The original documents are located in Box 6, folder “Budget - FY 1976” of the John
Marsh Files at the Gerald R. Ford Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



Digitized from Box 6 of The John Marsh Files at the Gerald R. Ford Presidential Library

"

THE WHITE HOUSE

WASHINGTORN . QEC 2 38?4‘
ACTION
MEMORANDUM FOR: THE PRESIDENT
FROM: ~ ROY L. ASH /.g'x
;o
SUBJECT: Recomputation of Military Retired
: Pay

- This memorandum requests your guidance on how to treat
the issue of recomputation of military retired pay in
the 1976 budget and legislative program.

Prior to 1958, recomputation was the normal method of
adjusting military retired pay. Each time active duty
pay was increased, retired pay was recomputed based on
the new, higher pay scales.

First in 1958 then finally in 1963, the practice of re-
computation was terminated and replaced by the current
system of automatically adjusting retired pay based on
increases in the Consumer Price Index (CPI). A more
detailed summary of the background of recomputation is
attached.

Mllltary groups have consistently urged a return to re-
computation, and President Nixon endorsed such a move in
the 1968 campaign. Torn between the tremendous costs of
full recomputation and the commitments that had been made,
the Nixon Administration, on April 15, 1972, proposed a
one-time adjustment of retired pay to the January 1, 1971
pay scales. On the assumption the legislation would pass,
the FY 1973 budget included $300 million and the FY 1974
budget included $400 million for recomputation. The at-
tached table shows the future costs of a partial recompu-
tation. The FY 1976 budget would increase by $500 million,
and the total lifetime cost of a partial recomputation
would be in excess of $14 billion.

There has been no action to date on the Administration's
proposal, but a similar proposal (the Hartke Amendment
to the Procurement Authorization Bill) has passed the
Senate in each of the last three years only to die in
conference.



The FY 1975 budget stated that an allowance for recom-
putation had been included in the past two budget re-
quests but had not been approved by the Congress, and
that "consequently, although the Administration con-
tinues to support recomputation, it cannot reallstically
include it in the budget request."”

It is now necessary for the Administration to arrive at
a position on this issue. We need your guidance on
whether or not to resubmit legislation and include
funds for recomputation in the budget.

The principal options are as follows:
1. Resubnit the legislation to the next'COngress:

a. And include $500 million in the legis-
lative contingency section of the 1976
budget.

b. But do not include $500 million in the
legislative contingency.

2. Do not resubmit the 1eglslat10n to the next
Congress, and:

a. Take a reluctant but firm position
against recomputation.

b. Refer the issue to some advisory body
for yet another recommendation.

While the leadership of the Senate and House Armed
Services Committees are opposed to any form of recom-
putation, there is far more than majority support in
both Houses if the issue comes to a record vote.

Based on both the merits of the case and the budgetary
situation, I recommend that you take a firm but reluc-
tant position against recomputation. However, this is

a highly emotional issue with the 700,000 military re-
tirees, and any negative position on recomputation will
raise a storm of well organized protest. The alterna-
tive of referring the issue to some existing body such
as the Defense Manpower Commission or to a group created
especially for the purpose would also be criticized, but
with less vehemence.



If you decide on either of the Option 2 approaches, we
should discuss the specific tactics with Jim Schlesinger.
I understand that he does not support any form of re-

computation.
DECISION
Option
Option
Option
Option
Attachment
cc:

la
1b
Za

2b

Include in budget.
Do not include in budget.

Do not resubmit legisla-
tion. '

Refer for a recommendation.
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Proposed Annual Cost of Defense Department Proposal
for Partial Recomputation of Military Retired Pay

(Amounts in $ Millions)

Fiscal No Price Index - 1-1/2% Annual
Year Increases Increase
1976 $500 | §510
1977 515 | 535 .
1978 530 563
1979 546 591
1980 560 619
1985 | 575 700
1990 ' 508 | 683
1995 384 | | 570
2000 259 424
2005 155 o 277
2010 80 155
2015 | 35 : 73
2020 12 27
T 2025 3 8
- 2030 1 2
2035 - , -
2040 - | -
: Lifetime, no future CPI increases $13.8 billion
Lifetime, with annual 1-1/2%
increases $18.7 billion

November 15, 1974



Recomputation of Military Retired Pay "

B

The Background , |32 :
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Recomputation was the normal method of adjusting military

" retired pay prior to 1958. Each time active duty military
basic pay was increased, military retirees had their re-
tired pay recomputed based on those new, higher pay scales.
Thus, all military retirees with the same grade and years
of service generally received the same retired pay even
though they retired years apart

In 1958, the practice of recomputation was terminated. At
that time, instead of recomputing retired pay based on the
1958 pay scales, all military members then retired were given
a 6% increase in retired pay. In 1963, members who were on
the Tetired rolls before June 1958 were allowed to recompute
to the 1958 pay scales or to receive a 5% increase in re-
tired pay, whichever was greater.

Concurrently, a system for automatically adjusting retired
pay based on increases in the cost of living as measured
by the Consumer Price Index (CPI) was adopted. Although
the method was changed slightly over the past few years,
that system is still used today.

~Under present law, whenever the Consumer Price Index attains
a level 3% higher than the index used as the basis for the
last increase in retired pay and remains at or above that
level for 3 consecutive months, military retired pay is in-
creased by the highest percentage of increase attained
during that 3-month period, plus one additional percent.

The 1% add-on was authorized by Congress in 1969 to com-
pensate for any lag in the adjustment mechanism. This
system is virtually identical to the system for adjustlnc
c1v11 service retirement annuities.

Since 1958, as a result of retired pay adjustment, military
retired pay has increased 89%. During that same period of
tlme, active duty pay, which previously had lagged behind
pay in industry, has increased 173.8%. This difference
between active duty basic pay increases and retired pay
increases is the heart of the issue surrounding recompu-
tation.

While President Nixon had endorsed a return to recomputation
in the 1968 campaign, strong reservations about the wisdom
of such a move as well as the high costs involved precluded
a legislative proposal in the early years of the Nixon Ad-
ministration.



In the face of growing public and Congressional pressure,
the President on March 10, 1971 appointed an Interagency
Committee to review the whole question of military retire-
ment benefits including the issue of recomputation.

The Interagency Committee -- composed of a member from the
Department of Defense, the Civil Service Commission, the
Veterans Administration, and the Office of Manacement and
Budget -- spent considerable time investigating the issues
inherent in the consideration of recomputation of retired
pay. It investigated the methods used to adjust retired
pay in private sector and in other public sector plans and
determined that the CPI method of adjusting military and
civil service retired pay was liberal, compared with other
plans. As such, the CPI method was considered a fair and
adequate method of adjusting military retired pay.

Further, the Interagency Committee found that recomputation
and the CPI method of adjusting retired pay do not serve the
same objective. The CPI adjustment is for the purpose of
maintaining the purchasing power of retired pay, and the
Interagency Committee believed that thlS was appropriate

and should be continued.

However, recomputation -- as used prior to 1958 -- trans-
ferred active duty pay raises directly into retired pay. .
Such liberal adjustments of retired pay are not made under
retirement plans in either public or private employment
and the Committee concluded that as a general and con-
tinuing policy, recomputation of military pay was not
appropriate.

At the same time, the Committee recognized that the sudden
discontinuance of recomputation in 1958 worked a hardship
upon many senior military members whose career and long-
range financial planning included the expectation of re-
tired pay being recomputed in accordance with active duty
pay adjustments.

The Committee further recognized that in recent years
there have been relatively large increases in military pay
that were not reflected in the retired pay of persons re-
tired before such increases. Only recently has active
duty pay attained levels that are reasonably competitive
with pay in the civilian sector, and accordingly, members
who retired many years in the past are receiving retired
pay based on levels that were below comparability at the
time they retired.




As a result of these considerations, the Nixon Administra-
tion on April 15, 1972, proposed partial recomputation by
means of a one-time adjustment of retired pay to the
January 1, 1971 pay scales as subsequently adjusted by

the CPI.

The one-time adjustment would occur for nondisability re-
tirees at age 60 if they retired with less than 25 years

of service, and at age 55 if they retired with 25 or more
years of service. Those members already meeting the age

and years-of-service thresholds would be adjusted im-
mediately. All others would be adjusted to the CPI-adjusted
1971 pay scales at the time they attain the stated threshold.

The FY 1973 budget included an estimate of $288 million on
the assumption the legislation would pass. The FY 1974
budget included $360 million on the same assumption.

While there has been no action to date on the Administraion's
proposal, a similar proposal, the Hartke Amendment to the ‘
Procurement Authorization Bill, has passed the Senate in
each of the last three years only to die in conference.
After the first Hartke Amendment was deleted, hearings on
the issue were held by a special subcommittee of the House
Awmed Services Committee.

The subcommittee concluded that recomputation legislation
should not be further considered by the Armed Services
Committee on the basis that "Recomputation cannot be
justified on the grounds of economic need of retirees and
it has been proven in the courts that there is no legal
obligation. Our study shows that recomputation will not
aid retention and could even have a negative impact. The
foreging discussion has shown that the argument that the
Government has a moral obligation to provide recomputation
cannot be logically sustained. On the other hand, the
evidence shows that the Government has met its moral ob-
ligation to the retiree by providing an outstanding system,
by providing a cost-of-living formula that maintains the
purchasing power of the retiree's income, and by providing
other benefits which have substantially increased the value
of the military retiree's estate. The present system with
the CPI formula is superior to systems in the private sector
and does have flexibility to make adjustments automatically
and expeditiously without requiring statutory action. The
hearings have demonstrated that a so-called compromise such
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as the Administration bill or the Hartke Amendment would
be unacceptable to recomputation proponents as a permanent
solution and would only increase pressure for later in-
creases. Finally, the cost of recomputation would mean
putting an unacceptable squeeze on the rest of the DOD
budget, or reducing other programs, or both. The Congress
has met 1its obligation to our military retirees and that
fact must now be recognized."”



MEMORANDUDM

THE WHITE HOUSE
WASHINGTOXN

December 26, 1974

TO: ROY ASH
THROUGH: DONALD RUMSFELD
FROM: JACK MARSHT\ .«

Referring again to our discussion about recomputation, I
mentioned to the President, and I think it would be helpful
if you would bring up with him how you expect to handle
this insofar as the Congress is concerned,

I was of the impression that he had some thoughts that a
notation in the Budget as to why it was not included was
planned. I mentioned this may cause some problems, and

it may be best to make no reference to recomputation

at all, My concern is that by stating why we omitted, because
of past Congressional inaction, may cause us to be challenged
inasmuch as you are aware that previously the Administration
had quietly sought to dissuade such action by the Congress.
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Emergency Employment Appropriations Act

The inflationary impact statement on page 8 of the
Committee Report confronts the fundamental issue raised by
the Emergency Employment Appropriations Act squarely in the
face-=~and then backs down and meekly moves on to the next
subject. The report says:

"However, if the economy recovers faster
than projected, then continued spending

at the higher levels proposed in this

bill could generate inflationary pressures.”

Various parts of the Congress are competing now to add
stimulus to the economy. The resulting stimulus is almost
certain to be excessive. If this happens, faster recovery
during the next 18 months than was projected by the President
in carly February is virtually assured--but at a considerable
price in the longer run.

With the exception of the two recommendations endorsed
Ly the President-~for temporary employment assistance and the
summer jobs program, we know from long experience that the
proposed spending increases would become permanent additions
to program bases. They would lead to an irreversible increase
in the size of government and in government spending and
would generate the excessive future inflationary pressures
that the Committee warns us of.

Time is very important now if we are to help get the
economy started on a proper pace of recovery. We owe it to
the Nation to act promptly on the tax reductions and the
employment assistance programs submitted by the President
and to consider more deliberately the proposed spending
increases that might have adverse longer run effects.




Emergency Employment Assistance Act

This proposed legislation illustrates very clearly why
efforts to control the size of government fail so often.
Unguestionably, additional fiscal stimulus is needed. The
President has proposed achieving the needed stimulus through
tax reductions and temporary employment assistance, both of
which effectively restrain the size of government over time.

By contrast, the Committee Report on the Emergency
Lmployment Assistance Act states:

"Any ceilings which have been established in the
Executive Branch by administrative action for
employment and outlays should be increased to the
extent necessary to fulfill the provisions of the
bill."

In its frantic haste to "do something," the Congress is

making the President's job of exercising prudent management

of Government funds and personnel well nigh impossible.




IEmergency kEmployment Appropriations Act

When the Congressional Budget and Impoundment Control

Act was passed’last July,’the Congressional Record was full
of rhetdrickabout how the Congress had finally bitten the
Ibullet and would now consider parts of the budget only in
relation to their effect on the total. Now, less than a
vear later, that rhetoric is beginning to sound very hollow.

The President presented to the Congress comprehensive
and coordinated plans on energy and the economy. While he
has modifiedlthem in some respects and has agreed to negotiate
on some points, the plans are still comprehensive and
coordinated. ~On the other hand, the Congress continues its
bad habits of the past. It is interesting that the Committee's
report on the Emergency Employment Appropriations Act makes
no reference to the economic stimulus that would be provided
by the tax reductions that the Congress is considering or to
the growing number of other Congressional plans to provide
increased stimulus through increased spending. We have an
obligation to ourselves and to the Nation to carrxy out last
vear's budget reform resolutions.

The task before us is clear. Our first priority is to
act on the President's proposed tax reductions and on his
emergency employment assistance proposals. Then we can con-
sider--in the manner contemplated by the recent budget reform
legislation--the amount and nature of additional stimulus

~ that might be needed.




Emergency Employment Appropriations Act

This bill purports to be an emergency employment act. But the
only two items in the bill that are directly targeted on urgent
needs for employment are the ones for public serxrvice jobs and
for summer youth employment. The other items in the bill are
simply a conglomeration of the "wish lists" of various agencies
for funds without normal budget restraints. There is even one
program, the so-called job opportunities program in the
Economic Development Administration, that would permit public
works "wish lists" to be funded without direct appropriations
and without review by either the Congress or the central review
agencies of the Executive Branch.




EMERGENCY BEMPLOYMENYT APPROPRIATIONS ACT, 1975

Trecasury
U.5. Customs Service ($56 million)

These funds are provided for low priority needs and in many
cases are superfluous in comparison with the benefits they

will provide.
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EMERGENCY FMPLOYMENT APPROPRIATIONS ACT, 1975

Agricul ture
S0il Conservation Scrvice .
Watershed and I'lood Prevention Operations ($106 million)

Construction in small watershoeds can absorb a considerable
amount of additional funding without additional Federal
employment. The effect of this increcase would be the
creation of only 1400 man-ycars of indircct Federal

employment at a cost of almost $76,000 per man~vear of

employment, Surely this is not the way to spend Federal

dollars.




EMERGENCY EMULOYMEHT ALPPROVPRIATIONS ACT, 1975

Commerce lconomic Development
Administration Job Opportunitics
Program ($375 HMillion)

It is not yet known whether the $125 million already provided
can be effectively used, let alonc another %375 million. Most
of these jobs would be in the arca of public works which are
extremely costly and a slow means of mceting employment neéds.
Experieﬁce tells us that public works proyrams are not the
way to meet urgent employment necds guickly. We were not

able to use funds effectively in 1962 and we cannot do so now.



EMERGENCY EMPLOYMENT APPROPRIATIONS ACT, 1975

Automobile purchases ($443 million)

This propeosal disregards standards for optimum automobile
life and will mean uneconomical operxation of cars. In GSA,
for example, automobiles are normally replaced after 6 years
or 60,000 miles. As of July 1, 1974 only 19,000 automobiles
were eligible for replacement. ThisAproposal would require
replacement of the entire 73,000 vehicle motor pool fleet
and the sale of 54,000 serviceable vehicles, which would

take sales away from both new and used vehicle dealers.




EMERCENCY EMPLdXMENT APPROPRIATIONS ACT, 1975

General Services Administration
Operation, Repair and Improvement
of Federal Buildings ($465 Million)

The repair and allocation work proposed in this appropriation
would be scattered in bits and pieces throughout the country,
with no guarantee that areas of high unemployment would be

-

helped.

* The stimulation of construction repair and improvement would
cover some projects that could not even be initiated for 18-24

months, providing no immediate employment assistance.

An anticipated 25% increase in resources for operating existing
public buildings will be difficult to contract once economic
recovery has been achieved, thereby building in extravagant

costs for maintaining public buildings.




EMERGENCY EMPLOYMENT APPROPRIATICNS ACT, 1975

- Corps of Engineers and
Bureau of Reclamation ($118 million)

These appropriations will finanCe some new construction starts
which have little short—-term employment pay-off. The 1976
budget already puts emphasis on ongoing proijects with a
greater potential for a/quick employment and project benefit
pay-off. Experience tells us that public works programs are
not the way to meet urgent employment needs guickly. We wére

not able to use funds effectively in 1962 and we cannot do

SO nov.



EMERGENCY EMPLOYMENT APPROPRIATIONS ACT, 1975

Payment to the éostal
Service Fund ($900 million)
Providing Federal funding as recommended in the bill would
undermine therPostal Servicg‘s.responsibility for managing
their own capital investment decisions as established by
the Postal Reorganization Act of 1970. - It wéuld also shift
a substantial postal cost from users of the postal service

>

to the general taxpayer.




EMERGENCY EMPLOYMENT APPROPRIATIONS ACT, 1875

Agriculture: ‘
Construction of roads, buildings, water, .sewer and
waste disposal facilities ($642 million)

These projects often require long lead times ﬁo get
underway and will therefore not pﬁovide immediaté
kemployment assistance. Once started such projects are
hard to stop and constraining future buagets is more

difficult.



Emergency Employment Approgriations Act

SBA-Business and disaster loan funds ($385 million)

The additional Federal borrowing that would be necessary
to provide these loans will reduce the capital available in
private markets. To the extent that this happens, thé
effectiveness of these funds in stimulating jobs is also
reduced. In addition, the small businesses assisted under
this ?rogram are likely to be less effective in providing
permanent employment than would the firms that would other-

wise have received financing through private markets.




' EMERGENCY EMPLOYMENT APPROPRIATIONS ACT, 1975

Health, Education, and Welfare: ,
Community service employment for oldexr Americans ($24
million)

This inérease willyallow moxe fuhding under a narrow
categorical grant program designed to be replaced by -the
Comprehensive Employment and Training Act (CETA). Under
the guise of an emergency action, the'appropgiation will
perpetuate direct Federal fundingkof activities that the
Congress agreed in CETA were best left to States and locali-

ties.




EXECUTIVE OFFICE OF THE PRESIDENT JAN ¢
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

1975

January 6, 1975

Memorandum for: Jack Marsh —
Max Friedersdorf

From: Bob Bonitati

I thought you might 1ike to know that the Office of Management and
Budget will be conducting a brief orientation session for newly
elected Members of the House and Senate on Wednesday, January 15th
from 3:00 p.m. to 4:30 p.m. in Room 345 of the Cannon House Office
Building. The session is intended to provide new Members with a
general overview of the budget process and budget issues for Fiscal
Year 1976.

The session entitled, "“An Introduction to the Budget" will be con-
ducted by OMB Director Roy Ash, OMB Deputy Director, Paul 0'Neill
and other key OMB officials.

Please let me know if I can provide you with any additional 1n
mation about this session.

cc: Vern Loen ’*, ‘*
Bill Kendall ,
Doug Bennett \) (:
Pat 0'Donnell
Bob Wolthuis

Charles Leppert r/\ ‘1
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THE WHITE HOUSE

WASHINGTON

s ACTION
JAN 81975 S
MEMORAXDUM FOR: THE PRESIDENT
FROM: ROV meASH . v
SUBJECT : Recdmputation of Military Retired
Pay

In December, vou decided not to submit legislation or in-
clude funds in the 1976 Budget to recompute military re-
tired pay. This memorandum requests your guidance on
whether or not to explain this decision in the text of
the 1976 Budget.

The FY 1975 Budget stated that an allowance for recompu-
tation had been included In the past twe budget requests
but had not been approved by the Congress, and that "con-
sequently, although the Administration continues to support
recomputation, it cannot realistically include it in the
budget request."”

Based on my December 2 memorandum (Tab A}, you decided not
to resubmit the legisliation to the next Congress and to
take a reluctant but firm position against recomputation.
There are three principal ways to treat this decision in
the text of the 1976 Budget: '

Alternative £1 - make no reference at all to
recomputation,

Alternative #2 - say we are not proposing recom-
putation thils year because it is politically un-
realistic. For example;

"The budget this vear does not propose
funding or legislation to Tecompute
military retired pay. The recent history
of recomputation indicates that it is un-
realistic to propose further legislation
at this time." '




3o

Alternative #3 - say we Oppose recomputation be-
cause of the need for fiscal restraint and because
our current syvstem is equitable and appropriate.
For example;

“"The budget this year does not propose
funding or legislaticn to rTecompute military

make it necessary to restrain the growth of
Federal expenditures. The present military
TetiTement systen 1cmdaauwstetsloe=wrmd, with its
prov1cvons for CPI adjustments, already has

the effect of recomputing rtetired military pay.
Further recomputation would not be appropriate
at this time."

retired pay. Current economic conditions , S‘Lp’* 'Q'G

Recommendation

The Secretary of Defense and Jack Marsh recommend Alterna-
tive #3. They believe a firm but reluctant stand against
reconputaticon 1s necessary to minimize Congressional and
other pressures i1or such legislation (Tab BJ).

Ted Marrs recommends Alternative #2. He feels this general
language does not commit us tc support recomputation, and
that it will smooth the transition from previous Administra-
tion support to a position of reluctant opposition. He be-
lieves the stronger language in Alternative #3 would stimu-
late Congressional pressures to reconsider legislation.

The NSC staff agree with the substance of Alternative #3,
but feel it may cause strong Congressional reactions. They
have no objection to either Alternative #1 or #2.

I recommend Alternative #1. By making no reference to Te-
computation, we should reduce the likelihood of Congressional
and publlc reaction. Even the general language in Alterna-
tive #3 implies criticism of past Congressional inaction
which may be challenged because of previous Administration
efforts to quietly dissuade such action by Congress. I

agree with Ted Marrs that the language in Alternative #3

is unnecessarily strong.

NECISICN

Approve Alternative #1 (no reference).

Approve Alternative #2 (general statement).

Approve Alternative #3 (reluctant opposition).
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The FY 1975 budget stated that an allowance for recom-
putation had been included in the past two budget re-
quests but had not been approved by the Congress, and
that '""consequently, although the Administration con-
tinues to support recomputation, it cannot realistically
include it in the budget request."”

It is now necessary for the Administration to arrive at
a position on this issue. We need your guidance on
whether or not to resubmit legislation ar2 include

funds for recomputation in the budget.

The principal options are as follows:
1. Resubnit the legislation to the next Congress:

a. And include $500 million in the legis-
lative contingency section of the 1976
budget.

b. But do not include $500 million in the
legislative contingency.

2. Do mnot resubmit the legislation to the next
Congress, and: 5

a. Take a2 reluctant but firm p051t10n
against recomputation.

b. Refer the issue to some advisory body
for yet another recommendation.

While the leadership of the Senate and House Armed
Szrvices Committees are opposed to any form of recom-
putation, there is far more than majority support in
both Houses if the issue comes to a record vote.’

S5ased on both the merits of the case and the budgctary
situation, I recommend that you take a firm but reluc-
tant position against recorputation. However, this is

a highly emoticnzl issue withk the 700,000 military re-
tirees, and any necgative position on recomputation will
‘raise a storm of vell organized protest. The alterna-
tive of referring the issuc to some existing body such
as the Defense Manpower Commission or to a group created
especially for the purpose would also be criticized, but
with less vchenence.
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If you decide on either of the Option 2. approaches, we
should discuss the specific tactics with Jim Schlesinger.
I understand that he does not support any form of re-
computation. : -

ECISION
Gptrion la - Include in Sudget.
Cption 1b - Do not include in budget.
Option Za - Do not resubnmit legisla-
tion.
Option 2b - Refer‘for a reccmmendaiion-

Attachnent
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Proposed Annual Cost of Defense Department Proposal
for Partial Recomputation of Military Retired Pay

(Amounts in $§ XMillions)

Fiscal | No Price Index 1-1/2% Arnual

_Yeaxr Increzses Increase
1976 $s50¢0 ' $5310
1977 ' 515 535
1878 E 530 563
1979 ; 546 ' 591
1950 . 560 619
1985 | 575 ’ | 700
19390 ' 508 683

) 1995 384 570
2¢000 259 ) 424
2005 155 277
2010 80 155
2015 | 35 73
2020 12 _ ’ 27
2025 3 8
2030 1 2
2035 - ) -
2340 - -
Lifetime, no future {(PI increcscs $13.8 billion
Lifetine, with annual 1-1/2%
INCTreazes $18.7 billion

hovemLer 15, 1974 s
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Recomputation of Military Retired Pay

The Background

Recomputation was the normal method of adjusting military.
retired pay prior to 1958. Each time active duty military
basic pay was increased, military retirees had their re-
tired pay recomputed based on those new, higher pay scales.
Thus, 211 nmilitary retirees with the same grade and years
of service generally received the same retired pay even
though they retired years apart. -

In 1958, the practice of recomputation was terminated. At
“that time, instead of recomputing retired pay based on the
1958 pay scales, all military members then retired were given
2 6% increase in retired pay. In 1963, members who were on
the retired rolls before June 1958 were allowed to recompute
to the 1958 pay scales or to receive a 5% increase in re-
tired pay, whichever was greater.

Concurrently, a system for automatically adjusting Tetired
pay based on increases in the cost of 1living as measured
by the Consumer Price Index (CPI) was adopted. Although
the nethod was changed slightly over the past few years,
that system is still used today.

Under present law, whenever the Consumer Price Index attains
a level 3% higher than the index used as the basis for the
last increase in retired pay and remains at or above that
level for 3 consecutive months, military retired pay is in-
creased by the highest percentage of increase attained
during that 3-month period, plus one additional percent.

The 1% add-on was z2uthorized by Congress in 1965 to con-
pensate for any lag in the adjustment mechanism. This
systen 1is virtually identical to the system for adjusting
civil service retirement annuities.

Since 1958, as a result of retired pay adjustment, military
retired pay has increased 89%. During that same period of
time, active duty pay, which pre-iously had lagoed behind
pay in industry, has increased 173.8%. This Jdifference
betweer active duty basic pay increases and rTetired pay
increases is the heart of the issue surrounding recompu-

2 President Nixcon had endorsed a return to recomputation
he 1968 canmpaign, strong rcservations -absut the wisdom
uch a move as well as the high costs inrolrcd prctludcd
cgislative proposal in the early years of the Nixon Ad-
istration. .



In the face of growing public and Congressional pressure,
the President on March 10, 1971 appointed an Interagency
Committee to review the \hole question of military retire-
ment benefits including the issue of recomputation.

The Interagency Committee -- composed of a member from the
Department of Defense, the Civil Service Commission, the
Veterans Administration, and the Office of Management and
Budget -- spent considerable time investigating the issues
inherent in the consideration of recomputation of retired
pay. It investigated the methods used to adjust retired
pay in private sector and in other public sector plans and
determined that the CPI method of adjusting military and
civil service retired pay was liberal, compared with other
plans. As such, the CPI method was considered a fair and
adequate method of adjusting military retired pay.

Further, the Interagency Committee found that recomputation
and the CPI method of adjusting retired pay do not serve the
same objective The CPI adjustment is for the purpose of
nmaintaining the.purchasing power of retired pay, and the
Interagency Committee believed that this was appropriate

and should be continued. :

However, recomputation -- as used prior to 1958 -- trans-
ferred active duty pay raises directly into retired pay.
Such 1liberal adjustments of retired pay are not made under
retirement plans in either public or private employment
and the Committee concluded that as a general and con-
tinuing policy, recomputation of military pay was not
appropriate.

At the same time, the Committee recognized that the sudden -
discontinuance of recomputation in 1958 worked a hardship
upon many senior military members whose career and 10ng—
range financial planning included the expectation of re-
tired pay being recomputed in accordance with act1Ve duty
pay adjustnents.

The Comnittee further recognized that in recent years
there have been rclatlvel) large increases in nilitary pay
that vwere not reflected in the retired pay of persons re-
-tired before such increases. Only recently has active
duty pay attained levels that are recasonably compstitive
with pay in the civilian sector, and accordingly, menbers
who retired many yecars in .the past are receiving retired
pay be ed on levels that were balow comparability at the
Lln.u., 2y Tetired.

[ B4\ §
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As a result of these considerations, the Nixon Administra-
tion on April 15, 1972, proposed partial recomputation by
means of a one-time adjustment of retired pay to the

January 1, 1971 pay scales as subsequently adjusted by )
the CPI. : -

The one-tinme adjustment would occur for nondisability re-
tirees at age 60 if they retired with less than 25 years

of service, and a2t age 55 if they retired with 25 or more
years of service. Those members -already meeting the age

and years-of-service thresholds iwould be adjusted im-
mediately. All others would be adjusted to the CPI-adjusted
1971 pay scales at the time they attain the stated threshold.

The FY 1973 budget included an estimate of $288 million on
the assumption the legislation would pass. The FY 1974
budget included $360 million on the same assumption.

While there has been no action to date on the Administraion's-
proposal, a similar proposal, the Hartke Amendment to the
Procurement Authorization Bill, has passed the Senate in
each of the last three years only to die in conference.

After the first Hartke Amendment was deleted, hearings on

the issue were held by a special subconﬁlttee of the House
Awned Services Committee.

The subcormittee concluded that recomputation legislation
should not be further considered by the Armed Services
Committee on the basis that "Recomputation cannot be
justified on the grounds of economic need of retirees and
it has been proven in the courts that there is no legal
ocbligation." Our study shows that recomputation will not
aid retention and could even have a nega;ive impact. The
foreging discussion has shown that the argument that the
Gove;nreng has a moral obligation to provide recomputation
-cannot be logically sustainecd. On the cother hand, the
evidence shows that the Government has met its moral ob-
ligation to the retiree by providing an outstanding system,
by providing a cost-of-1living formula that raintains the
purchasing power of the retiree's income, and by providing
other benefits which have substantially increased the value
. of the military retiree's estate. The present system with
the Cr1 formula is superior to systems in the private sector
and does have flexibility to make adjustments automatically
and expeditiously without reauiring statutory action. The
hearings have demonstrated that a so- called compromise such

7, VB,



as the Administration bill or the Hartke Amendment would
be unacceptable to recomputation proponents as a permanent
solution and would only increase pressure for later in-
creases. rinzlliy, the cost of recomputation would mean
putting an unacceptable squeeze on the rest of the DOD
budget, or reducing other programs, or both. The Congress
has met its obligation to our military retirees and that
fact must now be recognized."
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THE SECRETARY OF DEFENSE
WASHINGTON. D. C. 20301

28 DECW/4

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Reevaluation of Administration Position on Recomputation of
Military Retired Pay

Before 1958, military retired pay was recomputed as necessary to
preserve its mathematical relationship to active duty pay. Studies showed
that this practice was virtually unique, inside or outside of government.
Thus in 1958 when active duty pay was extensively restructured, a one-
time cost-of-living adjustment was made to retired pay'in lieu of straight
recomputation. In time, pressure built up for a return to recomputation.

In 1963 the Congress established a2 system which geared retired pay
to the Consumer Price Index, and recomputation as a concept was offi-
cially deleted from the statutes. At the same time, a '"one-shot’! recom-
patation was made available to pre-1958 retirees, based on 1958 pay

"scales, Organizations testifying on behalf of recomputation at that time
agreed that these two steps would settle the recomputation issue once and
for all,

In recent years, however, the issue has been raised again. The
Nixon Administration proposed a one-time recomputation to 1971 pay scales
in ¥Y 73. Other proposals were sponsored by various members of the
House and Senate. Then, two years ago, a Special Subcommittee of the
House Armed Services Comimittee was formed to investigate the matter.
After taking extensive testimony, the Committee concluded that:

"Court tests have proved conclusively that there is no
legal obligation to provide recomputation.

'"The subcommittee found no evidence of large numbers of
retirees in conditions of economic deprivation; and if personnel
were in economic difficulty, recomputation would not in any case
be the best way to deal with the problem. ' :




""The Government does have a moral obligation toward
military retirees, but that obligation does not require the
restoration of recomputation.

""The present retirement system is superior to any
system in the private sector. The CPI formula protects
the purchasing power of retired pay and is most certainly a
system which should be retained. '

Thus the Special Committee dealt head-on with the "moral'' issue
of whether those retirees whose annuity-adjustment system was changed
from straight recomputation to the CPI-related approach were treated
unfairly. As noted above, the Committee concluded that fair treatment
had been received. On balance, I find that I must agree, though it is a
difficult issue to resolve to one's complete satisfaction.

Beyond this, however, other factors arise as one considers the issuce
of recomputation in today's economic environment. The most significant
of these is the éffect that inflation is having upon the relationship between
active duty pay and tke retiremment annuity. Active duty pay changes are
geared to changes in Federal civilian salaries which in turn are adjusted
by changes in private sector pay rates as measured by Bureau of Labor
surveys. The annual rate of CPI increase has recently been more than
double the annual rate of adjustment to salary/wages. As a result, under
current projections, if retired pay were recomputed to January 1971 pay
scales for all pre-1%¢71 retirees as had been proposed by the previous
Administration, any member retiring next October would receive less
retired pay than 2 similar member who retired before January 1, 1971,
For example, a lieutenant colonel (0-5) with 26 years' service retiring
next October would actually receive $70 per month less than a similar
member who retired 20 years ago.

In effect, retired pay is already being ''recomputed''. For example,
a lieutenant colonel with 26 years of service who retired prior to 1958 now
receives an annuity equal to 675 of the anruity received by a similar
member who retired last summer. Assuming that current inflationary
trends continue into 1976, that percentage will increase to 78% of the
amount received by a similar member retiring in October of that year.

In view of these trends, I recommend at this time that the Adminis-
tration not submit recomputation legislaticn to the new Congress.

“



January 20, 1978

MEMORANDUM FOR: ROY ASH

FROM:

JACE MARSH

The following are my comments conceraiag the Budget Message.

3.

3.

4.

Page 6, third paragraph, spelling of inflation.

Same page, last line, third paragraph. Mesaing is usclear.
What are the two {acters?

Page 6, paragraph four, last line, typo error.

Page 10, paragraph thres: chaage second sentence to read:
"design to seek internatiomal sconomic stability™.

Page 12, paragraph two: 1 not deleted, this paragraph
should be completely rewritten so as not to encourage
legislation ia that particalar field.




JAN 20 1975

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET-
WASHINGTON, D.C. 20503

JAN 2 0 1975

MEMORANDUM FOR: PHILIP W. BUCHEN
KENNETH R. COLE
ALAN GREENSPAN
ROBERT T. HARTMAN
JERRY H. JONES
JOHN 0. MARSH v
DONALD H. RUMSFELD
BRENT SCOWCRAFT
L. WILLIAM SEIDMAN
PAUL A. THEIS

FROM: ?(ZXSYL\ASH\

SUBJECT: e Budget Message

Attached is a galley proof of the Budget Message in close to final form.
It will be sent to the Government Printing Office tomorrow night for
paging. Once in page proof, we will be able to make relatively few

changes, with emphasis on necessary typographical clean-up and numerical
accuracy.

Attachment
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January 19, 1975—REVISED

1 Part 1 —MESSAGE
NEW GALLEY

Limited to Official
OMB Use

BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

The year 1976 will mark the bicentennial of this country. With this
budget, therefore, we will begin our third century ‘as a Nation.

In our first 2 cen(tunec we developed from 13 strugeling colonies
to a powerful leader among nations. Our population increased from 3
‘million to 213 million. From a simple agncultural society we have
grown into a complex industrialized one.

Our Govemmentr-—a,ad its budget—have grown with the Nation,
as the mcrea,smg complexity of modern society has placed greater
I’eSpOBSIblhtIES upon it. Yet our society has remained free and demo-
cratic, true to the principles of our Founding Fathers.

Change and complexity bring problems. As we approach our third
century as a Nation, we face serious economie difficulties of recession
and inflation. T have & deep faith, however, in the fundamental
strength of our Nation, our people, our economy, and our institutions
of government. I am confident of our ability to overcome today’s
challenges as we have overcome others in the past~——a,nd gone on, to
greater achievements. A :
+ My budget recommendations are designed to meet longer-term na-
- tional needs as well as immediate, short-run objectives. It is vital
that they do so. Because of the size and momentum of the budget,
- today’s decisions will have far-reaching and long-lasting effects.

Limited to Official
OMB Use



2 Part 1-MESSAGE

The recommendations set forth in this budget are an integral part
of the broader series of proposals outlined in my State of the Union
address. These proposals provide for:
—fiscal policy actions to increase purchasing power and stimulate
economic revival including tax reduction and greatly increased
aid td the unemployed;
—a major new energy program that will hold down erergy use,
accelerate development of domestic energy resources, and promote
energy research and development;
—an increase in outlays for defense in order to maintain prepared-
ness and preserve force levels in the face of rising costs;
~—a 1 year moratorium on new Federal spending programs other
than energy programs; and,
—a temporary 59, ceiling on increases in pay for Federal employees,
and on those benefit payments to individuals that are tied to the
Consumer Price Index.
These policies call for decisive action to restore economic growth
and energy self-reliance. My proposals include $16 billion in tax
relief—%$12 billion for individuals and $4 billion for corporations—te
stimulate economic recovery. Qutlays are estimsited to increase 30%
between 1974 and 1976. It is essential that we keep a tight reign on
spending, to prevent it from rising still further and making tax reduec-
tion imprudent. I beliéve that tax reduction, not more Government
spending, is the key to turning the economy around to renewed growth.
I regret that my budget and tax proposals will mean bigger deficits
temporarily, for 1 have always fought deficits. We must recognize,
. however, that unless action is taken soon to aid economic recovery, the
Treasury will lose receipts and incur even larger deficits in the future.

My energy program calls for a tariff on imported oil, taxes on domes-
tically produced petroleum and natural gas and on their producers,
and deregulation of prices. These measures will curb excessive energy
use and reduce our dependence on imported oil. The $30 billion in:
receipts these measures will produce will be refunded to the American
people—refunded in a way that helps correct the distortions in our -
tax system created by inflation. Special provisions will ensure .that
low-income Americans are compensated equitably. All these refunds .
and compensatory measures will be in addition to the $16 billion in
tax relief I have proposed.

My budget recommendations provide for total outlays of $348.7
billion in""1976, an increase of $35.5 billion over 1975, and anticipate
receipts of $302.7 billion, an increase of $23.2 billien over 1975.

January 19, 1975 REVISED

IS

THE BUDGET AT A GLANCE
{in billio,u of dollars)

1974 1975 1976  Transition
Item actual " estimate  estimate quarter
Reeeipts. .. oo U, 264.9  280.5 3027 36
Outlays. ..o 268.4 313.7 348.7 93

Defieit (=) .l ~35 -3.2 460 -8
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The Congressional Budget and Impoundment Control Act of 1974
provides for major reforms in the budget process. As part of these
reforms, it changes the fiscal year for the Federal budget from the
present July-through-June basis to an October-through-September
basis, beginning with the 1977 fiscal year. This requires that there be a
separate transition gumarter, extending from July through September
of 1976, after fiscal year 1976 ends and before fiscal year 1977 begins.
Estimates for the transition quarter are imcluded in this budget. In
general, they anticipate continuing the 1976 program levels unchanged
for the additional 3 months. Because outlays and receipts vary sea-
sonally—that is, they do not occur at uniform rates during the year—
the estimates for this quarter (and particularly the deficit) are not
representative of a full year’s experience.

THE BUDGET AND THE ECONOMY

If the Congress acts decisively to place in effect the new policies I
have announced, and if we exercise reasonable patience and restraint,
we can go far toward solving the broad range of economic problems
our Nation now faces.

It must be clearly understood that these problems are serious and
that strong remedies are fully justified. We are now in a recession.
Unemployment is far too high and productivity has declined. At
the same time, inflation, a serious and growing problem for nearly
a decade, continues to distort our economy in major ways. Underlying
these problems is the fact that we are far from self-sufficient in endrgy
production, and even with the measures I have proposed developing
the capacity for self-sufficiency will take years. Imported fuel supplies
have been interrupted once and remain vulnerable, and oil prices have
been increased fourfold.

The increased unemployment and continued price increases from
which we now suffer are problems we share with much of the rest of the
world. The roots of these problems are complex. The steep rise in the
price of imported oil, for example, while directly increasing prices,
has also acted like a tax increase by reducing the real income of
American consumers and transferring that income to oil exporting
countries. Lower real incomes, combined with consumer resistance to
place. Such factors, superimposed on the inevitable slowdown recession
we are now in..

The weakening of consumer demand and investment, in turn, is
beginning to exert a dampening effect on price and wage increases.
Thus, inflationary pressures are already beginning to recede and are
likely to continue to do so.



January 19, 1975—REVISED

4 Part 1 -MESSAGE /

Aiding economic recovery.—In ivew of this situation, I ha

tax cut will contribute to deficits, adding $6 billion in 1975 and $10
billion in 1976. 1 have always opposed budget deficits. The current
ecgnomic situation, however, leaves me no choice.

Aside from the effects of the proposed tax reduction, the deficits
anticipated for 1975 and 19786 are in large part the inevitable result of
those aspects of the budget and the tax system that respond auto-
matically to changes in the economy. When an economic slowdown
oceurs, incomes and profits decline or grow more slowly, but Federal
tax collections slow down more than proportionately. Unemploymenf
benefit payments rise sharply. These factors tend to cushion the ecg-
nomic downturn and help sustain individual and corporate incomes.

These stabilizing influences are quite substantial. If the ecomomy

" were to be as fully employed in 1976 as it was in 1974, we would have.

$35 billion in additional tax receipts, assuming no change in tax rates. 7
Aid to the unemployed, including the special measures | proposed

and the Congress enacted last December, will be $11.8 billion larger »
in 1976 than it was in 1974, providing i upport for 13.8 bene- ;l/ MS

ficiaries and their families. Theset cforsg alone almost exactly
equal the deficit expected for 1976. - : -

THE BUDGET TOTALS

[Fiscal years. In billions) 4
Transition
Description 1974 1975 1976 period
actual estibsate  estimate  estimate
e 3
«Budgetreceipts . . ... ... 264.9 280.5 302.7
Budgetoutlays .. . ... . .. oo 268.4 3.7 348.7
Deficit (=) e cevveeemcmrmnen e aaanna. ~3.5 332 -—46.0
Budget authonity. . ___.____. ... .. ... .....
1973
actual

Outstanding debt, end of fiscal peried:
Gross Federal debt .. ... ... ...
Debt held by the public. __.______..._.

Outstanding Federal and federally assisted

credit, end of fiscal period. ______. ...
Directloans....... .o ...
Guaranteed and insured loans ' ________
Government-sponsored agency loans?___

! Excludes loans held by Geysginment sccounts and special credit agencies.
3 See table E~7 in Special Adalysis E; Federal Credit Programs, published in a scparste volume.
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The Government must act decisively to help restore economic
health, and act compassionately to aid those most seriously affected
by unemployment. It does not make economic sense to insist on
cutting a dollar out of the budget for each dollar of tax receipts lost
just because of decreases in incomes and profits resulting from the
economic downturn. Nor does it make sense arbitrarily to offset each
dollar of incressed aid to the unemployed by a reduction elsewhere
in the budget.

Last October I proposed a National Employment Assistance Act,
which provided for liberalized unemployment benefits and coverage
and for more public employment. Congress has since enacted, and I
have signed into law, two employment assistance acts derived from my
proposals. One of these measures, the Emergency Jobs and Unemploy-
ment Assistance Act, provides unemployment benefits to workers not

« covered by the regular unemployment insurance system and provides
_ increased job opportunities in the public sector. The other measure,
the Emergency Unemployment Act, extends the length of time that
- workers covered by the regular unemployment insurance system are
eligible for benefits. My budget recommendations provide for outlays
.of $15.3 billion in 1976 for income support for the unemployed, both
under these two acts and under the regular unemployment compensa-
.tion programs. Another $1.3 billion will be spent for increased public
sector jobs.

Budget reductions.—While recommending temporary measures to
‘help the economy and to provide greater assistance to the unem-
ployed, 1 have sought, on an item-by-item basis, to eliminate non-
essential spending and avoid commitinent to excessive growth of
Federal spending in the long run. For this reason I have proposed no
new spending initiatives in this budget other than those for energy. 1
have also proposed that the allowable increase in Federal pay and in
benefit payments to individuals that currently are linked to the
Consumer Price Index be limited to 5% through .June 30 of next year.
To be equitable, this ceiling should apply to all these programs. This
limit will save $6.1 billion in 1976 and permit us to concentrate maxi-
mum resources on direct efforts to speed economic recovery, including
tax reduction.

In addition, 1 have previously asked the Congress to agree to a
sertes of measures that would reduce outlays. In some cases the
Congress has done so; in others it has overturned my proposals. Those
economy measures to which Congress has not objected are reflected in
my budget recommendations. These measures will provide $7.8 billioni
in savings in 1976. Further program reductions recommended in this
budget will result in $3.6 in additional savings. Unless the Congress
concurs with the proposals now before it, including those advanced in
this budget, outlays—and thus the deficit—will be $17.5 billion greater
in 1976 than the figure recommended in this budget. {In that event, the
tax cut I am proposing should be seriously reconsidered.]

My proposal to place a temporary limit on civil service and military
pay increases recognizes that the Federal Government must set an
example for the rest of the economy, and that Federal employees
generally enjoy considerably greater job security than the average
worker under current economic conditions. I believe that most Federal
employees will understand that some restraint on their pay increases
is appropriate now to help provide benefits and increased job oppor-
tunities for those who are unemployed.

T urge the Congress to accept this recommendation. I especially
urge the private sector—labor and management alike—to follow this
example and hold down price and wage increases.
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My proposal to place a similar temporary limit on the automatic
increases in benefit programs linked to the Consumer Price Index is
made in the context of the very large increases that have occurred in
these programs in recent years-—increases well in excess of the rate of
inflation. Qutlays for these programs, ipcluding social security, sup-
plemental security income, food stamps, railroad retirement, Federak
employees retirement, and military retired pay have increased from
$40 billion in 1970 to an estimated $92 billion in 1975. This is an

"increase of 1309, in just 5 years. Over the same period, consumer price,

increases total about 38%,. Some of the increase in outlays is due to
the fact that more people are mow cowered by benefit programs. But
average benefits per beneficiary, in constant prices—that is, adjusting.

“for inflation—have gone up substantially.

-With thousands of workers being laid off while considerable infla-
tionary momentum persists, I believe that modest—and temporary—
restraint on Federal pay raises and on the growth of Federal benefit
programs is an equitable way to keep the budget from perpetuatmg

inflation.
BUDGET TRENDS AND PRIORITIES

The Federal budget both reflects our national priorities and helps
to move the Nation toward their realization. Recent years have seen
a significant shift in the composition of the Federal budget. The pro-
portion of the budget devoted to defense has declined substantially
since 1964, with a corresponding increase in the nondefense propor-
tion of the budget. This shift has been particularly rapid since 1969,
due in part to the end of American combat involvement in Vietnam.

Defense outlays remained virtually level in current dollar terms
from 1969 to 1974, absorbing substantial cost inc reases—including the
pay Taises necessary to establish equitable wage levels for our service-
men and women and to make possible the transition to an all-volunteer
atmed force. Defense programs have undergone large reductions in
real terms—reductions of over 409, since 1969 in manpower an
materiel. In consequence, defense outlays have been a decreasipg-shys
of our gross national product, falling from 8.99%, in 1969 ta
1976.

‘At the same time, Federal nondefense spending has increased sub-
stantially in both current and constant dollar terms, growing from
11.69, of gross national product in 1969 to an estimgted 15.8% in this
budget. In the process, the form that Federal spending takes has
shifted dramatically away from support for direct Federal operationg.
and toward direct benefits to individuals and grants to State and
local governments. About a third of these grants also help to finance
payments to individuals. Both legislated increases and built-in pro-
gram growth have contributed to the doubling of outlays for domestic
assistance in the past 5 yvears. The sharp drop in defense programs and
manpower has helped make this possible.

It is no longer realistically possible to offset increases in the costs of
defense programs by further reducing military programs and strength.
Therefore, this budget proposes an increase in defense outlays in
current dollars that will maintain defense preparedness and preserve
manpower levels in the face of rising costs. These proposals are the
minimum prudent levels of defense spending consistent with providing
armed forces which, in conjunction with those of our allies, will be
adequate to maintain the military balance. Keeping that balance is
essential to our national security and to the maintenance of peace.

In 1969, defense outlays were nearly one-fifth more than combined
outlays for aid to individuals under human resource programs and for
aid to State and local governments. Despite the increase in defense
outlays, this budget—only 7 years later—proposes spending nearly
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twice as much money for aid to individuals and State and local
governments as for defense.

Qutlays for assistance to individuals and to State and local gov-
ernments will rise from $ billion in 1974 to $ billion in 1975,
and $ billion in 1976. These increases include the costs of the
emergency unemployment assistance measures enacted last De-
cember, together with increased outlays under the regular unemploy-
ment insurance system. Outlays for other benefit programs, including
social security, supplemental security income, food stamps, medicare

.and medicaid, and veterans programs, will also increase substantially,

The budget carries forward & philosophy that stresses an appro-
priate separation of public- and private-sector responsibilities. Within
the sphere of public-sector responsibilities, it calls for Federal em-
phasis on meeting national problems and encourages State and local

yesponsibility and initiative in meeting local and statewide needs.

Broader Federal aid to States and localities and a reduction in the
Federal restrictions imposed in connection with this aid are key ele-
ments of this philosophy. In 1974, Federal aid supplied 219, of total
State and local government receipts, compared to 10.7% a decade
earlier. My budget recommends Federal grants-in-aid of §
billion in 1976.

ENERGY

The fourfold increase in o1l prices dictated by oil-exporting countries
has been a major factor in the sharp inflationary surge of the past
year gnd a half. It endangers the health of world trade and is creating
significant financial and economic disruption throughout the world.
Among other things, the resulting high fertilizer prices are hampering
efforts to increase world agricultural production, thereby aggravating
the world food problem.

Fuel conservation.—1 continue to believe that fuel conservation
and a reduction of world oil prices is in the long-term interest of both-

consumer and producer countries. Accordingly, I have proposed a series.

of stringent fuel conservation measures, including taxes on petroleum

and natural gas offset by reductions in income taxes, payments to low--
income taxpayers, and increased aid to States. On balance, this pro-

gram will preserve consumer and business purchasing power while
strongly discouraging unnecessary petroleum consumption. Other
measures I have proposed will upgrade housing insulation and permit’

substantial improvement in automobile gas mlleage, thus further-

reducing our need for imported oil.

At the same time, my Administration is pursuing diplomatic efforts
to alleviate ﬁnancial and supply probléms in the industrialized world,
and to persuade major oil-exporting countries to use part of their
enormous oil revenue surpluses to aid less-developed nations hard-
pressed by the price increases.
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Developm :nt of domestic energy sources.—But fuel conserva-
tion measures and stronger diplomatic efforts are only part of the
solution to the energy problem. Vigorous efforts to speed development
of our vast domestic energy resources—particularly oil, gas, coal, and
nuclear—are also essential. As part of these efforts, my Administration
has worked out a comprehensive plan for leasing the offshore oil and
gas resources of our Outer Continental Shelf for development in an
environmentally acceptable manner. We also seek responsible use of
our extensive Naval Petroleum Reserves in California and Alaska
and are taking steps to increase our use of our vast domestic coal
reserves. These measures, including workable and precise legislation
regulating strip mining, seek a proper balance between energy needs
and environmental gopsiderations. Increased domestic supplies,
coupled with fuel conservation measures, will help reduce oug. de-
pendence upon, and vulnerability to, petroleum imports.

In addition, the Federal Government has further expanded its
fesearch and deVelopment program to provide the new and improved
technologies necessary for increasing the use of our domestic energy
resources. Qutlays for energy research and development will be $1.7
billion in 1976, an increase of 369 over 1975 and 1029, over 1974.
My budget recommendations continue our vigorous nuclear research,
ind development program and further accelerate nonnuclear energy
research and development-—particularly in coal and solar energy. To
provide a better organizational framework for this effort, last October
I signed into law an act creating the Energy Research and Develop-
ment Administration, which brings together within a singie agency thé
Government’s various research and development programs relating to
fossil fuels, nuclear energy, and other energy technologies such as
geothermal and solar. An independent Nuclear Regulatory Coni-
mission has also been established to improve the regulatory process
associated with nuclear plant licensing, safety, and nuclear materials
safeguards, and to separate it from nuclear power development
pctivities,

Agriculture.—Besides fuel costs, the cost of food has been the other
gpecial problem in the inflationary surge of the past 2 years. A world-
wide decline in agricultural production due in part to adverse weather
conditions has created shortages that have been critical in some areas
and have sent world food prices soaring.

In response to these shortages, we have stimulated U.S. production
by eliminating Government-imposed crop restrictions originally de-
signed to prevent surpluses. Qur increased production will help to
gugb inflation and will aid in relieving severe food shortages abroad.
To the extent that we can produce beyvond our domestic needs, we
will be able to increase our agricultural exports and share our in-
creased supplies with hungry peoples overseas.
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NATIONAL SECURITY AND FOREIGN RELATIONS

The ultimate goal of American foreign policy is to ensure the
freedom, security, and well-being of the United States as part of a
peaceful and prosperous international community. Our diplomacy,
backed by a strong national defense, strives to strengthen this inter-
national community through the peaceful resolution of international
disputes, through arms control, and by fostering cooperation and
mutual restraint. We seek a healthy world economy through expanded
trade, cooperative solutions to energy problems, and increased world
agricultural production to meet mankind’s needs for food. In today’s
interdependent world, each of these objectives serves our own national
interest even as it helps others.

National security.—The Vladivostok understanding, which I
reached with Secretary General Brezhnev of the Soviet Union,
represents a major step on the long and arduous road to the control
and eventual reduction of nuclear arms. For the first time, we have
reached an understanding on specific and equal limitations on strategic
nuclear weapons. Once we have concluded an agreement based on
these understandings, we will be prepared to take the next step—to
seek further agreement to lower the ceilings, as we have already done
in the case of antiballistic missile launchers. .

The progress we have slready made along the road to eventual,

strategic arms reductions has been possible only because we have
remained strong. If we are to make further progress, we must aet to
preserve our strategic strength. My defense proposals provide for
necessary force improvements and for the development of strategic
alternatives necessary to maintain, within the limits of the Viadivostok
agreement, a credible strategic deterrent.
. More attention must now be given to maintaining an adequate
balance in general purpose forces. In this area we share the burden of
defense with our allies. The United States has entered into negotia-
tions between members of NATO and of the Warsaw Pact on mutual
and balanced force reductions. If those negotiations are successful,
some U.S. forces stationed in Europe could safely be withdrawn. For
the time being, however, the United States and its allies must main-
tain present manpower levels and continue to strengthen conventional’
combat capabilities.

In an effort to increase efficiency and achieve greater combat cap-
ability with existing manpower levels, the Army has undertaken to
provide 16 active combat divisions by June of 1976 with approximately
the same total number of Army personnel as was authorized for 13
divisions in June of 1974. This 16-division combat force will require
additional equipment, which is provided for in my budget recom-
mendations,
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Foreign relations.—Because the welfare and survival of the
United States and its allies depend upon the flow of ocean-going trade
and supplies, strong naval forces are required. In recent years the
number of Navy ships has decreased, primarily as a result of the
retirement of many aging ships built during World War II. The
savings from this action have been used to strengthen the combat
capabilities of the remaining force. This budget provides for a vigorous
program of new ship construction and modernization necessary to
maintain the naval balance in the future.

In addition to maintaining a strong defense capability, the United
States strives, through its diplomacy, to develop and maintain peaceful
relationships among nations. Foreign assistance is both an expression
of our humanitarian concern and a flexible instrument of diplomacy.

,.Our assistance in Indochina is making an essential contribution to the
security and reconstruction of the countries in that region. Additional

military assistance is now necessary to enable the South Vietnamese
and Cambodian Governments to defend themselves against increasing
military pressure. Qur assistance in the Middle East is an integral
part of our diplomatic effort to continue progress toward a peaceful
solution to the area’s problems. An increasing portion of our economic
aid program is devoted to helping developing countries improve their
agricultural productivity.

Higher oil prices, widespread food shortages, inflation, and spreading
recession have severely strained the fabric of international Looperatlon
The United States has undertaken several ma]or dlplomatl(, initiat
designed togivert international economic chags - diplomatic efforts
were instrumeéntal in the establishment of the International Energy
Agency and its program, which provides for emergency oil sharing,
conservation efforts, and development of alternative energy sources.
More recently, the United States proposed a $25 billion special
financing facility to assist industrialized countries in dealing with
balance of payments difficulties. This new facility will supplement
expanded operations of the International Monetary Fund. At the
World Food Conference, in Rome, the United States proposed a
number of measures to deal with the world food problem, including
creation of an international system of grain reserves.

In addition, the Trade Act passed by the Congress last December
will make possible a strengthening of international trade relations by
enabling the United States to work with other nations toward reducing
tariff and nontariff barriers to trade and improving access to supplies,

The strengthening of international trade and financial cooperation
is essential if we and other nations are to cope successfully with
current economic stresses, It is a prerequisite for renewed economic
progress at home and abroad.
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progress at home and abroad.
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DOMESTIC ASSISTANCE

The enormous growth in recent decades of Federal programs for
assistance to individuals and families, and to State and local govern-
ments, has placed heavy demands on the budget. This growth ex-
pressed the desire of n compassionate society to provide well for its
retired workers, veterans, and less fortunate members without
sacrificing our proud and productive tradition of individual initiative
and self-reliance. Tn the process, we have built a stronger partnership
between the various levels of government: Federal, State, and local.

AID TO INDIVIDUALS AND TO STATE AND LOCAL GOVERNMENTS

{Dollar a mounts in billions]

Percent
ingrease,

1968 to

Item 1968 1970 1972 1475 1976 197¢

Payments to individuals ' . .. ... _ . 40 51 70 94 134 239
Grants-in-aid ! . o 19 24 36 46 55 191
For payments to md:viduals . (6) (8) (14) (16} (18) (202)
Other. . ... ... ... ... (13) (’16) ('Zl) (30} (36) (186)
Total. . . . . ... 58 75 106 140 188 223

Memorandum:

All other outlays. . ... .. .. _ . . (azty 122y (126)  {128) (16D) (33}

! Excludc; rmhtuy rctm:d pay and grants claamﬁed in the mtmml defcnae fum:non

Human resources programs.—The rapid growth of human re-
source programs in recent vears has brought about many improve-
ments in the well-being of the American people. Benefits under social
security, medicare, medicaid, supplemental security imcome, food
stamps and veterans programs have increased substantially. In just
7 vears, cash benefits under social security programs will have nearly
tripled, rising from $26.2 billion in 1969 to $70 billion in 1976, 'I‘he\
now reach 27.9 million beneficiaries. By 1976, six social security
benefit increases will have occuwrred since 1969, Automatic cost-of-
jiving adjustments to benefits are now provided by law. Allowing for
the temporary 5% ceiling I have proposed on benefit increases between
now and July 1976; the increases from 1970 through 1976 in each
recipient’s social security benefits, taken together, will total 779, far
exceeding the increases in the cost of living (52%), and in average
wages (579%,), estimated for this period.

The supplemental security income program began operation a year
ago, replacing the various State public assistance programs for the
aged, the blind, and the disabled with a more uniform and equitable
national syvstem. This broad reform has provided higher benefits for
these disadvantaged groups. In addition, Federal assumption of
responsibility for these programs has provided significant fiscal relief
to State and local governments. This budget provides for substantial’
to beneficiaries both of this program, and of social security.

Outlays for the food stamp program have incres-ed from $248
million in 1969 to an estimated $3 billion in 1976. 1 have undertaken
reforms to simplify the administration of this program and reduce
costs, while providing for more equitable treatment of beneficiaries.

Over the years, the income security of our labor force has been
enhanced by liberalization of benefits and coverage under our unem-
ployment insurance system, while increased employment opportunities
have been created in areas of high unemployment. The special unem-
ployment assistance measures I proposed last October have been
enacted into law as the Emergency Jobs and Unemployment Assist-
ance Act and the Emergency Unemploymen&-@"&n{fssation Act.
With these new acts, total unemployment assistance,xincluding emn-
ployment programs, wﬂl expand—9%, from $ — billion in 1974 to,
§-——— billion in 1976. {
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Human resources programs.—The rapid growth of human re-
source programs in recent years has brought about many improve-
ments in the well-being of the American people. Benefits under sociat
security, medicare, medicaid, supﬁlementa] security income, food
stamps and veterans programs have increased substantially. In just
7 years, cash benefits under social security programs will have nearly
‘mpled rising from $26.2 billion in 1968 to $70 billion in 1976. The\
now reach 27.9 million beneficiaries. By 1976, six social security
benefit increases will have occurred since 1969, Automatic cost-of-
hvmg adjustments to benefits are now provided by law. Allowing for
‘the temporary 5%, ceiling I have proposed on benefit increases between
now and July 1976; the increases from 1970 through 1976 in each
recipient’s social security benefits, taken together, will total 779, far
exceeding the increases in the cost of living (529%), and in average
wages (579, estimated for this period.

The supplemental security income program began operation a year
ago, replacing the various State public assistance programs for the
siged, the blind, and the disabled with a more uniform and equitable
national system. This broad reform has provided higher benefits for.
these disadvantaged groups. In addition, Federal assumption of
responsibility for these programs has provided significant fiscal relief
to State and local governments, This budget provides for substantial
to beneficiaries both of this program, and of social security.

Outlays for the food stamp program have increased from $248
million in 1969 to an estimated $3 billion in 1976. I have undertaken
reforms to simplify the administration of this program and reduce
costs, while providing for more equitable treatment of beneficiaries.

Over the years, the income security of our labor force has been
enhanced by liberalization of benefits and coverage under our unem-
ployment insurance system, while increased employment opportunities
have been created in areas of high unemployment. The special unem-
ployment assistance measures 1 proposed last October have been
enacted into law as the Emergency Jobs and Unemployment Assist-
ance Act and the Emergency Unemployment Compensation Act.

With these new acts, total unemployment assistance, including em-

ployment programs, will expand—%, from $ billion in 1674 to
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Our present welfare system is inefficient and inequitable. It is
wasteful not only of tax dollars but, more importantly, of human
potential. Left unchanged, over the long run the situation will almost
surely continute to deteriorate. [ ruge the Congress to work with my
Administration to develop reforms that make the system simple, fair,
and compassionate. This approach need not cost more, but rather
can use our weifare dollars more effectively.

America needs to improve the way it pays for medical card We
should begin plans for a comprehensive national health insurance
system. However, in view of the economic developments and the
measures 1 have proposed to combat recession and inflation, 1 cannot
now propose costly new programs. Once our current economic prob-
blems are behind us, the development of an adequate national medical
insurance system should be our first national priority. I ruge the Con-
gress to work with my Administration in order to devise a sy stem
that we will be able to afford.

The major Federal programs for financing medical care no
existence, medicare and medicaid, are now 10 years old. Medicare
outlays of $14.7 billion in 1976 will help to meet the medical costs of

“an estimated 12.7 million aged and disabled Americans ,23%, more

people than were aided in 1971, Medicais outlays of $7.1 billion will

. he]p to pay medical care for 25 million low-income Americans in 1976—

# 37% increase in beneficiaries since 1971. Federal health programs
also provide health eare and insurance for Federal employees, veterans,

.and other groups. In total, existing Federal health programs now pay

bout, [35;]% of the Nation’s total health bill.

ngeral revenue sharing.—General revenue sharing has become,
an tegral and important part of the Federal grants-in-aid system.
This program has been highly successful, providing fiscal assistance
that can be applied flexibly to meet the needs of States and localities
according to their priorities. It has distributed assistance more equit-
ably than before, reaching many local governments that had not
recelved Federal assistance in the past.

Current authority for general revenue sharmg will expire at the
end of calendar year 1976, Because 1 believe in the soundness of this
program, I shall propose legislation extending general revenue sharing
through fiscal year 1982. Promp{ action by the g(@)ngl ess O ﬂ}e
proposed extension will permit State and local governments to lan
their future budgets more effectively and avoid the waste and in-
efficiencies that prolonged budgetary uncertainties would create.

Transportation.—My budget recommendations anticipate legis-
lation that I will propose to increase long-term funding for highways
and extend the highway trust fund through 1980. My proposal will
focus Federal assistance on more rapid completion of segments of the
Interstate Highway System needed to link the system together. They
will also combine a number of narrow categorical grant programs for
highway assistance to eliminate red tape and allow localities greater
flexibility in meeting their transportation problems.
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In order to improve the safety and efficiency of the Nation’s airways
system, and to increase its responsiveness to current needs, 1 will
propose legislation to restructure Federal aviation and airways
development programs. My proposal will broaden the range of aviation
activities that may be financed from the airways trust fund, eliminate
unnecessary Federal involvement in airport investment decisions,
and allocate airport user fees more equitably among aviation system
users.

BUDGET REFORM

As demands on the budget have grown, the need for better con-
gressional procedures for considering the budget has become incredi-
ingly clear. In the past the Congress has acted upon the budget in &
piecemeal fashion, with far too little attention to the total. The
Congressional Budget and Impoundment Control Act passed last
-summer mandates sweeping changes in the Federal budget and in
“congressional procedures for dealing with it. Under the new prote-
dures, the Congress will have a larger and better-defined role in
developing sound budget and fiscal policies. Congressional organiza~
tion and procedures will be changed to focus greater attention on the
“budget totals early in the legislative process.

Major provisions of the act require greater attention to the future-
year costs of legislative proposals and ‘ongoing programs and establish
a budget committee in each Chamber and a Congréssional Budget
Office to aid Congress in its consideration of budget recommendations.
The shift of the fiscal year to an October-to-September basis will give
the Congress more time to complete action on the budget before the
fiscal year begins. ‘ .

The aet also provides for a closer working relationship between
Congress and the executive branch in controlling outlays. 1 look
forward to & new era of fruitful cooperation between the legislative
ahd executive branches on budgetary matters, a cooperation that
will enhanve fiscal responsibility, make the budget a more useful
instrument of national policy, and promote a more careful allocation
of limited resources. ‘

During the past 6 years, the budget has become increasingly
forward-looking, focusing attention on the future effects of budget
proposals. The new act builds upon this initiative with the require=
ment that the budget present more extensive 5-year projections of
outlays and receipts. These projections indicate the large natura
increase in receipts resulting from rising incomes and profits as the
economy returns to healthy growth and higher employment. These
increased receipts, coupled with prudent fiscal restraint, will make it
possible to avoid deficits that would be inflationary when the economy
returns to high employment.

The Government strongly affects the economy in miany ways not
fully reflected in the budget. These influences include tax provisions
such as those that encourage homeownership and business invest-
ment; and the operations of Federal or federally-sponsored eciiter-
prises, particularly in the credit field, that are excluded from the
budget. The new act recognizes the importance of these factors by
requiring that they be given greater consideration in connection
with the budget.
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CONCLUSION

As we approach our national Bicentennial, difficult challenges lie
before us. The recommendations in this budget address the Nation’s
problems in a direct, construetive, and responsible fashion. They are
designed to move the Nation toward economlc ‘health and stability.
They meet human needs. They provide fog the §trong defense essential
to our national security and to our contlm;lng eﬁ’ortb to maintain
world peace.

Looking beyond the Bicentennial, toward the year 2000, the prac-
tical limits to the growth of the Federal Government’s role in our
society become increasingly clear. The tremendous growth of our
domestic assistance programs in recent years has, on the whole, been
commendable. Much of the burden of aiding the elderly and the needy
ihas been shifted from private individuals and institutions to society as
a whole, as the Federal Government’s income transfer programs have
expanded their coverage.

These programs cannot, however, continue to expand at the rates
they have experienced over the past two decades. Spending by all
levels of government now makes up a third of our national output.
Were the growth of domestic assistance programs to continue for the
next two decades at the same rates as in the past 20 years, total
government spending would grow to more than half of our national
output. We cannot permit this to ocour. Taxation of individuals and
businesses to pay for such expansion would simply become msupport-
ably heavy. This is not a matter of conservativé or liberal ideology.
It is hard fact, easily demonstrated by simple extrapolation. We must
begin to limit the rate of growth of our budgetary commitments in the
domestic assistance area to sustainable levels.

The growth of these domestic assistance programs has taken place
in, a Jargely unplanned, piecemeal fashion. This has resulted in too

.many overlapping programs, lack of coordination, and inequities.
- Some of the less needy now receive a disproportionate share of Federal

benefits, while some who are more needy receive less. We must re-
double the efforts of the past 5 years to rationalize and streamline
these programs. This means working toward a stable and integrated
system of programs that reflect the conscience of a compassionate
society but avoid a growing prepondgrance of the role of the public
seotor over the private. It means, too, decentralizing Government
operations and developing a closer partnership between the Federal
Government, State and local governments, and the individual private
citizen.

The Congress will approach this budget in a new way, with new legis-
lative machinery and procedures. I pledge to work in a spirit of
cooperation with the Congress to make this effort a success. The tasks
before us provide difficult tests: to meet immediate economic prob-
lems; to relate our limited Federal resources more clearly to current
national priorities; and to develop long-term strategies for meeting
Federal responsibilities as we begin our third century. 1 am confident
of success.

Geraup R. Forp.:

FEBRUARY 3, 1975



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
’ WASHINGTON, D.C. 20503

January 20, 1975

Memorandum for: Roy Ash
Paul O'Neill

From: Bob Bonitati 7§

The attached letter has just been sent to all newly elected
Members of Congress.

We will be contacting each of their offices in the next few
days to arrange for a briefing of their staff members on "How
to Use the Catalog of Federal Domestic Assistance."

AR

JAN 91 1975
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Economlc Focus by Damel] Balz

Ash Looks at the Def:cnt

Roy L. Ash’s last budget will be unveiled soon “and al-

. ready he is asking people for a little patience «nd un-

derstanding when they see the deficit in it.
~ This is the same Roy Ash whose name and agency,
the Office of Management and Budget (OMB), have

* been linked with such “evils” as impoundments, rescis-
* sions, deferrals, outright cuts—in short,  with being

In contrast, a deficit of $50 b
would be only about 4 per cent
larger than the $12.8 billion deficit
the last bad recession.

“Deficits as a percentage of GN
ferent thing than the horror that or
thinks of deficits in absolute amou



THE WHITE HOUSE

WASHINGTON

January 21, 1975

ADMINISTRATIVELY CONFIDENTIAL

MEMORANDUM FOR: JACK MARSH

FROM: JERR 7

The attached memorandum was returned in the President's
outbox with the following notation to you:

-- Your suggestion?
You should note that the President requested this information
be transmitted to you before your meeting with him tomorrow

morning.,

Thank you.



THE WHITE HOUSE

INFPORMATION
WASHINGTON
JAN 2 1 1975
MEMORANDUM FOR: THE PRESIDENT
FROM: o ROY L. ASH-" ;
SUBJECT: Congressman Rhodes' request for the

FY 1976 Central Arizona Project
funding level

Congressman Rhodes has asked me to provide him with the
amount to be included in the FY 1976 budget for the
Central Arizona Project. I have been unwilling to give
Congressman Rhodes the Central Arizona Project funding
level in your FY 1976 budget in advance of its transmittal
to the Congress on February 3, based on long-standing
budget policy on the privileged nature of budget data.

To provide Mr. Rhodes with the FY 1976 funding level for
the Central Arizona Project in advance, if it becones
known, would immediately result in similar requests from
other Congressmen with an equally strong desire to obtain
advance budget data on their favorite project. I wanted
“you to be aware of this, however, in the event you want to

At Lanpmen AL mem T nmraan -~ d T N L s 0
- o ke A .b.l.u&ti ua—ou.&.vuu.l.u I:IV.LJ.VJ - i B szq....:: L= Sl i Luupo \JAL

the project are as follows.

The Central Arizona Project will provide an irrigation,
municipal and industrial water supply to the Phoenix

area by diverting water from the Colorado River through

an aqueduct over 200 miles long. The project received a
$23.0 million appropriation in FY 1975, of which $2.5 mil-
lion was deferred. Two major construction contracts will
be awarded in FY 1975 for the main Granite Reef Agueduct
and the FY 1976 budget will include $29.2 million to
continue all ongoing work and also provide for additional
contracts. The July 1 to September 30 transition quarter
request will provide $8.8 million to continue construction
progress. With this 1976 funding, the anticipated date
for delivery of water to Phoenix is January 1985. This
schedule permits a rapid construction program and the 1976
budget level should be "goed news" to Mr. Rhodes.
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Major New Features of the Budget

® Section on economic assumptions and long-range projections.
® Analysis and data on tax expenditures.

® New functional classification and presentation.

® Expanded discussion of recéipts, including the President’s tax -
proposals on fiscal stimulus and energy.

® Estimates of budget authority and outlays for the transition
quarter.

® Increased budget authority shown for subsidized housing programs
to reflect the maximum Federal payment.



. Budoetzyy impect of Tax end Encrgy Prozoszzis
(Fiscal Years; in Billions of Daollars)
= Anti-recession tax cuts: | 1975 1976
Investment tax credit increase - -12 29
Individual income tax rebates - -49 73
Subtotal | 61 -102
‘Energy tax proposals: |
Excise taxes and import fees | 43 19.0
Windfall profits tax / | - 163
Individual income tax cuts : ' -14 | -249
Corporate income tax cuts -18 66
Subtotal 1.1 38
Total tax changes . | -50 64
. ——— L ————
.. Increased outlays due to energy price increases - S 70
Total increase in deficit 5.5 134
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Budget Reductions-

(In Billions of Dollars)

Effect on Spending

1975

Proposed last year:
Total proposed
Overturned by Congress
Adjustments
Total remaining
New actions proposed this year

Total budget reductions

Of which:
Rescissions
Deferrals
New legislation

Administrative and other actions

-5.2
20

5

-2.7
-3

- -30

1976

-8.9
10
-2

-8.1
-9.0

-17.1

-1.8
-12.4
2.1



The Budget and the Economy

(Fiscal Year Estimates; in Billions of Dollars)

1975 1976

Receipts Outlays Receipts OQutlays

Proposed 2788 3134 2975 3494

Change if there were no recession +30.0 9.2 +400 -127

Budget totals without recession 3088 3042 3375 336.7

Change if there were no energy and
~tax proposals | +5.0 -5 +6.4 -7.0

Budget totals without recession
or energy and tax proposals 3138 303.7 3439 3297



Budget Deficits and Surpluses as a Percent of GNP

Percent Fiscal Years Percent
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THE WHITE HOUSE
WASHINGTON

Russ --

You should get the names of people he
thinks should be invited. Many of the
White House people have already
attended these briefings.

Jack



THE WHITE HOUSE

WASHINGTON

February 7, 1975

MEMORANDUM TO: JACK MARSH

FROM: RUSS ROURKE /&~

Jim Jura of OMB called stating that there will
be a final briefing for White House Personnel
and Vice President's Personnel on the budget

as well as energy issues. A 'detailed'" brief
will be given as well as answers to specific
questions. This will take place sometime during
the middle or the latter part of next week, and
will last approximately 1 1/2 hours to 2 hours.

Jura would like the names of those people you
might suggest to attend. My own feeling is that
the following should be invited:

1) Entire Congressional Relations team
2) Recommendations from Jim Cannon
3) Recommendations from Baroody




THE WHITE HOUSE
WASHINGTON

RUSS - re the attached Jim Jura
would like to know how many.

Briefing will be Friday,
February 14 - Room 450 EOB
2:00 energy policy

3:00 budget




February 7, 1975

MEMORANDUM TO: JACK MARSH

FROM: RUSS ROURKE

Jim Jura of OMB called stating that there will
be a final briefing for White House Personnel
and Vice President's Personnel on the budget

as well as energy issues. A "detailed” brief
will be given as well as answers to specific
questions. This will take place sometime during
the middle or the latter part of next week, and
will last approximately 1 1/2 hours to 2 hours.

Jura would like the names of those people you
might suggest to attend. My own feeling is that
the following should be invited:

1) Entire Congressional Relations team
2) Recommendations from Jim Cannon
3) Recommmendations from Barocody



THE WHITE HOUSE

WASHINGTON

February 7, 1975

RUSS:

Jim Jura called of OMB (2316 or 6190)
--there will be a final briefing for
White House Personnel and Vice
President's Personnel on budget

and energy issues. -- a ''detailed
brief'' and specific questions will

be answered - it will be about

11/2 - 2 hours long - sometime dur-
ing the middle or latter part of

next week. JURA would like names
of those people you (or JOM) might
suggest to attend.

con







"THE WHITE HoUSE

WASHINGTON

2/27

Russ -

Per our conversation, here is a copy
of Jerry's decision memo to DR for

your files,

judy licata
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THE WHITE HOUSE

WASHINGTON

February 6, 1975

MEMORANDUM FOR: DONALD RUMSFELD

FROM:

Sometime ago we discussed the White House budget and
how our testimony should be iandled on the Hill.

Tex Gunnels, the House Appropriation staffer, strongly
urged that we send someone from the White House this
year rather than relying on OMB to handle our testimony.
When we discussed it you indicated that you perhaps
would go to the Hill to testify. We now need to decide
whether or not to send a White House staffer. The
arguments for sending someone from the White House, and
you particularly, are that we are better able than
anyone else to defend our budget requests and that

the Congress would be pleased and receive this gesture
of openness and cooperation well.

The arguments against sending a White House staffer
is the argument IOr executive priviiege. in the

past the White House staff has never gone to the Hill
to testify, but instead the Department's and Agencies,
OMB, and other offices within the Executive Qffice

of the President have carried the burden of testimony.
It has been thought in the past that if we ever broke
the line on White House staff members testifying the
staff would forever be on the Hill in front of
committees and make it difficult for them tc do their
work for the President. The Hill tendency would be

to call on the staff rather than the Department's

and Agencies with substantive responsibility. Also,
the second concern is that the staff member would be
put in an embarrassing political situation by either
having to testify as to what the President thinks or
decline to testify as to conversations held with the
President. Either position can be embarrassing on
sensitive issues.




-

I am sure that your handling the testimony on our budget
will make the process go smoothly this year. I am

also sure that we will have a hard time holding the

line on further testimony in other areas if we break
over the line on the budget. Only the President and
you can decide if this is something we want to do.

- " Donald Rumsfeld will carry the
White House budget testimony

f \EL Let OMB continue to represent

. the White House in the budget

hearings




THE WHITE HousE
WASHINGTON

2/27/75 _ per RAR

Judy in Jones' office is sending

us a copy of Jones' memo
recommending against the sugges-
tion that Rumsfeld testify on
White House budget.

i,



THE WHITE HOUSE
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THE WHITE HOUSE

WASHINGTON

February 12, 1975

MEMORANDUM FOR: JOHN O. MARSH
MAX L, FRIEDERSDORF
THRU: VERN LOEN Ve
FROM: DOUGLAS P. BENNETT 1O P>~
SUBJECT: White House Budget

I understand the decision was recently made that the White House
Budget will be presented by OMB as opposed to a White House top
staffer. I think this decision should be reevaluated for the following
reasons:

(1) Chairman Steed of the House Appropriations Subcommittee
on the White House Budget has indicated he will do everything to support
our budget but is most anxious for a White House official to present it.

(2) It seems to me we can get around the precedent-setting
rationale by distinguishing between testimony on a substantive igsue
as opposed to this, which is administrative in nature.

(3) It would continue to demonstrate the President's willing-
ness to have an "open' White House.

(4) The President himself testified before the House Judiciary
Committee with respect to the Nixon pardon thereby setting a very open
and candid tone for the White House. It would be easier to volunteer
than to run the risk of being subpoenaed (which is not entirely out of
the question).




March 11, 1975

BUDGET OUTLOOK

L 8 ) - . ,
%{JM (Dollars in billions)
0 _ - | ﬂ

~ The Effect on The Effect on
Budget borrowing g/ Budget borrowing a/

Original 1976 Budget: - BRI :
RECEIPLES tvvevvnesasvosnnnsnoonseorssnnnans 278.8 297.5

OUtlayS wovveneennnnsnnanans ceraaan ees.. 313.4 349.4
Deficit .vvsiniinnnnerenennsnonanns -34.7 57.9 -51.9 78.9

Assured changes in deficit:
Administration changes:

Release of highway funds .....cccvnnn.. -% -1.0
Request $2.0 B for public service

jobs and summer youth ..... ceeesenean -.1 . ~1.8
Food for Peace and other requests .... -.3 =1

Congressional action on food sta&p

INCreases sveseeveovescessessons S o =-.2 ; : . -.6

Loss of offshore oilland receipts ...... =~ =2.5 A ——

Court actions requiring fund release ... - -.1
Deficit with assured changes .... -37.8 61.0 : -55.5 82.6

Revised estimates: A
Higher Food Stamp use +....... ceservemnn -.6 ‘ ~1.5
Increased; GI bill participation and »

other veterans benefits ....evveescaens -.5 -.6

Other changes*(HEw, Defense, etc.) ..... -2.0 —
Deficit with expected changes ..... ~-40.9 64.1 ~-57.6 84,7

Further changes under consideration in
Congress not duplicated above:

Rejection of rescissions ........ e -4 C -.7
Emergency Employment appropriation ..... -1.5 -1.9
Ways and Means Committee recommendation

on tax cut ...cverenreacsnsons ceeeaenas ~2.8 ~1.1

2 /’MMWW
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1975

1976

2

PR ERANE N

The

"Effectron-
Budget borrowing

Fffect on—\‘ wris

Further cﬁanges under coasideration in————
Congress not dupllcatca above--Cont.:

Inaction on. "cap. legislation" .. lL.... - ———
Inaction on other reduction legis—_ . .
lation: — '
Medicare cost sharing c.vceeeeeeeenn. -.3
Medicaid, social services and other.
public assistance reform ....veeeees . .. =3
Other reduction legislation ......... ~-.6

Health insurance for unemployed ....... ———
Wright-Pastore (Majority) recommenda- Nméﬁ*
tions to»«‘}%l&«.&«andw&Q%wMeta&sh&!ﬂw -4.2
Humphrey (JEC) recommendations to.

Budget Committee be-about-$26 Smand
$274.5~t0tals Wﬂ\;&&. e -4.0
Senate Budget Committee staff sug- '
 gestions: b/ »

Rejection of energy tax equallzation

PAYHIENES 4o vssrssonvanvansse eseeans +.5
Accelerated social security and SSI. -2.6
Housing and other ..........c.... e e

Humphrey (JEC) recommendations to
Budget Committee: ¢/

Anti-recession grants ......ceccen. . —-——

Public service employment .......... —
Improvements in unemployment ‘
compensation ....ceveeann. e neees . -

7
Total with changes under
consideration .........ocio..n ~57.1

b/ But staff recommendation was for deficit of $44 in 1975 and $62 in 1976.

¢/ But recomme ndation was for deficit of $47 to $49 in 1975 and $68 to $70

in 1976.

-18.5

+7.0 -

80.3 ~-106.2

133.3

Note: Possible additions in unemployment benefits have not been added because

of the stimulus implicit in the above estimates.

However, the implicit

stimulus might be expected to raise interest payments in sizeable amounts.



To:

David S. Broder
The
Budgét
Trap
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

i s

WASHINGTON, D.C. 20503

March 31 , 1975

OMB Senior Staff

1
Bob Bonitati %y 7

THE W

T t’s that new mechanlsm which re-
guires Congress each spring and fall to

ANHX\GT(‘\ P')\T

set and accept targets for its own over-’

all budget, that is being tested for the

first time ihis vear. And it may turn’

out to be just the weapon 3lr. Ford
needs-to regain the upper hand.
Caleulating the effects on the con-

gressional tax cut bill and the tentative:

spending plans submitted by commite
tees, the budget commitices project a
deficit for fiscal 1976 far larger than
anyone thinks acceptable. -

Sen. Edmund 8. Muskie (D-Maine),

chairman of the Senate Budget Com-

mittee, satd I&st week that a 368 hillion
deficit was nrtuaily unavexdabh »

e rwr % w

Sunday, March 30. 1973

Interestingly, both Muskie anc
ams put aside their own shortler
litical interests to insist on layin
the unyarnished truth in these b
reports. Muskie is running scare
re-election in 1976 in Maine, witl
eyve out for the possibility of a
dential nomination, Adams has de

| on the Washington State Senate

if Sen. 'Henry M. Jackson (D-W
who's up in 1976, wins the presid

b.ar v1ce'pre51denual nammatm&

Neither of them would be hurf
their own constituents by ballyh
the public works, public emplo;
and publie spending schemes DI
among Democrats as a cure for !
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EXECUTIVE OFFICE OF THE PRESIDENT
£] OFFICE OF MANAGEMENT AND BUDGET

DATE: 4/23/75

TO: John Marsh

FROM: Robert F. Bonitati
Assistant to the Director
for Congressional Relations
395-3381
(Code 103)

The attachedis prov ed for you inforﬁ]ation.

OMB FORM 38
REV AuG 73




Budget Report/Fiscal committees send
final proposals to Senate, House sy soet Havemans

3

The Senate Budget Committee, re-

jecting many of the spending proposals '
from other Senate committees, has ap- Th ree BUdget Proposals
oved a fiscal 1976 budget futi
S:m is even more fista%; ;Zi‘:r;jcti;zrg The table compares President Ford's April 4 revision of his budget pro-
than that of the House Budget Com- posals with outlay and revenue targets adopied by the House and Senate

mittee, Budget Committees (figures are in billions of dollars):

579

4/18/75
NATIONAL
JOURNAL
REPORTS
©1975



O

April 28, 1975

STATEMENT ON BUDGET RESOLUTIONS

This week the Congress has an opportunif; to show the American people
where they stand on fiscal responsibility.

Under a new procedure established by the Congress last year, Budget
Comrmittees have been established in both the House and the Senate.

" These Committees have been hard at work since the 94th Congress
convened, Each Committee has now produced a resolution calling for a
ceiling on Federal spending for fiscal year 1976 and these resolutions
will come before the Members for a vote this week.

As you know, when I signed the tax cut bill, I drew my line on the Federal
- deficit at $60 billion. I reaffirm my commitment to that $60 billion
ceiling.

Both the House and the Senate resolutions would raise my ceiling. The
Senate resolution would establish a ceiling at $67 billion; the House at
$73 billion. Obviously, I believe my limit is far preferable to either
alternative. But it is of overriding importance that both Houses of
Congress adopt a resolution this year.

Until now, there has been no mechanism for instilling discipline in the
total spending actions of the Congress. Instead, the legislative process
has proceeded in a piecemeal fashion, each Committee acting on its own.
As a result, no one in Congress was responsible for assuring that we
could afford everything that was enacted.

Our economic circumstances cannot tolerate such a haphazard approach.
~Therefore, I urge, in the strongest possible terms, that both Houses of
Congress adopt a spending ceiling resolution. I do not believe the
people will gladly suffer a failure on ‘j\ﬂle part of the Congress to draw a
firm spending and deficit line.






THE WHITE HousEe

WASHINGTON

MR. MARSH - Jim Jura would
like any scratch notes you wish to
make on attached. - He'd like this
today, if possible. Thanks.

ch

PHJi‘flé,q
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STATEMENT ON BUDGET RESOLUTIONS

This week the Congress has an opportunity to show the American
people where they stand on fiscal responsibility.

Uﬁger a new procedure established by the Congress last year,
Budget Committees have been established in both the House

and the Senate. These Committees have been hard at work

since the 94th Congress convened. Each Committee has now
produced a resolution calling for a ceiling on Federal spending
for fiscal year 1976 and these resolutions will come before the
Members for a vote this week.

As you know, when I signed the tax cut bill, I drew my line on
the Federal deficit at $60 billion. I reaffirm my commitment
to that $60 billion ceiling. :

Both the House and the Senate resolutions would raise my ceiling.
The Senate resolution would approve a deficit of $67 billion;

the House $73 billion. I strongly believe my limit is far
preferable to either alternative. ;4AKAA( UA . o~ ;CCZT:X 0
Until now, there has been no mechanism for instilling dlSClpllne
in the total spending actions of the Congress. Instead, the
legislative process has proceeded in a piecemeal fashion, each
Committee acting on its own. As a result, no one in Congress
was responsible for assuring that we could afford everything
that was enacted.

Our—economic cireumstaneces—cannot tolerate-—such—a—haphazard

apprbach. Theréfore;—f—urge—in-the~strongest possible-berms,
thaéﬂboth~Houses—Ur‘cUngress~a&opt-a-spéﬁﬂtﬁﬁ‘tﬁttiﬁE‘fEso&ution.

¥ The national interest requires that Congress draw a firm
spending and deficit line.



STATEMENT ON BUDGET RESOLUTIONS

This week the Congress has an opportunity to show the American
people where they stand on fiscal responsibility.

Under a new procedure established by the Congress last year,
Budget Committees have been established in both the House

and the Senate. These Committees have been hard at work

since the 94th Congress convened. Each Committee has now
produced a resolution calling for a ceiling on Federal spending
for fiscal year 1976 and these resolutlons will come before the
Members for a vote this week.

As you know, when I signed the tax cut bill, I drew my line on
the Federal deficit at $60 billion. I reaffirm my commitment
to that $60 billion ceiling.

Both the House and the Senate resolutions would raise my ceiling.
The Senate resolution would approve a deficit of $67 billion;

the House $73 billion. I strongly believe my limit is fax
preferable to either alternative.

Until now, there has been no mechanism for instilling discipline
in the total spending actions of the Congress. - Instead, the
legislative process has proceeded in a piecemeal fashion, each
Committee acting on its own. As a result, no one in Congress
was responsible for assuring that we could afford everything
that was enacted. '

Our economic circumstances cannot tolerate such a haphazard
approach. Therefore, I urge, in the strongest possible terms,
that both Houses of Congress adopt a spending ceiling resolution.
The national interest requires that Congress draw a firm

spending and deficit line. ?/ % a W N o DI
> . B ‘)' t
h plree < ctrdng on padaling .
O
5
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STATEMENT ON BUDGET RESOLUTIONS

This week the Congress has an opportunity to show the American people
where they stand on fiscal responsibility.

Until now, there has been no mechanism for instilling discipline in the
total spending actions of the Congress. Instead, the legislative process has
proceeded in a piecemeal fashion, each Committee acting on its own. As a result,
no one in Congress was responsible for assuring that we could afford everything
that was enacted.

Under a new procedure established by the Congress last year, Budget
Committees have been established in both the House and the Senate. These
Committees have been hard at work since the 94th Congress convened. Each
Committee has now produced a resolution calling for a ceiling on Federal spend-
ing for fiscal year 1976 and these resolutions will come before the Members for
a vote this week.

As you know, when I signed the tax cut bill, I drew my line on the Federal
deficit at $60 billion. I reaffirm my commitment to that $60 billion ceiling.

Both the House and the Senate resolutions would raise my ceiling. The Senate
resolution would approve a deficit of $67 billion; the House $73 billion. I
strongly believe my limit is far preferable to either alternative and urge in
strongest possible terms its acceptance by Congress. The national interest
requires that Congress draw a firm spending and deficit line.




FOR IMMEDIATE RELEASE April 30, 1975

Office of the White House Press Secretary

[—

THE WHITE HOUSE

STATEMENT BY THE PRESIDENT

This week the Congress has an opportunity to show the American
people where they stand on fiscal responsibility.

Under a new procedure established by the Congress last year, Budget
Committees have been established in both the House and the Senate.

These Committees have been hard at work since the 94th Congress convened.
Bach Committee has now produced a resoclution calling for a ceiling on
Federal spending for fiscal year 1976 and these resolutions will come
before the Members for a vote this week.

As you know, when I signed the tax cut bill, I drew my line on the
Federal deficit at $60 billion. 1 reaffirm my commitment to that
$60 billion ceiling and urge in strongest possible terms its
acceptance by Congress.

Both the House and the Senate resolutions would raise my ceiling.
The Senate resolution would approve a deficit of $67 billion; the
House $73 billion. 1 strongly believe my limit is far preferable to
either alternative.

Until now, there has been no mechanism for instilling discipline in
the total spending actions of the Congress. Instead, the legislative
process has proceeded in a piecemeal fashion, each Committee acting
on its own. As a result, no one in Congress was responsible for
assuring that we could afford everything that was enacted.

Our economic circumstances cannot tolerate such a haphazard approach.
Therefore, I urge, in the strongest possible terms, that both Houses

of Congress adopt a spending ceiling resolution. The national interest
requires that Congress draw a firm spending and deficit line.

# # #






