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ion year and a year in-which

‘first year was very encourag-
ing. A lot of people are more
sanguine than. they were.” *

Mrs. Rivlin’s fledging staff,
whxch has already grown to

almost 200, is - the, expert - |
back-up :to: the. new disci- |

’“pline; sall' jof: which. was es-
tabhshed by the budget re=,

.~ the *economy, -while better
" than last year, is still not in
'very good shape.” \
She added, ‘I .think the -
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f“-:-and in: runnmg it.in"this

crucial ~ year—are S
Edmund S. Muskie, Demgcrat - *
- of Maine and chairman of the .
Senate _Budget Committee;
Senator Henry L. B°llmcn, of
Oklahoma, ' the rankmg Re"
publican on the Senate Budg-'
‘et .Committee; Representat.;ve;

- Brock  Adams, Democrat+of -
Washington and chairmanof -
~the House Budget Commmee. ;
“Representative. " Delbert-2 L.
Latta of Ohio, the: rankmg
Republican on the House :
committee, and Mrs. Rnlxn, o
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AGuide to the Congressional

Hudeet Process

VS )
« The 1974 Budget Control Act, which estab-
ok ‘f\?\’l!

lished thc new Congressional Budget Office, has
been described by many Senators and Congress-
men as the most significant legislative accomplish-
ment in decades. Can you account for the pride in
this Act? Do you believe it is justified?

A: Yes, 1 believe it is. The Congress has known for
a long time that it didn’t have a workable way of
looking at the federal budget as a whole and making
appropriate overall policy decisions.

First of all, it never had a chance to look at expen-
ditures and revenues at the same time. To many peo-
ple this seems perfectly ridiculous. How can you run
a government if you’re not looking at the income
and outflow at the same time and making some kind
of judgment about whether the relationship between
expenditure and revenue levels is approprate to the
overall state of the econory?

Second, the Congress never had a chance to con-
sider questions of priorities. Individual bills carae to
the floor one by one; never was there an opportunity
to look at federal spending as a whole and decide
if money was going to the right places. Even the
Appropriations Committees have never looked at the
overall appropriations situation. Because they have
always worked through subcommittees—each con-
cerned with its own particular-area—they have not
looked at the trade-offs among major spending cate-

sories,

Avtcr MLRwveiN s Director of the Congressional Budgst Office.
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Since revenue bills also came to the floor one by
one, there was no moment at which it was in order
for any Congressman to propose either that spend-
ing be diverted from one major category to another
or that new revenues be raised to cover a particu-
lar expenditure.

Furthermore, Congress had a very awkward time
schedule in which to consider appropriations and
revenue measures. Most appropriations bills in re-
cent years have not been passed until after the fiscal
year for which they were to apply had already
started. That meant added confusion both in the
executive agencies and in state and local govern-
ment. It also locked the Congress into decisions—
almost making one year’s budget look a lot like the
year before’s simply because there wasn’t time to
change it.

The Congress has been aware of all of these weak-
nesses for a long time and yet has not taken the
rather drastic steps that were necessary to improve
the process. What finally galvanized it into action
was the somewhat irrelevant circumstance of the
difference in political parties between the White
House and the Hill and the challenging of the Con-
gress by Nixon in the 1974 budget. This convinced
the Congress, finally, that if it didn't waat to lose
control completely to the executive branch, it needed
some process of its own for looking at the budget
and expressing its own priorities.
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private sector. In my judgment, the
system under which this nation sur-
vives and grows depends as much
on cooperation as it does on compe-
tition among the cores of power and
responsibility within the government
and within the nation. If there is
any area in which the element of
cooperation is imperative, it is in
safeguarding the livelihood and well-
being of the nation, not only in
terms of the needs of today but in
terms of the needs of tomorrow
and tomorrow. Whatever we do,

Reforming the Federal

Budget Process

MV&WO\/v

Michael E. Levy

t

|
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Prior to the Civil War, Congress,
through the powerful House Ways
and Means Committee, was in com-
plete control of the federal govern-
ment’s budget. That committee con-
trolled both taxation and expendi-
tures. Total revenues determined the
budget process and debt retirement
was the primary and dominant “ex-
penditure.” The remainder of reve-
nues was barely adequate to support
basic government operations—
largely foreign affairs and national
security. This budgetary procedure
kept the size of the federal govern-
ment spending minimal with virtu-
2lly no independent presidential con-
trol over programs and expenditures.

Erosion of
congressional control

The erosion of congressional power
started in 1865 when the budget con-

therefore, let us try to do it in that
context, in the context of coopera-
tion between the two parties, co-
operation between the two branches
and cooperation among the basic
segments of our national life. When
it comes to the nation’s basic cco-
nomic needs, there is no advantage
to be gained for any particular seg-
ment in government or private life.
If we do not work together today,
in this sphere, there will be no need
to ask for whom the bell tolls; it
will toll for all of us tomorrow.
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trol functions were divided: a new
Appropriations Committee took
charge of expenditure control while
the Ways and Means Committee re-
tained jurisdiction over revenues and
the federal debt. (The Senate insti-

tuted a similar division of functions.)

This specialization was supposed to
increase the effectiveness of Con-
gress; instead it marked the begin-
ning of the erosion of congressional
control over the federal budget.
When the House Appropriations
Committee tried to block popular
programs, authority over these pro-
grams was shifted more and more to
the legislative committees and, be-
fore long, the political appeal of
“pork barrel” legislation was dis-
covered.

Yet the executive was in no posi-
tion to reverse the process of bud-
getary disintegration. The president
had little to say as Congress shaped

MicuaxL E. Levy is Director of Economic Policy Research at The Conference Board and
Visiting Graduate Professor of Public Finance at The New School for Social Research.
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{ the initial budget, and he had virtu-
ally no control over the subsequent
expenditures by his own depart-
ments. The Treasury Department
was equally powerless; its job was to
collect the revenues, pay the bills,
and keep the ledger. All too often,
expenditures exceeded the original
budget targets and supplementary
appropriations had to be voted by
the Congress before the end of the
fiscal year. '

J  Shift of power to the president

The Budget and Accounting Act of
1921 was designed to correct this
situation by providing greater execu-
tive control over the budget totals; it
set the stage for a dramatic reversal
of power. With the creation of the
Bureau of the Budget, the executive
took on the chief responsibility for
overail budgeting and for the recon-
ciliation of revenues and expendi-
tures. Initially, the Bureau of the
Budget was an arm of the Treasury;
but soon it became a coequal, and in
recent years——reorganized into the
Office of Management and Budget—
it has become the single most power-
ful superagency under the direct con-
trol of the president.

The 1921 act also created the
General Accounting Office, an audit-
ing arm of the Congress and its
watchdog. But the GAO was no ade-
quate match for the new Bureau of
the Budget and the efficient, cen-
tralized budget process the latter de-
-veloped; hence control over the bud-
get shifted from Capitol Hill to the
White House. With the growth of the
federal government’s programs and
activities during the Great Depres-
sion and World War I, this shift of
power accelerated and became
deeply entrenched. The Employraent
Act of 1946—and the subseguent
transition in budget planning to mest
countercyclical fiscal policy objec-
tives—increased the responsibilities
of the president and enhanced his
power to shape the budget in accor-
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Proxmire Packwood D12-R6
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Ext. 49325

PRODUCTION AND STABILIZATION
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Cannon - chairman
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Stevenson Helms Hart Stevens
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Inouye
SECURITIES Moss
Tunney
Ext. 49150 Stevenson
Williams - chairman
Mcintyre Brooke COMMUNICATIONS
Cranston -Tower
Stevenson Helms Ext. 49341
Morgan Pastore - chairman
Harke Griffin
+ SMALL BUSINESS Hart Stevens
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organ - chairman Moss Weicker ..
Sparkman Garn Cannon :
Mcintyre Packwood Hotlings
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* Budget
Federal budget generally; Congressional Budget Of- ¢ CONSUMER
fice. Ext. 40642, Ext. 49321
D10-R6 Moss - chairman
Edmund 8. Muskie (D Maine), chairman Hart - vice chairman
Warren G. Magnuson (Wash.} Henry Bellmon {Okla} Pastore Buckley
Frank E. Moss (Utah) Robert Dole (Kan.) Hartke Beali
Walter F-Mondale {(Minn.) J. Glenn Beall Jr. {Md.) Inouye Weicker
Ernest F. Hollings (8.C.) James L. Buckley (N.Y.) Cannon
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James Abourezk (S.D.) Ford
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Patman Hyde
Neal :

Patterson

Derrick

Ashley

Fauntroy

Boggs

GENERAL OVERSIGHT AND RENEGOTIATION
Ext. 55035

AuCoin
Tsongas
Moorhead
St Germain
Hubbard
LaFalce

" Ashley
Derrick

Kelly
Fenwick

Minish - chairman

Mitchell
Derrick
Hayes
Gonzalez
St Germain

Hansen
Rousselot
McKinney

+ Budget

Studies and recommends changes in the federal
budget. Ext. 57200.

D17-R8
Brock Adams (D Wash.), chairman

Evans

HISTORIC PRESERVATION AND COINAGE
Stephens - chairman

Spellman - Schulze
Annunzio Johnson
Hayes

Hannaford

* HOUSING AND COMMUNITY DEVELOPMENT

Ext. 57054
Barrett - chairman

Thomas P. O'Neill Jr. (Mass.)
Jim Wright (Texas)
Thomas L. Ashley (Ohio)
Robert N. Giaimo (Conn.)
Neal Smith (lowa)

James G. O'Hara (Mich.)
Robert L. Leggett (Calif.)
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Sam Gibbons (Fia.)

Patsy T. Mink (Hawaii)
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Butler Derrick (S.C.)

Delbert L. Latta (Ohio)
Eiford A. Cederberg (Mich.)
Herman T. Schneebeli (Pa.)
James T. Broyhili (N.C.)

Del Clawson (Calif.)

James F. Hastings (N.Y.)
Garner E. Shriver (Kan.)
Barber B. Conable Jr. (N.Y.)

No standing subcommittees.

¢ District of Columbia

All measures relating to municipal affairs of the
District of Columbia except its appropriations. Ext
54457.

D17-R8
Charles C. Diggs Jr. (D Mich.), chairman*

Sullivan Brown
Ashley Stanton
Moorhead Rousselot
Stephens Wylie

St Germain McKinney
Gonzalez Conlan
Mitchel Kelly
Hanley Grassley
Fauntroy

Boggs

Patterson

Ford

LaFalce

AuCoin

Rees

Speliman

INTERNATIONAL DEVELOPMENT INSTITUTIONS
AND FINANCE

Donald M. Fraser (Minn.)
W. 8. (Bill) Stuckey (Ga.)
Ronald V. Dellums (Calif.)
Thomas M. Rees (Calif.)
Waiter E. Fauntroy (D.C.)

Gilbert Gude (Md.)

William H. Harsha (Ohio)
Stewart B. McKinney (Conn.)
Edward G. Biester Jr. (Pa.)
Tom Raiisback (liL.)

Ext. 50419

Gonzalez - chairman

Tsongas
Boggs
Stephens
Hanley
Rees
Fauntroy
Hubbard
Evans

Johnson
Hyde
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Fenwick

INTERNATIONAL TRADE, INVESTMENT
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Ext. 50573
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Jerry Litton (Mo.) //,; . Fo ;f\
Helen Meyner (N.J.) ~ - PAY
Henry J. Nowak (N.Y.) fo -

Phil Sharp (Ind.)
James J. Florio (N.J.)
Vacancy

Vacancy

BICENTENNIAL, THE ENVIRONMENT
AND THE INTERNATIONAL COMMUNITY

Ext 51618
Harris - chairman

Fraser Daniel
Neal Stanton Meyner Gude
Hayes Brown Sharp Vacancy
Hannaford Conlan Mann
Blanchard Hyde Vacancy
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so-called “moral obligation™ authorities

"-have - not-:. been - producing - adequate
of their- own. . Mr -Arthur:
- Levitt, . the state 'conn'oller, -who- has ",
long voiced opposition to public authori- .
-ties, has ‘made it known that he is now - !
. considering investing money from state, 4

T e rrcoires Frirtrde s thaart @ vmeaciies that

LO"}%(Cafzsw el Euf‘* *

Mﬂs ECONOMIST JANUARY 31 1976

S0 Mayor Abraham Beame wamed that‘
‘there will have to be fresh cuts in the
city’s own $13 billion budget. In effect,

~ both the mayor and the governor are -
seeking to make a pohtlcai wrtue out pf
economic nac::ssaty

‘Their primary ObjeCtWB is to re:-":

establish fiscal credibility, which is the
key to gaining renewed access to the
tax-exempt market for state and local
obligations. Mr Carey should have an-
easier job of it if only because he is a
_relative newcomer with no reputation-..

- for fiscal gummckry to live down. Never--

theless, the state is in serious: financial .
" trouble because of the difficulties. of the - -

spawned - during  the- Rockefeller . era.

Many of these public authonh&s, which-;

nndertook ' supposedly . self- ﬁnancmg:
housing - and public. facilities are: -being
kept'afloat. by the state. because- they

revenw

2
4
{
X5

,,-».

gency Ioans, has-no options. It c&r&c’)et\-

.even - play - politics, since both

national Republican Administration and )

the . state’s Democratic government
- are reducing - the flow of aid to the

- city. - As. a result ‘of last year’s belt

tightening, the municipal workforce has
been cut by more than 37,000 and many
-services' have been curtailed or shut
" down. ‘Nevertheless, state and federal
..waichdogs have publidy warned that
_the city has fallen behind in its pledge
-to make an-additional $200m in reduc-
_tions., So the city is being forced to

_begin a new round of cuts, which will

-'entail the closing of libraries; hospitals
and public schools and fresh reductions’
in ‘assxstanoe to the cxty’s tuition-free’

FROM A SPECIAL COFIRESPONDENT )
- Washmgron DC

.-and in practace;s

Cm is - almost
-7 certain to make the paicy for that year
-somewhat more expamsion=ry.

i : This is .
prmtdpnf pnrﬂ - r? hre P YRR T . WU 3 St R T



" Report

BUDGET COMMITTEES MOVE TOWARD FIRM FIGURES

Congress in early April moved closer to what promised
te be a bitter and drawn-out showdown over how large the
fiscal vear 1976 budget deficit should be, and how much
economic stimulus is too much.

In a narrow 13-10 vote, the new House Budget Com-
mittee April 8 adopted budget recommendations that would

result in a $73.2-billion gap between revenue and spending.”

The committee earlier in the day had turned down the
package, 11-13. Two Republicans then changed their votes

to favor the plan, explaining that they switched only so the

proposals could move to the full House for consideration.
The Senate Budget Committee by April 10 had voted
tentatively for a spending and revenue plan that would
create a $67.2-billion deficit. Bogged down in procedural
disputes, the panel scheduled an extra sess;on April 11 for
final votes on its recommendations.
The two committees were due to file fmal reports con-

~ taining their suggestions for over-all revenue, spending and

deficit targets by April 15. Under new budget procedures
adopted in 1974, the House and Senate are scheduled to

complete action on the targets by May 15. (Budget control

background, Weekly Report p. 589; complete comparisons
of final committee recommendations and the President’s
proposed budqet well be pub&«‘heti tn u subsequent Weekly
Report)

" These targets would form guidelines for the
authorizations and appropnanons committees as they
process individual pieces of legislation for the upcomxng
fiscal year,

Confus:on

It seemed clear from the commxttee votes that many‘

members of both panels still were somewhat confused by
the new process. The plan is being tried in 1975 to force
Congress to consider the budget’s over-all impact on the
economy s well as to give the legislative branch a firmer
hand in setting national prxormes through weighing the
reiatwe importance of various spending programs.

At several points the new budget mechanism ?ppearedA

. on the verge of collapsing over procedural problems. The

most criticism came, as expected, from Republicans and
fiscally conservative Democrats on the two panels who
claimed the projected deficits were too high. .

Others felt the two plans placed too much emphasis on
mmulatmg the economy through increasing funds for
social programs at the expense of other parts of the budget
such as defense.

There appeared to be some evidence, partxcuiarlv in the
Senate committee, that President Ford’s warnings against
overstimulating the economy had taken some effect. Ford
said in a March 29 televised speech that he would resist any
fiscal measures taken by Congress that would push the
deficit beyond $60-billion. (Speech, Weekly Report p. 696)

Democrats generally have argued that a higher deficit
was necessary to create programs that would accelerate
economic recovery. Sen. Walter I¥. Mondale (D Minn.) and
others on the two budget panels have claimed that a rapid

Tere T

recovery would reduce the defieit in future years since it
would spur productivity and increase revenues. Mondale at
one point preposed a $75-billion deficit.

However, some other Democrats admitted privately
during the week that they were reluctant to vote for such a
targe figure. The House Committee ieadership was working
to minimize the difference between the deficits projected by
its panel and that by the Ford administration.

“A lot of the difference is due to different accounting,”
said a committee spokesman. He asserted that the ad-
ministration had overestimated revenues and un-
derestimated spending by about $10-billion, based on pro-
jections made by the Budget, Approprxatxons and Ways and
Means committees. .

If the administration’s assumptlons were correct, the
effect would be to lower the House committee’s progected
deficit by $10~bxlhen If the committee’s figures were right,

it would raise the admmistratxons deﬁcxt by the same
amount : e

-

Senate Commxttee

Procedural wrangling pushed the Senate panel beyond :
its three—day schedule for adopting final recommendations. :

By April 10 the committee had only tentatively decidedona’

$366.1-billion spending program w1th estxmated re\'enues:

of $298.9-billion. :: 5 e

Major departures from the Presxdents proposed -

budget included a $4-billion increase in the President’s $7.2-
billion request for revenue sharing and other domestic’
fiscal aid, 2 $5-billion rise over the $120 B-bxlhon requested
for income security programs. - '

The major cuts were a $3. 6~hxlhon reductxon in the‘ o
Presxdents proposed $94-billion for defense spending anda~ -

cut of $1.5-billion from non- mllxtary forelgn asmstance re-*
quests of $6.4-billion. - 0. -

- The committee April 10 adopted a proposal that had
been discarded earlier by Chairman Edmund S. Muskie (D
Maine) to alter the committee’s bookkeeping methods.
Under the plan, temporary spending measures designed to
stimulate the economy and to phase out once recovery was
underway were separated from regular spendmg f!gures in
each of the budget categories. -

The accounting procedure, which was not mcluded in
the House committee recommendations, revealed 2 tenta-
tive temporary spending level of $8. 5-b11130n. . :
Procedural Disputes

The Senate committee had begun its three-day mark--

up session April 8, when it voted on revenue targets. That
session went smoothly. But the next day, as the committee
be;,an work on spendmg figures, it qmcklv spht into fac-
tions over procedural questions.

Chairman Muskie, visibly irritated, at one point
labeled a procedural argument “dzversmnar\' ” He repeated-
Iv warned that the committee would not be ableto complete

its work in time to meet the April 15 deadlme if the
arguments continued.
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Budget Report/Spending calculations vary
as Congress focuses on target

Congress is wrestling with a question
that has proved to be a {ot harder than
it sounds: Is it Hving within the spend-
ing target that it set last May in its
fiscal 1976 budget resolution?

By one measure devised by the Con-
gressional Budget Office (CBO), the
House is on its way toward exceeding

tory programs have grown by $29
billion since adoption of the budget
resolution. Included are $700 million
extra for food stamps and $700 mil-
lion extra for veterans’ benefits.

Some spending programs not con-
templated in May have become likely
in September. The Office of Manage-

by Joel Havemann

CBO would include the President’s
budget request as the best available
proxy for coungressional action. It
would compare the House and Senate
totals to the budget resolution.

Rep. Brock Adams, D-Wash., chair-
man of the House Budget Commitiee,
told CBO dircctor Alice M. Rivhin
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CBO FORESEES SLOW ECONOMIC RECOVERY

Predicting that expected increases in energy costs may
set off another hike in the inflation rate, the Congressional
Budget Office (CBO) June 30 declared that “moderately ex-
pansionary” economic policies might speed recovery from
the recession. .

The policies CBO mentioned included an extension of

‘the temporary tax cut enacted earlier in 1975 along with a

further cut of $15-billion; an unspecified increase in the
deficit; and a 10 per cent annual growth rate in the money
supply. ;
CBO stressed, however, that it was making no policy
recommendations. : g

In its first report on the state of the economy, CBO also
warned that economic recovery would be slow even with
such steps. However, according to the report, these policies
could help alleviate the high rate of unemployment without
“appreciably” increasing inflation. ,

More restrictive fiscal and monetary policy than is
currently in force, on the other hand, could “worsen un-
employment while doing little to reduce inflation,” the
report added. ,

Under current policy, the unemployment rate
“probably” will not decline much below 8 per cent before the
end of 1976, while the rate of inflation “can be expected to
remain in the 6 to 9 per cent range through 1976, CBO
declared. ‘ o o

Ford administration spokesmen have argued repeated-
Jv against further economic stimulation, maintaining that
such policies would increase the rate of inflation and slow
down the recovery.

Reaction ‘ :

Early administration reaction to the report was
cautious. “We're looking at it with interest,” an Office of
Management and Budget (OMB) spokesman told
Congressional Quarterly. “Obviously some of the assump-
tions differ with some of the assumptions made in the mid-
session review” of the economy made public by OMB May
30. {Weekly Report p. 1128)

June Jobiess Rate

The nation’s jobless rate fell from 9.2 per cent in
May to 8.6 per cent in June. But Labor Department of-
ficials said it was too early to determine whether the
decrease indicated & real improvement in the un-
employment picture.

The caution was due to what the department
described as “a limitation in the seasonal adjustment
procedure.” The June rate is normally adjusted
downward to reflect the impact of summer workers
but when the jobless rate is so high, the department
said, the figures automatically reflect more labor
market entries than there really are, causing a false
decline.

PAGE 1424—July 5, 1975
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House Budget Committee Chairman Brock Adams (D
Wash.), whose panel is closely divided over economic issues,

greeted the report with a carefully worded statement that .

avoided comment on CBO’s findings. “I am pleased that
with the issuance of this, its first report, the CBO is now
coming into full operation,” Adams said. “I am sure it will
be most helpful to the members of Congress in the months
and years zhead.”

Senate Budget Committee Chairman Edmund S.>

Muskie (D Maine) was less noncommittal. “This report con-
firms the appropriateness of the job-creating strategy we
adopted in May” when Congress adopted for the first time
target spending and revenue figures, Muskie declared,
(Budget resolution, Weekly Report p. 1023)

Milestone

The 80-page document was a milestone in Congress’
attempt to reassert its control over federal spending policy.
CB0O, headed by former Brookings Institution
economist Alice M. Rivlin, was set up as a nonpartisan,
analytical arm of Congress to give the House and Senate
their own source of budget expertise, similar to the

. President’s Office of Management and Budget.

{Background, Weekly Report p. 593) B

CBO is supposed to analyze various alternatives to the
administration’s economic policies and to report on their
possible effects, as well as to conduct its own independent
review of the economy. It is not supposed to actively recom-
mend policies. : '

The economy report was prepared by the unit's Fiscal

Policy Division under the direction of CBO Assistant Direc-

tor Frank de Leeuw, along with aides Nancy Barrett and
Alan Blinder. .

Denies Advocacy

In an interview, de Leeuw stressed that CBO did not in-
tend to advocate a new tax cut or other policies.
“We're really talking about what we think will happen

fas a result of any given policy alternative], and not what .

value we attach to high unemployment or stable prices,” he
said. “If we have different values, we will try not to get any
value judgments into the reports. We just want thistobe a
source of information.”

De Leeuw predicted that “the time surely will come”
when the staff disagrees on technical judgments about the
economy, and when that happens, “we will try to give a
representative range of views.” But, he added, “for right
now that’s not a serious problem.”

The report was based on three standard econometric
models, as well as on the “good, reasonad judgment” of the
staff economists, according to CBO aide Ed Deagle. The
three models were those of Chase Econometrics, Data
Resources Inc., and Wharton Econometric Forecasting
Associates Inc. .

The House and Senate Budget Committees will use the
report as a reference point as they move into a period of in-
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Congress Report/Ahce Rivlin named chxef
Of COngreSSlonal BUdget Oﬂ:lCe . by Joel Havemann

After months of haggling, Congress
finally has placed Alice M. Rivlin, an
economist with a record of support
for social programs and opposition to
high defense spending, in charge of
the new Congressional Budget Office
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this perverée effect, Council of Eco-

nomic Advisers member William - J.-:

Fellner has said that if the Adminis- -
tration should turn to stimulus, “A re-

duction of effective tax rates for indi-
viduals and also for corporations
deserves very high priority.” .

The quadmphng of the price of im-
ported oil in the past year is not techni-

cally a tax, but economists tend to view .

it as a kind of excise levy imposed by
the foreign producers’ cartel (page 77).
According to both George L. Perry of
Brookings and Richard N. Cooper of
Yale, this has siphoned $15-billion .to
$20-billion out of the U.S. economy.

- Counting the secondary effects of the
reduction -in-aggregate demand, this

_analytical ~equivalent of -fiscal .drag
.adds up.to-.a $37-billion loss.: These
- findings-were cited repeatedly-by lib--~

" eral. economxsts at San:Francisco to -

! Although .recession: fears havef "
: pushed most- conservatives - onto the - |
" .tax-cut bandwagon, many of them still
.- fear that a big cut could have several .
adverse effects: a rekindling of infla- = |8

keeps dropping through 1975, the eco-
-nomice cost will be huge ALcordmg to-
Franco Modigliani, president-elect of
the AEA, the TJoss of real output could
come to $80-biilicn- And Columbia Uni-
versity economist Robert Mundeil puts
the cost of lost real GNP clo:er to $100-
billion. - :

Inflation forecasting contmues to be
the bane of the sconomics profession,
but even here the economists in San
Francisco were partially in accord.
Most of those interviewed by BUSINESS
WEEK agreed that the rate of inflation
would drop below the double-digit
range in 1975. The question was by how
much. The consensus was-7% by year-

-reau-of .Economic. -Research, until .
recently top price.analyst at the CEA,

predxcts that mﬁatxon should get down T
2~ Serious doubts whether the system pr

‘The conservatives worry -
_thattoo bigacutnow ..
“would increase inflation "

- flation itself, and possibly a too rapid-
.revving up of the economy .before the -

* versity of Chicago, is not ready to ac-
cept a stimulative tax cut, though he

=~.. would-compromise on-a decrease -
" coupled with lower federal spending. -
7. Says Friedman: "What really matters~
_to economic recovery is the rate at -
which inflation decelerates, If the infla-.

tion rate drops to 5% by mid-1975,
which is my best estimate, real output "

“will begin to recover rapidly. Anything.

that stops inflation from coming down

- will hamper recovery, and this includes -

any tax cut not matched by a cut in
federal spending.”” . -

A grim forecast. Behind the conventxon S
convergence in favor of a tax cut is an

equally' impressive agreement over the’

gloomy outlook for the economy in the

year ahead. Unemployment was gener-
ally expected by economists at the con--
vention to hit T'%% to 8% by midyear—

the highest level since the Depression—
and to hang above 7% well into 1976 if
the Administration does not make a
substantial policy shift.

In addition, the nation's production

of goods and services is expected to
sink for at least two more quarters,
which would run the current decline in
real gross national product to six quar-
ters, the longest string of negative GNP
numbers since the 1930s. If the GNP

30 BLSINESS WEEK: January 13, 1975

- tionary expectations and hence of in-"

" - Administration’s - anti-inflation fight
L7 ean bnng a significant drop in the rate ..

of - price - increase.” However,  Milton -
Friedman, the elfin oracle of the Uni--

Modigliani: Without a tax cut, the loss o
-in output wnll come to Sao~billion

other economists still fear that the rate

will stick at 10% or more. % i
‘Economists at San Francisco could

- only speculate on how the professional

consensus that was reached would af- -

fect the economic program that was
simultaneously being prepared by
President Ford e2nd his top economic
advisers 1,000 mi. away at Vail, Colo.

Although liberal economists such as -

present AEA President Robert Aaron
Gordon are by no means convinced that
Ford is ready to move as fast or as far
as they would like, they take comfort
from the fact that tax policy is nor-
mally made by Congress, not the White

House, and the 94th Congress is lop- .

sidedly Democratic and liberal. The in-
evitability of a tax cut is emphasized
by Murray L. Weidenbaum, a former
top Treasurv ofiicial under President
Nixon, who says: A stimulative tax
cut.is coming. The only question is
whether Ford will push or be pulied.” =

--ftow8% for the second half But somé '

CAPITOL HILL

A czfaw!mg start
er budget re?orm

“The new year was to bring the ﬁr‘
test of the new machinery Congre:

- designed to help it handle the feder

budget. And with the Joint Econom
Committee foreseeing deficits reachin

- $23-billion in the current budget ar
_ $36-billion in"the one President Fo:
“'will submit later this month—eve
“end. Joel Popkin of the-National Bu--

without a tax cut—the new House an
. Senate Budget Committees could n
be starting work 2 moment too soon.

" But -unforeseen delays ‘are: ralsm

scribed by the:Budget Reform-Act

5 1974 can make any significant impa
2 -in 1975. A new chairman will have to

“ elected -for - theHouse - Budget Cor
~mittee when" ‘Congress reconvene
-since Repre:.entatwe Al Ullman (I
Ore) has to give up the post to-he:

“the Ways & Means Committee. ‘Ar
-Senate-and House leaders have n
"been able to agree on a director for t}
- Congressional Budget. Office, “Capit

Hill’s - mini-version of the Presulent

.Office of Management & Budget. ~

* Nevertheless, there is still hope th‘
he Senate’ and House Budget Cor

{ . mittees will be ready to go with :
- least a bob-tailed “trial run” this yes

'l hope we: can have macroeconom

‘recommendations [total spending ar

-revenue targets] ready in April,”

- the Senate’s budget chau-man Edmu;

S. Muskie (D~Me Yo 3

" New system. Leglslatlon creatmgﬁne
‘budget committees and the CBO w
~enacted in June. Though the new sy

tem will be operating this year, it w:
- not intended to be fully in effect un
~the budget the President submits -

January, 1976. By then, the start of t
-fiscal year will have been changed fro
July 1 to Oct. 1, giving COIICVTEaS mo
. time to develop its own response.’

- For this year, Muskie has in mir
recommendations on’  total spendir

- levels, the sizé—though not the type—

_tax cut that would be desirable, a:
broad priority: decisions, such as t
‘share of spending that sbould gotod
fense. The new committee already h
started working on such problems wi
Treasury Secretary William Simon az
other Administration officials. Recor
mendations on three or four broad ca
egories would cover 80% of the budge
Muskie figures. The staff director
the House Budget Committee, Walt
Kravitz, also hopes to get at least th
far this year.

Economists and budget’ anaI_'ys
have been hired for the senior positio




' ter, But now, embarrassed by their in-
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A potentially powerful -
backstop for Congress’ new -
budget commitiees - -*

'»‘ Instltutmna! changes take place ‘m
-~ Congress with agonizing slowness un-
" less prodded by war or national disas-

. ability to control the growth of a gar-.
gantuan federal budget, the lawmak-

ers have created the first new govern- .
ment agency -to oversee. the U.S.-
economy-since ‘the President’s Council
of Economic Advisers was éstablished
30 years ago.: The new apparatus is the *.
Congressxonal Budget Office, and work-
ing with the new House and. Senate "
Budget Committees, it promises to:
turn Capitol Hﬂl mto an economlc pow-
erhouse. . s .
~ The greates strength ‘and hope of *
the new budget machinery, assembled
to implement the Budget & Impound-

.- people who staff it, and here the elec- -
i trieity is - already ﬂowmo' Recruiters -
for the three groups are attracting a.
flood of economxsts of hlgh academlc
: - voltage. -

- Says Nancy H Teeters, chxef econo- -,
mist for the House budget panel:

= “These are going to be the most excit-. .

ing jobs in Washington for economists .
.. because Congress will now have what ..
= amounts to its own Office of Manage- -

" Since 1976 is a Premdentlal electton

year, the potential for political conflict
- is high. Economic assumptions by the
- CEA and OMB that are basic to policy-
- making can now be authoratively chal-
- -lenged by lawmakers well tutored by ..

* -~ their new in-house experts. Adminis- -

. tration cost estimates will be seruti-

. nized as never before. S
- The bulldup. Indeed, Alice Rivlin, direc-
- tor of the bipartisan CR0, has given her

e group an organization chart that reads

- just like that of the oMB. She plans to
- bring her staff up to 110 to 120 persons
. by yearend (with 75 to 80 of them econ-
.- omists, lawyers, budget analysts, and
< computer specialists), and aims to have

'r:"f a total staff of “some 200 to 300" in two -
_ " or three years, By contrast, the oMB
. has 600 employees, 350 of whom work

- direetly on the budget. Rivlin clearly
has a mandate from Congress to build
a big, permanent operation.

Rivlin, Teeters, and Arneld Packer

BUSWFSSW‘EK KMay 5, 1975

R

ply for future years’ spending), how

- the economists produce, even if it has’

. ment Control. Act of 1974, will be the..“House and Senate panels already hava

*".ment & Budget and its own cEA.” Con- ..
- gress, in short, can tackle the Adminis- -
“-: tration head~on in formmg economlc

* © policy.

-look at the budget as a horror story and
“the deficit as an embarrassment. Now

TR R At AN D R AR s

:_;f;'?he ‘ngw emmmsc ba’amimsiﬁys ’

 chief economist for the Senate Budgét

Committee, will need all the help they
“can get. The CBO’s job will be to serve
.as a source of economie information
“and analysis and a watchdog over the
. Administration’s budget projections
‘and program pmomtnes for the two
budget committees and the rest of

 Congress. The budget groups will have
.to tell Congress what the Adminis-

tration’s proposals add up to {and im- =

‘these numbers fit with spending plans
churned .out piecemeal by Congres-

‘sional committees, and how the appro- ..
- priations, revenue, deficit, and éebt
. figures can affect the' economy. N
_But this is no mere academic exercise
or Cﬂngress The Budget Control Act
requires the Hill to vote on-and then
abide bywthe macroeconomic numbers

“to chop pet spending programs or raise
‘taxes. Though the act does not become
- fully operational until fiscal 1977, the

turned out preliminary resolutions for ';

-Congress’ watchdog C§'-30
‘will be the source of . ~
- information and anaiyozs

fiscal 1976 for debate in Congress next
week, Since these trial-run resolutions
“propose a deficit of $69-billion to $73-
.-billion,; the debate is bound to be hot
and messy. .

But, says Sam Glbbons (D Fia),
member of the House budget panel and
" the powerful Ways & Means Com-
“‘mittee: “This is the first time Congress
-has ever really discussed the big eco--
nomic picture this way. People here

we have to face up to both the deficit
problem and the needs of the economy.
If the resolutions get wted down, we -
just go back and try again.” =
. Strong staft. Joseph L. Fisher, a Virginia
Democrat on Ways & Means and an .
‘economist who formerly was president
of Resources for the Future, agrees

- that “the new budget process a!reac}y
is imposing a sense of discipline on
Congress” and credits this in part fo

sound staff work. “Without these very
"good people, the process would be no-
where,” says Fisher. -

The people in the new budget; open
ation are, in plain fact, the heart of the
process, and they are good. Indeed,

-some outside economists contend they

are more than a match for their Ad-

ministration counterparts on the

on Cart Stattan

e e S

troika—the heads of the ¢Ea, the Trea-
sury Dept., the OMB, aund their stafls.
Some of the newcomers, in fact, could
wind up in top economic posts in 2 fu-
ture Democratic administration. Be-
sides Rivlin and Teeters, who are two
of the nation’s leading public finance
economists, the new group includes: -

w Arnold Packer, the Senate unit's
chief economist and a triple-threat

‘man with degrees in mechanical engi-
. neering, business administration, and
‘economies from the University of
. North Carolina. Packer learned about

the real world as a systems analyst at

’AJAerojet -General Corp. and 2 fiscal

Direc tor Rwlm has a mandats to bmzd
a bfg permanent cperat'on at t"ie CBO

' economlst at the OMB, where he womed

with Teeters i in the ﬁrst Nzxon Admm‘
istration. Lo

w Frank de Leeuw of the Urban Instl-
tute, a brilliant macroeconomist and
housing specialist who served on the

. Federal Reserve Board staff from 1936

to 1969, De Leeuw, who will work for

“Rivlin, helped build the Fed’s quarterly
~economie model and helped James S.

Duesenberry of Harvard build one of
the first econometric models of the fi-
nancial sector, ~ -

® Nancy Barrett, also on the Qulm
team, a 33»}&31-01(1 Harvard PhD who

-~ has written textbooks on both maecrc

and microeconomic theory and now
heads the FEconomics Dapt at Amen
can University.

# Thomas Dernburg, on t“}e Pad\ex
squad, a former economics professor af
Oberlin Coﬂewe, coruthor of 2 }eadmg

L ecomwcs
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whatever. Congressmen also rejected a
tax on sales of gas-guzzling cars. They
opted instead for a provision requiring
the auto industry to improve the guz-
ders’ fuel economy. The industry could
finance such improvement by charging
higher prices for all cars, not just the
thirsty behemoths. In addition, the
House voted a quota on oil knports that
will not reduce imports, but will slow
their rise,

Congresss {ailure to legislate any
tough energy program puis the burden
on the Ford Administration, which has
already doubled its tariff on imported
0il, 10 $2 per bbl. But an argument broke
out within the Administration over that
scheme. Commerce Secretary Rogers
C.B. Morton, who has a habit of drop-
ping bombshells at breakfasts with re-

ECON

porters, et go another last week. Short-
ly after the orange juice, he confided that -

he might recommend scaling down or

scrapping the tariff boost if OPEC does
in fact raise prices. Morton’s comment -

was repudiated immediately by Federal
Energy -Administrator Frank Zarb and
then by President Ford. Nonetheless,
Morton has a serious point: the tariff
boast may not be the best way to re-
duce imports, it acts as a drag on es-

sential as well as nonessential sectors of . }#

the economy. - :

Gas Chunges. Ford has another .

strategy: to decontrol gradually the price
of ‘US.-produced oil and gas, letting
them rise as a means of forcing con-

servation and encouraging new devel-

opment., But even that came a cropper

last week. A House Commerce subcom=

mittes heard staff members of the Fed-

. e
- zral Trade Commission charge that the

gas industry Geliberately understated re- .

serves in order to win high prices. For

example, the F1C officials contended, in

1971 and 1972 Union Oil for iaternal
purposes assessed gas reservesinan area
off the Louisiana shore at 7.2 trillion cu.
ft; at the same time, the American Gas
Association was officially estimating re-
serves in the same region at exactly half

—3.6 trillion cu. ft. Justified or not, the

accusations can hardly fire congressio-
nal enthusiasm for decontrol of oil and
gas prices. :

. As a kind of grace note to this cha-
otic symphony, the House last week
failed, by thres votes, to override a pres-
idential veto of a bill to regulate more
strictly the strip mining of coal. As a re-
sult, somewhat more critically needed
coal will be produced, but at the expense
of the environment. The bill’s environ-

mental safeguards would not have com-

pounded the energy problem if the na-
tion had a coordinated energy policy.
As it was, however, the vote merely
highlighted the inability of the White
House and Capitol Hill to come up with
such a policy, or of the Democratic-con-
trotied Congress to draft any sustainable
energy program of its own. So long as
that deadlock continues, the U.S. will
‘apparently be left to OPEC's none-too-
tender mercies.

TIMAE, JUNE 23,1975 |

‘ CONGRESSIONAL BUDGET ECONOMIST 'J\liCE M. RIVLIN
Less fuzzy than history or political science.

ically liberal director, Econonrﬁst 'Aﬁcc

Mitchell Rivlin.
The CRO was set up as part of the
new budgetary process under which

. Congress votes spending and deficit ceil-

ings rather than passing appropriations
bills in disorderly bits and pieces. Riv-
lin’s job is to systematically analyze the
probable effects of various choices on
the economy. As she puts it, “Congress
has always had a lot of power over the
budget, but it was not organized to think
“I's that really what we want to do? »
Rivlin operates out of cramped quar-
ters on the ground floor of the former
Carroll Arms Hotel; her desk occupies
the spot where a bar once catered to
thirsty Senators. She has spent most of
her three months on the job assembling
a staffl of 200, including some top econ-
omists. They will be kept busy in the
next few months. A typical task will
come this summer, when Congress, ina

- title Setting National Prior-
ities. She has spent 18 years

watcher, part of itas an As-

Education -and - Welfare,
helping to plan Lyndon

programs.

"£2Z . Thedaughterofa phys- .
icist, 2 Bryn Mawr alumna

and a Radcliffe Ph.D. in
economics, Rivlin, 44, js the
Z ~ wife of a Washington law-

children—whose tasks have
been lightened by. house-
~ keepers throughout her ca-
- ‘reer. She became interested
s " in economics during a sum-
mer course at Indiana University. Says
she; “It seemed less fuzzy than history
or political science.” Short (5 fi. 2 in.)
and an impeccable dresser, Riviin is re-
garded by collezgues as even-tempered
and firm but not stubborm.

Negative Tox. Before taking over
at CBO in February, Rivlia had cham-
pioned tax reforms intended to redis-
tribute income from the rich to the poor,
including a negative income tax, Her
liberal record aroused some opposition
among congressional conservatives to
her confirmation in the $40,000-a-year
job. But Rivlin insists that her advoca-
cy will stop during her four-year term.
“This will be a strictly nonpartisan, pro-
fessional operation,” she vows. Liberals
can expect no automatic sympathy from
Rivlin. Says she: “What worked in the
1960s isn’t working any more. Liberals
are going to have to state the costs and

face the music.” . :
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and 1974 budgets under the

as a professional budget . .

sistant Secretary of Health, -

Johnson’s Great Society © -

yer and the mother of three
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Congress Report/ %Budget pane!s 1o propose
economic goals for fiscal 1976 byjoet tavermonn

Working against the odds, the new
congressional Budget Committees are
getting reudy to force Congress Lo set
broad economic goals for fiscal 1976,
.The commitiees have decided to
seek congressional agreement by May
I3 on a resolution spelling out targets
for total spending, revenue and deficit
in the coming fiscal year. The commit-
tees have decided to wait until next
year to carcy out the other big part of
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February 18, 1976

intelligence service in the world, but also
the most unigque—one which operates in
a manner fully consistent with the Con-
stitutional rights of our citizens.
GERALD R. FORD.
THE WHITE Houskg, February 18, 1976.

ANNUAL REPORT OF THE NATIONAL
VOLUNTARY SERVICE ADVISORY
COUNCIL—MESSAGE FROM THE
PRESIDENT OF THE UNITED
STATES :

The SPEAKER pro tempore laid be-
fore the House the following message
from the President of the United States;
which was read, and, together with the
accompanying papers, without objection,
referred to the Committees on Education
and Labor and International Relations:

To the Congress of the Uniled Stales:

I am transmitting herewith the an-
nual report of the National Voluntary
Service Advisory Council as required by
Section 405(¢), of the Domestic Volun-
teer Service Act of 1973. The Council
advises the Director of ACTION with
respect to matters arising out of this Act
and the Peace Corps Act.

GERALD R. FORD.

Tue WHiTE Housg, February 18, 1976.

NIXON VISIT TO CHINA

(Mr. ALLEN asked and was given per-
mission to address the House for 1 min-
ute, to revise and extend his remarks and
include extraneous matter.)

Mr. ALLEN. Mr.-Speaker, I am in re-
ceipt of a telegram from the Governor
of our State of Teunessee which reads
as follows: 2

STATE CaAPITOL,
Nashville, Tenn.,
Representative CLIFFORD ALLEN,
House of Representatives,
Washington, D.C.

I urge you o join me In bi-partisan opposi-
tion to the planned visit by former Presi-
dent Nixon to China.

I scriously question that a former Presi-
dent of the United States can ever again
act as a private citizen. Mr. Nixon is inti-
mately familiar with the details of our na-
tional security. Almost certainly, whatever
he says will be taken as “official” policy. The
very fact that he is going will likely be in-
terpreted as a U.S. foreign policy decision,

This visit comes in the midst of an inter-
nal struggle in China. Mr. Nixon runs the
risk of getting caught in that controversy.

It is imperative that America speaks with
one tongue in sensitive matters of foreign
policy. R

There is also the question of the personal
safety of the former President.

Theze guestions must be raised in concern
for the national interest, and I ask you to
Joinn me in opposing this visit.

; _Gov. RAy BLANTON,

Mr. Speaker, I also wish to insert into
the Recorp at this point a felegram I
have received from Mr. John Jay Hooker,
-one of the prominent citizens of the State
of Tennessee, which reads as follows:

NASHVILLE, TENN,,
February 8, 1976.
Representative CLIFFORD ALLEN,
Washington,\D.C.

My Dear CoNGRESSMAN: You have always
spoken out on behalf of the people concern-
ing matters that aflect the best interest of
cur country, I'm sending you this telegram
for the purpose of suggesting that you iniro-

CONGRESSIONAL RECORD — HOUSE

duced a sense of the Congress resolution,
asking foriner President Nixon to forego his
announced trip to Peking. I feel and I believe
and an enormous number of people both
Democratic and Republican that Presidsnt
Nixon's trip is dangerous and hostile to the
best interest of America.

It is impossible for former Presidenti of the
Uniled States to travel in a foreign country
on a private citizen basis, We must provide
Secret Service protection and every safeguard
to see that nothing happens to a man who
possesses the most guarded secrets of our
Nation. This proposed trip would be expensive
to the U.S. tax payers and could give the
impression to people in communist countries
that Richard Nixon still speaks for America,
For the aforesaid reasons and many others,
I urge you to consider the above outlined
course of action.

Sincerely,
Jorn Jay HOOKER.

S

LU OGLLI—A 0-YBEAR APPROACH

The SPEAKER pro tempore (Mr.
BonkEer). Under a previous order of the
House, the gentleman from Washington
(Mr. Apams) is recognized for 60 min-
utes. ,

Mr. ADAMS. Mr. Speaker, in July of
1974 the Congress embarked upon a new
approach to responsibility in the budget
process. This new approach, outlined in
the Congressional Budget and Impound-
ment Control Act of 1974, was designed
to end years of frustration in the Con-~
gress and in the Nation with our budget
procedures. That frustration grew out of
the inability of Congress to consider the
budget as a whole, to consider each ex-
penditure decision as it affected other
Qecisions and overall budget totals, and
to relate spending decisions to the over-
all management of the economy.

Although we are still in the process
of implementing this important legisla-
tion, I think it fair to say that there has
been improvement. We now have the
capability to behave in a fiscally respon-
sible fashion and to make individual
program decisions with a better knowl-
edge of the impact of those decisions on
the budget and on the economy. In my
capacity as chairman of the House
Budget Committee, I have had the op-
portunity to be a part of these develop-
ments. We can take pride in our achieve-~
ments, buf we should recognize that this
year will be the time of testing for the
entire congressional budget process. -

We should also recognize that the
American people are aware of the need
for fiscal control; and that they are
aware we now have the tools to exercise
that control. Thus we must use them
responsibly if we are to remove the pub-
lic dissatisfaction with the results of our
existing decisionmaking processes.

There are many sources of dissatis-
faction, all readily understandable. OQur
national economic management leaves
much to be desired. We continue to ex-
perience both high infilation and high un-~
employment, and virtually all forecasts,
public and private, predict an unduly
slow improvement on both these eco-
nomic fronts. We lack a consistent ap-
proach to our problems cf natural re-
sources and the environment. In energy,
for example, our expressed concern for
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energy independence is contradicted by 2
years of increasing reliance on foreign
oil. We have spent and are spending sub-
stantial sums to combat crime and
poverty, to improve housing, and o save
our central cities. Still, our successes are
often overshadowed by dramatic failures.
Finally, there is a growing national con-
cern that government may have grown
tco large and complex, although there is
clearly no agreement on precisely what
to do about it.

These problems would be more bear-
able if we had the sense.that they were
being corrected over time and that things
will be better next year and the year aftexr
that. Public opinion measures suggest
that Americans do not have such opti-
mism, either about these problems or
about the ability of our institutions to
cope with them. Nor do I find widespread

ptimism within the Congress. The peo-
Rle could take heart if the President were
cRarting a course for our Nation that
commands the support of a majority.
Yet it is clear the President has not ob-
tained that majority among the people
for the budget and economic program
presented to us last month. )

Some suggest that our problems might
better be addressed by a national eco-
nomic planning body. However, such a
group cannot substitute for leadership
on the part of cur national elected of-
ficials.

Our people also look to their leaders
in Congress, particularly the majority
party, for some sense of direction for
the Nation. While Congress, as a repre-
sentative body, must reflect the same
diversity as the Nation, this diversity
cannod becomc an cxcuse for failing to
think ahead about our national prob-
lems and their solutions. As Members of
Congress we should be thinking and
planning in broader terms to improve
the decisions we make today and to lay
the groundwork for a more responsive
and effective government. Only with
such an approach can the Congress pro-
vide the programmatic leadership the
Nation needs.

As we face decisions on the budget
for fiscal year 1977, it is clear that we
can easily make those decisions without
thinking ahead. We can continue to en-
act programs without knowing how to
assess their performance, or how to eval-
uate the need for their continuation. We
can continue to make commitments to
automatic cost escalations in future year
without knowing whether and how these
commitments can be fulfilled. We can
continue to initiate development and pro-
curement of weapons systems without
facing up to the consequences and costs
of full production. In short, we can easily
make many poor decisions.

I want us to avoid such a piecemeal
decisionmaking process. Our new budget
procedures are significant because they
force the Congress to consider together
all revenue and expenditure decisions not
only each year, but for several years at
a2 time. Businessmen have long recog-
nized the need for planning over several
years. It is time that the Congress rec-
ognized that planning can, and usually
does, result in better decisions. Just as
we can no longer separate decisions on
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one function from those on another, we
cannot separate decisions on this year's
spending from next year's. To avoid this
artificial separation, I am taking this
occasionn to express my own views on
where the United States should be going
during the next 5 years in dealing with
the economy and the budget.

A multiyear approach to the Federal
budget is necessary as a practical mat-
ter. The built-in base of commitments
and programs already underway makes it
very difficult to carry out significant
changes in any 1 year's budget. More
lead time is required for major changes
to take effect. In addition, a multiyear
perspective will improve the quality of
decisions within Federal agencies where,
for example, procurement and construc-
tion programs can be better managed
when approximate levels of available re-
sources are known in advance. The same
is true for State and local governments
assisted by Federal funds.

A multiyear approach also provides our
only real opportunity for dealing with
those programs generally referred to as
“uncontrollables.” Increasingly, we rec-
ognize that decisions with relatively mi-
nor financial impact in this year’s
budget have major consequences in later
years. For example, our retirement sys-
. tems are funded on a current basis.
Thus, decislons made now on benefit
levels, retirement age, and related. fac-
tors have littie impact on the current
budget, but massive and cumulative im-

pacts on our future budget choices. The’

current military and civilian pay and re-
tirement systems are creating liabilities

- for decades to come., We should face the
full extent of prospective liabilities now,
when we can do something about them,
rather than later, when we can do noth-
ing but honor our commitments or ar-
bitrarily cut back on them.

As I present my 5-year approach to the
budget and the economy, it should be
clear that I speak only for myself, and
not for any other members of the Budget
Committee. I do so with the hope that
my general approach to these matters
will become a matier of full discussion
this year, not only in the Budget Com-
mittee but throughout the Congress and
the public as well.

Full discussion of the budget through-
out the Congress is most important, be-
cause it is the Congress which must make
these decisions. The resolutions which
the Budget Committees produce are a
critical step in a deailed process. Every
committee of the Congress is participat-
ing in developing recommendations for
inclusion in the first budget resolution,
and each House of Congress must dehate
and adopt that resolution.

The content of the second budget reso-
lution, to be adopted by both Houses in
September, will be influenced by all of the
spending and.revenue actions the Con-
gress takes during the summer months,
and will afford an opportunity to put
those decisions in context. In short, the
congressional budget process should be
viewed as an effort of the entire Congress,
not just the Budget Committee.

Now, it is time that the process of
making choices begins again. Just as
many people are not pleased with the

CONGRESSIONAL RECORD — HOUSE

President’s recommendations, many will
not be happy with mine or with those the
Budget Commitiee will be developing
over the next several weeks. Yet we know
enough about likely economic develop-
ments and governmental programs to
know that we cannot have everything.

We can buy the elimination of poverty
as it is now defined, We can buy more
divisions, more aircraft carriers, .and
more missiles. We can buy a substantial
upgrading of the Nation's housing stock
or of its transportation systems. We can
invest our resources in a massive upgrad-
ing of private investment in business
plant and equipment and thus in our na-
tional productivity. What we cannot do,
at least not in the next 3 to 5 years, is
to do all of these things at once. When
Government resources are scarce, and
they are, achievements in one ficld come
only at the expense of achievements the
resources could buy in some other field.

We have no choice but to make
choices. We also have the choice of de-
termining that our choices will be as ra-
tional as we can make them. I offer the
following approach in that spirit.

AMAJOR ELEMENTS OF THE FIVE-YEAR APPROACH

My 5-year approach seeks a strong
economy and a sound budget. Neither is
attainable without the other. The con-
gressional budget process gives us the
tools by which these complementary ob-
jectives can be attained.

My recommendation for the economy
is easily stated: We must move steadily
toward full employment and reasonable
price stability, as sgon as practicable. We
can achieve that goal through a combi-
nation of existing job-creating programs,
tax policies, a new program of employ-
ment in both tlie privale and public sec-
tors, and a series of structural reforms
to reduce unemployvment, improve pro-
ductivity, and promote price stability.

My recommendation for the budget is
as follows: Overall spending for existing
programs should be held below the
amounts needed to carry out current
levels of governmental activities and
services.

If these reconmmendations are followed,
there will be an additional budget po-
tential during the 5-year period, signifi-
cantly beyond the current services spend-
ing level, that can and should be used for
additional tax reductions, expansions of
worthwhile existing programs, and new
program initiatives. However, achieving
this additional budget potential will re-
quire more than a commitment to hold
spending to reasonable levels. At the
same time, we must work hard to effect
program and management reforms that
will enable us to provide more and better
services in some areas, and the same
services at lower cost in others. This
means increased emphasis on program
simplification and reduced paperwork, as
well as on reducing and eliminating
lower-priority programs and activities, to
make room within the current services
level for needed expansions of services.

Finally, while holding spending below
cmrent services levels, I recommend a
major reorientation of priorities that
better reflects the Nation’s needs. This
reorientation would have the follomxw
maJor features:
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A comprehensive federalized welfare
reform program phased m during i
4-year period beginning m fiscal yes;
1978. This reform, widely recognized to
be long overdue, will resuit 1n substantia)
overall savings to hard-pressed State and
local govermments while, at the same
time, putting an end to the irrational
set of duplicative and often inequitable
programs that have done so much to
reduce confidence in government at all
levels.

Higher spending than proposed by tt.
President for income security, health
education, veterans, and energy pro-
grams; and

A reasonable, but restrained, budget
for defense and international affairs. If
we move now on some of the fastest rising
components of defense costs and reorient
priorities within the Defense Establishi-
ment, we will remain the world’s strong-
est military power without Increasing the
defense budget in real terms.

If this overall approach {s carried cut.
it would produce the following projected
revenue, outlay, and deficit/surplus levels
for the fiscal year 1977-81 period:

5-YEAR BUDGET TOTYALS—FISCAL YEAR 1977-81
[In bitlions of dollars; fiscal years]

1977 1978 1979 1980 158
Outlays.._..._.:. 410.3 441.6 468.0 497.0 529 S
Revenues. ... ... 360.7 420.2 464.0 523.2

Deficit; surplus.... —49.6 ~21.4 ~34.0 262 +59 2

These projections illustrate potential
ranges of spending and receipts, and
resulting deficits and surpluses. Emer-
gencies such as another energy ecrisis.
good news such as higher~-than-expected

"

revenues, or mandated spending for par- .

ticular activities would, of course, change
actual spending, revenues, and the defi-
cit or surplus in any particular year.

It should be emphasized that the sur-
pluses projected, particularly for fiscal
years 1980 and 1981, should not be re-
garded as projected “actual” surpluses,
The economy could not stand the mas-
sive withdrawal of purchasing power
that surpluses of this magnitude would
imply, and, in any event, these resources
should be used to meet the needs of our
people. These funds are the additional
budget potential I referred to earlier.
They should be used for such major
purposes as—

First, to provide stimulus to the econ-
omy, as may be needed in any particular
vear. During the next several years it
may become necessary to reduce taxes
or increase outlays in order to maintain
the annual rate of real growth needed
to move toward full employment.

Second, to provide permanent tax re-
duction, primarily for lower- and mid-
dle-income individuals and families., As
averaze incomes and, therefore, average
tax rates increase with inflation, fairness
requires that we adjust for past inflation
by offsetting these automatic tax in-
creases—at least partially—through fur-
ther permanent tax reductions, a nec-
essary step to maintain a progressive in-
come tax system.

And third, to expand worthwhile ex-
isting programs and to fund new pro-
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gram initiatives. Although welfare re-
form can be accommodated within the
aggregate spending required to maintain
current services, the need to expand
many important existing programs and
to embark upon new programs will in-
evitably arise. For example, it is widely
anticipated that during the next 5
years the President and the Congress
will agree on a basic national health in-
surance program. Although such a pro-
gram may require only $100 to $300 mil-
lion to initiate, when fully implemented
it will cost many billions of dollars. Such
a major national effort must be expected
and accommodated by our budsget
policies.

THE ECONOMY—TOWARD FULL EMPLOYMENT

AND PRICE STABILITY

During the 5-year period, I believe that
providing economic opportunity for our
people will remain the Nation’s No. 1
priority. We are recovering from reces-
sion;: yet we must move more vigorously
to reduce our unacceptably high unem-
ployment rate.

The President's budget and economic
message make clear that the administra-
tion is willing to tolerate a high rate of
unemployment for years to come. The
President’'s budget contemplates an un-
employment rate of 7.7 percent for 1976
and 6.9 percent for 1977. Not until 1981

do the President’s projections fall below -

5 percent. Beyond the unemployed them-
selves, a high unemployment rate indi-
cates that millions of people are not ac-
tively seeking work—and thus not count-
ed as unemployed in our statistics—be-
cause they are convinced that no jobs are
available for them. These people, too,
must be brought back into productive
employment.

I find the President’s projections un-
acceptable in terms of underutilization
of our human resources; in terms of idle
productive capacity; in terms of a re-
sponsible national economic policy; and,
above all, in terms of the needs of mil-
lons of individuals and families who
suffer from unemployment. Our second
budget resolution for fiscal year 1976 is
designed to achieve a goal of 7 percent
unemployment by the end of calendar
year 1976. We should further commit
ourselves to reducing unemployment be-
low 6 percent by the end of 1977, 5 per-
cent by the end of 1978, and to substan-
tially full employment in 1979 and 1980.
Our reservoir of unused productive ca-
pacity should permit us to achieve these
goals while continuing to moderate in-
flation, with the Consumer Price Index
averaging a 5.4 percent rate of growth
over the 5-year period, and below 5 per-
cent’'in 1980 and 1981,

To achieve these goals, we must act
more vigorously this year, The Presi-
dent’s budget simply does not do enough
to stimulate the recovery we need. In fact
many economists feel that it will arrest
the recovery now underway.

My projections of receipts and outlays
are based on the economic assumptions
contained in appendix A. I believe we
will be able to reach these goals through
the prompt implementation of existing
employment-generating programs, such
as the Public Works Employment Act of
1975, the reordering of our spending pri-
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orities, and the following tax policies,
employment program, and structural
reforms. = i

Tax policy: The $18 billion in tax re-
ductions enacted in December 1975 must
be made permanent. The reductions and
rebates of early 1975 demonstrated once
again that tax policy can be a swift and
effective stimulus for a lagging economy.
The resulting increase in demand helped
to promote new jobs in the private sector
which will remain the principal source
of employment for our citizens. Further-
more, if is likely that additional tax re-
ductions will be needed during the next
5 years.

As stated earlier, these additional tax
reductions should focus primarily on
lower- and middle-income individuals
and families. The combination of pro-
gressively higher social security taxes
and inflated incomes pushing these indi-
viduals and families into higher tax
brackets has placed an inordinately high
burden on the average working person.
Additional tax reduction is absolutely
essential, both as matter of equity and
as a tool to generate demand and pri-
vate sector employment to avoid future
recessions, Such tax reductions must be
coordinated with our move to welfare
reform and overall tax reform.

It is impractical to specify at this point
precisely when further reductions should
be adopted by the Congress. Clearly,
much depends on the course of the re=
covery this year and in 1977. It should
be noted that many economists, includ-
ing the President’s Council of Economic
Advisers, predict a lower rate of growth
in 1877. If such forecasts prove correct,
additicnal tax reduction may well be
needed in late 1977 or early 1978. My
projections call for an additional tax cut
of approximately $10 billion effective
July 1, 1978.

While I believe the Congress should
extend the $18 billion tax cut of 1975
permanently, we should reject the addi-
tional $10 billion in tax reductions pro-
posed by the President, as well as his
proposed increases in social security
taxes. The President's tax policy—be-
yond the reductions in existing law—
fails on several counts.

Nearly two-thirds—approximately $6.2
billion—of this additional tax reduction
is intended to stimulate business spend-
ing, despite the increasing evidence that
tax stimuli during economic recoveries
serve merely to reward activities that
are already taking place. Furthermore,
since the additional $10 billion in tax re-
ductions appear {o be contingent on con-
gressional action to reduce spending by
an equal amount, any economic stimulus
hoped for by the President would be
completely offset. In fact, the combina-
tion of such spending reductions and the
President’s proposed social security tax
increase, if adopted, would result in a
sharp reduction from the stimulative ec-
onomic policy being pursued this year.

Finally, the overall tax package should
be rejected simply as a matter of equity.
The $10 billion reduction would benefit
primarily corporations and higher-in-
come individuals, while offsetting payroll

tax increases would be levied on lower- .

and middle-income wage earners.
The economic stimulus needed by the

-
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economy in fiscal year 1977 should be
provided through a continuation of the
1975 tax cuf, substantially higher though
still restrained spending than proposed
by the President, and prompt aclion by
the Congress and the President on such
targeted unemployment-fighting pro-
grams as the accelerated public works/
countercyclical assistance program and
the public service jobs program. To-
gether with an accommodating mone-
tary policy, these steps will enable the
recovery to continue and gather mo-
mentum during the latter part of the
year and into 1977. .

The tax policy discussed above should
*be accompanied by a comprehensive pro-
gram to achieve meaningful tax reform,
one of the most challenging and difficult
tasks facing the Congress in recent
years.

The need for reform is widely recog-
nized. The public is understandably frus-
trated by our present tax system, which
has grown helter-skelter in response to
the cries for tax relief from one or an-
other influential group with a real or
perceived “special” problem: which
treats a dollar earned by one’s own la-
bors as inherently more taxable than a
dollar earned by investment; and which,
despite our lip service to tax equity, re-
lies increasingly on higher payroll taxes
for lower- and middle-income wage
earners while providing special freat-
ment for upper-income individuals. The
portion of overall taxes borhe by indi-
viduals continues to climb, while corpo-
rate taxpayers pay increasingly less. .

The Budget Act requires the President
to give close scrutiny to existing tax
preferences, called ‘tlax expendilures.”
In fiscal year 1976, tax expenditures
totaled approximately $92 billion and are
expected to reach nearly $135 billion by
fiscal year 1981. In addition, new tax ex-
penditures proposed by the President and
others are now under consideration.

A meaningful program of tax reform
must carefully consider our entire tax
system and both existing and new tax
expenditures to achieve the objectives of
tax fairness, tax simplification, and a
significant revenue gain. The House
made modest progress toward achieving
this latter objective when it passed H.R.
10612, the Tax Reform Act of 1975, now
awaiting Senate action. This bill is ex-
pected to raise $1.5 billion in fiscal year
1977, and up to $2.4 billion in fiscal year
1981. However, current estimates indi-
cate that by fiscal year 1981 the tax
expenditure budget is likely to rise by
almost 38 percent, unless further steps
to restore the tax base are taken.

Congress should recognize that fax
expenditures represent one of the most
‘“uncontrollable” areas of Government
spending. Excepl in very unusual cir-
cumstances, we should not enact any
additional permanent tax expenditures.
Rather, we should limit their availability
to fixed time periods, which would per-
mit a more rational assessment of their
results and continued need.

The prime responsibility for initiating
such a program of tax reform must
necessarily rest with the Ways and
Means and Finance Committees. These
committees must recognize that tax re-
form is a key ingredient in any 5-year
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projection of national needs and overall
fiscal policy. They should consider very
seriously the proposition that enactment
of any new tax expenditures should be
accompanied by o/lsetting réductions in
existing tax expenditures.

Every functional category of the
budget includes certain tax expenditures
which may be appropriate candidates for
elimination or modification. In the na-
tional defense function, for example, our
move to a volunteer army and pay com-
parability with the private sector has
brought into serious question the con-
tinuing need for the $650 million annual
tax expenditure for exclusion of bene-
fits and allowances to Armed Forces
personnel. In the international affairs
function, the $1.5 billion subsidy in fis-
cal year 1977 for deferral of income for
foreign controlled corporations, DISC,

. modified in the House-passed tax reform

bill, should be examined to determine if
it simply rewards activities that would
take place in any event.

In the natural resources function, a
proper target for reform is the deduc-
tion for interest on State- and local gov-
ernment-backed pollution control bonds.
This highly questionable tax expenditure
cost $110 million in fiscal year 1975, and
is expected to cost $490 million by fiscal
year 1981. It may well be that pollution
control expenses should be regarded as a
cost of doing business and not entitled
to governmental assistance, or there may
be a more efiicient and less expensive
means of bearing these costs, without
creating additional competition for
States and localities that are already
having trouble marketing obligations for
their own programs.

A concerted effort to eliminate or
modify these numerous and often costly
tax expenditures can produce significant
revenue gains during the 5-year period.
These gains should be used primarily for
additional tax reductions for lower- and
middle-income individuals and families.

A new employment program: In addi-
tion to the tax policy outlined above, the
severity of the current recession makes
it clear that traditional economic stim-
ulus measures will not return us to full
employment. Additional efforts will be
necessary to put people back to work,
rather than merely providing income
support.

During the past year, a number of bills
have been introduced to stimulate em-
ployment in the private sector, primarily
through tax credits. These bills recog-

' nize the reality that the private sector

is our largest employer and that it is
there we must look for major increases
in employment. At the same time, many
important sources of employment, such
as nonprofit organizations and govern-
ment enterprises, would not benefit from
these tax-credit approaches. In addition,
the tax credit approach would further
complicate our tax system by enacting
_yet another tax expenditure, rather than
a program which could be serutinized an-
nually through the traditional appropria-
tions process.

“To encourage employers of all types
to hire additional workers, I propose that
appropriate House committees consider
@ program to subsidize the hourly wage
of newly employed workers for a 3-year
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period. A subsidy of 60 cents an hour
the tex-credit approach would further
during the first year of employment—
$1,200 a year per employee—should be
sufficient to induce employer participa-
tion. The subsidy would decline in the
second and third years of the program.
The eontinuing, but declining subsidy re-
flects the fact that as the employee gains
experience, his value to the employer is
increased and the need for subsidy is
decreased.

The program should focus on individ-
uals with the greatest hardship—heads
of households over 25 years of age and
persons under 25. In both cases the in-
dividuals would have to have been unem-
ployed for at least 8 weeks. Thus, the
individuals being helped would be those
who have the most difficulty in finding
jobs and those with families to support.
The program would not reach persons
changing jobs, but would be designed, in-
stead, to create new jobs which provide
meaningful work.

The program would be a temporary
one, for use whenever employment needs
to be increased, and automatically phases
down as unemployment drops. It could
be administered through existing State
employment offices.

Details of such a program should be
developed by the appropriate legislative
committees. These committees should be
particularly concerned to minimize the
potential substitution effects of the pro-
gram. The number of people to benefit
from the program, and thus its overall
cost, would depend upon these details.
However, if the program reached only
15 percent of the approximately 7.3 mil-
lion unemployed, over a million persons
would benefit and the unemployment
rate would be reduced by more than 1
percent. At a 1 million job level, the pro-
gram would cost approximately $1.2 bil-
lion in the first year of operation and,
as the unemployment rate dropped, its

‘cost would decrease to zero in the fourth

year after enactment.

I urge the Congress to consider the
adoption of such a program. If enacted
during this session, and partially imple-
mented in fiscal year 1977, it would pro-
vide an additional stimulus to the econ~
omy nexi year when, as stated earlier,
many economists forecast a reduced rate
of economic recovery.

My projections provide for assistance
for 500,000 jobs in fiscal year 1977, for
1 million jobs in fiscal year 1978, and a
phasedown of the program during fiscal
year 1979 and fiscal year 1980.

Structural reforms: In addition to the
tax policy and new employment program
outlined above, there remain a great
many structural reforms in our economy
which should be addressed to assure a
stpng economy during and beyond the
5-year period.

The most important, in my view, is {o
achieve a more effective integration of
fiscal and monetary policies.

Under our new budget procedures,
Congress and the executive branch have
the tools to prepare a budget premised
on a fairly precise fiscal policy, expressed
in terms of Government outlays, reve-
nues, and deficits or surpluses. Yet the
Congress and the Executive must do so

February 18, 19:¢

without knowing, with sufficient cer-
tainty, what monetary policy will be fol-
lIowed for the budget year. Although the
Federal Reserve Board, through it
Chairman, now announces its monetary
targets for the year, there remains great
reluctance by the Fed to commit itself to
a sustained course of action.

James Twhin, former Chairman of the
Council of Economic Advisers, recently
suggested that our budget resolutions in-
clude an explicit statement of the sen:e
of Congress as to the desiiod path of U
economy during lha fiscal vear, to be
nieasured by the growth of GNP, the rate
of inflation and unemployment, and
other appropriate macroeconomic in-
dices. This sense-of-the-Congress deter-
mination would be established with full
consideration of the administration’s
proposals and the views of the Fed. Mr.
Tobin believes that such an explicit
statement of economic goals would help
induce the Fed to carry ous its monetary
policies in a manner that more fully
supports Congress economic objectives.

I hope this suggestion will be widely
discussed in the Congress and in the ex-
ecutive branch. Although we cannot as-
sure economic performance through the
adoption of budget resolutions, we can
set forth more specific goals and policies
for all economic decisionmakers. If Mr.
Tobin’s suggestion is adopted, it would
help to put an end to the spectacle of
conflicting fiscal and monetary policies
which have produced so much economic
havoc in recent years.

Only slightly less important is the need
for the Congress to begin the arduous,
but essential task of eliminating institu-
tional barriers to competition. Many of
our Federal regulatory agencies—estab-
lished to promote and maintain compe-
tition—dre no longer functioning effec-
tively. They often serve {o reduce produc-
tivity and increase prices. I believe their
operations and overall effectiveness
should be reviewed by the Congress, and
necessary reforms implemented.

Structural reforms can also help to
reduce unemployment. For example, the
House has twice passed legislation to deal
with the problem of illegal aliens hold-
ing jobs that would otherwize be avail-
able to American workers. This legisla=
tion, which provides for penalties for
employers hiring illegal aliens and for
more effective enforcement of existing
laws relating to illegal aliens, should be
enacted by the Congress. And, the nu-
merous work disincentives inherent in
many of our welfare programs should be
eliminated through enactment of com-
prehensive welfare reform legislation—
as proposed by the Joint Economic Com-~
mittee’s Subcommitiee on Fiscal Affairs.

We should also recognize that our over-
all economic goals cannot be achieved
unless meanin<ful actions are taken to
combat inflation. Reform of our regula-
tory agencies and elimination of the leg-
islative “sacred cows” referred to above
are important steps toward this end. So
too is the Congress commitment fo a
responsible fiscal policy, one that reduces
budget deficits as the economy impraves
and sets, and abides by, @ politv of liv~
ing within available revenues as full em-~
ployment is reached.

In addition, regardless of the adminis=
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tration in power, the Congress should in- -

sist upon vigorous enforcement of the
antitrust laws, a national policy as dften
ignored as it is universally acclaimed.
The need to encourage price competition,
as well as to enforce our antitrust laws
in areas where Government agencies op-
erate to discourage such competition, is
more urgent than-ever.

Finally, the Congress and the Presi-
dent should initiate a comprehensive re-
view of the Consumer Price Index, our
principal measure of price iniation. As
an increasing number of Federal pro-
grams and wage and price decisions are
indexed, it is essential that the CPI re-
fiect only true inflationary increases and
not increases due to changes in quality.
This review should also include the de-
velopment of special indices, appropriate
to groups such as retired persons, which
can more precisely measure the rate of
inflation affecting their purchasing
power.

These many and varied actions cannot
be undertaken this year or even next.
However, we should recognize that last-
ing economic prosperity cannot be as-
sured solely through Federal budget pol-
icies. Action is needed in many areas, and
it is the responsibility of Congress to deal
with the full range of economic concerns.
FEDERAL SPENDING AND NATIONAL PRIORITIES

The President's fiscal rear 1977 budget
proposes a sharp reduction from the rate
of growth in Pederal expenditures ex-
perienced over the past several years.
The extreme nature of this change is
clear from a comparison of the growth
in outlays for the past several years with
the growth rate preposed by the Presi-
dent for fiscal year 1977.

Growth in total outlays
[In billions of dollars}
Percent

Fiscal year: Outlays change

< ARSI o T $211, 425 7.5
TIEL | oo scncmmt o i e e A 231, 876 9.7
3 1 R R 2 246, 526 6.3
1974 ---- 268,392 8.9
1070 ccomvismrmn e aame 324, 601 20.9
1976 (estimated) ...~ 378, 535 15.1
- 1y (S SRS 394, 200 5.6

In considering this comparison, it
should be noted that the fiscal year 1876-
77 growth should be expected to be some-
what larger than normal because of- the
growth that occurs in the intervening
transition guarter.

The President’s recommendations for
fiscal year 1977 are well below the costs
of continuing current services as esti-
mated by both the Office of Management
and Budget and the Congressional
Budget Office. Specifically, for fiscal year
.1977 the President’s recommended out-
lays would be $20.3 billion less than the
OMB current services projection and
$30.7 billion below the projections of
CRO.

The President’s recommendatxons, if
accepted. would signal a significant
change in national prlormes as shown in
the following table:
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CHANGE IN OUTLAYS BY MAJOR ACTIVITY

fin bitlions of dollars]

Fiscal year—

i Percent

Activity 1976 1977 change
Defense and jinternational

BHBIES. «.cciom s em v mrmsgmas 98.5 108.2 9.8
-Interest on the national

debt et 34.8 A1.3 18.7
Social security and relire-

ment commitments____.... 811 92.1 14.3

Helping peopleathome.____ ... 159.5 152.0 —4,7

This table shows that while the Presi-
dent generally accepts our commitments
to retirees and interest costs, hie is recom-
mending that expenditures on other do-
mestic activities be reduced in real—in-
flation-adjusted—terms. At the same
time, expenditures to project U.S. power
abroad are being increased in real terms.

I do not believe that such a radical shift
in pricrities is desirable. States, local
governments. taxpayers, and individuals
should not bear the brunt of the Presi-
dent’s reductions. In fact, I do not con-
sider these priorities as representing a
reasonable or useful starting point for
congressional deliberation on the budget.
As an alternative, I have prepared a
series of projections of receipts and out-
lays reflecting what I believe congres-
sional priorities should be,

Obviously, such projections are haz-
ardous. New and unforeseen events,
cyclical fiuctuations in the economy, and
changing congressional priorities will,
and should, be the basis for adjustments
as we proceed through the next 5 years.
But, I feel that such projections can be
more useful as a beginning 1or policy de-
liberations than current service prOJec-
tions.

Using a 5-year projection, Congress
can consider current problems in light of
likely future circumstances and see their
long run implications. The fiscal year
1877 portion of the projections represents
the starting point of the overall approach
and should be viewed as such.

Some indication of how this recom-
mended program differs from the current
service projections of CBO and the 5-year
projections of the President's budget
policy can be seen from the table below:

PROJECTED OUTLAYS

{in billions of dollars; fiscal yéars]

1977 1978 1979 1980 1981

CBO current services.._ 4241 463.9 4951 530.5 564.0
President's program. .. 394.2 429.5 455.7 4825 509.9
Rerommended policy... 410.3 441.6 468 0 497.0 529.5

The recommended policy contains sub-
stantially higher outlays than the Presi-
dent’s program, primarily for Federal
domestic programs. The President’s
5-year projections carry forward the
shift in priorities begun in the 19877
budget. and are not acceptable for the
same reasons his 1977 recommendations
are not acceptable. The policy I am rec-
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ommending proposes spending below
current services projections, but its fune-
tional components vary substantially
from those projections.

Appendix B contains a comparison of
5-year projections of outlays, receipts,
and surplus/deficit for the three ap-
proaches, together with outlays by major
function.

While the recommended projections
are well above those of the President,
they are clearly well below the sumn of all
expenditures that Members of Congress
would like to be able to finance. Reaching
the projections of the recommended pro-
gram, particularly in the early years, re-
quires that we avoid adoption of major
new programs and significant expansions
of existing programs, except to the ex-
tent that such additional spending can
be financed out of reductions elsewhere.
Thus, difficult decisions and considerable
restraint will be needed.

But, if followed; this program will en-
able the Congress to achieve the options
of tax reduction, additional economic
stimulus, and new program initiatives
through additional budget potential in
future years, while holding the deficit to
reasonable levels this coming year. These
decisions Congress faces are mild com-
pared to some of the cutbacks being car~
ried out this year by many States and
cities, and mild compared to some of the
decisions that individuals have been
making to cope with their declining real
incomes.

In the function-by-function discussion
which follows, only the highlights of a
potential congressional approach to the
budget are presented. The functional
totals by year appended to this statement
reflect explicit program assumptions
spelled out in the discussion together
with an underlying concept that other
programs are assumed to remain at cur-
rent service levels. However, in some cases
the underlying detail in functional pro-
jections may refiect differences in esti-
mating techniques and presumed changes
in smaller programs. Consideration of
these smaller programs will obviously
take place in the context of the congres-
sional budget and appropriations process,
without impacting on overall priorities
and the broader aspects of the Federal
budget for the next 5 years.

FUNCTION 050: NATIONAL DEFENSE

[Outlays in biltions of dollars; fiscal year}

1977 1978 1979 1980 1821

Currenl services (CBO, &
135.6

_____________ 103.4 114.5 118.0 127.2
Presadentsbudget ..... 101.1 112.9 121.5 132.4 {42.8
Recommended.._._____ 100.0 107.0 113.0 1i8.0 126.0

My projections of Defense budget
needs are based on assumptions of world
conditions substantially the same as
those used by the President in prepar-
ing his budget. Thus, these projections
assume that our system of alliances and
commitments will remain relatively sta-
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ble over the 5-year period; that no ma-
jor new threats to our national security
will develop; and that we will want to
continue an adequate level of force mod.-
ernization without increasing our force
structure.

This year the Congress must make
major procurement decisions with re-
spect to the B-1 bomber, the Trident
missile, outfitting new Army divisions,
and equipping Air Force tactical fighter
* wings. If the Congress approves the
President’s requests in these areas, it
will add billionsof dollars to the defense
budget by fiscal year 1981, I do not be-
lieve we can begin all of these massive
new programs at the present time when
budget restraint is being required in all
other programs.

The outlay projections contained in
the President’s budget for fiscal year
1977 indicate that the Defense function
will increase by an average of 10 percent
per year to a level of $143 billion in fiscal
year 1981. There is liltle evidence that
the Department of Defense is seriously
considering alternatives which would
moderate this dramatic increase.

The President’s projections provide
for an average rate of inflation of 6 per-
cent for purchases, “comparable”’ pay
and retirement costs after fiscal year
1977, and a real growth in defense out-
lays of approximately 3 percent per year
to provide for increased technology and
force modernization.

My recommendation would provide an
annual average increase of 6 percent for
defense purchases to accommodate in-
flation and technological improvements.
It would require modernization of the
military compensation structure and re-
vision of the civilian pay structure in
order to acheive comparability on a total
compensation basis by fiscal year 1681,
In the intervening period an increase of
5 percent per year would be allowed to
cover cost-of-living adjustments in the
pay area. On this basis, approximately
$126 billion will be required for the de-
fense function by fiscal year 1981. Con-
tinued modernization would be accom-
plished with savings made by the more
efficient use of manpower and by reduc-
ing the support and training establish-
ment.

This strategy is based on the convic-
tion that we can provide for all of our
defense needs without increasing the
defense share of the budget if we are
willing to tackie the difficult and some-
times emotional problems of manpower
costs and weapons systems and do not
adopt an expanded military posture in
the world. .

In focusing on the problem of man-
power costs, I do not mean to imply an
endorsement of the need for each of the
weapons systems proposed by the De-
partment of Defense, nor acceptance of
the current level of weapons syvstem ac-
quisition funding. Rather, I believe that
the significant defense budget increases
provided in recent years, and projected
for the future, are not solely attributable
. lo the procurement accounts. Their prime
cause is the soaring cost of manpower
and the inability of the defense sector
to shirink its support establishment from

CONGRESSIONAL RECORD — HOUSE

its Vietnam peak to a level appropriate
to support the current forces.

I recognize the difficulty of making
significant changes in the number of per-
sonnel and personnel compensation. But
unless we correct inequities and restore
balance to the defense budget we will
not provide for increased national secu-
rity no matter how much of our resources
we devote to the deiense budget. Con-
versely, if we can make progress on these
tough manpower problems, we can in-
crease our national security with little
or no increase in defense spending.

The total cost of defense manpower
in fiscal year 1976 is estimated at 54 to
60 percent of the total DOD budget, de-
pending on varying definitions of what
should be included under the general
category of manpower costs. The costs
have risen dramatically since the enact-
ment of the comparability pay system
in 1968 and the development of the all-
volunteer force. Yet, there are no real
standards to determine the appropriate
levels of compensation. Today’s system of
compensation is more complicated than
comparable, It mixes fringe benefits pro-
vided when pay was abnormally low with
new benefits and pay increases added
separately and at different times. As a
result, there are now indications that
military and civil service compensation—
except at executive levels—have exceeded
what could reasonably be construed as
true comparability.

The time has come for Congress to
face the problem of compensation
squarely and revise the law as necessary
to achieve comparability on a total com-
pensation basis.

All military personnel receive a basic
vey intended to remimerate them for
services rendered. This i3 the principal
element of military compensation. The
amount of basic pay is a function of a
member’s rank and length of service in
the Armed Forces. Unlike civil service
employees, who normally receive a single
salary, milltary personnel are also en-
titled to special pay, bonuses, and allow-
ances depending on such factors as rank,
length of service, marital status, num-
ber of dependents, type of assignment,
and location. .

Military personnel also receive allow-
ances for certain needs that civilians
normally meet from their salaries. All
military personnel are entitled to subsist-
ence and quarters or cash allowances if
these are not provided in kind. The spe-
cific amount depends on a member’s rank
and number of dependents.

A tax advantage results because quar-~
ters and subsistence allowances—
whether furnished in-kind or in cash~—
are not subject to Federal income tax.
As of October 1974, DOD estimated that
the annualized tax advantage to mili-
tary personnel—that is, revenues fore-
gone by the Treasury—amounted to over
S1 billion. Military personnel are also
covered hy social security on a contribu-
tory basis. Thus, at the age of 62 a mili-
tary retiree can receive two annuities
for the same period of service.

I suggest that the Congress decide
upon a comprehensive definition of pay
and develop a system of total compen-
sation. This would involve:
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One, translating all current f:;
benefits info real dollars and sub:tit
one military compensation packace ¢
the current system of base pay and {1
benefits; this would provide a clear :,;
ture of the cost of military compen; ..
tion, which by itself would be a ma:- -
step toward solving the manpower ¢
problem;

Two, reforming the military reiir..
ment system to a vested system on
contributory basis, and reviewing
policy of providing retiremesnt incom:
individuals in their late thirties and
forties;

Three, correcting the system used -
adjust the annuities of retired milito:-
personnel by removing the so-called -
percent kicker, which has cost approxi-
mately $750 million in adjustments in ex.
cess of actual inflation; and

Four, moving toward a selective reen.
listment program, including a reexam.
ination of the reenlistment bonus an
lump sum leave payment system.

I also recommend g close examination
of DOD’s overall trairning costs. The es-
tablishment of a stable Volunteer Arm: -
should lead to reduced training costs. In
fiscal year 1976, the Department of De-
fense estimated that training costs. ex-
clusive of unit training will be approxi-
mately $6.8 billion. At any given time,
1 out of 5 "military personnel will be
involved in some aspect of training. other
than unit training. The student-teacher
ratio is approximately 1.6 to 1. I believe
that savings on the order of $1 billion
can be made over the next 5 years by a
concentrated review of this area with a
view toward econsolidation of overall
training programs and elimination of
many marginal programs.

Finally, the support establishment in
DOD has not decreased in proportion to
the reduction in forces since the height
of the Vietnam war. The difficult deci-
sions on reducing the base structure by
consolidations and closings must be
made. DOD witnesses indicated to the
Budget Committee’s Defense Task Force
that approximately $1 billion could be
saved annually by base realinement. Ob«
viously, this would result in job losses to
individuals. However, if the Con
were to Insist on a policy of guarantcocing
one job offer within Government at the
same grade to each person whose job 13
affected the personal hardship would be
greatly minimized.

FUNCTION 150: INTERNATIONAL AFFAIRS
{Outlays in billions of dolars]

Fiscal year
1977 1978 1979 180 139
Current services (CBO, path
...................... 6.8 2.8 85 93 9%
President’s bodget.....cca. 6.8 7.8 7.8 81 B8:
Recommended._..__...._.._. 63 7.1 69 7.0 L1

My projections for the internationsl
affairs function, which includes funcs
for foreign aid as well as the conduc!
of foreign affairs, takes into account im-
portant recent changes in the world
political and economic situation.

Major oil discoverics in Indonc.i?
Nigeria, and elsewhere, together with in-
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creases in the world price for raw mate-
rials such as bauxite and phosphates,
have significantly altered the economics
of many of the less developed countries.
As a result, many long-time forcign aid
recipients should now be able to finance
development through sales of their re-
sources to us. At the same time, the
dramatic increases in world petroleum
prices have resulted in serious setbacks
for. the economics of other oil-poor
LDC’s. For these countries, continued
foreign aid promises little economic re-
lief in the absence of special pricing or
other economic considerations from the
oil-producing nations. In addition, there
is continued debate, both within the ad-
ministration and in Congress, about pro-
viding foreizn aid to countries that con-
sistently pursue foreign policies against
our interests in the United Nations and
elsewhere.

Based on these considerations, and the
fact that foreign aid funding has not
historically been increased to offset all
of the cost of inflation, my projections
continue foreign economic and financial
assistance essentially at the level pro-
vided in the fiscal year 1976 budget reso-
lution. For security supporting assist-
ance, however, a gradual reduction from
the unusually high fiscal year 1976 levels
is projected. This assumes that progress
toward a peaceful solution to the Middle
East crisis is accompanied by a gradual
reduction in the requirements for mili-
tary and economic aid. For the conduct
of foreign affairs and exchange activities,
the projections assume that the full cost
of inflation must be accommodated.

My projections for the Export-Import
Bank continue fiscal year 1976 levels
through fiscal year 1981i. Some restraint
in the expansion of this export promo-
tion program appears likely in response
to GAO and congressional questioning of
its objectives and performance. The GAO
-has raised questions as to whether the
Bank is expanding its loan portfolio too
rapidly in comparison to its reserves and
as to its short-term borrowing to turn
over lower interest long-term loans.

In any event, continued expansion of
export promotion activities does not ap-
pear necessary in a period of floating ex-
change rates and large increases in non-
Bauk financed exports. It should also bhe
noted that efforts are currently under-
way between our Government and other
countries to limit the amout of export
promotion activity each supports. If the
fiscal year 1976 activity levels were con-
tinued through the projection period,
spending levels would decrease 2s loan

repayments iIncreasingly offset new
program activities.
FUNCTION 250: GENERAL SCIENCE, SPACE AND -
TECHNOLOGY

fOutlays in billions of dollars}

Fiscal year—
1977 1978 1979 1980

1981

...................... 58 54 58 60 &1
nwdm's budget ... 45 46 45 4.4 A1
IR R T S

Outlays for research in the biological,
physical, environmental, and Earth sci-

~
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ences included in this function should ’

permit the continuation of program ac-
tivities at current levels for the near
term. By the end of the decade, aggre-
gate real program levels may be reduced
as hardware engineering and develop-
ment requirements, primarily for the in-
vestment in the Space Shuttle, begin
to taper off. At that point, the Space
Shuttle will be operational as a lower
cost transportation vehicle for scientific
research projects than was previously
available, and increased levels of re-
search activity will be possible even at
lower aggregate program levels for the
Earth and its environment.

The projected outlay level for fiscal
year 1981 is below the current services
level projected by CBO, but is compar-
ahle to the President’s projected level
after adjusting for inflation and for
certain technical changes in the Presi-
dent’s fiscal year 1977 budget presenta-
tion. While no substantial new hard-
ware development programs are antic-
ipated, this outlay level should allow for
a balanced research effort aimed at the
solution of current and future problems
of resources, health, energy, and ecol-
ogy, and permit a reasonable level of
basic research to increase our under=-
standing of the Earth and its environ-
ment.

FUNCTION 300: NATURAL RESOURCES, ENVIRONMENT, AND
ENERGY

fOutlays in biltions of doltars; fiscal years}

= 1977 1978 1979 1980 1881
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conservation and production, creating
future options. Having the cap:bility jor
reduced energy dependence e¢a he more
important than actually reducing oil
imports.

‘The outlay differences between this
approach and the President’s budget re-
flect a more realistic assessment of the
cost of implementing an effective energy
program. In addition, this apprcach util-
izes direct expenditures, rather than the
$100 billion guarantee program proposed
by the President.

In the pollution control and abatement
area, my projections provide for full uti-
lization of current EPA con:truction
grant authority by fiscal year 1978, fol-
lowed by a program extension with com-
parable funding, This extension should
result in significant additional outlays
during the projection period. As it moves
forward, we should assure that our in-
vestment is eficient and effective and
that the level of benefits matches the
level of expenditures. EPA h:os recently
begun to require cost/benefit analyses
and should encourage user-charge pro-
grams to assure more economic ap-
proaches to these projects.

Other programs in this function are
basically at a current services level.

FURCTICN 350: A RICULTURE
fOutiays in billions of dollars; fiscal yeais)

1977 1978 1979 138) 1981

5 b e Bho iR 14.2 15.8 15.9 15.2 14.8
President’s budget... ...... 13.8 14.4 151 149 145
Recommended. ... .o 15.1 172.9 18,9 19.8 22.7

My projections in this area provide
additional funding to resolve our na-
tional energy dilemma; and to achieve
the national goals of clean water, but
with revisions to reduce the high cost of
reaching those goals.

A successful energy program must in-
clude funding to prepare the Nation to
withstand any future fuel emergencies
while working to make the possibility of
any such emergencies less likely, We need
a civilan strategic oil reserve of some
600 million barrels, costing approximate~
1y $10 billion to build and stock over a
7-to-10-year period. This reserve, to-
gether with State plans to cope with
future fuel emergencies, will enable the
United States to avoid the kind of need-
less economic disruption caused by the
1973 embargo.

Other steps to weaken OPEC control
of the international oil market will also
forestall future emergencies, Most im-
portant is the need to develop a foreign
economic policy which rationalizes the
interests of the Departments of State,
Defense, Treasury, and Commerce to
assure that U.S. policies foster, rather
than hinder, the maximum develop-
ment of oil supplies around the world.
Creative purchasing—through the use of
oil import certificates—to acquire the
Government’s strategic oil reserves can
support our goals. The Federal Govern-
ment should demonstrate and help com-
mercialize new technologies for energy

roro
acooe

- My projections in this area provide for
a2 more effective agriculture program at
approximately current service levels
Agricultural policy is at a crossroad.
“The need for traditional commodity sup=
port programs has been reduced by ex-
panded world demand for U.S. food and
fiber and by weather-induced reductions
in supply. Farm prices have remained
above support levels and our vast Gov-
ernment grain stocks have been depleted.
While outlays in the agriculture func-
tion were more than $4 billion -nnuclly
from 19€8 through 1973, less than $3 bil-
lion has been spent each year since 19%4.
Price fluctuations in major agricultural
commodities now have a larger influence
on our Federal budget by their leverage
on the Consumer Price Index and their
impact on foreign aid programs than
through direct changes in funding for
the agricultural commodity programs.
Our current agricultural policy fails
to recognize the international scope of
markets, the complexities of unstable
food prices, or the need for a reasonable
share of Federal dollars to assure food’
production. Consumers are resisting
severe food price increases and farmers

‘are unsure about planting when prices

may fall. Worldwide weather variations
necessarily impact on our domestic mar-
ket prices.

Commodity programs should stabilize
markets against the short-term potential
problems of both surplus and shortage.
The policy should focus on domestically
important commodities while recognizing
the international dimensions of the
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problem. Our goal should be efficient food
production stabilized for consumers and

producers with an equitable distribution:

of benefits to all participants. The pro-
gram should emphasize price stability
with reasonable bounds for potential
budget exposure.

Recent trends in agricultural research
have not kept pace with inflation. The
-number of research personnel in the
Agriculture Research Service of the De-
partment of Agriculture has diminished
20 percent over the last decade. Although
research seldom has a short-term payoft,
we must invest adeguately for our future
needs. Agricultural research deserves a
higher priority and should receive grad-

. ual real increases in funding over the
next 5 years. Through such research, the
United States can continue its long-held
leading role in world food production.

In fiscal year 1977, the President proj-
ects that specialized commodities such as
peanuts, tobacco, and bulk dairy products
will be responsible for nearly $600 million
in outlays. Because these are entitlement
programs; Congress has no control over
expenditures without changing the basic
legislation. Such changes to reduce these
outlays will allow the Congress to rear=
range priorities according to a broader
base of national interests.

Disaster payments estimates for major
commodities in fiscal year 1977 are just
under 3400 million. Farmers qualify for
payments if weather prevents planting or
reduces crop yields. A federally-sponsored
crop insurance program already exists at
marginal Government cost, and we
should encourage farmers to shift their
risks to that program.

Overall, I propose that we significantly
reduce spending for specialized commod-
ities and farm disaster payments, with
the savings partially offset by implement-
ing a limited price -stabilization pol-
icy and gradually increasing agriculfural
research. . :

FUNCTION 400: COMMERCE AND TRANSPORTATION
{Outtays in billions of dollars; fiscal years]

1977 1978 1979 1980 1981

19.3 20.3
18.1 18.7
19.0 19.4

...................... 8.

21.2
18.7
19.7

bt it

8.
9.
8.

[ -

1 Includes CBO inflation adjustment for hiéhways.

In the field of transportation and com-
merce, the Federal budget is particular-
ly vulnerable to rising costs without a
commensurate increase in overall re-
sults. My projections for this function
emphasize an internal reordering of
priorities, a greater concern for measur-
ing accomplishment, and a shift toward
greater flexibility in assistance programs
so that regional, State, and local deci-
sionmakers can make responsible alloca~
tions of funds to areas of greatest need.

Such an approach implies acceptance
of a number of the transportation pro=
gram proposals advanced in recent years
by various administrations. As the goal
of a completed Interstate Highway Sys-

“tem comes closer into view, the era of
massive new highway construcéion is
probably at an end in many parts of the
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country. As we design our transportation
programs for the post-Interstate era, in-
creasing recognition should be given to
the diverse transportation problems of
individual States and communities. In
some areas, major investment in urban
mass transportation and intercity rail
freight systems will be appropriate, while
less densely populated States will find
continued highway investment a better
means of reaching their transportation
and mobility goals.

The newly passed railroad aid pro-
gram, as well as the ongoing highway
and transit programs, provide major re-
sources for surface transporiation im-
provement. Each needs to be funded
adequately, but with a concern for avoid-
ing overlaps and duplication of effort.
Current steps to assure cost-effective
major investments should be applied
across-the-board to all transportation
programs. Ultimately, we may find that
a consolidated transportation fund is a
more sensible and efficient approach to
meeting needs.

Under my approach, surface transpor-
tation outlays would grow at a signif-
icantly higher rate than in the Presi-
dent’s projections, since the recom-
mended program reflects both inflation
and a broadening of the function to pro-
vide for major new rail investments ¢on-
tained in recently passed legislation. In
total, however, the recommended pro-
gram implies a rate of outlays somewhat
less than an irflated current services
level, reflecting the impact of program
consolidation -and concern for balance
between user tax receipts and program
authorizations. In aggregate, surface
transportation spending under the rec-
ommended program is projected to reach
$12.6 billion in 1981, which is nearly $2
billion above the Presicent’s projections
but $0.5 billion. below inflated current
services.

Other programs, both in transporta-
tion ‘and in commerce, which provide
subsidies to various sectors need careful
scrutiny in line with the general ap-
proach to the budget and the economy.
Federal outlays in such areas as mari-
time subsidies, airline subsidies and air-
port construction, postal subsidies, rail
passenger service, transit operating sub-
sidies, small business aid, research and
development, and other aids to business
must be examined closely. Rather than
allowing such programs to grow un-
checked, we must be assured that they
are achieving their intended purpose, in
an efficient fashion; that this purpose
still rates high in our national priorities;
that direct aid is not -being duplicated

by tax expenditures; and that a reform -

of economic regulation could not achieve
similar goals. With these criteria in
mind, it is possible to restrain the growth
in commerce and transportation outlays
to a rate below that forecast by a cur-
rent services approach. In aggregate, a
projected rate of outlays based on these
criteria would produce $7.2 billion in
1981 outlays for the commerce and trans-
portation functions, excluding surface
transportation and the mortgage credit
and thrift insurance subfunctions. This
is $1 billion less than the current services
projection.
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In the mortgage credit and thrift 1.
surance area, outlays should appro) .
mate the Congressional Budget Offi «
current services projections which c-
for a net balance of $-0.1 billion in t
function by 1981. Under normal ec..
nomic circumstances, receipts from :
various thrift insurance agenecies shou!
exceed expenditures by a considerai’
degree, and thus offset the net outlzs
under the housing programs. This = !
be possible only within the context of
sound economy, permitting a declins °
the abnormally high rate of FHA moit-
gage foreclosures and a realistic program
for the djsposition of acquired properties
and mortgages.

FUNCTION 450: COMMUNITY AND REGIONAL DEVELOPMENT

[Qutlays in billions of doflars; fiscal years]

1977 1978 1979 1980 1931

Current services (CBO, Path
T e L R .7 83 80 81 43
President’s budget..._____._ 55 60 6.2 60 6.1
Recommended......_....__. 1.2 80 1.7 76 1%

In the 1974 Housing Act, the Congress
consolidated a series of similar categori-
cal grant-in-ald programs into a single,
fiexible community development block
grant program. The new block grant pro-
gram, now in its second year of fundine
and a principal program of support to
the Nation’s local governments, shows
signs of being a successful improvement
over past categorical approaches. As
such, this block grant experience may be
useful as a guide for similar reforms in
other sectors of the Federal budget. The
projection calls for a continuation of the
community development block grant at
a level necessary to maintain the pur-
chasing power of the program, and at a
moderately expanded level if, aiter the
third year of the program, its results
justify that expansion.

It should be noted, however, that the
bulk of the Federal programs that impact
upon the residents of our major urban
areas will necessarily be in such activities
as elementary and secondary education.
health, and income maintenance, rather
than in the form of direct assistance :
local governments. By providing for :
moderate expansion in the funding of
the community development block grant
program, Congress can help retard fur-
ther deterioration in the quality of life
in our Nation's major urban areas. The

_expansion in funding should be no more

than moderate, however, in order to spur
State governments into recognizing thal
the solutions to many proolems in cen-
tral cities will have to ke sought throuza
their ability to reach with program
and taxation the suburban areas sur-
rounding those cities.

In area and regional development, ex
penditures to date on activities of th
Economic Development Administration
Regional Action Planning Commission
and Appalachian regional developmen
programs have not produced results tha
would justify expanded funding in th
future. These efforts—and, to a large eX
tent, the related efforts of the Farme?
Home Administration—have produc:
only marginally useful results, with fun
ing spread thinly across wide areas of



February 18, 1976

country, generally outside of estahlished
urban areas or potential growth centers.
There is a clear need to simplify and con-
solidate our many disparate and unco-
ordinated programs of economic and re-
gional development. If future expendi-
tures cannot be focused more dramatic-
ally upon the strengthening of existing
urban communities or potentially viable
rural growth centers, gradual phasedown
of these programs should begin in fiscal
vear 1977.

Funding for other programs in the
community and regional development
function are either held to current serv-
ices levels or are reduced. A number of
these various activities appear to war-
rant serious evaluation and possible
phasing down or out where the end prod-
uct of the programs has fallen far short
of the original goals set by Congress.

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

[Outlays in billions of dollars; fiscal years}

1977 1978 1979 1980 1981
i BO, Path s
O mrion GOTUS o1 sia ait 13t 01
President’s budget . ____.... 16.6 15.3 3 3
l‘lov:ommended..8 ............ 4, .0 21.3 22.1

My projections in this important area
provide for real growth in high priority
education programs, a reorientation of
certain manpower activities, and a
steady level of social services funding.

Education: The Federal Government
has placed, and should continue to place,
the highest priority on aiding those who
are educationally disadvantaged, either
because of insufficient income or mem-
bership in a racial or ethnic minority. It
is the States’ primary responsibility to
provide education to their citizens. The
Federal Government has a legitimate re-
sponsibility to help redress inequities in
the provision of equal educational oppor-
tunity both within and between States
and to achieve at least a minimum level
of education.

Elementary and secondary education
programs, costing about $4.6 billion in
fiscal year 1976, should be funded at cur-
rent services levels overall. Increases
above these levels should be considered
only when there is additional evidence
that school districts are using assistance
to substantially increase educational
achievement, and that local taxpayers
are willing to support their schools
- through local tax efforts. Presently, im=-
plementation of the title I program varies
markedly among school districts, making
generalizations about its effectiveness im-
possible. Regulations should be written
for title I setting forth basic standards,
including funding restrictions to encour-
age a more unified intensive approach to
reducing reading and math deficiencies.

Approximately half of the expendi-
tures for the Impact Aid program should
be continued; the balance should be
phased out. Three categories of students
are counted in funding school districts
affected by the presence of Federal activ-
ity. Category A, 42 percent, includes those
children whose parents both live and
work on Federal property and therefore
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do not pay property taxes. Category B,
48 percent, includes those children whose
parents either live or work on Federal
property. Category C, 10 percent, is com-
prised of those students whose parents
either live or work in low-cost public
housing.

While funding of categories A and C
should continue, category B falls out-
side any legitimate aim of impact aid.
An estimated 89 percent of category B
children reside on private taxable land
giving a source of revenue for schooi
districts. In addition, the presence of the
Federal Government, as an employer,
adds to the economic base of the com-
munity. I recommend that funding for
category B students be phased out by
fiscal year 1981.

Funding for emergency school aid
should also be phased out by fiscal year
1981. Under the law, school districls
must continue to correct segregation;
but the original objective of the program
was to meet a temporary condition,
rather than to build a permanent pro-
gram. Where desegregation results in a
greater influx of poor children, the title
I program is a more appropriate aid to
local districts.

Growth in higher education funding is
a major issue facing the Federal Gov-
ernment. Direct student aid and insti-
tutional subsidies have successfully en-
couraged substantial increases in par-
ticipation among the targeted low-in-
come and ethnic groups. Projections
show that higher education enrollments
are rising and that minority students’
demand for increased education exceeds
that of the general eollege-age popula-
tion. Even though middle-income stu-
dents attain higher education levels at
nearly three times the rate of very low-
income students, middle-income families
are finding it difficult to finance their
children’s education. Hence, expansion
of student aid is recommended.

The basic education opportunity
grants—BEOGS—program is a major
source of financing higher education and
provides assistance to all students at
different rates depending mainly upon
family income, adjusted by value of as-
sets and cost of institution. While
BEOGS has succeeded in accomplishing
one Federal goal; namely, access to high-
er education, it fails to accomplish the

other goal, choice. BEOGS fails to equal-

ize choice among all income levels of
applicants since no student can receive
more than half the cost of attending
school. Thus, lower income students re-
ceive lower awards than higher income
students because they attend low-cost
colleges. In order to encourage choice
for all students, it is recommended that
different grant criteria be considered,
based upon the income of the student
rather than the cost of the college. Such
an approach requires increased funding.

Adoption of these recommendations
would result in a projected outlay level
of approximately $12 billion for educa-
tion programs in fiscal year 1981, ap-
proximately a current services level of
funding.

Employment and training programs:
I believe our overall approach to employ-
ment and training activities should con-
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cenlrate resources with the highest net
employment effect cn those population
groups which stand to benefit most. We
must change existing programs so they
can better relate to the labor market.

Although existing programs and ac-
tivities now focus on the disadvantaged
and unemployed, it would be more bene-
ficial to all groups if a broader spectrum
of the labor force were served. Employ~
ers would be more interested in partici-
pating in a broader based program. They
have expressed concern about the current
ability of State employment services to
refer qualified workers. Broadening the
base of the program to include place-
ment and upgrading activities for higher
skilled workers and individuals with a
strong attachment to the labor force
would stimulate increased participation
by employers and create more job op=
portunities for the disadvantaged and
unemployed.

My projections provide for continuing
the employment and training programs
provided under the Comprehensive Em-
ployment and Training Act—CETA—
with certain changes to achieve the ob-
jective of serving a more diverse popula-
tion. These changes will affect the law’s
eligibility targeting for prime sponsor
programs for on-the-job training, work
experience, and skill training. The pres-
ent program level would be continued.
adjusted each year for inflation.

In additton, in order to mezt the
special needs of disadvantaged youth, an
immediate and substantial increase in
Job Corps funding is recommended in
fiscal year 1877, through transfer of
funds from the CETA tifle I programs.
This approach offers optimum utilization
of the one program which is dirscted
specifically to the inner-city youth who
have the highest unemployment rate.
However, Summer Youth, a program
directed at the same target group. is
projected to be phased down in fiscal year
1977 and then discontinued as a national
program in the summer of 1978, as the
economy turns upward and the youth
unemployment rate drops.

The current level of “countercyclical™
public service jobs funding—CETA title
VI—assumed in the second budget
resolution will fund 350,000 jobs in fiscal
year 1976. This level should ke main-
tained through fiscal year 1977, with a
phasedown starting at the beginning of
fiscal year 1978. A 15-month phasedown
will allow State and local governments to
absorb those who could be hired due to
normal growth in their payrolls. Grewthh
in State and local employment was
halted during the recession; with an up-
turn in the economy, it is assumed that
these governments will expand their pay-
rolls and thus reduce the need for this
program. The present level of the “transi-
tional” public service employment pro-
gram—CETA title II—for structurally
unemployed, which funds approximately
75,000 jobs each year, would be mzin-
tained.

Projected outlays for employment and
training programs are estimated at £5.6
billion in fiscal year 1981.

Social services: My projections call for
maintaining the present level of fund-

ing for social services, which permits
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grants up to the $2.5 billion ceiling. In
addition, programs for the aging, voca-
tional rehabilitation, and developmental
disabilities should be maintained at
present levels, adjusted for inflation. I
believe that the Congress should move
toward the block grant approach in this
area to provide States greater flexibility
in program management.

FUNCTION 550: HEALTH
{Outlays in billions of dolfars; fiscal years]

1977 1978 1979 1980 1981

Current services (CBO Path
(133 S S SRE Lo Wl 37.7 42.1 46.8 52.7 57.3
President's budget. .. ____. .4 37.7 40.3 43.4 471.0
Recommended.........____. 37.4 42,1 485 5.1 55.2

There is widespread concern over the
spiraling costs of health care in the
United States and the increasing share
of the gross national product devoted to
health without accompanying improve-
ments in the health status of the popula~
tion. In spite of our concern, we should
not demand, as the President has done
in the 1977 budget, that the most vulner-
able groups in our society bear the brunt
of checking the inflation in health costs.
I propose that we reaffirm the Federal

" responsibility for the health needs of the
aged, the poor, and the disabled. Reforms
in medicare and medicaid should be di-
rected toward making health care more
accessible and more available to these dis-
advantaged persons, and not, as the Pres-
ident has proposed, making necessary
health services more costly and less as-
sured.

To control medical care prices, I am
proposing that the Federal Government
establish a realistic and reasonable pric-

_ing policy for Institutional care provided
through medicare and medicaid. The
price policy should not consist of rigid
cost controls as the President has pro-
posed. Instead, reimbursement rates for
hospitals and other institutions partici-
pating in medicare and medicaid should
be adjusted annually according to metro-
politan or regional indices of health costs.

‘Federal increases in reimbursements
should be limited to 133 percent of each
region’s CP1 for all services. This ap-
proach would limit the increase in hos-
pital reimbursements in fiscal year 1977
to about 10 percent, declining to about
832 percent in fiscal year 1978. Further-
more, I would hope that the major pri-
vate insurers of health care in the Na-
tion will adopt a similar reimbursement
policy so that institutional providers can-
not simply pass those costs disallowed by
the Federal Government on to privately
insured patients. If this policy is not suc-
cessful, rigld cost controls will be neces-
sary.

In addition to a flexible program of
cost control, we must placed added em-
phasis on those programs which have
demonstrated capacity for improving the
effectiveness of our health care delivery
system:

Hezlth maintenance organizations—
HMO-—can reduce the use of high-cost
hospital care and provide a useful alter-
native to fee-for-service health care;

Professional standards review organi-
zatlons—PSRO—through peer review,
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can significantly affect the length of
hospital and nursing home care and
eliminate unneeded admissions; and
Comprehensive health planning at
community and State levels offers the
opportunity for careful matching of de-
livery capability with community health
service needs and elimination of surplus
capacity and unnecessary duplication.
., In additlon to these demonstrated
programs, we must move more rapidly
to expand home health care arrange-
ments and intensify efforts to make pre-
ventive health care a reality. While ad-
ditional investment in these efforts will

not bear an immediate return, they will

begin by 1980 to moderate the annual
rate of increase in medicare and medi-
caid expenditures.

The administration’s proposal to
create a $10 billion block grant by fold-
ing medicaid and 15 other programs into
one funding mechanism is deficient on
many grounds: It contains insufficient
funds: it provides no safeguards to as-
sure continuation of necessary services
or maintain quality of care; and it com-~
bines grants to State health departments
and private community agencies, serv-
ice grants and planning grants, pro-
grams funded by formulas and programs
funded by project, programs covering
physical health, mental health, and
training of the retarded. This confusing
and conflicting collection can only create
disorder at the State and local levels and
have a severe, negative effect on health
care.

However. the concept of combining
categorical programs into a single simpli-
fied grant has merit, if- applied judi-
ciously. I believe Congress should care-
fully consider an initial block grant which
combines those formula grant health
programs which now flow through State
health departments. Project grant pro-
grams would be folded into the block
grant as their current authorizations ex-
pire, but with provisions to protect exist-
ing grantees. Through this approach, we
will simplify administration and improve
coordination without the disarray the
Prestdent’s approach would introduce.

I continue to believe that w¢ must es-
tablish and implement a system of na-
tional health insurance designed to give
all Americans access to good care; end
financial hardship caused by illness; im~
prove the efficiency and effectiveness of
the health care delivery system; and pro-
vide incentives to both providers and
consumers of health care to hold down
costs. No matter which of the several
proposals for health insurance one ex-
amines, the impact on Federal spending
will be significant. A program of national
health insurance should not ke financed
by borrowing as though it were a tem-
porary or emergency measure. It should
be paid for from available revenues. We
must be realistic and admit that we can-
not afford a new and comprehensive na-
tional health insurance program until
our budget potential significantly ex-
pands.

Fortunately, I believe that day is not
far off. It is my expectation that by fiscal
year 1980 the Federal budget -vill be in
a position to implement such new initi-
atives as NHI. Since most experts main-
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tain that a 2-year period following (;
ment of the law will be required 1
velop the administrative structur.
operating rules for a comprehensive
gram of national health insurance, 1
lieve that fiscal year 1977 is the ;
priate year for Congress to pass the
legislation. However, my projection
not include funding for NHI becau . .
uncertainty over the costs of suc,
program.

FUHCTION 600: INCOME SECURITY

Outfays in billions of dollars; Ffscal years}

1977 1978 1979 1980 1o

Current services (CBO, Path
7 I N R e 144.8 158.8 172.6 185.
,...137.1 147.1 158.3 170,
..139.6 149.4 162.6 177.

)

President’s budget. __
Recommended

N

3

Of all the functions in the Feder:
budget, income security is the most ser
sitive to economic conditions. For ex
ample, the lower unemployment rate as
sumption in my projections produces
$5.9 billion difference from the CBO cur
rent services estimate for fiscal year 143:
Even with low unemployment and mod-
erate inflation, however, the costs of in
come security programs will increase
These outlay increases result from de
mographic and social trends, such as th
increasing number of both retirees anc
female-headed families, as well as fror
the automatic indexing to the ccst-oil
living of retirement programs and sev
eral of the major assistance programs

Assistance programs: One of the mos
troublesome and controversial Federza
programs continues to be cash assist
ance, or welfare. The failings of the cur-
rent program are obvious to all. Case-
workers, recipients, welfare progran
managers, and the general public a.
decry the combination of, low benefi
levels in some States and high benefi
levels in others, high administrative cost.
and high error rates, benefits that com
bine with other income-tested program
to exceed by a substantial margin the
value of working for a living, and the
exclusion of some groups of the need
population from coverage because they
do not fit the current categories of as-
sistance.

In 1974 the Joint Economic Commit-
tee Subcommittee on Fiscal Policy com
pleted an exhaustive study of welfare
problems and reform proposals, Based
on this study, the Subcommittee recom-
mended that Aid to Families With De-
pendent Children—AFDC—and foo
stamps be replaced with a single pro-
gram of need-related grants and rebat-
able tax credit to be administere
through the national tax system by the
Internal Revenue Service. The grant
are based on family size and income. Tax
credits replace the current personal ex-
emptions and are rebatable when the¥
exceed tax liability. The program is de-~
signed to reduce the extreme variation
by State in current payments levels, o
supplement all low-income groups more
equitably, to bring all current income-
related programs under control through
explicit coordination mechanisms, and
to strengthen the incentive to work. Ad-
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ditionally, it offers substantial tax relief
to moderate-income persons.

This reform plan is attracting increas-
ing support. I propose its implementa-
tion in four annual stages beginning in
fiscal year 1978. The first step is the
shift from personal exemptions to non-
rebatable tax credits, a step that begins
the tax relief aspect of the plan. The
second step replaces the child care in-
come-tax deduction with a standard em-
plovment expense deduction. The third
adds dependents’ coverage to the sup-
plemental security income—SSI—pro-
gram. The final, and most important,
phase of implementation would take
place in fiscal year 1981 when the per-
sonal tax credits would become rebat-
able, AFDC and food stamps would be
terminated, and the need-related grants
would begin. Appendix C contains a brief
description of the plan.

Projecting the costs of this new pro-
gram 5 years into the future is neces-
sarily uncertain. I have come down on
the side of caution in projecting maxi-
mum costs. Benefits are set at moderate
levels, and it is possible, as fiscal year
1981 approaches, that both grants and
tax credits will be raised somewhat above
the levels assumed here. By that time,
however, there will be ample funds
gvailable for such an increase. Assuming
implementation of the new program, out-
lays for assistance programs are pro-
jected at approximately $39 billion in
fiscal year 1981.

Social security: By fiscal year 1981,
the number of beneficiaries will have'in-
creased by 4.6 million from current lev-
els. In addition, even assuming a mod-
eration of inflation to 5 percent by fiscal
1980-81, the cost of indexing this pro-
gram to the cost of living will account
for 69 percent of the projected increase
in outlays to approximately $122 bil-
lion in fiscal year 1981.

Over the past year, much attention
has been given to the financial solvency
of the social security trust funds. There
are two areas of concern. First. the coni-
bined impact of inflation-based in-
creases in ouflays and unemployment-
caused decreases In revenues from the
payroll tax has pushed the system into
2 short-term deficit. Second, the system
faces significant long-term financing
problems stemming from the overcom-
pensation for inflation in the current
system—often called coupling—and the
increasing percentage of aged persons
projected. as the postwar baby boom
reaches retirement age early in the next
century.

The administration has proposed an

Jdncrease in the payroll tax to deal with

the short-term problem. It is not clear
that such an increase is needed. By fiscal
yvear 1981, with no change in law, the ad-
ministration estimates that the three
social security trust funds will have an
annual surplus of $4 billion and combined
trust fund balances of $52.4 billion. If the
administration’s proposed increase in the
payroll tax—0.3 percent for both em-
ployers/employees effective January 1,
1977—1is enacted, and if Congress accepts
the benefit adjustments proposed in the
President’s fiscal year 1977 budget, the
fiscal year 1981 surplus would be $26.8

" -
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billion and the combined balances $175.2
billion.

A tax increase should not be necessary
over the next 5 years if taxes currently
allocated to the medicare trust fund are
reallocated to the OASDI funds. This will
eliminate the danger of retarding the
current economic recovery by increasing
payroll taxes. It will also provide time
for public debate on the equity questions
as to the current payroll tax and benefit
structure, particularly the financing of
wives, widows. and dependents benefits.

Some immediate steps need to be taken
on the benefit side, however. Lezislation
is needed to insure that inflation is not
reflected twice in the pensions of those
later to retire: once in their wage his-
tory—benefits are computed on the basis
of average wages, which rise with infla-
tion-—and once in the indexed part of the
benefit calculation. The benefit formula
is changed permanently each time a cost-
of-living increase is granted.

The administration’s fiscal year 1977
budget proposes to end this overcompen-
sation for inflation—coupling—by freez-
ing the current relationship between
benefits and preretirement income. Im-
plementation of some decoupling pro-
posal is feasible by January 1, 1978, and
is assumed here. This will correct a long-
term financing problem which would
ultimately result in a large number of
workers receiving social security benefits
higher than the wages they had received
while working. In the short term, there
will not be significant cost savings—$200
million in outlay savings by fiscal year

-1981. In the long term, however, decou-

pling could eliminate about half of the
projected social security deficit.

Benefit changes with potential for
more immediate savings that are as-
sumed in my projections include:

Freezing the minimum benefit stand-
ard effective June 30, 1976: The mini-
mum  benefit—currently $101 per
month—was originally instituted for ad-
ministrative convenience. In order to
avoid sending small checks, no payments
of less than S10 were to be made. Over
time. the minimum benefit has heen
raised substantially and transformed in-
to an antipoverty device. Its current ef-
fectiveness as an antipoverty tool can
be questioned on two grounds:

The new SSI program provides bene-
fits to aged, blind, or disabled recipients
that are higher than the social security
minimum benefit—$158 a month versus
$101 for an individual and $237 versus
$152 for a couple.' SSI recipients who also
receive social security benefits receive
only $20 s month more in total income
than if tirey received no social security.
Thus, the minimum benefit is only worth
$20. ' #

The minimum benefit has increasingly
become a windfall benefit to people not
in need. About 40 percent of retired Fed-
eral civil servants also receive social
security, and about one-third of them
receive the minimum benefit.

1 Additionally, mahy States supplement SSI
benefits at relatively high levels. California,
for example, guarantees up to 346 a month
to an aged couple living alone (the $237
Federal grant plus a State grant of $309).
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Fiscal year 1981 savinss would be abou
$1 bkillion.

Phasing out student benefits over a
4-year period: Benefits are paid to chil-
dren of retired, disabled or deceased per-
sons with social securitv coverage when
these children are attending school full-
time between ages 18 and 22. Normally,
children’s benefits end at age 18. Over
the vears, this program has become es-
sentially an educational stipend. not a
dqpendeni’s benefit. It is not ba-ed on
scholastic achievement or need. Its edu-
c~tionol assistance might be- more ef-
ficiently provided throuzh programs pri-
marily concerned with educational fi-
nancing rather than through social se-
curity. The gross savings in fiscal year
1981, exclusive of increased costs in edu-
cational programs, are estimaied to be
$1.8 billion; $400 million has been added
to the fiscal year 1981 recommendation
for educaticn to cover the increased
costs in educational programs.

Unemployment comrensation: Unem-
ployment compensation programs will
continue to provide income support to
workers temporarily out of the labor
market. Legislation is assumed that will
broaden coverage as of January 19%7
and immediately raise the unemployment
tax rate and, in 1977, the taxable wage
base to restore the unemployment trust
fund to a self-sufficient financing basis
by 1981. Because of the broadened cov-
erage under the regular State unemploy-
ment insurance programs, no renewal
is assumed for the Special Unemploy-
ment Assistance-—SUA-—program. Also.
the temporary extensions of benefit dur-
ations of Federal suppiemental benefits
are not assumed to be renewed after De-
cember 31, 1976, because of lower unem-
ployment rates. Thus, the maximum
duration of benefits beginning in calen-
dar 1977 will ke 39 weeks. Beginning in
1981, persons unemployed for longer pe-
riods of time will benefit from the new
welfare reform plan.

Civil service retirement and disability :
Each time there is a cost-of-living ad-
justment in Federal employe retirement
programs, an additional l-percent in-
crease is added to compensate for the
time lag between cost-of-living adjust-
ments. Over time, this results in cumula-
tive benefit increases significantly great-
er than the increase in the cost of livine.
Elimination of this 1 percent bonus.
effective October 1, 1876. will save $0.9
billion by fiscal year 1981. Outlays for
civil service retirement and disability are
projected at approximately $16 billion in
fiscal year 1981.

Other programs: The remaining in-
come security programs are continued at
current services levels. The major pro-
grams include railrcad retirement.
special benefits to disabled coal miners.
school lunch and child nutrition pro-
grams, and assisted housing.

Funding for assisted housing programs
at cwrrent services levels assumes that
major changes in current porgrams will
not be made, but rather that current pro-
grams will be more effectively imnle-
mented over the 5-year period. In addi-
tion, I believe the Congress should move
toward a block-grant approach in the
school lunch and child nutrition area.
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Such an approach would result in more
flexibility for meeting the nutritional
needs of all children. It should also be
noted that a current services level of
funding represents a substantial in-
crease in funding-—more than 100 per-
cent over fiscal year 1975.

FUNCTION 700: VETERANS' BENEFITS AND SERVICES
[Outlays in billions of dotlars; fiscal years]

1981

1977 1978 1979 1980

My recommendations, in the context
of an all volunteer army, would maintain
and somewhat improve benefits and serv-
ices for draft-era veterans while termi-
nating certain benefits for volunteer
army veterans. The higher pay and bene-
fits associated with voluntary service
substitute for the special compensation
measures available in earlier years.

Veterans pensions, compensationp and
other benefits and services: The recom-
mended program maintains the real level
of these cash benefit programs; that is,
inflation is offset by periodic increases.
Although these programs are not indexed
by law, Congress regularly acts to keep
them current.

In addition, I recommend a real bene-
fit level increase in veterans pensions to
begin in October 1978. This increase
would improve the adequacy of pensions,
particularly for widows and other survi-
vors. It would also provide the oppor-
tunity for reforms in the method of com-
puting benefits that would ultimately
vield savings. The added cost of these
benefit increase and reform provisions,
on an annual basis in 1977, would be ap-
proximately $400 million, including the
cost of the 8-percent increase already
in effect as of January 1976. The veterans
pension program will peak late in the
century, 1985-90, as the eligible World
War II veteran population reaches re-
tirement age. Enactment of reform pro-
visions should lower future costs.

Readjustment benefits: Readiustment
programs provide education and train-
ing assistance for veterans returning to
civilian life. Costs of these benefits have
risen enormously as Vietnam veterans
claimed them during the recession. Ob-
taining a higher education is an attrac-
tive option to veterans during periods of
high unemployment, first because veter-
ans may not have a salary to forego while
attending school, and second because of
the income supplement the education
checks provide for veterans attending
low-cost institutions.

Costs are expected to decline under
current law because of the 10-year limit-
ation on eligibility. The recommended
program includes components that cause
some costs to rise and others to fall, com-
pared to current law. First, enactment in
fiscal year 1976 of legislation to end en-
titlements for persons entering military
service on or after October 1, 1976, is
assumed, in line with my recommenda-
tions on the impact of the volunteer
army. Veterans requiring or desiring
additional training and education should

-

-
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participate through programs available
to the general population or sponzored by
the Department of Defense.

There is a need to keep readjustment
benefits for elizible veterans current with
inflation, and appropriate increases are
provided. My approach 21so assumes sav-
ings due to tightencd administration.
Savings of $200 million in fiscal year
1977, with equal amounts thereafter,
could be achieved by the VA through
greater queality control efforts and cer-
tain minor legislative changes.

Hospital and medical care: In the re-
cent past there has been real growth in

- the costs of hospital and medical care, in

part because of the Vietnam war and eli-
gibility liberalizations. The recommended
approach generally allows for inflation,
and assumes enactment, effective Octo-
ber 1, 1976, of the President’s proposal to
shift some costs of VA health care to
private health insurance systems. This
proposal in no way reduces medical care
services avallable to veterans.

FUNCTION 750: LAW ENFORCEMENT AND JUSTICE

[Outlays in britions of dollars; fiscal years|

1977 1978 1979 1980 1981

Current services (CBG, Path
[ 2 S R PR 31 39 &L

President’s budget_._...____ 3.4 33 3

Recommendation. __._....__ 35 36 3

g0
wwen

My projections in this function assume
a gradual reduction in block grant fund-
ing under the Law Enforcement Assist-
ance Administration. The original de-
sign of this program in the 1968 Safe
Streets Act placed great stress upon the
innovative erime reduction potential of a
flexible block grant to State governments.
Unfortunately, 8 years late, there is very
little evidence that any significant inno-
vative work has resulfed from this ap-
proach. My recommendation would re-
duce outlays for LEAA in constant dol-
Jars over the 5-year period from $0.8 bil-
lion to $0.4 billion. The recommended
reduction in the funding for LEAA should
serve as an opportunity to comsolidate
present efforts, to place greater stress
upon research and innovative projects,
and to reduce emphasis upon the pur-
chase of law enforcement hardware by
State and local governments.

FUMCTION 800: GENERAL GOVERNMENT
tOutiays in billions of dollars; fiscal years}

1977 1978 1879 1580 1981
Current services'(CBO, Path -
B i e ‘ 3.8 40 A3 47
President’s budget..___..___ 3.4 39 36 3.6 3.7
R dation. 3.6 3.8 40 43 Al

This functional category, which in-
cludes A large number of agency and
budget accounts related fundamentally
to carrying on the overhead functions
of Government, is particularly appro-
priate for projection on a current-serv=
ices basis. It seems unlikely that large-
scale increases or decreases will oceur in
the general level of costs of day-to-day
operation of the Government. Accord-
ingly, future outlays may be projected on
the basis of anticipating that roughly the
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same level of services must be proy i
and that costs will rise to the =
necessary to meet cost-of-livin:
similar increases. The President’s . . -
9t, by maintaining current-dollar -+ ::
in many instances, would entail p:
sively reduced levels of services.
FUNCTION 850: REVENUE SHARING ARD GENEPAL Pyt o+
FISCAL ASSISTANCE .
[Outla;s in billions of deHars; fiscal .oar7)
1977 1978 1579 1=

Cu&vev\t services (CBO, Path

.................... g &7
__________ .4 1.7
7

State and local governments need -
recognize that the era of real-dolle: e«
pansion in Federal funding for cir-+
intergovernmental grants-in-aid i
come to an end. In the years ahead. :
main focus of Federal concern shoui- b.
on rationalizing and improving the = -
cus maljor income transfer systems t-..:
are of such importance to so many uro.n
residents.

It will be necessary, however, to con-
tinue the general revenue sharinz pro-
gram since termination now vould - .-
sult in a significant fiscal shock to S.2
and local budgets. However, aid shouid b
redirected toward needy areas r T
than widely disbursed. In addition, Coii-
gress should subject the program to the
annual appropriation process, so that it
can compete with other worthwhiie pro-
grams.

I believe the Congress should phase

_this program out during the 5-year

veriod. It is very difficult to justify husc
increases in Federal borrowing to £nance
a program of general assistance to State
and local governments. Funds mage
available through a phaseout of tiie pro-
gram should be transferred to other
high-priority State and local assisrance
pregrams.
FUNCTION 900: I TEREST
{Outlays in biltions of dolars; fiscat years|

1977 1973 1879 193 1M

President’s budget. ..
Recommendation.._.

i
855
DWW

Outlays for interest. which repre-cut
predominantly the costs of financing -
terest-bearing Federal debt, are expe.ic=
to continue to rise during the next 3
years, primarily as a result of the effec:
of continued budget and offbudget < .-
icits. In addition to the aggregs e :.¢
of the Federal interest-bearing <cit.
however, a principal determinant of =
terest payments must be the rate of =&~
terest assumed to be necessary to maio-
age the debt successfully.

A substantial portion of funds <%~
pended as interest on the Federal ¢=DL 15
returned to the Federal budzel in 1.2
form of interest receipts of trust funds—
predominantly to the sccial security pio=
gram. Although the gross amountg n. 0=
terest payments is included in the £
above—since the trust fund receipts °-
accounted for in the figures for each =~
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dividual fund—it should be kept in mind
that interest payments to the general
public are far less than shown above-—
about 25 percent of total interest pay-
ments go to trust funds, and another 18
percent to the Federal Reserve System,
from which it is returned through de-
posits of excess Federal Reserve earnings
_into miscellaneous receipts.

The total interest-bearing Federal debt
results not only from deficits in the uni-
fied budget, but also includes the effect
of transactions of offbudget agencies.
Absent a control over the activities of
these agencies, which I believe would be
advisable for many reasons, an increas-
ing trend of deficit financing must be as-
sumed. Offbudget agency operations are
estimated to increase the total interest-
bearing debt by $14.3 billion in fiscal year
1976, and by a total of $75 billion for the
b fiscal years 1977-81.

Over the longer term, I hope that some
restructuring of the maturity composi-
tion of the debt can be accomplished.
However, for purposes of these estimates,
it has been assumed that the proportions
of total debt financed through short-
_ intermediate-, and long-term securities
. will remain roughly constant.

Inasmuch as the Federal debt is cur-
rently heavily concentrated in short-
term securities, analysis ordinarily pro-
ceeds by assuming a trend in interest
rates—discount—on 91-day ‘Treasury
bills, CBO projections, in common with
most other economietric models, assume
e rising trend of short-term interest
rates—in the CBO case, from 6.1 percent
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in 1976 to 7.5 percent in 1981, OMB pro-
jections assume a monetary policy which
would permit a reduction to 5 percent in
fiscal year 1980 and fiscal year 1981. Both
this projection and the CBO current
services analysis assume that budget
margins which may develop are fiot ap-
plied to reduction of debt or to any other
specific purpose. The recommended levels
of interest shown above assume that the
short-term rate will rise to not more
than 6.5 percent.

ALLOWANCES

The President’s budget estimates ordi-
narily include allowances for unfore-
seen contingencies and for the effect on
the budget of Federal employee pay
raises and price changes, The CBO 5-
yvear analysis includes allowances for
changes in Federal pay rates. My recom-
mendations incorporate the effect of both
Federal pay-rate changes and price
changes within the amounts recom-
mended for each functional area.

The recent report of the Rockefeller
Panel points up a number of deficiencies
in current procedures ior determining
Federal pay rates and recommends cer-
tain changes. These projections assume
that action will be taken to expand the
basis of comparability, both by includ-
ing significant jobs whith have been ex-
cluded in recent years—most notably,
secretaries and computer operators—and
by moving progressively to a system
which considers total compensation
rather than solely cash salary. Imple-
mentation of these recommendations
would result in pay increases of approxi-

APPENDIX A

ECOMNOMIC ASSUMPTIONS OF THE RECOMMENDED APPROACH

[Dollar amounts in billions

II ]1-)1

mately 5 percent per year through the

5-year period.

FUNCTION 950: UNDISTRIBUTED OFESETTING RECTIPT:
[Octtays in billiohs of dollars- fscal years)

1978

1927 1978 g0 1581

" Current services (CBO,

Pa eoerseemennea=15.3 —18.0 —~17.3 —18.6 —10.¢
President’s budgel......—18.8 —20.7 —21.4 ~22.1 —22.5
Recommended.........—17.0 =171 =181 —-19.2 -20. ¢

Outlays in this function reflect pri-
marily technical budget adju . tients and
are shown as negative outlays to avoid
doublecounting between budget accounts
for the employer’s share of employee re-
tirement payments and interest received
by the trust funds. This function alzo
includes recelpts from leasing oil rights
to the Outer Continental Shelf. These
leases are an important part of the eSort
to build oil reserves which the country
is expected to need in the future. These
estimates are based on receipts of :3.5
billion for fiscal year 1977 and an average
of $2.7 billion per year through fiscal
year 1981.

The executive branch’s system for esti-
mating these receipts has not been ac-
curate in recent years, and this catezory
provides a temptation for Presidents 1o
inflate their estimates in order to make
overall budget deficits appear smalier.
In future years, it would be desirable to
drop this category altogether and. in-
stead, account for actual amounts 1e-
ceived in a particular year in the next
year’s budget.

The appendixes follow:

Calendar year— Calendar year—
1976 19717 1978 1979 1980 1981 b 1876 1977 1978 1979 1920 1981
Gross national product: Income shares:
Constant dollars!__ .. ... .c...... $847  $895  $939  $935 §1,033 $1,084 Personal income_........comveeennnn $1,350 1,581 $1,712 $§1,892 $2.082 §2 2%
Curre dolarS. ... oo asines $1,675 §1,880 $2,088 $2, 307 32 540 $2,799 COrporste Prots. oo ooyoioooiin 153 192 215 237 252 782
Rate of real growth (percent). . ... 6.4 A R . 5.4 Consumer produet index (inflation rate) . %
BRPdefiatory . .iianssaa 1.98 210 222 234 - 2 46 2.58 (psrceul)... ...................... - 6.7 6.1 5.7 5.3 5.0 50
- ployment rate3 8.9 ¢.0 5.1 4.9 4.5 43
1 Constant 1958 dollars, 3 Expected rate at the end of year,
2 1958 equals 1,
APPENDIX B, PT. )
COMPARISON OF 5-YR PROJECTIONS
[in billions of dolfars]
Fiscal year— ¥ Fiscal year—
1977 1978 .1979 1980 1981 B 1977 1978 1879 1380 195}
?rwdent's budget and projections ! Recommend approach;
T T S R " SO R 5 394.2 429.5 455.7 482.5 509.9 Qutlays 410.3 4416 468.0 437.0 529.5
" Revenues............ ---- 351.3 406.7 465.3 &23.1 585.4 icvenum 360.7 420.2 464.0 523.2 :48.7
Deficiisurplos. __.. . oo cicein —43.0 -22.8 49.6 +40.6 +75.5 Deficit/surplus. ...ccvecanaecconcesnncaces ~49.6 =214 —4.0 262 -58.2
CBO current services (path B): i =
T e e et 424.1 463.9 495.1 530.5 564.0
BevsnUes .. iioicuiiieans e 360.0 401.0 448.0 497.0  550.0
Deficit/surplus. . - —64.1 ~62.9 ~47.1 -33.5 ~14.0

1 Budget of the U.S. Government, fiscal year 1977 (p 28).

“8 Reflects CBO path B alternative for impact of Inflation on highway program (functicn &C0)
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. COMPARISON OF 5-YEAR OUTLAY PROJECTIONS BY FUNCTIONAL CATEGORY
{In billions of doltars|
11976 1TQ 1977 1978 1979 . 1980 1981 11576 17Q 1877 i978 1979 1930 1981

- — LY
National defense (050). ... 920 24,0 o eceeeinnas Health(S50).. ... .. ..._.

Current services (path B)oeueeeceenionmannes 10. 1145 1180 127.2 1356 Cu(rrenzsemces (path B).._.

President's budget___.__ 101, 112 121, 132.4 1428 President’s budzet ...

Recommended__.__._. ? 100. 7. 113, 126.0 R ded ¢__ 5 S

DOlogy €250). oo onriconce
Current services (Path B)ewuencaecacedoneas

President s budget

President’s budget.
Recommended. .

Income security (600} - __._..
Current serv ces (path B). .

Recommentod . . aiiicieea
Natural resources, environment
and energy (300)......cooneea
Cutrent services (path B)....... 14,2 15.8 15.9 15.2
President's budget 13.8 144 151 1.9
A AR?; pit J)ed ..... 15.1 17.9 18.9 19.8 i
gricullure (350).. .o -cocnoeeen = a2 ks 2 ---. | General government (800)._.._...
Current services (path B). 2.3 25 26 27 2.8 Cungent services ( pa\)h B).
President’s budget 1.7 26 6 2.8 2.8 President’s budget__.____....
Recommended ... oiieonea 20 . 22 23 25 2.6 Reg led.._._.
Co(m;rco and transportation Revenu?_ shalnng and gonesrsaa pure
I - o R R L P S R, PR e fiscal assistance s
Current services (path B)?, 18.4 188 19.3 20.3 21.2 po?:urren! services (pa(th 8)) 1.4 7.1 8.0 81 8.3
President's budget... 165 194 19.1 187 18.7 President’s budget 1.4 1.1 1.9 8.0 3.2
Recommended. ........ 18,2 186 19.0 19.4 19.7 Recommended S ! &q 8.0 8.1 8.3
Community and regional de % Interest (900). . 6.0 re Z o S ¢
opment (450). . 706 2.1 Current ser 2.2 637
Current services (path B). 8.3 80 8.1 8.3 President’s budget__ 41.3 453
President’sbudget. ..o ooooeoeieeene 5.5 6.0 6.2 6.0 6.1 Recommended.... ... 41.4 518
Recommended....__.__. O SNy .2 %0 77 1.6 7.6 | Alfowances.........._._._. g . S
Cducat_mn,(rsra%r;power and social WL Current services (path B). 2.2 L3
services (500). . einomnaeanna F gl = T S Y TS e TR S S e President’s butget. o aeooceeo ... =
Curren sr¥ices Gt B)__"evormcavnnead AT AT RS | 6 T o, 2= A 1 e
resident’s by 4 2 e . . Undistributed offsetfing receipts e .
Recommended. . .o i ieicenaaaon. 22,3 21.6& 21.00 213 22,1 95 __._._,._._.__g___-_.p.-. oI el W bk T e UL o s e
Current services (path B). 5.3 —180 —17.3 ~186 ~id:
President’s budget. -« oeeeneccmoacmeaae 8.8 —20.7 -2L.4 =221 =223
R ded. 7.0 ~1.1 —1&1 =19.2 <20

-

1 24 budget resolution, fiscal year 1976 (H. Con. Res. 446),

3 Represents a net decrease from President’s proposals resulting from acceptance of certain
legislative proposals, offset by a reduction in nrorpsed procurement activities,
inflation on highway program (function 400),

3 Refiects CBO path B alternative for impact of

APPENDIX C-~BRIEF SUMMARY OF THE TAX
CREDITS AND ALLOWANCES ACT OF 1975 As
PROPOSED BY THE SUBCOMMITTEE ON FISCAL
PoLICY OF THE JOINT EcONOMIC COMMITTTEE

The welfare reform plan proposed by the
Subcommittee on Fiscal Policy of the Joint
Economic Committee in December 1974 would
achieve the following important goals—

By covering all population groups, it would
end the current discrimination in existing
programs against the working poor and non-
aged, non-disabled single individuals, and
childless couples; and make impossible
higher income and benefits for non-working
persons than their working neighbors;

It would provide higher incomes to many
needy persons and additional tax relief for
modest-income persons;

It would systematize and streamline bene-
fit programs, assure that benefits are heid to
reasonable levels, and that work Incentives
are retained, thus ending the constant pres-
sure for new and expanded programs; and

It would provide fiscal relief to States,
which could then concentrate thelr resources
on other pressing local needs.

The new program would replace two major
assistance programs—the Ald to Families
with Dependent Children Program (AFDC)
and the food stamp program—with a system
of tax credita and. need-related grants. It
would consist of—

Pirst, tax credits of approximately $285
per person for all individuals, including
Social Security Income recipients, which
would be deducted directly from tax bills,
but returned in cash to thase without suf-
ficient income to pay taxes; and
. Second,Mincome-related grants to be paid
monthly. to all low-income persons except
the aged, the blind, and disabled adults and
their dependents, who would receive the
higher benefits provided under the 8SI pro-
gram. Both the tax credits and the grants
‘would be administered by the Internal
Revenue Service.

4 Does not include outlay impact of national heaith insurance.

& Functional category recommendations incorperate the efiect of both Feceral pay and price

, which the Presid

The tax credits would replace the current
$750 personal exemption that all taxpayers
subtract from taxable income. The credits
would lower the taxes of many modest-
income workers, while providing cash sup-
plements to the poor.

Total benefits to a penniless two-parent
adult family of four in 1981 would be ap-
proximately $5,000. Total benefits to a pen-
niless one-parent family of four would be
approximately $4,500.

Since there are relatively few families with
no income from private or public sources, the
proposed benefits will serve primarily to sup-
plement other income, rather than to provide
total support. And, since the grants decline
gradually and at a moderate level as earnings
rise (by 50 percent of earnings exclusive of
social security taxes and standard work ex-
penses), there 1s always a financial incentive
to increase earnings.

The plan would be phased in over four
years, as {ollows: a

In fiscal year 1978, the $285 nonrebatable
tax credit would replace the $750 personal
exemption;

In fiscal year 1979, a standard employment
expense deduction would replace the child
care tax deductions;

In fiscal year 1980, dependents’ benefits
would be added to the Supplemental Social
Security program; and

In fiscal year 1981, the $285 tax credit would
be made rebatable, need-related grants
added, and the AFDC and food stamp pro-
grams eliminated. -

The net overall cost of the program—be-
yond the cost of carrying on existing welfare
programs—would be approximately $8.9 bil-
lion in FY 1981, approximately $8.4 billion in
lost tax revenues and $1.5 billion in addition-
al grant pavments. (These dollar estimates
reflect up-dated estimates from those pro-
vided by the JEC Subcommittee on Fiscal
Policy due to the phasing-in of the overall
reform plan over a later period.)

han, 's budget
civilian pay changes under alfowances,

ludes under aliowaaces; CBO estimate includes Feds +

The JEC plan is proposed in legislative
form in H.R. 10832, introduced by Mr. Cogr~
NELL of Wisconsin. The bill cwrently haa
20 co-sponsors,

Mr. Speaker the Budget Committee
has now completed its overall hearings
on the economy and the President's
budget and economic program for fisc:l
year 1977. The committee’s task foress
are now holding hearings on various as-
pects of the economy and the budget.

At the conclusion of these hearings,
in mid-March, the committee will be re-
ceiving reports from all House commi -
tees on the President's budget and their
overall legislative plans for fiscal year
1977. These reports are a most important
source of information and recommenda-
tions for the Budget Committee markups
of the first budget resolution, which

‘must be reported to the House by

April 15. House and Senate action on the
resolutions must be completed by May 15.
The committee’s plan for the full im-
plementation of the budget process this
year is described in more detail in a let-
ter to you last October.

The key dates to keep in mind for the
early part of the year are as follows:

March 15: Committees report to the
Budget Committee.

April 15: Budget Committee reports
first budget resolution.

May 15: Congress completes action on
first budget resolution.

No revenue or spending bill can be
considered in the House hefore adoption
of the first resolution.

Authorizations for fiscal year 1977
must be reported to the House no later
than this date.
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Adhering to these dates and deadlines
will be extremely difficult, particularly
for the deadline requiring reporting of
authorizations bills by May 15. If these
authorizations are not reported in a
timely manner, House and Senate action
cn appropriations bills will he delayed,
and it is highly unlikely that we will be
able to meet the act’s timetable for adop-
tion of the second budget resolution in
September.

In fact, although the act requires only
that authorizations be reported by
May 15, the practicalities of the time-
table really require that they be passed
by the House by mid- or late-May. If,
for example, most authorization bills are

~orted in early May, there will be a

Mhstantial logjam on the House floor in
late May and early June, with a great
possibility of delaying action on appro-
priatcns bills. Consequently, I urge all
committees to report authorization bills
as soon o= possible so that the leadership
can schedule floor action on these bills by
mid-May.

Finally, I wish to thank all Members
of the House for their understanding of,
and commitment to, the requirements of
the budget process this year. Our normal
legislative procedures are undergoing a
significant change as a result of the
Budget Act, and all Members are to be
<ommended for their efforts to make the
new budget process work.

/ Mr. MITCHELL of Maryland. Mr.
Speaker, will the gentleman yield?

Mr. ADAMS. I yield to the gentleman
from Maryland (Mr. MITCEELL).

Mr. MITCHELL of Maryland. I thank
my chairman for yielding, and I merely
want to comment very briefly on this
very bprovocative and well-thought~
through statement and proposal that the
gentleman is putting before us.

Mr. Speaker, I want to suggest to the

. Members who are here on the floor that
the budget process is working. There is
no doubt in my mind, and I do not think
there is any doubt in the mind of any
member of the Committee on the Budget,
that it is working primarily because of
the hard work and dedication that the
gentleman from Washington (Mr.
ApaMms) has put in.

Mr. Speaker, I want to just comment
o bit further. The gentleman from Wash-
ington has spoken to the “givens” in our
economic situation. I think every Mem-
ber of this House wants to achieve a bal-
anced budget somewhere down the line.
I think every Member of this House and
the American public wants to reduce the
tax burdens. I also think that everyone
wants to reduce government spending.
But I am delighted to hear the gentle-
man from Washington say that this can-
not be accomplished in 1 or 2 years, that
there has o be a gradual approach to
these three “givens” in owr economic
system.

I was especially glad to hear the gen-
tleman say it because there is a segment
of this population that is stili desperate
right now in the present economic situa-
tion. The usemployment rate is uncon-
scionable. There are people who are hun-
pgry. There are people who are struggling
to make ends meet. I am just very glad
to hear the gentleman say that they will
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remain a priority under the gentleman’s
proposed plan until such time as we can
clear up sonie of the structural dysfunc-
tionings in this economic system.

Mr. Speaker, I will ask the chairman
of the Committee on the Budget this
question. We are now in the phase of
beginning to suggest the priorities, are
we not?

Mr. ADAMS. That is correct. And the
task forces are now working on the de-
tails of each functional category to fill in
the inform:tion as to where our prior-
ities will ‘be s0 we can come to the full
committee with our final product.

Mr. MITCHELL of Maryland. Mr.
Speaker, as the gentleman knows, I am
delighted that we have moved to that
next stage of our development as to sug-
gested priorities. Speaking only for this
Member, our work, I feel, i made doubly
difficult because we are dealing with an
administration budget proposal that I
think is totally unrealistic and unwork-
able.

In light of what the gentleman has ac-
complished up to this point and in light
or what the committee has accomplished,
I think we can come out with a budget
resolution that will be realistic and wiil
meet the needs and wants of the people
of this country, and then we can move
toward our ultimate objectives which
have been spelled out.

Mr. Speaker, I thank the gentleman
very much- for yielding.

Mrs. FENWICK. Mr. Speaker, will the
gentleman yield?

Mr. ADAMS. I yield to the gentle-
woman from New Jersey.

Mrs. FENWICK. Mr. Speaker, I thank
the gentleman for yielding.

I think anyone listening to this must
be impressed with the grasp of the sub-
ject matter that the gentleman has and
with the scope of the explanations we
have just heard.

I am wondering about one thing. There
is no provisions here for retiring the
international debt. Is that something one
does not do any more?

Mr. ADAMS. Mr. Speaker, that cer-
tainly is one of the items that could
come out of the surplus which we are
trying to achieve, and at that point those
who are Members of the Congress in that
year, if they wish to pay off the debt
rather than accomplish one of the .other

items, would find the monies would be.

there to do it. What I am trying to pro-
duce, as the gentlewoman can see, is a
rational way to accomplish our objec-
tives as the revenues are increasing and
neot simply spend the money every year
and in effect overspend moneys in the
out-years.

So at that point it may well be that
retirement of the debt is one of the goals
that the Congress will wish to achieve.

Mrs. FENWICK. Mr. Speaker, as a
prudent consumer, it has always struck
me as pitiful that we should spend $1060
million 2 day on debt service when we
have so much need for services to human
beings in preference to the debt, and
there seems to be no hope of getting rid
of that burden. According to the projec-
tions, in fact, the burden is going to be
greater.

Mr. ADAMS. Yes; it will be higher in

H1139

amount unless we can control it. That
is one of the reasons why we must keep
within our revenues.

Mrs, FENWICK. Mr. Speaker, I thank
the gentleman.

Mr. ADAMS. Mr. Speaker. I thank the
gentlewoman for her comments,

REVEALING THE IDENTITY OF U.S.
INTELLIGENCE AGENTS: A CURI-
OUSLY ONE-SIDED EXERCISE

The SPEAKER pro tempore (Mr,
BoxnKER). Under a previous order of the
House, the gentleman from New Jersey
(Mr. DoviNicK V. DaNIELS) s recognived
for 10 minutes.

Mr. DOMINICK V. DANIELS. Mr,
Speaker, the New York Times of Sun-
day, February 4, 1976, contained a most
interesting article reproduced from the
Times of London. In this article, Lord
Chaliont, former Alinister for Disarma-
ment under Prime Minister Harold Wil-
son, takes to task those well-intentioned
but misguided journalists who have
embarked upon & crusade to publicaliy
identify U.S. intelligence agents.

Those who believe that the cause of
international morality will be strenzth-
ened if all U.S. intelligence opera: ves
are identified fail to perceive two very
basic facts:

First. Intelligence officers are well
aware of the identity of their opposite
numbers. and do not usually indulge in
manuevers to eliminate their counter-
parts. Intelligence organizations are not
constructed for the purpose of killin
off agents on the other side. They are
consfructed for a variety of functions—
some of them laudable, some of them
lamentable—and most of them quite
necessary. But the execution of agents
representing other interests is not in-

‘cluded in the functional profile of the

world’s leading intelligence organiza-
tions, This is where one has to draw the
line between the fantasy of spy novels
and the real world of international in-
telligence operations:

Second. This is not the “very best of
all possible worlds,” to borrow from
Voltaire. What we do have is a very com-
plex international order, troubled with
social and economic problems of varying
degrees of intensity. We have the likeli-
hood of increasing economic confronta-
tion between producers of key resources
and the industrialized world. We are
witnessing already in the United Nations
a growing clamor in the third world na-
tions for a “new world economic order.”
including the payment of restitutions to
the less-developed countries whose in-
terests are perceived to have been ex-
ploited by the industrialized West.

And, as {f soclal and economic con-
frontation were not enough, we also have
to deal with the reality of a confronta-
tion between the political ideologies of
the Communist and capitalist nations.
This may not be the world gs we would
like it, but it is the world gs it is—and
the sooner this fact is recognized the
better. 2

We can hold out the hope for a bet-
ter tomorrow in the international politi-
cal milieu, but in the meantime we have
to conduct our affairs with a keen ap-
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By SAMUEL STAFFORD

Associate Editor

THEY WERE TALKING about
H.R. 7130, a bill aimed at wresting control
of Federal spending from the White House
and “returning” it to Congress, and every
so often the rhetoric would touch upon the
sour mood of the electorate.

People are fed up with politicians and
the political process, speakers would
remind their fellow congressmen, fed up,
in fact, with most of the Nation’s
venerable institutions, including the U.S.
Senate and House of Representatives.

Inasmuch as all House seats and a third
of the Senate seats will be up for grabs in
next November’s off-year elections, these
are anxious months on Capitol Hill.

California Rep. Victor V. Veysey (R.)
summed up both the dimensions of the
problem and the nature of the political
threat this way during debate on H.R.
7130:

“We have buried ourselves and the
country in a history of deficits, broken
budgets, and runaway spending on ill-
conceived programs. We have spawned an
unpluggable series of ratholes to drain
dollars not only from our pocketbooks but
from other vitally needed programs. If we
fail to pass this measure, I submit that the
American people will make us pay the
price for our folly.

“This country has gone to the wall
fighting relentless taxes, booming Federal
spending and soaring inflation. . . Unless
we can show the American public that we
are willing to assume our necessary role in
this battle for responsible spending, we
will deserve to be tossed out on our collec-
tive ears.”
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Whitten: Co-chaired budget study group.
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Will Congress Work Its Will
On the Nation’s Growing Bills?

Highlights:

1— Legislation now moving through Congress is designed to stren\g\beL
the congressional budget control role and improve procedures for setting

national spending priorities.

2—Central budget control mechanisms would be set up and appropriations
process' timetables would be changed, in effect, forcing the traditionally
free-spending Congress to make major spending and revenue policy
choices. Other provisions are aimed at halting Presidential impoundment

of appropriated funds.

3 — Mounting public concern about high taxes, inflation and the quality
of both White House and legislative leadership to cope with national
problems has created a favorable climate for reform.

4— Doubt persists about the ability of Congress to recapture power from
the vast Executive Branch budget bureaucracy. And internal Capitol Hill
rivalries could weaken the budget reform effort.

Veysey has more reason for concern
about his political future than many of his
colleagues. Elected in 1970, his power
base still is insecure. And despite ex-
pectations at the time of his election that
he would handily be re-elected in 1974, he
must, like other Republican candidates,
bear the additional burden of his party’s
Watergate-plagued image.

But even veteran Democrats have been
feeling the heat from voters angered by
growing inflation, the energy crisis, and
scandals in Washington. If ever there was
a period in which the time was ripe for
basic congressional reforms, that time is
now.

Spending Ceiling
On Dec. 5, the House passed H.R. 7130,
titted The Budget Control and Im-

poundment Act of 1973, by a vote of 386 to”
3. Essentially, the legislation would

require Congress to set an overall spen-

| ding ceiling with sub-ceiling targets in

program categories and would revise the
authorization and appropriations process
timetable, hopefully to encourage a debate
on national priorities earlier in the process
and force Congress to make major spen-
ding policy choices.

The bill also would create new Hous€
and Senate budget committees, strengthen
the power of the Appropriations Com-
mittee, and provide for congressional
vetoes of White House impoundment of —
or the refusal to spend — appropriated
funds. A Senate bill (S. 1541), which is
similar in many respects but significantly
different in some specific points, is
awaiting action in the Senate Rules Com-
mittee.

If the political climate now is more con-
ducive to reform than in the past, the flaws
in congressional budgeting processes have

been painfully evident for many years.

budget responsibilities to the Executive
Branch with the Budget and Accounting

In 1921, Congress delegated major new ﬁ

Act and establishment of the Bureau of
the Budget.

The Act gave the President respon-
sibility for preparing an annual budget
and transmitting it to Congress. Before
that time, agency budget requests went

directly to the Congress.
~The intent of the Act had been to con-

centrate spending authorization respon-
sibility in the House and Senate Ap-
propriations Committees. Over the years,
however, as the Executive budget role
became stronger and more centralized, the
congressional budget function has become
weaker as spending authority has been
splintered away from the two committees.

On budget matters, the White House
Goliath, represented by a large budget
bureaucracy both in the Office of
Management and Budget and within the
agencies which has 18 months to prepare a
budget, now is pitted against a
congressional David in that Congress
must cram its budget decisions into a few
short months and base those decisions
mainly on Executive Branch information
and expertise.

Despite the present legislative stirrings,

it is far from certain that the outcome of

the escalating power struggle between
Congress and the Executive will follow the
Biblical script.

It has often been pointed out that a
form of Parkinson’s Law has been
operating for years in the Federal spen-
ding area — that is, that expenditures
have risen as income has risen.

The statistics are mind-boggling.

Between 1940 and 1972, the Federal
Government’s gross annual revenue rose
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