270 necessary
to fund total new energy initiatives recommendation ±---- +15,665 +2,306



FUNCTION 300: NATURAL RESOURCES AND
ENVIRONMENT

The ,Committee recommendation provides $12,525 million in budget
authority and $12,026 million in outlays compared to $12,600 million
in budget authority and $11,700 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in a decrease of $75 million in budget authority and an increase
of $326 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution ------------------------------------- 12.6 11.7
Second Budget Resolution recommendation ---------------------- 12.5 12.0

Difference over/under First Resolution- --------------------------. -. 3

*EPA construction grants ---------------------------------- -. 2 (1)
The HUD-Independent Agencies appropriation bill con-

tains a $400 million reduction in the First Budget Reso.
lution for EPA water pollution control construction
grants. Additional funding of $250 million in budget
authority is assumed for States which are moving faster
toward meeting the goals of the Clean Water Act.

*All other appropriation bills -------------------------------- ( .2
Program actions taken in the appropriation bills resulted

in a net reduction from the First Budget Resolution
assumptions. However, additional undistributed reduc-
tions assumed in the First Budget Resolbtion were not
achieved.

S Miscellaneous ----------------------------------------- +. +. 1
This increase over the First Budget Resolution is to pro-

vide funds for the Oil Pollution Liability and Compen-
sation Act and the National Park Service fees bills
which have received House action.

I Less than $50 million.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority ------------ -1,663 5, 313

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House -------------------------..-- - 13, 789 6,563

Current House status as of Aug. 2, 1979 ------------------------- 12,125 11,876
Budget Committee assumptions on remaining items:

I. Supplemental appropriation for forest firefighting and
emergency flood control ------------------------------ +150 +150

2. Additional funding for EPA water pollution control con-
struction grants ----------------------------------- +250

Second Budget Resolution recommendation ---------------- 12,525 12,026



For this function permanent appropriations, offsetting receipts, and
outlays from prior-year budget authority total-$1,663 million in
budget authority and $5,313 million in outlays. In addition, enactment
conference agreement, House passage or House reported action has
occurred on six regular appropriation bills and two spending bills
affecting this function. These bills total $13,789 million in budget
authority and $6,563 million in outlays. The two remaining items to
be considered for funding by the House are discussed below:
1. SUPPLEMENTAL APPROPRIATIONS FOR FOREST FIREFIGHTING

AND FLOOD CONTROL

[Fiscal year 19801

President's Recommend&-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority- ----------------- 150 -------------------------- 150
Outlays ------------------------- 150 -------------------------- 150

COMMITTEE RECOOIMENDATION

The Committee recommendation assumes two supplemental appro-
priations, one for $100 million in budget authority and outlays for
firefighting costs and one for $50 million in budget authority and out-
lays for emergency flood control costs to bring the total funding for
forest firefighting and flood control in line with the level assumed in
the First Budget Resolution.

EXPLANATION OF CO IrrEE RECOMMENDATION

The President's budget request for fiscal year 1980, as in previous
years, did not include the full-year costs associated with forest fire-
fighting. It is estimated that about $100 million in budget authority
and outlays will be needed for this purpose. This estimate is based
on a comparison of the total amounts funded in this activity for the
past 5 years (which includes forest fire prevention) with the amounts
already requested for fiscal year 1980. About two-thirds of the esti-
mated $100 million in budget authority and outlays is expected to be
used in the Forest Service firefighting program and the bulk of the
remaining amount in the Bureau of Land Management's firefighting
program.

The Interior Department appropriation bill, which has passed the
House, provided only the partial funding usually requested by the
President for forest firfefighting (mainly forest fire-pre-suppression).
The report accompanying the bill stated that the amount provided
is "an initial amount for fighting forest fires on or threatening Na-
tional Forest System Lands".

The President's budget request also did not anticipate full-year
costs for flood control which are usually required in the form of a
spring supplemental. While the exact amount of funds that will be
needed is very difficult to predict, a reasonable estimate based on
historical levels is $50 million as contained in the Committee
recommendation.



2. ADDITIONAL FUNDING FOR EPA WATER POLLUTION CONTROL
CONSTRUCTION GRANTS

[Fiscal year 1980]

Recommend.-
First President's Current tion. over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority ---------------------------------------------------------- 250
O u tlay s ------ ----------------------------------------------------------------------------

COMMITTEE RECOMMENDATION

The Committee recommendation assumes an addition of $250 mil-
lion in budget authority in fiscal year 1980 for the EPA water pollu-
tion control construction grant program above the amount already
provided in the House passed Interior apropriation bill. It is assumed
that these additional funds will be provided for States which are mov-
ing faster toward meeting the goals of the Clean Water Act.

EXPLANATION OF COMMIrrEE RECOMMENDATION

The House Subcommittee on Water Resources of the Committee
on Public Works and Transportation held a hearing on July 10, 1979,
on legislation to provide additional funding under the EPA con-
struction grant program to those States which are moving faster to-
ward meeting the goals of the Clean Water Act. The Budget Commit-
tee recommendation assumes that legislation with the intent of the
legislation reviewed by that Subcommittee on this subject will be en-
acted and that a supplemental appropriation will be provided to fund
it. While such funding would require fiscal year 1980 supplemental
appropriations, it is assumed that in future fiscal years these addi-
tional monies will be planned for and provided in the regular appro-
priation bill.



FUNCTION 350: AGRICULTURE

The Committee recommendation provides $4,983 million in budget
authority and $2,542 million in outlays compared to $5,000 million
in budget authority and $5,400 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in a decrease of $17 million in budget authority and a decrease
of $2,858 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution --------------------------------------- 5.0 5.4
Second Budget Resolution recommendation ---------------------- 5.0 2.5

Difference over/under First Resolution ---------------------------------------- -2.9

O Reestimates -------------------------------------------------------- -3.0
This change reflects a downward reestimate of outlays for

commodity support programs because of higher than
anticipated market prices.

S International emergency food reserve ------------------------------------- +. I
Enactment and purchase of the reserve is not likely to

occur in fiscal year 1979; thus, no associated outlay
savings will be achieved in fiscal year 1980 as assumed
in the First Budget Resolution.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority 36 855

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House -------------------------- 4,894 1,479

Current House status as of Aug. 2, 1979 -------------------- 4,930 2,334
Budget Committee assumptions on remaining items:

I. Increase in short-term export credit ----------------------------------- 400
2. Expanded crop insurance legislation ------------------------------ 53
3. Commodity price support legislation ----------------------------------- -242

Second Budget Resolution recommendation ---------------- 4,983 2,542

For this function permanent appropriations, offsetting receipts, and
outlays from prior-year budget authority total $36 million in budget
authority and $855 million in outlays. In addition, the House has
passed the one regular appropriation bill affecting this function. This



bill totals $4,894 million in budget authority and $1,479 million in
outlays. The three items which remain to be considered for funding
by the House and the one item within the discretionary authority of
the Secretary of Agriculture are discussed below.

1. INCREASE IN SHORT-TERM EXPORT CREDIT

[Fucal year 1980]

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12. 1979 status House status

Budget authority-
Outlays ------------------------ 1,200 800 800 400

COMMITTrEE RECOMMENDATION

The Committee recommendation assumes that the level of short-
term export credit extended to foreign countries for the purchase of
U.S. agricultural commodities will be increased by $400 million
through administrative action of the Secretary of Agriculture. This
assumption is consistent with the First Budget Resolution.

EXPLANATION OF COMMITTEE REcomImENDATIoN

As pointed out in the First Budget Resolution, the exact level of
short-term export credit is difficult to predict this far in advance;
however, it is noted that:

(a) since 1975, the level of actual credit extended has increased
each year;

(b) the gap between foreign production and consumption of
wheat and coarse grains has been widening and U.S. exports of
these grains are likely to continue to rise; and

(c) since 1976, actual credit extended has exceeded the original
estimate by over 50 percent.

In addition, the requests by foreign countries for short-term export
credit is currently running at the same or somewhat above the level
requested in 1979. This is due to continued strong demand and a de-
cline in cash sales because of higher prices for U.S. commodities. These
observations suggest that the level of credit proposed in the Presi-
dent's January budget and July midsession review is low.

2. EXPANDED CROP INSURANCE LEGISLATION

[Fiscal year 19801

President's Recommend&-
First midsession Current tion. over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ----------------- 53 53 53
outlays -------------------------- 50 50 -C

48-069 0 - 79 - 7



COMMITTEE REConENDATIoN

The Committee recommendation assumes enactment of crop insur-
ance legislation resulting in budget authority of $53 million and out-
lays of $50 million for initial implementation of the new program.
This is consistent with the policy assumptions in the First Budget
Resolution.

EXPLANATION OF COMMITTEE RECOMMENDATION

Expanded crop insurance legislation has been ordered reported in
the House and passed by the Senate. The recommendation assumes
that the current disaster payment program will be phased out as the
new expanded insurance program is phased in.

3. COMMODITY PRICE SUPPORT LEGISLATION

[Fiscal year 1980]

Recommends-
First President's Current tion, over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority -------------------------------------------------------------------------
Outlays --------------------------------------------------- -242 -242

COMMITTEE RECOMMENDATION

The Committee recommendation makes no allowance for the Agri-
cultural Adjustment Act of 1979 (HI.R. 3398) and the cotton program
and prevented planting amendments (H.R. 4195).

EXPLANATION OF COMMrrIEE RECOMMENDATION

With respect to the Agricultural Adjustment Act of 1979 (H.R.
3398), the recommendation is influenced by the fact that farm prices
have improved substantially over the last 2 years and the outlook is
that these prices will continue to remain relatively high in the fore-
seeable future. Thus, there appears to be little or no need for addi-
tional price support legislation to insure that farmers receive an ade-
quate price for their commodities. It is recognized that some farmers
are still suffering from an economic situation that plagued most of
the agricultural sector 2 years ago. However, it appears that efforts to
deal with this problem would probably yield better long-term results
if considered in the context of an overall review and reauthorization
of the 1977 farm bill which expires at the end of the 1981 crop year.

With respect to H.R. 4195, the recommendation assumes that such
legislation will not become law. Even if the legislation is successful in
the Congress, it may be subject to veto by the President since the
administration opposes all provisions of the legislation.



FUNCTION 370: COMMERCE AND HOUSING CREDIT

The Committee recommendation provides $6,778 million in budget
authority and $2,828 million in outlays compared to $6,900 million in
budget authority and $3,200 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in a decrease of $122 million in budget authority and a decrease of
$372 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 6.9 3.2
Second Budget Resolution recommendation ---------------------- 6. 8 2.8

Diference over/under First Resolution ----------------------- --. 1 -. 4

O Reestimates ------------------------------------------ +. 1 -. 4
This change reflects reestimates of budget authority and

outlays in several accounts in this function that are
sensitive to economic conditions or executive discretion.
Lower outlays than expected in connection with acquisi-
tion of defaulted commercial bank assets account for
-$0.2 billion of the change.

O Reductions by Congress -------------------------------- ---. 2
This change reflects congressional action on appropriations

at amounts less than anticipated in the First Budget
Resolution, including the new homeownership assistance
program of the Farmers Home Administration, postal
subsidies, Census Bureau, and the housing for the elderly
program of HUD.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority.

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House

Current House status as of Aug. 2, 1979_.
Budget Committee assumptions on remaining items:

I. Appropriation bills

S e c o n d B u d g e t R e s o l u t i o n r e c o m m e n d a t io n . . . . . . . . . . . . . . . .

-121

Permanent appropriations and outlays from prior-year budget
authority total $1,478 million in budget authority and -$121 million
in outlays. In addition, the House has passed appropriation bills total-
ing $5,20 million in budget authority and $2,881 million in outlays



which affect this function. Items which remain to be considered by the
House are discussed below.

1. APPROPRIATION BILLS

[Fiscal year 1980]

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority- ----------------- 80 80 --------------- +80
Outlays-------------------------- 68 68 --------------- +68

COmmITmE RECOMMENDATION

The Committee
authority and $68
appropriations for

recommends inclusion of $80 million in budget
million in outlays for anticipated final action on
fiscal year 1980.

EXPLANATION OF COmMIrTEE RECOMMENDATION

The recommendation assumes enactment of appropriations for the
Federal Trade Commission, following passage of authorizing legisla-
tion, and enactment of appropriations for the Copyright Offce in the
legislative branch appropriation bill.



FUNCTION 400: TRANSPORTATION

The Committee recommendation provides $19,610 million in budget
authority and $18,651 million in outlays compared to $19,450 million
in budget authority and $18,200 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in an increase of $160 million in budget authority and an in-
crease of $451 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 19.45 18.2
Second Budget Resolution recommendation ---------------------- 19.6 18.7
Difference over/under First Resolution --------------------------. .5

0 Recission of $0.7 billion in existing contract authority replaced
by $0.7 billion in direct new appropriation in the Transporta-
tion appropriations bill rather than the $0.3 billion new au-
thorization assumed in the First Resolution. The net effect is
$-0.4 billion of budget authority ---------------------- ----. 4

* Highway trust fund outlays are estimated upward due to higher
obligation levels during fiscal year 1979 -------------------------- 3

* The Northeast corridor rail project has encountered contruc-
tion delays and has not achieved anticipated productivty
goals ------------------------------------------------------- ---. 2

* The transportation appropriations bill made a number of mis-
cellaneous program reductions of which the largest is the non-
inclusion of the President's rail assistance legislative initiative.
Outlays, however, were estimated tWward on an overall
basis ----------------------------------------------- . I I

* Amendments to the transportation appropriations bill are antic-
ipated for highway, mass transportation and the Amtrak
programs --------------------------------------------.3 . I

* The legislative saving in the House-passed maritime authoriza-
tion will not directly affect the fiscal year 1980 budget +. 1 +. I

* No legislative action in the form of a recission bill has been pro-
posed to reduce the highway trust fund program as assumed
in the First Budget Resolution. Future rescission action is not
anticipated ------------------------------------------ +.3 (

* The implementing legislation for the Panama Canal Treaty pro-
vided that operating expenses cannot exceed tool revenues.
The recommendation assumes that proposed revenue in-
creases will provide revenues equivalent to the total operating
costs ----------------------------------------------- (1) ()

* Financially trobled railroads such as the Ilwaukee Road will
require additional aid if Current services are to be maintained_ ±. 1

I Less than $50 million.



SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority -------------- 9, 671 12, 162

Bill enacted into law, pending signature, conference agreements, and
passed or reported in the House ------------------------------ 0, 032 6,558

Current House status as of Aug. 2. 1979 ------------------- 19,703 18,720
Budget Committee assumptions on remaining items:

1. Anticipated final action on appropriations bills ------------- 287 III
2. Panama Canal Commission legislation -------------------- -280 -280
3. Proposed maritime legislative savings -------------------------------------------------
4. Proposed air noise legislation ---------------------------- -200
5. Emergency rail assistance ------------------------------- 100 100

Second Budget Resolution recommendation ---------------- 19,610 18,651

Permanent appropriations and outlays from prior-year budget au-
thority total $9,671 million in budget authority and $12,162 million
in outlays. The House-passed or reported appropriations bills, includ-
ing the Transportation appropriations bill, provide $10,032 million in
budget authority and $6,558 million in outlays. The five items which
remain to be considered for funding by the House are discussed
below:

1. ANTICIPATED FINAL ACTION ON APPROPRIATIONS BILLS

[Fcal year 19801

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority ------------------ 90 4 --------------- +287
Outlays-------------------------- 90 4 --------------- - +lf

Comn rnrrE RECOMMENDATION

The Committee recommendation assumes enactment of $287 million
in budget authority and $111 million in outlays for proposed amend-
ments to the Transportation appropriations bill for fiscal year 1980
together with a reestimate of Coast Guard retired fund payments.

EXPLANATION OF COMMITTEE RECOMMENDATION

The Committee recommendation assumes enactment of a proposed
combination highway and mass transportation amendment of $243
million in budget authority and $67 million in outlays and a proposed
Amtrak amendment of $40 million in budget authority and outlays
in the Transportation appropriations bill for fiscal year 1980.

The First Budget Resolution assumed additional budget authority
and outlays for mass transportation initiatives but did not assume
additional funding for highways or Amtrak. The House appropria-
tions bill is $60 million above the President's January estimates for
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the mass transportation program and $90 million bellow First Resolu-
tion estimates. These amendments are, in part, a response to the
changed energy supply situation.

In addition to the above amendments, a $4 million reestimate is
provided for the Coast Guard retirement fund, an entitlement
program.

2. PANAMA CANAL COMMISSION LEGISLATION

[Fiscal year 1980

President's Recommenda
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority -------------- --- 38 280 -280
Outlays ------------------------- -38 I5 280 -280

CoxmrrTE RECoMMENDATION

The Committee recommendation is the same as the First Budget
Resolution assumption, and assumes establishment of the Panama
Canal Commission as an appropriated-fund account. Operating ex-
penses are estimated to be $427 million with offsetting receipts of the
same amount, resulting in a net budgetary effect of zero, a reduction
of $280 million from current House status.

EXPLANATION OF COMMIrCEE RECOMMENDATION

The Committee recommendation provides funding for the Pan-
ama Canal Commission as an appropriated-fund agency as reflected
in H.R. 111, rather than as a wholly-owned Government corpora-
tion, as in Senate legislation. The recommendation also assumes thatthe appropriation for operating expenses, estimated at $427 ¥Tillion
in fiscal year 1980, will be totally offset by receipt of $427 million of
Canal revenues deposited with the United States Treasury. Revenues
as estimated for the Second Budget Resolution are assumed to be
equal to total operating expenses, whereas the First Budget Resolu-
tion assumed that total revenues Would exceed total operating expenses
by $38 million. The revenue estimate is based on the assumption that
a significant increase in rates of toll will be required to meet operat-
ing expenses, but that aggregate toll income will not result in a
surplus.

3. PROPOSED MARITIME LEGISLATIVE SAVINGS

[Fiscal year 19801

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority ------------------50
Outlays ---------------------- --- 50



COMMITTFx RECOMMENDATION

The Committee recommendation assumes that legislative changes in
the maritime operating-differential subsidy program will be instituted
in fiscal year 1980 but will not have a budgetary impact until fiscal year
1981. The First Resolution had assumed fiscal year 1980 savings of $50
million in budget authority and outlays.

EXPLANATION OF COMMr RECOMMENDATION

The Committee recommendation contines the First Budget Resolu-
tain assumption that legislative changes will be enacted in the maritime
operating-differential subsidy program. The recommendation assumes
enactment of House-passed legislation which provides (1) that con-
struction-differential subsidy funds cannot be used for vessels which
will have a subsidized manning level 50 percent above the minimum
safe manning standards established by the Coast Guard, and (2) that
vessels receiving operating differential subsidy payments will be al-
lowed to withdraw from the program on an experimental basis if they
meet certain criteria. The first amendment is expected to reduce man-
ning of many vessels and thus may ultimately be reflected in reduced
operating-differential subsidy. The second amendment, allowing ex-
perinental withdrawal from the operating-differential subsid* pro-
gram, is expected to result in only marginal savings because of re-
strictive criteria, particularly a required pay-back of construction-
differential subsidy.

4. PROPOSED AIR NOISE LEGISLATION

[Fiscal year 1980]

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31. 1979 status House status

Budget authority -------------------------------------------- 200 -200
Outlays ---------------------------------------------------------------------------------

Co xrrE REcOMMENDATION

The Committee recommendation assumes that air noise legislation
will not be enacted for fiscal year 1980, but will be considered for fiscal
year 1981 along with the President's comprehensive air trust fund pro-
posals for that year.

EXPLANATION OF Co rrrnn RECOmMEDATION

The Aviation Safety and Air Noise Reduction Act, as reported to
the House, is a comprehensive bill dealing with critical problems of
aircraft noise and aviation safety. The bill proposes to alleviate air
noise problems through improved airport planning and development
funded direct spending authority from the airport and airways
trust fun
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The President has proposed a broad, comprehensive 5-year, $6.6-bil-
lion legislative initiative for the overall development and improvement
of the national airport and airway system beginning in fiscal year 1981
which should include air noise initiatives, among other significant
changes. Congress has not yet held hearings on the President's com-
prehensive air legislative package or the air noise initiative as part of
that overall package.

S. EMERGENCY RAIL ASSISTANCE

[Fiscal year 19801

President's Recommends-
First midsession Current ton, over/

Budget review House under current
In millions of dollars Resolution July 3%, 1979 status House status

Budget authority ----------------- 250 250 --------------- +100
Outlays ------------------------- 40 40 -------------- +100

Commrr RECOMMENDATION

The Committee recommendation assumes that an additional $100
million in budget authority and outlays will be required to maintain
services of fiscally-troubled railroads, such as the bankrupt Milwaukee
Road. The recommendation assumes that minimum Federal assistance
will be provided so that assisted railroads can reorganize and meet
their own expenses from operating revenues.

EXPLANATION OF COMm rrE RECOxMMNDATION

The President proposed a $250 million budget authority and $40
million rail legislative initiative. The President's proposal is in-
tended to replace some existing rail assistance programs and serve
as an aid to railroads during the transition to a deregulated
environment.

Of immediate concern is the issue of Federal assistance to the Mil-
waukee Road, which began bankruptcy proceedings in December of
1978. It is estimated that the proposed emergency rail assistance of
$100 million would include sufficient funds to allow the Milwaukee
Road to continue operations while conducting a major reorganization
of operations.



FUNCTION 450: COMMUNITY AND REGIONAL
DEVELOPMENT

The Committee recommendation provides $8,991 million in budget
authority and $8,289 million in outlays compared to $8,900 million
in budget authority and $8,100 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in an increase of $91 million in budget authority and an in-
crease of $189 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 8.9 8.1
Second Budget Resolution recommendation ---------------------- 9.0 8.3

Difference over/under First Resolution --------------------------. 1 +.2

* House-passed appropriation level for various area development
programs .------------------------------------------ I ()

0 Impact of 1979 supplementals --------------------------------- .2

I Less than $50 million.

SECOND BUDGET RESOLUTION RECOMMENDATION

In millions of dollars authodiy Outlay

Permanent appropriations, offsetting receipts nor requiring current
action, and outlays from prior year budget authority 19 5,734

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House -------------------------- 7,192 2,241

Current House status as of Aug. 2, 1979 -------------------- 7,211 7,975
Budget Committee assumptions on remaining items:

1. Economic development assistance programs ---------------- ,183 +176
2. Disaster assistance programs --------------------------- +597 -138

Second Budget Resolution recommendation ---------------- 8, 991 8,289

Permanent appropriations and outlays from prior year budget
authority total $19 million in budget authority and $5,734 million in
outlays. In addition, the House has passed the HUD-Independent
Agencies appropriation bill and five other appropriation bills totaling
$7,192 million in budget authority and $2,241 million in outlays which
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affect this function. The two items which remain to be considered for
funding by the House are discussed below:

1. ECONOMIC DEVELOPMENT ASSISTANCE PROGRAMS

[Fiscal year 1980]

President's Reco m mends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ----------------- 1,183 1,533 +1,183
Outlays ------------------------- 602 704 426 +176

COMMITTEE RECOMMENDATION

The recommendation includes $1,183 million in budget authority and
$602 million in outlays, an increase in outlays of $176 million over cur-
rent House status, for economic development assistance and certain
other area development programs, the same level of funding assumed
in the First Budget Resolution.

ExPLANATION OF COMMITTEE RECOMMENDATION

The First Budget Resolution included $1,109 million in budget
authority and $533 million in outlays for EDA programs, and $74 mil-
lion in budget authority and $69 million in outlays for Regional Action
Planning Commissions. New authorizing legislation is required to ex-
tend existing programs and to initiate new area and regional develop-
ment activities. The recommendation assumes enactment of additional
authorizing legislation for both programs.

2. DISASTER ASSISTANCE PROGRAMS

[Fiscal year 1980]

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July f2, 1979 status House status

Budget authority- ----------------- 851 255 254 +597
Outlays ------------------------- 1,218 438 1,080 +138

COMMITTEE RECOMMENDATION

The recommendation provides $851 million in budget authority and
$1,218 million in outlays for the Small Business Administration Dis-
aster Loan program and funds appropriated to the President for
disaster relief, increases of $597 million in budget authority and $138
million in outlays over current House status.



EXPLANATtON OF COMMITTEE RECOMMENDATION

The recommendation provides funding for disaster programs at the
levels assumed in the First Budget Resolution. The amounts exceed
the amounts included in the House-passed State-Justice-Commerce
and HUD-Independent Agencies appropriation bills by $597 million
in budget authority and $138 million in outlays. These amounts rep-
resent the CBO estimate of fiscal year 1980 funding requirements
based on actual program experience over the past 3 years. Amounts so
far appropriated reflect continuation of the historical practice of
providing a minimal appropriation at the beginning of the fiscal year
and providing supplemental appropriations as necessary to meet devel-
oping program demands.



FUNCTION 500: EDUCATION, TRAINING, EMPLOYMENT
AND SOCIAL SERVICES

The Committee recommendation provides $31,491 million in budget
authority and $31,471 million in outlays compared to $30,850 million
in budget authority and $30,500 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in increases of $641 million in budget authority and $971 mil-
lion in outlays above the First Budget Resolution.

MAJOR CHANCES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution --------------------------------------- 30.85 30.5
Second Budget Resolution recommendation ---------------------- 31.5 31.5

Difference over/under First Budget Reslotuion -------------- +.65 +1.0

* The recommendation accommodates removing the cap on the
Federal special allowance to permit interest rates on guar-
anteed student loans to float with the 91-day Treasury bill
rate --------------------------------------------------- (1) (1)

* The recommendation reflects higher estimates of outlays than
assumed in the First Budget Resolution -------------------------------- +.5

* The recommendation reflects an anticipated supplemental for a
higher than anticipated title XX Social Services ceiling for
prior year claims under the title XX program ---------------. 2 +. 1

* The recommendation anticipates a supplemental appropriation
to fully fund the Basic Educational Opportunity Grants
Program ---------------------------------------------- +.4 +. I

* The recommendation anticipates a supplemental appropriation
to fund training and employment programs under the Com-
prehensive Employment and Training Act consistent with
the policy assumptions of the First Budget Resolution -------. 4 +. 3

*The recommendation reflects lower appropriations for educa-
tion, training and employment and social services programs
than assumed in the First Budget Resolution -------------- --. 35 ()

I Less than $50 million.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House _--

Current House status as of Aug. 2, 1979
Budget Committee assumptions on remaining items:

I. Funding for education programs_.
2. Funding for training and employment programs
3. Funding for social service programs ..............

Second Budget Resolution recommendation

28,166

29,077 30,229



For this function, permanent appropriations and outlays from
prior-year budget authority total $911 million in budget authority
and $14,905 million in outlays. In addition Congress has agreed to
funding levels in the Labor-HEW Appropriations bill and the House
has passed other bills totalling $28,166 million in budget authority and
$15,324 million in outlays which affect this function. Items which re-
main to be considered for funding by the House are discussed below.

1. LEVEL OF FUNDING FOR EDUCATION PROGRAMS

[Fiscal year 19801

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ----------------- 14,997. 14,611 13,910 1,143
Outlays ------------------------- 13,965 13,434 14,174 249

COMmITTEE RECOMMENDATION

The Committee recommendation for education programs totals
$15,053 million in budget authority and $14,423 million in outlays.

The recommended totals are $1,143 million in budget authority and
$249 million in outlays above current House amounts and will ac-
commodate supplemental funding, consistent with First Budget
Resolution policy assumptions, for the Basic Educational Opportuni-
ty Grants programs (BEOGs) and for the ongoing programs of the
Library of Congress funded in the Legislative Branch Appropriations
bill. Also included is $34 million in new entitlement authority to ac-
commodate legislation revising the Guaranteed Student Loans pro-
gram (GSLP).

EXPLANATION OF COMMITTEE RECOMMENDATION

The First Budget Resolution included the President's estimate of
$2,444 million to accommodate full funding of the Basic Educational
Opportunity Grants (BEOGs) program in accordance with provi-
sions contained in the Middle-Income Student Assistance Act
(MISAA.) At the time, the Committee considered this target to be a
preliminary estimate of the 1980 program requirements pending fur-
ther estimates by the CBO on (1) the 1979 and 1980 rates of student
participation for both the pre- and post-MISAA populations, and
therefore (2) the amount of 1979 funds which would carryover into
1980 to offset new budget authority requirements.

Based on a CBO reanalysis and on recent reestimates of HEW, a
supplemental appropriation for the BEOGs program will be neces-
sary to maintain the full funding policy assumed in the First Budget
Resolution. Estimates of the amount necessary vary, however, from
$266 million assumed by HEW to $967 million assumed by CBO.

The Department of HEW estimates fiscal year 1980 program costs
of $2,541 million for BEOGs and 'CBO estimates costs of $2,837 mil-
lion. Both estimates assume program cost savings due to reduction



in fraud and abuse. The higher CBO costs assume that about 200,000
more students than estimated by HEW will be eligible for BEOGs
awards in both 1979 and 1980. HEW's estimate for lower participa-
tion in 1979 reflects a more sizable amount of carryover funds for use
in 1980 than assumed by CBO. The comparable figures are as follows:

FISCAL YEAR 1980 BUDGET ESTIMATES

[In millions of dollars]

HEW CBO

Fiscal year 1980 Labor-HEW appropriations --------------------- 1,718 1,718
Carryover from 1979 (estimated) ------------------------------- 557 152

Subtotal ------------------------------------------ 2275 1.870
Total program requirements --------------------------------- 2,541 2,837

Supplemental appropriation required- ---------------------- 266 967

The Committee accepts the CBO student participation estimates
and includes budget authority of $967 million and outlays of $100
million to accommodate an anticipated supplemental to fully fund
the BEOGs programs.

In addition, the Committee recommendation includes $34 million
in budget authority and outlays to accommodate the provisions of
P.L. 96-49, which removes the 5 percent per annum interest cap on
the special allowance rate paid to holders of insured or guaranteed
student loans. The 5 percent rate is paid in addition to the 7 percent
rate paid by, or on behalf of, the student borowers. The need to modify
the existing program developed because the 5 percent per annum ceil-
ing was reached in the third quarter of fiscal year 1979. Therefore,
under the limitation provided in current law, fourth quarter pay-
ment rates to lenders would be depressed. P.L. 96-49 would correct
the problem by permitting the special allowance to rise and fall with
the 91-day Treasury bill rate.

The Committee recommendation also includes $142 million in budg-
et authority and $115 million in outlays for the ongoing programs
of the Library of Congress funded in the Legislative B ranch Appro-
priation bill. These amounts are consistent with budget authority and
outlays included in the First Budget Resolution.
2. LEVEL OF FUNDING FOR TRAINING, EMPLOYMENT AND OTHER

LABOR DEPARTMENT PROGRAMS

[Fiscal year 19801

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ----------------- 10.289 11,044 10,166 471
Outlays ------------------- ---- 11,234 11,233 11, 103. 351
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COMMITTEE RECOMMENDATION

The Committee recommendation maintains the policy assumptions
of the First Budoet Resolution to provide 250,000 end-of-year jobs
for the structurally unemployed under title IID of CETA and
200,000 end-of-year jobs in the CETA title VI countercyclical pro-
gram. In addition, the Committee recommendation for training and
employment programs includes the funds provided in the Labor-
HEW conference agreement.

EXPLANATION OF COMMITTEE RECOMMENDATION

The recommended totals include increases of $471 million in
budget authority and $351 million in outlays for training and em-
ployment programs above the current House amounts to accommo-
date anticipated supplementals for CETA titles IID and VI. The
policy assumptions contained in the recommendation are consistent
with the policy assumptions contained in both the First Budget
Resolution and the Labor-HEW conference agreement: CETA-IID
average and year end enrollments of 250,000 and a CETA VI end-
of-year enrollment level of 200,000. While reaffirming the policy
assumptions contained in both the First Budget Resolution and the
Labor-HEW conference agreement, the Committee has found that
the funds contained in the latter bill are insufficient to meet the policy
objectives, and, thus, has assumed additional funding to increase the
amounts necessary to meet these objectives.

In revising the amounts needed for these programs, the Commit-
tee, using data provided by CBO, assumed that (1) the program
costs would increase by almost 5.2 percent over current levels, and
(2) less money would be available in carryover from fiscal year 1979
than assumed in the Labor-HEW conference agreement.

3. LEVEL OF FUNDING FOR SOCIAL SERVICES PROGRAMS

[Fiscal year 1980]

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ------------------ 5,714 5,557 5,014 800
New entitlement authority --------- (756)( ------------ ------- --------- -
Outlays ------------------------- 5,472 5,329 4,964 642

COMMnI'EE RECOMxNDATION

The Committee recommendation maintains the policy assumptions
of the First Budget Resolution. Funding is assumed for the House-
passed bill, H.R. 3434, providing expanded child welfare services and
an increase in the Title XX funding ceiling. The recommendation
anticipates a supplemental appropriation to reimburse States for prior
year social service claims. In addition, funding is assumed for the
domestic programs of ACTION which require reauthorization.
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EXPLANATION OF COMnIrn RECOMMlENDATION

The recommended totals include $574 million in budget authority
and outlays above the current House amounts to accommodate fund-
ing for the expansion of the Title XX Social Services and Title IV-B
Child Welfare Services programs. These amounts are consistent with
both the First Budget Resolution and H.R. 3434, the Social Services
and Child Welfare Amendments of 1979, which passed the House on
August 2. The supplemental appropriation assumed for ACTION,
totaling $84 million in budget authority and $68 million in outlays, is
consistent with both the First Budget Resolution and with H.R. 2859,
Domestic Volunteer Service Act Amendments of 1979, which has been
reported by the House Education and Labor Committee and on which
floor action is pending. The Senate has passed a similar measure.

The administration's midsession review projects a supplemental
request of $142 million for prior year claims under the Social Services
program. The increase is needed because HEW made payments to
States in fiscal year 1979 for the costs of Title XX incurred by the
States in years prior to fiscal year 1979 but not claimed until recently.
The funds required for payment were derived by "borrowing" budget
authority from fiscal year 1980 under authority provided in Appro-
priations Acts and will be replaced through a supplemental
appropriation.

FISCAL YEAR 1980-COMPARISON OF ASSUMPTIONS IN FIRST AND
SECOND BUDGET RESOLUTIONS

[In millions of dollars)

Differences

President's First Second Second Second
midsession Budget Budget Resolution Resolution

review Resolution Resolution to First to President

Education:
Budget authority ---------- 14,611 14.997 15,052 +55 +411
Outlays ----------------- 13.434 13,965 14,423 +458 +989

Training and employment:
Budget authority ---------- 11.044 10. 289 10. 637 +348 -407
Outlays ----------------- 11,233 11,234 11,454 +220 +221

Social services:
Budget authority ---------- 5,557 5,714 5,814 +100 +257
Outlays -------------------5,329 5,472 5,606 +134 +277

Proposed legislation (H.R. 3434)
Budget authority ---------- (434) (534) (574) (-40) (+140)
Outlays ------------------ (434) (534) (574) (+40) (+140)

Across-the-board reduction
(Fisher amendment):

Budget authority --------------------- -138 ------------ +138
Outlays ---------------------------- 159 ------------- +159

Offsetting receipts:
Budget authority --------- - 12 -12 -12 0 0
Outlays ------------------ -12 -12 -12 0 0

Total:
Budget authority --------- 31,200 30 850 31,491 +641 +291
Outlays ----------------- 29,986 30,500 31.471 +971 +1,485

48-069 0 - 79 - 8



FUNCTION 550: HEALTH

The Committee recommendation provides $58,767 million in budget
authority and $54,715 million in outlays compared to $58,100 million
in budget authority and $53,600 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in increases of $667 million in budget authority and $1,115
million in outlays above the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution --------------------------------------- 58.1 53.6
Second Budget Resolution recommendation ---------------------- 58.8 54.7

Difference over/under First Resolution --------------------- +. 7 +1. 1

0 Hospital cost containment and other reforms in medicare --------. I +. 7
The budget authority reduction reflects the higher estimate

of unemployment which will lower tax receipts into the
Hospital Insurance Trust Fund. The outlay change
results from the increased cost of physician and hospital
services, decreased estimates of savings from mandatory
hospital cost containment, revised estimates of savings
due to late enactment or nonenactment of other reforms
assumed in the First Budget Resolution. The increases
are partially offset by additional savings resulting from
changes recommended by the Senate Finance Committee,
but which were not assumed in the First Budget Resolu-
tion.

O Cost savings and benefit improvements in medicare -----------. I -. 3
The decrease results from lower estimates of first-year cost

of the Child Health Assurance program (CHAP). Ad-
ditional outlay savings are projected as a result of en-
actment of cost savings measures, including a one-time
outlay reduction resulting from a change in the method
of making medicaid payments to States, approved by the
Senate Finance Committee.

O Discretionary health programs-appropriation action ------------------------ +. 2
The increase in budget authority reflects congressional

action on health appropriations. The major portion of
the outlay increases results from reestimates.

* Anticipated supplemental for medicaid ---------------------- +. 9 +. 5
The change reflects the higher cost of services due to medi-

cal price inflation and increased utilization by aged and
disabled persons. The budget authority increase also in-
corporates the effect of replacing funds "borrowed" from
fiscal year 1980 to meet fiscal year 1979 requirements
resulting from higher utilization, medical prices and
the Michel amendment.
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[In millions of dollars]

|st Budget Resolution 2d budget resolution Difference

Budget " Budget Budget
Programs authority Outlays authority Outlays authority Outlays

Medicare-current law ---------------------------------------- 35,745
Administrative savings
Proposed legislation:

Hospital cost containment.
Other savings
Benefit improvements

Subtotal (medicare)

Medicaid- current law.
Administrative savings-
Proposed legislation:

Hospital cost containment-
O th er savin gs ----------------------------------------------
Child health assessment programs (CHAP)-
Other benefit improvement ----------------------------------

Subtotal (m edicaid) --------------------------------------

35,745 32,046 35,618 32,792 -127 +746

13,459
-664

-100
-138
+225
+87

13,459
-907

-100
-138
+225
+87

12,626

D iscretionary health program s ---------------------------------------------------------------------------------------
Authorized under current law --------------------------------------------------------------- 8,821
Requiring reauthorization legislation and supplemental appropriations ---------------------------- +750

Subtotal (discretionary health program)
Offsetting receipts -------------------------------------------------

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

+870 +531

8,750
+365

9,115 +71 +173
- 14 ---------- ------------------

53,600

35,618
--------------

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

33,842
-386

-1,300
-266
+156

-127
--------------

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

34,012
-273

-540
-578
+171

58,767 54,71558,1I00 +1,115
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SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlay .

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority ------------ 35,604 39, 775

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House -------------------------- 21,438 15,089

Current House status as of Aug. 2. 1979 ------------------- 57,042 54, 864
Budget Committee assumptions on remaining items:

1. Hospital cost containment and other reforms in medicare ----------------- -- 962
2. Cost savings and benefit improvements in medicaid -------- -73 -261
3. Supplementals for unauthorized discretionary health

programs ----------------------------------------- 757 365
4. Medicaid supplemental -------------------------------- 1.048 709

Second Budget Resolution recommendation ---------------- 58, 767 54,715

Permanent appropriations, offsetting receipts that do not require
current action, and prior-year outlays for Function 550 total $35,604
million in budget authority and $39,775 million in outlays. In addi-
tion, the House has passed appropriations, including the Labor-HEW
bill, which provide budget authority of $21,438 million and outlays
totaling $15,089 million for this function. This includes $10 million
in fiscal year 1980 outlays that result from actions the Congress has
taken on fiscal year 1979 rescission and supplemental requests. The
items which remain to be considered for funding are discussed below.

1. HOSPITAL COST CONTAINMENT AND OTHER REFORMS IN MEDICARE

[Fiscal year 19801

Recommenda-
First President's Current tion, over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority ----------------------------- I ----------------------
Outlays -------------------------- 1,410 -1,222 15 -962

COMMITTEE RECOMENDATION

The recommendation assumes savings of $962 million in outlays
as a result of legislative changes, including hospital cost containment
and other reforms. The savings projected are lower than were esti-
mated in the First Budget Resolution. The reduction results from
revised estimates of savings from hospital cost containment and
later implementation dates for other reforms. The reductions in sav-
ings are partially offset by additional benefit expansions that are
being considered by the Congress and that were not included in the
First Budget Resolution.
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EXPLANATION OF COMMITTEE RECOMMENDATION

The Voluntary Effort (VE) by the hospital industry has had
some effect in moderating the rate of increase in hospital costs. The
savings resulting from the effort are reflected in the medicare (and
medicaid) current law estimates. However, based on CBO analysis,
it appears that the VE target for 1979 will not be fully achieved.
Therefore, the recommendation continues the assumption from the
First Budget Resolution that mandatory cost controls for hospitals
will be enacted. However, based on revised estimates from the admin-
istration, the recommendation assumes savings of $540 million corn-
pared to $1.3 billion which was projected in the First Budget Resolu-
tion. The decreased savings are based on the fact that the allowable
ceiling for hospital increases will have to be raised as a result of
higher inflation than previously anticipated. Many of the other sav-
ings reforms included in the First Budget Resolution wiUl take effect
later in the year than previously assumed or will not be enacted.
Other changes have been approved by the Senate Finance Committee
since the First Budget Resolution was passed and the recommenda-
tion assumes that an additional amount of savings equal to those
reported by the Finance Committee in H.R. 934 will be achieved.
This bill, will revise Medicare reimbursements for routine nursing
services and skilled nursing home care provided in hospitals; make
medicare coverage secondary to accident policy coverage when elderly
persons are involved in accidents; and require additional reviews by
Professional Standards Review Organizations (PSRO) for preop-
erative hospital lengths of stay and testing.

The recommendation on benefits improvements is the same as the
First Budget Resolution. Included are expanded benefits for disabled
persons to encourage them to work when they are able to do so with-
out losing needed health care coverage. Home health care benefits
also are assumed to be expanded.

In addition, it is estimated that the administrative improvements,
including revisions in reimbursements for malpractice coverage, will
result in fiscal year 1980 savings of $273 million. This is a reduction
from the projection of $386 million made in the First Budget
Resolution.

2. COST SAVINGS AND BENEFIT IMPROVEMENTS IN MEDICAID

[Fiscal year 19801

Recommends-
First President's Current tion, over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority ----------------- 74 -,19 -73
(New entitlement authority) -.- (74) (-19) ( ------- ) (-73)

Outlays -------------------------- 74 -19 ---------------- 261
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COMMITTEE RECOMMENDATION

The recommendation assumes that changes to the medicaid program
will be enacted which will result in a net savings of $73 million in
budget authority and $261 million in outlays. This increase over the
First Budget Resolution results primarily from legislative savings
that have been approved by the Senate Finance Committee and from
a lower fiscal year 1980 implementation cost for the Child Health
Assurance program (CHAP).

EXPLANATION OF COMMITTEE RECOMMENDATION

Consistent with the revised estimates by the administration, the sav-
ings from hospital cost containment legislation have been lowered to
$80 million from the earlier estimate of $100 million. This is due to
higher than previously expected inflation which will result in hospitals
being allowed additional revenue increases to cover mandatory costs.

The recommendation continues to assume that CHAP and expanded
services to pregnant women will be implemented during the last
quarter of fiscal year 1980. However, based on the legislation developed
by the Interstate and Foreign Commerce Committee, a lower first-year
cost is projected by CBO than was assumed in the First Budget
Resolution.

The Department of Health, Education, and Welfare is expected to
comply with the congressional directive to reduce fraud, abuse and
error in medicaid and other programs. Therefore, the recommenda-
tion continues the First Budget Resolution assumption regarding sav-
ings to be achieved through administrative actions.

The recommendation also assumes additional savings compared to
the First Budget Resolution for legislative reforms other than manda-
tory hospital cost containment. This increase is based on the expected
enactment of more extensive program reforms ordered reported by the
Senate Finance Committee in H.R. 934. This bill will revise medicaid
reimbursement for routine nursing care, skilled nursing home services
provided in hopsitals, and outpatient care. Additional PSRO reviews
will be required for preoperative hospital stays and tests. In addition,
the bill includes a provision to change the Medicaid procedures for
making payments to States.

3. DISCRETIONARY HEALTH PROGRAMS-ANTICIPATED
SUPPLEMENTALS

Recommend&-
First President's Current tion. over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority ----------------- 803 810 --------------- 750
(New entitlement authority) ----- G_ - )  (7) (---) ( -)

Outlays ------------------------- 375 382---------------- 36

CoMMrrrEE RECOMMENDATION

The recommendation for discretionary health programs includes
$750 million in budget authority and $365 million in outlays for sup-
plemental appropriations primarily for programs which the Appro-
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priations 'Committees have not considered because they lack legisla-
tive authorization.

EXPLANATION OF COMMiTIEE RECOMMENDATION

The recommendation provides $750 million in budget authority and
$365 million in outlays to continue the nurse training, health plan-
ning, alcoholism, drug abuse, mental health, emergency medical serv-
ices, influenza immunizations, health education, and the National
Health Service Corps programs whose authorizations either expired
at the end of fiscal year 1979 or are less than the requested amounts.
The recommendation assumes the authorizing legislation will be en-
acted and that funds will be appropriated to continue the programs.

4. ANTICIPATED SUPPLEMENTAL FOR MEDICAID

Recommend.-
First President's Current tion, over

Budget midessaon House under current
In millions of dollars Resolution review status House status

Budget authority----------------980----------, 048
Outlays---------------------------------.......602-- - - - -- - - - - 709

COM IITTEE RECOMMTNDATION

The recommendation includes $1,048 million in budget authorityand $709 million in outlays to meet higher utilization demand and cost
requirements in the medicaid programs.

EXPLANATION Or COEME E RECOMMENDATIONS

Estimates by the Congressional Budget Office indicate that utiliza-
tion of services, particularly by elderly or disabled persons, is higherthan had been projected. In addition, inflationary increases above
those previously assumed have resulted in higher service costs. The
recommendation assumes that these additional 1980 requirements,
totaling $709 million in budget authority and outlays, will be pro-

vided in a supplemental.The recommendation also assumes that an additional $339 million
in budget authority required to fully meet State entitlements in 1979
and "borrowed" from the fiscal year 1980 appropriation will be re-
placed through a supplemental appropriation in fiscal year 1980.These funds include $66 million in budget authority required to com-
ply with the Michel amendment.



FUNCTION 600: INCOME SECURITY

The Committee recommendation provides $217,658 million in budget
authority and $188,795 million in outlays compared to $214,800 million
in budget authority and $183,300 million in outlays in the First Budget
Resolution for Fiscal Year 1980. This recommendation results m an
increase of $2,858 million in budget authority and $5,495 million in out-
lays above the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 214.8 183.3
Second Budget Resolution recommendation ---------------------- 217.7 18&. 8

Difference over/under First Resolution -------------------- +2.9 +5.5

*Economic assumptions ......
Higher projected unemployment and inflation rates in-

crease costs in the Social Security, Unemployment
Compensation, Food Stamp, and Civil Service Retire-
ment programs.

0 Other reestimates ...............
The increase reflects a higher than anticipated caseload in

the Black Lung program and a revision in the method-
ology for estimating receipts into the civil service retire-
ment trust fund.

*Refugee assistance-
The increase reflects the impact of the Presidential commit-

ment to double the number of monthly admissions.
O Legislative savings ----------------------------------------

Lower legislative savings are projected because of revised
savings estimates and later implementation dates.

*Subsidized housing .......................................
House action on appropriations for subsidized housing

increases budget authority requirements.
S Michel amendment ......

The failure to achieve the savings assumed in the Michel
amendment to the Labor-HEW fiscal year 1979 appro-
priations necessitates a draw-down of fiscal year 1980
funds.

O Fuel Assistance ................
The conference agreement on the Labor-HEW Appropria-

tions for fiscal year 1980 increases funding for the crisis
intervention program which provides assistance to low-
income persons in meeting higher heating costs.

* Civil Service Retirement system ---------------------
The President's proposed 7 percent pay raise changes

receipts and budget authority to the civil service retire-
ment system.

+.2 --------------
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SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlay

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority ------------- 161,842 157, 863

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House ------------------------------ 52, 739 28,430

Current House status as of Aug. 2, 1979 ------------------- 214,581 186,293
Budget Committee assumptions on remaining items:

I. Legislative savings -561 -658
2. Refugee assistance ------------------------------------- 454 264
3. Lifting of ceiling on appropriations for food stamps 2,026 1,925
4. Funding for entitlement legislation assumed in First Budget

Resolution ---------------------------------------- 326 326
5. Supplementals for mandatory programs ------------------- 832 645

Second Budget Resolution recommendation ---------------- 217,658 188, 795

1. LEGISLATIVE SAVINGS

Recommend,-
First President's Current tion. over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority- ----------------- -954 -931 -50 -581
(New entitlement authority)__-- (-921) (-931) (___) (-708)

Outlays ------------------------ -1,135 -1,317 -67 -658

COMMITrrEE RECOMMENDATION

The Committee recommendation assumes savings of $611 million
in budget authority and $725 million in outlays from legislation de-
signed to reform existing programs. These savings reflect the follow-
ing assumptions:

* Outlay savings of $97 million are assumed from the phase-in of
annual cost-of-living increases for retired Federal employees.

* Savings of $250 million in budget authority and outlays are as-
sumed for food stamps, which is $98 million higher than the ad-
ministration's proposed savings that were assumed in the First
Budget Resolution.

* Savings of $215 million in budget authority and outlays are as-
sumed in child nutrition programs, including the $50 million re-
duction in funding for the Special Supplemental Food (WIC)
program. The reduction was included in the Agriculture Appro-
priations bill (H.R. 4387), but unless subsequent legislation to
reduce the entitlement level is enacted-, a supplemental appro-
priation will be required. The lower estimate for savings reflects
possible changes in specific proposals or later implementation
dates.



* Savings of $146 million in budget authority and outlays are as-
sumed in cash assistance programs, which is half the target sav-
ings in the First Budget Resolution. The lower estimate for sav-
ings reflects a later enactment date and potential delays in sub-
sequent implementation of the savings included in the welfare
reform bill approved by the Public Assistance Subcommittee.

* Outlay savings of $17 million in the Social Security Disability
Insurance Trust Fund are assumed from the Social Security Dis-
ability Amendments of 1979 (H.R. 3236) which passed the House
on September 6, 1969.

EXPLANATION OF COmMIrrEE RECOMMENDATION

Civil Service Retirement
There has been no committee action to date on the legislative sav-

ings proposal to provide annual cost-of-living increases for retired
Federal employees on the same basis as are provided to social security
recipients. Under current law, retired Federal employees receive two
increases a year. CBO has revised the savings estimate to $97 million
in outlays in fiscal year 1980 for retired Federal civilian employees.
(Savings of $103 million for retired military personnel is included
in the Defense function.) The fiscal year 1980 savings would be
achieved by making the increase scheduled for the spring of 1980 ef-
fective in June 1980; thus placing Federal retirement programs on the
social security schedule for annual cost-of-living increases.
Food Stamps

The First Budget Resolution assumed $152 million in legislative
savings proposed by the President for State quality control and fis-
cal sanctions and benefit determinations based on past rather than
anticipated income (retrospective accounting). The administration's
proposals are included in the bill to remove the ceiling on appropria-
tions for fiscal year 1980 (H.R. 4318), which has not yet been re-
ported out of subcommittee. In its report on a bill (H.R.4303) which
repealed certain provisions of the 1977 Food Stamp Amendments as
they pertained to the elderly, the Agriculture Committee committed
itself to consider legislative savings proposals, including the admin-
istration's. The recommendation assumes that higher savings than the
administration's proposals could be achieved through increased ad-
ministrative reforms. As a result, the savings target is increased to
$250 million in budget authority and outlays.
Child Nutrition

The First Budget Resolution assumed legislative savings of $509
million in budget authority and outlays from the following:

* A reduction of $.U a meal in the current $.32 per meal subsidy
for nonneedy children (defined as income above $13,940 for a
family of four). This would achieve savings in fiscal year 1980
of $304 million in the School Lunch program.

* Elimination of the Special Milk program in institutions with
other federally subsidized food programs. Fiscal year 1980 sav-
ings would be $118 million.

* Elimination of private sponsors in the Summer Feeding pro-
gram. Fiscal year 1980 savings would be $37 million.



* A reduction of $50 million in the entitlement level for the Special
Supplemental Food (WIC) program as agreed to last year by
the Chairmen of the Senate Agriculture Committee and the
House Education and Labor Committee when WIC was con-
verted from an authorization to an entitlement program.

The savings proposals in the First Budget Resolution were the
same as the President's budget except that his budget would reduce
the subsidy for nonneedy children by only $0.05 and would reduce
eligibility of certain needy children to receive free and reduced price
meals. The total savings, however, would be similar.

The House-passed Agriculture appropriation bill (H.R. 4387) in-
cludes the $50 million reduction in WIC and a Senate-passed bill
(S. 292) changes the WIC entitlement level and achieves the pro-
posed legislative savings in the Summer Feeding program.

Because the 1979-80 school year has already begun, achievement
of full year savings from the proposed changes to the School Lunch
and Special Milk program are not likely. As a result, the Committee
recommendation assumes savings of $215 million in budget authority
and outlays to reflect less than full year implementation as well as
possible modifications to the legislative savings assumptions which
were included in the First Budget Resolution.
Cash Assistance

The Public Assistance Subcommittee on July 17, 1979, completed
markup of, the administration's welfare reform bill which contains
most of the legislative savings proposals assumed in the First Budget
Resolution. As a result of the subcommittee's action, CBO estimates
the 6-month impact of the legislative savings items which would be
effective in fiscal year 1980 to be $172 million in budget authority
and outlays. The Committee recommendation assumes that final legis-
lative action and subsequent implementation would make achieve-
ment of full 6 months savings unlikely and therefore includes savings
of $1046 million in budget authority and outlays, which is half of the
target savings in the First Budget Resolution.
Social Security Disability

The House on September 6, 1979 approved a bill (H.R. 3936)
which reduces Disability Insurance trust fund outlays in fiscal year
1980 by $17 million. The initial savings is less than assumed in the
First Budget Resolution because of a reestimate of the initial ad-
ministrative costs associated with the bill. The total annual savings
from this bill in fiscal year 1984 will be $1.1 billion. Because no
appropriation action would be required, the fiscal year 1980 budget
impact of this bill is included in current House status. The SSI,
AFDC, and Food Stamp program costs would be increased by $23
million in fiscal year 1980 as a result of enactment of H.R. 3236. (See
Committee recommendation No. 4 below.)

2. REFUGEE ASSISTANCE

Recommenda-
First President's Current tion, over/

Budget mideession House under current
In millions of dollars Resolution review status House status

Budget authority ----------------- 242 225 76 454
Outlays ------------------------- 292 269 138 264



COMMITrEE RECOMMENDAnON

The Committee recommendation includes $530 million in budget
authority and $402 million in outlays, which should accommodate the
extension of Indochinese refugee assistance and the higher admission
rate proposed by the President. The Committee recommendation as-
sumes the admission of 168,000 Indochinese refugees and 45,000
refugees from the Soviet Union and other countries.

EXPLANATION OF RECOMMENDATION

The First Budget Resolution included $242 million in budget author-
ity and $292 million in outlays for reimbursement to States for assist-
ance provided to refugees from the Soviet Union, Cuba, and Southeast
Asia to cover the costs of caring for about 124,000 refugees in fiscal
year 1980. Because the authorization for Indochinese refugee assistance
expires on September 30, 1979, and has not yet been renewed, the House
Labor-HEW appropriation includes $76 million in -budget authority,
the estimated requirement for assistance to Cuban and Soviet refugees
only. Extension of the Indochinese refugee assistance authorization
is included in H.R. 2816, which was reported from the House Judiciary
Subcommittee on Immigration, Refugees, and International Law on
August 2, 1979. The cost of this bill in fiscal year 1980 will be $444
million in budget authority and $256 million in outlays, assuming a

-total annual admission of 168,000 refugees. This level implements the
President's commitment at the Tokyo summit conference to increase
the monthly admission of refugees from 7,000 to 14,000. The recom-
mendation includes the cost of this bill as well as estimated higher
requirements under current authorizations of $10 million in budget
authority and $8 million in outlays, primarily for Soviet refugees.
Other spending recommendations for refugee assistance are discussed
in the International Affairs section of the Committee report.

3. LIFTING OF CEILING ON APPROPRIATIONS FOR THE FOOD STAMP
PROGRAM

Reeommenda
First President's Current tion, over/

Budget midsession House under current
in millions of dollars Resolution review status House status

Budget authority ----------------- 7,332 8,612 6,189 2,026
Outlays ------------------------ 7,263 8,556 6,263 1,925

COMMITTEE RECOMMENDATION

The Committee recommendation assumes budget authority of $8,215
million and outlays of $8,188 for the Food Stamp program, which is an
increase of $2,026 million in budget authority and $1,925 million in out-
lays over the current House status and the appropriations ceiling,
which was imposed by the Food Stamp Amendments of 1977.
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EXPLANATION OF COMMITTEE RECOMMENDATION

The First Budget Resolution assumed that the ceiling on appropria-
tions for the Food Stamp program would be lifted for both fiscal years
1979 and 1980. The First Budget Resolution assumed that the cost to
raise the ceiling would be $1,294 million in budget authority and $1,193
million in outlays. Because of the projected increases in food costs, the
current estimate is $714 million in budget authority and outlays higher
than the estimate in the First Budget Resolution.

The administration has transmitted legislation (H.R. 4318) which
would remove the ceiling for fiscal year 1980. This legislation is also the
vehicle for the administration's proposed legislative savings, whlch are
assumed in the Committee recommendation. (See Committee rtom-
mendation No. 1 above.) The House Agriculture Committee has not
yet held hearings on the administration's bill.

The House has passed H.R. 4303 which will increase program costs
in fiscal year 1980 by $41 million in budget authority and outlays. This
bill would effectively repeal several provisions of the Food Stamp
Amendments of 1977 as they apply to the elderly and disabled by per-
mitting households containing a person age 60 or older or a receipient
of Supplemental Security Income (SSI) benefits to deduct medical
expenses which exceed $35 a month, as well as shelter costs in excess of
50 percent of net income. This provision was included in P.L. 96-58,
the Food Stamp Act amendment of 1979 signed by the President on
August 14, 1979. This increase in cost in partially offset by savings of
$22.5 million from Senate provisions to tighten administrative controls
whioh were also included in P.L. 96-58.

The Committee recommendation assumes an increase of $2,026 mil-
lion in budget authority and $1.925 million in outlays over the current
House status, which is attributable to the following:

[In millions of dollars

Budget
authority Outlays

* Assumption in First Budget Resolution that ceiling on appropria.
tions would be lifted ------------------------------------- 1,294 1.193

0 Impact of revised economic assumptions ----------------------- 714 714
* Impact of Food Stamp Act Amendment of 1979 (Public Law

96-58) ------------------------------------------------- 18 18

Total -------------------------------------------- 2,026 1,925

4. FUNDING FOR ENTITLEMENT LEGISLATION ASSUMED IN FIRST
BUDGET RESOLUTION

Recommend&-
First President's Current tion. over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budget authority ------------------ 382 48 --------------- 326
(New Entitlement Authority) __ (382) (48) ( ------ ) (56)

Outlays ------------------------- 382 48 --------------- 326
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COMMITTEE RECOMMENDATION

The Committee recommendation includes an allowance of $326 mil-
lion in budget authority and outlays to finance entitlement legisla-
tion assumed in the First Budget Resolution, including the $270 mil-
lion for legislation which has already been reported or has passed the
House and half of the cost of Ways and Means legislation which has
yet to be reported. This recommendation parallels the recommended
downward adjustment in target legislative savings for programs under
the jurisdiction of the Committee on Ways and Means. (See Commit-
tee recommendation Number 1 above.)

EXPLANATION OF COMMITTEE RECOMMENDATION

The following table indicates the projected cost of bills which have
passed the House.

BILL AND STATUS

[In millions of dollars]
Budget

authority
outlays

Passed House:
Trade adjustment assistance (H.R. 1543) ---------------------------------- 177
SSI disability amendments (H.R. 3464) ------------------------------------- 7
Disability insurance amendments (H.R. 3236): Impact on SSI, AFDC, and food

stamp programs (trust fund impact of -$17,000,000 in outlays is included in
current House status) ------------------------------------------------- 23

Sodal Services and Child Welfare Amendments of 1979 (H.R. 3434): Includes
legislative savings of -$1,000,000 --------------------------------------- 63

Total ------------------------------------------------------- 270

In its allocation of the First Budget Resolution, the Committee on
Ways and Means indicates its intention to report the following:

[in millions of dollars Newo entitle-
ment

authority

0 Continue child support enforcement assistance to persons not receiving AFDC..-.- 19
* Continuation of services program for disabled children receiving supplemental

security income (SSI) benefits and other change to SSI recommended by the
Committee on Ways and Means ------------------------------------------ 93

Total ---------------------------------------------------------------- 112

The child support enforcement provision is included in the welfare
reform bill (H.R. 4904) approvedby the Public Assistance Subcom-
mittee. That bill also includes SSI provisions which are estimated by
CBO to cost $49 million in fiscal year 1980. The Committee recommen-
dation assumes implementation delays similar to what is assumed for
the legislative savings in cash assistance.
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5. SUPPLEMENTALS FOR MANDATORY PROGRAMS

Recommenda-
First President's Current tion, over/

Budget midsession House under current
In millions of dollars Resolution review status House status

Budge authority ------------------------------- 475 --------------- 832
Outlay --------------------------------------- 475 --------------- 645

COmmITTEE RECOMMENDATION

The Committee recommendation assumes
ments of $832 million in budget authority and
which are estimated to be needed above the
appropriations bills.

supplemental require-
$645 million in outlays
levels in House-passed

EXPLANATION OF Commn'rEE RECOMMENDATION

Supplemental appropriations are anticipated from the following
requirements, none of which reflects a change in current law.

ANTICIPATED SUPPLEMENTAL

[In millions of dollars]

Budget
authority Outlay

Black lung disability trust fund -------------------------------- 463 46 '
Impact of draw-down of fiscal year 1980 appropriation from Michel

amendment to fiscal year 1979 appropriations ------------------- 66 ------------
Child nutrition programs ------------------------------------- 84 -----------
Public assistance (AFDC) ------------------------------------ 219 101
Pay supplemental for Federal employees whose pay is financed from

social insurance trust funds ------------------------------------------------ 81

T o ta l ... .... .... .... .... ... .. .... .. ... ... .. .. .. .. ....

These estimates do not differ substantially from the estimates in the
First Budget Resolution with exception of the following:

* The increase for Black Lung Disability Trust Fund has occurred
because of substantially higher than anticipated approval of
claims resulting from the Black Lung Amendments of 1977.

* An increase of $66 million in budget authority for Public As-
sistance reflects the projected draw-down of fiscal year 1980
appropriations to cover the shortfall resulting from the Michel
Amendment to the fiscal year 1979 Labor-HEW appropriations.

* The supplementals for child nutrition, public assistance and pay
reflect funding requirements assumed, in the First Budget
Resolution.



FUNCTION 600: INCOME SECURITY-FISCAL YEAR 1980

[In millions of dollars]

Fiscal year 1980
President's Fiscal year 1980 Fiscal year 1980

Fiscal year 1980 budget revised House current committee
First Resolution mid-year update status recommendation

Budget Budget Budget Budget
authority Outlays authority Outlays authority Outlays authority Outlays

General retirement/disability:
Social security ------------------------------------ 116,015 .116,877 116,342 117,414 115,368 118,519 115,368 118,615

Proposed legislation ---------------------------------- -62 2 -386 --------------------------------- -- -17
Railrod retirement ---------------------------- 4,189 4,616 4,316 4,622 4,161 4,656 4,161 4,657

Proposed legislation ------------------------------------------- 211 -65
Speical benefits to disabled coal miners --------------- 1,426 1,320 1,934 1,933 1,473 1,481 1,935 1,943
Other -------------------------------------------- 9 1! 8 8 II II II 11

Subtotal: 601 ----------------------------------- (121,640) (122,762) (122,813) (123,525) (121,013) (124,667) (121,475) (125,209)

Federal employee retirement ---------------------------- 23,264 14,178 23,159 14,438 23,645 14,530 23,645 14,531
Proposed legislation ----------------- 13 -110 14 24 ---------------------------- -97
House passed legislation-------------------------------------------------------------- 23 12 23 12

Subtotal: 602 ----------------------------- (23,277) (14,068) (23,172) (14,461) (23,668) (14,542) (23,668) (14,446)

Unemployment insurance -------------------------- 15,565 13,979 16,160 14,160 15,882 15,279 15,881 15,279
Proposed legislation ----------------------------- 177 177 ------------------------ -1 ------------ 176 177

Subotal: 603 ------------------------------------ (15,742) (14,156) (16,160) (14,160) (15,881) (15,279) (16,058) (15,456)



Public assistance and other:
Cash assistance:

SSI ----------------------------------- 6,323 6,267 6,396 6,270 6,323 6,267
AFDC ----------------------------------- 7,298 7,180 7,080 6,961 7,072 7,079
Leg: Initiatives ------------------------------- 158 158 48 48
Leg: Impact from social security
Leg: Savings----------------------------- -293 -293 -273 -273

Subtotal: Cash assistance ---------------------
Housing assistance

Food stamps
Leg: Removal of cap ---------------------------
Leg: Savings

Subtotal: Food stamps-

School lunch: child nutrition -----------------------
Proposed legislation ----------------------------

Refugee assistance ..............
Proposed legislation ......

Proposed energy legislation --------------------
Earned income tax credit ......
O th er ---- -- -- --- --- -- --- --- ---- -- -- --- -- -- --- ---- -

(13,486)
26, 794

(13,312)
5,339

(13,251)
27,475

(13,006)
5,324

(13,395)
27,479

(13,346)
5,334

6,262 6,189 6,262
2 ,446 ------------------------
- 152 ------------------------

(7,332)

4, 683
-509

76
166

1,874
240

(7,262)

4,533
-509

126
166

1,874
240

(8.612)

4, 688
-380

225

1,600
1,547
240

(8,556) (6,189) (6,262)

4, 383 4,560 4, 403
- 380 ------------------------
269 76 138

1,600 ------------------------
1,547 1,874 1,874
219 446 448

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

Grand total--------------------------------

(54, 142) (32,343) (57,257) (34,524) (54,019) (31,805) (56,458) (33,683)

214,801 183,329 219,402 186,670 214,581 186,293 217, 658 188,795

I Included in energy function 270.

(13,683)
27,479

(13,450)
5,334

(7,965)

4,694
-215

76
454

(1,600)
1,874

448

(7,938)

4,453
-215

138
264

1(1,600)
1, 874

447



FUNCTION 700: VETERANS BENEFITS AND SERVICES

The Committee recommendation provides $21,607 million in budget
authority and $20,851 million in outlays compared to $21,200 million
in budget authority and $20,600 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in increases in $407 million in budget authority and $251
million in outlays above the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

In billions of dollar. authority Outlays

First Budget Resolution ------------------------------------- 21.2 20.6
Second Budget Resolution recommendation ---------------------- 21.6 20.85

Difference over/under First Resolution --------------------- ±. 4 +. 25

* A higher-cost-of-living increase in veterans and survivors com-
pensation than assumed in the First Budget Resolution is
expected ------------------------------------------- +.2 +.15

* The recommendation reflects lower readjustment benefit cbsts --------------------.
* Savings from legislative reform proposals are reduced due to

later implementation date and Senate action ----------------. 2 +. 2
* The recommendation reflects House-passed HUD-Independent

Agencies appropriations --------------------------------- . I (9

Less than $50 million

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget

In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority ------------- 548 1,841

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House -------------------------- 20,365 18,377

Current House status as of Aug. 2, 1979 ------------------- 20,913 20,217
Budget Committee assumptions on remaining items:

I. Supplemental to fund new entitlements ------------------- 786 726
2. Savings from legislative reform of veterans benefits .........- 92 -92

Second Budget Resolution recommendation ---------------- 21,607 20,851

For this function permanent appropriations, offsetting receipts, and
outlays from prior year budget authority total $548 million in budget
authority and $1,841 million in outlays. In addition, the House has
passed the HUD and Independent Agencies and the Labor-HEW
appropriations bills containing $20,365 million in budget authority
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and $18,377 million in outlays for this function. The two items which
remain to be considered by the House are discussed below:

1. SUPPLEMENTAL TO FUND NEW ENTITLEMENTS

[Fiscal year 19801

President's Recommend&-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12. 1979 status House status

Budget authority ----------------- 629 600 --------------- 786
(New entitlement authority) ..... (629) (600) ( ------- ) (41)

Outlays ------------------------- 583 553 -------------- 726

COMMITTEE RECOMMENDATION

The Committee recommends $786 million in budget authority and
$726 million in outlays for supplemental appropriations to fund new
veterans entitlement initiatives.

EXPLANATION OF CoMMITTEE RECOMMENDATION

The recommendation accommodates a 10.9 percent cost-of-living
increase in compensation payments for service-disabled veterans and
their survivors. The Second Budget Resolution includes $168 million
more for the compensation cost-of-living increase than provided in the
House-passed legislation (H.R. 2282) and the First Budget Resolu-
tion due to higher current projections of the change in the Consumer
Price Index. This recommendation reflects the Committee's concern
that the Nation's veterans, especially those with service-connected dis-
abilities, not be adversely affected by the high inflation rate. In addi-
tion, the recommendation provides $41 million in budget authority and
outlays to fund vocational rehabilitation amendments and other minor
initiatives anticipated by the Veterans' Affairs Committee.

2. SAVINGS FROM MEDICAL BENEFIT REFORMS

[Fiscal year 1980]

President's Recommend&-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ------------------ 262 -152 -------------- -- 92
Outlays --------------------- -262 -152 --------------- -92

COMMITTEE RECOMMENDATION

The Committee recommends that the Second Budget Resolution as-
sume $92 million in savings from legislative reform of certain veterans
programs.



EXPLANATION OF COMMITrEE RECOMMENDATION

The recommendation assumes $57 million in savings resulting
from legislation requiring reimbursement from insurance carriers, em-
ployers, and other non-Federal sources for the cost of medical care
and treatment of insured veterans with non-service-connected condi-
tions. The savings from this proposal have been reduced from $165
million assumed in the First Budget Resolution to $57 million based
on a July, 1980 effective date.

The recommendation also includes $35 million in savings from lim-
itations on the eligibility of veterans without service-connected dis-
abilities for dental treatment, travel reimbursement and over-the-
counter outpatient drugs and supplies. The First Budget Resolution
assumed $97 million in savings from the elimination of certain of these
benefits. However, the Second Budget Resolution savings assump-
tions are based on Senate-passed legislation, S. 1039, which contains
provisions which restrict rather than eliminate these benefits.



FUNCTION 700; VETERANS BENEFITS AND SERVICES

COMPARISON OF ASSUMPTIONS IN FIRST AND SECOND BUDGET RESOLUTIONS, FISCAL YEAR 1980

[In millions of dollars]

President's Second Resolution Second Resolution
midsession First Budget Second Budget (+) Over. (-) Under (+) over, (-) under

review Resolution Resolution First Resolutioh midgession review

Budget Budget Budget Budget Budget
authority Outlays authority Outlays authority Outlays authority Outlays authority Outlays

Income security:
Compensation and pensions ------------------- 11,202 11,259

Proposed legislation: Compensation COLA ----- 602 552
Other proposed legislation ....

Insurance --------------------------------- 550 316

Subtotal-

Education, training and rehabilitation:
Readjustment benefits .............

Proposed legislation ...............

Subtota l ---------------------------------

Hospital and medical care:
Medical care ....

Proposed legislation .........
Construction -----------------------------------
Medical administration, research, other ------------

11,152
531
+9
315

152 +5
685 +168 +154 +143

31-- -4
(12,355) (12,127) (12,334) (12,007) (12,498) (12,148) (+164) (+141) (+142)

(2,288) (2,243) (2,268) (2,234) (2,320) (2, 156) (+52) (-78) (+32) (-87)

Subtotal -------------------------------- (6,075) (6,055)
Housing ---------------------------------------------------- -227
Administrative costs and offsetting receipts ------------ 632 638
Across-the-board reduction (Fisher amendment) ----------------------------

(6,059)

633
-93

(6,041)
-215

638
-105

(6,161)

628

(6,127) (+102)
-215 -----------

635 -5
------ +93

- - --- - -- - - -- - -- --. .I I.

-3 -4 -3
- 105 --------------------

21,351 20,837 21,200 20,600 21,607 20,851

(+21) 1-

-131
+44

Function total -------------------------------- +407 +251 +256 +14



FUNCTION 750: ADMINISTRATION OF JUSTICE

The Committee recommendation provides $4,269 million in budget
authority and $4,468 million in outlays compared to $4,200 million iin
budget authority and $4,400 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in an increase of $69 million in budget authority and an increase of
$68 million in outlays from the First Budget Resolution.

MAJOR CHANCES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution --------------------------------------- 4.2 4.4
Second Budget Resolution recommendation ---------------------- 4.3 4.5

Difference over/under First Resolution -------------------- +.I

0Congressional action on appropriation levels for various De-
partment of Justice accounts ----------------------------- +. I +. I

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget

In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority -------------------------- 1,069

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House -------------------------- 4,269 3,399

Current House status as of August 2, 1979 ------------------ 4,269 4.468
Budget Committee assumptions on remaining items: None.

Second Budget Resolution recommendation ----------------- 4,269 4,468

Permanent appropriations, offsetting receipts and outlays from
prior-year budget authority total $1,069 million in outlays. In addi-
tion, the House has passed the State-Justice-Commerce appropriation
bill and four other appropriation bills totaling $4,269 million in
budget authority and $3,399 million in outlays which affect this func-
tion. There are no items which remain to be considered for funding by
the House.



FUNCTION 800: GENERAL GOVERNMENT

The Committee recommendation provides $4,434 million in budget
authority and $4,301 million in outlays compared to $4,400 million in
budget authority and $4,300 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in an increase of $84 million in budget authority and an increase of
$1 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 4.4 4.3
Second Budget Resolution recommendation ------------------------ 4.5 4.3

Difference over/under First Resolution -------------------- . I

* Increased Appropriations for Territorial Affairs ---- .------------
This change reflects higher appropriations for the Office of

Territories than assumed in the First Budget Resolution.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority

Bills enacted into law, pending signature, conference agreements,
and passed or reported in the House_

Current House status as of Aug. 2, 1979.
Budget Committee assumptions on remaining items:

1. Appropriation bills -------------------------------------

Second Budget Resolution recommendation .......

Permanent appropriations and outlays from prior year budget au-
thority total $60 million in budget authority and $306 million in out-
lays. In addition, the House has passed regular appropriation bills
totaling $3,524 million in budget authority and $3,118 million in out-
lays which affect this function. Remaining items to be considered by
the House are discussed below.
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1. APPROPRIATION BILLS

[Fiscal year 19801

President's Recommends-
First midsession Current tion, over/

Budget review House under current
In millions of dollar. Resolution July 12, 1979 status House status

Budget authority ------------------ 1,072 1,104 -------------- +1.020
Outlays .... 944 979 --------------- +877

COMMITTEE RECOMMENDATION

The Committee recommends inclusion of $1,020 million in budget
authority and $877 million in outlays for the legislative branch ap-
propriation bill and for expenses of the Federal Election Commission,
not yet authorized.

EXPLANATION OF COMMITTEE RECOMMENDATION

The legislative branch appropriation bill for fiscal year 1980 failed
passage when reported to the House earlier in the session. The amount
recommended represents the amount included in the First Budget
Resolution plus subsequent supplemental requests, less reductions an-
ticipated dring consideration of appropriations. Administrative ex-
penses of the Federal Election Commission, stricken from the T-reas-
ury-Postal Service appropriation bill on a point of order during House
consideration, are anticipated at the amount reported to the House.



FUNCTION 850: GENERAL PURPOSE FISCAL ASSISTANCE

The Committee recommendation provides $9,076 million in budet
authority and $9,075 million in outlays compared to $8,100 million
in budget authority and $8,100 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in an increase of $976 million in budget authority and an
increase of $975 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billions of dollars authority Outlays

First Budget Resolution -------------------------------------- 8.1 8.1

Second Budget Resolution recbmmendation ---------------------- 9.1 9. I

Difference over/under First Resolution --------------------- +1.0 +1.0

* Antrecession Fiscal Assistance ------------------------. 4 +.4
O General Revenue Sharing -------- ---------------------- -. 7 -. 7
O D. C. Appropriation ---------------------------------- --. -. I

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority ------------- 8,031 8,071

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House ------------------------------ 443 404

Current House status as of Aug. 2, 1979 -------------------- 8,474 8,475
Budget Committee assumptions on remaining items:

1. Antirecession fiscal assistance ----------------------------- 550 ±550
2. General revenue sharing
3. D.C. appropriation ------------------------------------- ±52 +50

Second Budget Resolution recommendation ---------------- 9,076 9,075

Permanent appropriations, offsetting receipts and outlays from
prior year budget authority total $8,031 million in budget authority
and $8,071 million in outlays. In addition, the House has passed the
District of Columbia appropriation bill and two other appropriation
bills totaling $443 million in budget authority and $404 million in

(131)



132

outlays which affect this function. The three items which remain to
be considered for funding by the House are discussed below:

1. ANTIRECESSION FISCAL ASSISTANCE

[Fiscal year 19801

President's Recoimmenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 31, 1979 status House status

Budget authority- ----------------- 150 350 --------------- 550
Outlays ------------------------- 150 350 --------------- 550

CoMMITTEE RECOMENDATION

The Committee recommendation includes $550 million in budget
authority and outlays to allow initial funding for legislative initiatives
designed to provide antirecession assistance to localities.

EXPLANATION OF COMMITEE RECOMMENDATION

The First Budget Resolution provided $150 million in budget
authority and outlays to fund the President's proposed Targeted Fiscal
Assistance program. Although hearings have been held on the proposal
and the Government Operations Committee has the proposal under
active consideration, the legislative outlook in the House is unclear.
However, it appears that Congress will seriously consider enactment of
some form of antirecession assistance to local governments undergoing
fiscal stress. The Senate has passed S. 566, a 2-year antirecession
authorization estimated to require $780 million in Ascal year 1980.

The Committee recommendation provides $550 million in budget
authority and outlays to allow initial funding of a legislative initiative
similar to the President's proposals, if enacted.

2. GENERAL REVENUE SHARING

[Fiscal year 19801

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
in millions of dollars Resolution July 12. 1979 status House status

Budget authority ----------------- 6, 171 6,855 6.855 -------------
Outlays ------------------------ 6,189 6.863 6,863 --------------

ConMrrnE RECOMMENDATION

The Committee recommendation provides $6,855 million in budget
authority and $6,863 million in outlays for the General Revenue Shar-
ing program, which is current House status.
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EXPLANATION OF COMMITTEE RECOMMENDATION

The First Budget Resolution assumed a legislative savings of $684
million in budget authority and $674 million in outlays through reduc-
tion of general revenue sharing payments to State governments. The
conference report on the HUD-Independent Agencies Appropriation
bill includes full funding of the revenue sharing program-$6,855
million in budget authority. The Committee recommendation reflects
congressional action.

3. DISTRICT OF COLUMBIA APPROPRIATION BILL

[Fiscal year 1980

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12. 1979 status House status

Budget authority ----------------- 327 328 202 +52
Outlays -------------------------- 327 328 202 +50

ConMTEE RECOMMENDATION

The Committee recommendation provides $254 million in budget
authority and $252 million in outlays for the Federal payment to the
District of Columbia, increases of $52 million in budget authority and
$50 million in outlays above current House status.

EXPLANATION OF COMMITTEE RECOMMENDATION

The recommendation assumes that final congressional action on the
D.C. appropriation will result in an increase of $52 million over the
current House level of $202 million. The Senate-passed appropria-
tion bill includes $260 million in budget authority and outlays.



FUNCTION 900: INTEREST

The Committee recommendation provides $58,038 million in budget
authority and $58,038 million in outlays compared to $56,000 million
in budget authority and $56,000 million in outlays provided in the
First Budget Resolution for Fiscal Year 1980. This recommendation
results in an increase of $2,038 million in budget authority and an
increase of $2,038 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Bud et
In billions of dollars authority Outlays

First Budget Resolution ------------------------------------- 56.0 56.0
Second Budget Resolution recommendation ---------------------- 58.0 58.0

Difference over/under First Budget Resolution -------------- +2.0 ±2.0

*Interest on the Public Debt ------------------------------- +2.5 +2.5
The recommended change reflects current estimates of in-

terest payments during fiscal year 1980 resulting from a
general increase in rates of interest that Treasury must
pay on refinancings of maturing debt and on new bor-
rowings. The average short-term Treasury interest rate
is assumed to be 8.4 percent during fiscal year 1980, com-
pared to an assumed average rate of 7.6 percent employed
in the First Budget Resolution.

*Interest Paid to Treasury ------------------------------ ---. 5 -. 5
This reflects higher anticipated payments of interest to

Treasury by Government agencies including both on
budget and. off budget agencies. The increase results
primarily from higher anticipated rates of interest on
borrowings.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior year budget authority

Bills enacted into law, pending signature, conference agreements, and
passed or reported in the House -----------------------

Current House status as of Aug. 2, 1979
Budget Committee assumptions on remaining items: None.

Second Budget Resolution recommendation ....

58,049

-II

58,038

58,038

58, 049

5I8,038

58, 038

Permanent appropriations and outlays from prior-year budget
authority total $58,049 million in budget authority and outlays. In
addition, H.R. 3756 provides for $2 million of interest forgiveness on
loan repayments from Guam, and -$13 million additional interest
receipts would result from amendments to the cotton and prevented
planting programs.



FUNCTION 920: ALLOWANCES

The Committee recommendation provides $482 million in budget
authority and $453 million in outlays compared to -$100 million in
budget authority and -$100 million in outlays provided in the First
Budget Resolution for Fiscal Year 1980. This recommendation results
in an increase of $582 million in budget authority and an increase of
$553 million in outlays from the First Budget Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budet
In billions of dollars • authority Outlays

First Budget Resolution --------------------------------------- -0.1 -0.1
Second Budget Resolution recommendation ---------------------- - .5 .5

Difference over/under First Resolution -------------------- +.6 +. 6

*D elayed E nactm ent of W age B oard R eform --------
The recommendation assumes that reform of the wage

board paysetting system will be delayed. The amount
involved in this function is less than $50 million.

Increased Pay Act Costs ----------------------------------- +. I +. I
The recommendation assumes funding of a eivilian-agency

pay increase averaging 7 percent, as formally proposed
by the President on August 30, instead of 5.5 percent
assumed in the First Budget Resolution. At the same
time, the anticipated rate of absorption of increased
costs has been increased to 30 percent from 20 percent
assumed in the First Budget Resolution.

* Distribution of Administrative Savings ----------------------- +.5 +.5
The recommendation recognizes that administrative sav-

ings resulting from reductions in funds available for
travel, film making, contractual services, overtime, and
similar objects of expense have been made in regular
appropriation bills and are now carried in appropriate
functional categories.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
In millions of dollars authority Outlays

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority-

Bills enacted into law, pending signature, conference agreements
and passed or reported in the House ---------------------------- 500 -500

Current House status as of Aug. 2, 1979 ...................
Budget Committee assumptions on remaining items:

I. Civilian agency pay raises
2. Wage board reform .....................

Second Budget Resolution recommendation ----------------

-500 -500

+994 +964
-12 -II

482 453
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The Labor-HEW appropriation bill requires $500 million in sav-
ings from elimination of fraud, abuse, waste, and mismanagement.

The items which remain to be considered by the House are discussed
below.

1. CIVILIAN AGENCY PAY RAISES

[Fiscal year 19801

President's Recommenda.
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority ---------------- 878 950 +994
Outlays ------------------------ 854 921 +964

COMMITTEE RECOMMENDATION

The Committee recommends $994 million in budget authority and
$964 million in outlays for civilian agency pay raises.

ExPLANATION OF COMMIrEE RECOMMENDATION

The recommendation assumes an average 7 percent Federal pay
raise and absorption of 30 percent of gross pay-raise costs through
Executive action and appropriations review of the spring supple-
mental.

2. WAGE BOARD REFORM

[Fiscal year 1980]

President's Recommenda-
First midsession Current tion, over/

Budget review House under current
In millions of dollars Resolution July 12, 1979 status House status

Budget authority --------------- -- 24 -24 -12
Outlays ------------------------- -23 -23 - I

CoMMITTE RECOMMENDATION

The Committee recommends inclusion of legislative savings of $12
million in budget authority and $11 million in outlays from wage
board reform.

ExPhANATION oOMMITTnEE RECOMMENDATION

The recommendation anticipates enactment of legislation, as recom-
mended by the President, to reform the system for establishing wage
rates for blue-collar employees. The recommendation anticipates a
6-month effective period. A similar recommendation is made in con-
nection with function 050, national defense.



FUNCTION 950: UNDISTRIBUTED OFFSETTING
RECEIPTS

The Committee recommendation provides -$19,600 million in
budget authority and -$19,600 million in outlays compared to
-$19,700 million in budget authority and -$19,700 in outlays pro-
vided in the First Budget Resolution for Fiscal Year 1980. This rec-
ommendation results in an increase of $100 million in budget authority
and an increase of $100 million in outlays from the First Budget
Resolution.

MAJOR CHANGES FROM FIRST BUDGET RESOLUTION

Budget
In billion, of dollars authority Outlays

First Budget Resolution --------------------------------- --- 19.7 19.7
Second Budget Resolution recommendation ------------------- --- -19.6 -19.6

Difference over/under First Resolution --------------------- . I +. I

interestt Received by Trust Funds -------------------------- --. 4 -. 4
This reflects higher offsetting receipts by Government

trust funds as a result of higher interest rates on special
issues of Treasury securities held by the trust funds. The
figure represents an increase in interest receipts which is
offset in this function to avoid double counting within
the unified budget.

S OCS Rents and Royalties --------------------------------- +.5 .5
This reflects current estimates of amounts expected to be

received in fiscal year 1980 from leasing of mineral-
producing tracts on the Outer Continental Shelf. The
figure represents a decrease in estimated receipts.

SECOND BUDGET RESOLUTION RECOMMENDATION

Budget
authorityIn millions of dollars Outlay

Permanent appropriations, offsetting receipts not requiring current
action, and outlays from prior-year budget authority ------------- 19,600 -19,600

Bills enacted into law, pending signature, conference agreements.
and passed or reported in the House_

Current House status as of Aug. 2, 1979----------Budget Committee assumptions on remaining items: None.

Second Budget Resolution recommendation ----------------

-19,600 -19,600

-19,600 -19,600

Permanent appropriations and outlays from, prior-year budget
authority total -$19,600 million in budget authority and outlays.
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APPENDIX A

(H. Con. Res. 186, 96th Congress, 1st session)

IN THE HOUSE OF REPRESENTATIVES

SEPrEMBER 14, 1979

Mr. GIAIMO, from the Committee on the Budget, reported the following concurrent
resolution; which was referred to the Committee of the Whole House on the
State of the Union

CONCURRENT RESOLUTION

Resolved by the House of Representatives (the Senate concu7rring),
That the Congress hereby determines and declares, pursuant to section
310 (a) of the Congressional Budget Act of 1974, that for the fiscal year
beginning on October 1, 1979-

(1) the recommended level of Federal revenues is $519,500,000,-
000, and the amount by which the aggregate level of Federal
revenues should be increased is $5,300,000,000;

(2) the appropriate level of total new budget authority is $632,-
557,000,000;

(3) the appropriate level of budget outlays is $548,725,000,000;
(4) the amount of the deficit in the budget which is appropriate

in the light of economic conditions and all other relevant factors
is $29,225,000,000; and

(5) the appropriate level of the public debt is $886,125,000,000,
and the amount by which the statutory limit on such debt should
accordingly be increased is $56,125,000,000.

SEC. 2. The Congress reaffirms its commitment to find a way to relate
accurately the outlays of off-budget Federal entities to the budget. The
Congress recognizes that by law the outlays of off-budget Federal en-
tities are not reflected in the budget totals, and that is fiscal year 1980,
off-budget outlays (and, hence, the off-budget deficit) are estimated to
be $16 billion.

SEo. 3. Based on allocations of the appropriate level of total new
budget authority and of total budget outlays as set forth in para-
graphs (2) and (3) of the first section of this resolution, the Con-
gress hereby determines and declares pursuant to section 310 (a) of the
Congressional Budget Act of 1974 that, for the fiscal year beginning on
October 1, 1979, 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, $138,156,000,000;
(B) Outlays, $128,587,000,000.



(2) International Affairs (150) :
(A) New budget authority, $13,143,000,000;
(B) Outlays $8,772,000,000.

(3) General Science, Space, and Technology (250):
(A) New budget authority, $5,833,000,000;
(B) Outlays, $5,662,000,000.

(4) Energy (270):
/A) New budget authority, $36,266,000,000;
B) Outlays, $8,801,000,000.

(5) Natural Resources and Environment (300):
(A) New budget authority, $12,525,000,000;
(B) Outlays, $12,026,000,000.

(6) Agriculture (350) :
(A) New budget authority, $4,983,000,00;
(B) Outlays, $2,542,000,000.

(7) Commerce and Housing Credit (370):
(A) New budget authority, $6,778,000,000;
(B) Outlays, $2,828,000,000.

(8) Transportation (400) :
(A) New budget authority, $19,610,000,000;
(B) Outlays, $18,651,000,000.

(9) Community and Regional Development (450):
(A) New budget authority, $8,991,000,000;
(B) Outlays, $8,289,000,000.

(10) Education, Training, Employment and Social Services (500)
(A) New budget authority, $31,491,000,000;
(B) Outlays, $31,471,000,000.

(11) Health (550):
(A) New budget authority, $58,767,000,000;
(B) Outlays, $54,715,000,000.

(12) Income Security (600) :
(A) New budget authority, $217,658,000,000;
(B) Outlays, $188,795,000,000.

(13) Veterans Benefits and Services (700)
(A) New budget authority, $21,607,000,000;
(B) Outlays, $20,851,000,000.

(14) Administration of Justice (750)
(A) New budget authority, $4,269,000,000;
(B) Outlays, $4,468,000,000.

(15) General Government (800):
(A) New budget authority, $4,484,000,000;
(B) Outlays, $4,301,000,000.

(16) General Purpose Fiscal Assistance (850)
(A) New budget authority, $9,076,000,000;
(B) Outlays, $9,075,000,000.



(17) Interest (900):
(A) New budget authority, $58,038,000,000;
(B) Outlays, $58,038,000,000.

(18) Allowances (920):
(A) New budget authority, $482,000,000;
(B) Outlays, $453,000,000.

(19) Undistributed Offsetting Receipts (950)
(A) New budget authority, -$19,600,000,000;
(B) Outlays, -$19,600,000,000.

SEC. 4. The Congress projects the following budget aggregates for
fiscal years 1981-82, based on the policies assumed in sections one and
three-

(1) the level of Federal revenues is as follows:
Fiscal year 1981: $605,700,000,000;
Fiscal year 1982: $704,500,000,000.

(2) the level of total new budget authority is as follows:
Fiscal year 1981: $666,938,000,000;
Fiscal year 1982: $728,866,000,000.

(3) the level of total budget outlays is as follows:
Fiscal year 1981: $604,027,000,000;
Fiscal year 1982: $655,821,000,000.

(4) the amount of surplus in the budget is as follows:
Fiscal year 1981: $1,673,000,000;
Fiscal year 1982: $48,679,000,000.

(5) the level of the public debt is as follows:
Fiscal year 1981: $916,225,000,000;
Fiscal year 1982: $907,925,000,000.

SEc. 5. In 1980, each standing committee of the House of Representa-
tives having jurisdiction over entitlement programs shall include a
its March 15 report to the Budget Committee of the House of Repre-
sentatives specific recommendations as to what changes, if any, would
be appropriate in the funding mechanisms of such programs to en-
able Congress to exercise more fiscal control over expenditures man-
dated by these entitlements.

Within a reasonable period of time after March 15, 1980 the Budget
Committee of the House of Representatives shall submit to the House
such recommendations as it considers appropriate based on such
reports.



APPENDIX B
COMPARISON TABLES FISCAL YEAR 1980-COMPARISON OF BUDGET AGGREGATES

[in millions of dollars]

Revised Fiscal year 1980
Second Budget

Resolution President's request First House Senate
Fiscal year fiscal year Concurrent Budget recom- Budget recom-Budget aggregates 1978 actuals 1979 Jan. 22, 1979 July 12, 19791 Resolution mendations mendations

Revenues ------------------------------------------ 402,000 461,000 502,553 513,900 509,000 519,500 514,700
Budget authority ------------------------------------ 501,500 559,200 615,526 644,872 604,400 632,557 632,200
Outlays -------------------------------------------- 450,800 494,450 531,566 543,005 532,000 548,725 542,700
Deficit --------------------------------------------- 48,800 33,450 29,013 29,105 23,000 29,225 28,000
Debt subject to limit -------------------------------- 772,700 834,200 893,168 882,600 887,200 886,125 887,400

I This column reflects July 3! revision of President's midsession review originally submitted on July 12, 1979.



COMPARISON OF BUDGET AUTHORITY-FISCAL YEAR 1980

[in millions of dollars]

Revised
Second Budget

Resolution, President's request First House
fiscal year Concurrent current Recommen-

Function 1979 Jan. 22. 1979 July 12. 19791 Resolution status dation

050 National Defense -------------------------------------------- 127,000 138,243 138,477 136,600 6,052 138,156
150 International affairs ------------------------------------ 11,400 13,655 14,266 12,600 12,636 13,143
250 General Science, Space, and Technology ------------------------- 5,400 5,651 5,871 5,700 5,833 5,833
270 Energy --------------------------------------------- 7,600 19,482 42,804 18,800 5,601 36,266
300 Natural Resources and Environment ------------------------- 12,900 12,878 12,922 12,600 12, 125 12,525
350 Agriculture ------------------------------------------ 8,300 4,868 4,866 5,000 4,930 4,983
370 Commerce and Housing Credit ------------------------------ 5,900 8,315 8,335 6,900 6,698 6,778
400 Transportation ------------------------------------------ 19,100 19,101 19,879 19,450 19,703 19,610
450 Community and Regional Development ------------------------- 9,200 11,259 8,709 8,900 7,211 8,991
500 Education, Training, Employment, and Social Services ------------ 32,700 30,903 31,200 30,850 29,077 31,491
550 Health ------------------------------------------------------ 53,000 57,627 58,882 58,100 57,042 58,767
600 Income Security -------------------------------------- 194,150 214,460 219,402 214,800 214,429 217,658
700 Veterans Benefits and Services --------------------------------- 20,400 21,024 21,351 21,200 20,913 21,607
750 Administration of Justice ----------------------------------- 4,200 4,304 4,288 4,200 4,269 4,269
800 General Government ------------------------------------ 4,300 4,528 4,535 4,400 3,464 4,484
850 General Purpose Fiscal Assistance ------------------------------ 8,650 8,804 9,010 8, 100 8,474 9,076
900 Interest -------------------------------------------- 52,400 57,021 57,806 56,000 58,038 58,038
920 Allowances -------------------------------------------- 700 2,426 926 -100 -500 482
950 Undistributed Offsetting Receipts ------------------------------ -18,100 -19,021 -18,657 -19,700 -19,600 -19,600

Total ------------------------------------------------- 559,200 615,526 644,872 604,400 456,395 632,557

I This column reflects July 31 revision of President's midsession review originally submitted on July 1-2.
Note: Detail may not add to totals due to rounding.



COMPARISON OF OUTLAYS-FISCAL YEAR 1980

[In millions of dollars]

Revised
Second Budget

Resolution,
Fiscal yearFunction 1979

President'

Jan. 22. 1979

a request

July 12, 1979

First
Concurrent
Resolution

House
current
status

Recommen-
dation

National Defense ----------International Affairs.. . . . . . . . . . . . . . . . . . . . .
General Science. Space, and Technology ...----------------------

Energy -----------------------
Natural Resources and EnvironmentA griculture.. . . . . . . . . . . . . . . . . . . . . . . . .
Commerce and Housing credit ..................................
Transportation ... . . . . . . . . . . . . . . . . . . . . .Community and Regional Development

Education. Training, Employment, and Social Services .............
Health ---------
Incom e Security ----------------------------------------------
Veterans Benefits and Services
A dm inistration of Justice ---------------------------------------
G eneral G overnm ent ----------.. -------------.................
General Purpose Fiscal Assistance
Interest
Allowances. setting.RU ndistributed Offsetting R eceipts -------------------------------

Total---

114,400
7,500
5,200
7,400

11,300
6,200
2,900

17,000
9,700

29, 700
49, 700

161,100
20,200
4,200
4,200
8,750

52,400
700

-18.100

494,450

125,830
8,213
5,457
7,878

11,456
4, 269
3,390

17,609
7,281

30,210
53, 379

179,120
20, 46J
4,388
4,412
8,814

57, 022
1.398

-19,021

531,566

126,756
8,980
5,656
8,690

11.818
2,450
3,181

18,281
7,458

29.986
54,392

186, 670
20.837
4,380
4,400
9,020

57,807
898

-18,657

543,005

124, 200
7,900
5,500
6,800

11,700
5,400
3,200

18,200
8,100

30,500
53,600

183,300
20,600
4,400
4,300
8,100

56,O0O
-100

-19,700

532,000

42,381
8,249
5,662
7,495

11,876
2,334
2,760

18. 720
7, 975

30,229
54,884

186,293
20,217
4,468
3, 424
8,475

58,038
-500

-19,600

128,587
8,772
5,662
8.801

12,026
2,542
2,828

18,651
8,289

31,471
54,715

188,795
20,851
4,468
4,301
9,075

58.038
453

-19,600

453,380 548,725

I This column reflects July 31 revision of President's midsession review originally submitted
Note: Detail may not add to totals due to rounding.

on July 12.



FISCAL YEAR 1980--COMPARISON OF THE FIRST CONCURRENT RESOLUTION AND BUDGET
COMMITTEE RECOMMENDATION

[In millions of dollars]

Difference recommendations
over (+) under (-)

First Concurrent Resolution Recommendation resolution
Budget Budget Budget

Function authority Outlays authority Outlays authority Outlays

N ational D defense ----------------------------------------------
International Affairs--
General Science, Space, and Technology
Energy-
Natural Resources and Environment ............................
A griculture ---------------------------------------------------
Commerce and Housing Credit ----------------------------------
T ransportation ------------ ----------- ----- ................
Community and Regional Development --------------------------
Education, Training, Employment, and Social Services -------------
H ealth ----- --- --------- ------- -------------------------------
SIncom e Security ----------------------------------------------
Veterans Benefits and Services --------------------------------
Administration of Justice ---------------------------------------
G eneral G overnm ent ------------------------------------------
General Purpose Fiscal Assistance -------------------------------
Interest ....
Allowance. .................
Undistributed Offsetting Receipts -------------------------------

T o ta l ---- --- --- ----- ----- ---- -- ------ ----- --- ----- -- -- -

Note: Detail may not add due to rounding.

136,600
12,600
5,700

18,800
12,600
5,000
6,900

19,450
8,900

30,850
58,100

214,800
21,200
4,200
4,400
8,100

56,000
-100

-19,700

604,400

124,200
7,900
5,500
6,800

11,700
5,400
3,200

18,200
8,100

30,500
53,600

183,300
20,600
4,400
4,300
8,100

56,000
-100

-19,700

532,000

138,156
13,143
5,833

36,266
12,525
4,983
6,778

19,610
8,991

31,491
58, 767

217,658
21,607
4,269
4,484
9.076

58,038
482

-19,600

632,557

128,587
8,772
5,662
8,801

12,026
2,542
2,828

18,651
8,289

31,471
54,715

188,795
20,851
4,468
4,301
9,075

58,038
453

-19,600

548,725

4,387
872
162

2,001
326

-2,858
-372

451
189
971

1,115
5,495

251
68
1

975
2,038

553
100

16, 72528,157



FISCAL YEAR 1980-COMPARISON OF PRESIDENT'S MIDSESSION REVIEW AND BUDGET
COMMITTEE RECOMMENDATION

[In millions of dollars]

President's request Difference recommendations
(July 12. 1979)1 Recommendation over(+) under( -) President
Budget Budget Budget

Function authority Outlays authority Outlays authority Outlays

050 National Defense-- ----------------------------------- 138,477 126,756 138,156 128.587 -321 1,831
150 International Affairs_._--... .-.------------------------------ 14,266 8,980 13,143 8,772 -1,123 -208
250 General, Science, Space, and Technology ------------------------- 5,871, 5,656 5,833 5,662 -38 6
270 Energy--'-'  42,804 8,690 36,266 8,801 -6,538 111
300 Natural Resources-ndEnironent-------------------------- 12,922 11,818 12,525 12,026 -397 208
350 Agriculture -------------------------- : ------------------------ 4,866 2,450 4,983 2,542 117 92
3701 Commerce and Housing Credit --------------------------------- 8,335 3,181 6,778 2,828 -1,557 -353
400 Transportation ----------------.---------------------------- 19,879 18,281 19,610 18, 651, -269 370
450 Commmity and Regional Development ----------- ----------- 8,709 7,458 8,991 8,289 282 831

Education, Training, Employment, and Social Services ------------- 31,200 29,986 31,491 31,471 291 1,485
550 Health -- - -------------------------------------------- 58,882 54,392 58,767 54,715 -115 323
600 Income Security --------------------------------------------- 219,402 186,670 217,658 188,795 -1,744 2.125
700 Veterans Benefits andS Srvices --------------------------------- 21,351 20,837 21,607 20,851 256 14
750 Administration of Justice ------------------------------------- 4,288 4,380 4,269 4,468 -19 -88
800 General Government ----------------------------------------- 4,535 4,4400 4,484 4,301 -57 -99
850 General Purpose Fiscal Assistance ---------------------------- 9010 9,020 9,076 9,075 66 55
900 Interest ----------------------------------------------------- 57,806 57,807 58,'038 58,038 232 231
920 Allowances -------------------------------------------------- 926 898 482 453 -444 -445
950 Undistributed Offsettng Receipts ------------------------------ -18,657 -18,657 -19,600 -19.600 -943 -943

Total ------------------------------------------------- 644,872 543,005 632,557 548,725 -12,315 5,720

I This column reflects July 31 revision of President's midgession review originally
submitted on July 12. Note: Detail may not add to totals due to rounding.



FISCAL YEAR 1980-COMPARISON OF BUDGET COMMITTEE RECOMMENDATION AND HOUSE CURRENT STATUS

[In millions of dollars]

Difference, House current statusBudget Committee House current status over (+) under (-)recommendation (Aug. 2. 1979) recommendation

Budget Budget Budget
Function authority Outlays authority Outlays authority Outlays

050 National Defense -------------------------------------- 138,156 128,587 6,052 42,381 -132,104 -86,206
150 International Affairs ----------- ------------------------ 13,143 8,772 12,636 8,249 -507 -523
250 General Science, Space, and Technology -------------------------- 5,833 5,662 5,833 5,662 0 0
270 Energy ----------------------------------------------------- 36,266 8,801 5,601 7,495 -30,665 -1,306
300 Natural Resources and Environment ------------------------- 12,525 12,026 12, 125 11,876 -400 -150
350 Agriculture --------------------------------------------- 4,983 2,542 4,930 2,334 -53 -208
370 Commerce and Housing Credit-------------------------------- 6,778 2,828 6,698 2,760 -80 -68
400 Transportation ------------------------------------------ 19,610 18, 651 19.703 18,720 93 69
450 Community and Regional Development -------------------------- 8,991 8,289 7,211 7,975 -1,780 -314
500 Education, Training, Employment, and Social Services ------------- 31,491 31,471 29,077 30,229 -2,414 -1,242
550 Health --------------------------------------------- 58,767 54,715 57,042 54,884 -1,725 169
600 Income Security -------------------------------------- 217,658 188,795 214,429 186,293 -3,229 -2,502
700 Veterans Benefits and Services ----------------------------- 21,607 20,851 20,913 20,217 -694 -634
750 Administration of Justice --------------------------------- 4,269 4,468 4,269 4,468 0 0
800 General Government ------------------------------------ 4,484 4,301 3,464 3,424 -1,020 -877
850 General Purpose Fiscal Assistance ------------------------------- 9,076 9,075 8,474 8,475 -602 -600
900 Interest ----------------------------------------------------- 58,038 58,038 58,038 58,038 0 0
920 Allowances -------------------------------------------------- 482 453 -500 -500 -982 -953
950 Undistributed Offsetting Receipts -------------------------- -19,600 -19,600 -19,600 -19,600 0 0

Total ------------------------------------------------- 632,557 548,725 456,395 453,380 -176,162 -95,345

Note: Detail may not add due to rounding.



HISTORICAL PERSPECTIVE ON FUNCTIONAL OUTLAYS

[In millions of dollars

Revised First
Second Budget

Reso- Reso- Com-
OMB estimate, lution OMB estimate. lution mitteeFiscal year- Tran- Fiscal year- 1979 fiscal 1980 fiscal recom-

sition ear year mends-Function 1974 1975 1976 quarter 1977 1978 January July r'97 January July 1980 tion

National defense -------------
International affairs ----------
General science, space and

technology ----------------
E nergy ---------------------
Natural resources and environ-

m ent ---------------------
Agriculture ........
Commerce and housing credit.-
Transportation ---------------
Community and regional

development ---------------
Education, training employ.

ment, and social services ----
H ealth ----------------------
Income security --------------
Veterans benefits and services-
Administration of justice ------
General government ....
General purpose fiscal assis-

tance _

77, 781
5,618

3,977
837

5, 670
2,227
3,925
9,172

85,552
6,922

3,989
2,170

7,335
1,659
5,607

10,388

89,430
5,552

4,370
3,127

8,124
2,504
3,792

13,435

22,307
2,193

1,161
794

2,532
581

1,392
3,304

97,501
4,813

4, 677
4,172

10,000
5,532
-44

14,636

105,186
5,922

4,742
5,861

10,925
7,731
3,325
15,444

11,4053
7,312

5,226
8,630

11,207
6,224
2,968

17,449

115,528
7,304

5,070
7,133

11,628
6,672
2,752

17,223

114,400
7,500

5,200
7,400

11,300
6,200
2,900
17,000

125,830
8,213

5,457
7,878

11,456
4,269
3,390
17,609

4,080 3,689 4,709 1,340 6,286 11,000 9,063 9,882 9,700 7,281

12,344
22,073
84,437
13,386
2,462
3,296

6,890

15,870
27,648
108,610
16,597
2,942
3,182

7,187

18,737
33,448

127,412
18,432
3,320
3,006

Interest ------------------ 28,032 30,911 34,511
A llow an ces ---------------------------------------------
Undistributed offsetting receipts -16, 651 -14,075 -14,704

Total ------------- 269,509 326,185 366,439

5,162
8,721

32,797
3,962

859
883

2,092
7,216

20,985
38,785
137,915
18,038
3,600
3,374

9,499
38,009

26,463
43,676

146,212
18,974
3,802
3,777

9,601
43,966

30,656
49,136

158,867
20,329
4,351
4,413

8,936
52,766

29,969
49.794
161,636
20,282
4,260
4,320

8, 706
52,982

-2,567 -15,053 -15,772 -18,670 -18,383

29,700
49,700
161.100
20,200
4,200
4,200

30,210
53,379
179,120
20,461
4,388
4,412

8,750 8,814
52,400 57,022

700 1,398
-18,100 -19,021

126,756
8,980

5,656
8,690

11,818
2, 450
3,181
18,281

124,200
7,900

5,500
6,800

11,700
5,400
3,200
18,200

128,967
8,772

5,662
8,801

12,026
2,542
2,828

18,651

7,458 8,100 8,289

29,986
54,392
186,670
20,837
4,380
4,400

9,020
57,807

898
-18,657

30,500
53,600
183,300
20,600
4,400
4,300

8,100
56,000
-100

-19,700

94,729 402,725 450,836 493,368 496,758 494,450 531,566 543,005 532,000

31,616
55,015

188,795
20,851
4,468
4,401

9,075
58,038

573
-19,600

549,770

Note: Totals may not add to detail due to rounding.



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

In millions of dollars]

Revised First
Second Budget

Reso- Reso- Com-OMB estimate. lution 0MB estimate lution mittee
Fiscal year- Tran- Fiscal year-- 1979 fiscal 1980 fiscal recom-

sition year year menda-Function 1974 1975 1976 quarter 1977 1978 January July 1979 January July 1980 tion

050 National defense.
150 International affairs__
250 General science, space, and

technology .......... .....
270 Energy ---------------------
300 Natural resources and environ.

m ent ---------------------
350 Agriculture ------------------
370 Commerce and housing crediL
400 Transportation ---------------
450 Community and regional de-

velopm ent _------ .........
500 Education, training, employ-

ment, and social services ----
550 H ealth ----------------------
600 Income security --------------
700 Veterans benefits and services--
750 Administration of justice ....
800 General government ---
850 General purpose fiscal assist-

ance ----------------------
900 Interest ---------------------
920 Allowances ----------------
950 Undistributed offsetting re-

ceipts -.....

24.2
1.2

1.2
1.0
2.5
1.4

3. 6

1.6

5.2
9.6

34.2
4.5
.9
.9

2.4
9.4

-6.2 -4.3 -4.0 -3.7 -3.5 -3.7 -3.7 -3.6 -3.4 -3.7 -3.6

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Note: Totals mafy not add to detail due to rounding.

Total



APPENDIX C

DESCRIPTION OF FUNCTIONS

Function 050: National Defense

051: Department of Defense-Military
053: Atomic Energy Defense Activities
054: Defense-Related Activities

DESCRIPTION oF FUNCTION

This function represents 23 percent of total outlays contained in
the recommendation for fiscal year 1980. Approximately 60 percent of
the outlays in the recommendation for this function could be described
as outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

Funds in this function are provided to develop, maintain, and equip
the military forces of the United States, and to finance defense-related
activities of the Department of Energy. Major areas of funding in-
clude pay and benefits to active military and civilian personnel; mili-
tary retired pay; research, development and procurement of weapons
systems and supporting equipment; military construction including
family housing; and operations and maintenance of the defense estab-
lishment. Funding is also provided for the development and procure-
ment of nuclear weapons and naval reactors.

MAJOR FEDERAL PROGRAMS IN THIS FUNCTION

Department of Defense-Military
Atomic Energy Defense Activities
Defense-Related Activities

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of Defense
Department of Energy

(Nuclear Weapons and Naval Reactors)

Function. 150: International Affairs

151: Foreign Economic and Financial Assistance
152: Military Assistance
153: Conduct of Foreign Affairs
154: Foreign Information and Exchange Activities
155: International Financial Programs



DEscRIPTIoN OF FuNcnoN

This function represents 2 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 62 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

Funds in this function are provided to finance the foreign affairs
establishment, including embassies and other diplomatic missions
abroad; the sale of U.S. commodities under the food for peace pro-
grains; foreign assistance activities in the less developed countries;
security supporting assistance in support of U.S. efforts to promote
peace and stability, primarily in the Middle East and Africa; military
assistance to allies and other friendly governments; foreign military
sales made through the trust fund; U.S. contributions to international
financial institutions; and Export-Import Bank activities.

MAJoR FEDERAL PROGRAMS IN THIS FUNCTION

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

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of State
Department of Defense
Department of Treasury
Department of Agriculture
Agency for International Development
International Communication Agency
Export-Import Bank

Function 250: General Science, Space and Technology

251: General Science and Basic Research
253: Space Fight
2.54: Space Science, Applications and Technology
255: Supporting Space Activities

sDESRounow or FUNCTioN

This function represents 1 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 73 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

This function includes space research and technology, general
science, and basic research not specifically covered by other functional



areas, and represents nearly 20 percent of the total Federal research
and development outlays. The budgets for the National Science Foun-
dation (NSF), certain research programs of the Department of
Energy (DOE), a small Smithsonian Institution program, and the
National Aeronautics and Space Administration (NASA) program
(except for aeronautical programs) are within this category.

MAJOR FEDERAL PROGRAMS IN Tins 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

Department -of Energy
National Science Foundation
National Aeronautics and Space Administration

Function 270: Energy

271: Energy Supply
272: Energy Conservation
274: Emergency Energy Preparedness
276: Energy Information, Policy and Regulation

DESCRIPTION OF 'FuNcTION

This function represents 2 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 57 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

This function represents a consolidation of nearly all Federal en-
eragy and energy-related programs. Outlays in recent years have risen
substantially reflecting the national goal of increasing energy security.

MAJOR FEDERAL PROGRAMS IN Tins FUNcrIoN

Energy Supply
Energy Research, Development, and Demonstration
Energy Conservation
Strategic Petroleum Reserve
Nuclear Regulation
TVA Power Program

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FuwcToN

Department of Energy
Nuclear Regulatory Commission
Tennessee Valley Authority



Function .300: Natural Resources and Environment

301: Water Resources
302: Conservation and Land Management
303: Recreational Resources
304: Pollution Control and Abatement
306: Other Natural Resources

DEsuclroN OF FUNCTION

This function represents 2 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 55 percent of the
outlays in the recommendation for this function could be described
as outlays which are relatively controllable by Congress under ex-
isting law for fiscal year 1980.

Programs in this function are primarily designed to develop, man-
age, and maintain the Nation's natural resources and environment.
Over the last 5 years, outlays in this function have risen significantly,
reflecting substantial spending for activities related to the national
goal of enhancing the environment.

MAJOR FEDERAL PROGRAMS IN THIS FuwCTIoN

Natural Resources Management, Development and Conservation
Water Resources Programs
Management and Acquisition of Parks
Sewage Treatment Plant Construction Grant Program
Implementation of National Environmental Program
Development, Regulation, and Conservation of Minerals
Management and Preservation of the Public Lands

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of the Interior
Department of Agriculture
Department of Commerce
Army Corps of Engineers
Environmental Protection Agency

Function 350: Agriculture

351: Farm Income Stabilization
352: Agricultural Research and Services

DESCRION OF FUNCTION

This function represents less than one-half of 1 percent of total out-
lays contained in the recommendation for fiscal year 1980. Approxi-
mately 51 percent of the outlays in the recommendation for this func-
tion could be described as outlays which are relatively controllable
by Congress under existing law for fiscal year 1980.

48-069 0 - 79 - 11



Programs in this function are designed to assist food purchasers,
provide market information and services, and support food research.
Food producers are assisted through deficiency payments,' disaster
payments, product purchases, insurance, nonresource loans, and regu-
lar loans. Market Information and services include Department of
Agriculture administration, animal disease prevention, distribution
of market information, and numerous regulatory actvities, Research
provdes for direct support of Federal bological research facilities,
grants for state-supported facilities, and economic analysis.

MAJOR FEDERAL PROGAMiS IN Tuis FUNCTION

Price Support and Related Programs (Commodity Credit Cor-
poration)

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

MAJOR FEDERAL DEPARTMENTS AND AGENCIS. IN THis FUNCTION

Department of Agriculture

Function 370: Commerce and Housing Credit

371 : Mortgage Credit and Thrift Insurance
372 : Postal Service
374: Federal Financing Bank
376: Other Advancement and Regulation of Commerce

PEsoRrrIoN OF FuNCTION

This function represents 1 percent of total outlays contained in the
recommendation for fiscal year 1980. After making allowance for off-
setting receipts and transactions in revolving funds, almost 104 percent
of the outlays in the recommendation for this function could be
described as outlays which are relatively controllable by Congress
under existing law for fiscal year 1980.

This function, which is highly volatile from year to year because of
changing economic conditions, provides for assistance through the
Government's unsubsidized housing programs and other activities
related to commerce and finance.

MAJoR FEDERAL PROGRAMS IN THIS FUNCTION

Mortgage Insurance Programs
Secondary-market support for insured mortgages
Rural Housing Programs
Payments to the Postal Service
Small Business Loan and Guarantee Assistance
Thrift and Deposit Insurance
Regulatory Agencies



MAJOR FEDFRAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of Housing and Urban Development: FHA and GNMA
Department of Agriculture: FMHA
Postal Service
Small Business Administration
Regulatory Commissions
Federal Deposit Insurance Corporation and Similar Agencies

Function 400: Transportation

401 : Ground Transportation
402: Air Transportation
403: Water Transportation
407: Other Transportation

DESCRIPTION OF FUNCTION

This function represents 3 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 31 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

This function provides assistance for transportation activities in-
cluding ground (highway, railroads, and mass transportation), air,
and water transportation programs. The transportation activities in-
clude major grant-in-aid programs to support State and local
activities.

MAJOR FEDERAL PROGRAMS IN THis FUNCTION

Highway Construction and Safety
Mass Transit
Railroad Assistance
Airways and Airports
Maritime Subsidies
Coast Guard

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN Tnis FUNcTIoN

Department of Transportation
Department of Commerce
NASA: Aeronautical Research
Interstate Commerce Commission
Civil Aeronautics Board

Function 450: Community and Regional Development

451: Community Development
452: Area and Regional Development
453: Disaster Relief and Insurance

DEscRPTIoN OF FUNCTION

This function represents 2 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 22 percent of



the outlays in the recommendation for this function could be described
as outlays which are relatively controllable by Congress under exist-
ing law for fiscal year 1980.

During the past 5 years, the function has ranged between 1 percent
and 2 percent of the Federal budget. Community development block
grants and local public works account for more than half of the out-
lays in this function. The balance is made up of a wide variety of small
urban and rural development grant programs.

MAJOR FEDERAL PROGRAMS IN Tins FUNCTION

Urban Initiatives
Community Development Block Grants
Rural Water and Waste Disposal Grants
Economic Development Assistance
Local Public Works
Appalachian Regional Programs
Indian Programs
Disaster Relief
Flood Insurance

MAJOR FEDERAL DEPARTMENT 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
District of Columbia

Function 500: Education, Training, Employment, and
Social Services

501: Elementary, Secondary, and Vocational Education
502: Higher Education
503: Research and General Education Aids
504: Training and Employment Services
505: Other Labor Services
506: Social Services

DEsciRPTIoN OF FUNCTION

This function represents 6 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 38 percent of the
outlays in the recommendation for this function could be described
as outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

This function includes programs designed to promote the general
extension of knowledge and skills and to assist individuals to become
self-supporting members of society: Child development, elementary,
secondary, vocational, and higher education programs; employment
and training and public service employment programs; and grants
to States for general social services and rehabilitation services. Funds
in this function may be made available as income support directly re-
lated to training or education; cash payments (scholarships, loans, or
stipends) to persons to enable them to participate in education or



training programs; grants to States, local governments, Indian tribes,
or public and private institutions to operate local educational, em-
ployment, training, or social service programs; and direct research
and departmental management expenditures.

MA-oR FEDERAL PROGRAMS IN Tmis FUNCTION

Financial Assistance for Elementary and Secondary Education
(ESEA)

Occupational, Vocational and Adult Education
Higher Education Student Assistance
Higher and Continuing Education
Comprehensive Employment and Training Act (CETA) Program
Grants to States for Social and Child Welfare Services
Human Development Services

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of Health, Education, and Welfare
Department of Labor
Department of the Interior
Community Services Administration, ACTION, and Various Other

Independent Agencies

Function 550: Health

551: Health Care Services
552: Health Research
553: Education and Training of Health Care Work Force
554: Consumer and Occupational Health and Safety

DEscmPoN OF FUNCTION

This function represents 10 percent of total outlays contained in
the reconunendation for fiscal year 1980. Approximately 9 percent
of the outlays in the recommendation for this function could be
described as outlays which are relatively controllable by Congress
under existing law for fiscal year 1980.

The major purpose of programs in this function is to promote the
physical and mental health of the population. Programs include
inancing of medical care adpoor, and disabled persons; pro-

Vision of health care for certain population groups, such as American
Indians .and merchant seamen; and grants to States, localities, and
commumity 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.

MAjon Fm L 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 FUNcnoN

Department of Health, Education and Welfare
Department of Labor
Civil Service Commission
Department of Agriculture: Food Safety and Quality Service

Function 600: Income Security

601: General Retirement and Disability Insurance
602: Federal Employee Retirement and Disability
603: Unemployment Compensation
604: Public Assistance and other Income Supplements

DESCRIPTION OF FUNCTION

This function represents 34 percent of total outlays contained in
the recommendation for fiscal year 1980. Approximately 7 percent
of the outlays in the recommendation for this function could be
described as outlays which are relatively controllable by Congres
under existing law for fiscal year 1980.

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 pro-
grams as social security, Federal civilian retirement, and Railroad
Retirement. In-kind assistance benefits include food stamps and other
food programs, as well as subsidized housing. Cash assistance benefits
include aid to families with dependent children ((AFDC), supple-
mental 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 disability component of social
security. Finally, unemployment benefits for workers temporarily out
of work are included in this function.

MAJOR FEDERAL PROGRAMS IN TnIs FUNCTION

Old-Age, Survivors and Disability Insurance
Railroad Retirement
Special Benefits for Disabled Coal Miners
Federal Employee Retirement and Disability
Unemployment Insurance
Supplemental Security Income (SSI)
Grants to States for Maintenance Payments (Primarily AFDC)
HousinF Assistance
Food Stamps
Child Nutrition



MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN Tins FUNCTnON

Civil Service Commission
Department of Agriculture: Food and Nutrition Service
Department of Health, Education, and Welfare
Department of Housing and Urban Development
Department of Labor \
Railroad Railroad Board
Department of State

Function 700: Veterans Benefits and Services

701: Income Security for Veterans
702 : Veterans Education, Training, and Rehabilitation
t03: Hospital and Medical Care for Veterans
704: Veterans Housing
705: Other Veterans Benefits and Services

DESCRU-ION OF FUNCTION

This function represents 4 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 31 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

Most programs in this function are administered by the Veterans
Administration in support of former members of the armed services
and their survivors and dependents. Over half of the outlays in this
function are for income security programs: compensation, pensions,
and life insurance. Nearly one-third of the outlays are targeted at hos-
pital and medical care for veterans, and about one-tenth for veterans'
education, training, and rehabilitation. Housing and other benefits
comprise the remainder. Nearly the entire function requires current
action by Congress, yet the bulk of these outlays are virtually uncon-
trollable because of the entitlement nature of the major programs.

MAJOR FEDERAL PROGRAMS IN THs Fu NCIoN

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 DFPARTmENTS AND AGENCIES IN TIs FUNCTION

Veterans Administration

Function 750: Administration of Justice

751: Federal Law Enforcement Activities
752: Federal Litigative and Judicial Activities
753. Federal Correctional Activities
754: Criminal Justice Assistance



DE P TION OF FUNCTION

This function represents 1 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 74 percent of the
outlays in the recommendation for this function could be described
as outlays which are relatively controllable by Congress under exist-
ing law for fiscal year 1980.

Over 20 percent of the function is attributable to a single program-
Law Enforcement Assistance in the Department of Justice. The bal-
ance of the function is made up of various activities in the Federal
Government in the areas of law enforcement, prosecution, correc-
tional activities, and the judiciary.

MAJOR FEDERAL PROGRAMS IN Tnis FUNCTION

Federal Bureau of Investigation
Drug Enforcement
Immigration nad Naturalization
Legal Services
Customs
Prisons
Courts
Law Enforcement Assistance
Juvenile Delinquency Prevention

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of Justice
Department of Treasury
Civil Rights Commission
EEDC
Legal Services Corporation

Function 800: General Government

801: Legislative Functions
802: Executive Direction and Management
803: Central Fiscal Operations
804: General Property and Records Management
805: Central Personnel Management
806: Other General Government

DESCRIPTION or FuNcTIoN

This function represents 1 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 75 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable by Congress under existing
law for fiscal year 1980.

This function covers the general overhead costs of the Federal Gov-
ernment. By far the largest proportion 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.



MAJoR FEDERAL PROGRAMS IN THIS FUNCTION

Legislative Branch Activities
Federal Buildings Fund
Income-Tax Administration

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Congress and its Agencies
Department of the Treasury
General Services Administration
Civil Service Commission
Department of Interior, Office of Territories

Function 850: General Purpose Fiscal Assistance

851: General Revenue Sharing
852: Other General Purpose Fiscal Assistance

DESCRIPTION OF FUNCTION

This function represents 2 percent of total outlays contained in the
recommendation for fiscal year 1980. Approximately 11 percent of the
outlays in the recommendation for this function could be described as
outlays which are relatively controllable -by Congress under existing
law for fiscal year 1980.

The General Revenue Sharing program accounts for nearly 76 per-
cent of the function. The balance of the function is comprised of anti-
recession assistance, payments and loans to the District of Columbia,
along with the return of portions of certain taxes and other charges to
States and local governments.

MAJOR FEDERAL PROGRAMS IN Tis FUNCTION

General Revenue Sharing
Antirecession Assistance
New York City Seasonal Loan Program
District of Columbia Federal Payment
Payments in Lieu of Taxes

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of the Treasury
Department of the Interior

Function 900: Interest

901: Interest on the Public Debt
902: Other Interest

DESCRIPTION OF FUNCTION

This function represents 11 percent of total outlays contained in
the recommendation for fiscal year 1980. This function is entirely
uncontrollable.



This function is comprised 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 exam-
ple) and from which are deducted offsetting receipts, such as interest
paid by the Federal Financing Bank on behalf of its Treasury bor-
rowings. 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 1978, for example, approximately
19 percent of gross interest payments were collected by Government
trust funds. In addition, approximately 15 percent of interest pay-
ments are returned to the Federal budget on the 'receipt side through
deposit of excess earnings of the Federal Reserve System.

MAJOR FEDERAL PROGRAMS IN THIS FUNCTION

Interest on the Public Debt
Interest on Income Tax Refunds

MAJOR FEDERAL DEPARTMENTS AND AGENCIES IN THIS FUNCTION

Department of Treasury

Function 920: Allowances

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 PROGRAMS IN THIS FUNCTION

Civilian Agency Pay Raise
Contingencies for Other Requirements

Function 950: Undistributed Offsetting Receipts

951: Employer Share, Employee Retirement
952: Interest Received by Trust Funds
953: Rents and Royalties on the Outer Continental Shelf

DESCRTION OF FUNCTION

Undistributed offsetting receipts involve financial transactions that
are deducted from budget authority and outlays of the Government
as a whole. The three items in this function are the employer share
of employee retirement programs, composed of payments 'by Federal
agencies to employee retirement funds; receipts from rents and royal-
ties from oil leases on the Outer Continental Shelf; and interest
received by certain trust funds.



APPENDIX D

MULTI-YEAR BUDGET PROJECTIONS: REVENUES AND
BUDGET FUNCTIONS

A. Mulrn-YnAu OuToi FOR REvianuEs

1. Controllability of Revenues
The most fundamental factor influencing the level of revenues re-

ceived by the Federal Government is the rise in current dollar GNP.
The next most important consideration is the growth in taxable
employment.

Changes in the level of revenues can be affected by the Congress
although certain kinds of tax revenues, those earmarked for specific
uses such as highway and social security payments, are much less
liable to change than revenue sources which are not allocated to
specific uses. Receipts allocated to trust funds are approximately
31 percent of total receipts in fiscal year 1980. The remaining 69 per-
cent of total receipts are derived from individual and corporation
income taxes and excise taxes, which are not tied to specific spending
programs.

Unlike controllable outlays, which are subject to annual appro-
priations, revenues continue to rise even if no tax is passed. Major
tax acts are enacted in response to changes in the economy or when
major tax reforms are successful. Tax cuts designed to offset the rise
in taxes caused by inflation and to achieve other goals have become
fairly common in the last 10 years.
2. Past 5-Year Revenue Trend

REVENUES AS A PERCENT OF GNP

[In billions of dollars]

Fiscal year-

1979 1980
1975 1976 1977 1978 (estimate) (estimate)

Total revenues --------------- 281.0 300.0 357.8 402.0 466.4 519.5
NoinalGNP --------------- 1,457.3 1,621.7 1,834.0 2,043.4 2,290.7 2,499.7
Revenues as percent of GNP __ 19.3 18.5 19.5 19.7 20.4 20.8

While total revenues have remained relatively constant as a percent
of GNP, the composition of revenues has changed sharply over the
years. The principal changes over the last two decades are that social
insurance taxes have risen susbtantially as a percent of total revenues,
while corporate receipts have decreased.
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As a percent of total receipts, social insurance taxes and contribu-
tions doubled, rising from 15.9 percent of total receipts in fiscal year
1960 to an estimated 31.2 percent in fiscal year 1980. Corporation
income taxes fell from 23.2 percent of total revenues in fiscal year 1960
to 13.7 percent in fiscal year 1980 and individual income taxes varied
slightly from year to year but remained relatively constant; personal
taxes were 44.0 percent of total receipts in 1960 and 45.9 percent in
1980.

Over the past 5 years, on the other hand, the composition of revenues
has not changed significantly. In fiscal year 1975 social insurance taxes
and contributions were 30.8 percent of total receipts. Corporation
income taxes were 14.5 percent and individual income taxes were 45.9
percent.
3. Selected Major Budget Outyear IThtes

Size, composition and timing are always major issues in tax
legislation.

A significant tax increases will occur in the absence of a change in
law in 1981 when social security taxes are scheduled to rise substan-
tially. The social security tax increases scheduled to take place in
January 1980 and 1981 will raise social security receipts by $1.4
billion inefiscal year 1980 and by $15.6 billion in fiscal year 1981.

In addition, tax increases resulting from inflation's pushing people
into higher brackets-the bracket creep-is estimated to increase
revenues by $9.6 billion in fiscal year 1980.

The second major issue is energy and the issues related to windfall
profits and the energy tax credit legislation. The House version of the

ndfall profits tax is estimated to raise $2.8 billion in fiscal year 1980
and $7.7 billion in fiscal year 1981. Those amounts are scheduled to be
offset by as yet unspecified programs for developing synthetic fuels,
mass transit, and income maintenance programs. Other significant
issues include foreign tax credits, reform of tax exempt bonds and cash
management proposals.
.p. Outyear Overview

The following table presents the total revenue estimates assumed by
the House and Senate Budget Committees for the Second Budget
Resolution and the President in the Mid-Session Review.

REVENUES

[in billions of dollars]

Fiscal year-

1980 1981 1982 1983 1984

HBC -------------------------------------------- 519.5 605.7 704.5 801.1 909.2
SBC ---------------------------------- 514.7 603.6 658.4 744.4 837.2
President ------------------------------ 513.9 598.0 687.8 --------------

IMPLICATIONS OF THE HousE BUDGET CoMMr='s PROJECTION

The House Budget Committee recommendation assumes adoption of
the House version of the windfall profits tax and the energy credits
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proposed by the President. It also assumes reform of tax exempt hous-
ing -bonds as proposed by Chairman Ullman in H.R. 3712. It also
assumes some increase in revenues for reform of the foreign tax credit.

B. BuDGET FUNCToNs

Function 050: National Defense
1. Controllability of Function

FISCAL YEAR 1980 BUDGET AUTHORITY AND OUTLAYS
IN HOUSE BUDGET COMMITTEE RECOMMENDATION

Relatively
ControllableJ

Annual
Appopriations

$126.9 billion

Budget
Authority
$1332 billion

$74.4 billion

$52.5 billion

$11.8 billion

Outlays
S-$128.6 billion

All Purchases
-Contract

Services
-Procurement
-R&D
-Construction

Military
and
Civilian
Pay

Outlays
from

,'Prior years
Authority

Appropriated
Entitlements
(retired pay)

$26.1 billion

$51.5 billion

$39.6 billion

$11.8 billion

Permanents, -t;
Trust Funds
Offsetting Receipts
$-0.4 billion

Outlays
from
Relatively
Controllable
"1980
Appropriations
$77. 6 billion



Sixty percent of outlays and 92 percent of the budget authority in
this tfuaction are relatively controllable under existing law in fiscal
year 1980. The remainder of the function is composed of retired mili-
tary pay, outlays from prior years authority, and permanent
appropriations.

Within the relatively controllable portion of the function, about
$52.5 billion of the budget authority and $51.5 billion of the outlays
are for military and civilian pay. Within the budget year, the costs
associated with personnel reductions-terminal leave payments and
severance pay-when combined with the time required for imple-
mentation would result in little or no savings from personnel reduc-
tions. However, personnel reductions would yield reductions in
subsequent years.

The remaining portion of the relatively controllable budget author-
ity and outlays is used for the purchase of goods and services, includ-
ing contract services, procurement, research and development, and con-
struction. About a third of the $74.4 billion in budget authority and
about three-fourths of the outlays of $26.1 billion are directly related
to maintaining and operating existing forces. Only minor reductions
are feasible within the budget year without major changes in military
readiness. In the longer run, these amounts will vary with manpower
levels. About two-thirds of the $74.4 billion in budget authority and
one-fourth of the $26.1 billion in outlays provided for development
and procurement of new weapon systems. Funding for these activities
can -be changed in the budget year with little near term effect. In the
longer term, however, these expenditures determine military
capability.

BUDGET TRENDS UNDER ALTERNATE GROWTH ASSUMPTIONS
FOR BUDGET AUTHORITY -- NATIONAL DEFENSE

INVILLION9



L Past 5-Year Spending Trend
During the 1975-79 period, budget authority increased from $86

billion to $127 billion, an annual rate of 9.75 percent, and outlays
increased from $85 billion to $117 billion, an annual rate of 7.9 percent.
The increases in budget authority were the result of inflation, small
increases in the population of retired military personnel, and real in-
creases for modernization and readiness.

During the late 1960's and early 1970's, the demands of the Vietnam
war resulted in a reduction of the readiness of forces outside of Viet-
nam and deferral of force modernization. Real increases in appro-
priations for readiness and modernization started in fiscal years 19,76
and 1977. Because of the lead time required for defense purchases, the
outlay increases resulting from these real increases in budget authority
will occur in fiscal years 1979 and 1980.
3. Selected Major Outyear Budget Issues

Real growth.-The overriding issue in the National Defense func-
tion continues to be the rate of real growth-the increase in the func-
tion over and above the rate of inflation.

The accompanying charts identify the cost of 3 percent and 5 percent
real increases in budget authority and the outlays resulting from these
increases in budget authority assuming the economic estimates of the
House Budget Committee. A 3-percent increase in budget authority
would increase the Defense budget from $138.2 billion in fiscal year
1980 to $205.4 billion in fiscal year 1984. A-5 percent increase would
provide budget authority of $221.9 billion by fiscal year 1984. These
estimates assume a military and civilian work force at the current
level of approximately 3 million.

The Department of Defense started to specifically identify the
amount of "real growth" in its budget in 1976. The budget requests
called for real increases in program (budget authority) of 2 to 3
percent for new equipment and research programs. At that time the
Vietnam war had ended and the Defense Department perceived a need
to modernize its equipment which had been neglected in the war years.

In May 1977 the NATO alliance agreed that all member nations
would increase their defense spending by 3 percent above the esti-
mated inflation rates. This agreement was very much in line with the
U.S. defense policy-2 percent to 3 percent real growth. The reason
for the move from program (budget authority) to outlay increases
appears to be only a reflection of the bookkeeping problems associated
with budget authority as several member nations do not identify
budget authority in their budgets. In any case, the objective was to
increase the quality and amounts of defense equipment.

The most recent argument for increased defense spending is related
to the debate on the SALT II Treaty, with some members of the
Senate calling for 3 percent to 5 percent increases above estimated
inflation.

An increase at the 3 percent level may result from procurement of
weapon systems currently under development. The President's budget
includes major new initiatives for strategic forces which will result in
significant increase in cost in future years. For example, a new land
based intercontinental ballistic missile system (MX) is proposed to



complete engineering development and enter into production. Thefiscal year 1980 budget includes $670 million, while total costs of the

system have been estimated at $30 billion. The budget includes funds
to begin an extensive modification program for B-52 bombers. Air
and ground launched cruise missile programs are entering into pro-

duction. Procurement of TRIDENT submarines and missile continues
and funding is included to develop a new larger TRIDENT missile.

The fiscal year 1980 shipbuilding budget includes only 16 ships,
significantly less than required for Navy force objectives. The Navy
proposes to procure a new aircraft carrier for $1.7 billion, while pro-
curing fewer aircraft than required to maintain planned force levels.
Both the shipbuilding and aircraft procurement programs will in-
crease significantly by 1984.

While the Army has indicated equipment requirements for wartime
contingencies which total $131 billion, only about $50 billion of the
requirement has been identified in the Department of Defense 5-year
plan. Within that total, the Army is planning a procurement program
n fiscal year 1984 for ammunition, aircraft, missiles, weapons and
tracked combat vehicles which is 97 percent higher than the requested
fiscal year 1980 level.

If real growth rates of 3 percent to 5 percent are to be sustained,
then some $53 to $90 billion in budget authority will have to be al-
located to national defense over the next 4 years above current fund-
ing levels, over and above that required to cover inflation.

The following tables identify funding increases required to obtain
3 percent and 5 percent real increases in budget authority and the
resulting outlays.

BUDGET AUTHORITY

[In billions of dollars]

Fiscal year- Total fiscal

1980 1981 1982 1983 1984 198_84

Current policy ------------------ 138.2 148.4 159.1 170.5 182.5
3percent --------------------------- 4.5 +9.7 +15.8 +23.0 +53.0
5 percent ------------------------- +7.4 +16.3 +26.9 +39.3 +89.9

OUTLAYS RESULTING FROM PROJECTED BUDGET AUTHORITY

[in billions of dollars]

Fiscal year- Total fiscalyear
1980 1981 1982 1983 1984 1981-84

Current policy ------------------ 128.6 140.7 151.2 162.0 173.4---------
3 percent ------------------------------ +1.8 +5.2 +9.9 +15.7 +32.6
5 percent ------------------------- +3.0 +8.8 +16.7 +26.8 +55.3
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4. Outyear Ove7rview- (See chart.)

[In billions of dollars]

1980 1981 1982 1983 1984

President:
Budget authority ------------------------ 138.5 151.1 163.9
Outlays ----------------------------- 126.8 139.8 152.2............

HBC:I
Budget authority ------------------------ 138.2 148.4 159.1 170.5 182.5
Outlays ------------------------------------ 128.6 140.7 151.2 162.0 173.4

SBC:
Budget authority ------------------------ 136.8 147.3 159.0 173.0 189.4
Outlays ------------------------------ 127.4 138.3 148.9 160.1 173.3

IMPLICATIONS OF HOUSE BUDGET COMMITTEE CURRENT POLICY
PROJECTIONS

The House current policy projection assumes budget authority for
national defense that is constant in real terms except for military
retired pay, which is projected to grow slightly as a result of a
growing retired population. The budget assumes that pay raises for
all active military and civilian personnel will be capped at 5.5 percent
annually with 20 percent absorption, that wage board reform will
be enacted, and that the cost-of-living adjustment for retired mili-
tary personnel will be changed to an annual adjustment. The growth
shown in budget authority results from adjustments for anticipated
inflation and real growth in retired pay. Outlays increase as a result
of the spendout of prior-year budget authority and current budget
authority. Outlays for fiscal year 1981 increase 1.9 percent in real
terms because of real increases in budget authority in past years.

FUNCTION 050
IN BILLIONS

BUDGET AUTHORITY 195

.-- ... 18_ BO
_... -175

PRESIDENT 
175

HBO-CP -165H~BC_.-  - 160

155
-150

-140

8O , ..... .... 135
18 .. .-. . 130
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2. Pas8t Five-Year Spending Trend
Outlays in the past 5 years are essentially flat due to a decrease in

net outlays for the Foreign Military Sales Trust Fund (FMS) and
the Export-Import Bank which offset growth in other areas. If the
effects of the Export-Import Bank and the FMS Trust Fund are
excluded from the totals, outlays in this function grew from $4.4
billion in fiscal year 1975 to $7.2 billion in fiscal year 1979; an average
growth rate of 12.5 percent per annum.

The major areas of growth in this function were United States com-
mitments to International Financial Institutions such as the World
Bank and budgetary support for peace efforts in the Middle East.
3. Selected Major Outyear Budget Isues

International Financial Institutions.-The projections continue
contributions to International Financial Institutions at current levels
and make no assumptions concerning U.S. participation in the sixth
replenishment of the International Development Association (IDA
VI) or about possible doubling the capital resources of the World
Bank. If these programs are to be fully funded it could require
adding up to $5.0 billion in budget authority and $1.0 billion in out-
lays over the 5-year period.
4. Outyear Overview-(See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President ---------------------------------- 9.0 9.9 9.8 ----------------
HBC ------------------------------------- 8.8 10.5 10.5 I1.1 12.1
SBC ------------------------------------- 8.3 8.7 8.7 9.1 9.5

IMPLICATIONS OF HOUSE BUDGET COMMITTEE CURRENT POLICY
PROsECTIONS

The projections assume continuing programs at levels which allow
for inflation but no real growth. Consequently the administration's
goal of continued real increases in foreign assistance could not be met.
Further, major increases in U.S. commitments to International Finan-
cial Institutions could not be accommodated.
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The projections assume continuation of the export promotion ac-
tivities of the Export-Import Bank. Should there be a major world
recession, these projections would probably prove to be substantially
overstated.

No changes in existing laws are assumed in the House Budget Com-
mittee projections.

$8.8 billion

62 percent
controllable

38 percent
uncontroll able

Permanents and Offsetting Receipts I
-$1.4 billion = -16 percent

e.g., FMS trust fund I

L -------------------------------------------- -----------
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Function 150: International Affairs

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

12

II -

In -

0-
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F'UNCTIOI1 I
OUTL-fYS
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--------- --------- - ------ -

Sixty-two percent of this function is relatively controllable under
existing law. In the short run, however, it is very difficult to control
outlays except in a few fast spending accounts: Food for Peace, sal-
aries and expenses of the Department of State and related agencies,
and economic and military assistance to countries in the Middle East.

1901
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Function 250: General Science, Space, and Technology

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

$5.7 billion

tively Controllable by Congress J

existingg Law for the Budget Year 73 percent
$4.1 billion =73 percent ontrollable

Carryovers
31.5 billion = 27 percent 27 percent

uncontrollable

Approximately 73 percent of outlays in the function are relatively
controllable under existing law in fiscal year 1980. The remaining 27
percent is considered to be relatively uncontrollable and consists almost
entirely of outlays from prior year budget authority primarily for the
NASA civilian space programs and the science programs of the De-
partment of Energy and the National Science Foundation. The rela-
tionship of the outlays in terms of controllability will remain rela-
tively constant throughout the period 1980-84.
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2. Past Five Year Spending Trend
Over the past 5-year period, outlays in the function have increased

by approximately 30 percent, from $4.0 billion in fiscal year 1975 to
an estimated $5.2 billion in fiscal year 1979. This represents an aver-
age annual increase in outlays of approximately 5 percent during
this period. Most of this increase is associated with the peaking of the
efforts in the space shuttle development program which is considered
the key element of a versatile, economical space transportation sys-
tem. The remaining portion of the increase in outlays is associated
with general science and basic research programs of the Department
of Energy and the National Science Foundation. Before 1976, these
basic research programs declined in real terms; however, starting in
fiscal year 1976, this downward trend was reversed in line with re-
newed emphasis on Federal support for basic research as a way of en-
suring a strong foundation for future economic growth.
3. Selected Major Outyear Budget Issues

Civilian space program.-During the period fiscal year 1981-84,
several factors could influence the level of outlays. First, further de-
lays in the space shuttle development and production phases beyond
the current planning milestones could necessitate additional outlays
of from $300 to $600 million in the period 1981-83. Second, if the
Congress decides in 1981 to proceed with the procurement of a fifth
shuttle orbiter, additional outlays of approximately $100 million in
1981 and $200 million in each year 1982-1984 would be necessary.
Third, to the extent that new mission starts are approved to take full
advantage of the unique capabilities of the space shuttle, outlays will
increase.

General science and basic research program.-During the period
fiscal year 1981-84, the basic issue confronting the Congress is whether
to provide for real growth of about 2 to 3 percent as has been expe-
rienced over the last two years. Other alternatives are, of course, to
provide full adjustment for inflation, provide partial adjustment for
inflation, or provide no adjustment for inflation. Providing full ad-
justment for inflation would cause outlays to increase by over $400
million above current law outlays by fiscal year 1984. Additionally,
continuation of the real growth trend experienced over the last two
years would cause outlays to further increase above current law esti-
mates by approximately $100-150 million by 1984.
4. Outyear Overview.-(See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President ----------------------------------------------------- 5.7 5.5 5.3 -
HBC ------------------------------------------- 5.7 5.5 5.6 5.7 5.7
SBC ----------------------------------- 5.7 5.9 5.7 5.3 4.9
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IMPLICATIONS OF HOUSE BUDGET COMMITTEE CURRENT POLICY

PROJECTIONS

For civilian space programs, the House Budget Committee projec-
tions allow for the planned completion of the space shuttle program
and other major space missions such as Galileo and the Space Tele-
scope. The projections also allow for slightly less than full adjustment
for inflation in other space -programs. The projection does not allow
for a fifth shuttle orbiter, further cost overruns in the shuttle program
or any major new mission starts.

For general science and basic research programs, the House Budget
Committee projection allows for slightly less than full adjustment for
inflation.

FUNCTION 250
OUTLAYS

IN BILLltt4S

A ------ HBC-CP

FRES I DENT '"

SBC

1.s 9 1 I1980 1881 1982 1983 1se*



270: Energy

1. Controllb$ih of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

8 billion

57 percent
controllable

43 percent
uncontrollable

Under present law, 43 percent of the outlays in this function are
relatively uncontrollable in fiscal year 1980. These relatively uncon-
trollable outlays consist primarily of outlays from prior year budget
authority in the various Department of Energy programs and the
mandatory outlays in the Tennessee Valley Authority (TVA) revolv-
ing fund. Therefore, except for outlays associated with the TVA re-
volving fund, program reductions in the current fiscal year through
appropriation actions would result in outlay reductions in subsequent
years.
2. Past 5-Year Spending Trend

Over the past 5-year period, outlays in this function have increased
overall by close to 300 percent, from $2.2 billion in fiscal year 1975 to
$8.6 billion in fiscal year 1979. This represents an average annual
increase of nearly 70 percent.

Function



Within the function, outlays for energy supply programs grew from
$1.7 billion in fiscal year 1975 to an estimated $5.9 billion in fiscal
year 1979. This represents an increase of $4.2 billion or nearly 250
percent over the 5-year period. Energy conservation outlays increased
from less than $50 million in fiscal year 1975 to nearly $500 million in
fiscal year 1979 or almost 900 percent. Outlays in the Strategic Petro-
leum Reserve program increased from $33 million in fiscal year 1975
to an estimated $2.4 billion in fiscal year 1979 or by over 7,000 percent.
Finally, outlays for energy information, policy, and regulation grew
from $389 million in fiscal year 1975 to $974 million in fiscal year 1979
or 66 percent.

The very substantial increases in energy outlays over the five year
period was the result of a national commitment to reducing U.S. de-
pendence on foreign sources of oil and increasing energy security
against oil embargoes such as the Arab embargo of early 1973.
3. Selected Major outlay Budget 188Ies

New Energy Initiatives.-Despite the accelerated Federal efforts in
recent years to make the United States more energy secure, dependence
on foreign sources of oil remains at a relatively high level. In view of
this, the Congress will be considering the latest set of energy initiatives
proposed by the President, designed to reduce U.S. oil imports from
the current level of 9 million 'barrels per day (MMBD) to 4.5 MMBD.
The initiatives involve encouraging the private sector development of
synthetic fuels; encouraging electric utilities to accelerate the reduc-
tion in oil use; new mass transportation improvements; additional
energy conservation efforts; a low-income assistance program; and
various tax incentives to encourage development of oil shale, heavy
oil, and unconventional natural gas. The cost of these initiatives as
proposed by the President is estimated to be $142 billion over a 10-year
period, with $25.9 billion in budget authority and $2.3 billion in out-
lays requested for fiscal year 1980. These expenditures are to be financed
through a proposed windfall profits tax on oil companies and are con-
tingent on enactment of such a tax.

Although congressional decisions on these new initiatives will be
made in fiscal years 1979 and 1980, the effects of these decisions in
terms of outlays will fall largely over the next 5 to 10 years. The
initiatives related to encouraging the development of synthetic fuels
involve a broad set of financial arrangements including price guaran-
tees, purchase agreements, direct loans and loan guarantees. Significant
outlays for these kinds of initiatives will not occur before seven to 10
years because of the long lead time required for construction of plants
and subsequent production of synthetic fuels. Conversely, the initia-
tives related to conservation, transportation, and low-income assistance
as proposed by the President will result in an immediate outlay impact
and will become more substantial over the next 10-year period. There-
fore, the major issue in terms of multi-years relates to the extent to
which the Congress deviates from the President's proposals for reduc-
ing overall oil imports and to the extent that these deviations influence
the outlays in the outyears.



Strategic Petroleum Reserve.-The Strategic Petroleum Reserve
was authorized to provide partial protection for the U.S. economy
against disruptions in the supply of oil from foreign sources. Cur-
rently, the Reserve has an appropriated ceiling of 750 million barrels
of storage. However, technical problems in the preparation of storage
sites have caused the current storage level to reach only 90 million bar-
rels. These problems, however, have now been largely overcome. A fur-
ther obstacle to achieving more storage is the relatively tight world oil
supply situation caused in part by the oil production cutoff during the
Iranian revolution. This tight supply situation led to a policy decision
to temporarily discontinue oil purchases for the Reserve. However, as
the supply situation becomes more favorable, oil purchases for the
Reserve are likely to resume. In view of rapidly rising oil prices and in
view of Congressional consideration of additional energy initiatives
designed to make the United States more energy secure, there may be
interest in reconsidering the role of the Reserve within the entire
energy strategy. On the other hand, had a reserve of more than 200
million barrels been available toward the beginning of the Iranian oil
interruption, it might have been possible to avoid most of the economic
damage the United States experienced through mid-1979. The issue of
primary interest will probably be what should be the ultimate size of
the Reserve. Obviously, the larger the Reserve, the higher the cost.
However, a decision on the size should be the outcome of an analysis of
the costs versus the benefits in the event of an oil supply interruption.
As a rule of thumb, every 100 million barrels of oil will cost over $2.2
billion at today's oil prices.
4. Outyear Overview (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President ---------------------------------- 8.5 10.0 9.0 -------------
HBC (adjusted) ------------------------ 7.0 9.3 10.4 12.6 13.3
SBC -------------------------------------------- 7.0 7.6 9.5 10.8 11.3

IMPLICATIONS oF HousE BUDGET ConMirEE CURRENT POLICYPROJECTIONS

The House Budget Committee current policy projections of out-
lays in fiscal year 1984 totals $11.9 billion, 90 percent higher than
fiscal year 1980, for the purposes of comparability with the President's
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plan and the Senate figures, the HBC projections are adjusted exclude
outlays for the portion of the new energy initiatives related to low
income assistance and transportation. Otherwise, the HBC projections
assume enactment of new energy initiatives similar in scope and com-
position to those proposed by the President; that no outlays will occur
in the Energy Security Corporation, except for relatively small out-
lays for administrative expenses; continued nominal growth in out-
lays for a 750 million barrel Strategic Petroleum Reserve; and full
inflation adjustments for all other energy programs.
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Function 300: Natural Resources and Environment

1. Controllability of Fwwtion

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

$12.0 billion

relatively Controllable by Congress
Under Existing Law for the Budget Yea 55 percent

$6.6 billion = 55 percent controllable

Carryovers
$7.2 billion = 60 percent 45 percent

uncontrollable

Appropriated Entitlements
S0.1 billion = 1 percent

I

Permanents and Offsetting Receipts
-$1.8 billion = -15 percent /

-------------------------------------------------- 4. t

Approximately 55 percent of the outlays in this function are rela-
tively controllable under existing law in fiscal year 1980 for such
areas as flood control, construction and operations of the Corps of
Engineers, forest and land management programs, and operations of
the National Park Service and the National Oceanic and Atmospheric
Administration. The remaining 45 percent is considered to be rela-
tively uncontrollable and consists almost entirely of outlays from
prior year budget authority particularly in the water pollution con-
trol construction grants and the pollution abatement and-control pro-
gram of the Environmental Protection Agency. Additionally, the
recreational projects provided under the Land and Water Conserva-
tion Fund and the construction programs of the Bureau of Reclama-
tion and the Corps of Engineers traditionally reflect significant bal-
ances of outlays from prior year budget authority. The relationship
of the outlays in terms of controllability will remain relatively con-
stant throughout the period 1980-84.
2. Past 5-Year Spending Trend

Outlays in this function have increased $4.5 billion or 60 percent
from $7.33 billion in fiscal year 1975 to an estimated $11.7 billion in
fiscal year 1979. Most of the dollar increase in outlays has occurred in
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two subfunctional areas-first, pollution control and abatement, and
second, water resources. Outlays for pollution control and abatement
have risen about $2.2 billion since fiscal year 1975 with $0.9 billion of
this amount in the Environmental Protection Agency's water pollu-
tion control construction grant program. Outlays for water resources
have risen approximately $1.2 billion since fiscal year 1975 with the
major portion of this increase due to the Corps of Engineer's construc-
tion program. In both of these construction programs, plus a much
smaller one under the Bureau of Reclamation. Inflation has been a
significant factor in outlay increases as the annual inflation rate rose
from about 7 percent to the current 13 percent for construction projects.

Despite the $4.5 billion increase in outlays between fiscal years 1975
and 1979, there has been a substantial decline in the percentage of
annual outlay increases, from 29 percent in fiscal year 1975 to an esti-
mated 8 percent in fiscal year 1979. The growth in outlays would be
3 percent between fiscal year 1979 and 1980 when using the current
recommended outlay level for the Second Budget Resolution of Fiscal
Year 1980. 'These percentage decreases are primarily due to slower
spending in the EPA's water pollution control construction grant pro-
gram resulting from implementation of the 1977 Clear Water Act
Amendments.
3. Selected Major Outyear Budget Issues

Oil spills and hazardous waste dump sites.-During the past year,
a major effort has been undertaken by the Environmental Protection
Agency to determine the scope of environmentally dangerous chemical
waste dump sites. Preliminary reports indicate that there are between
one and two thousand such sites. The cost of containment, clean-up,
and remedy of the problem at these sites (without restoration or third
party costs) is estimated between $26 and $44 billion. These estimates of
cost could go up or down significantly as the problem is further
scrutinized.

This year the President proposed legislation to create a "superfund"
for cleaning up oil spills and hazardous waste sites. The legislation
proposed by the President would provide 80 percent of the program
costs through levies on oil and chemical companies as well as hazardous
waste disposal companies. The remaining 20 percent would be provided
by the Federal Government. However, the receipts would be counted
in the general Treasury revenues. The natural resources and environ-
ment function would reflect the full cost of appropriations for the fund.
Thus, there will be no direct offset against the outlays in Function 300.
The President assumes a $1.6 billion fund will be built up during the
next 4 years starting with fiscal year 1981 as follows:

[In millions of dollars]

Fiscal year-

1981 1982 1983 1984

Budget authority ---------------------------- 250 375 500 500
Outlays ----------------------------------- 45 205 333 441



While the legislation proposed by the President may encounter
serious difficulties in Congress, particularly with its financing mech-
anism, there seems no doubt that Congress will be faced with respond-
ing in a major and costly way to the enormous problems presented by
oil spills and hazardous waste sites. This response will be costly not
only for the next 5 years but perhaps the next 25 years.

The House Budget Committee recommendations do not include any
outyear funding for this program on the basis that there is insufficient
information to estimate costs. The Senate Budget Committee has in-
eluded the cost of the President's legislation in their outyear figures.
The implication of this position is dealt with later in this report.

Oonstrnttion prograim.-There are three primary'construction pro-
grams n this f"notion. These are the Corps of Engineers projects, the
Environmental Protection Agency's water pollution control grant pro-
gram, and the Bureau of Reclamation projects. EPA estimates the
nation's total municipal wastewater treatment requirements at $106
billion in 1978 dollars, approximately $80 billion of which will be Fed-
eral funds. About $28 billion in appropriations has been provided thus
far. However, inflation is rapidly excalating these cost estimates. Just
between 1976 and 1978, inflation caused a $13 billion increase in cost
estimates. To meet the Federal share of the total wastewater construe-
tion needs over a 20-year period would require an annual appropriation
of $6.6 billion at an annual construction inflation rate of only 7 percent
and $8.2 billion at a 10 percent inflation rate. As noted earlier, the cur-
rent inflation rate for wastewater construction programs is about 13
percent.

In the Corps of Engineer's construction program, most of the proj-
ects in past years have been oriented toward midwestern or rural areas.
However, it is expected that more urban areas, with rapidly deterio-
rating water supply systems, will make increasing and very significant
claims on the Corps construction budget.

4. Outyear Overview. (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President ------------------------------- 11.8 13.1 14.1 --------------
HBC ---------------------------------- 12.0 13.2 14.0 14.7 15.4
SBC ------------------------------------------- 11.9 12.7 13.5 13.8 14.0



IMPLICATIONS OF HOUSE BUDGET COMMITTEE CURRENT POLICY
PROJECTIONS

The House Budget Committee projection allows for growth of 28
percent or $3.4 billion between fiscal years 1980 and 1984. This growth
assumes full adjustment for anticipated inflation in this 5-year period.
It includes one policy adjustment resulting from a fiscal year 1980
Second Budget Resolution recommendation to add $250 million in
budget authority for additional funds under the EPA water pollution
control construction grant program. It is assumed in the recommen-
dation that these funds will be provided for those states which are
moving faster toward meeting the goals of the Clean Water Act. The
outlays for these additional funds do not reach over $50 million in a
single fiscal year until fiscal year 1983.

The House Budget Committee projections do not reflect funding
of the President's proposed oil spill and hazardous waste fund which
is included in the Senate Budget Committee projections ($1.6 billion
between fiscal years 1981 and 1984). The House Budget Committee
exclusion of these funds does not reflect any judgment for or against
the President's proposal or any similar effort in this area. The current
data on the costs of this enormous task are considered too rough plus
there has been only cursory preliminary review of the issue in Con-
gress thus far. In other words, it is simply too early to make a reason-
able estimate on the costs of a major effort to remedy the problem.
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Function 350: Agriculture

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

2.5 billion

ely Controllable by Congress
sting Law for the Budget Year
$1.3 billion 51 percent 51 percent

controllable

Carryovers
$0.3 billion = 11 percent

Appropriated Entitlements 49 percent
$50 million and 1/2 of 1 percent uncontrollable

Approximately 49 percent of outlays in this function are relatively
uncontrollable under existing law in fiscal year 1980. This is primarily
because of the nature of the farm income stabilization programs in
which the outlays are determined more by weather conditions, market
conditions, and actions of the Secretary of Agriculture than by actions
of the Congress.
20. Past 5-Year-Spending Trend

Over the past 5 years, outlays in this function have been extremely
volatile primarily because of erratic changes in the weather and the
market conditions. The following table showing agricultural outlays
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from fiscal year 1975 to fiscal year 1979 and the percentage change
from year to year illustrates that point:

[Dollar amounts in billions]
1975:

Amount ------------------------------------------------------------------------- $1.7
Percent ------------------------------------------------------------------------ -23

1976:
Amount ------------------------------------------------------------------------- $2.5

Percent ------------------------------------------------------------------------ 47
1977:

Amount ------------------------------------------------------------------------- $5.5
Percent ------------------------------------------------------- 120

1978:
Amount ------------------------------------------------------ $7.7

Percent ------------------------------------------------------------------------ 40
1979:

Amount ------------------------------------------------------ $6.2
Percent ------------------------------------------------------ 21

Therefore, the pattern shown here bears little or no relationship
in terms of comparative levels to the outlay projections during the
period fiscal years 1981-84.
3. Selected Major Outyear Budget Issues

Omnibus Farm BilL-By far, the most significant budget issue fac-
ing the Congress during the period fiscal year 1981-84 is the form in
which a new omnibus farm bill will emerge. Current agricultural leg-
islation expires with the 1981 crop year. Although it is too early to
tell what direction new farm legislation will take, there is the pos-
sibility of some rather far reaching changes in agricultural policy.
However, it appears that target and loan price adjustments will con-
tinue to be the primary policy tools having the greatest impact on
Federal budget outlays. Since specific legislative proposals have not
been developed to date, it is virtually impossible to estimate the cost
of this prospective legislation. It is noted that the 1977 omnibus farm
legislation as enacted was estimated to cost about $800 million al-
though proposals costing up to $7 billion were considered during the
course of Congresisonal debate.
4. Outyear Overview. (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President -------------------------------- 2.4 2.7 3.1
HBC ------------------------------------------- 2.6 3.1 3.7 4.7 4.6
SBC ------------------------------------------- 2.5 3.2 3.6 4.5 4.2

48-069 0 - 79 - 13
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ImPLA ONs oF HousE BUDGET Conmrrr n CURRENT POLICY
PROJECTIONS

For farm income stabilization programs, the House Budget Com-
mittee projections use the base established in the CBO supply and de-
mand and Government cost models. Normal weather is assumed
throughout the projection period. Loan rates and target prices for the
outyears are assumed to be those set forth in current law Where our
rent law does not cover the entire projection period, current nominal
loan rates and target prices are assumed to be maintained. The projec-
tions also assume that outlays in farm income stabilization programs
are relatively insensitive to inflation, but highly sensitive to market
conditions. The projections further assume that sugar, dairy, and crop
insurance legislation will be enacted in fiscal year 1980, but assume no
outlays for other agricultural legislation. Any changes in these assump-
tions can significantly alter outlays up or down Also, any new farm
legislation, in particular wheat and feed grain legislation in 1981, may
significantly alter future outlays.

For agricultural research and services programs, the projections
allow for full adjustment for inflation, thus keeping these programs at
a constant level in real terms.
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Function 370: Commerce and Housing Credit

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

28billion

i"Relatively Controllable by Congress

SUnder Existing Law for the Budget Year 104 percent
$2.9 billion = 104 percent controllable

Carryovers
$1.3 billion = 45 percent

-h_ -4 percent
uncontroll able

Permanents and Offsetting Receipts
-$1.4 billion = -49 percent

u.g., Federal Deposit Insurance Corporation

I

As a technical matter, 104 percent of the outlays in this function are
relatively controllable under existing law in fiscal year 1980. In the
aggregate, the total of outlays that are categorized as controllable by
Congress under existing law exceeds the total of all net outlays which
makes it appear that the function's outlays are 104 percent controllable.

However, this function differs from others in that most of the siz-
able programs and activities are administered as revolving funds in
which receipts are netted against disbursements, thus obscuring real
program activities. In addition, many of the programs are financially
dependent upon quasi-Federal institutions such as the Federal Financ-
ing Bank which provides financing for the Farmers Home Admin-
istration programs, and the Federal National Mortgage Association
which provides financing for the GNMA and FHA programs. These
outlays are thus removed from the unified budget.

One of the largest single programs-the U.S. Postal Service subsidy
of approximately $1.6 billion-is controllable only in the sense that
Congress could refuse to appropriate funds for subsidy of postal
operations; however, such refusal would merely have the effect of
moving the postal deficit from on-budget to off-budget status.
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2. Past 5-Year Spending Trend
Outlays over the past 5 years have been primarily dependent upon

governmental response to changing economic conditions, particularly
he perceived state of the market for housing mortgage money. Out-

lays in 1975 totaled $5.6 billion, a year in which substantal Federal
on-budget funds were injected into the housing mortgage system; out-lays in 1977 were -$44 million, a year of Federal Government onl-
budget disinvestment in housing mortgages.

Abstracting from the volatility of the mortgage credit activities, the
function appears to have remained fairly stable at $3.0 to $3.5 billion.
3. Selected Major Outyear Budget Issues

Off-budget actiities.-The Government's primary off-budget agen-
cy, the Federal Financing Bank, is categorized in this function, and
produces about $12 billion in net off-budget outlays in a relatively
normal year. The House Budget Committee has recommended that
some method be developed to treat the problem of off-budget agencies.
There are no multiyear estimates for off-budget agencies.

Leaving aside FFB transactions that are predominantly in aid of
other functions, off-budget transactions that are directly supportive
of commerce and housing credit account for about $3 billion.

A significant problem for this year and all outyears is the treat-
ment of off-budget agencies. Simple inclusion of off-budget agencies
in the unified budget would add approximately $12 billion to budget
authority, outlays, and public debt.

Credit control.-There is growing appreciation that Federal loan
and loan-guarantee (credit) activities may be of equal importance
with direct Federal expenditures. Thus, a significant outyear question
will be the budgetary treatment of credit activities, which have
reached a total of over $500 billion of direct and guaranteed loans by
on-budget, off-budget, and Government-sponsored enterprises. Unless

-thee is a fundamental change in budgetary accounting procedures,
there would be no effect on statutory budget aggregates.

PostaZ subsidies.-There is continuing pressure for increases in gen-
eral-fund financing of postal deficits. Although the U.S. Postal Serv-
ice is running a surplus this year, future deficits are unavoidable unless
postal policy provides for increasing postage rates to finance cost-of-
living raises for postal employees and the impact of inflation on fuel
and other items. Enactment and funding of H.R. 79, could add $400
million to fiscal year 1980 spending, rising to $850 million in 1983.
4. Outyear Overview. (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 3.2 3.2 2.8 --------------
HBC ------------------------------------------- 2.8 3.5 3.2 3.1 3.0
SBC ------------------------------------------- 3.0 3.5 3.2 3; 1 2.9



IMPLICATIONS OF HOUSE BUDGEr COMMITTEE CURRENT POLICY
PROJECTIONS

House Budget Committee current policy projections assume no
shocks to the housing-mortgage market and a continuation of fi-
nancing techniques that shift costs either to the off-budget Federal
Financing Bank or to Government-sponsored credit enterprises such
as the Federal National Mortgage Association. House Budget Com-
mittee projections also assume that the schedule for declining postal
subsidies contained in existing law will be adhered to, thus reducing
the public-service subsidy by $92 million each year of the period.
Funding of H.R. 79, if enacted, would add $400-600 million in each
year. The projections also assume relative stability in the economy(e.g., no widespread failures of banks, savings and loans, credit unions,
etc.) Other programs in aid of commerce (operations of the Com-
merce Department, regulatory agencies, and the Small Business Ad-
ministration) are assumed to continue with allowance for anticipated
inflation.
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Function 400: Transportation

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

Appropriated Entitlements
P 0,n billion =ffs 3 nrrent

Permanent and Offsetting Receipts4$0.1 billion. = -1 percent

.7 billion

31 percent
controllable

69 percent
uncontrollable

Thirty-one percent of the outlays in this function are relatively
controllable under existing law in fiscal year 1980. Approximately
50 percent or $3.3 billion of the controllable funding is in three major
accounts, the Urban Mass Transportation Administration and the
Federal Aviation Administration and Coast Guard Operations ac-
counts. The remaining controllable programs are various transporta-
tion grant, construction, safety, research and development, regulatory
and miscellaneous programs.

Uncontrollable transportation funding.-There are four relatively
uncontrollable transportation accounts, the highway trust fund, the
maritime operating-differential subsidy, the ,Coast Guard retired pay
and the Civil Aeronautics Board local air carrier subsidy accounts.
The highway trust fund is a permanent appropriation, the Coast
Guard and CAB accounts are entitlement programs and the maritime
account is a mandatory appropriation. Spending resulting from both



permanent and entitlements can be controlled only if Congress acts to
change the laws which mandate such spending.

The highway trust fund account along with prior year outlays
represents approximately 65 percent of all transportation spending and
97 percent of all uncontrollable spending. The other 3 percent of un-
controllable spending is derived from the three smaller uncontrollable
accounts.

Special 8ignificance and aspects of the highway trust fund ac-
count.-The highway trust fund account has special significance in
that it historically represents approximately 40 percent or more of
the total transportation budget authority and outlays.

Under present law, the highway trust fund is not subject to the usual
appropriations review and is controllable only through the usd of
annual obligation ceilings and/or recission bills enacted by the Con-
gress. The use of obligation ceiling and/or recission bills has a limited
short term impact on highway spending. Because of the construction
nature of highway programs, the historical spend-out pattern is small
early-year outlays and an 8 year total spend-out. Thus, it would take
a number of years or huge obligation restrictions or budget authority
recissions to produce significant short term highway outlay reductions.
2. Past 5-Year Spending Trend

Outlays in this function have increased from $10.4 billion in fiscal
year 1975 to $17.0 billion in fiscal year 1979, an increase of 64 percent.
Historically, as a percent of total budget outlays the transportation
function has ranged between 3.2 percent and 3.7 percent during the
period 1975-79. The average percentage of total budget outlays for
transportation purposes has been 3.5 percent.

Five-year spending trend by program.-The largest dollar increase
in the transportation function was for highway funding. The large
highway funding increases resulted in part from a combination of
actual construction program increases, expanded Federal maintenance
responsibilities and recognition of the declining value of the highway
construction dollar due to inflation. Highway funding increases were
in general, matched or exceeded by increased vehicle registrations and
aggregate mileage driven and a parallel increase in highway trust fund
receipts.

Both the mass transportation and various railroad assistance pro-
grams were also significantly increased. The mass transportation pro-
gram was increased in response to perceived program needs. Signifi-
cant mass transportation funding was not provided until enactment
of the 1974 National Mass Transportation Act. The newness of the
program resulted in smaller early year outlays and a rapid build-up
in the outyears.

The real growth above inflation in railroad programs was in re-
sponse to the historical decline of railroad passenger and freight
utilization, particularly since World War II. Increased rail funding
was also a direct response to emergency financial situations, as in the
case of the National Rail Passenger Corporation, the Consolidated
Rail Corporation, and other bankrupt railroads.



3. Selected Major Outyear Budget Issues
Highway trust fund program.-Since the inception of the modern

highway program in 1956, the program has been periodically reauthor-
ized in a series of multi-year authorizations. The current authoriza-
tion is in the Surface Transportation Assistance Act of 1978 and pro-
vides highway trust fund account authorization levels as follows:
Fiscal year: Billions

1979 ---------------------------------------------------- $8.0
1980 ----------------------------------------------------- 8.6
1981 ----------------------------------------------------- 9.0
1982 ----------------------------------------------------- 7.8

The $1.2 billion reduction in fiscal year 1982 from the preceding
year was based on a limitation on total funding in the enacting legis-
lation in order to avoid a veto. The $1.2 billion reduction in fiscal year
1982 is contrary to the historical growth of the program, the con-
tinued need for construction funds through 1990, the increased need
for road maintenance funding and the impact of inflation on the pur-
chasing power of each program dollar. It is likely that a new high-
way authorization may be considered as early as fiscal year 1981
rather than waiting until fiscal year 1982.Issues in the anticipated highway funding debate.-As part of the
highway funding debate, the following major issues are anticipated:

(a) What will be the final cost and completion date for the inter-
state system. The cost of the interstate has grown from $27 billion to
$104 billion and could conceivably cost an additional $100 billion.
The completion date has slipped from 1972 to 1990 and could be
changed again.

('b) The most recent authorization provided expansion of the Fed-
eral maintenance role in bridge projects from a level of $.2 billion to
over $1 billion per year. The original estimate of backlogged bridge
projects was $23 billion but additional expansion of overall Federal
highway maintenance responsibilities could eventually involve hun-
dreds of billions of dollars.

(c) The Department of Transportation and other transportation
experts have forecast a significant slowdown in the revenue curve
of the highway trust fund. In the past, trust fund revenues have kept
pace with program funding increases. It is not certain that the trust
fund growth will be sufficient to meet expanding program needs as
required by law.

Mass transportation progran.-The issue is what assumptions to
make regarding congressional treatment of the President9s proposed
$16.5 billion, 10 year transportation related energy initiative. Of the
$16.5 billion, $13 billion is for public transportation capital programs
and is projected by the President to result in an all funds mass trans-
portation program of $50 billion for the 1980's versus $15 billion in
the 1970's. Significant Federal Mass Transportation funding was
first legislated in 1974.



The two main issues related to the President's transportation-en-
ergy initiative are likely to be (1) if the Congress enacts the program,
at what funding level will the program be authorized and will the
Congress make enactment tot-ally dependent on the windfall profits
tax being enacted, as assumed by the President, and (2) will the Con-
gress, include new operating subsidy which is not part of the Presi-
dent's proposal. It is likely to be argued that localities cannot provide
significantly expanded operations with increased Federal monies if
additional operating subsidy is not provided.

Rail assistance program.-A number of the Nation's freight rail-
roads are in bankruptcy proceedings or are experiencing serious finan-
cial difficulties. In addition, the National Railroad Passenger Cor-
poration (AMTRAK) has experienced precipitously growing deficits
and Federal subsidy requirements.

(a) Freight Issues.-The President proposes deregulation of
the rail freight industry which should significantly reduce Fed-
eral subsidy requirements. The President's rail legislation inititia-
tive would provide as much as $1.2 billion in transition aid over
the next few years as railroads adjust to a deregulated environ-
ment. If deregulation is not legislated by the Congress, Federal
rail freight subsidies could be many times the $1.2 billion transi-
tion amount and could be required in perpetuity or result in the
nationalizaiton of the railroads. The freight issue is illustrated
by the Consolidated Rail Corporation (ConRail) which has been
authorized to receive $3.3 billion in Federal subsidy in two suc-
ceeding authorizations. ConRail projects the need of additional
Federal aid beyond the $3.3 billion if deregulation is not legis-
lated by the Congress.

(b) Passenger Issue.-Amtrak Federal subsidy requirements
have grown from an original $70 million in 1971 to over $800
million projected in fiscal year 1980. The President proposed
significant route-service reductions and the Congress has included
specific route-service reduction criteria in the fiscal year 1980 au-
thorization bills. Congress will have to decide what service level
should be funded. In addition, Amtrak requires growing capital
funding and requires additional funding for the Northeast Cor-
ridor Project which ultimately could cost double the existing
$1.75 billion authorization.

Air mode programs.-The issue is whether Congress will make sub-
stantial program and/or funding changes when the Airport and Air-
ways Trust fund programs are reauthorized for fiscal year 1981. The
President has proposed an air mode legislative initiative which would
extend the trust fund, expand individual program levels, and provide
substantial changes in the air trust fund mechanism associated with
reducing the growing air trust fund surplus. Funding levels for fiscal
years 1981-85 under the President's air legislation initiative would
total $14.6 billion.
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4. Outyear Overview (See chart.)

OUTLAYS

[In billions of dollarul

1980 1981 1982 1983 1984

President e----------------- d---------------- t---- 18.3 19.9 20.1 ----------------
HBC ---------------------------- 18.7 20.2 21.6 22.5 23.2
SBC ----------------------------------------- 18.6 19.8 20.8 21.2 21.1

IMPLICATONS OF HOUSE BUDGET COMMITTEE CURRENT POLICY
PROJECTIONS

The House Budget Committee current policy projection is generally
based on extension of most existing programs with allowance for man-
datory increases, for instance providing the increases contained in
authorizing legislation and an allowance for discretionary inflation.
Spending is projected to increase by 24 percent between fiscal year
1980 and fiscal year 1984.

Highway funding.-The largest program, the highway trust fund
account, is projected at the authorized level through fiscal year 1982.
The last year of authorization is used as the base for the fiscal year
1983 and 1984 projections which assume discretionary inflation. Be-
cause the fiscal year 1982 authorization is $1.2 billion below the 1981
level of $9.0 billion the fiscal year 1982, 1983 and 1984 projected levels
will represent a significant program reduction when inflation is taken
into account.

Man, transportation funding.-For mass transportation programs
current policy is assumed which allows for discretionary inflation.
In addition, enactment of recently House-passed Washington Metro
legislation is assumed which adds +$0.2 billion in 1982 and +$0.4
billion in fiscal years 1983 and 1984 for debt service and capital needs.
The growth in mass transportation funding between fiscal years 1980
and 1984 represents $1.7 billion or 38 percent of the total funding in-
crease. Mass transportation and highway trust fund increases together
account for 70 percent of the total funding increase between fiscal year
1980 and 1984.
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Other signifiant assu ptions.-The House Budget Committee pro-
jections also assume that both the ConRail and Northeast Corridor
Project will require additional but smaller authorizations. The House
Budget Committee projection does not reflect the President's air trust
fund or rail legislative proposal and instead continues current policy
for these programs.

The President's energy initiatives are not reflected in function 400,
transportation. Function 270, Energy, assumes a transportation initia-
tive of $16.5 billion, over a 10-year period divided in relatively equal
amounts each year.
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Function 450: Community and Regional Development

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

A
x

Relatively Controllable by Congress
Under Existing Law for the Budget Year

$1.8 billion = 22 percent

x
-Zr

Carryovers
$6.5 billion = 79 percent

e.g., Community Development Grants,
SBA Disaster Loans

Appropriated Entitlements
-IILess than $50 million And 1/2 of 1 nerrcetj

Permanents and Offsetting Receipts
-SO.1 billion = -1 percent

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

.3 billion

22 percent

control 1 able

78 percent

,uncontrollable

Approximately 22 percent of the outlays in this function can be
described as relatively controllable in the 'budget year. The balance
of the outlays are the result of prior year obligations. In general, the
major programs in the function spend out over a 2- to 5-year period.
Therefore, significant reductions in budget authority would be required
in fiscal year 1981 in order to achieve significant reductions in outlays
in fiscal years 1982-84.

Major spending in this function occurs for community and area
development activities. In fiscal year 1980, the Community Develop-
ment Block Grant program, administered by HUD, and the Economic
Development Assistance programs administered by the Commerce De-
partment, will account for 53 percent of spending in the function.
2. Past 5-Year Spending Trend

Spending in this function increased from $4.4 billion in fiscal year
1975 to a peak of $11.0 billion in fiscal year 1978. Growth in spending
during this period was at an average nominal rate of 37.7 percent per
year. The major increase in spending growth during this period is
attributable to the impact of: (1) Outlays under the Community De-
velopment Block Grant program, authorized in 1974, which grew

8

u

J



from $38 million in fiscal year 1975 to $2,464 million in fiscal year
1978. (2) Outlays from the $6.0 billion economic stimulus program
of accelerated public works authorized in 1977 beginning at $585 mil-
lion in fiscal year 1977, growing to $3,057 million in fiscal year 1978.
Estimates for fiscal years 1979 and 1980 are $1,750 million and $375
million respectively. (3) Outlays from disaster assistance programs
grew from $398 million in fiscal year 1975 to $2,871 million in fiscal
year 1978.

The disaster assistance programs in this function have represented
the most volatile contingency items. Outlays for these programs have
varied widely in relation to the occurrence of natural disasters and
changes in eligibility criteria and interest rates under the programs.
When outlays for economic stimulus are excluded from the total, aver-
age annual growth in the function has been at a rate of only 13.7
percent.
3. Selected Major Outyear Budget Issues

Reauthorization of community development block grant program.-
The CDBG program was enacted in 1974 and authorized for a 3-year
period. The program was renewed in 1977 and extended for another
3-year period. Reauthorization will be required to extend the program
beyond fiscal year 1981. Reauthorization of this program in fiscal year
1981 may have special significance as the Congress continues to debate
the general issue of growth in Federal aid to State and local govern-
ments, and renewal of the General Revenue Sharing program. The
fiscal year 1980 appropriation of $3,900 million will serve as the base
for outyear spending levels. Between fiscal years 1981 and 1984 out-
lays could range from $3.8 up to $5.2 billion.

SBA disaster loans!program reform.-The House Budget Commit-
tee supported administration initiatives designed to reform the SBA
disaster loan program in 1978 and 1979. Both the House and the Sen-
ate passed amendments to the program in 1979 (S. 918) which would
reduce the subsidization of interest rates and eliminate farmers from
participation. However, the conference report on this legislation has
been delayed because of variations in the Farmers Home and Small
Business disaster programs. The legislative outlook for enactment of
these amendments in 1979 is uncertain. Current outvear estimates be-
tween fiscal year 1981 and 1984 range from $524 million down to $468
million for the SBA program. These estimates assume the enactment
of the pending reforms. If these reforms are not enacted, outyear costs
could rise to between $776 million in fiscal year 1981 up to $1,084 mil-
lion in fiscal year 1984-increases of from $252 million to $616 million.

Economir development amsistance reauthorization.-Reauthoriza-
tion of the EDA programs is required to extend the programs beyond
fiscal year 1979. The administration has proposed an initiative to re-
structure the programs into an expanded Economic Development Fi-
nancing Administration. The Senate has passed a bill to accomplish
the changes. The House Public Works Committee has reported a bill
which would extend EDA programs for 3 years. However, the House
has not completed action on related portions of the proposal. Esti-
mates of outvear costs range from $864 million in fiscal year 1981 up
to $1,160 million in fiscal year 1984.
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4. Outyear Overview. (See chart.)

OUTLAYS
[In billions of dollars

1980 1981 1982 1983 1984

President -------------------------------- 7.5 8.3 8.7 ----------------
HBC ---------------------------------- 8.3 9.1 10.2 10.8 11.2
SBC ----------------------------------- 8.4 9.2 9.6 9.9 9.6

IMPLICATIONS or HBC CU RRENT PoIcY PROJECTION S
Between 1975 and 1979, real growth in this function was at an

average annual rate of 12.9 percent. Nominal growth was at an aver-
age rate of 37.7 percent. House Budget Committee current policy
projections assume continuation of all existing programs with
increases to cover inflation. This projected rate of growth would be
lower than growth projections based on past performance. However,
as noted in the discussion of past years, annual outlays in this func-
tion have fluctuated widely between 1975 and 1979, reflecting the
impact of a sizeable temporary economic stimulus program in fiscal
year 1977 and costs of the disaster assistance programs. HBC projec-
tions assume growth in the community development block grants
program from $3.8 billion to $5.2 billion; growth in EDA programs
from $1.2 billion to $1.5 billion.

Future economic stimulus proposals to expand certain local public
works or other development programs could similarly increase out-
lays in this function. Unexpected natural disasters could also have a
significant impact on out-year costs.
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Function 500: Education, Training, Employment, and Social
Services

J. Controllability of Function

FISCAL YEAR 1980 OUTLAYS HOUSE BUDGET
COMMITTEE RECOMMENDATION

Relatively Controlla le Congress
Under Existing Law for the Budget Year

$12.0 billion = 38 percent

Carryovers
$14.9 billion = 47 percent

e.g., Education, CETA

Appropriated Entitlements
$4.4 billion = 14 percent

e.g., Grants to States for Social Services

Permanents and Offsetting Receipts
$0.3 billion = 1 percent

$31.5 billion

38 percent
controllable

62 percent
uncontrollable

Thirty-eight percent of outlays in this function are relatively
controllable under existing law in fiscal year 1980. These funds are
associated with expenditures for employment and training programs
such as the Comprehensive Employment and Training Act (CETA),
social service programs such as child welfare services, and community
services projects. Controllable outlays also include education pro-
grams such as payments to schools in federally impacted areas, title
I compensatory services for educationally disadvantaged elementary
and secondary students, and general education aids such as projects
in research, and the arts and humanities. These programs require
annual appropriations which represent discrete decisions on funding
levels.

The remaining 62 percent of outlays in this function are relatively
uncontrollable. They, consists largely of outlays from prior year
appropriations associated with forward funded education programs
such as Title I of ESEA, the Education of the Handicapped pro-
grain and the Basic Educational Opportunity Grants program which



provides financial assistance to needy higher education sudents. Also
about a third of these expenditures are associated with the CETA
program.
2. Past 5-Year Spending Trend

In the 5 years from 1975 to 1979, outlays in this function increased
a total of 91 percent-from $15.9 billion in 1975 to $30.4 billion in
1979. About 53 percent of the increase represented real growth, with
inflation accounting for the rest of the increase. In addition to infla-
tion, outlays have risen as a result of expansion in recipient popula-
tions, liberalization of program benefits, and responses to adverse
economic conditions. Shown below is the 5-year increase in outlays
to education, employment and training and social service programs.

FUNCTION 500: GROWTH IN OUTLAYS, FISCAL YEARS 1975-79

[Dollars in millions]

Percent in-
Fiscal year- crease

1979 over
1975 1979 1975

Education programs --------------------------- $7,631 $12,745 67.0
Training, employment, and other labor services pro-

grams ------------------------------------ 4,322 11,673 170.1
Social services programs ------------------------- 3,923 5,949 51.6

Total ---------------------------------- 15,870 30,363 91.3

Within the education area, outlays have grown steadily and at a sub-
stantial rate for the Basic Educational Opportunity Grants (BEOGs)
program. In 1975, $660 million was appropriated for BEOGs compared
to $2.6 billion in 1979-nearly a 300-percent increase. The increase in
program expenditures over these years was due to a major expansion
of the number of students served and increases in the cost of education.
In 1975, the maximum grant was held at $1,400 and about 1.2 million
BEOGs students received average grants of $763. In contrast, in 1979
an estimated 2.9 million students will receive average awards of $961,
with the maximum award being $1,800.

Expenditures for the Education of the Handicapped program have
risen more than 600 percent from 1975 to 1979. The purpose of this
growth has been to achieve the mandates of the 1976 amendments to
provide an appropriate education to all handicapped students. In 1975,
an appropriation of $100 million provided a general subsidy of $8.75
for each pupil attending school. The 1976 law substantially increased
the Federal obligations by providing larger and accelerating subsidy
rates to States. Beginning in 1976, the law authorized States to receive
for each handicapped child, an amount equal to 5 percent of the na-
tional average expenditure per pupil. Funds equal to a subsidy rate
of 12 percent was appropriated for 1979.

Training and employment programs have increased by 170 percent
from fiscal year 1975 through fiscal year 1979. The greatest part of this
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increase is due to appropriations for the Comprehensive Employment
and Training Act (CETA) due to Congress's and the administration's
efforts to end the recession of the mid-1970's. At the peak of the reces-
sion the unemployment rate exceeded 9 percent, which meant that ap-
proximately 9 million people were unemployed. As part of the fiscal
year 1977 economic stimulus package, $9.425 million were appro-
priated for CETA, most of which was applied to public service em-
ployment programs (PSE). At its peak, (March 1978), the CETA/
PSE programs had 753,000 enrollees.

Over the period fiscal years 1975 through 1979, approximately 53
percent of the increase in outlays for employment and training resulted
from Congressional response to the economic recession. During this
period the end of year enrollment level for CETA public service em-
ployment more than doubled from 279,000 to almost 600,000.
3. Selected Major Outyear Budget Issues

Welfare Reform Jobs.-The administration has proposed legisla-
tion (H.R. 4425, Work and Training Opportunities Act of 1979) which
would provide about 400,000 new CETA jobs, bringing the total num-
ber of welfare jobs to 618,000 under the proposal; State and local em-
ployment and training agencies would place eligible jobseekers in un-
subsidized employment in both the public and private sectors. The ad-
ministration has estimated that the fiscal year 1982 program costs will
be $4,987 million in new outlays offset by $2,282 millions in savings
from other programs for a total net cost of $2,705.

Representatives Carl Perkins and Augustus Hawkins have in-
troduced a different welfare reform jobs proposal which would create
an open-ended entitlement to each CETA prime sponsor. The Federal
Government would reimburse the prime sponsor for the cost of provid-
ing employment or training to eligible persons. The jobs or training
would be for those persons who are the principal earners in families
receiving AFDC or in households receiving food stamps. CBO is cur-
rently developing a cost estimate of the bill and plans to have the re-
sults available by middle to late September.
4. Outyear Overview. (See chart.)

[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 30.0 31.2 36.7
HBC ------------------------------------------- 31.5 33.2 35.3 37.5 39.7
SBC ------------------------------------------- 30.5 30.0 30.0 30.3 30.6

IMPLICATIONS OF HOUSE BUDGET COMMITrEE CURRENT POLICY
PROJECTIONS

In the 5 years prior to budget year 1980, function 500 outlays
increased by 91 percent. According to current policy projections, the
function would grow 26.2 percent from fiscal year 1980 through fiscal
year 1984.

48-069 0 - 79 14



House Budget Committee current policy provides for a continuation
of education programs at their 1980 levels, including an allowance
for inflation. Total outlays for education program increase from $14.4
billion in fiscal year 1980 to $18.3 billion in fiscal year 1984, an increase
of 27 percent.

The House Budget Committee current policy provides for a con-
tinuation of 250,000 job slots for CETA title II-D PSE jobs for the
structurally unemployed and 200,000 title VI PSE jobs for the
cyclically unemployed. In total, outlays for training and employment
programs increase from $11.5 billion in fiscal year 1980 to $14.6 billion
in fiscal year 1984, an increase of 27 percent. In total, for social services
programs, the policy provides for a title XX ceiling of $3.1 billion.
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Function 550: Health

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET

Relatively Controllable by Congress
Under Existing Law for the Budget Year

$4. billion 9 percent

Carryovers
$3.9 billion = 7 percent

Appropriated Entitlements
$21.1 billion =39 percent

e.g., Medicaid, Medicare

Permanents and Offsetting Receipts
$24.8 billion = 45 percent

e.g., Medicare

$ 54.7billion

9 percent
controllable

91 percent
uncontrollable

Only 9 percent of the outlays in this function are controllable in
fiscal year 1980. The controllable outlays result primarily from appro-
priations for discretionary health programs, largely grants and
contracts, and other related costs. They also include program improve-
ments proposed for the medicaid and medicare programs which would
result in net savings. The remaining 91 percent of outlays in this

2
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function consists of expenditures under current law for the medicaid
and medicare programs, which provide legal entitlements to eligible
beneficiaries; obligations made in prior years; and health benefits for
retired Federal employees. The medicare and medicaid entitlement
programs in this function are authorized for indefinite time periods.
In addition, outlays for employee benefits and prior year obligations
are expected to be maintained at least at current levels. Therefore, the
cost of the majority of funds in this account will remain uncontrol-
lable in the outlays.
2. Past 5-Year Spevding Trend

OUTLAYS

[In millions of dollars]

Percent of
change over

Outlays prior year

Fiscal year:
1975 --------------------------------------------------- 27,648 25
1976 ---------------------------------------------------- 33,448 21
1977 --------------------------------------------------- 38,785 16
1978 --------------------------------------------------- 43,676 13
1979 ------------------------------------------- 49,776 14

Outlays in this function have increased from $27.6 billion in fiscal
year 1975 to $49.8 billion estimated in fiscal year 1979, an average of
14.8 percent per year. Over the 5-year period Federal expenditures for
health have increased 80 percent.

The tremendous growth in Federal health care expenditures reflects
the rapid increases in total national medical expenditures, which were
over $192 billion in 1978, an increase of 46 percent over the $131 billion
spent in 1975. In 1978, the Federal Government paid 28 percent of the
total spent nationally for health care.

The change in total health care expenditures for the United States is
largely due to inflationary increases in the cost of medical care. Until
recently the rate of increase of medical care costs exceeded the overall
Consumer Price Index (CPI). Greater use of services, primarily the
number of individuals seeking care and the utilization of more complex
and costly services, also has added significantly to the total spending
levels. Population growth and increases in the number of elderly per-
sons have contributed to the rise in expenditures to a lesser degree.

Forty percent of all medical care expenditures are for hospital care.
in 1978, hospital services cost the nation $76 billion, a 46-percent in-
crease over the $52 billion spent in 1975. The Federal Government paid
40 percent, $30 billion, of the 1978 total. Fifty percent, $38 billion, of
the total was paid by other third parties, primarily health insurance
carriers, State and local governments. Only 10 percent, $8 billion, was
paid directly by the individuals receiving hospital services.
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The Federal Government has initiated special programs which
attempt to restrain the rate of medical care increases. Evaluations of
the effects of these programs still are underway, but it is clear that none
of them have had the full intended impact.

In addition, the Congress now is considering legislation which would
impose mandatory limitations on hospital revenues beginning in fiscal
year 1980. A system of voluntary restraints has been in effect since
December 1977. The rate of increase in the overall medical care index
has fallen below the total CPI rate of increase since December 1978, but
it is too early to determine if this shift is due to the Voluntary Effort
(VE). In addition, until May 1979, the index for hospital services con-
tinued to exceed the CPI although at a slower rate of growth than
would have been likely to occur without the VE.
3. Selected Major Outyear Budget Issues

National Health Insura'we.-The major issue that would impact on
the health function in the period 1981-84 is national health insurance.
Predominant among the insurance proposals under consideration are
those developed by the President, Senator Edward Kennedy and Sen-
ator Russell Long. The initial costs of these plans range from $7 billion
to $40 billion per year. The plan proposed by Senator Long centers
around efforts to provide assistance in the case of catastrophic illness.
The health insurance plans of the President and Senator Kennedy pro-
vide comprehensive benefits and universal coverage. The President and
Senator Kennedy have proposed that national health insurance be
implemented in stages beginning in 1983. The plan proposed by Senator
Long could be implemented shortly after its enactment.

Hospital Cost Containment -In addition, efforts to restrain cost
increases, especially with regard to hospital cost containment, may be
expected to continue. Legislation to impose such controls already has
been reported by the House Ways and Means Committee. It is esti-
mated that this bill, if enacted, would save the Federal Government
$12.7 billion from 1980-84. Total savings for the nation would be $31.3
billion.

Tax Subsidies.--Congress is beginning to consider more carefully
the effects of health insurance and tax subsidies on medical care price
increases. These subsidies currently total $10.6 billion annually in
employer tax exclusions and in employee deductions for health insur-
ance. The ongoing reviews may suggest other approaches which might
help to slow down the rate of medical care increases.
4. Outyear Overview. (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 54.4 60.1 66.1
HBC_.; ---------------------------------------- 54.7 61.7 69.2 77.6 90.8
SBC -------------------------------------------- 54.2 61.1 68.1 75.8 84.2
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IMPLICATIONS OF HOUSE BUDGET CoMMiTTE CURRENT POLICY
PROMOTIONS

Current projections by the House Budget Committee are that Fed-
eral health care program outlays will increase by 66 percent between
fiscal year 1980 and fiscal year 1984. By the end of the period, budget
authority for health programs will exceed $100 billion. The noncon-
trollable medicare and medicaid programs are primarily responsible
for the increase. By 1984, medicare expenditures will have increased
72 percent and medicaid by 62 percent to totals of $56 billion and $21
billion, respectively. These levels assume enactment of a number of
legislative reforms and benefit improvements in fiscal year 1980. Prin-
cipal among these are hospital cost containment and the Child Health
Assurance Program (CHAP). By fiscal year 1983, mandatory cost
containment will save $4.1 billion annually for the medicare program
and another $620 million in medicaid. The cost of CHAP in medicaid
will reach $2 billion by fiscal year 1984. Other program reforms as-
sumed to be enacted by fiscal year 1980 will save almost $900 million in
fiscal year 1984.

FUNCTION 550
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Function 600: Income Security

1. Controllability of Funwtion

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

188.8 billion

Relatively Controllable by Congress
Under Existing Law for the Budget Year 7 percent

$12.6 billion = 7 percent controllable
e.g., Food Stamps

Carryovers
$5.1 billion = 3 percent
e.g., Subsidized Housing

Appropriated Entitlements
$22.3 billion = 12 percent

e.g., AFDC, SSI, Black Lung,
Unemployment Insurance,

Child Nutrition and Special Milk

Permanents and Offsetting Receipts 93 percent
$148.8 billion = 79 percent uncontrollable

e.g., Social Security,
Railroad Retirement,

Civil Service Retirement, EITC

'Only 7 percent of the outlays in this function are relatively con-
trollable under existing law because most of the funding is mandated
by statutory benefit formulae in entitlement programs, including re-
tirement and disability, unemployment compenation, cash assistance
and child nutrition. Outlays for these programs represent 90 percent
of the recommendation for fiscal year 1980. In addition, 3 percent of
the outlays in the recommendation for fiscal year 1980, or $5.1 billion,
were made available through prior year appropriations and thus are
considered relatively uncontrollable. Outlays from subsidized housing
contracts account for $4.4 billion of this $5.1 billion.



Recommended outlays from discretionary appropriations include
$12.5 billion to be made available from fiscal year 1980 appropriations.
The largest item in this category is the Food Stamp program for
which the recommendation includes $7.9 billion. Most of the remainder
is for salaries and expenses, primarily associated with the social insur-
ance trust funds. Over the next 5 years, the percentage of outlays in
this function, which is relatively controllable, is likely to remain about
7 percent.

~While in the long run, all programs are controllable in the sense
that the Congress could repeal any law that created an entitlement, it
is not likely that the Congress will repeal the Social Security Act or
any other law which created the major entitlement programs in the
Income Security function. Instead, the long-term budget issues in this
function will involve program reforms to ensure that funds are di-
rected to the people that these programs were designed to serve.
2. Past 5-Year Spending Trend

Between fiscal years 1975 and 1979, the outlays in the Income Secu-
rity function increased from $108.6 billion to $161.6 billion, which is
an increase of 49 percent.

In retirement programs, the increases were larger than for any other
major programs in this function. The largest percentage increase in
funding for this period was for social security, $39 billion, or 62 per-
cent, and Federal employee retirement, $5.4 billion, or 78 percent. This
increase reflects both the increase in the number of participants as a
result of the "greying of America" and also the impact of inflation
on these programs, which are tied to the cost-of-living.

In the unemployment compensation program, after a surge in
spending for fiscal years 1976 and 1977 reflecting the increase in unem-ployment rates during the recession, spending for unemployment com-
pensation is now $2.3 billion below the fiscal year 1975 level.

In public assistance and other income supplements programs, spend-
ing increased by $10.2 billion, or 54 percent over this period. In con-
trast, total Feaeral outlays over the same period increased by 52
percent.
3. Selected Major Budget Outyear Issue8

Social Seourity.-Over the next 5 years, one of the most important
budgetary issues will be the financing and the benefit structure of the
social security system. In the Social Security Act Amendments of
1977. Congress approved major increases in the payroll tax, including
an increase scheduled for 1981 of 1.04 percent in the combined em-
ployer/employee rate and a $4,000 increase in amount the earnings on
which the tax is paid, watch will raise to $29,700, the annual income
subject to the social security tax.

It now appears that tax increases from the 1977 amendments may
not be sufficient to keep the trust funds solvent over the next 5 years.
The Congressional Budget Office estimates that by fiscal year 1984
the balances in the largest trust fund, the Old Age and Survivors
Fund, will decline to 5.4 percent of outlays, an amount insufficient
to maintain the cash flow of the program. However, the Disability
fund and the Hospital Insurance fund (which is included in the
health function) are projected to run a surplus, making the combined



balances in all three funds by fiscal year 1984, 26.8 percent of outlays
by fiscal year 1984 (a decline from the current level of 37.7 percent).
CBO notes that these estimates are affected by both economic assump-
tions and also methodology.

While these projections indicate a severe cash flow problem in the
Old Age and Survivors fund, the combined balances for all funds
would remain sufficient to finance benefits if the law were changed
to reallocate receipts among the trust funds. On the other hand, it
should be emphasized that the combined balances would be insuffi-
cient if economic conditions through 1984 are worse than the eco-
nomic assumptions underlying these projections or if an economic
downturn shortly after 1984 were to further deplete the balances.

It is likely that the Congress next year will consider some sort of
rollback in the social security tax or some other form of social security
tax relief, such as the proposal to provide a refundable 20 percent
tax credit against social security taxes. Enactment of proposals such
as these would represent a revenue loss in the unified Federal budget
since either social security or income tax receipts would be reduced.
But because a tax rollback most likely would be accompanied by a
general fund appropriation to finance benefits previously paid for
through the payroll tax, budget authority would not be affected since
it represents receipts to the trust funds from all sources including
payroll tax revenues, interest on investments, and appropriations
from general revenues.

Spendiiig in this function would also be affected by changes to the
benefit structure. The administration's proposals for legislative sav-
ings would reduce trust fund outlays by $4.1 billion in fiscal year

984. The outlay reduction for the reforms to the Disability Insurance
program approved by the Committee on Ways and Means would
reduce outlays by $1.2 billion in fiscal year 1984.

1'elfare Reform.-In May 1979 the administration transmitted a
new welfare reform proposal, which it estimates would have a net
cost of $5.7 billion when fully implemented in fiscal year 1982 ($3
billion for benefits which would primarily affect the income security
function and $2.7 billion for jobs which would be funded through
function 500). CBO estimates the cost of the administration's cash
benefit provisions (H.R. 4321) to be $3.5 billion. The Public Assist-
ance Subcommittee on the Committee on Ways and Means has ap-
proved a substitute to the administration's proposal (H.R. 4904)
which would have a fiscal year 1982 cost of $3.4 billion. The sub-
committee bill would also provide fiscal relief to States during fiscal
year 1981 totaling $640 million.

Federal Employee Retirement.-The cost of retirement and dis-
ability benefits for civilian Federal employees is included in the in-
come security function. Funding for this activity increased by 78
percent, or $5.4 billion, over the period fiscal years 1975-79 and over
the next 5 years is projected to increase by 59 percent, or $8.5 billion.
At the request of the House Budget Committee, the Congressional
Budget Office last year completed a study on this program, "Options
for Federal Civil Service Retirement," which found that the current
Civil Service Retirement system costs more than one and a half times
what the combination of social security and a representative private



sector plan would cost. This system is subsidized with large and grow-
ing general fund payments, in addition to the matching employer-
employee contributions which together equal 14 percent of the
payroll. The CBO estimates the long-term cost of the system to be
21.9 percent of payroll, an estimate which is substantially more con-
servative than the OMB estimate of 27.4 percent. Even under the
conservative CBO assumptions, however, the Federal Government
pays two-thirds of the cost, while Federal employees pay one-third
of the cost.

The Committee recommendation assumes enactment of a legislative
savings proposal which would provide annual cost-of-living increases
in the program on the same schedule as social security.
4. Outyear Overiew-(See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President -------------------------------- 186.7 206.8 225.6
HBC --------------------------------- 188.7 211.4 235.9 258.3 281.2
SBC ---------------------------------- 188.4 210.5 233.0 255.6 277.7

IMPLICATIONS OF HBC CURRENT POLICY PROJECTIONS

The HBC current policy projections are substantially higher than
others shown above in part because the HBC economic assumptions
upon which those projections are based assume higher inflation and
unemployment rates than the others.

The following table compares the different assumptions for unem-
ployment and inflation:

COMPARATIVE ECONOMIC ASSUMPTIONS

Calendar year-

1979 1980 1981 1982 1983 1984

Unemployment rate:
HBC -------------------------- 6.2 7.2 7.1 6.9 6.6 6.3
Administration (post-OPEC) ---------- 6.1 6.8 6.5 6.1 5.8 5.6

Percentage growth in Consumer Price Index:
*HBC ------------------------------- 10.6 9.3 8.6 7.8 7.1 6.8
Administration (post-OPEC) ---------- 10.7 8.6 7.5 6.6 6.2 5.6

The OMB economic assumptions are more optimistic than HBC's
for all years. The differing assumptions have a substantial impact on
spending estimates in this function, particularly on the largest pro-
grams-social security and unemployment compensation. For exam-
ple, by fiscal year 1982, the House Budget Committee projection for
social security under current law is $8.2 billion over the comparable
OMB projection. More than half of this is directly due to differing
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economic assumptions. The remainder is attributable to differing es-
timating techniques. Economic assumptions are also significant in this
difference since CBO in preparing the projections for House Budget
Committee uses a model which gives greater weight to economic vari-
ables than does the model used in the OMB projections.

The House Budget Committee current policy projections assumes
legislative savings of $2.5 billion in fiscal year 1984 from the Commit-
tee recommendation in fiscal year 1980 for savings in the following
programs: social security disability, civil service retirement, cash
assistance and nutrition programs. Failure to achieve the legislative
savings assumed for fiscal year 1980 will increase current policy
projections.

The projected trends between fiscal year 1980 and 1984 under the
Committee recommendation show a continuation of the trends de-
scribed previously for the fiscal years 1975-79 period.

In general retirement programs, the growth will be larger than for
any other program category. Social Security outlays will increase by
60 percent, or $71.3 billion. Federal employee retirement outlays will
increase by 59 percent, or $8.5 billion.

In the unemployment compensation program, spending will be
about the same as the fiscal year 1980 recommendation of $15.5 billion.

In public assistance and other income supplements programs, spend-
ing will increase by 39 percent, or $11.4 billion. The outlay increase
would be 34 percent if the spending grew at the same rate as the pro-
jected increase in inflation.
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Function 700: Veterans Benefits and Services

1. Controllability of Fuwtion

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

.9 billion

31 percent
controllable

69 percent
uncontrollable

About 69 percent of this function is relatively uncontrollable be-
cause the major programs (compensation, pensions, and readjustment
benefits) are entitlements. However, service-connected disability com-
pensation, readjustment benefits, and medical care are not directly
tied by law to an inflation index, as is the case in the new pension
program, so there is some degree of discretion in determining cost-of-
living (COLA) adjustments in these programs.

In the non-service-connected disability pension programs veterans
may elect coverage under a new program created by the Veterans and
Survivors Pension Improvement Act of 1978 (effective January 1979)
or remain on the rolls of existing programs. The new pension program
insures that veterans pensions will not be produced solely because of
cost-of-living increases in social security benefits. Pensions are auto-
matically indexed to the Consumer Price Index (CPI) on an annual
basis to coincide with inflation adjustments made in social security
benefits. In addition, in 1978 law which mandated this reform included
a provision for automatically increasing the ceiling on countable in-
come for computing benefits under the old pension programs. These



factors, in addition to the aging veteran population and the entitle-
ment nature of the programs, make this portion of the function
virtually uncontrollable.

In the service-connected disability compension programs for veter-
ans and their survivors, benefits have historically been adjusted to
keep pace with inflation. Although benefit increases are discretionary,
there is strong pressure to grant increases each year. This is especially
true now that non-service-disabled pensioners will automatically
receive an annual benefit boost which reflects the entire CPI increase
over the year. Although readjustment education and training benefits
are entitlements, and therefore termed uncontrollable, each individual
eligible for readjustment benefits has a delimiting date (for eligi-
bility) which occurs ten years from date of military discharge. There-
fore, the caseload and costs are declining as trainees' eligibility cutoff
date passes. In addition to the caseload decline from expiring entitle-
ments, there is also a reduction due to veterans having used their full
entitlement.

The new education program for post-Vietnam era veterans provides
Federal matching for contributions made by military personnel to an
education trust fund. Although the budget authority is permanent
and indefinite and requires no annual action by the Congress, and is
in that respect uncontrollable, the number of participants is estimated
to remain low. There is also a maximum dollar amount which a veteran
may receive under this program.

In medical care programs cannot be classified as uncontrollable, but
because of overall medical care price inflation, costs of maintaining
the ongoing VA programs are rising.
2. Pryt 5-Year Spending Trend

Outlays in this function have increased from $16.6 billion in fiscal
year 1975 to $20.3 billion in fiscal year 1979, an increase of 23 percent.
However, although the function grew by a substantial amount, outlays
for veterans benefits and services declined as a percentage of total
budget outlays, from 5 percent in 1975 to 4 percent in fiscal year 1979.

Compensation and pension accounts have steadily increased over
the past 5 years due to benefit adjustments to compensate for increases
in the cost of living. These accounts grew from $7.4 billion to more
than $10.5 billion, about 42 percent, primarily as a result of program
liberalizations such as the 1978 pension reform act.

Readjustment benefits peaked in 1976, primarily as a result of the
recession. Since readjustment benefits are very sensitive to economic
changes, that period of high unemployment caused the trainee case-
load to rise sharply. In addition, in 1974 the Congress legislated pay-
ment increases to offset inflation's erosion of real benefits, an action
which encouraged many veterans to participate. Since 1976 there has
been a steady decline in expenditures for readjustment benefits are
very sensitive to economic changes, that period of high unemployment
caused the trainee caseload to rise sharply. In addition, in 1974 the
Congress legislated payment increases to offset inflation's erosion of
real benefits, an action which encouraged many veterans to partici-
pate. Since 1976 there has been a steady decline in expenditures for
readjustment benefits, due to the expiration of entitlement for 3.1
million veterans on May 31, 1976, reduced unemployment rates which
led to fewer GI program participants, and the continuing caseload
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decline due to expiring entitlements or full utilization of benefits. Be-
tween fiscal year 1975 and fiscal year 1979, readjustment benefits
dropped from $4.6 billion to $2.8 billion, nearly 40 percent.

Medical program expenditures have risen from $3.7 billion in fiscal
year 1975 to $5.8 billion in fiscal year 1979, or 58 percent. This growth
has been primarily due to a 61 percent increase in hospital and medi-
cal care costs, which account for over $2 billion of the increase. In
the area of major construction, e.g., hospitals, the VA has consistently
obligated lower amounts than estimated in its initial budget submis-
sion. As a result., unobligated balances have risen over the past 5
years from $145 million in fiscal year 1975 to an estimated $909 mil-
lion in fiscal year 1979.
3. Selected Major Outyear Budget Is8ues

The Aging Veteran.-The next 5 years will mark the beginning of
significant increases in expenditures for veterans pensions and medical
care as a result of the aging of World War IT and Korean conflict
veterans. For example, veterans pension and compensation caseloads
are expected to rise by more than 250,000 between fiscal year 1980 and
fiscal year 1984. Program costs will increase from almost $12 billion
in fiscal year 1980 to about $16 billion in fiscal year 1984, or 35 per-
cent, as a result of inflation and rising caseloads. In addition to in-
come security, the major long-range issue will be how best to meet
the health care needs of an aging veteran population. By 1990 more
than half of U.S. males over 65 years of age will be veterans. Between
1980 and the year 2000, the number of veterans age 65 and over will
double, jumping from 2.2 million to 4.4 million. These statistics em-
phasize the need for long-range planning in this area. The immediate
future will include funding for geriatric research and pilot projects
to serve aging veterans, as well as evaluations of the type of care and
treatment that will best serve future needs. Such studies of long-
range requirements will likely influence more immediate decisions,
for example, as to whether nursing homes or acute care hospitals
should be constructed, -and in that way impact on short-range budgets
as well. While the dollar impact cannot be determined at this time,
it is clear that the expanded and divergent health care requirements
of the aged veteran population will require extensive and costly
changes in both facilities and services.
4. Outyear Overview.-(See chart.)

OUTLAYS

[In billions o1 dollurua

1980 1981 1982 1983 1984

President ------------------------------- 20.8 21.4 22.2 --------------
HBC ---------------------------------- 20.8 22.2 23.7 25.0 26.3
SBC ---------------------------------- 20.5 21.4 22.5 23.6 24.7
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IMPLICATIONS OF HousE BUDGET ConrrrEE CURRENT POLICY
PROJECTIONS

The House Budget Committee current policy path grows substan-
tially higher than others shown above because full discretionary infla-
tion is reflected. Since Congress usually passes annual compensation
cost-of-living increases and annual or biannual adjustments in read-
justment benefits, these factors are incorporated in the outyear esti-
mates. If Congress did not act to increase these benefits, the outyear
estimates would fall precipitously. In fiscal year 1984, for example,
outlays would be approximately $4 billion less if discretionary benefit
increases in compensation and readjustment benefits were not enacted.

Projected increases in the pension program are primarily due to
automatic adjustments for inflation, but a significant factor is the
growing caseload as World War II veterans become eligible for
pensions.

The House Budget Resolution also assumes savings of $92 million
in fiscal year 1980 from legislative reform of certain VA medical
benefits and third-party reimbursement for medical care and treat-
ment of veterans with non-service-connected conditions. The cumula-
tive five-year savings from these reforms are estimated to be $1.7 bil-
lion, most (89 percent) of which is due to the third-party proposal.
None of these measures have been reported in the House. If these re-
forms are not effected, approximately $1.7 billion will have to be added
to the 5-year budget forecast.

FUNCTION 700
OUTLAYS

IN BIL.INS
30-

29.5-

29-
28.5-
28-

27.5
27

26.5 -
26- HBC-CP

25.5-
25-

24.5- P 5 E
21

23.5-
2:3

22.5-
22-

21.5- 'PREIDENT
218

1901681 1982 1983198
DVWW Vl



Function 750: Administration of Justice

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

Billion

latively Controllable by Congress/
Existing Law for the Budget Year k

3.3 billion 74 percentercent
controllable

Carryovers

$1.1 billion = 24 percent 26 percentuncontrollable

This function includes all programs administered by the Depart-
mnt of the Justice and other Federal programs related to law enforce-
ment, legal assistance, and the judiciary system. Major programs in-
clude the Law Enforcement Assistance Administration (LEAA), the
Federal Bureau of Investigation and the Drug Enforcement
Administration.

With the exceptions of the LEAA grant programs, and Bureau of
Prisons construction activities, outlays in this function represent
salaries and administrative expenses oflaw enforcement and criminal
justice agencies. As such, 74 percent of outlays for this function can be
described as relatively controllable mi a budget year. Most programs
operate under annual appropriations and most obligations spend out in
the current budget year. However, reductions in these salaries and ex-
penses accounts in a given budget year would not yield a comparable



outlay savings in the same year due to temporary costs associated with
termination of employees.
2. Past 5-Year Spending Trend

Outlays for this function grew from $2.9 billion in fiscal year 1975
to $3.8 billion in fiscal year 1978. Outlays are estimated at $4.2 billion
in fiscal year 1979 and $4.5 billion in fiscal year 1980. The decline in
outlay growth between fiscal year 1975 and 1978 reflects the net effect
of the steady decline in appropriations for the LEAA program since
fiscal year 1975 while outlays for other programs in the function have
increased consistent with annual cost-of-living adjustments and pro-
gram expansions in the areas of border enforcement, Immigration and
Naturalization Services, and judiciary activities. The average annual
nominal growth in the function between 1975 and 1978 was 8.8 percent.
If LEAA outlays are excluded, average annual growth in the func-
tion was 13.8 percent between 1975 and 1979.
3. Selected Major Outyear Budget Issues

LEAA reauthorization.-The House Judiciary Committee has re-
ported a bill which would restructure and extend the LEAA program
through fiscal year 1983. Floor action on this legislation is anticipated
in September. Failure to extend the program beyond fiscal year 1983
or a continuing -decline in annual appropriations for LEAA would
have the net effect of leveling off outyear costs in this function.
4. Outyear Overview. (See chart.)

OUTLAYS
[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 4.4 4.4 4.4
HBC ------------------------------------------- 4.5 4.6 4.8 5.1 5.4
SBC ------------------------------------------- 4.4 4.5 4.5 4.7 4.9

IMPLICATIONS OF HousE BUDGET COMMrrrEE CURRENT POraCY
PROJECTIONS

House Budget Committee projections assume continuation of exist-
ing programs with adjustments for inflation between 1980 and 1984.
This projection path is below past nominal growth rates, but it is
somewhat above the real growth projections based on past trends. This
pattern results because past trends included significant nominal in-
creases primarily for LEAA; while HBC projections assume adjust-
ments for all programs in the function in line with inflation. Nominal
growth between 1975 and 1979 was at an average annual -rate of 11.4
percent. Real growth was at an average annual rate of 3.8 percent.

48-069 0 - 79 - 15
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Function 800: General Government

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

$4.3 billion

Relatively Controllable by Congress
Under Existing Law for the Budget Year 79 percent

$3.4 billion 79 percent controllable

Carryovers
$0.4 billion = 9 percent

Appropriated Enti tlements
$3.4 billion = 79 percent

e.g., Payment to Civil Service Retirement,
Claims and Judgments 21 percent

o uncontrollable

Permanents and Offsetting Receipts
-$2.9 billion - 66 percent

'e.g., Government Share of Civil Service Retirement I

------------------------------------------------------------------------- I,

Seventy-nine percent of the outlays in this function are relatively
controllable under existing law in the budget year because the func-
tion is made up predominantly of annual appropriations for salaries
and expenses scattered throughout the Government, with no single
agency or program dominating the functional category. In general
salaries and expenses accounts cannot react immediately to reductions
in the short run because of terminal leave requirements and employees
protection provisions. In the longer run, they are completely
controllable.
s. Past 5-Year Spending Trend
Constant growth has characterized the past 5 years, reflecting the

influence of increases in living costs and private-sector salaries upon
salaries paid to Federal employees. Outlays in the function have grown
from $3.1 billion in 1975 to $4.2 billion in 1979, about 8 percent per
year.



3. Selected Major Outyear Budget Issues
None.

4. Outyear Overview.-(See chart.)

OUTLAYS

[In billions of doilarsi

1980 1981 1982 1983 1984

President -------------------------------- 4.4 4.5 4.6
HBC -------- -------------------------- 4.3 4.6 4.8 5.1 5.5
SBC ------------- ---------------------- 4.2 4.4 4.6 4.9 5.2

IMPLICATIONS OF HBC CURRENT POLICY PROJECTIONS

Outlays are projected to continue to grow, but at a slightly lower
rate than over the past 5 years-6 percent compared to 8 percent. The
lower rate of growth reflects an assumption that the workforce will be
relatively more Stakle than in the recent past.

Pay-raise costs for non-defense agencies, by budgetary convention,
are shown in function92O, allowances, in the first year an increase is
paid; subsequently, costs are distributed to the function to which they
are applicable and become part of a new higher base figure in that
function.
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Function 850: General Purpose Fiscal Assistance

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

XX R lti vely Controla l erby o2res
Under Existing Law for the BudgetYa

$1.0 billion = 11 percent

X,/-,/ ///
-C-arryvers

Less than $50 million and 1/2 of 1 percent

Appropriated Entitlements
$6.9 billion = 76 percent

e.g., Revenue Sharing

Permanents and Offsetting Receipts
$1.2 billion = 13 percent

e.g., Payments to Territories and Puerto Rico

$9.1 billion

11 percent
controllable

89 percent
uncontrollable

The General Revenue Sharing program accounts for 76 percent of
the outlays in this function in fiscal year 1980. Other major programs
include payments for antirecession assistanc-and-payments and loans
to the District of Columbia. At the end of fiscal year 1980, when the
authorization of the revenue sharing program expires, outlays for this
function will be almost 90 percent controllable. Except for a 25 percent.
lag in spend-out of revenue sharing payments, annual outlays in the
function are the result of current year obligations.
2. Past Five-Year Spending Trend

Between fiscal year 1975 and fiscal year 1978, outlays in this func-
tion increased from $7.1 billion to $9.6 billion. A significant increase
occurred in fiscal year 1977 and fiscal year 1978 as a result of anti-
recession fiscal assistance provided in connection with a major eco-
nomic stimulus program. Outlays are estimated at $8.6 billion in fiscal
year 1979 and $9.1 billion in fiscal year 1980. The decline in outlays
in fiscal year 1979 reflected a phasedown in the antirecession program.



Nominal growth between 1975 and 1979 was at an average annual rate
of 5.82 percent; real growth was at an average annual rate of -11.7
percent.
3. Selected Major Outyear Budget Issues

Aid to States and local govermnent.-Major general aid to States
and localities is provided in this function through the General Revenue
Sharing and Antirecession Fiscal Assistance programs. The revenue
sharing program was enacted in 1972, and reauthorized in 1977 for a
3-year period. The current authorization expires at the end of fiscal
year 1980. Authorization for the former antirecession program ex-
pired at the end-of fiscal year 1978. Current appropriation levels of
these programs, together with the community development grant pro-
gram (discussed in function 450) represent $10.8 billion, about 12.9
percent of total outlays for Federal grants in fiscal year 1979; and
about one-fifth of the 66 percent of Federal grant outlays which sup-
port ongoing public service' and capital development projects.

The renewal of the General Revenue Sharing program will there-
fore have the dominant effect on outlays in this function during fiscal
years 1981-84. The House Budget Committee supported a one-third
reduction in revenue sharing payments in fiscal year 1980 to eliminate
payments to State governments. This reduction was rejected by the

ongress in appropriation actions.
Congress is currently considering legislation to provide a standby

antirecession program which could affect outlays in fiscal year 1981
and beyond, depending on economic conditions. The Senate has passed
a bill which would authorize a new program. The House Government
Operations Committee has not reported a bill.
4. Outyear Overview.-(See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 9.0 8.7 8.7 --------------
HBC ------------------------------------------- 9.1 9.1 9.8 10.6 11.4
SBC ------------------------------------------- 9.3 8.6 8.2 7.4 7.6



IMPLICATIONS OF HBC CURRENT POLICY PROJECTIONS

House Budget Committee projections total $11.4 billion for the func-
tion by 1984. This assumes continuation of existing programs, except
for antirecession fiscal assistance, with adjustments for inflation. These
projections are below projections based on past nominal growth rates
since payments for antirecession assistance are not included beyond
1980. Projections based on past real growth rates would fall signif-
icantly below House Budget Committee projections, since House
Budget Committee projections include adjustments for inflation in
the revenue sharing program.
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Function 900: Interest
1. Controllability of Function
FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET COM-

MITTEE RECOMMENDATION

0 billion

100 percent
uncontrollable

Outlays in the interest function are not directly controllable under
current law. Payments of interest on the public debt by the Treasury
Department are completely dependent upon the amount of debt out-
standing and upon the contractual interest terms incorporated in the
various debt instruments. Likewise, interest receipts by Treasury from
payments made by other governmental agencies (both on- and off-
udget) are governed by contractual agreements between Treasury and

the particular agency.
Although interest payments are controllable in the very long run

through reduction of outstanding debt, this is a secondary effect when
considered in the interest function. By the same token, interest on the
public debt is controllable in a secondary sense through monetary
and-to a more limited extent-fiscal actions that serve to reduce the
rates of interest at which maturing debt is refinanced or new borrow-
ings are made.
2. Pat 5-Year Spending Trend

Outlays in the interest function have increased from $30.9 billion in
fiscal year 1975 to $58.0 billion estimated for fiscal year 1980, represent-
ig the outlays required to service the growing Federal debt. Total

interest outlays have escalated sharply in the latter half of this 5-year
period; for example, the increase from 1978 to 1979 was 20 percent.
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Trends in outlays are highly sensitive to changes in the economy as
reflected in the structure of interest rates, which are not directly con-
trollable through actions of Congress.
3. Selected Major Outyear Budget Issues

Future trends in the economy.-Response of the Federal Reserve
Board and other participants in the financial system to changes in the
economy is the single most significant determinant of future outlays in
the interest function. It is difficult to imagine congressional actions or
policies which could significantly affect future outlays in this function.
Decreasing deficits or budget surpluses would, of course, reduce interest
outlays over the long run.
4. Outyear Overvew.-(See chart.)

OUTLAYS
[In billions of dogmla]

1980 1981 1982 1983 1984

President ------------------------------- 57.8 61.3 63.9------------
lI"BC ---------------------------------- 58.0 60.8 62.1 63.4 63.3
SBC -------------------------------------------- 58.1 60.9 62.3 63.7 64.3

IMPLICATIONS oF HBC CURRENT PoLcy PRoszoinoNs

A consistent increase in the general structure of interest rates is as-
sumed in HBC current policy projections: the short-term rate of in-
terest is assumed to rise from 8.3 percent in 1980 to 8.45 percent in 1982
and 8.86 percent in 1984. Thus, because of necessary refinancing of out-
standing debt and continued budget deficits in the early years, interest
payments continue to grow through, 1983.
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Function 920: Allowances

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

Appropriated Entitlements
-$0.5 billion = -110 percent

e.g., Michel Amendment

-------------------------------------------------------------------- J

$0.5 billion

210 percent
controllable

%

% -i0 percent
uncontrollable
I

In this function, outlays for civilian-agency pay raises are relatively
controllable under existing law for fiscal year 1980. The Michel Amend-
ment has been defined to be not controllable. Traditionally, the al-
lowances function is employed for proposals that cannot' feasibly be
included in another function. Accordingly, allowances ordinarily in-
corporates items which have not yet been specifically proposed, con-
sidered, or enacted, and thus are controllable.

However, the allowances function includes funds in the aggregate ex-
pected to be required for Federal civilian-agency pay raises. Such
comparability increases are treated as entitlements (when considered in
the aggregate) by budgetary convention, although, a pay raise could
be refused.
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2. Past 5-Year Spending Trend
The concept of the allowances function as a "clearing account" for

estimates that have not been included in other functions logically leads
to there being no history. Once specific legislation is proposed, con-
sidered, and enacted, the estimates previously included within the al-
lowances function are distributed to the functions to which they prop-
erly apply.

Notwithstanding this convention of budgetary accounting, it is pos-
sible to determine total amounts appropriated for increased pay costs
of civilian agencies from year to year, even though these costs appear
in other functions in historical tables. The following table shows ap-
propriations made for civilian-agency pay-increase costs over the past
5 years, compared to the amounts which had been requested.

[In millions of dollars

Appropriation
request Enacted

1975 ------------------------------------------------ 518 49
1976 ------------------------------------------------ 636 46
1977 ------------------------------------------------ 807 76
1978 ----------------------------------------------- 1,144 1,16
1979 ------------------------------------------------ 742 59

3. Selected Major Outyear Budget Issues
Civilia-agency pay raises.-Last year, the President's Budget pro-

posed a 5.5 percent "cap" on annual salary increases granted Federal
employees pursuant to the Pay Comparability Act of 1970. This
budget recommendation was followed by a formal Presidential pro-
posal which was accepted by Congress. For fiscal year 1980. the
President has recommended a 7-percent increase.

For the long run. the significant budget question will be whether
arbitrary pay caps can continue to be imposed in the face of rising
living costs and rising salary levels in the private sector. A subsidiary
issuee is the phenomenon of upper-pay-level compression resulting
from the imposition of ceilings on salaries paid under the General
Schedule.
4. Outyear Overview.- (See chart.)

OUTLAYS

[In billions of dollars]

1980 1981 1982 1983 1984

President --------------------------------------- 2.1 13.8 20.3
(Pay only: cumulated) -----------------------. 9 2.2 3.4HBC -------------------------------------------- .5 .8 .8 0.8 0.8

SBCs th--- -1 .1 (1) )

ILess than $50.000,000.
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IMPLICATIONS OF HOUSE BUDGET COMITME CURRENT POLICY
PROJECTIONS

Current policy has been interpreted for the purpose of this analysis
to be reimposition of a 5.5 percent pay cap after fiscal year 1980,
together with an expectation that absorption of 20 percent of gross
pay-raise costs can be realized through management efficiencies and
careful budget operations.

If a 5.5 percent pay cap is not reinstated for 1981, pay-raise costs
could be expected to at least double during the earlier years of the
5-year period until overall inflationary trends are controlled.

The costs of eliminating current compression in the upper levels
of the General Schedule has not been computed. There are 16,875
employees subject to compression in some degree.
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Function 950: Undistributed Offsetting Receipts

1. Controllability of Function

FISCAL YEAR 1980 OUTLAYS IN HOUSE BUDGET
COMMITTEE RECOMMENDATION

A~Relatively Cotolable b Congress
nder Existing Law for the Budget Year

-$5.6 billion = 29 percent
.gEmployers' Share of Emple Retireme

xx

Permanents and Offsetting Receipts
-$14.0 billion = 71 percent

e.g., Interest Received by Trust Funds
Offshore Oil Receipts

-$19.6 billion

29 percent
controllable

Sf

71 percent
uncontrollable

SI I,

Twenty-nine percent of this function is defined as controllable
under existing law. Two items within this function are purely
accounting entries to offset outlays shown elsewhere in the budget
and thus avoid double-counting: Employer contributions to employee
retirement funds and interest received by trust funds. The other item
in the function is OCS rents and royalties.
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APPENDIX E

CONTROLLABILITY OF FEDERAL OUTLAYS

Article I, Section 9, of the Constitution of the United States pro-
vides that "No money shall be drawn from the Treasury, but in Conse-
quence of Appropriations made by Law". The ultimate responsibility
for all Federal appropriations belongs to Congress, and in that sense
the budget is 100 percent controllable. Though Congress enacts ap-
propriations-budget authority-it does not enact outlays. Yet the
fiscal and political impact of spending and deficits makes the con-
trollability of outlays the more commonly addressed question.

I. RELATIoNsmI BETWEEN BuDar AuTHOnrr AND OUTLAYS

Budget authority (BA) is defined under the Congressional Budget
Act as "authority provided by law to enter into obligations which
will result in immediate or future outlays involving government
funds." 1 By enacting BA, Congress allows an agency to incur obliga-
tions-it may hire personnel, buy supplies, make grants, and so on.
After obligations are incurred, actual outlays take place-personnel
receive their paychecks, suppliers are paid for their deliveries, etc.
In other words, there is a thee-step process, with time-lags between
each step:

a) Appropriation of BA by Congress.
b) Obligation of BA by Executive agencies.

(c) Expenditure of funds by the Treasury.
For a major construction project, for example funds might be

appropriated with the stipulation that they remain available for a
three-year period. The funds would be obligated over the course
of that three-year period, while outlays would actually occur only
after contractors finished their part of the project and submitted
bills. If $90 million were appropriated for such a project in fiscal
year 1980, then BA, obligations, and outlays might be recorded as
follows:

Budget
authority Obligations Outlays

1980 ----------------------------------------- 90 30 5
1981 -------------------------------------------------- 30 10
1982 ------------------------------------------------------- 3
19834------------------------------------------------------------ 1501984 ---------------------------------------------------------------------1985 5. . . . . . . . . . . . . . . . . . . . 09

Total ----------------------------------- 90 90 90

1 Contingent liability, such as the authority to guarantee loans, is excluded from the
definition of budget authority.



After funds are appropriated, but before they are spent, they are
said to be "in the pipeline."

The amount of BA in a budget account in fiscal year 1980 is the
amount of new budget authority available that year (whether or not it
is intended to be obligated that year). The amount of outlays, however,
equals the amount that will flow from the new BA, plus any outlays
from previously appropriated BA. Outlays from prior-year BA are
called "prior-year outlays" (PYO).

Appropriations and obligations are defined and controlled by law,
but outlays are just estimates. The Antideficiency Act provides that
the Office of Management and Budget (OMB) will set up a schedule
of obligations for each appropriation. But there is usually no legal con-
straint on when the outlays should occur. Therefore, the amount of
total outlays contained in a budget resolution is merely the best guess
of the Budget Committee on the timing of current and prior-year
outlays.2 In short, Congress has complete control over appropriations,
but after funds enter the pipeline the amount of congressional control
over outlays is severely Imited. For this reason, "controllability of BA"
is a very different question from "controllability of outlays."

II. WHAT DoEs "CoNTROLLABLE" MEAN?

The term "controllable" is merely shorthand for the phrase "rela-
tively controllable by Congress under existing law in the budget year."
Each component of that phrase has its own significance, but the key
element is "under existing law". If existing law, i.e., a law enacted
before the 96th Congress, appropriates new BA in fiscal year 1980,
then that BA is said to be uncontrollable under existing law.

Such laws constitute permanent appropriations. An example of a
permanent appropriaiton is the payment of interest on the debt. A
law enacted in 1847 automatically appropriates whatever sums are
needed for interest payments. A law is permanent if it does not need
renewal (at least not in fiscal year 1980) .3 Permanent appropriations
provide BA even if Congress does not meet.4

The bulk of permanent appropriations are to trust funds, for which
amounts raised by special taxes or fees are earmarked to special funds
for prescribed uses. The largest example is the Social Security trust
fund; FICA taxes are automatically appropriated to that trust fund
and used to pay for old age retirement and disability. Another major
trust fund is the Unemployment Trust fund. In the fiscal year 1980
Second Budget Resolution outlays from permanent BA, available
without further action of Congress, total $ 237.5 billion.

It can be seen that the term "controllable" is something of a mis-
nomer. Obviously Congress has control over permanent appropriations
of any kind-all Congress need to do is change existing law. Social
Security taxes and benefits can be raised or lowered whenever Congress
chooses. The point is that, under existing law, Congress has no control.

2These guesses can be wrong; for fiscal year 1979 the Committee underestimated and
for fiscal year 1978 the Committee overestimated outlays by more than 1 percent. "Long-
fall" and "shortfall" are the terms used to describe such misestimates.

3 Some permanents provided a specified amount of BA annually, while others provide
"such sums as may be needed."

But the executive has control over some permanents, especially offsetting receipts,
through authority to set the level of fees and leases, to sell or not sell stockpile assets,
etc. Primarily for this reason, executive and congressional controllability data differ.



Laws establishing permanent appropriations are within the jurisdic-
tion of committees other than the Appropriations CommitteeA Thus,
uncontrollable permanent appropriations are the responsibility of the
legislative committees, while controllable current appropriations are
the responsibility of the Appropriations Committee.

But not all Appropriations Committee actions are controllable.
There are almost $83.8 billion in outlays from mandatory appropria-
tione that are required by existing law, even though the actual appro-
priations actions are current rather than permanent. For the most
part, these appropriations are entitlement. An entitlement, as defined
in Section 401(c) (2) (C) of the Congressional Budget Act, is a law
that mandates payments to any person or government meeting speci-
fied eligibility requirements. Most entitlements are paid from trust
funds; again, Social Security is the largest example. But a large num-
ber of entitlements are not permanently funded, and thus require the
appropriation of new BA each year. Such current appropriations are
still considered uncontrollable in that they are obligatory under exist-
ing law. Major examples are Medicaid, AFDC and SSI payments;
Veterans' compensation, pensions, and readjustment benefits; Special
Milk, Food Donations, and Special Supplemental Food Programs; and
Retired Pay. Further, certain trust fund entitlements (such as Unem-
ployment Insurance, Federal Retirement, and Hospital Insurance)
do not receive enough earmarked revenues or fees and need to be sup-
plemented by annual appropriations to remain actuarily sound."

The mandatory nature of an entitlement comes from the legislation
that specifies eligibility requirements and payment levels. Such a law
commits the Government to making payments; if an appropriation
were not made, then eligible recipients could sue to compel payment.

Just as with permanents, appropriated entitlements are only man-
datory under existing law-Congress is free to change or repeal en-
titlement legislation at any time. Again, therefore, the shorthand term
"uncontrollable" is misleading. In fact, the term does no more than
describe the legal result of existing law. It does not reflect political
reality. A glance at the list of controllable programs (shown at the
end of this Appendix) reveals a number that are politically or realis-
tically untouchable. There is no law that compels the appropriation
of funds for the National Cancer Institute, or air traffic controllers,
or defense operations and maintenance, or fighting forest fires. Yet
Congress would more likely contemplate a cutback in an "uncontrol-
lable" program such as Title XX Social Service Grants than in the"controllable" programs just mentioned. Therefore, the terms "con-
trollable" and "uncontrollable" cannot be said to define what Congress
can or cannot do, or even what it might or might not do. Rather, they
merely distinguish between what has already been done by law, and
what remains to be done, in providing funds for the fiscal year 1980
budget.

One could establish a hierarchy of controllability, based on the de-
gree to which the Government has obligated itself. At the top of the

There are three exceptions: Public Broadcasting Fund, a small amount for subsidizedhousing, and funds derived from Sec. 32 and used for Child Nutrition and for Strength-
ening Markets.

ISuch payments are not technically entitlements In that the appropriation is neither
to a beneficiary person nor a government, but rather to a trust fund. Those payments
are considered mandatory.

48-069 0 - 79 - 16



list might go interest on the debt. Other contractual commitments of
the Government are probably less binding than interest payments.
After funds are appropriated and obligated, there are often methods
of "deobligating" the funds. Usually this involves other costs, such
as the payment of cancellation fees. Still, the possibility of deobliga-
tion gives Congress a degree of control over the obligated portion of
prior-year outlays.

The unobligated portion of prior-year outlays are more controllable
yet; Congress can rescind the funds. However, prior-year outlays flow-
ing from unobligated balances are still termed uncontrollable simply
because they result from prior, rather than current, congressional
action.

It has already been mentioned that Congress can control many per-
inanents and entitlements simply by revising or repealing existing
statutes. But some argue that not all entitlements are equal. Congress
has no right to abolish or curtail social security benefits, they argue,
since the recipients have established their right to such benefits
through years of FICA payments. In other words, they contend, a
trust fund recipient has a greater degree of enttilement than, say, an
AFDC or Social Services recipient.

Finally, as noted before, many controllable programs are in reality
untouchable. With so many gradations between interest on the debt,
on the one hand, and a program such as LEAA (which is reduced be-
low the 1979 level in the 1980 budget) on the other, it is unrelistic to
make sweeping decisions on what can or cannot be cut on the basis of
the "uncontrollability" of the budget. Budget cutting truly involves
case-by-case decisions on the merits and appropriate funding levels of
various programs; the controllability of a program is only of pro-
cedural relevance.

III. CONTROLLABILITY OF OUTLAYS: 1979 TO 1980

Table 1 divides total outlays into three categories: (1) uncontrol-
lable outlays, (2) controllable outlays, and (3) proposed legislation
This three-way division of outlays results from an HBC study of
controllability undertaken last year. The HBC definitions differ in
some cases. from those used by the Executive. Table 1 covers fiscal year
1979 T and the Committee recommendation for the Fiscal Year 1980
Second Budget Resolution. Column A shows total gross s outlays.

(a) Uncontrollable Outlays are divided among component parts.
Permanents (Column B) include Federal, trust, and revolving funds.
This column is actually a net figure, the sum of permanents and offset-
ting intragovernmental transactions. Such intragovernmental receipts
usually represent payments from the general fund into a trust fund.
Those payments are counted twice, in the general fund account and
the trust fund account. To offset this double counting a third budget
account, with a negative amount, is created purely for bookkeeping
purposes.

' Data for fiscal year 1979 reflect the "current level"-the Committee's best estimate
of actual fiscal year 1979 outlays as of the August recess.

8 Gross outlays are the amounts flowing from permanent and current appropriations.
In most budget presentations, they are partly offset by proprietary receipts. Proprietary
receipts are amounts collected from the public for fees, licenses, rents, royalties, and SO
on, and deposited in the Treasury. Such receipts are not considered revenues, however,
so they are customarily netted against BA and outlays. Under the definitions in the Con-
gressional Budget Act, though, they are not BA and outlays, so this analysis is based
on gross amounts. Receipts from off-budget agencies are considered to be proprietary re-
ceipts in this analysis.



Column C shows outlays from mandatory appropriations, generally
for entitlements and payments to trust funds.

Column D shows prior-year outlays from budget accounts that are
otherwise controllable. These are the outlays that are scheduled to
emerge from the pipeline in fiscal year 1980-they total $103.4 billion.
(Prior-year outlays from permanents and mandatory appropriations
are included under those categories. They total an additional $68.1
billion in fiscal year 1980.)

Column E shows total uncontrollable outlays, and Column F shows
the percentage of gross outlays that are uncontrollable.

(b) Controllable outlays are shown in Column G, and as a percent-
age of gross outlays in Column H.

(c) Proposed legislation is listed in a class by itself. This category
consists of changes to permanent law that are assumed by the Budget
Committee in its budget resolution. This new legislation will become
mandatory once enacted (and the October 1, 1979, effective date is
reached). The amounts assumed are neither mandatory nor discretion-
ary under existing hiw, since they are not a product of existing law at
all.9 Column I shows net legislation, the sum of increases and decreases.
In the Fiscal Year 1980 Second Budget Resolution, the major increases
are to provide $15 billion in new borrowing authority to TVA, to pro-
vide a 7 percent cost-of-living increase for most Federal employees, and
to provide for the President's energy initiatives.1° The major decreases
are for hospital cost containment and for other Medicare and Medicaid
program reforms. The decreases are discussed in detail in Appendix
F, Legislative Savings.

Table 2 divides gross outlays by function, and shows the amount and
percentage of each function that are uncontrollable, controllable, and
proposed legislation. It can be seen that some major functions, such as
Health and Income Security, are almost entirely uncontrollable.

Table 1 has one striking aspect: of the $55.2 billion increase in gross
outlays from fiscal year 1979 to fiscal year 1980, only $9.0 billion are
discretionary. The total growth in outlays is 74 percent uncontrollable.
Looking at it another way, uncontrollable outlays grew at a 11 percent
rate, while controllable outlays grew at only a 7-percent rate.

GROWTH OF GROSS OUTLAYS, 1979-80

[Dollars in billions]

Dollar growth Percent of Percent growth
(979-80 total growth 1979-80

Uncontrollable --------------------------------- 40.7 74 1i
(Permanents) ----------------------------- (29.,8) (54) (14
(Mandatory appropriations) ----------------- (I. 3) (2) (2)
(Prior-year outlays) ------------------------ (9.6) (17) (10)

Controllable --------- 9.0 16 7
Proposed legislation, net -------------------------- 5.5 10 NA

Total ----------------------------------- 55.2 100 11

'By agreement among the Budget and Appropriations Committees, they are counted as
controllable" if a two-way division between controllable and uncontrollable is needed."The energy legislation has not yet been submitted to Congress, for the most part.

It is therefore not clear how much will be mandatory and how much discretionary after
enactment, In this analysis the entire package is assumed to be mandatory after enact-
ment, and is therefore classed as proposed legislation.



IV. CowTRoLLABIITY or FISCAL YEAR OUTLAYS: FIRST RESOLUTION
TO SECOND RESOLUTION

Table 1 compared fiscal year 1979 outlays to the Committee recom-
mendation for the Fiscal Year 1980 Second Budget Resolution; it
showed that most of the growth was uncontrollable. Table 3 makes a
similar comparison, portraying the changes from the Fiscal Year 1980
First Budget Resolution to the Second Budget Resolution. Again,
much of the growth is uncontrollable, the result of outlay reestimates
by the Congressional Budget Office and the Budget Committee (see
Appendix I). Half of the remaining growth is for discretionary
items; some additional outlays are required to keep the Food for Peace,
CETA, and Food Stamp programs consistent with First Resolution
program assumptions, and to provide for additional refugee assist-
ance. The rest of the growth is for net proposed legislation-the outlay
increases reflect the new energy initiative, an increase in the Federal
pay raise from 5.5 percent to 7.0 percent, and a smaller legislative
savings package.

GROWTH OF GROSS OUTLAYS, FIRST TO SECOND RESOLUTION

[Dollars in billional

Dollar growth Percent of Percent growth
Ist-2d total growth Ist- 2d

Uncontrollable --------------------------------- 7. 1 40 2
(Permanents) ------------------------------ (2.8) (16) (I)
(Nmndatory appropriations) ----------------- (. 5) (3) (I)
(Prior-year outlays) ------------------------ (3.7) (21) (4)

Controllable ----------------------------------- 5.3 30 4
Proposed legislation, net ------------------------- 5.2 30 280

Total ----------------------------------- 17.6 100 3

V. SPENDOUT RATES, BUDGET CUTrING, AND MULTIYEAR BUDGET
PLANNING

The existence of pipelines makes budget cutting an especially frus-
trating task, at least if the object is an immediate reduction in outlays
and the deficit. Obviously, if an appropriation of BA is reduced by
$90 million, then $90 million in outlays will be saved over a period
of years. Recall the construction project used as an example in Part I:
of the $90 million to be appropriated in fiscal year 1980, only $5 mil-
lion would actually be spent that year. Thus, the first-year spendout
rate for that project is 5.6 percent. Long-term construction projects,
such as the building of aircraft carriers, often spend out very slowly.
On the other hand, many entitlement programs such as Medicaid or
Revenue Sharing spend out at or near 100 percent. Overall, the average
spendout rate of mandatory BA is significantly higher than the aver-
age spendout rate of discretionary BA, as is revealed in table 4.

There are three important caveats about table 4. First, in some func-
tions peculiar financing methods can severely distort spendout rates,
One example is the Commodity Credit Corporation program of price
supports, for which BA is appropriated after, rather than before, out-
lays occur. Other examples are most trust funds, for which the BA



239

simply records the earmarked revenue taken in, and is relatively inde-
pendent of the amount of outlays.

Second, table 4 merely details the average spendout rate. Of much
nlore significance is the marginal spendout rate. Using Defense as an
example, the average spendout rate of discretionary BA in fiscal year
1980 is expected to be 60 percent. Thus, if $100 million in BA were cut
proportionately from personnel, procurement, research and develop-
nient, and operations and maintenance, then it would be reasonable
to expect a $60 million dollar outlay reduction that year. Realistically.
however, if $100 million were cut from the Defense budget, almost
certainly a long-lead-time procurement item would be delayed or
eliminated, while personnel and operations and maintenance would not
be affected. But the spendout rate of such procurement items is sig-
nificantly lower than 60 percent. It is widely agreed that to cut $1 in
defense outlays, one should cut $3 in BA. The situation is undoubtedly
similar in other functions.

Finally, the fear has been expressed that budget cutting may take
place on the basis of spendout rates rather than on the basis of pro-
grain merit. The idea is that a BA cut that produces a quick outlay
reduction may seem especially attractive. Certainly spendout rates
vary widely, even without a budget function. As an example, the aver-
age fiscal year 1980 spendout rate of subfunction 501, Elementary,
Secondary, and Vocational Education, is 21 percent, while the aver-
age spendout rate of subfunction 506, Social Services, is 80 percent.
The very low rate for subfunction 501 is a consequence of the forward
funding of almost all education programs. BA is made available in
the summer, before the academic year (and the new fiscal year) starts,
but very little spends out until the new fiscal year. This is a logical
response to the academic calendar, but it may shield education pro-
grains from deficit cutters and it diminishes the controllability of edu-
cation outlays.

A multiyear perspective on the budget minimizes this problem. In
fiscal year 1980 there are estimated to be over a $103 billion in PYO's
associated with otherwise discretionary budget accounts. These PYO's
result from BA enacted in fiscal year 1979 or earlier. But the spendout
of such already enacted BA tapers off in fiscal year 1981, fiscal year
1982, and beyond. Therefore, the controllability of future outlays in-
creases as one looks further ahead. At this instant Congress has more
control of fiscal year 1981 outlays than of fiscal year 1980 outlays, and
still more control of fiscal year 1982 outlays. The following table is
based on a current policy projection of the Fiscal Year 1980 Second
Budget Resolution, and is one argument for a multiyear budget plan-
'ling system.

Outlay. from
already
enacted
budget Percent of

Fiscal year Gross outlays authority gross outlays

1980 ----------------------------------------- $574 $103 18
1981 ----------------------------------------- 633 55 9
1982---------------------------687 30 4
1983 ----------------------------------------- 740 20 3

...................................- 796 12 2



VI. MAJOR UNCONTROLLABLE Bunn Accouw'Ts
The following list includes budget accounts or groups of accounts

with at least $100 million fiscal year 1980 mandatory outlays. These
outlays are either permanents or entitlements; they are not PY0's
from controllable accounts. Offsetting receipt accounts are not listed.
050: Retired Pay, Defense

Claims, Defense
150: Contributions to International Organizations

Payments to Foreign Service Retirement
Advances, FMS trust fund

270: TVA fund
300: Forest Service permanent appropriations
350: CCC price supports

Agricultural credit insurance fund
370: Rural housing insurance fund

Special assistance functions fund
Emergency mortgage purchase assistance

400: Operating differential subsidies
Coast Guard Retired Pay

450: Trust funds, area and regional development
500: Student Loan Insurance Fund

Public Broadcasting Fund
Grants to States for Social Services

550: Grants to States for Medicaid
Payments to Health Care Trust Funds
Federal Supplementary Medical Insurance
Federal Hospital Insurance Trust Fund
Government payments for annuitants

600: Payments to Social Security trust funds
Special Benefits for Disabled Coal Miners
Federal Old-age and Survivors Insurance Trust Fund
Federal Disability Insurance Trust Fund
Advances to the Unemployment Trust Fund
Black Lung Disability Trust Fund
Federal Windfall Payment to Railroad Retirement
Railroad Retirement
Special Benefits, Federal Employee Retirement
Civil Service Retirement and Disability
Federal Unemployment Benefits
Unemployment Trust Fund
Funds for Strengthening Markets
Special Milk Program
Special Supplemental Food Programs
Child Nutrition Programs
Supplemental Security Income
Assistance Payments
Earned Income Tax Credit

700: Compensation and Pensions
National Service Life Insurance Fund
Readjustment Benefits

800: House, Senate, and Joint Items
Payment to Civil Service Retirement
Claims, Judgments, and Relief Acts

850: Payments to State and Local Government Fiscal Assistance
Trust Fund



Forest Service Permanent Appropriations
Miscellaneous Permanent Appropriations
Payments to U.S. Territories
Internal Revenue Collections for Puerto Rico

900: Interest on the Public Debt

PART VII. MAJOR CONTROLLABLE BUDGET ACCOUNTS

The following list includes discretionary budget accounts or groups
of accounts with at least $100 million in FY 1980 outlays. These ac-
counts are all discretionary appropriations. An account is listed even
if most of the outlays are prior-year.
050: Military Personnel

Reserve Personnel
National Guard Personnel
Operations and Maintenance
Procurement
Shipbuilding and conversion
Research, Development, Test, and Evaluation
Military Construction
Family Housing
Atomic Energy Defense Activities
Stockpile operations
Emergency Planning and Preparedness

150: Security Supporting Assistance
Contributions to international banks, conferences, and programs
Agency for International Development
Functional Development Assistance
Food for Peace
Migration and Refugee Assistance
ACTION
Military Assistance
Foreign Military Credit Sales
Administration of Foreign Affairs
Acquisition, Operations, and Maintenance
International Communication Agency
Export-Import Bank

250: General Science and Basic Research
NASA

270: Energy supply, research, and development
Energy conservation
Emergency energy preparedness
Energy information, policy, and regulation

300: Watershed and Flood Prevention
Flood Control, Mississippi River
General investigations, construction, and operations, Corps of

Engineers
Bureau of Reclamation
Agricultural Conservation Program
Soil Conservation Service
Forest Service
Bureau of Land Management
Surface Mining Reclamation
Land and Water Conservation Fund
Fish and Wildlife Service
National Park Service



EPA construction grants
EPA management, enforcement, and regulation
EPA abatement and control
NOAA
Geological Survey
Bureau of Mines

350: Agricultural Stabilization and Conservation
CCC administrative expenses
Extension activities
Agricultural research
Cooperative research
Animal and Plant Health Inspection

370: Housing for the Elderly or Handicapped
Payment to the Postal Service Bureau of the Census
Regulatory Agencies: FTC, FCC, CFT, SEC
Small Business Administration-S & E
SBA Business Loan and Investment Fund

400: Federal-aid highways
Highway Safety programs
Rail Service Assistance
Northeast Corridor
Grants to Amtrak
Railroad Rehabilitation
Urban Mass Transit Fund
Payment for the Purchase of Conrail securities
Federal Aviation Administration operations
Grants-in-aid for airports
Facilities and equipment
NASA air transportation research
Ship construction
Coast Guard operations
Coast Guard acquisition, construction, and improvement
Panama Canal Commission Fund

450: Community Development Grants
Urban Development Action Grants
Rehabilitation loan fund
HUDS&E
Appalachian Regional Development
FmHA S&E
Rural Water and Waste Disposal Grants
Economic Development Assistance
BIA operations and construction
TVA fund (area and regional development)
(Disaster Relief (funds appropriated to the President)
Hazard Mitigation and Disaster assistance
SBA disaster loan fund

500: Occupational, vocational, and adult education
Emergency school aid
Elementary and Secondary education
mact Aid

Education for the Handicapped
Indian Education
Student Assistance-higher education
Higher and Continuing Education
Howard University



Library of Congress
Library Resources
HEW-education S & E
National Endowment for the Arts & Humanities
Smithsonian Institution
Work Incentive Program
CETA
Community Service Employment for Older Americans
Department of Labor S & E
National Labor Relations Board
Human Development Services
ACTION
Community Services Program

550: Health Services Adm.
Center for Disease Control
Alcohol, drug abuse, and mental health
Health Resources Adm.
Medicaid and Medicare administrative costs
National Institutes of Health
Food Safety and Quality Service
FDA
OSHA
Mine Safety and Health Adm.

600: Social Security administrative costs
Unemployment trust fund administrative costs
Refugee assistance
Food Stamps
Subsidized housing programs
Low income housing

700: VA construction
Medical Care
VA operating expenses

750: FBI
Immigration and Naturalization
Drug Enforcement
Bureau of Alcohol, Tobacco, and Firearms
U.S. Customs Service
Secret Service
EEOC
Federal Judiciary expenses
Department of Justice
Payment to the Legal Services Corporation
Bureau of Prisons
LEAA

800: GAO
Bureau of Government Financial Operations, S & E
Bureau of the Public Debt, S & E
IRS
Federal Supply Service
Office of Personnel Management
Trust Territories of the Pacific Islands

850: BLM payments in lieu of taxes
Targeted fiscal assistance
D.C. Loans for Capital Outlay
Federal Payment to D.C.



TABLE I.-CONTROLLABILITY OF OUTLAYS: FISCAL YEAR 1979 TO FISCAL YEAR 1980

4 Dollars in bilions

Uncontrollable outlays Controllable outlays

Percent Percent ProposedGross Mandatory Uncon- of gross of gross legislation.
outlays. Perma- appro- trollable outlays Con- outlays net

Total nents priations Prior year (a-I-C+D) (E A) trollable (G A) legislation
(A) (B) (C) (D) (E) (F) (C) (H) (I)

Fiscal year 1979. current level -------------- $518.6 $207.6 $82.6 $93.8 $384.0 74.0 $134.7 26.0 NA
Fiscal year 1980, Second Resolution ---------- 573.8 237.5 83.9 103.4 424.7 74.0 143.7 25.0 5.5

Change ------------.-------------- + 55.2 +29.8 +1.3 +9.6 +40.7 +73.8 +9.0 +16.3 +5.5



TABLE 2.-CONTROLLABILITY OF GROSS OUTLAYS, FISCAL YEAR 1980 SECOND RESOLUTION

Uncontrollable outlays Controllable outlays Net proposed legislation
Gross

Function outlays Dollars Percent Dollars Percent Dollars Percent

National Defense
International Affairs ........
General Science, Space, and Technology
Energy-
Natural Resources and Environment.....................
A agriculture .......................
Commerce and Housing Credit ......
Transportation ------------------------------------
Community and Regional Development ------------------ ....
Education, Training, Employment, and Social Services -------------
Health ------------------------------------------
Income Security
Veterans Benefits and Services..........................
Administration of Justice
General Government.
General Purpose Fiscal Assistance .......................
Interest -------------------------------------------------------
Allowances ------------------------------------------------
Undistributed Offsetting Recipts

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

$129.0
19.2
5.7

10.3
14.0
2.6
3.0

18.7
8.6

31.5
54.7

188.8
21.4
4.5
4.5
9.1

65. I
.5

-17.2

51.9
13.8
1.5
5.3
7.4
1.3
(1)

12.8
6.7

19.5
49.9

176.2
14.9
1.1
1.1
8.1

65.1
-. 5

-11.6

40.3
71.9
27.0
51.5
53.0
50.7

.8
68.7
78.5
61.9
91.,
93.3
69.9
25.6
23.8
89.0

100.0
-110.4

67. 4

75.3 58.3 1.8 1.4
5.4 28.1 - - - - - - - -
4.1 73.0
2.7 26.1 2.3 22.4
6.5 46.6 .1 .4
1.3 50.8 () -1.5
2.9 99.2
6.3 33.6 -.4 -2.3
1.8 21.5 --

11.4 36.1 .6 1.9
5.4 9.8 -. 5 -. 9
12.7 6.7 -. 1 (1)
5.7 26.7 .7 3.4
3.3 74.4-------------------
3.4 76.0 (1) .2
1.0 11.0-------------------

(1) (1)
1.0 210.4

-5.6 32.6

I Less than $50 million or 4 percent.



TABLE 3.-CONTROLLABILITY OF FISCAL YEAR 1980 OUTLAYS: FIRST RESOLUTION TO SECOND RESOLUTION

[Dollars in billions]

Uncontrollable outlays Controllable outlays

Percent Percent Proposed
Gross Mandatory Uncon- of gross of gross legislation,

outlays Perma- appro- trollable outlays Con- outlays net

total nents priations Prior year (B-+C-+D) (E A) trollable (G-i-A) legislation

(A) (B) (C) (D) (E) (F) (G) (H) (I)

Fiscal year 1980, First Resolution ------------ $556.2 $234.6 $83.4 $99.7 $417.7 75.1 $138.4 24.9 $0.2

Fiscal year 1980, Second Resolution ---------- 573.8 237.5 83.9 103.4 424.7 74.0 143.7 25.0 5.4

Change-_ ------------------------ + 17.6 +2.9 +0.5 +3.7 +7.0 +40.1 +5.3 +30.2 +5.2
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TABLE 4.-AVERAGE SPENDOUT RATE OF GROSS BUDGET
AUTHORITY, FISCAL YEAR 1980

Con- Uncon- Net
Function trollable trollable legislation Total

050 National Defense -------------------- 60 99 99 64
150 International Affairs ------------------ 51 38 NA 44
250 General Science, Space, and Technol-

ogy----------- ------------------- 71 85 NA 71
270 Energy ----------------------------- 38 99 8 13
300 Natural Resources and Environment - 46 NA NA 44
350 Agriculture ------------------------- 27 84 NA 28
370 Commerce and Housing Credit -------- 55 14 NA 46
400 Transportation ---------------------- 62 5 100 33
450 Community and Regional Development- 21 NA NA 20
500 Education, Training, Employment, and

Social Services -------------------- 45 98 81 52
550 Health ----------------------------- 6f 51 NA 51
600 Income Security ---------------------- 35 72 NA 67
700 Veterans Benefits and Services 84 84 92 84
750 Administration of Justice ---------------- 79 94 NA 80
800 General Government ----------------- 87 84 83 86
850 General Purpose Fiscal Assistance ----- 96 79 NA 81
900 Interest ---------------------------- NA 100 NA 100
920 Allowances ------------------ NA 100 97 94
950 Undistributed Offsetting Receipts ------ 100 100 NA 100

Total ------------------------ 53 73 15 61

Note: "NA'" indicates that the ratio was not calculable, either because there were no funds in that
category or because BA and outlays were noncompraable.



APPENDIX F

LEGISLATIVE SAVINGS
The Second Budget Resolution assumes the enactment of legislation

which will reduce outlays by over $2.7 billion through reform in cur-
rent laws which mandate spending. In order to achieve these savings,
the authorizing committees of jurisdiction must initiate changes to
laws now in effect. If the Congress does not enact the reforms assumed
in the Resolution, over $2.7 billion must be added to total outlays, the
budget deficit and the national debt.

The First Budget Resolution for Fiscal Year 1980 assumed legis-
lative savings of $4.3 billion. However, in many cases, the authorizing
committees have not yet acted and as a result the full amount of the
savings assumed in the First Budget Resolution will not be achieved.
In other instances, the committees have modified the reform legisla-
tion which results in smaller savings.

An explanation of the legislative savings assumed in the Second
Budget Resolution follows:

Wage Board Salary Refomn (050, 920).-The Second Budget Reso-
lution assumes outlay savings of $51 million for legislation to reform
the method of setting salaries of Federal blue collar employees in the
Defense Department ($40 million) and civilian agencies ($11 million).

The President submitted legislation for wage board reform as part
of the Federal Employees Compensation Reform Act introduced June
14. The Post Office and Civil Service Committee has indicated it plans
to hold hearings but does not anticipate action this session. As a result
the savings associated with wage board reform are reduced from $103
million assumed in the First Budget Resolution to $51 million in the
Second Budget Resolution to reflect enactment of the legislation next
session and an effective date of April 1,1980.

Annualize Cost-of-Living Increases for Federal Retirees (050,
600) .- The Second Budget Resolution assumes outlay savings of $200
million ($103 million in the Defense Department and $97 million for
civilian employees) for legislation to limit the cost-of-living increase
for Federal retirees to once a year as in social security. Under current
law, Federal retirees receive semiannual cost-of-living increases.

This legislative savings proposal was not included in the President's
budget, but was assumed in the First Budget Resolution. The Budget
Committee continues to assume this reform. The estimate of savings
has been increased from $164 million to $200 million to reflect higher
anticipated cots-of-living adjustments due to inflation. The savings
are calculated assuming that retired personnel receive their regular
adjustment in September 1979 but that the increase scheduled for
April 1980 would be delayed until June, thus placing Federal retire-
ment programs on the same schedule as the social security program
for annual cost-of-living adjustments.
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Lower Operating Differential Subsidies (400).-The Second Budget
Resolution continues to assume changes in program in the Federal
contribution for operating subsidies to U.S. flag vessels. However, no
cost savings are associated because it is not clear to what extent vessel
owners will avail themselves of the changes in the program which
resulted from two floor amendments to the original proposal. Cur-
rently, the Federal Government pays up to 50 percent of the differ-
ence in operating costs between U.S. flag vessels and comparable
foreign vessels so that they can operate in international trade at com-
petitive rates. The First Resolution had assumed an outlay savings of
$50 million.

Eliminate Indeoing of Vocational Rehabilitation State Grants
(500) .- The Second Budget Resolution continues to assume $72 mil-
lion in outlay savings from legislation to repeal the vocational rehabil-
itation State grants indexing provisions and to lower the ceiling on
appropriations. The President's budget proposed to achieve these
changes through special limiting provisions of the Labor-HEW ap-
propriations act. The amount provided by the Labor-HEW Appropri-
ations Conference Report has the effect of adjusting the funds for the
vocational rehabilitation State grants but without the limiting lan-
guage. The Second Resolution reflects the amount included in the
Conference Report.

Cap Title XX Grants for State and Local Training (500).-The
Second Budget Resolution assumes $18 million in outlay savings for
legislation to cap the States' entitlement to Federal support of per-
sonnel training related to provision of social services under title XX
of the Social Security Act. The Second Resolution recommendation
reflects the limitation on Federal support included in H.R. 3434-, the
Social Services and Child Welfare Amendments, which passed the
House in Auguit.

Impact Air Reform (500).-The Second Budget Resolution as-
sumes reduction of $43 million in budget authority and $29 million
in outlays from lower appropriation for the impact aid program.
This program pays part of the cost of educating children where
enrollment and availability of revenue from local sources have been
adversely affected by Federal activity.

Legislation did not accompany the President's proposed budget
savings which was intended to be effected through special limiting
language in the Labor-HEW appropriations act. The conference
agreement on the Labor-HEW appropriations bill reflects a reduc-
tion of $43 million from fiscal year 1979 for students whose parents
reside on private taxable property but who work for the Federal
Government (category B students$. No special limiting language
was included in the bill.

Hospital Cost Containment (550).-The Second Budget Resolution
assumes outlay savings of $640 million in the medicare and medicaid
Programs resulting from legislation to control hospital cost increases.
The mandatory limits on cost increases in the legislation would be
triggered only if the Nation's hospitals as a whole exceeded volun-
tary guidelines established by HEW. The Resolution anticipates that
the guidelines will be exceeded and that mandatory controls will be
imposed in January 1980. Legislation has been reported by the Ways



and Means Committee to accomplish these savings. However, the
recommendation reflects the modifications in the original proposal
made by the Ways and Means Committee and also assumes that a
higher rate of inflation will decrease the savings that can be achieved.
The First Resolution assumption of $1,400 million in savings is there-
fore reduced to $640 million.

Medicare and Medicaid 'Program Reform (550).-The Second
Budget Resolution assumes outlay savings of $965 million from
various reforms in the medicare and medicaid programs. These in-
clude revisions in reimbursement for routine hospital nursing care,
reimbursement from liable insurers for accidents to medicare bene-
ficiaries, more intensive review of preoperational hospital days, and
reductions in payments for home type of care provided in hospitals.
The First Resolution assumed savings of $404 million for medicare
and medicaid reforms. The higher amount assumed in the Second
Resolution is based on enactment of legislation reported by the Senate
Finance Committee.

Food Stamp Reform (600).-The Second Budget Resolution as-
sumes $250 million in outlay savings for food stamp reforms. The
First Budget Resolution accepted the President's budget savings of
$152 million to be achieved through a number of changes, including
improved State quality control, fiscal sanctions and benefit determina-
tions leased on past rather than anticipated income (retrospective
accounting). The authorizing committee has committed itself this
year to consider the President's proposals, as well as other additional
savings. Therefore, the Second Resolution has assumed larger savings
of $152 million in the First Resolution.

CaeA Asistance Program (600).-The Second Budget Resolution
assumes outlay savings of $146 million from legislative proposals to
reform the Aid to Families with Dependent Children (AFDC) and
Supplemental Security Income (SSI) programs. This could include
modifications to the child support enforcement program, as well as
reforms relating to work expenses and treatment of AFDC income and
the asset test in the SSI program. Subcommittee markup has been
completed on the administration's welfare reform bill which contains
most of the legislative savings proposals assumed in the First
Resolution.

Savings assumed in the Second Resolution reflect half the target
savings in the First Budget Resolution. This reflects potential delays
in final congressional action and subsequent implementation.

Child Nttrition Program (600).-The Second Budget Resolution
assumes $215 million in outlay savings from various reforms in the
child nutrition programs. These include (1) reduction in subsidy for
nonneedy children, (2) elimination of private sponsors in the Summer
Feeding Program, (3) reform of the Special Milk program, and
(4) reduction in the entitlement level for the Special Supplemental
Food (WIC) program. The amounts assumed in the First Resolution
were nearly the same as the President's budget but have been reduced
in the Second Resolution to reflect both possible changes in specific
proposals and later implementation dates.

Social Security Disability Refo m (600).-The Second Budget
Resolution assumes -$17.million. in outlay savings from social security



disability reforms passed by the House. The amount assumed is less
than the First Resolution because of reestimates of the initial adminis-
trative costs associated with the bill.

Veterans Health-Third Party Reimbursement (700).-The Second
Budget Resolution assumes outlay savings of $57 million from legis-
lation that would require that health insurers of veterans receiving VA
medical care for non-service-connected health problems reimburse VA
for such care. No action has been taken by the House Veterans Affairs
Committee to date, but the Senate Veterans Affairs Committee has
scheduled a hearing in September on the proposal.

Veterans Health Benefit Reforne (700).-The Second Budget Res-
olution assumes savings of $35 million from proposals to limit the eligi-
bility of veterans without service-connected disabilities for dental
treatment, travel reimbursement, and outpatient drugs and supplies.
Although the House has not scheduled action on these reforms, the
Senate passed S. 1039, which incorporates these measures. The amount
assumed in the Socond Resolution reflects the Senate action.

48-069 0 - 79 17



APPENDIX G

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS

The Committee recommendation provides $98,835 million in budget
authority and $85,858 million in outlays in fiscal year 1980 for aid to
State and local governments. This is an increase in outlays of $3,312
million, or 4.0 percent, above the current estimate for fiscal year 1979.
Between 1970 and 1978, the annual growth in Federal grant outlays
averaged 16 percent.

Table 1 compares the levels of support recommended for fiscal year
1980 with those provided in past years.

TABLE 1.-OUTLAYS FROM FEDERAL GRANT PROGRAMS

[in millions of dollars]

Total all grant Grants for aid
Fiscal year programs to individuals Other grants

1980 Second Concurrent Resolution --------------- 85,858 28,591 57,267
1980 President's midsession review ---------------- 85,479 28,465 57,014
1979 current estimate ------------------------- 82,546 27,488 55,058
1978 ------------------------------------ 77,889 24,765 53,124
1977 ------------------------------------ 68,415 23,041 45,373
1976 ----------------------------------------- 59,084 19,578 39,516
1975 ------------------------------------ 49,832 16,217 33,615
1974 ------------------------------------ 43,354 14,077 29,278
1973 ----------------------------------------- 41,832 13,104 28,782
1972 ------------------------------------ 34,372 13,421 20,951
1971 ------------------------------------ 28,109 10,789 17,320
1970 ------------------------------------ 24. 018 8,867 15,151

The decline in the rate of growth in Federal grant outlays in 1979
and 1980 is primarily attributable to phasedown in outlays of economic
stimulus programs following the 1975-76 recession and to an increased
emphasis on overall Federal budget restraint.

Over 33 percent, $28,591 million, of 1980 grant outlays are for pro-
grams designed to provide income security and social services to in-
dividuals. Medicaid payments and Aid to Families with Dependent
Children are examples of these programs. Other grant programs, with
outlays totaling $57,267 million, support ongoing public services,
demonstration projects and capital development projects. General
Revenue Sharing and Community Development Block Grants are ex-
amples. A major recommendation of the First Concurrent Resolution
on the Budget was the reduction of the State share of revenue sharing.



The Congrbss subsequently approved an appropriation of $6,855 mil-
lion, the full amount authorized. The recommendation for the Second
Budget Resolution has been adjusted to reflect this action.

Federal grants to State and local governments are estimated to total
15.6 percent of total Federal outlays in fiscal year 1980, about the same
as the 16-percent average between 1970 and 1979. Chart A provides a
historical view of Federal grant outlays as a percentage of total Fed-
eral outlays.

(CHART A. Federal Grant Outlays as a Percent of Total Federal Outlay)

In Billions

Total Federal outlays 1

re r g

71 72 73 77 78

The Committee's estimate of grant outlays by function is compared
with current estimates for fiscal year 1979 in table 2.



TABLE 2.-GRANTS TO STATE AND LOCAL GOVERNMENTS, OUTLAYS
BY FUNCTION

[In millions of dollars]

1980 Com-
mittee recom-

1979 mendation
current Second

Function estimate Resolution Difference

050 National defense --------------------------- 67 67 --------------
270 Energy ----------------------------------- 258 606 +348
300 Natural resources and environment ----------- 4,441 4,034 -407
350 Agriculture ------------------------------- 364 406 +42
370 Commerce and housing credit ---------------- 23 33 +10
400 Transportation ---------------------------- 9,984 10,987 +1,003
450 Community and regional development 6,318 5,635 -683
500 Education, training, employment and social

services -------------------------------- 22, 713 22,915 -202
550 Health ---------------------------------- 14,257 14,726 +469
600 Income security --------------------------- 14,799 16,684 +1,885
700 Veterans benefits and services ---------------- 88 93 +5
750 Administration of justice ------------------- 550 500 -50
800 General government ------------------------ 177 198 +21
850 General purpose fiscal assistance ------------- 8,507 8,974 +467

Total, grant outlays ------------------ 82,546 85,858 +3, 312
Percent increase 1979-80--4.0.

Total estimated outlays for grants to State and local governments
in fiscal year 1980 are higher than current estimates for fiscal year
1979 by $3,312 million. Significant changes occur in the following
functional categories:

MAJOR INCREASES

* The largest increase in grant outlays, $1,885 million, occurs in
Function 600, income security. This increase is related primarily
to economic assumptions as well as demographic and inflationary
factors which affect public assistance payments, subsidized hous-
ing payments and operating subsidies, the supplemental food
and child nutrition programs, and unemployment trust fund
payments.

* Another significant increase, $1,003 million, is in Function 400,
transportation. The increase in this function reflects increased
assistance under the Federal aid to highways program and
increased operating assistance for urban mass transportation.

* An increase of $469 million in Function 550, health, reflects the
net effect of increased outlays for Medicaid resulting from esti-
mates of increased utilization primarily by aged and disabled
persons, and decreases among various discretionary health
programs.

" Other major increases in grant outlays occur in Function 270,
energy ($348 million); Function 850, general purpose fiscal
assistance ($467 million); and Function 500, education, train-
ing, employment and social services ($202 million).

The increase in the energy function reflects expansion of assistance
for energy conservation activities. The increase in Function 850 reflects
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the net effect of new funds available for anti-recession assistance pro-
posals and a decrease in the Federal payment to be District of Colum-
bia. The increase in Function 500 results primarily from increased
grants to States for social services.

MAJOR REDUCTIONS

0 The largest reduction in grant outlays, $781 million, occurs
in Function 450, community and regional development. This
decrease is related to the phasedown in economic stimulus assist-
ance under the former accelerated local public works program
and anticipated reductions under the Small Business Adminis-
tration Disaster Loan program.

* Other major reductions occur in Function 300, natural resources
and environment, ($407 million), and in Function 750, adminis-
tration of justice ($50 million). The reduction in Function 300
primarily reflects slower spending for waste treatment construc-
tion grants. Reduced outlays in Function 750 reflect reductions in
Law Enforcement Assistance Administration programs.

MAJOR FEDERAL GRANT-IN-AID PROGRAMS

Another perspective on aid to State and local governments is pro-
vided by analysis of the 16 major grant programs which account for
$67,075 million, or 78.1 percent of total grant outlays in fiscal year
1980. These programs are shown in table 3.

TABLE 3.-MAJOR FEDERAL GRANT-IN-AID PROGRAMS

[In millions of dollars]

Estimates

1980
committee

Actual recommenda-
tion Second

1970 1975 1979 Resolution

Medicaid ------------------------------- 12,727 6,840 12,286 12.903
General revenue sharing ------------------------------ 6,130 6,852 6,863
Federal-aid highways ------------------------ 4,300 4,573 6,426 7,262
Public assistance-maintenance ----------------- 4.716 5,121 6,650 7,058
Employment and training assistance -------------- 421 2.504 5,751 6.450
Sewage treatment plant construction ----------------------- 1,938 3,700 3,309
Elementary and secondary education -------------- 1,470 2,276 3.185 3,620
Subsidized housing programs --------------------- 436 1,326 2,182 2,673
Community development block grants ------------ 1 1,305 1 1,944 3,030 3,450
Social services, regular program ------------------ 1441 2,047 3,107 3,135
Temporary employment assistance ------------------------ 319 3,368 2,348
Child nutrition program ------------------------ 379 1,565 2,648 2,894
Urban mass transportation administration --------- 105 688 2, 432 2,575
Aging and vocational rehabilitation programs ------ 313 I, 166 785 858
Unemployment trust fund: Administration of pay-

ments -------------------------------------- 328 636 695 711
Health services administration -------------------- 9 567 910 966

Total-] 6 major programs --------------- 16,950 39.640 64.007 67.075
Percent increase 1970-80--295.7.
Percent increase 1975-80-69.2.
Percent increase 1979-80--4.8.

Amounts are for predecessor programs.



-The rate of growth in Federal outlays for the 16 major grant pro-
grams has been significantly greater than the rate of outlay growth
for the total of all grant programs. Between 1970 and 1980 outlays
for these programs increased by $50,125 million or 295.7 percent; be-
tween 1975 and 1980 outlays for them increased by $27,435 million or
69.2 percent. Since 1975, the rate of growth in outlays for these pro-
grams has decreased consistent with the slowdown in outlay growth
for all grant programs. Between 1979 and 1980, outlays for the 16
major programs are estimated to increase by 4.8 percent, compared
to an estimated increase of 4.0 percent for all grant programs.

Major increases are anticipated as follows:
" Federal-aid-highways would increase by $836 million. The in-

crease reflects the impact of higher authorization levels and high-
er Federal contributions, particularly for highway safety ac-
tivities.

* Employment and training assistance programs would increase
by $699 million. This increase reflects the spendout of commit-
ments under title VI of the Comprehensive Employment and
Training Assistance Act.

* Medicaid outlays would increase by $617 million, primarily to
cover increased program participation.

* Subsidized housing outlays would increase by $491 million to
cover the increased number of units scheduled for occupancy in
fiscal year 1980.

• Other significant increases would occur for public assistance
($408 million), community development grants ($420 million),
elementary and secondary education ($345 million), and child
nutrition programs ($246 million).

Significant reductions occur in the temporary employment assist-
ance program ($1,020 million) and the sewage treatment plant con-
struction program ($291 million). The reduction in temporary en-
ployment assistance reflects the phasedown in spending for economic
stimulus purposes; the sewage treatment construction program reduc-
tion reflects the slowdown in spending for prior obligations.

ECONOMIC AND URBAN DEVELOPMENT PROGRAMS

Another category of Federal grant programs has become increas-
ingly important in providing assistance to urban and other commu-
nities. These programs aid communities in developing or revitaliz-
ing their economic and employment base. Major programs in this cate-
gory are shown in table 4.



TABLE 4.-OUTLAYS FOR ECONOMIC AND URBAN DEVELOPMENT
PROGRAMS

[In millions of dollars]

1980 commit-
tee recoI-

1979 mendation
current Second

estimate Resolution

Economic development assistance, Commerce Department --------- 314 420
Community development block grants and urban development ac-

tion grants, Housing and Urban Development ------------------- 3,080 3,620
Appalachian regional development programs --------------------- 296 314
Regional action planning commissions --------------------------- 41 45
Urban parks ----------------------------------------------- 1 18
Sewage treatment plant construction ---------------------------- 3,700 3,309
Minority business development --------------------------------- 13 14
Urban mass transportation grants ------------------------------ 2,432 2,575
Rural development grants ------------------------------------- 272 299
Comprehensive planning grants --------------------------------- 60 53
Neighborhood reinvestment corporation --------------------------------------- I I
Antirecession fiscal assistance ----------------------------------------------- 550

Total, outlays for economic and urban development -------- 10,209 11,228
Percent increase 1979-80, +998.

In 1980, outlays for economic and urban development programs are
expected to total $11,228 million. This is an increase of $1,019 million
or almost 10 percent above the amount provided for these programs
in fiscal year 1979. This increase is well above the 4-percent increase for
grant programs overall.

Major new assistance, $550 million in outlays, is provided for an
antirecession fiscal assistance program, and $11 million is included to
cover initial funding for the neighborhood reinvestment corporation.
Congress may enact an antirecession program which would assist
localities experiencing fiscal stress to maintain employment and serv-
ice levels. The neighborhood reinvestment corporation provides finan-
cial assistance to communities carrying out plans to rehabilitate declin-
ing neighborhoods.

Significant outlay increases would occur for the community devel-
opment block grant and urban development action grant programs
($540 million) and for economic development assistance programs
($420 million). The increase in basic community development grant
outlays ($420 million) reflects the combined effect of a higher appro-
priation level and the spendout of prior obligations. The related in-
creases for the urban development action grant program ($120 million)
reflects a substantial program expansion designed to intensify assist-
ance to urban communities for economic and business development
purposes. The increase for EDA programs also reflects a substantial
program expansion designed to replace the former National Develop-
ment Bank proposal. A restructured economic development financing
facility would provide financial assistance for the purpose of stimulat-
ing business development.

The decrease in spending for sewage treatment plant construction
($391 million) reflects a slowdown in the rate of spending rather than
a program reduction.



APPENDIX H

TAX EXPENDITURES
INTRODUCTION

This analysis covers estimated tax expenditures for fiscal year
1979. The estimates were prepared by the Joint Committee on Taxa-
tion with the assistance of the staff of the Office of Tax Analysis
in the Treasury Department. These estimates reflect the provisions
in present law (as of December 31), and assume that the expira-
tion dates will not be extended or otherwise modified and no other
changes will be made in the present law. An addendum covers those
bills passed by the House which affect tax expenditures. None has
been enacted into law.

THE CONCEPT OF TAX EXPENDITURES

Tax expenditure data are intended to show the cost to the Federal
Government, in terms of revenues it has foregone, from tax provisions
that either have been enacted as incentives for the private sector of the
economy or have that effect even though initially having a different
objective. Tax incentives usually are designed to encourage certain
kinds of economic behavior as an alternative to employing direct
expenditures or loan programs to achieve the same or similar objec-
tives. These provisions take the form of exclusions, deductions, credits,
preferential tax rates, or deferrals of tax liability. Tax expenditures
also are analogous to uncontrolled expenditures made through indi-
vidual entitlement programs because the taxpayer who can meet the
criteria specified in the Internal Revenue Code may use the provision
indefinitely without any further action by the Federal Government.
This is possible because provisions in the Internal Revenue Code
rarely have expiration dates that would require specific congressional
action to continue their availability. For many provisions, the revenue
loss is determined by the taxpayer's level of income and his tax rate
bracket. From the viewpoint of the budget process, fiscal policy and
the allocation of resources, uncontrollable outlays or receipts restrict
the range of adjustments that can be made in public policy. One of
the purposes of the enumeration of tax expenditures is to provide Con-
gress with information it needs to select between a tax or an outlay
approach to accomplish a public policy goal.

The definition of tax expenditures is that developed in the legisla-
tive process that produced the Budget Control Act. Listing an item
as a tax expenditure in this report is part of a process of providing
information, and the listing becomes a catalog of past public policy



decisions accompanied by estimates of their effects upon budget re-
ceipts. No judgment is made, nor any inference intended, about the
desirability of any specific provision as public policy or about the
effectiveness of the tax approach relative to other methods of achiev-
in the particular public policy goals desired.

hn this report, a tax expenditure is described as a tax incentive
that departs from simply allowing the taxpayer to deduct from gross
income the costs incurred in earning net income. Under this concept,
deductions are allowed for current expenditures which are directly
related to the process of earning income, and therefore these expendi-
tures are not treated as tax expenditures. These deductions also may
be treated as business costs, and they are deducted on returns filed by
corporations, partnerships, and individual proprietorships. On the
other hand, capital costs by their nature are not incurred entirely in
one year. The basic tax provision allows depreciation ratably (i.e.,
straight-line depreciation) over the useful life of the capital asset, but
tax law also permits accelerated depreciation to provide investors
with faster capital recovery through shorter lives and/or faster rates
of depreciation. Such faster tax treatment of capital costs is classified
as a tax expenditures in this report, those items appear as various
types of accelerated depreciation; asset depreciation range (ADR),
depreciation in excess of straight-line, percentage depletion allow-
ances (in excess of cost depletion), and current expensing of costs
that otherwise would be capitalized.

Individuals who arei employees-and do not carry on their own
businesses-have analogous business-type deductions which also are
not classified in this report as tax expenditures. The expenses also are
costs which are incurred in earning net income, e.g., the cost of tools
that a mechanic uses. Most other deductions which individuals take
on their tax returns represent personal consumption expenditures.
These deductions reflect public policy decisions to facilitate specific
types of consumption spending and are therefore generally classified
here as tax expenditures. An exception to this rule is made for general
personal exemptions and the standard deduction which have not
been treated as tax expenditures in any analysis of the subject or in
the Budget Control Act. Individual tax expenditures also include
various kinds of income, e.g., social security payments to the aged,
dependents and survivors, which are tax-exempt income but would
become components of adjusted gross income from which taxable
income is derived in the absence of the tax exemption.

A number of tax provisions are not treated as tax expenditures. The
general tax rate structure' is not part of tax expenditure analysis: the
structure of graduated tax rates and taxable income brackets in the in-
dividual income tax and separate tax structures for single persons,
marred persons filin separately, heads -ofhouseholds and income
splitting for married persons. Other such items are the personal ex-
emption-one per taxpayer and each dependent-and the standard
deduction. On the other hand, included as tax expenditures are the
additional personal exemptions for the aged and blind and itemized
personal deductions.



In the business tax area, the combined corporate normal and sur-
tax tax rate is considered to be the general tax rate structure and is
not classified as a tac; expenditure. The surtax exemption is treated as
a departure designed to benefit small corporations, and therefore is
treated as a tax expenditure.

There is no provision for negative tax expenditures, and no pro-
visions are classified as disincentives. Thus, the corporate surtax rate
is treated as the basic provision and not a departure from the normal
tax. The limitation on the deduction of a net long-term capital loss is
a limit to the incentive made available through the special treatment
for capital gains.

Imputations of income in kind received from the services of durable
assets are not treated as income in the tax code and are not here classi-
fied as tax expenditures. They might be considered as income under
other concepts of income for tax purposes. Measurement of the im-
puted income-in-kind would be a formidable task. The imputed income
from an owner-occupied home is the most prominent of these items,
and among the others are the income that could be imputed to house-
hold furniture and appliances, books and art collections and automo-
biles. Food stamps are a form of income in kind that also is omitted
from this listing.

Foreign tax credits are not classified here as tax expenditures since
they are generally considered as the way of taking into account the
interrelationship of domestic and foreign tax systems, In addition, this
analysis does not attempt to go behind the current legal interpretation
and attribution of payments by U.S. corporations to foreign govern-
ments as taxes (e.g., it does not attempt to treat any such payments as
royalties as in the case of oil income), when the payments are desig-
nated in that way by those governments.

MEASUREMENT OF TAX EXPENDITURES

Estimates of tax expenditures are difficult to determine andare 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 its level. The difference in tax liabilities as estimated under
present law including the tax expenditure and this new higher level
of tax liabilities is taken as the amount of the tax expenditure. For
this computation and in keeping with the general practice of revenue
estimating, it is assumed that nothing else changes.

Some further observations on these estimating problems follow:
First, if two or more items were to be eliminated, the result of the

combination 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 separately.

Second, in some cases if a tax expenditure item were to be elimi-
hated, it is possible that Congress would, at least to some extent, de-
sire to deal with the underlying problem by a direct expenditure or
loan program. The effect of any such program is not taken into account



in the estimates shown. A direct expenditure could become a tax
expenditure if it takes the form of a payment to an individual or
business that is not included in income subject to taxation. In addition,
if some of these provisions were removed from the tax laws, this
removal might be accompanied by revisions in tax rates, personal
exemptions or the standard deduction, as has happened in the past.
Other fiscal and monetary policies might be adopted to offset a tax
change. None of these possibilities has been taken into account in the
estimates.

Third, when tax expenditure items have been added to the tax law
in the past, they did not become fully effective until the lapse of sev-
eral years. As a result, the eventual annual cost of some items is not
fully reflected until some time in the future. Conversely, if various
items now in the law were to be eliminated, it is unlikely, in many
cases, that the full revenue effects shown would be realized until an
extended period of years had passed.

Fourth, differences in personal income levels and corporate profits
can also account for differences in the cost of tax expenditure items
from year to year. Thus, some tax expenditure items themselves may
be larger or smaller from year to year, wholly independent of tax
considerations.

Fifth, in the case of many of the items, especially those for which
information is not available on tax returns, it is necessary to obtain
information from whatever sources are available and to base the esti-
mates on these sources.

TAX EXPENDITURES BY FUNCTIONAL CATEGORY

To aid analysis of the economic benefits provided through the tax
laws to various sectors of the economy, the costs (tax expenditures)
and beneficiaries (in terms of area of activity) are grouped in the
following table in the same functional categories as outlays in the
Federal budget. Where possible and relevant, estimates are shown
separately for individuals and corporations. Some tax expenditures
do not fit clearly into any of the budget functional categories, and they
have been placed in the functional category which is the most appro-
priate.



TAX EXPENDITURE ESTIMATES BY FUNCTION AND SUBFUNCTION I

[Fiscal years, in millions of dollars

Corporations Individuals

Function and subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984

National defense:
Exclusion of benefits and allowances to Armed Forces

p erso n n el ------ -- ----- --- -- --- -- -- ---- -- ---- --- --- --- -- -- ---- ---- ---- ---- --- --- --- -- -- ---- --- -- -
Exclusion of m iltary disability pensions ---------------------------------------------------------------

Subtotal

1,370 1,470
120 130

1,490 1.600 1,720 1,860 2,000 4,160

International affairs:
Exclusion of income earned abroad by U.S. citizens ---------------------------------------------------- 530 555 600 645 695 755
Deferral of income of domestic international sales cor-

porations (DISC) ------------------------------- 1,170 1,260 1,300 1,400 1,525 1,640 ------------------------------------------------
Deferral of income of controlled foreign corporations -.. 530 445 480 520 560 605
Special rate for W estern H em isphere trade orporations- 15 5 .----------------------.........................................................

Subtotal --------------------------------------- 1.715
General science, space, and technology:

Expensing of research and development expenditures --. 1.550

1,710 1,780 1,920 2,085

1,745 1,980 2,230 2,490 2,780 35 40

Energy:
Expensing of exploration and development costs ------- 1,060 1,160 1,280 1,365 1,475 1,605
Excess of percentage over cost depletion ------------ 1190 1265 1,355 1,440 1,525 1,625
Capital gains treatment of royalties on coal ------------ 10 10 10 I0 15 15
Residential energy credits ---------------------------------------------------------------------------
Alternative conservation and new technology credits .... 220 390 495 595 460 160

Subtotal --------------------------------------- 2,480 2,825 3,140 3,410 3,475 3,405 1,645 1,500 1,670 1,815 2,095 2,300
National resources and environment:

Exclusion of interest on State and local government
pollution control bonds --------------------------- 200 220 245 270 295 325 215 240 265 290 320 355



Exclusion of payments in aid of construction of water
and sewage facilities --------------------------- 10 60 110 110 110 0 -------------------------------------

5.yr amortization on pollution control facilities --------- (3) (3) 15 55 95 90-------------------------------------
Tax incentives for preservation of historic structures ... 5 5 5 5 5 5 5 5 10 10 10 5
Capital gains treatment of certain timber income ------- 315 355 400 440 485 530 90 100 115 125 140 150
Capital gains treatment of iron ore ------------------ 10 10 10 10 t0 10 I0 10 10 10 10 10

Subtotal ------------------------------- 540 650 785 890 1,000 1,070. 320 355 400 435 480 520

Agriculture:
Expensing of certain capital outlays ------------------ 75 75 80 85 85 90 445 430 475 545 565 585
Capital gains treatment of certain ordinary income ----- 10 l0 15 15 15 20 365 385 405 425 445 465
Deductibility of noncash patronage dividends and cer-

tain other items of cooperatives ------------------ 505 540 590 625 670 710 (4) (4) (,) () (4) (4)

Exclusion of certain cost-sharing payments ----------------------------------------------------------- (2) 30 75 80 80 75

Subtotal --------------------------------------- 590 625 685 725 770 820 810 845 955 1,050 1,090 1.125

Commerce and housing credit:Dividend exclusion -------------------------------------------------------------------------------- 450 450 470 495 515 540

Exclusion of interest on State and local industrial devel-
opment bonds ------------------------------ 240 280 335 395 455 510 265 305 360 430 490 555

Exemption of credit union income ------------------- 90 100 115 125 140 155
Excess bad debt reserves of financial institutions .----- 780 855 965 1,015 1,090 ,260
Deductibility of mortgage interest on owner-occupied

homes ------------------------------------------------------------------------------------------ 8,225 9,290 10,965 12,935 15,265 18.010
Deductibility of property tax on owner-occupied homes ------------------------------------------------- 5,920 6,615 7,675 8,905 10,330 11,980
Deductibility of interest on consumer credit ----------------------------------------------------------- 2,585 2,945 3,475 4,100 4,835 5,705
Expening of construction period interest and taxes ------ 525 555 585 615 645 675 90 145 165 160 155 150
Excess first-year depreciation ---------------------- 50 50 50 55 55 60 135 135 145 150 160 170
Depreciation on rental housing in excess of straight line-. 70 65 65 70 70 75 290 285 290 295 305 320
Depreciation on buildings (other than rental housing) in

excess of straight line ---------------------------- 135 135 140 150 165 185 120 120 125 135 150 165
Asset depreciation range --------------------------- 2,460 2,880 3,400 3,940 4,330 4,300 130 150 180 215 225 225
Capital gains (other than farming, timber, iron ore, and

coal) ------------------------------------------ 555 625 725 785 870 965 7,520 10,150 10,905 11,730 12.615 13,580
Deferral of capital gains on home sales ---------------------------------------------------------------- 1.125 1,010 1,115 1,225 1.350 1,485
Capital gains at death ------------------------------------------------------------------------------ 9.015 10.005 11,105 12,275 13,555 14.965
Corporate surtax exemption ------------------------ 3,070 135---------------------------------------------------------------

See footnotes at end of table.



TAX EXPENDITURE ESTIMATES BY FUNCTION AND SUBFUNCTION '-Continued

[Fiscal years, in millions of dollars]

Corporations Individuals

Function and subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984

Reduced rates on first $100,000 of corporate income ----- 3,270
Investment credit, other than for TRASOPs and for

rehabilitatedstructures ---------------------- 13.405
Investment credit for rehabilitated structures ---------- 55
Exclusion of interest on state and local housing bonds ..--- 450

6,940 7, 425 7, 890 8, 350 8, 735

15,370
120
680

17,380
140
975

18,965
155

1,320

20,180
170

1,715

21,300
185

2,165

25,155 28,790 32,300 35,480 38,235 40,570 38,625 44,895 50,750 57,255 64,475

Transportation:
Deductibility of nonbusiness State gasoline taxes -----------------------
5-yr amortization on railroad rolling stock ------------- (5) (5)
Deferral of tax on shipping companies ---------------- 75 70

Subtotal --------------------------------------- 75 70
Community and regional development:

5-yr amortization for rehabilitation of low-income
housing ------------------------------------ 5 5

3 5 0 -- - - - - - - - -- - - - - - - - - -
- -- - - - - - -

(7) 7) (5) (5)80 90

75 75 80 90 350

10 10 10 5 10 10 15 20 15 210
Education, training, employment, and social services:

Exclusion of scholarship and fellowship income ---------------------------------------------------------
Parental personal exemption for students age l9 or over
Exclusion of employee meals and lodging (other than

m ilita ry ) -- --------------------------------------------------------------------------------------
Exclusion of cntributions to prepaid legal service plans .............
Investment credit for employee stock ownership plans

(TRASOP's)----------------------------------------------- 385 450 520 600
Deductibility of charitable contributions (education) - - 320 355 380 420 455 485
Deductibility of charitable contributions to other than

education and health -------------------------- 395 440 475 520 560 600

410 445 480
10------------

360.....................
795 925 1,070 1,240 1,440

5,320 5,965 6,920 8,030 9,310 10,805

Subtotal ................... 72, 720



M axim um tax on personal service incom e --------------------------------------------------------.... 1,335
Credit for child and dependent care expenses --------------------------------------------------------- 610
Credit for employment of AFDC recipients and public

assistance recipients underwork-incentive programs- 55 120 160 185 215 240 5
General jobs credit -------------------------------- 1,035 215 1I0 55 35 20 860
Targeted jobs credit ------------------------------- 125 345 470 320 85 85 15
Employer educational assistance ------------------------------------------------------------------- 20

40 55 65 70 75

135 190 135 40-2-
30 30 35 40 25

Subtotal --------------------------------------- 2,315 1,925 2,115 2,100 2.005 1,790 10,505 11,050 12,735 14,550 16.625 19.240

Health:
Exclusion of employer cotributions for medical in.

surance premiums and medical care ---------------------------------------------------------------- 8,255 9,595
Deductibility of medical expenses -------------------------------------------------------------------- 2,890 3,120
Expensing of removal of architectural and transporta-

tion barriers to the handicapped ------------------ 10 (3) (3) (3) (2) (2) ...............
Deductibility of charitable contributions (health) ------- 195 220 23 260 280 300 1,065 1,195

Subtotal --------------------------------------- 205 220

11.150
3,525

1,385 1,605

300 12,210 13,910 16,060

15,030 17,4904,505 5,090

1,865 2,160

18,545 21.400 24,740

Income security:
Exclusion of social security benefits:

Disability insurance benefits ---------------------------------------------------------------------
OASI benefits for retired workers ----------------------------------------------------------------
Benefits for dependents and survivors ------------------------------------------------------------

Exclusion of railroad retirement system benefits --------------------------------------------------------
Exclusion of workmen's compensation benefits ---------------------------------------------------------
Exclusion of special benefits for disabled coal miners ----------------------------------------------------
Exclusion of unemployment insurance benefits ---------------------------------------------------------
Exclusion of public assistance benefits ----------------------------------------------------------------
Exclusion of disability pay --------------------------------------------------------------------------
Net exclusion of pension contributions and earnings:

Employer plans ---------------------------------------------------------------------------------
Plans for self-employed and others ---------------------------------------------------------------

See footnotes at end of table.

615
5,455

825
275

1,035
50

1,780
355
140

11,325
1,920

1,175 1.370
10,115 11,630
1,365 1,540
380 390

2,450 3,035
50 50

2,010 1,940
515 525
175 185

21,860
3,860



TAX EXPENDITURE ESTIMATES BY FUNCTION AND SUBFUNCTION '-Continued

jFiscal years, in millions of dollars

Corporations Individuals
Function and subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984

Exclusion of other employee benefits:
Premiums of group term flfe insurance ----------------------------------------------------------- 875 915 950 990 1,030 1.075Premiums on accident and disability insurance ---------------------------------------------------- 75 80 85 90 90 95
Income of trusts to finance supplementary unem-

ployment benefits ---------------------------------------------------------------------------- 10 10 10 10 10 10Exclusion of interest on life insurance saving ----------------------------------------------------------- 2,475 2,720 2,990 3,290 3,635 4,015
Exclusion of capital gains on home sales for persons age

55 and over ------------------------------------------------------------------------------------- 300 535 590 645 710 785Additional exemption for the elderly ------------------------------------------------------------------ 1,670 1,855 1,950 2,045 2,150 2,255Additional exemption for the blind ------------------------------------------------------------------- 30 35 35 35 40 40Deductibility for casualty losses -------------------------------------------------------------------- 435 475 540 610 685 775Tax credit for the elderly ------------------------------------------------------------------------- 160 160 160 160 160 160
Earned income credit:

Nonrefundable portion I ------------------------------------------------------------------------- 266 350 276 272 268 260

30.071 34,490 39,046 43,957 49,543 55,855subtotal_



Veterans' benefits and services:
Exclusion of veterans' disability compensation - 905
Exclusion of veterans' pensions - 45
Exclusion of G I bill benefits ................................................... 195

S u b to ta l ------ -- -- ---- ---- --- -- -- ---- -- --- ----- --- ------ -- -- ---- -- --- ---- ---- -- ---- --- -- - --- --- - 1, 145
General government:

C redits for political contributions -------------------------------------------------------------------- 80

General purpose fiscal assistance:
Exclusion of interest on general purpose State and local

debt -------------------------------------- 3,245 3,515 3,900 4,335 4,815 5,360 2,120
Deductibility of nonbusiness State and local taxes (other

than on owner-occupied homes and gasoline) -------------------------------------------------------- 10,935
Tax credit for corporations doing business in U.S. pos.

sessions ----------------------------------------- -00

Subtotal ----------------------------------- 3930

9 70 1,0 7 0 ----- ------- ------- --- --------------- -----------

1,085 1.165
60 60

150 135

1,230 1,295 1,360 1,445

2,365 2.625 2,915 3,240 3,600

12,450 14,690

4,245 4,705 5,220 5,785 6,430 13,055 14,815 17,315
Interest:

D eferral of interest on savings bonds -----------------------------------------------------------------

17,335 20,455

20, 250 23,695

24,135

27,735

680 G

I All estimates are based on the law enacted as of Dec. 31, 1978.
2 Less than $2,500,000.
3 This provision initially applied to new facilities added to plants in existence

on Jan. I. 1969. It expired on Dec. 31, 1975. No investment credit was allowed
on property subject to this provision. The 1976 act renewed the provision for
property in existence on Jan. I. 1976. An investment credit of 6 now applies
to facilities installed after Dec. 31, 1976. Amortization on these facilities is a tax
preference failing under the minimum tax. The interaction of these provisions
results in revenue gains of $25,000.000 and $10,000,000 in fiscal years. 1979 and
1980, respectively.

4 Some invididuals will have their taxable income increased by the dividends
paid by cooperatives. It is estimated that these dividends will increase revenues

$170,000,000, $175,000.000. $190.000,000. and $200,000.000, $210,000.000, and
$0,000,000 in fiscal years 1978, 1980, 1981, 1982. and 1984, respectively.

3 Before 1976, railroad stock, at the taxpayer's election, could be amortized
over 5 yr rather than depreciated. Some property that was amortized is still in
service producing income. Because such property has no basis for depreciation,
taxable income from it is higher than it would have been if the property had not
been amortized. The revenue on this income is greater than the revenue losses on
property subject to amortization. The amount of the tax liability accruing from
corporations is $40,000,000 in each fiscal year except 1983 when the amount is
$35,000,000 and 1984 when it is $20.000.000.

5 The refundable portion of the earned income credit is considered an outlay.
This is estimated to be $941. $1,874. $1.567. $1.544, $1,544, $1,521, and $1,128,
for fiscal years 1979, 1980. 1981. 1982, 1983. and 1984, respectively.

Source: Staffs of the Treasury Department and the Joint Committee on
Taxation.
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SUM OF TAX EXPENDITURE ITEMS BY TYPE OF TAXPAYER: BY
FISCAL YEARS
[In millions of doilarli

Individuals
and

Fiscal year corporations Individuals Corporations

1979 ----------------------------------------- 150,051 111,491 38.560
1980 ----------------------------------------- .168,825 126,015 42,810
1981 ----------------------------------- 191.191 143,381 47,810
1982 ----------------------------------- 214' 862 162.542 52,320
1983 ----------------------------------- 240,613 184,398 56,215
1984 ----------------------------------------- .269,010 209,505 59,505

ADDENDUM

Legislation Affecting Tax Expenditure Levels
During the First Session of the 96th Congress through September

12, 1979, the House reported two bills that affect tax expenditures. No
bills have been enacted or passed by the House that affect tax expendi-
tures. The two reported bills are listed below. H.R. 3712, which alters
the tax treatment of interest on certain housing bonds, will result in a
decrease in tax expenditures (revenue gain). H.R. 4746, which makes
eight miscellaneous changes in the tax laws, includes one provision
that maksthe investment tax credit applicable to certain property
used by the International Maritime Satellite Organization. It will re-
sult in a'negligible increase in tax expenditures.

REVENUE EFFECT IN MILLIONS OF DOLLARS: IN FISCAL YEARS

Fiscal year-

1979 1980 1981 1982 1983 1984

H.R. 3712. mortgagesubsidy bonds___ 0 +143 +776 +2,274 +4,797 +8,356
-LR. 4746, miscellaneous change in

tax laws ----------------------- 0 (1) (1) (1) (1) (1)

Net revenue gain ------------- 0 +143 +776 +2.274 +4,797 ±8,356

I L ess than $1 million,



APPENDIX I

ESTIMATING DIFFERENCES FROM THE FIRST BUDGET
RESOLUTION FOR FISCAL YEAR 1980

The Second Budget Resolution assumptions include $5.6 billion
more in budget 'authority and $9.95 billion more in outlays than the
First Budget Resolution due to approximately 300 reestimates of
spending. These reestimates reflect revised economic assumptions af-
fecting indexed programs ($7.35 billion) and policy assumptions
about program levels or methodologies ($2.6 billion). These reesti-
mates reflect an update of the information used in formulating the
First Budget Resolution.

Section 601 of the Budget Act requires the President to submit a
summary of revisions each April and July of budget authority, out-
lays, and estimated receipts previously submitted in the President's
budget. The President's midsession review, submitted on July 12 in
fulfillment of the requirement, indicated a net total of $10.1 billion in
upward outlay reestimates and $7.8 billion in budget authority from
his earlier March 12 reestimates. Subsequently, the midsession review
was revised upward on July 31 by an additional $570 million in out-
lays and $22.1 billion in budget authority to reflect the administra-
tion's new energy program proposals.

The President's midsession review estimates were carefully reviewed
by the Congressional Budget Office and by the House and Senate
Budget Committees. All three institutions agreed on the appropriate
amount for a reestimate before incorporating it into the Second
Budget Resolution.

Many of the reestimates occur in programs which are affected by
changes in the economy. Prospects for the economy have become less
favorable since the passage of the First Budget Resolution. The infla-
tion rate which is likely to be higher than previously anticipated will
raise the cost of Federal programs automatically indexed to the Con-
sumer Price Index and will also affect the amount of Federal revenues.
In addition, a higher employment rate will result in higher outlays
for unemployment compensation.



Major examples of the reestimates due to economic factors include:
*A $2.5 billion outlay increase due to higher short-term interest

rates on Treasury notes.
* A $1.7 billion outlay increase in the social security program.
* A $1.2 billion outlay increase for unemployment compensation.
* A $900 million outlay increase resulting from cost-of-living in-

creases in civil service and military retirement and in veterans
compensation.

Other reestimates are due to changes in program participation rates
that are sensitive to economic changes. For example, higher caseloads
will increase Black Lung program costs by $700 million and medicare
and medicaid program costs by $800 million. Food Stamp program
costs increased by $700 million due to higher inflation and unemploy-
ment assumptions. These Federal programs are designed to provide
assistance during periods when individuals lose income through un-
employment; as a result, participation rates vary with employment
rates.

Other reestimates represent changes in actual program performance,
weather, acts of God, or financial or accounting transactions. The
following table distributes major estimating differences by category
and function.
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COMPARISON OF MAJOR ESTIMATING DIFFERENCES BETWEEN FIRST
BUDGET RESOLUTION AND SECOND BUDGET RESOLUTION
ASSUMPTIONS

[In billions of dollars]

Budget
Categories of differences authority Outlays

I. Economic assumptions:
050 Military retired pay ----------------------------- +0.2 -j0. 2
550 Medicare and medicaid --------------------------- . 7 +. 8
600 Social security ------------------------------- ----. 6 1.7

Civil service retirement ------------------------------- 5
Unemployment compensation ---------------------- -. 3 +1.2
Food stamps -----------------------------------. 7 .7

700 Veterans and survivors compensation -------------- --. 2 . 15
900 Average short-term interest rates on Treasury notes +2. 5 +2. 5
950 Higher offsetting interest receipts by trust funds are

assumed, reflecting higher rates on Treasury special
issues ------------------------------------ ---. 4 -. 4

II. Demographic programmatic:
350 CCC-price support programs ----------------------------------- -. 0
400 Highway trust fund -----------------------------------------. 3

Northeast Corridor rail service delays ------------------------- --. 2
UMTA contract authority ------------------------ -. 4

500 Basic educational opportunity grant (BEOG's) +----. 4 +. I
CETA ---------------------------------------- +.3 +.2
Title XX, social services program ------------------ +. 2 +. I
Increased outlays than assumed in Ist resolution ------------------ -+ 5

550 Medicare-medicaid reforms ---------------------------- 9
600 Civil service retirement -------------------------- +. 3--------------

Black lung increased caseloads -------------------- +. 6 +. 7
Failure to achieve Michel amendment to fiscal year
1979 appropriation bill --------------------------- + . 1
Decrease legislative savings because of revised

savings estimates later implementation dates +----. 3 +. 4
700 Legislative reform proposals reduced due to late

implementation ------------------------------- +.2 .2
Lower adjustment benefits ------------------------------------- . 1

950 OCS rent and royalties --------------------------- +.5 .5
II. Estimating differences: 1

050 Increased outlays based on analysis of recent spend-
ing patterns mostly procurement ----------------------------- +2. 8

150 Increased level of cash disbursement for Export-
Import Bank loan commitments -------------------------------. 2

Foreign military sales trust fund -------------------- +.3 --------------
270 Higher than anticipated oil production and prices for

naval petroleum reserve oil increasing Treasury
receipts ----------------------------------- ----. 3 -. 2

370 Lower FDIC outlays associated with bank failures ------------------ -. 2
Other miscellaneous reestimates ------------------------------ ----. 3

450 SBA disaster loans -------------------------------------------- -.2
900 Interest paid to Treasury by off-budget and on-

budget agencies ----------------------------- ---. 5 -. 5

Total changes due to reestimates -------------- -+5.6 +9. 95

I Weather, financial transactions, executive actions, etc.



APPENDIX J

ENERGY: BACKGROUND INCLUDING PRESIDENT'S
PROPOSALS

BACKGROUND

Federal spending for energy programs has grown substantially
since fiscal year 1974 when it basically consisted of relatively small
nuclear and coal programs. In fact, the nuclear program was the
only large program where the Arab Oil Embargo of 1973 occurred.
Since then, Federal energy programs have grown to also include
large R. & D. expenditures for solar, fossil, conservation and environ-
mental support programs; a several-billion-dollar effort to acquire a
strategic oil reserve; and large efforts to subsidize energy conserva-
tion activities and State efforts in the energy area.

Reducing the insecurity of the world oil market, and learning to
cope with that insecurity, are the fundamental problems for U.S.
energy policy. Present Federal energy expenditures can be classified
under these two broad headings. First, there are those programs that
will help prepare the Nation to cope successfully with future oil
emergencies. World oil emergencies have occurred twice in the past
6 years: In 1973, due to the Arab Oil Embargo, and most recently as a
result of the Iranian Revolution, supplemented by the deliberate
withholding of supplies by a few oil-producing nations. The Strategic
Petroleum Reserve and other emergency preparedness programs are
intended to help the U.S. deal with these emergencies.

Second, the United States has other programs which are designed
to help make such future oil emergencies less likely. This is being
accomplished by supporting programs to improve the Nation's, as
well as the world's, oil supply-demand balance. Examples of these
are broad energy R. & D. programs, energy production and conserva-
tion tax incentives, and large energy conservation promotion
programs.

The United States is also supporting other programs to improve
the supply-demand balance of the world oil market. For example,
there are several minor programs to encourage the discovery and
development of new energy supplies around the world, such as those
in the Department of Energy, the Agency for International Develop-
ment, the Overseas Private Investment Corporation (OPIC), and
the Export-Import Bank. Further, with the support of the U.S.
Government, the World Bank has recently adopted a program to
increase oil exploration and development activities in lesser developed
countries throughout the world.

The record of Federal energy expenditures can best be seen in the
two tables that follow:



Table 1. Outlays for Energy (Source:
$ Billions

The President's Budget for Fiscal Year 1980)
$ Billions

_ -- 10

Total

ness -8

-4

-2

ergy Supply

I I I I 1-0
77 78 79 80 81 82

Fiscal Years E slimale

Fiscal Year

1970 1971 1972 1973 1974210 Energy:
211 [nerysumAv ............... 814 89S 1,11 91I51
212 belly wisevalon ........................................ 3
214 m lereny energy pFep.edness ...................................
2m5 Iner hIImmallo, poliy, and

legolalln .......................... .......

Deductions for offselling Iecelpit ......

Total energy .................................

142 155 201 231 331 389
-25 -21 -43 -26 -I4 -43

990 1,031 1,210 1,119 131 2,110

President's Budget
Request for

1976 Fiscal Year
1975 1976 T.Q. 1977 1978 1979 1980

1,1 3 2,508 603 3366 3.910 4.896 4.311
48 51 38 143 221 49 660
33 65 31 123 391 2.361 1.96l

553 147 664 798 914 969
-55 -25 -23 -25 -96 -84

3,127 794 4,172 5.861 1.630 7,171

~0

1970 71 72 73 74 75 76



TABLE 2.-ERDA-DOE ENERGY R. & D.

[Dollars in millions]

Transition Estimate 1980 Congres-
1975 budget 1976 budget quarter budget 1977 budget 1978 budget 1979 budget sional budget

Au- Out- Au- Out- Au- Out- Au- Out- Au- Out- Au- Out- Au- Out
thority lays thority lays thority lays thority lays thority lays thority lays thority lay-

Direct energy R. & D.:
Nonnuclear:

Solar applications ----------------- $42 $15 $115 $63 $34 $37
S o l a r t e c h n o l o g y I . . . . . . . . . . . . . ----.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Geothermal -------------------- 28 21 31 30 12 3
B io m a ss 2  ----- --- -- --- -- --- -- -- -- -- ---- --- --- ------ --- -- --- -- -- -- -- ---- ---- -- --- --
H y d ro.p o w er . . .. . . . . . . . . . . . . . . . . . . .. . . .. .. .. . . . . . .
Electric energy systems ------------ 24 12 39 26 7 10
Conservation I -------------------- 13 9 37 19 10 18
Conservation 4 .................... 13 9 37 19 10 18
Fossil energy R. & D ------------- 335 139 427 242 105 93

C o a ld ----------------------------------------------------------------------------
P etro leu m --- --- ---- -- --- -- --- -- --- --- -- -- -- -- -- ---- --- -- -- -- --- -- -- -- ----- -- -- --
G a s ----------------------------------------------------------------------------

$221 $149

13 8
2 1

27 21
140 106
140 106
535 460
469 395
47 44
19 21

791 1,507 1,232 1,725 1,708 1,759 1,768Subtotal. nonnuclear ------------ 442 M9 649 380 168 171 991



Nuclear:
Converter 5 - - - - - - - - - - - - - - - - - - - - - - - - - 18 16 26 22 10 II 59 48
Commercial waste management ------ I I I1 13 10 5 6 88 67
Spent fuel disposition -------------------------------------------------------------------------------
Advanced nuclear systems 6 ---------- 30 34 138 139 42 44 181 164
Breeder reactor 7 - - - - - - - - - - - - - - - - - 567 538 505 441 112 127 708 600
Light water reactor facilities -------------------------------------------------------- 29 20
AISI s ---------------------------- -- -24 19 .-------------------------------------

Subtotal, nuclear ---------------- 650 618 682 612 169 IN 1,65 bYY I, I5 I,OU)U I, I I, 111 Y)4 MY9
Fusion: Magnetic fusion ---------------- 118 95 166 139 53 50 316 211 332 277 356 342 364 367

Supporting energy R. & D.:
Basic sciences 0 -- - - - - - - - - - - - - - - - - - - - 161 175 297 273 71 77 351 324 406 378 431 420 474 453
Basic research 10 -- - - - - - - - - - - - - - - - - - -  191 165 131 118 35 35 155 135 184 168 220 211 276 269
Environment 11-- - - - - - - - - - - - - - - - - - - - 183 159 165 149 45 49 196 184 238 212 245 236 278 264

Subtotal, supporting energy R. & D_

Total, DOE energy R. & D

535 499 593 540 151 161 702 643 828 758 896 867 1,028 986

1,745 1,408 2,090 1,671

I Prior to fiscal year 1978 solar applications and solar technology are combined.
2 Prior to fiscal year 1977 included in solar.
3 This is called "End Use Conservation and Technology to improve Efficiency"

prior to fiscal year 1977.
4 Breaks below fossil not readily available prior to fiscal year 1977.
5 Prior to fiscal year 1978 fuel cycle R. & D. only.
I Space nuclear systems only in fiscal year 1975; nuclear research and applica-

tions (NRA) in fiscal year 1976, transition quarter, and fiscal year 1977.
? Fission power reactor development in fiscal year 1975.

570 3,074 2,544 3,800 3,317 4,108 4,028 4,105 4,110 .,
CA

s Included in NRA in fiscal year 1976, transition quarter, fiscal year 1977:
Included in converter fiscal year 1978-80.

9 This is high energy physics only, prior to fiscal year 1977.
10 This is basic energy sciences in fiscal year 1975.
11 Effective fiscal year 1976 life sciences research and biomedical applications is

reclassified from environment to basic sciences.

Source: U.S. Department of Energy.
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THE PxtSmENT's NEW ENERGY PROPOSALS

In April, the President decided to allow price controls on oil to
phase out over the next 2 years, corresponding with the time at which
price control authorities under the Emergency Petroleum Allocation
Act, as amended, would expire. At the same time, the President also
proposed passage of a windfall profits tax on the oil industry that
would recapture for the Government some of the increased revenues
that would accrue to the industry as a consequence of the decontrol of
oil prices. While this measure, along with previously enacted laws and
recent OPEC oil price increases, should substantially reduce the de-
pendence on oil imports the United States might otherwise have ex-
perienced in future years.

The United States probably will still have to import at least 9 million
barrels of oil a day in 1990.

On July 15, the President proposed another set of new energy-
related initiatives that would go beyond those already enacted. These
initiatives are designed to reduce U.S. oil imports from the expected
1990 level of 9 million barrels a day (MMBD) to 4.5 MMBD. The
President further proposed that these initiatives be financed with the
receipts from the windfall profits tax and stated that it would be
necessary to scale back his programs if a satisfactory version of such
a tax were not enacted.

The President's proposed initiatives are summarized in table 3
below.

TABLE 3.-PRESIDENT'S ENERGY PROGRAM RECOMMENDATIONS

[In millions of dollars]

Revised midsession
White review fiscal year 1980

House fact recommendations
sheet-7/ 16

Functional 1980-90 Budget
categories obligations authority Outlays

1. Energy Security Corporation -----------
2- Energy Mobilization Board .......
3. Low-income assistance
4. Transportation
5. Utility oil reduction_
6. Solar bank _-
7. Residential and commercial conservation-
8. $3 oil shale tax credit
9. 50f/MCF credit for unconventional nat-

ural gas, and solar tax credits-
10. Heavy oil decontrol, exemption from

windfall profits tax .......
11. Other Apr. 5 programs, including

* Regional strategic oil product re-
serve and additional coal R. &
D ......

* Full funding for additional SRC
(solvent refined coal) plant-. - -

(270) 88, 000
(270) ------------
(600) 24,000
(400) 16,500
(270) 5,0001
(270) 3, 500[1
(270) 2,000
Tax 1,000

22,000

1,600 1,600
1,445 312

Tax -----------------------------------
(270) 1.200 NA NA

Total:
Spending programs ---------------- 142,000 25,880
Tax programs----------------------------- -246
Windfall profits tax ------------------------- +2,907
Net impact on the

deficit -------------------------------------------------

2,258
-246

+2,907



The following is a brief explanation of each of the items in the
President's plan, as of September 3, 1979.

e Energy Security Corporation.-The Corporation would be di-
rected to help develop in private industry the capability to produce
2.5 million barrels a day of oil substitutes from coal liquids and gas,
oil shale, biomass and unconventional gas by 1990. It would be an
independent, government-sponsored corporation, with a Congres-
sional charter. It would have a board of directors, nominated by the
President, and confirmed by the Senate, which will consist of 3 mem-
bers of the Cabinet and 4 outside directors. The Corporation is in-
tended to be free of direct Executive and Congressional control. For
the purposes above, the Corporation would be given $88 billion in
borrowing authority from the Treasury, to enable it to enter into
commitments, prior to the availability of windfall profits tax rev-
enues in that amount, which would be used to pay off whatever bor-
rowing was done. The President has requested that this be appro-
priated up-front and that he make it available to the Corporation in
$22 billion insts.11ments, once every 18 months. The Corporation would
have a 12 year life and would determine the resources and technologies
used to meet its 2.5 million barrel a day objective. However, for illus-
trative purposes only, the President suggested a possible breakdown
including:

Million barrels
per day

*Coal liquids and gas ------------------------------------------------- 1-1.5
*Shale oil ------------------------------------------------------------. 4
# Biomass ------------------------------------------------------------. 4
*Unconventional gas ----------------------------------------------------------------- 5-1.0

The Corporation would be given authority to make its own finan-
cial commitments, up to its applicable borrowing authority ceiling.
The Corporation could underwrite a very broad set of financial instru-
ments, including price guarantees, purchase agreements, direct loans
and loan guarantees. The Corporation, however, would have very lim-
ited authority to own such synfuel plants, or to have any equity in
them; specifically, the Corporation would only -be allowed to own up
to a maximum of three synfuel plants, in the event it was not able to
secure sufficient private sector participation in the program.

* Energy Mobilization Board.-This proposed Board would have
almost a negligible direct impact on the Federal Budget, consisting
only of manpower costs estimated at $2 million in fiscal year 1980 to
run this small agency. The Board would be empowered to expedite
permitting and construction of critical energy facilities.

* Low Income As8istane.-The initial description proposed $1.6
billion in fiscal year 1980 funds to help supplement the incomes of poor
and near poor families who must pay higher prices for the energy
they consume. Over ten years, the President expects to commit $24 bil-
lion for this purpose. Of the $1.6 billion for fiscal year 1980, $400 mil-
lion would be for a crisis intervention program to help low income
families pay their higher fuel bills, the remaining $1.2 billion is to
be used as a welfare payment supplement.

* Transportation.-This proposal is intended to commit $16.5 bil-
lion over ten years to help improve the nation's mass transportation
systems and the efficiency of its automobiles. It is hoped that these



initiatives will reduce the 1990 oil import level by 250,000 barrels a
day or more.

Of the total program, $13 billion is earmarked for public transpor-
tation programs emphasizing a significant expansion of both bus and
rail capacity, along with an acceleration of new systems presently un-
der construction and the rehabilitation of existing systems. The public
transportation component is all capital aid; no new operating subsidy
is recommended by the President.

The remaining $3.5 billion of the 10-year proposal is earmarked
for conservation programs, including: $2.5 billion for auto-use man-
agement programs such as carpooling and vanpooling, $.2 billion for
fuel economy technology assessment, and $.8 billion for basic auto-
motive research in partnership with the auto industry. The total 1980
first-year cost for all programs is projected at $1.445 billion in budgetauthority and $230 million in outlays.

* Utility Oil Reduotion.-This proposal involves reducing the use
of oil by electric utilities by 50 percent by 1990, yileding oil import
savings of about 750,000 barrels a day at that time. The Federal Gov-
ernment would use $5 billion over ,the 10-year period to help electric
utilities pay for the capital investments that will enable this to occur.
The first-year cost for this program is estimated at $500 million in
budget authority and $50 million in outlays.

* Solar Barn and Tax Credits.-The President proposes to estab-
lish a Solar Bank which will make solar energy systems more attrac-
tive by giving interest subsidies to those who borrow money to install
solar energy systems. The Bank eventually would be funded at $150
million a year, and for fiscal year 1980 at $35 million in budget au-
thority and outlays. In addition to the Bank, the President proposed
new tax credits for solar energy including: A 20-percent credit for resi-
dential and commercial passive solar construction; an additional 15
percent for solar process heating uses in agriculture and industry; a
15-percent credit for wood stoves; and making the exemption from
the 4 cents a gallon Federal gasoline tax permanent for gasohol which
is the equivalent to a $16.80 subsidy per barrel of grain alcohol pro-
duced. It should be noted that $150 million a year for subsidy pay-
ments could support a gross investment level in solar equipment of at
least $1.5 to $2 billion a year.

* Residential and Commercial Conservation.-This proposal is in-
tended to save 500,000 barrels of oil a day in 1990 by helping accelerate
conservation in existing buildings, and by converting homes heated by
oil to natural gas where feasible. It will attempt to do this by offering
Government subsidized loans to homeowners who wish to participate,
and by requiring that electric and gas utilities offer to finance these
improvements for their customers. This program eventually would be
funded at $200 million a year, and for fiscal year 1980 at $50 million
in budget authority and outlays.

0 $3 Shale Oil Taxo redit.-For every barrel of shale oil produced,
a tax credit would be allowed. The tax credit would be $3 if world
oil prices were $22 or below, and would phase out as world oil prices
increased until it terminated at $28 a barrel. If a project received
assistance from the Energy Security Corporation it would not 'be
eligible for the tax credit.



@ 50 Cents/MCF Credit for Unconventional Natural G(.-For
every MCF (thousand cubic feet) of unconventional natural gas pro-
duced, a 50 cents tax credit would be allowed. The credit would not be
available if the Energy Security Corporation assisted the project.
Unconventional natural gas would include gas produced from tight
sands, Devonian shales, from coal seams, and from geopressurized
acquifiers near the Gulf of Mexico.

* Heavy Oil Decontrol and Exemption from the Windfall Profit
Tax.-The President decontrolled heavy oil in an executive order
issued on August 17, defining heavy oil as oil with API gravity of
less than 16 degrees, and has proposed that such oil be exempt from
the windfall profits tax. The President expects that an additional
500,000 barrels a day would be produced through this incentive.

* Other Programs announced by the President on April 5.-In the
inidsession review of July 31 the President requested $200 million in
budget authority and $61 million in outlays to start constructing a
regional product Reserve as part of the Strategic Petroleum Reserve;
$50 million in budget authority and outlays for additional coal R & D;
and full funding of an additional SRC (solvent refined coal) plant
with $495 million in budget authority and $24 million in outlays.



ADDITIONAL VIEWS OF HON. JIM WRIGHT, MAJORITY
LEADER, HOUSE OF REPRESENTATIVES

The $12 billion in budget authority for synthetic fuel develop-
ment contained in this budget represents an historic first for the Con-
gress and the American people. It is provided in response to inter-
national events which have underlined the precarious nature of our
dependence on foreign oil.

An official of the Department of Energy has estimated that the true
cost of a barrel of foreign oil may be far greater than the published
crude oil price-perhaps as high as $90 a barrel if one takes into
account the impact of our oil purchases on the value of the dollar
abroad and the effect of oil prices on domestic inflation. Within the
next year the United States will pay some $60 billion for foreign oil,
compared with $8 billion just six years ago. This drain of our re-
sources cannot continue indefinitely.

Similarly, the dependence this nation has on foreign oil has raised
questions about the ability of the United States to withstand political
pressures from producing nations or even to meet future interna-
tional emergencies.

In view of these concerns the Congress and the President have taken
a number of initiatives offering promise of substantial production
of synthetic fuel from domestic sources in coming years. In June the
House passed H.R. 3930, a bill to bring on 500,000 barrels a day of
synthetic fuel production by 1985 and 2 million barrels a day by
1990. The President has asked for an appropriation of $22 billion
as a first stage in an overall program seeking to encourage the de-
velopment of 21/ million barrels a day of synthetic fuel production
within ten years. The amount contained in this budget is intended to
allow for a first installment on this program; others will follow as
legislatio n is enacted and additional authority is required.

Virtually no outlays are contemplated in Fiscal Year 1980. If, as is
expected, most of the production is brought on through government
contracts to purchase the product of privately-owned plants, the first
appreciable outlays will not occur until about 1985. However, this
and later increments of spending authority will provide bidders for
government contracts with the certainty that funds will be available
when production begins. In the case of government loan guarantees
or completion guarantees the same need for appropriated funds will
exist, even though no outlays may ever occur.

Depending on future increases in world crude oil prices the real
cost of a synthetic fuel program may either approach the figure set
by the President or fall far short of that cost. Either way the nation
will gain-through lower oil costs or a less costly synthetic fuel pro-
gram. Virtually all authorities are agreed that before the end of the
century synthetic fuel will cost less than crude oil. When that occurs
plants built in the 1980s will be an important part of the nation's eco-
nomic strength.

By approving the funding allowed under this resolution the Con-
gress will be taking a big first step toward eventual energy independ-
ence for America. JIM WRIGT.



ADDITIONAL VIEWS OF HON. NORMAN Y. MINETA,
SECOND BUDGET RESOLUTION FISCAL YEAR 1980

This Second Budget Resolution marks a major step forward in the
development of a multi-year budget planning process. Multi-year
planning is a tool which I believe we must employ if we are ever to
reach our goal of a balanced budget with healthy economic growth.

As the House will recall, the conference agreement on the First
Budget Resolution for fiscal year 1980 included aggregate projections
of the resolution for the budget year and the next two fiscal years. This
was a compromise between the House, which had included outyear
projections in the report accompanying the resolution, but not in the
resolution itself, and the Senate which had included functional
planning numbers, as well as aggregates, in its resolution. Although
the other body had voted on planning numbers which assumed policy
changes in the outyears, conferees agreed to include only each bodies'
aggregate projections in the conference report.

In the Second Resolution the Senate has again included' outyear
figures, in the aggregates, as well as by function. For the Second Reso-
lution, it is my understanding that our Committee will include budget
aggregates for fiscal years 1981 and 1982 in the resolution we report.
These figures will be projections of our 1980 budget resolution, exactly
as they were in the First Budget Resolution. They would not con-
stitute policy recommendations.

As we are all painfully aware, there is very little the Congress can
do to make next year's federal budget look much different from this
year's. Most of the federal spending for next year-probably as much
as 75 percent of it-will occur because of decisions of past Congresses,
not this Congress. Of course, we must remember that this is not neces-
sarily undesirable. The lives of many Americans are shaped by an
assumption of stability in the programs and commitments of their
government. Sharp changes in the composition of the budget could
have many adverse consequences. The point, however, is this: if
Congress wishes to make major changes in the budget, these will take
time to plan and execute. Budget goals should not be left to specula-
tion; they should be specified now. But the budget procedures we now
use cause us to focus primarily on the budget year immediately
ahead-fiscal year 1980-about which we can do very little, while we
virtually ignore future years about which we can a lot.

In many ways, a multi-year approach to formulating budget resolu-
tions would increase both the flexibility of any individual Congress in
dealing with budgetary choices and our budgetary control over the
total size and composition of the budget. Concentrating on budget year
dollar effects does not allow the Congress to deal very well with those
Issues that cannot be affected in a single year. But in a multi-year
target planning system, the dollar impact of adding major new pro-
grams can be clearly seen and voted upon by the Congress. A multi-
year planning framework would allow Congress to phase in or out



programs in a manner that would be consistent with its fiscal policy
goals.

Further, a multi-year budget approach would enhance Congres-
sional budgetary control by providing a better mechanism than the
annual budget for affecting the approximately 60 percent of the
budget that now can be changed only by modifying the authorizing
statutes. Under the present system, the ability of the Budget Com-
mittees to achieve cost savings through reforms of existing programs
is frequently severely limited either because the authorizing commit-
tees feel that they do not have enough time after the passage of the
first concurrent resolution to enact the reforms, or because of the fear
that a change in the program this year would cause great hardship
to the program's beneficiaries. A system of setting multi-year budget
targets would allow the Congress to plan these changes over a num-
ber of years, thus ving the authorizing committees the time they
need and ensuring that the programs' beneficiaries are forewarned of
future changes. At the same time, it would put the Congress on record
advising that changes should be made.

In my view a great deal of education needs to occur before this Com-
mittee brings a set of outyear numbers to the floor of the House which
represent planning decisions. Just consider how long we would have
been on the floor in the Spring if we had asked the House to approve
specific future year policy choices on a subfunction by subfunction
basis. I think we have a long way to go before this occurs. Much work
has to be done with the House Committees if such an effort is to be
successful.

But no one can deny the need for better budget planning. For a
start the House needs to have more and better data on the outyear
implications of the decisions made in the budget year.

This Committee Report presents a significant amount of informa-
tion on such outyear implications. I would urge all Members to gve
special attention to this multi-year perspective. There is a discussion
of controllability, major outyear issues, outyear implications of the
HBC projections, the Senate Budget Committee figures, and the Presi-
dent's plans. I would also draw your attention to the function by func-
tion discussions which lay out very succinctly exactly the kinds of
major decisions we will be facing over the next five years.

NORXMAN Y. MINETA.



ADDITIONAL VIEWS OF HON. JIM MATTOX

It was very difficult for me to vote to report out the Second Budget
Resolution, which establishes spending ceilings and a revenue floor for
Fiscal Year 1980. I did so because I believe the Committee made a
genuine, constructive effort to balance the forces that are pulling our
economy in opposite directions, namely, recessionary pressures on the
one hand, and double-digit inflation on the other. In brief, I believe we
reached the stage,in Committee where it was time to report out and let
the House work its will.

On the positive side, I strongly support the Committee's new initia-
tives for a national energy policy. We must take constructive steps now
in order to meet the energy crisis. It's a long-term problem and one that
does not lend itself to a simple, easy solution. I am especially pleased
that the Committee adjusted the President's request to insure effective
congressional control over all new energy initiatives.

My major disappointment with the recommendations contained in
this Resolution is twofold:

First, I think it's imperative that we reduce payroll taxes and releave
the burden both on the employer and the employee, the productive
Americans. My tax package that I proposed early this year would also
relieve the pressure on business by liberalizing investment tax credits
and accelerated depreciation allowances. This tax proposal is both
stimulative and anti-inflationary because it would reduce the cost of
doing business.

Second, I am disappointed that we did not find further reductions in
Federal spending. Although I am pleased that my amendment saved
the taxpayers $100 million which otherwise would have been spent, the
recommendations still contain spending far in excess of what is either
necessary or desirable.

I cite as an example the $550 million provided in this resolution for
an ill-defined, unnecessary hot check payment to State and local gov-
ernments from borrowed money. The targeted fiscal assistance pro-
gram is a sham and the Committee of relevant jurisdiction, Govern-
ment Operations, has never either requested or reported a bill for this
purpose.

We must continue our efforts to eliminate excssive Federal spending.
I intend to make every effort to both relieve our taxpayers and elimi-
nate waste and mismanagement.

JIM MATTrox.
(283)

48-069 0 - 79 - 19



ADDITIONAL VIEWS OF HON. LOUIS STOKES AND
HON. WILLIAM H. GRAY III

When viewed in the context of the current economic situation, the
Second Concurrent Budget Resolution for Fiscal Year 1980 is a
totally unresponsive resolution; that is, it does not respond to the sig-
nals of economic decline that have become clear to economists and
policy makers over the last two months. What these signals tell us is
that we are already in a recession; the only questions are how deep it
will be, how long it will last and the effect it will have on this nation's
precious human resources.

In terms of policy assumptions, the second resolution closely mirrors
the first. However, the first resolution was adopted at a time when
there was more optimism about the economic outlook. In early 1979,
the administration thought that they could "fine-tune" the economy
and engineer a soft landing. That is, they felt that they could dampen
demand in order to reduce inflationary pressures without causing a
technical recession.

Time has proven the administration wrong. While there were ad-
mittedly many factors out of the administration's control, adminis-
tration policy makers were not able to meet their economic objectives.
For 1979 the House Budget assumed an inflation rate of 8.2 percent
and an unemployment rate of 6.2 percent. Those figures will certainly
be breached; the annual rate of inflation is currently running at over
13 percent and unemployment is now creeping over 6 percent.

The net effect of these factors is that the cyclical position of the
economy has shifted, partially as a result of cyclical forces, and par-
tially as a result of deliberate policy actions. The restrained economy
planned, by President Carter never really materialized. The economy
slipped right past his "soft-landing" target and dipped into the reces-
sion phase of the economic cycle.

Against the background of a declining economy, it is just plain bad
policy to "hold the line" with this resolution and assume that the econ-
omy will make some sort of miraculous internal adjustment. As a point
of fact, the Budget Committee is deliberately ignoring factual anal-
ysis presented by a number of economists. These economists testified
that a balanced budget would not by itself reduce inflation, and that
a balanced budget was a dubious short-run objective given the current
economic situation. Two economists, Leif Olsen and Walter Heller,
said that some economic stimulus might be required by early 1980.
The Budget Committee, however, cited the need to balance the budget
to instill "business confidence" and appears to have dismissed the
views of these noted economists.

I have many concerns about this resolution. First, it really does not
do much to retard the growth of inflation. Congress and the public are
disturbed because inflation upsets currency values, erodes business
confidence and increases tax burdens for the middle class, but no one
has mentioned the fact that it is the poor, the disadvantaged and the



elderly who are hardest hit by inflation. Tampering with the budget
alone is only a cosmetic measure; if we really want to attack inflation
we need a broadbased effort including evaluating regulations, increas-
ing productivity and training and reducing discrimination.

Second, the reduced levels of budget authority for human needs
functions will have an impact far beyond FY 1980. Human progress
is a continuing process, and one stage of development depends on the
completion of the one preceding it. By interrupting the flow of re-
sources to the less advantaged for even one year we are denying them
a critical building block. Foregone income means that economic and
educational opportunities for millions of families will be lost. Fore-
gone nutrition indicates greater health maintenance costs and un-
realized mental and physical capacities. Collectively, it means that
we will be wasting our most precious resource--our people, our human
capital-while at the same time we will have to maintain them at the
margin of economic society by paying a number of social costs in the
marketplace and to government through taxes.

Third, this resolution not only accepts the inflation-unemployment
trade-off, it does a great deal to support it. At a time when unemploy-
ment is projected to increase to over 8 percent, we are actually rec-
ominending a reduction in the number of CETA Title VI counter-
cyclical jobs. These jobs are specifically counter-cyclical in nature and
should not be reduced in the middle of a recession.

Our economic tool kit is empty when it comes to dealing with the
concurrent problems of inflation and economic recession. We have
chosen to do nothing, while hiding behind the smoke-screen of "fiscal
restraint." Our problems will not be solved in one or two years, and
they go much deeper than the budget. In the interim, it is the econom-
ically disadvantaged who suffer disproportionately and essentially
"finance" any adjustment process.

There have been increases in human needs programs-notably em-
ployment and assistance to hard pressed local governments-based on
changed economic assumptions. However, in light of the clear need for
economic stimulus, these increases are inadequate. As Congress consid-
ers this resolution, we will support efforts to increase funding for
human needs programs. Additional funding, at the margin, will have
no real impact on inflation, and in fact may save on future outlays by
eliminating recession-related social pathologies.

Louis SToK~s
WILLIAm H. GRAY Il.



ADDITIONAL VIEWS OF HON. JAMES R. JONES

A favorite children's story is the classic "The Little Engine that
Could;" a tale about a small red railroad engine which labors against
all odds to perform its mission of delivering goods to various markets
along the track.

In many ways, the history of the budget process and this Committee
resembles the efforts of the little Eng*.ne. We have made some progress
in delivering our message of spending restraint. Unfortunately the
color of our budget-not unlike the little Engine-is still red.

Despite the clear mood of the country to limit the size and role of the
federal government, this Committee has failed to come to grips with
federal spending. We simply must do a better job in the future of
scrutinizing spending programs and cutting out the less meritorious
functions of government. The growth and size of entitlement programs
underscores the inability of Congress to have any effective control over
these expenditures. Entitlements now account for over one-half of the
budget, thus removing these funds from our deliberations as surely as if
we were denied power over one-half of our subject matter jurisdiction.

The adoption of Mr. Regula's amendment goes part way down the
road to regaining control over these entitlement programs, but until we
succeed in reversing this trend toward uncontrollables, our annual
budget mark-up will remain in part a phony exercise.

Lastly, our projected deficit of $29.2 billion dollars is too high. Many
of us had hopes that the fiscal year 1980 budget would put us within
striking distance of a balanced budget. Our resolve to balance the
budget remains, but our task will be much harder due to the size of the
projected deficit. The hard choices simply were not made; the cuts were
not enacted; and the process does not adequately reflect the instructions
from our employers to reduce spending and cut the deficit.

In view of these developments, those of us advocating responsible
spending limitation proposals must continue to work together to draft
and pass legislation which will insure a balanced budget. The current
constraints are apparently not adequate to bring order to our fiscal
house. Without additional power in the form of spending restraint
legislation, the little Budget Engine will never reach the station.

JAMmS R. JONES.



ADDITIONAL VIEWS OF HON. LEON E. PANETTA

The Committee's mark-up of the budget resolution was a graphic
lesson in the impact of conomic conditions on the budget. Worsening
inflation and unemployment brought automatic increases in expendi-
tures, sharp increases rn payments for benefits, interest on the debt and
the like. The committee struggled to hold spending down and, indeed,
the reported deficit is now slightly below the projected fiscal year 1979
deficit.

While I join with many of my colleagues who would like to see the
deficit lower than it is and while I would support responsible amend-
ments to lower it further, I do want members to keep in mind the
important role of legislative savings in holding down this deficit and
in holding down future deficits. As Chairman of the Legislative Sav-
ings Task Force, I would note that the committee has given strong
emphasis to this area in the proposed budget.

This Second Resolution assumes legislative savings of more than
$2.7 billion from reforms in mandatory spending programs. (A list
of savings is included in the Committee report.) These savings, which
come from a variety of program areas, will spin out to significantly
larger annual savings in future years, if enacted: It is crucial that
Members remember that without the savings assumptions the deficit
in this Resolution would be not $29.2 billion, but $31.9. In addition, it
is thought-provoking to consider the fact that if some of these savings
which were first proposed years ago were enacted, this year's deficit
would be far lower than the present figure. It is the relentless adding-
on of expensive entitlement programs that produces the so-called
"uncontrollable" portion-almost 75 percent-of our budget and that
is responsible in such large part of our present deficit. It is only by
reforming and implementing administrative and legislative improve-
ments on existing entitlements that we can ever successfully hold down
spending.

Therefore, as these savings proposals come before you and your corn
mittees, I ask that you remember this year's deficit, where it is now,
where it would be without legislative savings and where it would
have been, had we had legislative savings adopted in past years.Obviously, the first step toward such savings is increased oversight
by the committees, which would be provided by proposals to implement
sunset laws as well as my proposal for a Biennial Budget period. Al-
lowing one year out of two for nothing else but oversight would give
the committees a clear focus and responsibility in this area. But steps
can be taken even under present procedures. The Budget Committee's
Task Force on Legislative Savings has been working closely with the
various committees considering legislative savings proposals. Indeed,
there has been some action on almost all of the savings included in the
resolution. Some have hearings scheduled; others, such as the proposals



to cap Title XX state and local grants or social security disability re-
form have passed the House, and still others have been acted on by the
Senate. In particular, it is worth noting the cooperation of the Ways
and Means and the Appropriations Committees in pushing for legisla-
tive savings proposals this year. In fact, legislation that is coming out
of Ways and Means will contribute savings of more than $800 million
in FY 80 alone. It is my sincere hope that other committees, facing
what seem to be difficult program reform proposals, will make similar
efforts to reform or cut out wasteful and unnecessary programs.

Indeed, it is because of the cooperation of the various House commit-
tee chairmen and members that the committee concluded that it should
not adopt a reconciliation proposal to force the Committees to act. The
Appropriations Committee and the authorizing committees have been
responsive to the mandates of the First Budget Resolution. But while
the House Budget Committee has decided not to recommend reconcilia-
tion as a means of forcing legislative savings, the Senate Committee
chose that approach. There are some concerns about reconciliation, be-
cause it is a largely untested process. However, now that the Senate
has raised the possibility of reconciliation on a large scale, it is an issue
that we will face each year until we have balanced the budget and re-
gained substantial control over runaway program spending. For this
reason, I would urge members and chairs of committees, again, to con-
tinue to act on legislative savings and eliminate the need for the more
drastic measures such as reconciliation.

Finally, at this point a word about the future is in order. This sum-
mer, the Legislative Savings Task Force held hearings on new areas
of legislative savings. The outcome of the hearings was a Iong list of
new savings that could produce annual savings of more than $6.8 bil-
lion dollars in the first year. In areas where legislation to enact these
reforms is not pending, I will be introducing legislation myself and
looking for others with interest in these measures to join me. By be-
ginning now to plan for the FY 81 budget resolution, we can hope to
achieve substantial savings that will hold spending in that budget to a
level significantly below the projected FY 80 level.

LEoN E. PANrTTA.



ADDITIONAL VIEWS OF HON. RICHARD A. GEPHARDT,
HON. BILL NELSON, HON. LEON E. PANETTA, AND HON.
TIMOTHY E. WIRTH

In approving the First Concurrent Budget Resolution for Fiscal
1980, the Congress demonstrated a strong commitment to a policy of
fiscal restraint. The resolution endorsed some tough and controversial
proposals to cut unnecessary or wasteful government spending, elimi-
nate ineffective Federal programs and reduce outlays and the deficit to
a level that will help control inflation.

To a significant degree, the recommendation for the Second Resolu-
tion, as approved by the Budget Committee, adheres to that austere
budget policy. First of all, the Committee, appropriately in our view,
resisted any effort at this time to enact fiscal stimulus. While leading
economic indicators show we have entered a recessionary period, the
severity and duration of this decline is far from clear. Many experts
believe the recession could be weak and brief and expect a fairly quick
and easy recovery without major stimulus action from the government.
'On the other hand, despite the decline in GNP, it is all too clear that
inflation remains our principal economic problem. With price in-
creases well into the double-digit range, we believe it would be most
ill-advised to enact a tax cut or spending program to spur economic
activity at this time, and endorse the basic fiscal policy reflected in the
Committee's actions.

The spending ceiling exceeds the target of the First Resolution, but
this is largely attributable to changes in the economy and revised esti-
mates of program costs. Of the $16.7 billion increase in outlays over
the First Resolution target, almost 50% results from higher inflation,
unemployment and interest rates. Another 20% results from changes
in the anticipated cost of permanent programs.

The Committee also held the line on many legislative savings pro-
posals that are essential for long-range control over budget increases.
While delays in enactment of legislation to effect these savings has
necessitated an increase in expenditures to be assumed in the budget
resolution, the Committee has yielded on few such issues so the resolu-
tion reflects $2.7 billion of the $4.2 billion in legislative savings origin-
ally proposed in the First Resolution.

Of the spending for new programs proposed in the resolution,
roughly a half would fund new initiatives needed to solve our growing
energy problem. We fully support the recommended ceilings in the

energy Function and believe the increase in outlays proposed is ab-
solutely essential for us to reduce our dangerous dependence on foreign
oil through a balanced strategy of increased energy production from
alternative sources and conservation.

The resolution also accommodates the additional cost of helping
relieve the tragic refugee problem.



We are concerned about reports that there will be unnecessary at-
tempts to increase spending levels in a number of areas. At the same
time, we believe that some of the recommended functional ceilings
could have been further reduced, to eliminate programs of questionable
value or cut those which are simply lower priorities. If unwarranted
spending increases are voted on the floor, or untargeted percentage re-
ductions are offered, we will seriously consider supporting, and pos-
sibly proposing, additional specific cuts to the full House.

On the whole, however, the resolution approved by the Budget Com-
mittee represents a reasonable response to the fiscal problems we face.
Like our first resolution, it makes significant but not radical cuts with-
out unfairly forcing austerity on some groups more than others. By
holding the deficit below that projected for Fiscal 1979, the Budget
Committee has kept on a steady path toward a balanced budget. We
hope our colleagues will support the direction the Committee has
taken.

RICHAID A. GEPHARDT.
BILL NELSON.
LEON E. PANxETA.
TIMOTHY E. WIRTH.



MINORITY VIEWS OF REPRESENTATIVES DELBERT L.
LATTA, JAMES T. BROYHILL, BARBER B. CONABLE, JR.,
MARJORIE S. HOLT, RALPH REGULA, BUD SHUSTER,
BILL FRENZEL, AND ELDON RUDD

INTRODUMflON

In the early months of this year we held out hope that, for the first
time, we might be able to join the Majority in reporting out the 1980
budget resolutions. After all, nearly every successful candidate for
the 96th Congress had campaigned on a platform of balanced budgets
and tax relief. The President had sent up a budget in January which,
contrasted with his earlier attempts, actually showed a welcome
modicum of restraint. Even the Joint Economic Committee, long a
bastion for the most liberal economic ideology, made an about face
and issued a bi-partisan report on the economy so thoughtful and
well-reasoned many people could not believe it was a government
report.

That we are once again unable to support a Committee-reported
budget resolution is not for lack of trying. Although we believe our
very able Chairman may have wanted to produce a tough, austere
budget, it is clear the big spenders in his own Party would tolerate
neither the direction nor the discipline such a budget would impose.
If ever there was a year when the budget process could have been
used to force basic, fundamental changes in fiscal policy, this was it.

Instead, the budget resolution is being used to put the stamp of
Congressional approval on a set of actions determined outside the
Budget 'Committeeand completely at odds with the true intent of the
Budget Act. The Majority cannot politically afford to abandon the
appearance that they operate under the discipline of a budget process
but in reality they are unwilling to give it anything more than lip
service.

While we will discuss our objections to this particular budget res-
olution in more detail, a much larger and more troubling problem is,
"what went wrong with the budget process?"

Remember that the Second Concurrent Resolution on the 1980
Budget marks a significant milestone: the budget process Congress
established in 1974 has now been in effect for one entire business
cycle. Born in the very depths of the 1J974-75 recession, the budget
process was in place throughout one of the longest economic recov-
eries on record, Now, this current resolution acknowledges the end
of that expansion and the start another recession. Yet during this
period, the Congress and the current Administration were able to
reduce the deficit from its recession high ($66 billion in 1976) down
to only slightly less than half that amount ($29 billion in 1979).
Now, as we start the slide into what may be a recession as severe or
more so than its immediate predecessor, the deficit has stopped its

(291)



descent and is poised and ready to move upwards once again. As we
will examine later, a dificit of $29 billion is simply unprecedented
at this stage of a blisiness cycle; the implications for future deficits
are staggering; the hopes of making progress against inflation nearly
non-existent. The failure of 'Congress to balance the budget during
the strongest phase of the recovery should be even more difficult to
defend in view of the fact that throughout that period Congress was
intentionally raising taxes so that today the government is taking
a far greater proportion of Americans' income in taxes than ever
before.

The first lesson of the past five years is that no mechanism, how-
ever good the intentions of its framers, can force the Congress to do
what it lacks the will to do. It is not the Congressional budget process
which failed the people, it is the majority party in the Congress who
would not let it succeed. During two of the past three years the
Majority has changed its budget in mid-stream with third budget
resolutions rather than reconcile the results of its spending decisions
with the constraints imposed by the budget they adopted earlier in
the year. Even now, before we have even adopted the Second Res-
olution for 1980, the House Majority Leadership is quietly passing
the word that a Third Budget Resolution may be needed to accom-
modate an election-year tax cut and stimulus package.

To hear the plaintive excuses of the apologists, one would believe
that every single penny the government spends is either absolutely
essential for the survival of the Republic or imposed on Congress by
forces beyond its control. Not so. Spending will reach $550 billion
next year not because of OPEC, food prices or unemployment, but
because the majority party in the Congress has never learned to say
"No !" to anyone other than the taxpayer. By contrast, listen to the
words of former Secretary of Health, Education, and Welfare, Elliot
Richardson:

Choice is the basic reality, and for us it is doubly difficult
and saddening because whatever we have to give up is not
something bad or trivial, but something that is only somewhat
less important, if that, than what we have selected to do.

This observation is a succinct paraphrase of the commitment Con-
gress made to the people when it passed the Congressional Budget and
Impoundment Control Act of 1974. The very essence of budgeting is
making choices, setting priorities and allocating scarce and finite re-
sources among an infinite number of competing demands. Unfortu-
nately, Congress has been unwilling to carry out either side of the
equation: it refuses to treat its resources as "finite," and instead im-
poses new taxes, allows others to rise automatically, and then borrows
whatever else is needed to make good on all the commitments it has
made independently of any budget discipline. On the other side, it has
no mechanism for evaluating programs and allocating revenues to
only those programs which are the highest priority.

On this latter point, we would direct our Minority colleagues once
again to Mr. Richardson's words. It is true that there is a great amount
of waste in the Federal Government that should be cut out, but it is
also true that most programs run by the Federal Government try to
address real needs and are for worthy causes. Federal spending can-
not be brought down to the levels necessary to sustain and encourage



strong economic growth solely by eliminating those programs fraught
with fraud, waste and abuse or those which are "bad or trivial". There
are many decent Federal programs which address needs that are just
not critical enough or pressing enough to justify taxing and borrowing
from the American people in order to finance them. Many such pro-
grams have long enjoyed substantial Minority support.

As for the Majority, it is time they recognized that there are many
costly programs which were passed with the very best of intentions
that simply do very little good compared with what is being spent on
them. It is not that they accomplish nothing, but what benefits they
do produce could be accomplished at less cost by other means.

In short, holding down the growth of Federal spending means mak-
ing hard and unpopular choices by both sides. For example, a majority
in Congress believes that we must give higher priority to national de-
fense and to energy. But giving higher priority to these issues does not
mean merely increasing their funding levels, it implies that other
programs, in other areas, have become, by comparison, less important
and therefore funded at lower levels in order to free up funds for a
greater emphasis on defense and energy.

Because the Majority has not had the courage or the will to set
priorities, the Minority is once again forced to develop its own budget
which does make hard choices. We believe our approach is preferable
to the budget reported by the Budget Committee for the reasons set
forth below.

HISTORY OF THE CONGRESSIONAL BUDGET PROCESS UNDER DEMOCRAT

CONTROL

Inflation is currently soaring at a rate of 13.2 percent for calendar
year 1979 and, given the Democrats' approach to the 'budget process,
this is not at all surprising. The major problem with the spending
aggregates set by the Majority is that they accommodate all possible
spending measures and actually have excess room for spending meas-
ures that may come up at a later date. With the exception of 1979, in
each year that the congressional budget process has been in effect, this
has been the case. A couple of examples serve to illustrate this point.

In January of 1976 President Ford submitted his 1977 budget to
the Congress which recommended a spending figure of $394 billion.
The Congress, without the support of Republicans, passed a First
Resolution in May of 1976 setting outlays at approximately $413 bil-
lion, $19 billion above the Ford budget. The second resolution for 1977
accommodated total spending of about $413 billion, the third resolu-
tion accommodated $418 billion, and finally, an amended third resolu-
tion (passed in May 1977) accommodated about $410 billion. Actual
outlays for 1977 were $402.7 billion, well below any of the Democrat-
approved spending ceilings. The Majority had utilized the budget
process, if anything, to increase expenditures rather than reduce them.

In 1978, we witnessed a repeat of this performance. President Carter
entered office in January of 1977 and immediately added $19 billion of
spending to former President Ford's 1978 budget requests. The Con-
gress decided in May of 1977 on an outlay target of $462 billion, $3
billion above the President's request and in September set the binding
Second Budget Resolution ceiling at $459 billion. In the final analysis,



this ceiling had no impact at all on total government spending-out-
lays for the fiscal year settled at $450.8 billion, approximately$8 billion
below the ceiling.

An exception to this trend appears to have taken place in 1979. Out-
lays this year have in fact pushed up against the budget resolution
ceilings, primarily because inflation has been running much higher
than expected. While both the President and the first resolution antic-
ipatd outlays for the fiscal year at above $497 billion, the Second Res-
olution provided for only $487 'billion of spending. Given the budget-
trimming and tax-cutting mood of the country last fall, it is not sur-

prising, that Congress shifted gears and supported a budget resolution
containing low levels of both spending and revenues. After inflation
soared, the Second Budget Resolution was "revised" to permit $494.5
billion in spending. Even though the outlay ceiling in the Second
Resolution did impinge on spending in 1979, the overall impact was
the authorizing and appropritations committees on how much to spend,
not substantial. First of all, the First Budget Resolution, which signals
the authorizing and appropriations committees on how much to spend,
provided excessive leeway for spending programs ($498 billion). Sec-
ondly, when the outlay ceiling of the second "binding" resolution was
brushed up against, the ceiling was merely raised by adopting a third

resolution. With regard to the 1979 fiscal year, we have just been
advised that the spending ceiling of the second resolution has been
breached.

It is instructive to note the increases in Federal spending that have

occurred since the advent of the congressional 'budget process. During

the fiscal years 1977-1979, Federal spending has increased at an annual

average rate of 10.4 percent. During these years, the economy for the

most part, was in an upswing. In the years 1971-1974, also non-

recessionary years, annual spending increases averaged only 8.3 per-

cent. The fact that a Republican President was in office in this period

may explain the lower spending increases in those years. Nevertheless,
these contrasting figures indicate that the Democrats have taken

lightly the mandate to restrain government spending. If expenditures

had only been allowed to increase by 8.3 percent in each of 1977-1979,
the 1979 budget would be in balance by about $1 billion.

Current economic indicators signal that we entered into a recession

in the second quarter of 1979 (the third quarter of the fiscal year). At

this point in the business cycle, before pressures for anti-recessonary

government spending mount, the Federal budget deficit traditionally

has been at its lowest level (or the surplus is at its highest level). This

is so first because at this stage of the cycle unemployment is relatively

low, which reduces expenditures on unemployment compensation and

entitlement programs tied directly or indirectly to unemployment,

and second, because the inflation rate at this stage is relatively high

and inflation boosts revenues by approximately 1.6 times the amount it

increases expenditures (thereby exerting a downward effect on the

deficit).
We entered into recessions in both 1970 and 1974, and the budget

deficits for these years were $2.8 billion and $4.7 billion, respectively.

These are the smallest deficits that we have experienced this decade.

Amazingly enough, for 1979, a year that is comparable to 1970 and

1974, in terms of business cycles, the anticipated deficit is about $29

billion, the fifth highest deficit of this decade.



The Democrats have failed to harness the potential of the Con-
gressional budget process for controlling government expenditures
and restoring this country's economic strength. Instead they have uti-
lized the budget process in a way that has increased government spend-
ing. By setting aggregate spending targets at levels that provide lee-
way for new initiatives and unnecessary spending, the Democrats
invite the authorizing and appropriations committees to approve more
spending than they would otherwise approve.

It is time for a change. The budget process must be used to constrain
spending and force hard choices.

The Second Budget Resolution for 1980 has the same toothless qual-
ities as the 1977 and 1978 budget resolutions. The spending ceiling is
set at 11.1 percent above the 1R79 ceiling. If the Congress is serious
about fighting inflation, it must produce a government budget with
negative real growth. We wonder how much higher the inflation rate
must go before the Majority decides that enough stimulus has been
injected into the economy.

THE BuDGET OF DESPAIR PRoPosED BY THE DEMOCRATS

One of the basic flaws in the Congressional budget process is that
the first budget resolution, coming before the Congress considers any
spending measures for the budget year, is not binding, whereas the
second budget resolution coming after consideration of spending meas-
ures, is binding. Predictably, this procedure has made the first resolu-
tion a political process and the second resolution an adding-up process
(the spending measures are simply summed to arrive at the totals).
Under the control of the Democratic Majority, the House Budget
Committee has chosen a predictive rather than normative role; they
have opted for what they think will be rather than what they think
should be. In contrast, the Senate Budget Committee has reported
a budget with requirements that would force spending reductions in
already-passed legislation. One of the main purposes of the Budget
Act was to instill fiscal discipline over congressional fiscal policymak-
ing. Instead, the process has become little more than a mechanical
scorekeeping operation and a political forum. We are hard pressed
to find significant fiscal restraint which can be attributed to the budget
process.

The Democratic majority apparently does not understand the term
"priorities." Instead of establishing a system of ranking programs,
Democrats seem to see all programs as "high priority." The result is
that as new "priorities" come around (as they will), other "priorities"
are not dropped. We see this phenomenon in the reported budget, in
the case of the expensive new energy initiatives and the increased
defense funding levels.

Recent Majority budgets have been glowingly described-by them-
as "lean", "austere", "tight", and "fiscally restrained." Our judgement
is firmer than ever that the Democratic rhetoric fails to match up with
the facts. Perhaps, if such adjectives are used often enough, people
will believe them; but we doubt it.

We on the minority side have seen the congressional budget process
go through one complete business cycle-from the depths of the 1975
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recession to the present recession-with the Democrats in control of
the process. During that period:

spending rates were double what they were in the years just
prior to the process;

with the Democrats commanding a 2:1 edge, the deficit accumu-
lated to a peacetime record of $218.2 billion for any five-year
period;

inflation has grown steadily, now running at a 13 percent plus
clip, with interest rates in hot pursuit;

Federal Government spending (outlays) has actually doubled
and has grown nearly $100 billion in the last two years alone.

There can e no doubt that their reported budget is more of the
same, and we do mean more!

An overview of the numbers is frightening. Look first at the differ-
ence between this proposed second budget resolution and the first
resolution adopted only last May:

[In billions of dollars]

Reported
Seod

Budget
First Budget Resolution

Resolution (September 4-month
(May 1979) 1979) increase

Budget authority ------------------------------ 604.4 632.6 +28.2

Outlays ------------------------------------- 532.0 548.7 +16.7
Revenues ------------------------------------- 509.0 519.5 +10.5

Deficit -------------------------------- -23.0 -29.2 +6.2

How can a $16.7 billion increase in spending in a four-month period
be reconciled with statements of "continuing fiscal restraint?" In
fact, the effect of higher-than-anticipated inflation driving up spend-
ing in those Federal programs indexed to the CPI accounts for only
about $7 billion of the increase. More than $9 billion of the increased
spending is attributable to changes other than those induced by eco-
nomic conditions. This increase can only be described as fiscally
stimulative.

To our knowledge, the markup for the reported budget set a record
for speed. Markup was completed during the second day. However,
rather than applaud this feat, we were disappointed by so cursory an
approach to serious issues. For example, although the reported reso-
lution contains budget aggregates for the outyears 1981 and 1982,
there was no discussion of the outyears during markup. While the
Senate Budget Committee takes the outyears seriously-and, in fact,
spent several days considering outyear options-the House Budget
Committee has -always focused on getting a resolution to the floor that
will pass. Any extraneous material is apparently construed as dimin-
ishing the probability for passage.

We were particularly distressed by the scandalous manner in which
the final revenue figure was derived. The Majority has again failed



to distinguish itself in honest budgeting. The Chairman had recom-
mended an optimistic, but realistic figure of $516 billion which in-
cluded $2.8 billion for the rather uncertain House-passed version of
the so-called windfall profits tax (which the Administration has ad-
mitted is really an excise tax). However, by Tuesday noon it was ap-
parent that the Majority didn't have the votes to report out a budget
with a deficit of $38 billion. Instead of looking for spending cuts in
already bloated programs, the Majority chose the path of fiscal leger-
demain, coming up with $3.5 billion in new-found revenues-just
enough to bring that nasty $33 billion deficit to below $30 billion. In
the past, we have pointed out similar slight of hand maneuvers, though
they were restricted to the spending side.

The Majority on the House Budget Committee could have at least
indicated a modicum of concern for the inflation problem by adhering
to the $532 billion spending goal set only four months ago. Though
we Republicans would like to see government expenditures even lower,
a 7.5 percent rate of increase in government expenditures (to $532
billion) would have constituted an initial step toward fighting infla-
tion. The Majority, however, chose not to restrain the runaway spend-
ing. They increased outlays by $7.4 billion over the first resolution to
reflect the effect of expected higher inflation, unemployment and in-
terest rates on mandatory entitlement programs and interest ac-
counts. Then they "revised" outlays upward by an additional $9.3 bil-
lion because of various reestimates. The first set of increases might be
justified on the grounds that Congress is mandated by law to provide
them, though in our opinion they should be offset by reductions in
other upward reestimates and adjustments, however, should by no
means be considered essential because, for the most part, they consti-
tute discretionary spending increases.

The $7.4 billion in upward adjustments to reflect changed eco-
nomic assumptions may be an overcompensation. The 1980 inflation
rate of 8.9 percent (4th quarter over 4th quarter) chosen by the Com-
mittee exceeds the average of the private forecasters' predictions
(Chase, DRI, Wharton) by 0.4 percent. Interest rates assumed by the
Budget. Committee are also higher than those forecast by private
economists. To the extent that the committee's estimates are too pessi-
mistic, the spending adjustments provided for in the reported Second
Budget Resolution will be too high, thus slack will be created for fu-
ture spending initiatives. Also with regard to economic assumptions,
it is interesting that the Committee has chosen a nominal GNP as-
sumption for 1980 of 11.9 percent (4th/4th) that is significantly higher
than the average of the private forecasts (10.6 percent). With the
current focus on the deficit, this assumption is convenient. The higher
the nominal GNP growth, the higher the revenues, leading to a lower
deficit.

The additional $9.3 billion in upward outlay reestimates are pri-
marily a result of the Committee's unwillingness to include reconcilia-
tion requirements in the resolution which would instruct various
standing committees to lower their spending bills. Legislative savings
proposals assumed in the first resolution are essentially abandoned.
Granted, legislative savings enacted after the sart of the fiscal year
will not have as great an impact as they might have had if enacted
earlier. However, it is certainly clear that failure to continue pushing
for such savings, whenever they may be enacted, will mean continued



wasteful spending. Appropriation actions that appropriated more
than was allotted to them in the first resolution are forgiven-their
spending is merely accommodated into this second resolution. With
this kind of resolve on the part of the Budget Committee, it is no
wonder that the budget process has failed to restrain government
expenditures.

Comparing the reported budget with 1979 budget levels is equally
revealing as shown in this table:

HOUSE-REPORTED BUDGET VERSUS 1979 LEVELS

[In billions of dollars]

Fiscal year
1980 reported

Second
Fiscal year Budget
1979 (latest Resolution

CBO (September
estimate) 1979) Change

Budget authority ------------------------------ $556.1 $632.6 +$76.5

Outlays ------------------------------------- 496.2 548.7 +52.5
Revenues ------------------------------------- 466.4 519.5 +53.1

Deficit ------------------------------ -29.8 -29.2 -.6

As noted above, one reason for the jump in outlays from the first
resolution to the second is that new government initiatives and ex-
p anded government programs are provided. We on the minority side
found enough faults in the priorities recommended by the Majority
in the first resolution (see the Minority Views accompanying the first
resolution report, No. 96-95). Now, the House is being presented a
budget that adds funs for energy initiatives, CETA, subsidized hous-
ing, anti-recession fiscal assistance, and general government.

Some of these additions and others may be justified, but we feel
that they should be judged relative to other budget requests, within the
confines of aggregate budget authority and spending ceilings that are
consistent with good economic policy. If expenditures on these pro-
expenditures. Additional government spending at this time is a p re-
scription for continually worsening inflation and economic decline.

Perhaps the most telling aspect of the reported budget is not the
enormous increases in budget authority and outlays, or even the large
increase in tax revenues (all of these being into double digits, per-
centage-wise), but rather two more subtle facts. First, budget author-
ity-the driving force behind future outlays-increases more and at
a greater rate than do outlays. This continues an omnious trend thatguarantees even greater spending and less control over government
spending down the road. Second, the remarkable increase in revenues
portends the largest single jump in the tax burden (revenues as a per-
centage of GNP) ever, to the highest peacetime level ever-21 per-
cent. The historic tax burden level is below 19 percent. In a three tril-
lion dollar economy, each percentage increase in the tax burden means
$3 billion in increased tax receipts.



We believe the reported budget is the wrong fiscal medicine. It is
wrong both for what it does and for what it doesn't do. The proposed
large increases in spending will exasperate our already severe inlation
problem. The budget would direct significant fiscal stimulus into the
non-productive sectors of the economy (including government). It
would contribute to our country's declining productivity growth rate,
discourage saving when the savings rate is alarmingly low, discourag-
ing capital investment by providing no relief from the effect of infla-
tion on the depreciation of capital, and it would hurt all Americans-
especially the poor-by ensuring increased erosion of earnings through
inflation and progressive taxation.
Defense

As we have done in the past, we have separated from our review of
the Committee reported resolution our analysis of the defense budget.
Because national security is the first and foremost responsibility of
the Federal Government, decisions in this area are properly made
apart from the general fiscal considerations applying to other parts
of the budget.

In this 'resolution, the Majority took a long-overdue step forward
in their approach to the defense budget by providing for an increase
in budget authority (the real determinant of our defense posture) to
bring it up to the same level as recommended by the President in his
January budget submission. Unfortunately, developments since that
time have made the original level of $138.2 billion in defense budget
authority inadequate to meet extremely urgent national security needs.

The President has confirmed our assessment of the situation, and
announced several days ago that he would submit a supplemental de-
fense appropriation request to bring new budget authority in 1980
up to $141.2 billion-an amount which would meet our commitment
to NATO to increase real (after inflation) defense appropriations by
at least 3 percent , year. This adjustment is a belated acknowledge-
ment that inflation will be far higher than the Administration esti-
mated in January (a fact we pointed out in the Minority Views at
the time of the first budget resolution), Were the House to accept the
Committee-reported level of budget authority, real growth in the de-
fense budget would slip to less than I percent.

Although we support the President's actions in general, it is im-
portant to understand that the appropriate level of defense spending
cannot be arrived at merely by applying some arbitrary percentage
growth rate. To determine the adequate level of funding, it is neces-
sary to consider in depth a complex set of inter-related factors, such
as our interests overseas, the military objectives we want to pursue, the
threats posed to our achievement of these objectives, and the force
programs needed to counter those threats. With this in mind, we must
consider what changes have occurred since the First Resolution which
dictate a change in our posture and, therefore, a change in funding
levels. Several significant changes have been:

(1) The Senate debate concerning the ratification of the Strategic
Arms Limitation Treaty has highlighted very forcibly the fact that
the acceptability of the terms of that Treaty is quite dependent on the
context in which that Treaty has been negotiated. The debate has
thereupon pinpointed severe deficiencies in the US/USSR strategic

48-069 0 - 79 - 20



balance which can be corrected only by higher defense spending of
the kind which we will propose.

(2) The forward deployment of a combat brigade in Cuba by the
USSR has been discussed vociferously in connection with the debate
surrounding SALT. Overlooked, however, has been the importance
of that action as an indication of Soviet intentions to support its over-
seas political activities with military force-a significant move for the
USSR and one which has implications for the conduct of US military
policy. Again, the bolstering of the worldwide US military posture
in response will require additional funding by the Congress.

(3) This country's summer-long struggle with a fuel shortage
heightened America's awareness of its vulnerability of overseas sup-
plies of critical raw materials. Due to the cutbacks in our naval
posture, the overseas supply routes of this country are increasingly
susceptible to forcible interdiction by foreign powers. For the first
time in decades, we face the situation in which we barely, if at all
possess the military capability to protect such routes. Furthermore, this
Administration's plans for naval building programs indicate that we
will experience a net loss of capabilities in the future. In a recent
study by the Congressional Research Service on the current state of
our naval shipbuilding program, the authors stated:

The number of combatant ships in the active fleet will
increase over the neex few years as ships funded during the
Nixon and Ford Administrations are completed. After about
1985, however, if the five-year shipbuilding plan developed
by the Carter Administration is followed, the size of the fleet
will begin to decline because retirements for age will exceed
new ship deliveries.

The present inadequacies in our current naval posture can be
redressed only as part of a comprehensive program aimed at rebuild-
ing the kind of military posture to which we had become accustomed,
and on which our allies relied, even until the recent past.

In sum, while we believe that the Chairman of the Budget Com-
mittee should be commended for his acceptance of a more realistic
level of defense spending, we must reiterate that additional funds are
required if we are to meet our defense needs and to keep our inter-
national commitments.

The reported budget does contain two bright spots, and both are the
result of Republican sponsored amendments during markup. The first,
offered by Representative Regula, represents the first attempt ever to
get a real handle on the so-called "uncontrollable" portion of the
budget (now estimated as 75 percent of thetotal budget and growing)
by specifically requing each House committee withjurisdiction over
entitlement programs-programs which constitute the lon's share of
a] uncontrollables-to review such programs and report on legislativeoptions for savings. As a percentage of ONP, uncontrollables have

doubled since 1950. If we are ever to regain control over the Federalbudget, we must first regain control over the heretofore sacrosanct
entitlements which have increased so dramatically in recent times.

The second amendment, sponsored by Representative Holt, remindsthe Congress of the existence of off-budget Federal agencies and Con-
gress' commitment to accurately reflect their entities the budget



The amendment also advises the Congress that the off-budget deficit,
which by law is not counted in the "official" deficit, will be $12 billion
next year.

The reported budget resolution represents another inflation-fueled
budget supported by the Majority. After three years of experience in
formulating budgets, one would think that the Majority would have
learned that government's excesses are the main reasons for our pres-
ent deteriorating economic picture. But as usual, the budget authority
and outlays ceilings recommended by the Committee do not require
that any budget functions be restrained nor do they require considera-
tion of any remedial actions to be taken by any spending committees.
Instead, the Second Resolution proposes ceilings that will not only be
able to accommodate most current budget requests but also additional
1980 budget requests that could come up in the course of the year. We
believe that there is considerable slack in the proposed ceilings. In!
recommending this second budget resolution for FY 1980, the Budget
Committee follows its historical tendency of avoiding hard choices and
over accommodating. This posture undermines the Budget Act's goal
of fiscal discipline and the intent of the Budget Act.

THE REPUBLICAN SPONSORED BUDGET OF HOPE

Because of our assessment of both the economy and the reported
budget, we will offer an alternative budget when the second budget
resolution is considered by the full House next week.

Instead of adding up the costs of the various Federal programs to
arrive at a budget, we approached our alternative budget based on our
perception of what the appropriate fiscal policy response ought to be
given the state of the economy. We approach budgeting as a serious
endeavor and regard budgeting as the proper focal point for compre-
hensive macroeconomic policymaking.

To us, budgeting ought to be a two-step process: the budget aggre-
gates-outlays, budget authority, revenues, and the deficit-ought to
be determined first, based on macroeconomic considerations, and only
then should the various budget functions be allocated from these aggre-
gate amounts based on their relative importance. In other words, we
think the total size of the economic pie should be determined and fixed
first, before individual budget functions or programs are funded. This
two-step process is just the reverse of the practice of Majority which
first adds up the "needs" of the various programs to arrive at the
budget aggregates.

Likewise, tax policy ought to be determined as part of the overall
fiscal strategy, and not as separate from the spending side, connected
only by the arithmetic operation of deriving the deficit between reve-
nues and outlays. With this overall philosophy in mind, and given our
previously-stated perception of the economy, we based our delibera-
tions on the following:

1. Th, fundamental economic problems are long-term and cannot
be solved in one year; therefore, our budget ought to be the beginning
of a well-defined path to specified goals, some of which will be achieved
before others.



2. These goals must include, a balanced Federal budget, restrained
spending growth, a restoration of the historic tax burden, substantially
lower inflation, high levels of employment, and steady economic
growth.

3. Achieving these goals will require focused attention on the
supply side of our economy-productivity, investment, and saving-
because low levels here are the root causes of our economic difficulties.

4. Finally, we believe these goals and this framework are an accu-
rate reflection of what the American public wants, that these wants
are complementary, and that they form a basic for the optimal
economic strategy.

Our budget making procedure is necessarily iterative; it involves
going back and forth between spending options and tax options. It
became apparent early on that because of the dramatic run-ups in
spending and taxation that have occurred under the Democrats since
1976. a balanced budget in 1980 is impractical and poor economics.
A balanced budget in fiscal year 1980 would cause unacceptable eco-
nomic disruptions. (We point out, however, that had the Congress
adopted our budget alternative for fiscal year 1979, we would already
be at a balanced budget and with real tax relief).

We had little trouble eliminating the option of increased Federal
spending that was selected by the Democratic majority. We rejected
this on two counts: first, increased spending draws resources from the
productive private sector and re-directs those resources to the non-
productive sectors of the economy-for example, the large govern-
ment involvement in the proposed energy initiatives, added funds
for CETA, and added funds for anti-recession fiscal assistance (a
program by the way, which has yet to be enacted). Second, higher
spending would be highly stimulative at a time when inflation is
above 13%; it is the last thing our economy needs at this time.

Given that the acknowledged leading cause of the current recession
is weakened consumer spending, it seemed to us appropriate to cor-
rct for this problem through a tax cut rather than through the
increased spending and increased taxes selected by the Majority. We
believe a properly designed tax cut could serve the additional duty
of providing needed incentives for increased savings and investment
which, in turn, would lead to an improvement in our sagging pro-
ductivity rate.

Our substitute budget is a comprehensive strategy of real spend-
ing restraint accompanied with a tax relief directed at the supply
side of the economy. Such an approach would not be stimulative,
hence, it would not be inflationary. It would mark a turning point
in a Federal tax policy that discourages saving and capital invest-
ment, and drives productivity down. It would result in a substan-
tially reduced deficit and would lead directly to a balanced budget
in 1981 with tax cuts in both 1980 and 1981.

The Republican substitute will show a deficit below $20 billion,
about $10 billion below the reported budget, a spending figure below
$530 billion (nearly $20 billion below the Democratic proposal, but
still $35 billion over 1979 levels) and a post-tax-cut revenue level
approximately $10 billion less than the reported budget. The follow-
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ing table compares our budget with the reported resolution budget
and the 1979 levels:

[ in billions of dollars]

Fiscal year 1980

House Budget
Fiscal year Committee-

1979 (latest reported Republican
CBO estimate) resolution substitute

Outlays --------------------------------- $496.2 $548.7 $529.8
Revenues --------------------------------- 466.4 519.5 510.0

Deficit ---------------------------------- -29.8 -29.2 -19.8
Budget authority ---------------------------- 556.1 632.6 594.4

More specifically, the Republican alternative will provide for a tax
cut of $20 billion in calendar 1980 to help offset the rise in the tax bur-
den caused by inflation and Social Security tax increases. A series of
tax cuts over a five-year period (beginning with 1980) will total $170
billion. These cuts will offset the $100 billion of inflation-driven and
Social Security tax increases during the period plus provide $70 billion
for tax cuts designed to increase savings, productivity, and investment.

Furthermore, the alternative will include a five-year program of
moderate but reasonable increases in outlays in order to free from the
public sector the resources necessary to meet the urgent long-run needs
of the economy, and it will eliminate the deficit and begin on the long-
neglected task of reducing the public debt.

We believe that such a program will: (1) Gradually reduce inflation
from 13.2 percent currently to 6 percent in 1984, (2) Increase real eco-
nomic growth from almost nothing next year to a robust 5 percent by
1984, and (3) Reduce the unemployment rate from the estimated 7.9
percent next year to 5.6 percent by 1984.

We will unveil the remaining details of our alternative when the
Second Budget Resolution for 1980 comes to the floor. The following
table compares our economic assumptions and expectations with those
of the reported budget:



COMPARISON OF 5-YEAR BUDGET PLANS

[In billions of dollars]

1980 1981 1982 1983 1984

Democrat:
Real G N P ------------------------------------------------------

Percent change ----------------------..--------.............
Republican:

Real G N P ----------------------------------------------------
Percent change ............................................

Democrat:
R eceipts -------------------------------------------------------

Percent change------------------------------------
Percent of GNP .......................

Republican:
Receipts -------------------------------------------------------

Percent change --------------------------------------------
Percent of GN P --------------------------------------------

Democrat:
Outlays ........................................................

Percent change --------------------------..----.............
Percent of GNP ........................

Republican:
O utlays --------------- -----------------------------------------

Percent change------------------------------------
Percent of GNP ..................

Dem ocrat: Deficit/surplus --------------------------------------------
Republican: Deficit/surplus -------------------------------------------
Dem ocrat: Tax cut I -------------------------------------------------
Republican: Tax cut I ------------------------------------------------
Democrat:

GN P deflator (percent) 2 -----------------------------------------
C PI (percent) 2 -------------------------------------------------

Republican:
GNP deflator (percent) 2 ................- --.....
CPI (percent) 2 .................................................

Democrat: Unemployment rate (percent) 2 ------------------------------
Republican: Unemployment rate (percent) 2 ----------------------------

1,422 1,471
.4 3.4

1,425 1,475
.6 3.7

1, 530 1, 591 1, 654
4.0 4.0 4.0

1, 548 1,619 1,691
5.0 4.5 4.5

9.0 8.5 7.8 7.1
9.3 8.6 7.8 7.1

Calendar year basis.
2 Calendar year average.

DELBERT L. LATTA.
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SUPPLEMENTAL VIEWS OF HON. MARJORIE S. HOLT
(R-MD.)

The current Administration and the Congressional majority have
failed to provide adequate funding for the most important responsi-
bility of the national government: Defense.

Our military strength has declined relative to the enormous and
fast-growing war machine of the Soviet Union. The world perceives
American weakness-weakness of will matched by deteriorating de-
fense capability.

Measured in real dollars, our Defense spending shows no growth
over a span of 10 years. It that same period, the Soviet Union has
wiped out our advantage in strategic nuclear arms and has achieved
superiority in almost every category of conventional military strength.

In areas of the world where we have critical interests, even in our
own hemisphere, the Soviet Union uses proxy armies and terrorist
movements to expand its control and grasp for vital raw materials.
Massive Soviet armies directly threaten Western Europe.

The trend is very clear, and we are in mortal danger if we allow it
to continue.

Before President Ford left office in January 1977, he presented
Congress with a 1978 budget and a five-year plan with realistic com-
mitments for Defense. His projections for the 1980 defense budget
were:

Billiona
Budget authority - z - -------------------------------- $145. 9
Outlays 136. 3

In the proposed second budget resolution for fiscal 1980, the House
Budget Committee recommends the following sums for National
Defense:

Billons
Budget authority ---------------------------------------------------- $188. 2
Outlays -- ------------------------------------------- 128.6

This is a cut of $7.7 billion, more than 5 percent, from the realistic
projections made less than three years ago by the Defense Department
and the Office of Management and Budget.

The Budget Committee majority notes that it has increased the
1980 Defense budget since the first, target resolution was passed four
months ago. In fact, the Committee majority has only restored the
Defense budget to approximately the level requested by President
Carter in January.

The President made a commitment to our NATO allies to increase
our Defense spending by 3 percent in real terms in 1980. Because of
rapid inflation, the Budget Committee's recommendation now pro-
vides a real growth rate of only I percent.
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President Carter has now proposed to add budget authority, $3 bil-
lion more than the Committee recommendation, to maintain the com-
mitment for 3 percent real growth.

What he and the Committee majority fail to understand is this:
even the 3 percent real growth is not enough after a decade of no
growth. The Soviet Union is reaching for global supremacy.

What we need is a 5 percent real growth in Defense spending for
several years to restore our military capability to a condition of mean-
ingful strength and readiness. It should be noted that the new Carter
request is still $4.7 billion less than the Ford Administration's pro-
jection of Defense needs in 1980.

I recently made a comparison of how Congress measured Defense
needs against other budget categories in the past 10 years. It is very
revealing. Here are the growth rates of major functions derived by
comparmg 1969 outlays with 1979 outlays estimated by the Carter
Administration on July 12:

Percent

National defense --------------------------------------- 44
Community and regional development ------------------------ +359
Education, training, employment and social services -------------- 335
Health --------------------------------------------- '319
Income security 2---------------------------------------32

Defense spending was 43 percent of our budget 10 years ago. This
year it is 23 percent of our budget. Inflation has eliminated any real
growth in Defense effort, while social programs have enjoyed a hand-
some rate of real growth.

If we are to rebuild our military strength to a respectable level rela-
tive to the power that threatens us, it is obvious how we should reorder
our budget priorities. We must achieve slower growth rates of budget
categories that have ballooned at extravagant rates, and we must m-
vest substantially more money in our foremost national responsibility:
Defense.

MA oRm S. HOLT.



ADDITIONAL MINORITY VIEWS OF HON. ELDON RUDD
ON THE SECOND CONCURRENT BUDGET RESOLUTION
FOR 1980

The President has made a solemn commitment to our NATO allies
that the 1980 U.S. defense budget will be increased at least 3 percent
in real terms over the current 1979 levels.

This proposed Second Concurrent Budget Resolution for 1980 does
not uphold the President's commitment.

As shown by the following table, a 3 percent real growth in the
defense budget would require $141.79 in budget authority and $130.74
billion in outlays for defense. The Committee mark would allow only
a 0.3 percent real increase in budget authority, and only a 1.3 percent
real increase in outlays for the national defense function (050).

REAL GROWTH IN DEFENSE SPENDING

(In millions of dollars]

House Budget 3 percent 5 percent
No growth, Committee mark, real growth, real growth,

Fiscal year fiscal year Second Resolu- fiscal year fiscal y8ar
1979 19801 tion, 1980 1

Budget authority ---------------- 2 127, 000 137, 660 138, 156(-0. 3%) 141, 790 144, 540Outlays ------------------------- 3117, 100 126,936 128, 581(+1. 3%) 130,744 133,280

I Based upon 8.4 percent overall inflation rate for defense spending, assuming 9.3 percent inflation for purchases
(50 percent of budget), 7-percent increase for payroll (40 percent of budget), and 10-percent increase for retired pay
based opon the Consumer Price Index (10 percent of budget).

2 Third Concurrent Budget Resolution, fiscal year 1979.Latest Congressional Budget Office estimate.

There are many who believe, in light of the substantial Carter Ad-
ministration cuts amounting to $45.8 billion from the five-year U.S.
defense plan that was in place when the President took office, that our
1980 defense budget should be increased at least 5 percent in real terms
in order to start recovering from dangerous constraints imposed by
these cuts since FY 1978 on essential force modernization programs.

The following table documents the cuts averaging $9.1 billion each
year which resulted from Carter Administration reductions in the
previous Ford Administration's existing five-year defense budget.

TABLE 2.-COMPARATIVE 5-YEAR DEFENSE BUDGETS

(In billions of dollars

Fiscal year- 197842
difference1977 1978 1979 1980 1981 1982 Carter/Ford

Ford administration 1 ------- 116.9 123.1 135.4 145.8 156.7 166.8 ---------- _ -Carter administration --------------- -- 2 117.9 0124.5 4138.2 5145.7 5155.7 -45.8

I Department of Defense Report to Congress, fiscal year 1978.SActual.
Department of Defense estimate, Sept. 13, 1979.
Estimate based upon the President's announcement of Sept. 12, 1979.
Department of Defense Report to Congress, fiscal year 1980.
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Approximately 85 percent of the Carter Administration cuts have
been from the defense procurement account, which provides for mod-
ernization of our existing military forces and equipment. The cuts
have have been roughly 60 percent/40 percent between general pur-
pose and strategic forces, with the Navy absorbing about 55 percent
of the cuts, the Air Force 30 percent, and the Army 15 percent.
Force Modernization

Since the Navy is suffering more than half of the procurement cuts
under the current Administration's revised five-year defense plan, it
is in the shipbuilding and Naval aircraft area where force levels and
modernization are most threatened.

The most recent Library of Congress projection of current Naval
shipbuilding under the Carter plan states that "the size of the fleet
will begin to decline because retirements for age will exceed new ship
deliveries. A continuation of the present shipbuilding policy for ten
years or more would result in a Navy of about 350 ships."'

Our current ship inventory includes 497 vessels of all types. (This
does not include the Naval Reserve force and underway replenishment
ships of the Military Sealift Command.) The Library of Congress
study shows that we will have to build 339 new ships at an average
annual cost of $7.98 billion (FY 1980 dollars) for the next 20 years,
just to sustain our fleet at it present size and composition through the
year 2005.

Our average annual shipbuilding appropriations for the past 10
years have only been $5.63 billion (FY 1980 dollars). Therefore, just
to maintain the current size and capability of our fleet for the next
25 years, our annual shipbuilding investment must be increased 41.6
percent, rather than decreased further.

The following three tables from the Library of Congress study
summarize the current Naval fleet levels, shipbuilding requirements
to sustain those levels through 2005, and the projected costs of $167.6
billion over the 20-year period compared with the FY 1970-79 level
of Congressional appropriations.

TABLE 3.-SUMMARY OF SHIPBUILDING REQUIRED TO SATISFY FORCE LEVEL OBJECTIVES, 1980 TO 2005

[Fiscal years

Retirements Additions Authorized New author-
Inventory at Force level through through as of end of ity required

Type ship end of 1979 objective Deficit 2005 2005 1979 1980-2000

Ballistic submarines ----- 41 27 (14) 41 27 7 20
Attack submarines ------ 180 90 17 78 95 23 276
Aircraft carriers --------- 13 12 (1) 6 3 59 1/1
Cruisers and destroyers-- 4 128 102 (6) 101 3 75/10 11/0 64V0
Frigates ---------------- 65 126 61 69 130 34 96

91 26 661
Amphibious warfare 50/146.is.......e68 65 (3) 54 3 51/14 1/0 501
Replenishment ships .... 7 48 52 4 25 29 5 24
Support ships ------------ s97 (*) (*) (V ( () 65

Total --------------- 540 ----------------------------------------------------------- 339

I Includes 7 diesel powered SS.
2 Includes 4 SSN needed to replace ships retiring after 2005.
3 SLEP.
4 Includes 28 World War II destroyers in Naval Reserve Force.
5 Assumes a reduced frigate force level objective.
0 Includes 1 LKA and 2 LPA Naval Reserve Force.
7 Includes 12 UNREP ships operated by Military Sealift Command.
8 For the composition of this group see page 53.
I 'Naval Shipbuilding Costs: A Projection," by Edmund J. Cannon and Alva M. Bowen

(Library of Congress, Foreign Affairs and National Defense Division, June 28, 1979).
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TABLE 4.-SUMMARY OF PROJECTED SHIPBUILDING COSTS 1980-20001

Unit cost Total cost
Type Number (millions) (millions)

Ballistic missile submarines -------------------------- 20 ------------- $1,277.4 $25,548.0Z958. 1) 2 (19, 161. 0)

Attack submarines - --------------------------------- 76 ------------- (473.0 35,948.0
(354.8) 2 (26, 961. 0)

Aircraft carriers -------------------------------------------- 4 ----------------------------------------------
8 SLEP --------- 1,624.0 6,496.0

515. 7 4, 125. 6
Cruisersdestroyers:

DDG 47 ------------------------------------- 11.------------- 820.2 9,022.2
Other DD --------------------------------------------- 53 DDX ------- 475.0 25,175.0

10 DDG-2 SLEP_ 183.4 1,834.0
Frigates ---------------------------------------------------- 96 -------------- 200.7 19, 267.2

(61) 3 (12, 242. 7)
Amphibious ships --------- 0-----------------------50 360.0 18,000.0

14 SLEP -------- (4) 3,300.0
Replenishment ships ------------------------------- 24 ------------- 245.0 5,880.0Support ships ------------------------------------ 65 ------------- 200.0 13,000.0

Total ----------------------------------------------- 399 ------------------------- 167,596.0
(145,197.0)

'Expressed in fiscal year 1980 dollars.
2 Assumes the construction of less capable and 25 percent less costly submarines than now in series production.
3 Assumes force level objective is 91 vice 126.
4 See analysis.

TABLE 5.-SHIPBUILDING AND CONVERSION, NAVY, FISCAL YEAR 1970-79

Funding (mil-
lions) (in fiscal

Request (millions) (new Funding (millions) (new year 1980
ships/conversions) ships/conversions) dollars L

Fiscal year:
1970 -------------------------------- $2,631.4 16/17) $2,490.3 (10/5) $5,161.7
1971 --------------------------------- 2, 728.9 (4/15) 2, 465.4 (15/10) 4, 928. 7
1972 ------------------------------------ 3,327.9 17/9) 3,005.2 (16/9) 5,885.5
1973 --------------------------------- 3,564.3 20/9) 2,970.6 (8/3) 5,636.1
1974 --------------------------------- 3,778.9 14/8) 3,492.9 (14/5) 5,785.6
1975 ------------------------------------- 3,562.6 30/4) 3, 059.0 (22/4) 4,376.2
1976 - ----------------------------- 5,980,2 23/0) 4,324.2 (15/0) 5,838.9
1977_ --------------------------------- 7, 263.5 (21/0) 6,195.0 (17/6) 7,872.5
1978 ------------------------------------ 5, 751.2 (22/0) 5,760. 5 18/0) 6, 786.2
1979 ------------------------------------ 4,712.4 (15/0) 33,759.6 (15/0) 34,071.7
1980 ------------------------------------ 6,173.8 (15/1)

'Based on Department of Commerce (Bureau of Labor Statistics) "Machinery and Related Equipment" deflators.I Includes 3-mo transition quarter (making it a 15-mo fiscal year).
3 Estimated dollar figure.

Neither the American people nor a majority of the Congress would
likely settle for only maintaining the size and capability of our current
Naval fleet for the next 25 years. Even the Department of the Navy's
contracted study, Sea Plaz 000, indicated that the U.S. must have
a force level of 535 to 585 vessels in order to maintain minimum Naval
capability across the spectrum of possible strategic circumstances, or
to have a high degree of versatility throughout the world, in light of
the obvious and growing Soviet threat.
The Soviet Threat

Several facts should be clear about the Soviet threat: Since 1963,
the Soviets have increased the resources devoted to its military estab-
lishment by 4 to 5 percent every year, thus doubling its military
budget in real terms over the past 15 years.

Our U.S. defense budget, in constant dollars, is less than it was in
1961.



Soviet military spending now exceeds ours by 20 to 40 percent in
real terms. The Soviets are outspending us by about 75 percent in
military procurement and weapons research and development.

The Soviets have spent about 250 percent more than the U.S. on
strategic forces for the duration of the 1969-1979 SALT decade.

This spending has included development and production of an
entire new force of intercontinental strategic Backfire bombers, now
numbering around 150 already in operation with additional production
runing at around 30 a year.

The Backfire's unrefueled range enables it to attack large popula-
tion centers in the United States, as well as our military bases along
the East and West coasts. Owing to the President's decision not to
proceed with the counterpart U.S. B-1 bomber, the United States has
no strategic counterweight to this additional Soviet threat.
U.S. Naval Aircraft Procurement

A letter to members of the United States Senate from a distin-
guished bipartisan group of Senators on Sept. 10th succinctly sum-
marized the serious deficiency of the Administration's FY 1980
defense budget, particularly in the Naval aircraft procurement area.

The letter was signed by Sens. Ernest Hollings, Henry M. Jackson,
Sam Nunn, John Tower, Robert Packwood, and Orrin Hatch. It
stated:

"One fact is clear: We are not enriching we are playing catch-up
ball. In the FY 1980 budget, the President asked for only 39 Navy
combat aircraft, barely more than one-third of the replacements
needed for the approximately 100 aircraft we lose annually."

In recent hearings of the Subcommittee on Defense Appropriations,
our distinguished colleague Jack Edwards of Alabama noted that the
Administration's current procurement of Navy combat aircraft is
going to leave us with a 200 shortfall by 1984. The Navy officially
responded that it agreed with this assessment, and blamed the serious
shortfall on budgetary constraints.

The data inserted in the 1980 Defense appropriations hearing record
by Congressman Edwards, and the Navy response, are as follows:

NAVAL AIRCRAFr REQUIREMENTS 1

The Department of the Navy needs to procure at least 160 to 200 new
fighter/attack aircraft each year merely to offset. normal peacetime at-
trition so as to maintain the 12 active and 2 reserve carrier airwings
and 3 active and 1 reserve Marine airwings at their authorized strength
and with an average aircraft age of 7-8 years.

Procurcmrent of fighter/attack aircraft, fiscal year 1970-1879,
Navy and Marine Corps

Fiscal year: Fiscal year:
1970 ---------------------- 134 1975 ------------------- 92
1971 ---------------------- 110 1976 ---------------------- 92
1972 ---------------------- 114 1977------------------- 931973 ---------------------- 147 1978 ---------------------- 68

1974 ---------------------- 149 1979 ---------------------- 69

1 Hearings, Department of Defense Appropriations for 1980, part 7, pages 482-484.



In recent years, the Navy has procured far fewer than the required
180 new fighter-attack aircraft per year. In the last five budgets, as
noted above, the Navy has procured an average of only 83 fighter/
attack aircraft per year.

DELIEVERIES COMPARED TO ATTRITION, FIGHTER/ATTACK, FISCAL YEAR 1970-78

NAVY AND MARINE CORPS

1970 1971 1972 1973 1974 1975 1976 1977 1978

Delieveries -------------------- 354 211 131 112 140 166 186 99 83
Attrition 2 ------- -------------- 259 226 203 193 158 258 199 198 241

Difference ---------------- +95 -15 -72 -81 -18 -92 -13 -99 -158

Deliveries of new aircraft.
2 includes attrition due to damage and retirement of older aircraft.

During the 1970-78 period, attrition exceeded deliveries by a total of
453 aircraft. With attrition exceeding deliveries by such a wide mar-
gin, the Navy has gradually absorbed excess aircraft that became avail-
able as the force was reduced from 17 to 12 carrier airwings. Those
excess assets are now gone, and the latest estimates project that the
Navy and Marine Corps will experience shortfalls of fighter/attack
aircraft over the next five years.

FUNDING FOR AIRCRAFT PROCUREMENT, NAVY AND MARINE CORPS, FISCAL YEARS 1970-79

Fighterlattack
(millions) Total (billions)

Fiscal year:
1970 --------------------------------------------------------- $444 $2.0
1971 ------------------------------------------------------------------ 882 2.5
1972 --------------------------------------------------------------- 851 3.3
1973 --------------------------.--------------------------------------- 811 3.0
1974 -------------------.------------------------------------------- 958 2.9
1975 --------------------------.------------------------------ 847 2.8
1976 ------.-------------------------- ----------------------------- 928 3.6
1977 -----------------------------------.------------------------------ 902 2.9
1978 ----------------------------------------------------............. 963 3.6
1979 ---------------------------.---------.---------------------------- 1,400 4.4

While there is an increase of 25 percent between 1978-79, there
was little or no growth in funding for naval aircraft procurement
between 1973 and 1977.
Projected procurement of fighter/attack aircraft, fiscal year 1980-

84, Navy and Marine Corps, excluding A V-8B
Fiscal year 1980: 39 aircraft-24 F-14s and 15 F/A-18s.
Fiscal year 1981 : 72 aircraft-24 F-14s and 48 F/A-18s.
Fiscal year 1982: 120 aircraft-24 F-14s and 96 F/A-18s.
Fiscal year 1983: 132 aircraft---24 F-14s and 108 F/A-18s.
Fiscal year 1984 : 210 aircraft--24 F-14s and 186 F/A-18s.
Totals : 573 aircraft-120 F-14s and 453 F/A-18s.

Projected funding for aircraft procurement, fiscal year 1980-84, Navy
and Marine Corps, excluding AV-8B
Fighter/attaok

Fiscal year: (Total billions)
1980: $1.4 billion ---------------------------------------------- $4.0
1981: $2.1 billion ----------------------------------------------- 4.7
1982: $2.6 billion ----------------------------------------------- 5.2
1983: $2.7 billion ----------------------------------------------- 5.9
1984: $3.5 billion ----------------------------------------------- 6.9
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Between 1980 and 1984, the five-year defense plan projects a 75
percent increase in funding for naval aircraft procurement, including
about a 150 percent increase for fighter/attack aircraft. During the
same period, funding for shipbuilding and conversion programs is
projected to increase by 40 percent from $6.2 billion to $8.7 billion.
Projected procurement of flghterattack aircraft, fiscal year 1980-84, Navy and

Marine Corps, iod"uding A V-8B
Fiscal year 1980: 39 aircraft-24 F-14s and 15 F-18s.
Fiscal year 1981: 72 aircraft-24 F-14s and 48 F/A-18s.
Fiscal year 1982: 132 aircraft-24 F-14s, 96 F/A-18s, 12 AV-8Bs.
Fiscal year 1983: 156 aircraft-24 F-14s, 108 F/A-18s, 24 AV-8Bs.
Fiscal year 1984: 210 aircraft-24 F-14s, 132 F/A-18s, 54 AV-8Bs.
Totals: 609 aircraft-120 F-14s, 399 F/A-18s, 90 AV-8Bs.

Projected funding for procurement of flghter/attack aircraft, fiscal year
1980-84, Navy and Marine Corps

Excluding AV-SB Including AV-BB'
Fiscal year : Billions Fiscal year: Billions

1980 ---------------------- $1.4 1980 ---------------------- $1.4
1981 ---------------------- 2. 1 1981 ---------------------- 2.1
1982 ---------------------- 2.6 1982 ---------------------- 3.0
1983 ---------------------- 2. 7 1983 ---------------------- 3.1
1984 ---------------------- 3.5 1984 ---------------------- 3.6

Total ------------------- 12. 3 Total ------------------- 13.2
D Excludes AV-SB R. & D. costs of $606 million for fiscal years 1980-84.

Under the current five-year defense plan (1980-84), the Navy
would procure 573 fighter/attack aireraft-120 F-14s and 453 F/A-
18s, at a total estimated cost of $12.3 billion. Under a modified five-year
plan, including the AV-8B, the Navy would procure 609 fighter/
attack aircraft, 120 F-s---399 F/A-18s--90 AV-8Bs, at a total
estimated cost of $13.2 billion. The modified plan would cost an
additional $900 million but would yield 36 additional fighter/attack
aircraft. Under either plan, the procurement of fighter/attack air-
craft would peak at 210 units in the fiscal year 1984 budget and
remain at that level indefinitely.
Execution of the 5-year plan

The current five-year plan calls for a very substantial increase in
funding for naval aircraft procurement. If this plan were fully
executed, Navy and Marine Corps aviations-programs would be well
on the way to recovery. However, for this to occur, there must be
3-4 percent real growth annually in overall funding for the Navy over
the next five years.
Effect of not executing 5-year plan

Assuming that the procurement of fighter/attack aircraft peaks at
60 instead of 210 units per year planned, and it should be noted that
procurement of the F-14--the only Navy fighter in production
today-peaked at 50 units per year in the 1974-75 budgets, Navy and
Marine Corps force levels would decline rapidly.

According to Navy estimates, a cutback in planned fighter/attack
procurement of this magnitude would yield a shortage of 5 fighter/at-
tack squadrons in 1985-the number assigned to each carrier airwing--
and a shortage of 11 fighter/attack squadrons by 1986-the equiv-
alent of two carrier airwrngs.



NAVY RESPONSE

Admiral SpFn. We agree with the data provided for the record
by Mr. Edwards; and cannot dispute the conclusions that may be
drawn from these data. Mr. Edwards' tables show graphically the
requirements versus funding dichotomy facing the Navy today. We
have had to make some very difficult decisions regarding not only
what we must do, but also what we can afford to do. We are trying
to maintain a balanced, ready force; and we believe that we are
doing as good a job as can be done in today's fiscal climate.

It is readily apparent from the foregoing data that neither the
President's FY 1980 defense request of $138.2 billion, as amended
on Sept. 12th by his additional request of $2.7 billion, nor this pro-
posed Second Concurrent Budget Resolution for 1980, adequately
provide for our defense needs.

The House must increase the defense function in real terms so that
our Nation's military forces will not continue to be denied vital mod-
ernization efforts now required in order to meet the worldwide Soviet
threat and prevent reduced force levels through obsolescence of our
surface ships, submarines, and combat aircraft.

Failure by Congress to provide for at least a 3 percent, and prefer-
ably a 5 percent real growth in the national defense function to help
redress these deficiences in modernization programs will certainly fur-
ther reduce the worldwide capabilities of our military forces in the
immediate future.

The bipartisan Senate group quoted earlier put the issue into realis-
tic perspective:

"While the Soviets build toward superiority, we allow our own
strength and credibility to ebb. The need of the hour is to rebuild."

I share their view that our minimum duty is to provide a real in-
crease of 3 percent over 1979 defense spending. To do otherwise will
be a repudiation of our Nation's pledge to NATO and a dereliction of
our duty.

The realities of our overall defense requirements-the need to im-
prove military readiness, to increase the survivability of our ICBM
and B-52 strategic forces, as well as to catch up with operational main-
tenance and force modernization-cry out for a 5 percent real growth
in the defense budget in 1980.

Such an increase in defense expenditures is essential to protect our
Nation, whether or not a SALT II treaty is approved.

ErDoN RUDD.
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