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97TH CONGRESS
2D SESSION S. CON. RES. 92

CONCURRENT RESOLUTION
Setting forth the recommended congressional budget for the

United States Government for the fiscal years 1983, 1984,

and 1985, and revising the congressional budget for the

United States Government for the fiscal year 1982.

1 Resolved by the Senate (the House of Representatives

2 concurring), That the Congress hereby determines and de-

3 cares, pursuant to sections 301(a) and 304 of the Congres-

4 sional Budget Act of 1974, that:



VI

2

1 (a) The following budgetary levels are appropriate for

2 the fiscal years beginning on October 1, 1981, October 1,

3 1982, October 1, 1983, and October 1, 1984:

4 (1) The recommended levels of Federal revenues

5 are as follows:

6 Fiscal year 1982: $623,000,000,000.

7 Fiscal year 1983: $667,000,000,000.

8 Fiscal year 1984: $739,000,000,000.

9 Fiscal year 1985: $822,000,000,000.

10 and the amounts by which the aggregate levels of Fed-

11 eral revenues should be increased are as follows:

12 Fiscal year 1983: $22,000,000,000.

13 Fiscal year 1984: $37,000,000,000.

14 Fiscal year 1985: $42,000,000,000.

15 (2) The appropriate levels of total new budget au-

16 thority are as follows:

17 Fiscal year 1982: $777,600,000,000.

18 Fiscal year 1983: $831,700,000,000.

19 Fiscal year 1984: $892,300,000,000.

20 Fiscal year 1985: $966,000,000,000.

21 (3) The appropriate levels of total budget outlays

22 are as follows:

23 Fiscal year 1982: $740,700,000,000.

24 Fiscal year 1983: $779,100,000,000.

25 Fiscal year 1984: $825,000,000,000.
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VII

3

1 Fiscal year 1985: $878,500,000,000.

2 (4) The appropriate reductions of outlays or in-

3 creases of revenues, or a combination thereof, to assure

4 the solvency of the Social Security Old-Age and Survi-

5 vors Insurance Trust Fund are as follows:

6 Fiscal year 1983: $6,000,000,000.

7 Fiscal year 1984: $17,000,000,000.

8 Fiscal year 1985: $17,000,000,000.

9 (5) The amounts of the deficits in the budget

10 which are appropriate in the light of economic condi-

11 tions and all other relevant factors are as follows:

12 Fiscal year 1982: $117,700,000,000.

13 Fiscal year 1983: $106,100,000,000.

14 Fiscal year 1984: $69,000,000,000.

15 Fiscal year 1985: $39,500,000,000.

16 (6) The appropriate levels of the public debt are

17 as follows:.

18 Fiscal year 1982: $1,144,200,000,000.

19 Fiscal year 1983: $1,290,000,000,000.

20 Fiscal year 1984: $1,414,600,000,000.

21 Fiscal year 1985: $1,522,900,000,000.

22 and the amounts by which the temporary statutory

23 limits on such debt should be accordingly increased are

24 as follows:

25 Fiscal year 1982: $64,400,000,000.

.SCON 92 RS



VIII

4

1 Fiscal year 1983: $145,800,000,000.

2 Fiscal year 1984: $124,600,000,000.

3 Fiscal year 1985: $108,300,000,000.

4 (7) The appropriate levels of total Federal credit

5 activity for the fiscal years beginning on October 1,

6 1981, and October 1, 1982, are as follows:

7 Fiscal year 1982:

8 (A) New direct loan obligations,

9 $67,300,000,000.

10 (B) New primary loan guarantee com-

11 mitments, $93,000,000,000.

12 (C) New secondary loan guarantee com-

13 mitments, $69,000,000,000.

14 Fiscal year 1983:

15 (A) New direct loan obligations,

16 $63,600,000,000.

17 (B) New primary loan guarantee com-

18 mitments, $102,500,000,000.

19 (C) New secondary loan guarantee com-

20 mitments, $68,300,000,000.

21 (b) Pursuant to sections 301 and 304 of the Congres-

22 sional Budget Act of 1974, the Congress hereby determines

23 and declares the appropriate levels of budget authority, and

24 budget outlays, for the fiscal years 1982 through and inclu-

25 sive of 1985 and the appropriate levels of new direct loan

SCON 92 RS



Ix

5

1 obligations, new primary loan guarantee commitments, and

2 new secondary loan guarantee commitments for fiscal years

3 1982 and 1983 for each major functional category are:

4 (1) National Defense (050):

5 Fiscal year 1982:

6 (A) New budget authority,

7 $216,900,000,000.

8 (B) Outlays, $190,300,000,000.

9 (C) New direct loan obligations, $0.

10 (D) New primary loan ,uarantee commit-

11 ments, $30,000,000.

12 (E) New secondary loan guarantee commit-

13 ments, $0.

14 Fiscal year 1983:

15 (A) New budget authority,

16 $251,700,000,000.

17 (B) Outlays, $215,300,000,000.

18 (C) New direct loan obligations, $0.

19 (D) New primary loan guarantee commit-

20 nents, $30,000,000.

21 (E) New secondary loan guarantee commit-

22 ments, $0.

23 Fiscal year 1984:

24 (A) New budget authority,

25 $278,300,000,000.

SCON 92 RS



x

6

1 (B) Outlays, $243,000,000,000.

2 Fiscal year 1985:

3 (A) New budget authority,

4 $316,500,000,000.

5 (B) Outlays, $277,700,000,000.

6 (2) International Affairs (150):

7 Fiscal year 1982:

8 (A) New budget authority, $16,800,000,000.

9 (B) Outlays, $11,400,000,000.

10 (C) New direct loan obligations,

11 $10,400,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $9,300,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $16,200,000,000.

18 (B) Outlays, $12,100,000,000.

19 (C) New direct loan obligations,

20 $10,200,000,000.

21 (D) New primary loan guarantee commit-

22 ments, $9,300,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS



XI

7

1 (A) New budget authority, $16,700,000,000.

2 (B) Outlays, $12,300,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $21,000,000,000.

5 (B) Outlays, $12,200,000,000.

6 (3) General Science, Space, and Technology (250):

7 Fiscal year 1982:

8 (A) New budget authority, $7,000,000,000.

9 (B) Outlays, $7,100,000,000.

10 (C) New direct loan obligations,

11 $200,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $0.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $7,000,000,000.

18 (B) Outlays, $7,100,000,000.

19 (C) New direct loan obligations,

20 $200,000,000.

21 (D) New primary loan guarantee commit-

22 ments, $0.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS



XII

8

1 (A) New budget authority, $6,900,000,000.

2 (B) Outlays, $7,000,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $6,900,000,000.

5 (B) Outlays, $7,000,000,000.

6 (4) Energy (270):

7 Fiscal year 1982:

8 (A) New budget authority, $4,800,000,000.

9 (B) Outlays, $6,400,000,000.

10 (C) New direct loan obligations,

11 $10,600,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $1,700,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $4,900,000,000.

18 (B) Outlays, $4,800,000,000.

19 (C) New direct loan obligations,

20 $12,100,000,000.

21 (ID) New primary loan guarantee commit-

22 ments, $600,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS



XIII

9

1 (A) New budget authority, $4,200,000,000.

2 (B) Outlays, $3,600,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $4,100,000,000.

5 (B) Outlays, $3,300,000,000.

6 (5) Natural Resources and Environment (300):

7 Fiscal year 1982:

8 (A) New budget authority, $10,300,000,000.

9 (B) Outlays, $12,800,000,000.

10 (C) New direct loan obligations,

11 $30,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $0.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $9,900,000,000.

18 (B) Outlays, $11,400,000,000.

19 (C) New direct loan obligations,

20 $30,000,000.

21 (ID) New primary loan guarantee commit-

22 ments, $0.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS
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10

1 (A) New budget authority, $9,300,000,000.

2 (B) Outlays, $10,300,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $8,900,000,000.

5 (B) Outlays, $9,300,000,000.

6 (6) Agriculture (350):

7 Fiscal year 1982:

8 (A) New budget authority, $9,900,000,000.

.9 (B) Outlays, $13,800,000,000.

10 (C) New direct loan obligations,

11 $22,600,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $2,700,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $6,600,000,000.

18 (B) Outlays, $10,100,000,000.

19 (C) New direct loan obligations,

20 $19,000,000,000.

21 (D) New primary loan guarantee commit-

22 ments, $2,600,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS
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11

1 (A) New budget authority, $8,300,000,000.

2 (B) Outlays, $8,200,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $6,700,000;000.

5 (B) Outlays, $7,300,000,000.

6 (7) Commerce and Housing Credit (370):

7 Fiscal year 1982:

8 (A) New budget authority, $6,500,000,000.

9 (B) Outlays, $3,800,000,000.

10 (C) New direct loan obligations,

11 $15,400,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $41,200,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $68,200,000,000.

16 Fiscal year 1983:

17 (A) New budget authority, $6,900,000,000.

18 (B) Outlays, $2,800,000,000.

19 (C) New direct loan obligations,

20 $15,100,000,000.

21 (D) New primary loan guarantee commit-

22 ments, $41,200,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $68,200,000,000.

25 Fiscal year 1984:

SCON 92 RS
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12

1 (A) New budget authority, $7,400,000,000.

2 (B) Outlays, $2,400,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $7,200,000,000.

5 (B) Outlays, $2,100,000,000.

6 (8) Transportation (400):

7 Fiscal year 1982:

8 (A) New budget authority, $20,800,000,000.

9 (B) Outlays, $21,300,000,000.

10 (C) New direct loan obligations,

11 $400,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $900,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $3,000,000.

16 Fiscal year 1983:

17 (A) New budget authority, $21,300,000,000.

18 (B) Outlays, $19,900,000,000.

19 (C) New direct loan obligations,

20 $500,000,000.

21 (ID) New primary loan guarantee commit-

22 ments, $800,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $3,000,000.

25 Fiscal year 1984:

SCON 92 RS



XVII

13

1 (A) New budget authority, $21,500,000,000.

2 (B) Outlays, $19,600,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $21,800,000,000.

5 (B) Outlays, $19,500,000,000.

6 (9) Community and Regional Development (450):

7 Fiscal year 1982:

8 (A) New budget authority, $6,700,000,000.

9 (B) Outlays, $8,500,000,000.

10 (C) New direct loan obligations,

11 $2,200,000,000.

12 (D) New primary loan guarantee commit-

13 ments, $900,000,000.

14 (E) New secondary loan guarantee commit-

15 ments, $0.

16 Fiscal year 1983:

17 (A) New budget authority, $6,900,000,000.

18 (B) Outlays, $7,700,000,000.

19 (C) New direct loan obligations,

20 $2,200,000.000.

21 (D) New primary loan guarantee commit-

22 ments, $600,000,000.

23 (E) New secondary loan guarantee commit-

24 ments, $0.

25 Fiscal year 1984:

SCON 92 RS
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XVIII

14

1 (A) New budget authority, $6,900,000,000.

2 (B) Outlays, $7,500,000,000.

3 Fiscal year 1985:

4 (A) New budget authority, $7,000,000,000.

5 (B) Outlays, $7,400,000,000.

6 (10) Education, Training, Employment and Social Serv-

7 ices (500):

8 Fiscal year 1982:

9 (A) New budget authority, $25,400,000,000.

10 (B) Outlays, $28,100,000,000.

11 (C) New direct loan obligations,

12 $1,300,000,000.

13 (D) New primary loan guarantee commit-

14 ments, $6,500,000,000.

15 (E) New secondary loan guarantee commit-

16 ments, $700,000,000.

17 Fiscal year 1983:

18 (A) New budget authority, $25,500,000,000.

19 (B) Outlays, $26,400,000,000.

20 (C) New direct loan obligations,

21 $800,000,000.

22 (D) New primary loan guarantee commit-

23 ments, $7,500,000,000.

24 (E) New secondary loan guarantee commit-

25 ments, $0.
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15

1 Fiscal year 1984:

2 (A) New budget authority, $25,200,000,000.

3 (B) Outlays, $25,500,000,000.

4 Fiscal year 1985:

5 (A) New budget authority, $24,400,000,000.

6 (B) Outlays, $24,600,000,000.

7 (11) Health (550):

8 Fiscal year 1982:

9 (A) New budget authority, $78,500,000,000.

10 (B) Outlays, $73,700,000,000.

11 (C) New direct loan obligations,

12 $100,000,000.

13 (D) New primary loan guarantee commit-

14 ments, $100,000,000.

15 (E) New secondary loan guarantee commit-

16 ments, $0.

17 Fiscal year 1983:

18 (A) New budget authority, $79,700,000,000.

19 (B) Outlays, $76,500,000,000.

20 (C) New direct loan obligations,

21 $100,000,000.

22 (D) New primary loan guarantee commit-

23 ments, $100,000,000.

24 (E) New secondary loan guarantee commit-

25 ments, $0.

SCON 92 R8
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1 Fiscal year 1984:

2 (A) New budget authority, $92,600,000,000.

3 (B) Outlays, $83,900,000,000.

4 Fiscal year 1985:

5 (A) New budget authority,

6 $104,300,000,000.

7 (B) Outlays, $94,500,000,000.

8 (12) Income Security (600):

9 Fiscal year 1982:

10 (A) New budget authority,

11 $260,900,000,000.

12 (B) Outlays, $251,500,000,000.

13 (C) New direct loan obligations,

14 $2,800,000,000.

15 (ID) New primary loan guarantee commit-

16 ments, $17,000,000,000.

17 (E) New secondary loan guarantee commit-

18 ments, $0.

19 Fiscal year 1983:

20 (A) New budget authority,

21 $281,700,000,000.

22 (B) Outlays, $272,500,000,000.

23 (C) New direct loan obligations,

24 $2,000,000,000.
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(D) New primary loan guarantee commit-

ments, $18,700,000,000.

(E) New secondary loan guarantee commit-

ments, $0.

Fiscal year 1984:

(A) New budget

$300,800,000,000.

(B) Outlays, $288,200,000,000.

Fiscal year 1985:

New budget

authority,

authority,

$332,900,000,000.

(B) Outlays, $309,700,000,000.

(13) Veterans Benefits and Services (700):

Fiscal year 1982:

(A) New budget authority, $24,800,000,000.

(B) Outlays, $23,800,000,000.

(C) New direct loan obligations,

$1,000,000,000.

(D) New primary loan guarantee commit-

ments, $11,900,000,000.

(E) New secondary loan guarantee commit-

ments, $0.

Fiscal year 1983:

(A) New budget authority, $23,400,000,000.

(B) Outlays, $22,700,000,000.

SCON 92 RS
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1 (C) New direct loan obligations,

2 $1,000,000,000.

3 (D) New primary loan guarantee commit-

4 ments, $20,900,000,000.

5 (E) New secondary loan guarantee commit-

6 ments, $0.

7 Fiscal year 1984:

8 (A) New budget authority, $24,200,000,000.

9 (B) Outlays, $23,600,000,000.

10 Fiscal year 1985:

11 (A) New budget authority, $24,400,000,000.

12 (B) Outlays, $24,400,000,000.

13 (14) Administration of Justice (750):

14 Fiscal year 1982:

15 (A) New budget authority, $4,500,000,000.

16 (B) Outlays, $4,600,000,000.

17 (C) New direct loan obligations, $0.

18 (D) New primary loan guarantee commit-

19 ments, $0.

20 (E) New secondary loan guarantee commit-

21 ments, $0.

22 Fiscal year 1983:

23 (A) New budget authority, $4,600,000,000.

24 (B) Outlays, $4,700,000,000.

25 (C) New direct loan obligations, $0.
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1 (D) New primary loan guarantee commit-

2 ments, $0.

3 (E) New secondary loan guarantee commit-

4 ments, $0.

5 Fiscal year 1984:

6 (A) New budget authority, $4,600,000,000.

7 (B) Outlays, $4,600,000,000.

8 Fiscal year 1985:

9 (A) New budget authority, $4,600,000,000.

10 (B) Outlays, $4,600,000,000.

11 (15) General Government (800):

12 Fiscal year 1982:

13 (A) New budget authority, $5,200,000,000.

14 (B) Outlays, $5,000,000,000.

15 (C) New direct loan obligations,

16 $100,000,000.

17 (D) New primary loan guarantee commit-

18 ments, $0.

19 (E) New secondary loan guarantee commit-

20 ments, $0.

21 Fiscal year 1983:

22 (A) New budget authority, $5,000,000,000.

23 (B) Outlays, $4,800,000,000.

24 (C) New direct loan obligations,

25 $100,000,000.
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1 (ID) New primary loan guarantee commit-

2 ments, $0.

3 (E) New secondary loan guarantee commit-

4 ments, $0.

5 Fiscal year 1984:

6 (A) New budget authority, $4,700,000,000.

7 (B) Outlays, $4,600,000,000.

8 Fiscal year 1985:

9 (A) New budget authority, $4,700,000,000.

10 (B) Outlays, $4,400,000,000.

11 (16) General Purpose Fiscal Assistance (850):

12 Fiscal year 1982:

13 (A) New budget authority, $6,400,000,000.

14 (B) Outlays, $6,300,000,000.

15 (C) New direct loan obligations,

16 $200,000,000.

17 (D) New primary loan guarantee commit-

18 ments, $800,000,000.

19 (E) New secondary loan guarantee commit-

20 ments, $0.

21 Fiscal year 1983:

22 (A) New budget authority, $6,600,000,000.

23 (B) Outlays, $6,500,000,000.

24 (C) New direct loan obligations,

25 $200,000,000.
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1 (D) New primary loan guarantee commit-

2 ments, $0.

3 (E) New secondary loan guarantee commit-

4 ments, $0.

5 Fiscal year 1984:

6 (A) New budget authority, $6,700,000,000.

7 (B) Outlays, $6,700,000,000.

8 Fiscal year 1985:

9 (A) New budget authority, $6,900,000,000.

10 (B) Outlays, $6,800,000,000.

11 (17) Interest (900):

12 Fiscal year 1982:

13 (A) New budget authority,

14 $102,000,000,000.

15 (B) Outlays, $102,000,000,000.

16 (C) New direct loan obligations, $0.

17 (D) New primary loan guarantee commit-

18 ments, $0.

19 (E) New secondary loan guarantee commit-

20 ments, $0.

21 Fiscal year 1983:

22 (A) New budget authority,

23 $115,100,000,000.

24 (B) Outlays, $115,100,000,000.

25 (C) New direct loan obligations, $0.
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1 (D) New primary loan guarantee commit-

2 ments, $0.

3 (E) New secondary loan guarantee commit-

4 ments, $0.

5 Fiscal year 1984:

6 (A) New budget authority,

7 $119,800,000,000.

8 (B) Outlays, $119,800,000,000.

9 Fiscal year 1985:

10 (A) New budget authority,

11 $111,600,000,000.

12 (B) Outlays, $111,600,000,000.

13 (18) Allowances (920):

14 Fiscal year 1982:

15 (A) New budget authority, $700,000,000.

16 (B) Outlays, $800,000,000.

17 (C) New direct loan obligations, $0.

18 (D) New primary loan guarantee commit-

19 ments, $0.

20 (E) New secondary loan guarantee commit-

21 ments, $0.

22 Fiscal year 1983:

23 (A) New budget authority,

24 -$2,000,000,000.

25 (B) Outlays, -$2,000,000,000.
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1 (C) New direct loan obligations, $0.

2 (D) New primary loan guarantee commit-

3 ments, $0.

4 (E) New secondary loan guarantee commit-

5 ments, $0.

6 Fiscal year 1984:

7 (A) New budget authority, -$800,000,000.

8 (B) Outlays, - $800,000,000.

9 Fiscal year 1985:

10 (A) New budget authority, -$800,000,000.

11 (B) Outlays, -$600,000,000.

12 (19) Undistributed Offsetting Receipts (950):

13 Fiscal year 1982:

14 (A) New budget authority,

15 -$30,500,000,000.

16 (B) Outlays, -$30,500,000,000.

17 (C) New direct loan obligations, $0.

18 (D) New primary loan guarantee commit-

19 ments, $0.

20 (E) New secondary loan guarantee commit-

21 ments, $0.

22 Fiscal year 1983:

23 (A) New budget authority,

24 -$39,300,000,000.

25 (B) Outlays, -$39,300,000,000.
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1 (C) New direct loan obligations, $0.

2 (D) New primary loan guarantee commit-

3 ments, $0.

4 (E) New secondary loan guarantee commit-

5 ments, $0.

6 Fiscal year 1984:

7 (A) New budget authority,

8 -$44,800,000,000.

9 (B) Outlays, -$44,800,000,000.

10 Fiscal year 1985:

11 (A) New budget authority,

12 -$47,300,000,000.

13 (B) Outlays, -$47,300,000,000.

14 RECONCILIATION

15 SEC. 2. (a) Not later than June 18, 1982, the commit-

16 tees named in subsection (a) (1) through (15) of this section

17 shall submit their recommendations to the Committees on the

18 Budget of their respective Houses. Those recommendations

19 shall be sufficient to accomplish the reductions required by

20 subsection (a) (1) through (15) of this section. After receiving

21 those recommendations, the Committees on the Budget shall

22 report to the House and Senate a reconciliation bill or resolu-

23 tion or both carrying out all such recommendations without

24 any substantive revision.
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1 SENATE COMMITTEES

2 (1) The Senate Committee on Agriculture, Nutrition,

3 and Forestry shall report changes in laws within the jurisdic-

4 tion of that committee sufficient to require reductions in ap-

5 propriations for programs authorized by that committee so as

6 to achieve savings in budget authority and outlays as follows:

7 $779,000,000 in budget authority and $779,000,000 in out-

8 lays in fiscal year 1983; and $1,083,000,000 in budget au-

9 thority and $1,083,000,000 in outlays in fiscal year 1984;

10 and $1,428,000,000 in budget authority and $1,428,000,000

11 in outlays in fiscal year 1985.

12 (2) The Senate Committee on Armed Services shall

13 report changes in laws within the jurisdiction of that commit-

14 tee which provide spending authority as defined in section

15 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

16 budget authority by $583,000,000 and outlays by

17 $583,000,000 in fiscal year 1983; to reduce budget authority

18 by $1,345,000,000 and outlays by $1,345,000,000 in fiscal

19 year 1984; and to reduce budget authority by

20 $1,906,000,000 and outlays by $1,906,000,000 in fiscal year

21 1985.

22 (3) The Senate Committee on Commerce, Science, and

23 Transportation shall report changes in laws within the juris-

24 diction of that committee which provide spending authority

25 as defined in section 401(c)(2)(C) of Public Law 93-344, suf-
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1 ficient to reduce budget authority by $11,000,000 and out-

2 lays by $11,000,000 in fiscal year 1983; to reduce budget

3 authority by $28,000,000 and outlays by $28,000,000 in

4 fiscal year 1984; and to reduce budget authority by

5 $42,000,000 and outlays by $42,000,000 in fiscal year 1985.

6 (4) The Senate Committee on Foreign Relations shall

7 report changes in laws within the jurisdiction of that commit-

8 tee which provide spending authority as defined in section

9 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

10 budget authority by $0 and outlays by $6,000,000 in fiscal

11 year 1983; to reduce budget authority by $5,000,000 and

12 outlays by $15,000,000 in fiscal year 1984; and to reduce

13 budget authority by $8,000,000 and outlays by $21,000,000

14 in fiscal year 1985.

15 (5) The Senate Committee on Governmental Affairs

16 shall report changes in laws within the jurisdiction of that

17 committee which provide spending authority as defined in

18 section 401(c)(2)(C) of Public Law 93-344, sufficient to

19 reduce budget authority by $0 and outlays by $680,000,000

20 in fiscal year 1983; to reduce budget authority by

21 $628,000,000 and outlays by $1,800,000,000 in fiscal year

22 1984; and to reduce budget authority by $1,000,000,000 and

23 outlays by $2,629,000,000 in fiscal year 1985.

24 (6) The Senate Committee on Labor and Human Re-

25 sources shall report changes in laws within the jurisdiction of
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1 that committee which provide spending authority as defined

2 in section 401(c)(2)(C) of Public Law 93-344, sufficient to

3 reduce budget authority by $391,000,000 and outlays by

4 $601,000,000 in fiscal year 1983; to reduce budget authority

5 by $955,000,000 and outlays by $1,309,000,000 in fiscal

6 year 1984; to reduce budget authority by $1,410,000,000

7 and outlays by $1,917,000,000 in fiscal year 1985.

8 (7) The Senate Committee on Veterans' Affairs shall

9 report changes in laws within the jurisdiction of that commit-

10 tee which provide spending authority as defined in section

11 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

12 budget authority by $188,000,000 and outlays by

13 $188,000,000 in fiscal year 1983; to reduce budget authority

14 by $269,000,000 and outlays by $269,000,000 in fiscal year

15 1984; and to reduce budget authority by $355,000,000 and

16 outlays by $355,000,000 in fiscal year 1985.

17 HOUSE COMMITTEES

18 (8) The House Committee on Agriculture shall report

19 changes in laws within the jurisdiction of that committee suf-

20 ficient to require reductions in appropriations for programs

21 authorized by that committee so as to achieve savings in

22 budget authority and outlays as follows: $779,000,000 in

23 budget authority and $779,000,000 in outlays in fiscal year

24 1983; and $1,083,000,000 in budget authority and

25 $1,083,000,000 in outlays in fiscal year 1984; and
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1 $1,428,000,000 in budget authority and $1,428,000,000 in

2 outlays in fiscal year 1985.

3 (9) The House Committee on Armed Services shall

4 report changes in laws within the jurisdiction of that commit-

5 tee which provide spending authority as defined in section

6 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

7 budget authority by $581,000,000 and outlays by

8 $581,000,000 in fiscal year 1983; to reduce budget authority

9 by $1,340,000,000 and outlays by $1,340,000,000 in fiscal

10 year 1984; and to reduce budget authority by

11 $1,899,000,000 and outlays by $1,899,000,000 in fiscal year

12 1985.

13 (10) The House Committee on Education and Labor

14 shall report changes in laws within the jurisdiction of that

15 committee which provide spending authority as defined in

16 section 401(c)(2)(C) of Public Law 93-344, sufficient to

17 reduce budget authority by $446,000,000 and outlays by

18 $301,000,000 in fiscal year 1983; to reduce budget authority

19 by $1,021,000,000 and outlays by $886,000,000 in fiscal

20 year 1984; and to reduce budget authority by

21 $1,486,000,000 and outlays by $1,369,000,000 in fiscal year

22 1985.

23 (11) The House Committee on Energy and Commerce

24 shall report changes in laws within the jurisdiction of that

25 committee which provide spending authority as defined in
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1 section 401(c)(2)(C) of Public Law 93-344, sufficient to

2 reduce budget authority by $514,000,000 and outlays by

3 $1,031,000,000 in fiscal year 1983; to reduce budget author-

4 ity by $741,000,000 and outlays by $1,230,000,000 in fiscal

5 year 1984; and to reduce budget cuthority by $815,000,000

6 and outlays by $1,439,000,000 in fiscal year 1985.

7 (12) The House Committee on Foreign Affairs shall

8 report changes in laws within the jurisdiction of that commit-

9 tee which provide spending authority as defined in section

10 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

11 budget authority by $0 and outlays by $6,000,000 in fiscal

12 year 1983; to reduce budget authority by $5,000,000 and

13 outlays by $15,000,000 in fiscal year 1984; and to reduce

14 budget authority by $8,000,000 and outlays by $21,000,000

15 in fiscal year 1985.

16 (13) The House Committee on Merchant Marine and

17 Fisheries shall report changes in laws within the jurisdiction

18 of that committee which provide spending authority as de-

19 fined in section 401(c)(2)(C) of Public Law 93-344, sufficient

20 to reduce budget authority by $11,000,000 and outlays by

21 $11,000,000 in fiscal year 1983; to reduce budget authority

22 by $28,000,000 and outlays by $28,000,000 in fiscal year

23 1984; and to reduce budget authority by $42,000,000 and

24 outlays by $42,000,000 in fiscal year 1985.
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1 (14) The House Committee on Post Office and Civil

2 Service shall report changes in laws within the jurisdiction of

3 that committee which provide spending authority as defined

4 in section 401(c)(2)(C) of Public Law 93-344, sufficient to

5 reduce budget authority by $2,000,000 and outlays by

6 $688,000,000 in fiscal year 1983; to reduce budget authority

7 by $638,000,000 and outlays by $1,820,000,000 in fiscal

8 year 1984; and to reduce budget authority by

9 $1,015,000,000 and outlays by $2,657,000,000 in fiscal year

10 1985.

11 (15) The House Committee on Veterans' Affairs shall

12 report changes in laws within the jurisdiction of that commit-

13 tee which provide spending authority as defined in section

14 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

15 budget authority by $188,000,000 and outlays by

16 $188,000,000 in fiscal year 1983; to reduce budget authority

17 by $269,000,000 and outlays by $269,000,000 in fiscal year

18 1984; and to reduce budget authority by $355,000,000 and

19 outlays by $355,000,000 in fiscal year 1985.

20 SENATE AND HOUSE COMMITTEES

21 (b)(1) The Senate Committee on Finance shall report

22 changes in laws within the jurisdiction of that committee

23 which provide spending authority as defined in section

24 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

25 budget authority by $1,750,000,000 and outlays by
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1 $6,656,000,000 in fiscal year 1983; to reduce budget author-

2 ity by $2,509,000,000 and outlays by $9,923,000,000 in

3 fiscal year 1984; and to reduce budget authority by

4 $3,339,000,000 and outlays by $12,549,000,000 in fiscal

5 year 1985.

6 (2) The Senate Committee on Finance shall also report

7 changes in laws within the jurisdiction of that committee suf-

8 ficient to increase revenues as follows: $20,000,000,000 in

9 fiscal year 1983; $35,000,000,000 in fiscal year 1984; and

10 $40,000,000,000 in fiscal year 1985.

11 (3) The Senate Committee on Finance shall also report

12 changes in laws within the jurisdiction of that committee suf-

13 ficient to increase receipts from user fees authorized by that

14 committee as follows: $2,000,000,000 in fiscal year 1983;

15 $2,000,000,000 in fiscal year 1984; and $2,000,000,000 in

16 fiscal year 1985.

17 (4) The legislation required in paragraphs (1) through

18 (3) of this subsection shall be reported to the Senate no later

19 than June 11, 1982.

20 (5) The House Committee on Ways and Means shall

21 report changes in laws within the jurisdiction of that commit-

22 tee which provide spending authority as defined in section

23 401(c)(2)(C) of Public Law 93-344, sufficient to reduce

24 budget authority by $1,183,000,000 and outlays by

25 $5,927,000,000 in fiscal year 1983; to reduce budget author-
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1 ity by $1,707,000,000 and outlays by $9,121,000,000 in

2 fiscal year 1984; and to reduce budget authority by

3 $2,455,000,000 and outlays by $11,665,000,000 in fiscal

4 year 1985.

5 (6) The House Committee on Ways and Means shall

6 also report changes in laws within the jurisdiction of that

7 committee sufficient to increase revenues as follows:

8 $20,000,000,000 in fiscal year 1983; $35,000,000,000 in

9 fiscal year 1984; and $40,000,000,000 in fiscal year 1985.

10 (7) The House Committee on Ways and Means shall

11 also report changes in laws within the jurisdiction of that

12 committee sufficient to increase receipts from user fees au-

13 thorized by that committee as follows: $2,000,000,000 in

14 fiscal year 1983; $2,000,000,000 in fiscal year 1984; and

15 $2,000,000,000 in fiscal year 1985.

16 (8) The legislation required in paragraphs (5) through

17 (7) of this subsection shall be reported to the House no later

18 than June 11, 1982.

19 (c)(1) In order to insure the solvency of the Social Secu-

20 rity Old-Age and Survivors Insurance Trust Fund created

21 pursuant to title II of the Social Security Act, as amended,

22 the Senate Committee on Finance shall report changes in

23 laws within the jurisdiction of that committee so as to reduce

24 outlays or increase revenues, or a combination thereof, as

25 follows:
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1 In fiscal year 1983 $6,000,000,000; in fiscal year 1984

2 $17,000,000,000; and in fiscal year 1985 $17,000,000,000.

3 (2) In order to insure the solvency of the Social Security

4 Old-Age and Survivors Insurance Trust Fund created pursu-

5 ant to title II of the Social Security Act, as amended, the

6 House Committee on Ways and Means shall report changes

7 in laws within the jurisdiction of that committee so as to

8 reduce outlays or increase revenues, or a combination there-

9 of, as follows:

10 In fiscal year 1983 $6,000,000,000; in fiscal year 1984

11 $17,000,000,000; and in fiscal year 1985 $17,000,000,000.

12 (3) The legislation required in paragraphs (1) and (2) of

13 this subsection shall be reported no later than December 1,

14 1982, and shall take into account the recommendations of the

15 National Commission on Social Security Reform.

16 (4) It is the sense of the Congress that the President of

17 the United States should direct the National Commission on

18 Social Security Reform to report its recommendations to the

19 Congress not later than November 11, 1982.

20 SEc. 3. The enactment of savings required by this reso-

21 lution is critical to the health of the economy of the Nation;

22 and

23 Expeditious action on legislation pursuant to these

24 instructions is critical to achieving the savings required by

25 this resolution; and
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1 The Senate is committed to completing action on the

2 savings legislation required by this resolution at the earliest

3 possible time; and

4 It is the sense of the Senate that Senate committees

5 instructed in this resolution should begin deliberations on the

6 legislation those committees are required to report under this

7 resolution as soon as this resolution is agreed to in the

8 Senate.

9 MISCELLANEOUS PROVISIONS

10 SEC. 4. It is the sense of the Congress that the Presi-

11 dent through administrative actions should limit in fiscal year

12 1983 total Federal Financing Bank origination of direct loans

13 guaranteed by other Federal agencies to $15,900,000,000;

14 and Federal Financing Bank purchases of loan assets from

15 Federal agencies to $14,000,000,000. It is the further sense

16 of Congress that direct borrowing transactions of Federal

17 agencies should be, to the maximum extent possible, restrict-

18 ed to the Federal Financing Bank.

19 SEC. 5. It shall not be in order in the House or the

20 Senate during fiscal years 1982 and 1983 to consider any

21 bill, resolution, or amendment, except proposed legislation re-

22 ported in response to reconciliation instructions contained in

23 this resolution, authorizing new direct loan obligations or

24 new loan guarantee commitments unless that bill, resolution,

25 or amendment also provides that the authority to make or
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1 guarantee such loans shall be effective only to such extent or

2 in such amounts as are contained in appropriation Acts.

3 SEC. 6. It is the sense of the Congress that it is urgent

4 that effective budgetary control be established over all types

5 of Federal direct loans and Federal loan guarantees. The

6 Congress directs the committees of jurisdiction to move with

7 expedition to consider legislation that established a process of

8 annual determination of appropriate levels and proper budg-

9 etary treatment of Federal credit activity.

10 SEC. 7. No bill or resolution providing new budget au-

11 thority for fiscal year 1983 or providing new spending au-

12 thority described in section 401(c)(2)(C) of the Congressional

13 Budget Act of 1974 in excess of the allocation to or report by

14 a committee or subcommittee pursuant to section 302 of the

15 Budget Act shall be enrolled until Congress has completed

16 action on the Second Budget Resolution for that fiscal year

17 as required to be reported under section 310 of the Budget

18 Act.

19 SEC. 8. It is the sense of the Senate that the new

20 spending and revenue levels for fiscal year 1982, adopted by

21 the Senate, shall be the ceilings against which the spending

22 and revenue actions of the Senate will be measured pending

23 final agreement with the House of Representatives on the

24 revision of the Second Concurrent Resolution on the Budget

25 for Fiscal Year 1982.
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1 SEC. 9. It is the sense of the Congress that if Congress

2 acts to restore fiscal responsibility and reduces projected

3 budget deficits in a substantial and permanent way, then the

4 Federal Reserve Open Market Committee shall reevaluate its

5 monetary targets in order to assure that they are fully com-

6 plementary to a new and more restrained fiscal policy.
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MAY 10 (legislative day, APRIL 13), 1982. Ordered to be printed

Mr. DOMENICI, from the Committee on the Budget, submitted the
following

REPORT

together with

ADDITIONAL AND MINORITY VIEWS

[To accompany S. Con. Res. 92]

The Committee on the Budget submits the following report, ac-
companying its First Concurrent Resolution on the Budget setting
forth the recommended Congressional Budget for the United States
Government for the fiscal years 1983, 1984, and 1985, and revising
the Congressional Budget for the United States Government for
the fiscal year 1982, pursuant to the Congressional Budget and Im-
poundment Control Act of 1974 (Public Law 93-344), and recom-
mends that the resolution be adopted.





Chapter I. INTRODUCTION

MAJOR NATIONAL PROBLEMS AFFECTING THE BUDGET

The First Concurrent Resolution on the Budget for FY 1983 is an
unprecedented plan for responding to the economic and fiscal prob-
lems confronting the nation.

It builds upon the fundamental fiscal policy changes instituted
by the Congress in FY 1982-cutting dramatically the growth in
spending in domestic programs and changing the spending prior-
ities that have prevailed for the past 25 years. In this respect, it is
a logical continuation of the changes the Congress adopted in 1981
and that the Administration of President Reagan has requested
from the Congress in 1982. It continues the basic thrust of his pro-
gram-

The Budget Committee faced three major concerns in preparing
its recommendations:

First, the serious economic problems in the nation, including
high unemployment, low utilization of plant and equipment, and
high interest rates.

Second, the unprecedented levels of Federal deficits that would
exist in the coming years if current Federal policies continued un-
changed. The baseline I deficits range from $182 billion in fiscal
year 1983 to $232.5 billion in fiscal year 1985.

Third, the threatened insolvency of the social security system.
The latest report of the social security trustees shows that the Old-
Age and Survivors Insurance Trust Fund will have insufficient
funds to pay benefits on time beginning in July 1983 unless emer-
gency action is taken to shore up the trust fund. In addition, the
medicare Hospital Insurance Trust Fund will start to experience
serious cash-flow problems in 5 years or less. The Committee re-
fused to side-step its responsibility to keep social security from
bankruptcy and urges Congress to respond likewise.

The Committee concluded, after extensive hearings and study of
relevant data, that those three concerns are closely interrelated.
Specifically, the current recession is causing the Federal
Government's expenses to rise and its revenues to drop, thereby
helping produce the large Federal deficits and heightening the
crisis in social security financing. In addition, the very large Feder-
al deficits in coming years are produced in part by the gap between
social security receipts and expenditures. These large deficits help
cause higher interest rates, which in turn contribute greatly to the

See chapter VIII for an explanation of the baseline concept.

(3)



continuing economic distress in fields such as agriculture, housing,
construction, automobiles, and other types of interest-sensitive
business. Indeed, high interest rates dampen economic activity in
all fields, as businesses cannot borrow to expand their operations
when the return on investment is extremely small in relation to
the cost of capital. The Committee recognized its responsibilities to
address both the recession and the threatened bankruptcy of the
social security system.

THE PROPOSED BUDGET

The plan reflected in the Budget Resolution contains unprec-
edented actions to confront the historic deficits which would other-
wise occur. The resolution proposes policy actions which would
reduce the projected deficits by two-thirds in the fiscal year 1983-
85 period. These actions are expected to reduce the fiscal year 1985
deficit to about $40 billion, thus bringing budget balance within
reach.

The plan reflected in the Budget Resolution consists of the fol-
lowing elements:

(1) Spending Restraint-The Committee recommends spend-
ing reductions totalling $275 billion during FY 1983, 1984, and
1985. These reductions encompass the following major ele-
ments:

3-YEAR OUTLAY SAVINGS

Billions

Restraint of defense program increases ............... $22.0
A 1-year freeze on Federal civilian pay raises

followed by a 4 percent ceiling on pay raises
for two additional years ................... 18.7

Limitations on military pay raises ........................ 8.6
A freeze at the 1982 levels for the funding of

nondefense discretionary appropriated pro-
grams in 1983 and slightly larger savings in
these programs in 1984 and 1985 ....................... 38.3

Elimination of cost-of-living increases for 1
year in retirement benefit programs other
than social security .............................................. 15.0

Legislative changes to slow the growth in en-
titlem ent program s .............................................. 33.6

Management savings to be achieved largely
through administrative actions by the ex-
ecutive branch ...................................................... 33.1

Interest savings due to lower interest rates ........ 54.9
Interest savings due to lowered Federal bor-

row ing ..................................................................... 50.7

Total outlay savings ......................................... 274.9



(2) Increased Revenues.-The Committee recommends that,
along with the recommended spending reductions, Congress
enact changes in law to achieve revenue increases of $95 bil-
lion over the next 3 years. In addition, the Committee recom-
mends increased receipts from user fees totaling $6 billion over
the next 3 years.

The revenue increases are about one fourth of the total defi-
cit reductions proposed. The Committee's recommendations do
not assume the cancellation or deferral for the third year of
the individual income tax reductions approved in 1981. The
Committee believes that new revenues can be raised by a vari-
ety of means which would not require that the scheduled indi-
vidual income tax reductions be modified.

(3) Social Security Solvency Actions.-The Committee recog-
nizes that the social security system may soon be bankrupt.
The Committee recommends action to restore social security
solvency totaling $40 billion over the next 3 years. These ac-
tions could be either revenue increases, a slowing in the
growth of spending, or a combination of the two. The resolu-
tion includes a sense-of-the-Congress provision calling for the
report of the National Commission on Social Security Reform
to be submitted no later than November 11, 1982. The resolu-
tion also contains a reconciliation instruction directing the
Senate Finance and House Ways and Means Committees to
review promptly the Commission's recommendations and to
report legislation by December 1, 1982, providing the following
changes in revenues and/or outlays to restore social security
solvency: FY 1983, $6 billion; FY 1984, $17 billion; FY 1985, $17
billion.

NATIONAL DEFENSE

The resolution provides for substantial growth in budget authori-
ty and outlays for national defense. This reflects the Committee's
judgment that international conditions, especially the threat posed
by the Soviet Union, require that defense be partially exempt from
the spending restraint which applies to the rest of the budget.

Despite the Committee's acceptance of the vital need for contin-
ued major funding increases to strengthen the nation's defense ca-
pabilities, its recommendations provide for somewhat slower mili-
tary spending growth than was requested by the President's
budget. Defense outlays will be $36.5 billion lower over the next 3
years than they would have been under the President's budget as
re-estimated by the Congressional Budget Office. This restraint
consists of three elements: Pay restraint ($12.5 billion), military re-
tirement reductions ($3.2 billion) and restraint of defense programs
($20.8 billion).

The Committee regrets that these reductions in defense funding
were necessary, but is convinced that without them it would be im-
possible to put together an acceptable overall budget that has a
chance of congressional approval and that equalizes sacrifice
within the Federal budget.



After the defense spending restraint policies recommended by
the Committee, the nominal (current dollars) and real (after infla-
tion) growth of defense budget authority and outlays is as follows:

GROWTH OF DEFENSE SPENDING
[In percent]

FY FY FY Average
1983 1984 1985 annual

growth

Budget authority:
Nom inal grow th ....................................................................................... 16.0 10.6 13.7 13.4
Real grow th .............................................................................................. 9.7 4.0 6.6 6.8

Outlays:
Nom inal grow th ....................................................................................... 13.1 12.9 14.3 13.4
Real grow th .............................................................................................. 5.2 5.0 6.6 5.6

SUMMARY OF BUDGET DECISIONS

The following table summarizes the changes from the baselines
for revenues, outlays, and deficits as a result of the policy changes
assumed in the resolution:

SUMMARY OF CHANGES FROM BASELINE REFLECTED IN PROPOSED BUDGET
RESOLUTION
[in billions of dollars]

FY 1982 FY 1983 FY 1984 FY 1985

Revenues:
Baseline ................................................................................... 623.0
Revenue increases .....................................................................................
New user fees ............................................................................................

Recom m ended revenues ........................................................ 623.0

645.0
+20.0
+2.0

667.0

702.0
+35.0
+2.0

739.0

780.0
+40.0
+2.0

822.0

Outlays:
Baseline ................................................................................... 742.3
Defense except pay and entitlem ents .................................. - 0.5
Federal civilian pay raises ........................................................................
Federal m ilitary pay raises .......................................................................
Non-defense discretionary program s ................................... - 0.8
Cost-of-living adjustm ents .................................................... - 0.1
Other entitlem ent savings ........................................................................
M anagem ent savings ................................................................................
Net interest:

Lower rates .................................................................... - 0.1
Lower deficits ................................................................ - 0.1

Total outlay savings ................................................. - 1.6

Recom m ended outlays ........................................................... 740.7

827.0 918.0 1,012.5
-5.0 -7.0 -10.0
-3.9 -6.3 -8.5
-1.6 -3.0 -4.0
-5.7 -12.5 -20.1
-2.7 -5.1 -7.2
-7.2 -11.4 -15.0
-8.9 -12.1 -12.1

-8.0 -19.1 -27.8
-4.9 -16.5 -29.3

-47.9 -93.0 -134.0

779.1 825.0 878.5
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SUMMARY OF CHANGES FROM BASELINE REFLECTED IN PROPOSED BUDGET
RESOLUTION-Continued

(In billions of dollars]

FY 1982 FY 1983 FY 1984 FY 1985

Social security solvency
Recommended solvency actions ............................................................. . - 6.0 - 17.0 - 17.0

Deficits:
Baseline ................................................................................... - 119.3 - 182.0 - 216.0 - 232.5
Proposed changes ................................................................. + 1.6 + 75.9 + 147.0 + 193.0

Proposed deficits .................................................................... - 117.7 - 106.1 - 69.0 - 39.5

The following table shows the proposed allocation among budget
functions of budget authority and outlays included in the proposed
budget resolution:

FIRST BUDGET RESOLUTION FOR FY 1983 AND REVISED SECOND BUDGET
RESOLUTION FOR FY 1982 AS REPORTED BY SENATE BUDGET COMMITTEE

[in billions of dollars]

Function FY 1982 FY 1983 FY 1984 FY 1985

050: National defense .................................................. BA 216.9 251.7 278.3 316.5
O 190.3 215.3 243.0 277.7

150: International affairs .......................... BA 16.8 16.2 16.7 21.0
O 11.4 12.1 12.3 12.2

250: General science, space, and technology ........... BA 7.0 7.0 6.9 6.9
O 7.1 7.1 7.0 7.0

,270: Energy ........................ BA 4.8 4.9 4.2 4.1

O 6.4 4.8 3.6 3.3

300: Natural resources and environment .................. BA 10.3 9.9 9.3 8.9
O 12.8 11.4 10.3 9.3

350: Agriculture ........................................................... BA 9.9 6.6 8.3 6.7
0 13.8 10.1 8.2 7.3

370: Commerce and housing credit ........................... BA 6.5 6.9 7.4 7.2
O 3.8 2.8 2.4 2.1

400: Transportation ..................................................... BA 20.8 21.3 21.5 21.8
O 21.3 19.9 19.6 19.5

450: Community and regional development .............. BA 6.7 6.9 6.9 7.0
0 8.5 7.7 7.5 7.4

500: Education, training, employment, and BA 25.4 25.5 25.2 24.4
social services. 0 28.1 26.4 25.5 24.6

550: Health ................................................................... BA 78.5 79.7 92.6 104.3
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FIRST BUDGET RESOLUTION FOR FY 1983 AND REVISED SECOND BUDGET
RESOLUTION FOR FY 1982 AS REPORTED BY SENATE BUDGET COMMITTEE-
Continued

[In billions of dollars]

Function FY 1982 FY 1983 FY 1984 FY 1985

600: Incom e security ...................................................

700: Veterans benefits and services ..........................

750: Adm inistration of justice ....................................

800: General governm ent ............................................

850: General purpose fiscal assistance .....................

900: Interest .................................................................

920: Allowances ...........................................................

950: Undistributed offsetting receipts .......................

Total spending .......................................

Revenues .......................................................................

Social security solvency ..............................................

Deficit ............................................................................

Public debt ...................................................................

O 73.7 76.5 83.9 94.5

BA 260.9 281.7 300.8 332.9
o 251.5 272.5 288.2 309.7

BA 24.8 23.4 24.2 24.4
O 23.8 22.7 23.6 24.4

BA 4.5 4.6 4.6 4.6
O 4.6 4.7 4.6 4.6

BA 5.2 5.0 4.7 4.7
0 5.0 4.8 4.6 4.4

BA 6.4 6.6 6.7 6.9
0 6.3 6.5 6.7 6.8

BA 102.0 115.1 119.8 111.6
0 102.0 115.1 119.8 111.6

BA 0.7 -2.0 -0.8 -0.8
0 0.8 -2.0 -0.8 -0.6

BA -30.5 -39.3 -44.8 -47.3
0 -30.5 -39.3 -44.8 -47.3

BA 777.6 831.7 892.3 966.0
0 740.7 779.1 825.0 878.5

623.0 667.0 739.0 822.0

.................... - 6.0 - 17.0 - 17.0

-117.7 -106.1 -69.0 -39.5

1,144.2 1,290.0 1,414.6 1,522.9

REVISION OF SECOND BUDGET RESOLUTION FOR FY 1982

The resolution revises the aggregate and functional totals pro-
vided in the Second Budget Resolution of FY 1982. The Second
Budget Resolution for FY 1982, adopted last December, was simply
a restatement of the First Budget Resolution which had been
adopted earlier in the year. Many changes have occurred in the
budget outlook since the First Resolution for FY 1982 was adopted.
This resolution updates the revenue and spending estimates and
provides for the spending levels which the Committee believes nec-
essary in FY 1982.



The resolution includes a sense-of-the-Senate provision calling for
use of the FY 1982 totals set forth in this resolution, after adoption
by the Senate, for scorekeeping purposes. This language creates no
new points of order nor does it eliminate existing points of order
which may be available under the Budget Act. It is the intent of
the Budget Committee that, once the Senate has approved this res-
olution, the sense-of-the-Senate language would be a factor in the
Committee's advice to the full Senate on disposition of current leg-
islation proposing additional spending, but would not be determi-
nant of the Chair's rulings on whether a point-of-order lies against
a bill or amendment. Once a conference agreement is reached on
this resolution, and approved by both bodies, the sense-of-the-
Senate language would become inapplicable.

RECONCILIATION

The resolution includes three types of reconciliation instructions
addressed to Senate committees and their House counterparts:

(1) The Senate committees indicated below are instructed to
achieve the outlay savings shown below by reporting changes
in laws, no later than June 18, 1982, to modify programs so as
to produce the savings.

[In billions of dollars)

FY FY F'Y
1983 1984 1985

Agriculture ..................................................................................................... 0.8 1.1 1.4
Armed Services ............................................................................................. 0.6 1.3 1.9
Commerce, science, and transportation ..................................................... (*) (*) ()
Foreign Relations .......................................................................................... (*) (*) (*)
Governmental Affairs .................................................................................... 0.7 1.8 2.6
Labor and Human Resources ...................................................................... 0.6 1.3 1.9
Veterans Affairs ............................................................................................. 0.2 0.3 0.4

Total outlay reductions ............................................................................. 2.8 5.8 8.3

*Less than $50 million.

(2) The Finance Committee is instructed to report no later
than June 11, 1982, changes in laws producing the following
additional revenues, additional user fees, and reductions in en-
titlement spending:
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[In billions of dollars]

FY FY FY
1983 1984 1985

Revenue increases .................................................................................................. 20.0 35.0 40.0

N ew user fees ......................................................................................................... 2.0 2.0 2.0

Entitlem ent outlay reductions ............................................................................... 6 .7 9.9 12.5

(3) The Senate Finance Committee and the House Ways and
Means Committee are instructed to report changes in law no
later than December 1, 1982, which would either increase rev-
enues, slow program growth, or provide a combination of the
two producing the following improvements in social security
solvency.

[in billions of dollars]

FY FY FY
1983 1984 1985

Social security solvency ......................................................................................................... 6.0 17.0 17.0

This is the third consecutive year the Budget Committee has re-
ported major reconciliation actions as a part of a revised Second
Concurrent Resolution for the current year and First Concurrent
Resolution for the forthcoming budget year. The Committee be-
lieves action to produce revenue increases and outlay reductions
through reconciliation is absolutely essential in order to lend credi-
bility to the fiscal plan that is incorporated in the Resolution.
Without reconciliation, the Committee believes that the budget tar-
gets would not be achieved. The Committee is even more concerned
that the budget plan would not have credibility in the financial
markets and with the general public. If this were the case, expecta-
tions about the future of the economy would be less positive and
the benefits of the budget plan would be delayed or negated.

The Committee is fully aware that the reconciliation actions it
proposes will create difficult problems for the committees having
jurisdiction over the programs from which the savings will be
achieved. Nevertheless, this Committee believes that the savings
are necessary and achievable. The Committee will assist other com-
mittees in whatever way it can to carry out the reconciliation
instructions, once they are approved by the full Senate.

The resolution contains a sense-of-the-Senate provision calling on
the Senate committees to proceed with development of the legisla-
tion necessary to implement the reconciliation requirements even



without waiting for the House-Senate conference on this Resolution
to be completed.

ECONOMIC ASSUMPTIONS

The following economic assumptions were used by the Committee
in formulating this Resolution. These assumptions are very similar
to the Congressional Budget Office economic forecast prepared ear-
lier this year. They have been revised slightly to take account of
economic developments in the first quarter of calendar year 1982.
They have also been revised to reflect the anticipated effects on in-
terest rates of the reductions in Federal deficits proposed by this
Resolution.

ECONOMIC ASSUMPTIONS
[Calendar years-billions of dollars]

1982 1983 1984 1985

Percent growth over prior year.
Real GNP ................................................................................................ - 0.9 4.5 4.1 3.7
GNP deflator ........................................................................................... 7.4 7.3 6.6 6.0
CPI-U ...................................................................................................... 6.9 6.9 6.9 6.4

Average rate, calendar year.
Unem ploym ent ........................................................................................ 9.1 8.4 7.6 7.2
91-day Treasury bills ............................................................................. 1 2.0 10.7 8.8 6.9

These economic assumptions are consistent with those now being
used by the Administration and by the House Budget Committee in
formulating its proposed budget resolution.

PUBLIC DEBT

The First Budget Resolution provides for increases in the public
debt subject to limit of $64.4 billion, $145.8 billion, $124.6 billion,
and $108.3 billion in FY 1982, FY 1983, FY 1984, and FY 1985, re-
spectively. While the increases in the public debt appear large rela-
tive to the unified budget defict recommendations, these increases
are due in large part to higher trust fund balances that result from
the social security solvency recommendations in this Resolution.
The increases in the Federal debt held by the public (which is ap-
proximately equal to the change in public debt levels less the effect
of the trust fund balances) are $127.5 billion, $89.7 billion and $59.7
billion in FY 1983, FY 1984, and FY 1985, respectively. The in-
crease in Federal debt held by the public is the appropriate meas-
ure of the effect of changes in the public debt on credit markets.

CREDIT BUDGET

This resolution continues to reflect the Committee's concern
about the credit activities of the Federal Government. It contains a
number of provisions dealing with credit activities including recom-
mended totals by function for new direct loan obligations, new pri-
mary loan guarantee commitments, and new secondary loan guar-
antee commitments.



The resolution also contains sense-of-the-Congress language call-
ing on the President to take administrative action to limit Federal
Financing Bank transactions to amounts that are assumed in the
credit budget totals in this Resolution. Similar language was in-
cluded in the First and Second Budget Resolutions for FY 1982.

The Committee recommends, and the Resolution provides, that
FY 1982 appropriation act limitations on credit activities be contin-
ued, that the 1982 activity levels generally not be exceeded for
credit programs for which the President has proposed FY 1983
limitations, and that other credit activities be continued at baseline
levels. Finally, the Committee recommends sense-of-the-Congress
language directing the Senate Budget and Governmental Affairs
Committees and the House Rules Committee to consider legislation
strengthening congressional control over credit activities and more
effectively incorporating credit activities into the congressional
budget process.

CONCLUSION

The Committee found the development of the Resolution an ex-
tremely difficult but important challenge. The Committee delayed
its work for several weeks pending completion of intensive negotia-
tions among House of Representatives, Senate, and White House
leaders who were seeking a bi-partisan budget compromise. The
Committee regrets that that compromise proved unachievable.

The Committee is gratified, nevertheless, that it has been able to
produce a Budget Resolution for which the President has indicated
strong support. The Committee believes that this Resolution will
find broad support in the Senate and is hopeful that the essential
elements of it can be accepted by the House of Representatives in
the House-Senate Conference. Without the types of policy actions
reflected in this Resolution, the Committee is convinced that eco-
nomic recovery will continue to be postponed, that interest rates
will remain high, and that the restoration of confidence in the
future strength of our eonomy will be seriously hindered.



Chapter II. THE BUDGET PROBLEM: LARGE AND
GROWING DEFICITS

Unprecedented deficits are now projected for the coming years
unless major changes are made in Federal spending and revenue
policies. If no cuts in spending and no increases in taxes are made,
budget deficits for fiscal years 1982 through 1985 will steadily in-
crease, as Chart 1 shows.

CHART 1
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The baseline deficits almost double in a 4-year period, reaching
an unprecedented $233 billion in FY 1985. These deficit projections,
it should be noted, are based on the assumption that the economy
will recover and grow rapidly in fiscal years 1983 through 1985.

Also shown are the deficits that would result if the Committee's
recommendation is adopted.



A growing gap between revenues and expenditures is projected
for the early 1980's, in the absence of action of the magnitude rec-
ommended by the Committee. Chart 2 shows this gap and the effect
of the policy changes recommended in the resolution.

CHART 2
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Outlays in the baseline increase from $742 billion in FY 1982 to
$1,013 billion in FY 1985. The gap between spending and revenues
is projected to get wider every year without swift and substantial
action. If the policy changes proposed in the Budget Resolution are
enacted, however, this gap will narrow rapidly, as the chart shows.

If no action is taken to reduce projected deficits, a robust eco-
nomic recovery is unlikely. Economic expansion to a great extent
depends on the availability and affordability of credit for business
investment. However, the projected baseline deficits will make
credit less available and will likely keep interest rates at historical-
ly high levels. As Chart 3 shows, direct Federal borrowing and fed-
erally assisted borrowing have both grown rapidly in the last 30
years.
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CHART 3
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In the years that witnessed the country's best economic growth,
Federal credit requirements absorbed about 20 percent or less of
the funds available in credit markets. In the late 1970's and par-
ticularly, in the early 1980's, Federal credit activity has grown
much faster than the savings necessary to finance it. Thus, in 1983,
1984, and 1985, Federal and federally assisted borrowing is project-
ed to require at least 54 percent of the available capital in credit
markets, an extraordinarily high proportion.

Clearly, this will affect the amount of credit available to other
borrowers, such as State and local governments, businesses, and in-
dividuals, and ensure that interest rates remain high. Not inciden-
tally, it will keep the Federal Government's interest costs high. If
no action is taken this year, it is projected that net interest expend-
itures will skyrocket from $23.2 billion in 1975 to $147.1 billion in
1985. The portion of the Federal budget needed to cover these large
expenditures will jump from 7 percent to 15 percent.

The deficit reduction measures incorporated in the Committee
recommendation allow for substantial decreases in Federal intru-sion in the capital markets.

The unprecedented nature of the deficit is also evident in Chart
4, which shows Federal deficits as a percent of GNP.
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CHART 4
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Even under the assumption of vigorous economic growth, deficits
in the 1980's are projected to reach proportions not previously
reached before or after World War II. By 1985, the deficit is pro-
jected to equal 6 percent of GNP, larger than any time during the
Depression and much larger than it was during the Nation's best
years of economic growth.

THE PORTIONS OF THE BUDGET MOST TO BLAME FOR THE PROBLEM

In a fundamental sense, the deficit crisis is due to Federal spend-
ing growing so much faster than Federal revenues. In the last 20
years, all portions of the budget have grown enormously. But it is
important to note that certain parts of the budget are responsible
for the largest share of this growth. Entitlements, including medi-
care and social security, grew from 28.8 percent of the budget in
1965 to a projected 43.7 percent of the budget in 1985. Net interest,
as noted above, accounted for a fairly stable portion of the budget
between 1965 and 1975-a little more than 7 percent-but jumps to
15 percent in the projections for 1985.

While entitlements and net interest increase as a percent of the
budget, discretionary, non-defense appropriations decline dramati-
cally to a projected 15.5 percent of the budget in 1985. The defense
share of the budget drops from 40.1 percent in 1965 to 29.4 percent
in the 1985 projections.

In short, entitlements and net interest are the parts of the
budget showing the fastest growth. However, if the recommenda-
tions of the Committee are adopted and become law, growth in Fed-
eral spending will equal 18.6 percent between FY 1982 and FY
1985, compared to the baseline growth of 36.4 percent.



Chapter III. SOCIAL SECURITY SOLVENCY

The social security program faces severe financial problems in
both the short and long term. According to the April 1, 1982, report
of the trustees of the social security system, the social security re-
tirement trust fund-the old-age and survivors insurance (OASI)
trust fund-will not be able to pay benefits on time by July 1983
under current law. Combining all three social security trust funds
(OASI, disability (DI), and hospital insurance (HI)) would only
maintain solvency until 1984. The chart below illustrates the prob-
lem.

ESTIMATED TRUST FUND RATIOS OF THE SOCIAL SECURITY SYSTEM UNDER
II-B (INTERMEDIATE) ASSUMPTIONS OF SOCIAL SECURITY ADMINISTRATION ACTUARIES
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TRUST FUND RATIO: Amount in the trust fund at the beginning of a year
expressed as a percentage of that year's expenditures. A fund ratio of
15 percent means that the amount in the fund is enough to pay benefits
for about two months.

Recognizing the severity of the financial problems facing the
social security system, the Committee recommends that the Con-
gress act to restore the system to solvency and insure timely pay-
ment of benefits to the Nation's 36 million social security recipi-
ents.

The Resolution does not specify how much of the solvency ac-
tions should be slower benefit growth and how much should be rev-
enue increases. That will be determined in the regular legislative
process. The Committee is not recommending any cuts in benefits.
'The Committee's recommendations allow the full increase in bene-
fits scheduled for July 1982. The Committee recommends that the
Finance Committee be directed to take action this year to see that
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the system remains solvent. The Finance Committee could propose
a variety of measures to slow benefit growth or increase the rev-
enues of the system.

HISTORY OF SOCIAL SECURITY FUNDING PROBLEMS

In 1970, the combined retirement and disability trust funds had
reserves sufficient to pay about 12 months' worth of benefits. The
balance has declined every year since. In 1973, the trustees of the
social security system began to forecast a worsening financial situa-
tion for the system by the late 1970's. Concern over the solvency of
the system mounted during the decade. It culminated in major leg-
islation in 1977 designed to improve both the short- and long-term
social security outlook.

The Social Security Amendments of 1977 were projected to pro-
vide a surplus in the OASDI program over the next 25-year period.
Reserve balances were expected to rise to 59 percent of yearly
outgo by the beginning of 1987. This expected short-run improve-
ment was brought about by increasing taxes by an estimated $80
billion through 1983. Changes in benefits were estimated to save
about $8 billion during the same period.

The major 1977 changes in revenues included increases in the
social security payroll tax rate beginning in 1979 and increases in
the taxable earnings base. (The current contribution rate for the
retirement, disability, and health programs is 6.7 percent each for
employer and employee on a wage base of $32,400. The tax rate
will rise to 7.15 percent each on a wage base of about $43,000 in
1986. The self-employed pay about 11/2 times the tax rate of sala-
ried employees.)

The actual economic situation over the period 1978 to 1980 was
much worse than projected in 1977. Inflation was higher than ex-
pected. This resulted in very large benefit increases because of the
automatic cost-of-living adjustment (COLA) provisions. Unemploy-
ment was also higher than expected. This reduced the amount of
revenues coming into the social security system. Thus, in 1980, the
social security trustees concluded: "Over the short term, the OASI
trust fund will face financial strains requiring policy actions. With-
out such actions, the OASI fund would be depleted in late 1981 or
early 1982, depending on the course of the economy."

In response, the 96th Congress temporarily reallocated a larger
share of payroll tax receipts to the old-age and survivors insurance
trust fund to eliminate the possibility of a financing deficiency in
1980 and 1981. This was not a permanent solution to the problem.

As financial projections for the trust funds worsened in the fall
of 1980, it became apparent that tax reallocation or interfund bor-
rowing among the trust funds would not be sufficient to insure the
solvency of the system for more than a few years. Either revenue
to the system would have to be increased, or future benefits would
have to be reduced.

The 1981 report of the social security trustees indicated that the
OASI trust fund would not have enough asssets to make timely



payments of benefits in the second half of 1982. Under the "II-B"
intermediate set of economic assumptions, it was projected that the
system could not make it through the rest of the decade, even with
interfund borrowing.

The Congress responded to the gravity of the social security
funding problem in 1981. As part of the Omnibus Budget Reconcili-
ation Act 1981, the Congress enacted major entitlement savings.
These entitlement savings included substantial cost-saving changes
in social security. Subsequent legislation also allowed borrowing
among the separate trust funds. Nevertheless, current law borrow-
ing authority will not permit retirement benefits to be paid on time
after June 1983. At that time, the combined reserves of all three
trust funds will be dangerously low.

RESTORING SOLVENCY TO THE SYSTEM

Despite the efforts made last year, the funding situation in social
security is grave again this year. The problem is, in fact, more
severe than it appeared to be last year. It is now quite clear that
interfund borrowing cannot maintain the system during the
coming years when benefits are paid out faster than income is re-
ceived. Since 1975, combined OASDI benefit payments have exceed-
ed revenue; that situation is expected to continue through 1985-a
full decade of decline in the combined OASDI funds.

This year, the Committee approached the social security financ-
ing problem from the "solvency" perspective. It tried to determine
the minimum amount of funds the social security system needed
over the budget period FY 1983 to FY 1985 to remain solvent. The
Committee assumed that an acceptable minimum level of reserves
would be enough to make about 2 months of benefit payments (a
15-percent trust fund ratio). A higher level-3 to 6 months of re-
serves-would be preferable, but the Committee concluded that
this higher level would be too difficult to achieve in the short term.

The Committee also decided to focus on the entire social security
system-retirement and survivors, disability, and hospital insur-
ance. The drain on retirement funds is projected to ease up tempo-
rarily after this decade and the disability fund appears to be able
to recover. However, the medicare hospital insurance (HI) trust
fund is expected to be exhausted and unable to pay beneficiary
claims by 1988. Beginning this year, expenditures from the HI
trust fund are projected to exceed income for the forseeable future.
The fund currently is able to pay claims promptly only by drawing
down its reserves.

The medicare savings assumed in the Committee's recommenda-
tion could defer bankruptcy of the HI fund until the early 1990's.
However, the size of the revenue shortfall to the HI fund is such
that further substantial reforms will be necessary. According to the
trustees: "In order to bring the hospital insurance program into
close actuarial balance, either disbursements of the program will
have to be reduced or financing increased by more than one-third"
(emphasis added).



Consultations with both the Congressional Budget Office and the
Office of Management and Budget led the Committee to conclude
that changes in the social security system of $40 billion over the
next 3 years would be the minimum necessary to insure solvency
in the combined trust funds ($6 billion in FY 1983, $17 billion in
FY 1984, and $17 billion in FY 1985). In the event that any single
fund could not pay benefits on time after changes were made, it
was assumed that interfund borrowing could be reauthorized. The
following table shows the amounts needed to maintain the social
security system at a minimal level of solvency over the next few
years.

SENATE BUDGET COMMITTEE SOCIAL SECURITY SOLVENCY ASSUMPTIONS 1
[in billions of dollars]

FY FY FY FY
1982 1983 1984 1985

Total amount needed by end of year to bring OASI trust fund to 15

percent (2 m onths) of outlays .......................................................................... 10 12 22 20

Social security solvency targets ......................................................................................... 6 17 17

Balance to be achieved through continued interfund borrowing ....................... 10 6 5 3

Assumes full 7.4 percent June 1982 cost-of-living adjustment.

The Committee calls for the bipartisan National Commission on
Social Security Reform to expedite its work and report by Novem-
ber 11 of this year specific recommendations for actions to main-
tain social security funding. It also directs the Senate Committee
on Finance to consider the Commission's recommendations immedi-
ately and report legislation no later than December 1, 1982 which
will insure social security solvency.

The Committee expects that full consideration will be given by
the National Commission and the responsible congressional com-
mittees to a wide range of possible solutions. Recent reports and
surveys by the Advisory Council on Social Security, the Social Se-
curity Coverage Group, and the National Commission on Social Se-
curity suggest several possible approaches to the problem.

The Committee notes that its solvency proposal allows a full 7.4
percent increase in social security benefits in July 1982. Finally,
the Committee reiterates that its proposal does not specify the
extent to which the solvency gap would be filled by increased rev-
enues by slower benefit growth. It is clear, however, that even if
the entire gap were filled through slower benefit growth, retirees
could continue to receive benefit increases which would, on aver-
age, provide over $1,300 more during the next 3 years, based on the
present economic outlook.



Chapter IV_ RESTRAINT OF NON-DEFENSE
DISCRETIONARY PROGRAMS

The budget recommended by the Committee for FY 1983 includes
a freeze on non-defense discretionary programs.

Non-defense discretionary programs are those programs over
which Congress exercises control through the annual appropri-
ations process. Excluded from this category of programs, in addi-
tion to defense, are entitlement programs, permanent appropri-
ations, mandatory programs and payments, and offsetting receipts.

The total baseline for non-defense discretionary programs and
the savings as a result of the freeze recommended by the Commit-
tee are as follows for FY 1983:

NON-DEFENSE DISCRETIONARY PROGRAMS
[In billions of dollars]

FY 1983

Budget Outlays
authority

Baseline total for non-defense discretionary programs .................................................... 144.3 145.4
Savings as a result of the freeze recommended by the Committee ............................... -10.7 -5.7

Com m ittee recom m endation ................................................................................... 133.6 139.6

To determine the amount of savings resulting from the freeze,
the Committee used the following assumptions:

-Budget authority for FY 1983 was frozen at the FY 1982 level
(including appropriations already enacted and expected sup-
plemental appropriations) except in a very few cases which
are discussed below.

-Where the Appropriations Committees enacted credit limita-
tions in FY 1982, that level was assumed for FY 1983.

-Where the Appropriations Committees enacted limitations on
administrative expenses in FY 1982, that level was assumed
for FY 1983.

-Where the Appropriations Committees enacted obligation ceil-
ings in FY 1982, that level was assumed for FY 1983.

There are a few budget accounts for which an FY 1983 authoriza-
tion that is lower than the FY 1982 budget authority level has al-
ready been enacted. In these few cases, the lower authorization
level was used in the Committee's calculations.



In the case of the Export-Import Bank, the credit program limi-
tation enacted by the Appropriations Committees in FY 1982 was
used to calculate the FY 1983 freeze level. Because increased levels
of receipts and financing adjustments are projected for the Export-
Import Bank in FY 1983, the budget authority level is $0.8 billion
lower than in FY 1982.

Following these guidelines, the Committee asked the Congres-
sional Budget Office to calculate the freeze level using its normal
estimating techniques.

It should be clearly understood that these calculations were only
the technical means by which the Budget Committee arrived at a
dollar level that will ultimately be divided up by the Appropri-
ations Committee. Under the Budget Resolution, the Appropri-
ations Committee receives a "crosswalk" allocation that includes
the Budget Committee's recommended dollar levels for all pro-
grams under the Appropriations Committee jurisdiction, including
defense programs, non-defense discretionary programs, entitlement
programs that are annually appropriated, and other mandatory
programs and payments that are subject to the annual appropri-
ations process. The Appropriations Committee's crosswalk alloca-
tion under the budget resolution is a single total amount of budget
authority and a single total amount of outlays. It is the job of the
Appropriations Committee to allocate these totals among individu-
al programs.

The Appropriations Committee will undoubtedly allocate more
funds to some programs in FY 1983 than those programs received
in FY 1982 and less to others. There is no way the Budget Commit-
tee can guarantee any level for any particular program in the
Budget Resolution, nor does the Committee wish to do so. If an in-
dividual Senator wishes to affect the funding for a particular pro-
gram, he or she must accomplish this during the appropriations de-
liberations.

In FY 1984 and FY 1985, the Committee recommends savings in
non-defense discretionary programs slightly greater than the sav-
ings that could be achieved from a freeze. In FY 1984, the recom-
mended outlay savings are $12.5 billion while the savings produced
by a freeze would be $11.8 billion. In FY 1985, the recommended
savings are $20.1 billion while the savings produced by a freeze
would be $18.6 billion. These recommendations for FY 1984 and FY
1985 are, of course, subject to further review in the budget and ap-
propriations process during the next 2 years.

Again, it should be noted that the Appropriations Committee has
broad discretion on the funding levels for each program. It has the
authority to allocate more funds to some programs and fewer funds
to others.



Chapter V. RECONCILIATION

INTRODUCTION

A significant portion of the program to reduce the Federal deficit
will be implemented through the reconciliation process. The resolu-
tion contains reconciliation instructions directing committees of
Congress to take actions that will change existing laws in order to
reduce outlays and increase revenues and receipts from user fees.
Reconciliation is a key procedure for implementing the policies pro-
posed by this Resolution because it allows Congress to deal with a
wide range of spending reductions as a package, instead of address-
ing such restraint proposals on a piecemeal basis. Reconciliation
provides Congress with the means to enact the historic deficit-re-
ducing program necessary to revive the American economy.

THE RECONCILIATION PROCESS

Reconciliation is well established as an effective means to reduce
Government spending. The First Concurrent Budget Resolution for
fiscal years 1981 and 1982 both included reconciliation instructions.
The Senate, in addition, included reconciliation in its version of the
Second Concurrent Resolution for fiscal year 1980, but the House of
Representatives did not agree.

The authority to include reconciliation instructions in the Budget
Resolution is included in Title III of the Congressional Budget Act
of 1974. The reconciliation contained in this Resolution includes
instructions to committees to report legislation which will raise
revenues and user fees, and which will reduce budget authority
and outlays. The reconciliation provisions also include a special in-
struction to the Senate Finance Committee and the House Ways
and Means Committee to ensure the solvency of the social security
system. Changes pursuant to this instruction may include either
changes in spending or revenues or a combination of the two.

Most of the cuts in spending will be from direct spending author-
ity. Direct spending is defined in section 401(c)(2) of the Budget Act.
Direct spending is spending to which the Government is committed
whether or not appropriations are provided in advance. Entitle-
ment payments make up most of this category.

Reconciliation permits Congress to instruct its committees to
revise existing laws in order to achieve specified savings or revenue
increases. The process allows the individual committees to keep
their autonomy and to exercise their full judgment on the laws to
be changed and on the changes that should occur. Reconciliation
maintains committees' jurisdiction over their programs and re-



sponds to the Congress' need to consider rationally its fiscal poli-
cies.

1982-THREE RECONCILIATION BILLS

This Resolution includes instructions which will lead to three
separate reconciliation bills. The Resolution, as reported by this
committee contains instructions to committees of both Houses to
recommend spending changes in laws within their jurisdiction. Nei-
ther the Resolution nor this report are in any way determinative of
committee jurisdiction. Questions of jurisdiction ultimately are re-
solved by the two chambers.

The first category of reconciliation instructions included in the
Resolution instructs seven committees in the Senate (and the
House Committees which have jurisdiction over the programs
which are assumed to be reduced) to recommend changes in budget
authority and outlays within their jurisdiction. These recommenda-
tions will be submitted to the Budget Committees of each House by
June 18, 1982. The Budget Committees will package these recom-
mendations without substantive change and report them to their
respective Houses as a single omnibus reconciliation bill. Major
program reductions assumed in this reconciliation are shown in the
following table.

FIRST RECONCILIATION
[in millions of dollars]

FY 1983 FY 1984 FY 1985
Senate committee (function)

BA 0 BA 0 BA 0

Agriculture, Nutrition, and Forestry:
Food stamps-restrain indexing

and lower error rates (600) . -779 -779 -1,083 -1,083 -1,428 -1,428

Armed Services:
Military retirement-COLA re-

straint (050) .............- 581 -581 -1,340 -1,340 -1,899 -1,899
Public Health Service commis-

sioned officers retirement-
COLA restraint (550) ......... 2 -2 -5 -5 -7 -7

Total, Armed Services ........... -583 -583 -1,345 -1,345 -1,906 -1,906

Commerce, Science, and Transporta-
tion:

Coast Guard retirement-COLA
restraint (400) ............................ -11 -11 -28 -28 -42 -42

Foreign Relations:
Foreign Service retirement-

COLA restraint (600) ................ 6 -5 -15 -8 -21

Governmental Affairs:
Civil Service retirement-COLA

restraint (600) .............................................. - 680 - 628 - 1,800 - 1,000 - 2,629



25

FIRST RECONCILIATION-Continued
[In millions of dollars]

FY 19B3 FY 1984 FY 1985
Senate committee (function)

BA 0 BA 0 BA 0

Labor and Human Resources:
Guaranteed student loans-in-

crease student share of inter-
est (500) ...................................... -289 - 144 -819 -684 -1,290 -1,173

Railroad retirement-COLA re-
straint (600) .................................................. - 355 ................. . - 489 .................. - 624

Black lung trust fund-COLA
restraint (600) ............................ -34 -34 -40 -40 -48 -48

Federal Employees Compensa-
tion Act-COLA restraint
(600) ............................................ - 30 - 30 - 50 - 50 - 50 - 50

Federal Employees Compensa-
tion Act: Disability-reform
benefit structure (600) .............. -38 -38 -46 -46 -22 -22

Total, Labor and Human
Resources ...................... -391 -601 -955 -1,309 -1,410 -1,917

Veterans Affairs:
Veterans pensions--COLA re-

straint (700) ................................ -188 -188 -269 -269 -355 -355

Total, First Reconciliation . -1,952 -2,848 -4,313 -5,849 -6,149 -8,298

In the event that the Committee on Governmental Affairs re-
sponds to the reconciliation instruction directed to it by iecom-
mending changes in cost-of-living adjustments (COLA) for civil
service retirees, the Committees on Armed Services and Foreign
Relations will be relieved of the requirement to respond to recon-
ciliation instructions directed to those committees. Cost-of-living
adjustments for programs within the jurisdictions of Armed Serv-
ices and Foreign Relations are tied, by law, to the civil service re-
tirement program. Therefore, the savings assumed in the Resolu-
tion will occur automatically in these programs if the civil service
retirement COLA is changed.

The second category of reconciliation instruction is addressed to
the Senate Committee on Finance and the House Committee on
Ways and Means. These committees are instructed to report
changes in laws within their jurisdiction to achieve savings in
budget authority and outlays and to report changes to increase rev-
enues and to increase receipts from user fees. These changes, to be
reported by June 11, 1982, will be reported by the Committees di-
rectly to the Senate and the House of Representatives. Major
changes in law assumed in this category of reconciliation are listed
in the following table.

12-070 0-83-5 (Pt 10) BLR"



SECOND RECONCILIATION
[in millions of dollars]

FY 193 FY 198 FY 1995
Senate committee (function)

BA 0 BA 0 BA 0

Finance:
Medicare-change provider re-

imbursement and client co-
payments (550) ......................... -590 -5,334 -1,002 -8,416 -1,527 -10,737

Medicaid-Eliminate special
match provisions and insti-
tute co-payments (550) ........... -512 -674 -736 -736 -808 -808

Coal miners special benefits-
COLA restraint (600) ................ -55 -55 -66 -66 -76 -76

Public Assistance-Revise eli-
gibility and benefit calcula-
tions in AFDC, SSI, and CSE
matching rates (600) ............... -593 -593 -705 -705 -928 -928

Total, Second Reconcili-
ation (spending) .............. -1,750 -6,656 -2,509 -9,923 -3,339 -12,549

FY 1983 rY 1984 FY IMS
revenues revenues revenues

Finance:
Increased revenues ......................................... + 20,000 +35,000 +40,000
Increased receipts from user

fees ............................................................... + 2,000 + 2,000 + 2,000

Total, Second Reconcili-
ation (revenues) ................................ +22,000 +37,000 +42,000

The Committee suggests that the Committee on Finance consult
with other committees in developing user fee legislation which re-
covers Federal expenditures for programs and activities under the
authorizing jurisdiction of those committees.

For example, the Committee on Finance may consider legislation
that would impose new or expanded user fees relating to expendi-
tures by the U.S. Army Corps of Engineers. In developing any such
legislation, the Committee expects that the Committee on Finance
would consult with the Committee on Environment and Public
Works. The Committee also notes that legislation has been report-
ed which could meet a portion of this instruction by eliminating
certain Federal responsibilities, such as the construction of new
harbor facilities.

If the Committee on Finance considers legislation to increase avi-
ation user fees or to impose Coast Guard user fees, the Committee
expects that the Finance Committee would consult with the Com-
merce, Science and Transportation Committee. Finally, should the
Finance Committee seek to increase user fees related to the Bureau



of Reclamation projects, the Committee expects the Finance Com-
mittee to consult with the Energy and Natural Resources Commit-
tee.

The third category of reconciliation instruction included in the
Resolution calls for reporting significantly later than the first two.
This instruction requires the Senate Committee on Finance and
the House Committee on Ways and Means to make changes in law
to insure the solvency of the Social Security Old-Age and Survivors
Insurance Trust Fund. These changes are to be reported directly to
the floor by these committees by December 1, 1982. This reporting
date is designed to allow the committees to consider the report of
the National Commission on Social Security Reform. The Resolu-
tion includes sense of the Congress language requesting the Presi-
dent to direct the Commission to report its fmdings by November
11, 1982. Major changes in law assumed in this reconciliation are
listed as follows:

THIRD RECONCILIATION
[in millions of dollars]

FY1983 FY 1984 FY 1985
deficit deficit deficit
restraint restraint restraint

Finance:
Social security solvency ...................................................... - 6,000 - 17,000 - 17,000

The following table summarizes all the reconciliation instruc-
tions included in the resolution.

RECONCILIATION SUMMARY
[in billions of dollars]

ry FY FY
1983 1984 1985

Budget authority reduction:
First reconciliation ................................................................................................ 2.0 4.3 6.1
Second reconciliation ............................................................................................ 1.8 2.5 3.3

Total budget authority reduction .................................................................... 3.7 6.8 9.5

Outlay reduction:
First reconciliation ................................................................................................ 2.8 5.8 8.3
Second reconciliation ............................................................................................ 6.7 9.9 12.5

Total outlay reduction ................................ 9.5 15.8 20.8

Revenue increase:
Second reconciliation ............................................................................................ 22.0 37.0 42.0

Deficit reduction:
Third reconciliation ............................................................................................... 6.0 17.0 17.0

Total deficit reduction achieved through reconciliation ............................................. 37.5 69.8 79.8





Chapter VI. ECONOMICS

COMMITTEE RECOMMENDATION

The Committee's budget recommendations propose large and per-
manent reductions in Federal budget deficits in order to relieve the
high level of real interest rates that is sustaining and deepening
the present recession. It is the Committee's view that reductions in
the distressing rate of unemployment, now higher than at any time
since the end of the Great Depression, depend primarily upon deci-
sive, substantial, and enduring actions by this Congress to reduce
Federal budget deficits.

The Committee's recommendations are a continuation of policies
adopted by the Congress last year, which attempted to reverse the
fiscal patterns of the past 15 years during which both spending and
revenues rose relative to national income and the Federal budget
deficit became an increasingly important source of financing for
Federal initiatives. The Committee's recommendation also reaf-
firms a commitment contained in the First Concurrent Budget Res-
olution for fiscal year 1982 to reduce and, ultimately eliminate,
growing and persistent deficits which under the baseline economic
and technical assumptions were projected to reach the highest level
relative to GNP since the mid-1930's.

The Committee's recommendation mandates a sharp and imme-
diate shift toward restraint. This shift in fiscal policy is a direct
and necessary response to the current restraint imposed by mone-
tary policy. Recent experience suggests that large, current and
prospective Federal budget deficits will raise real interest rates
even when the rate of inflation is slowing. Under these conditions,
additional restraint in monetary policy aimed toward reducing the
rate of inflation will result in further losses in real output and em-
ployment. Substantial and credible reductions in Federal deficits
will ease the burden on monetary policy and will lead to lower in-
terest rates, better balance among the various sectors in the econo-
my, and a sustained economic recovery. Because monetary and
fiscal policy must act together to reduce interest rates, the
Committee's recommendation includes sense of the Congress lan-
guage addressing monetary policy directly, which states that, in
the event Congress enacts substantial and permanent reductions in
future year deficits, the Federal Reserve Board's Open Market
Committee will re-evaluate its monetary policy targets to assure
that they are fully consistent with new and sharply lower Federal
deficits.

Finally, it is the Committees' view that absence of clear and
timely congressional action on the Federal budget will foreshorten
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the economic recovery, which is generally expected to begin in the
second half of 1982, raise unemployment, and risk renewed reces-
sion in 1983 which may not be easily reversible. Further, there is a
very real risk that absence of decisive action on the budget this
year may postpone entirely any economic recovery, in which case,
production and employment will continue to decline. The following
table summarizes the Committee's recommendations.

Table 1

BUDGET PROJECTIONS
[In billions of dollars)

FY FY FY FY FY
1981 1982 1983 1984 1985

Outlays ..................................................................................... 657.2 740.7 779.1 825.0 878.5
Revenues ................................................................................. 599.3 623.0 667.0 739.0 822.0
Social security solvency .......................................................................................... - 6.0 - 17.0 - 17.0
Surplus (+) or deficit (-) ................................................. - 57.9 - 117.0 -106.0 - 69.0 -39.5
Public Debt ............................................................................. 998.8 1,144.2 1,290.0 1,414.6 1,522.9
Tax change from current law ................................................................................. + 20.0 + 35.0 40.0
Outlays as a percent of GNP ................................................ 23.0 24.3 22.9 21.8 21.1
Revenues as a percent of GNP ............................................. 21.0 20.4 19.6 19.6 19.7
Growth in outlays (percent) .................................................. 13.4 12.7 5.2 5.9 6.5

Adjusted for inflation .................................................... - 0.5 7.3 - 2.3 - 1.1 - 0.1
Growth in revenues (percent) ............................................... 15.2 4.0 7.1 10.8 11.2

Adjusted for inflation .................................................... 3.7 1.6 - 0.2 3.8 4.8
Growth in public debt (percent) ........................................... 9.2 14.6 12.7 9.7 7.6
GNP .......................................................................................... 2,859.0 3,050.8 3,397.5 3,778.5 4,162.9

ECONOMIc ASSUMPTIONS IN THE BUDGET RESOLUTION

The economic assumptions which underlie the estimates of re-
ceipts and outlays in the proposed budget resolution assume that
an economic recovery will begin in the second half of 1982 and will
continue throughout the 3-year budget planning period, 1983
through 1985. These assumptions also reflect the expectation that
recent reductions in inflation are to a large extent permanent and
that the inflation rate will remain below 7 percent through 1985.
Finally, the interest rate assumptions in the budget resolution
show a marked decline from present rates as a direct result of con-
gressional actions to reduce the prospective Federal budget deficits
during the FY 1983 through 1985 period.

The economic assumptions in the budget resolution are based, in
large part, on the CBO forecast published in February in the CBO
annual report. Committee staff in conjunction with House Budget
Committee staff, and the OMB made subsequent modifications to
the CBO February forecast in support of the recent bi-partisan
budget negotiations among representatives of the Senate, the
House, and the Administration. These modifications incorporated
both actual real GNP growth in the first quarter, which was lower
than expected, and the general expectation that real growth during
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the second and third quarters of 1982 will be somewhat below the
rates projected by CBO last February. Because lower i-eal economic
growth implies higher unemployment than previously projected,
the unemployment assumptions for 1982, 1983, and 1984 were also
revised upward by 0.2 percentage points, 0.4 percentage points, and
0.2 percentage points, respectively.

In order to retain as much consistency with the original CBO
forecast as possible, the economic projections in the baseline reflect
the assumption that lower real economic growth this year will be
offset by somewhat higher real growth in 1983 and 1984, particu-
larly given the substantial and permanent action to reduce pro-
spective budget deficits proposed by this budget resolution. There
fore, the real GNP growth rates in 1983 and 1984 are slightly
higher than the original CBO baseline forecast in order to achieve
the same level of real GNP and the same unemployment rate as
the original CBO forecast.

The following table shows the economic assumptions underlying
the budget resolution estimates. The baseline assumptions for
Treasury bill rates show the interest rates that were assumed in
the baseline outlays. Interest rates that are assumed as part of the
budget resolution, labeled "post-policy," reflect the belief of the
Committee, which is shared generally by economists, that enact-
ment of legislation reducing spending and raising revenues as rec-
ommended in the underlying budget resolution will have an imme-
diate and significant effect on the level of interest rates, reducing
interest rates below the baseline by 0.6 percentage points in July
1982 with the difference growing to 2.5 percent by 1983. The "post-
policy" interest rate path shows a clear and well defined reduction
in the real rate of interest to levels that conform more closely to
the post-war experience.

Table 2

ECONOMIC ASSUMPTIONS
[Calendar year, percent)

1982 1983 1984 1985

Nominal GNP:
Level ($ billions) ........................................................................................ 3,116 3,493 3,875 4,259
Percent ........................................................................................................ 6.4 12.1 10.9 9.9

Real GNP:
Level ($ billions) ........................................................................................ 1,497 1,563 1,629 1,689
Percent ........................................................................................................ - 0.9 4.5 4.1 3.7

GNP deflator ........................................................................................................ 7.4 7.3 6.6 6.0
C PI ........................................................................................................................ 6.9 6.9 6.9 6.4
Unem ploym ent rate ............................................................................................. 9.1 8.4 7.6 7.2
Three-month Treasury bill rate:

B aseline ....................................................................................................... 12.4 13.2 11.3 9.4
Post-policy ................................................................................................... 12.0 10.7 8.8 6.9



ECONOMIC POLICY ISSUES

CONTROL OF FEDERAL SPENDING

A key fiscal policy issue is the level of Federal spending. Al-
though Federal expenditures promote various national security, in-
ternational affairs, and domestic social and economic objectives,
their financing imposes costs on the economy in terms of efficiency
and reduced economic growth.

Ultimately, the true tax burden in the economy is the level of
Government spending not the level of nominal taxation adminis-
tered through the tax code. To the extent that Government does
not raise sufficient revenues to finance Government spending
through taxes, it will obtain the necessary resources either through
borrowing, which raises real interest rates and reduces asset prices,
or through inflation, which reduces the purchasing power of both
households and corporations.

In the presence of large Federal deficits, monetary policy impor-
tantly determines which of these hidden taxes is used. If monetary
policy is generally restrictive and aimed toward bringing the rate
of inflation down, then Federal borrowing will raise real interest
rates, reduce investment and the growth in the capital stock, and
ultimately reduce economic growth. If monetary policy is moderate-
ly accommodative and aimed toward holding real interest rates
down, then more rapid money growth will allow inflation to rise
and Government will finance spending by reducing private pur-
chasing power. Instead of explicitly taxing away private purchasing
power, Government will use the "inflation tax" to reduce the value
of money and the value of Government bonds.

As Milton Friedman has stated, "The total tax burden on the
American people is what Government spends, not those receipts
called 'taxes'. Any deficit is borne by the public in the form of
hidden taxes-either inflation or the even more effectively hidden
tax corresponding to borrowing from the public."

THE ROLE OF BUDGET DEFICITS

Under the baseline outlay projections, deficits would rise as a
proportion of total Federal spending. In other words, the Federal
deficit would continue to be an important method of financing
spending and, in fact, would become more important in the future.
The following chart shows deficits as a percent of outlays from
1965 and projected through 1985. This chart shows that since 1969,
budget deficits have become an increasingly important source of fi-
nancing for Federal spending. In fact, as this chart shows, if no
policy actions are taken, deficits will rise to an unprecedented 23.5
percent of total outlays by 1984. The Committee recommendation,
also shown below reduces the proportion of outlays that are deficit
financed to 4.5 percent.
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Most economists believe that the economic costs of using budget
deficits as a permanent and growing source of financing Federal
spending are high relative to other means. First, as discussed
above, budget deficits over time can raise real interest rates and
have a major effect on the allocation of resources in the society and
the long-term growth potential of the economy. (The Federal Gov-
ernment also pays an annual debt service premium on money it
borrows, thereby driving deficits even higher.)

Second, an appropriate deficit policy is extremely important for
controlling inflation. Large and growing structural deficits, which
imply rapid growth in Government debt, are simply not compatible
with lower rates of money growth. To the extent that money and
Government debt are imperfect substitutes for each other, rapid
growth in debt will change the relative price of Government debt
versus money, lowering the value of Government debt and raising
the real interest rate.

The following chart compares trends in Government debt to
trends in M, and inflation (CPI) since 1965. This chart illustrates
that if current fiscal policies were continued, growth in Govern-
ment debt will diverge more sharply from the growth in money
than in the past. This chart also shows that in the past the path of
inflation more closely tracked the growth in Government debt than
thegrowth in money. This chart also shows that the growth in
public debt in the Committee's recommendation is more consistent
with the slower growth in M than the public debt levels implicit in
the baseline.
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Chart 2
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If the growth in debt as a result of persistent budget deficits is
significantly more rapid than the growth in money, real interest
rates will rise as well as the real resources devoted to servicing
debt. In time, the situation will become unsustainable. The alterna-
tive is an acceleration in the growth of money which will lead to
higher inflation.

In other words, as long as the Government debt is growing rapid-
ly, any reduction in inflation will be viewed as temporary and ex-
pectations of higher inflation in the future are not likely to change.
Alternatively, if the growth in Government debt is reduced, and
the deficit is reduced over time until the Federal budget is in bal-
ance, on average, over the business cycle, money growth can con-
tinue to slow and inflation will be lower. The present level of inter-
est rates reflects the financial market's view that present monetary
and fiscal policies are not now consistent and that inflation will be
higher in the future.

Another problem with permanent deficits is that rising costs of
servicing the debt can severely limit the ability of government to
achieve its long term objectives. The following table illustrates the
problem.
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Table 3

TRENDS IN FEDERAL INTEREST PAYMENTS
(Dollars In billion ]

Net Interest Rel net Intee Growth (pemrent) Net intend as of
GNP percent of outlw

___aOn deator
yine ie(Ind) 0r FCR FCR

1977 ................................................ $29.9 ...... 1.378 $21.7 ................. 7.5 ............
1978 ................................................ 35 .. 1.470 24.1 .............. 11.1 .............. 7.9 ............
1979 ................................................ 42.6 ....... 1.596 26.7 ....... 10.8 ....... 3 .7 ............
1980 ................................................ 52.5 ............. 1.733 30.3 .............. 13.5 .............. 9.1 ............
1981 ................................................ 68.7 ........... 1.897 36.2 .......... ...19.5 ........ 10.5 ............
1982 .................. 86.0 35.6 2.045 42.0 41.9 16.0 15.7 11.6 11.6
1983 ................................................ 108.6 96.0 2.195 49.5 43.7 17.9 4.3 13.1 12.3
1984 ................................................ 134.4 99.6 2.342 57.4 42.5 16.0 - 2.7 14.6 12.1
1985 ................................................ 147.1 91.1 2.486 59.1 36.6 3.0 - 13.9 14.5 10.4

Net interest payments have grown rapidly in recent years. For
the 3 years ending in FY 1982, net interest has grown at an aver-
age annual rate of 26 percent per year. Even after adjustment for
the effects of inflation, net interest payments have grown by an
average of 16 percent per year. The rapid growth in real interest
payments is reflected in the sharply rising share of the Federal
budget that is absorbed by interest, which has risen from less than
8 percent before 1979 to 11.6 percent of 1982 outlays. The revised
baseline projections show the net interest share of the budget con-
tinuing to rise sharply through 1985. Under the Committee's rec-
ommendation, the growth in net interest slows dramatically and
the net interest share of total outlays declines to a level more con-
sistent with historical experience.

To the extent that interest costs for financing the Federal defi-
cits rise in real terms, resources absorbed by interest requirements
will "crowd out" other Government program objectives. This is par-
ticularly true in the current environment in which the President
and many in Congress support substantial increases in defense
spending in real terms. However, over the next 3 years, the real
growth in net interest outlays exceeds the real growth in defense
outlays. If the growth in total spending is to be reduced, then
growth in entitlements and discretionary, non-defense appropri-
ations will have to be reduced substantially in order to offset the
effect of higher interest payments and higher defense spending.

MONETARY/FISCAL POLICY TRADEOFFS

Monetary and fiscal policies cannot be set in isolation. Actions to
reduce prospective deficits must take into account monetary policy
and the response of monetary authorities to lower future deficits.
For this reason, Senators Moynihan, Riegle, Sasser, and Quayle of-
fered proposals and the Committee adopted a motion by the Chair-
man to include in the budget resolution sense-of-the-Congress lan-
guage requesting the Federal Reserve to re-evaluate monetary



policy in the event that Congress enacts a substanially changed
and more restrained fiscal policy.

Since 1979, monetary policy has remained the primary economic
policy vehicle for reducing the rate of inflation. As discussed above,
recent experience indicates that in the presence of large current
and prospective Federal budget deficits, reductions in monetary
growth achieve reductions in inflation only through substantial
losses in real output and employment.

Substantial and credible reductions in the future deficits will
ease the burden on monetary policy, reduce interest rates, and
stimulate growth in those sectors that, until now, have remained
depressed by high interest rates. However, substantial reductions
in deficits also could reduce real income growth in the short term
if monetary policy is not properly responsive to the change in fiscal
policy. Thus, substantial reductions in deficits should be accompa-
nied by a commitment by the monetary authorities to maintain the
growth in nominal income.

ECONOMIC TRENDS AND PROSPECTS

Last summer, economic activity began to decline. The present re-
cession is the eighth recession during the post-war period and the
second recession in the last 2 years. Unemployment has risen
almost 2 percentage points during the past year. Although many
economists expected the economy to be generally weak during the
1981-82 period, the current recession and its severity came as a
surprise. Inflation also has slowed and is expected to continue to
decline. Lower growth, higher unemployment, and lower inflation
tend to raise projected budget deficits and are a major cause of dra-
matic upward revision in the baseline budget deficits since the
Second Budget Resolution for FY 1982.

The recent decline in economic activity and the improvement in
inflation, however, have not translated into significant improve-
ment in the level of interest rates. Last year interest rates aver-
aged 14 percent both for Treasury bills and corporate bonds when
inflation was 9 to 10 percent. Thus far this year Treasury bill rates
have averaged 12.8 percent and long-term AAA corporate bond
rates exceed 14 percent at a time when the economy is in the midst
of a serious recession and the inflation rate is less than 7 percent.
This implies a real interest rate for Treasury securities (nominal
interest rate less inflation) of about 6 to 7 percent. The real inter-
est rate, based on the current 161/2 percent prime rate, is about 10
percent. These are historically high interest rates, in real terms. It
is clear from the experience of the past year that the economy
cannot grow under the pressure of higher real interest rates.

If real rates reach the levels projected in the baseline forecast,
there is a substantial risk that the economic recovery expected
during the second half of 1982 will be neither substantial nor sus-
tained. In this event, real growth will follow the volatile path of
the past 2 years, interest rates will reach new highs, and budget
deficits will be substantially greater than projected in the current
policy baseline. It is possible that another surge in interest rates



could result in a serious economic contraction which would not be
easily reversible.

Most economists continue to expect a substantial recovery in the
second half of 1982 although they are revising their forecasts down-
ward somewhat. The economic assumptions, in the budget resolu-
tion, also project an economic recovery beginning this summer.
However, interest rates currently exceed most projections and in-
flation continues to decline. In the presence of high real interest
rates, an economic recovery could likely be short lived with inter-
est-sensitive sectors, like housing and autos, not participating at
all.

Moreover, given the general weakness in the economy in recent
years, sharp declines in corporate profitability and rising credit de-
mands, the risk of another recession still more serious than the
current one is significant.

RECESSION AT HOME

The U.S. economy is clearly in the midst of a serious recession.
Real GNP declined at a 4.5-percent annual rate in the fourth quar-
ter of 1981 and again at a 3.9-percent annual rate in the first quar-
ter of 1982. The National Bureau of Economic Research, the gener-
ally accepted arbiter of business cycles, has established July 1981
as the first month of the recession.

Since July, real GNP has declined 2.1 percent and industrial pro-
duction has declined 8.3 percent. The current recession appears to
be of average severity compared to past recessions in which real
GNP has declined on average 2.4 percent and industrial production
by 10 percent from the peak of the expansion to the trough of the
recession.

Nevertheless, the current recession is the second in 2 years and
continues a general trend toward economic stagnation that began
in 1979. Real GNP during the current quarter is about the same as
the level of real output in the first quarter of 1979-in other words,
3 years of no economic growth. At no time in the post-war period
has the U.S. experienced such a prolonged period of economic stag-
nation. The following chart shows the trend in the level of real
GNP since the first quarter of 1979.
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The weakness in the economy is clearly reflected in the trends in
industrial production and utilization of plant capacity. Industrial
production in March was 8.3 percent below July 1981, which is ap-
proximately the same as the decline in industrial production in the
1980 recession. Over the past 3 years, industrial production has not
risen above the 1979 peak

The weakness in industrial production has led to a general de-
cline in manufacturing capacity utilization since early 1979. The
March rate is about the same as the low reached in the 1974-1975
recession, which itself was a low-point for the post-war period. The
following charts show trends in industrial production and capacity
utilization since early 1979.
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Chart 4
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High real interest rates have acted as a curb on real economic
activity. Beginning in the fall of 1979, real interest rates (as meas-
ured by the prime interest rate less the year to year rate of change
in the implicit price deflator) began to rise sharply from about 2.5
percent to over 7.5 percent by the first quarter of 1980. In response
to high interest rates, high inflation, and credit controls, the econo-
my plunged in the second quarter of 1980, but recovered quickly in
July. Almost immediately, interest rates began to rise and re-
mained at peak rates through the first seven months of 1981-or
until the real output again began to weaken. Presently, even
though the economy continues to weaken the real prime interest
rate remains near 10 percent. The following chart compares the
trends in real interest rates and real GNP since 1979.

Chart 6
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The international economic situation is also extremely fragile.
Real growth in the five major industrial countries (Germany,
France, Italy, United Kingdom, and Canada) excluding Japan, rose,
on average, less than 1.0 percent in 1980 and was essentially flat in
1981. Germany and the United Kingdom are both currently in a
severe recession, which, for the United Kingdom, has lasted for
over 2 years. Japan's economy continues to grow at a 3- to 4-per-
cent rate, but this is a sharp reduction from the 8.4-percent growth
rate that Japan averaged between 1963 to 1977. In fact, economic
growth in every major industrialized country including the United
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States is currently well below the average growth rates of the past
two decades. There are some signs of modest improvements in new
orders in France and Italy, but the German economy continues to
stagnate.

Inflation remains high in many countries except Japan and Ger-
many. Although inflation appeared to be coming down in most
other countries in 1981, it remains at double digit levels.

The very high level of U.S. interest rates tends also to raise in-
terest rates abroad. Faced with high U.S. interest rates, foreign
countries have three policy choices: (1) keep interest rates lower, al-
lowing capital to flow to the United States and the value of their
currency to decline with respect to the dollar; (2) keep interest
rates lower and impose capital controls; or (3) impose a correspond-
ingly tight monetary policy to prevent capital outflow and a depre-
ciation of their currency. Other countries have chosen the last
option. Thus, higher U.S. interest rates constrain the growth rates
of other countries. Germany, in particular, is hard pressed because
short-term rates averaged 10.8 percent in 1981 at a time when in-
flation was running about 6 percent.

High real interest rates, which have existed for more than a year
in most European countries, have reduced real economic growth as
much in Europe as in the United States and have raised unemploy-
ment sharply. Most European countries are currently operating at
levels of unemployment not previously experienced during the
post-war period.

INFLATION

Inflation has slowed dramatically since the peak rates reached
during 1980. Since September the CPI has risen at an annual rate
of only 3.2 percent compared to 10.4 percent in the prior six
months and 12.4 percent for all of 1980. Inflation as measured by
the GNP deflator is also slowing. During the first quarter of 1982
the implicit price deflator was only 7.2 percent above the first
quarter of 1981, which is below the near 10 percent rates experi-
enced just last year.

More encouraging still is the recent trend toward slower growth
of wages and total compensation. Because wages are two-thirds of
all costs in the economy, lower wage growth is essential to perma-
nent reduction in the rate of inflation.

Wage rates, as measured by the employment cost index, have
slowed continuously throughout 1981 from a year-over-year growth
rate of 10.7 percent in the first quarter to 8.8 percent in the fourth
quarter of 1981. Growth of wage rates slowed dramatically for blue
collar workers but very little for white collar workers, partly be-
cause unemployment is higher among blue collar workers. Wages
of unionized workers have slowed at about the same rate as for
nonunionized workers.

Compensation per manhour, a key determinant of unit labor
costs, has also slowed from a 10.5 percent year-over-year growth
rate in the first quarter of 1981 to a 9.4 percent rate by the fourth



quarter. Preliminary data for the current quarter indicate compen-
sation growth has slowed to 8.3 percent-which is about the rate
most economists anticipate for the year.

The trend toward lower wages is best illustrated by the Ford-
UAW and GM-UAW settlements. These settlements reduce total
employment costs $1.50 to $2.00 per hour below previous wage
trends over the next three years. The new contracts will reduce
wage growth from 8 to 10 percent per year under the old contracts
to 6 to 8 percent per year.

GOVERNMENT POLICIES AND INFLATION

The decline in inflation during the past year is, in part, the
direct result of Government policy efforts to curb inflation. Begin-
ning in October 1979, the Federal Reserve adopted a change in
monetary procedures which relied on controlling the money supply
(rather than interest rates) with the objective of reducing the
growth in money.

At about the same time, the focus of fiscal policy also shifted
toward greater restraint. The First Concurrent Budget Resolution
for FY 1980 recommended a shift toward greater fiscal restraint in
order to curb the acceleration in inflation. Fiscal policy attempted
to become still more restrictive when the Congress adopted the
First Concurrent Budget Resolution for FY 1981 and the 1981 Om-
nibus Reconciliation Act which reduced spending and projected
budget balance in fiscal 1981.

Since 1979, monetary policy has been generally more successful
in reducing the rate of growth in money than has fiscal policy in
reducing the size of the Federal deficit. By 1981, the Federal Re-
serve had brought the annual growth of M, (the narrowest defini-
tion of money) from an 8.2 percent peak growth in 1978 to 7.8 per-
cent in 1979, 6.4 percent in 1980, and 2.3 percent in 1981 after ad-
justments for changes in the definition of the monetary aggregates.

However, the Federal budget deficits have continued to grow.
After a low of $27.7 billion in FY 1979, the Federal deficit rose to
$59.6 billion in FY 1980 and $57.9 billion in FY 1981. Even on a
high employment basis, which adjusts for the effects of economic
cycles on the budget, the increases in the Federal deficit show a
shift toward fiscal stimulus of about $16 billion in 1980. Although
this measure shows the budget to be moderately restrictive in 1981,
projections of the Administration's budget on a full employment
basis show a sharp shift toward stimulus in the 1982 through 1985
period.

In many respects the slowing in the growth of money since 1979
contributed to the slowing in the overall rate of inflation. High bor-
rowing costs have reduced inventories of industrial materials and
industrial material prices have declined more or less steadily since
early 1980. Nevertheless, the presence of large budget deficits and
the prospect that these deficits may grow have added substantial
uncertainty about the future course of inflation and helped sustain
the level of interest rates well above the current inflation rate.



It is clear that while monetary policy generally acting alone has
contributed to the reduction in the inflation rate, it has succeeded
primarily through reducing output and employment with very
little favorable effect on expectations. Monetary policy is operating
to hold down the level of demand in the economy. Because expecta-
tions of inflation appear to be slow to change, the burden of re-
straint falls primarily on real output. In fact, in comparing recent
trends in output, employment, inflation, and monetary and fiscal
policy measures to similar periods in the past, current interest rate
levels appear to incorporate a substantial premium for future infla-
tion or, alternatively, a.risk factor as a hedge against future finan-
cial default. The major source of this uncertainty appears to be the
extraordinary levels of projected deficits. Until this uncertainty
can be eliminated, expectations are likely to reflect the prospect of
higher future inflation, real interest rates are likely to remain
high, and anti-inflationary policies will continue to curb real
output.

UNEMPLOYMENT

Since 1979 unemployment has risen, on average, 1 percentage
point per year. In April 1979, the unemployment rate averaged 5.8
percent. In April of this year, the unemployment rate was 9.4 per-
cent, the highest rate during the post-war period. Moreover, the
unemployment rates of some groups (notably blacks and other mi-
norities and teenagers) have risen roughly twice as fast as the un-
employment rates of whites and adults in general. Although the
unemployment rates for both men and women who maintain fami-
lies have risen at about the same rate, the unemployment rate for
adult women generally has risen much more slowly than for adult
men.

Table 4

UNEMPLOYMENT RATES FOR THE YEARS 1979-82
[Month of April]

1979 1980 1981 1982

T otal .............................................................................................................. 5.8 6.9 7.3 9.4

M en (20 and over) ............................................................................. 4.0 5.8 5.8 8.2
W hite .......................................................................................... 3.5 5.2 5.2 7.3
Black and other ......................................................................... 8.6 10.8 10.6 116.9

W om en (20 and over) ........................................................................ 5.7 6.2 6.6 8.3
W hite .......................................................................................... 5.0 5.5 5.7 7.2
Black and other ......................................................................... 10.5 11.1 11.8 115.6

Teenagers (16 to 19) ......................................................................... 16.3 16.4 19.1 23.0

W hite .......................................................................................... 13.9 14.8 17.2 20.8
Black and other ......................................................................... 34.3 31.8 36.1 148.1

M arried men, spouse present ........................................................... 2.7 4.0 3.8 6.0
Married women, spouse present ...................................................... 5.2 5.7 5.9 7.8
W omen who maintain families .......................................................... 8.3 9.0 9.8 11.5



UNEMPLOYMENT RATES FOR THE YEARS 1979-82--Continued
[Month of April]

1979 198 1981 1982

W hite (total) ....................................................................................... 5.0 6.1 6.5 8.4
Black and other (total) ..................................................................... 11.7 12.6 13.2 1 18.4

Black only.

RISKS IN THE FORECAST

The deficit estimates in the budget resolution are based on the
assumptions that the economy will recover in the second half of
1982 and that economic recovery will be sustained throughout the
three year budget planning period-accompanied by declining un-
employment and, after 1983, declining interest rates. However,
recent experience would indicate that the risks in this forecast are
substantial.

First, the revised baseline forecast contains high real interest
rates. Recent experience suggests that the economy does not grow
rapidly when real interest rates are high. Second, interest rates are
currently higher than levels projected in the Committee's recom-
mendation. Although the economy may recover in the second half
of 1982, this recovery may well begin at a lower level of income
and possibly higher unemployment than now expected. These risks,
which are inherent in every forecast, would raise future deficit pro-
jections.

However, the third and, in the present environment, the most
important risk is the policy risk. There is the very real risk that in
the absence of substantial policy action by the Congress, rapid
growth in Federal debt will conflict with declining growth in
money and the result will be historically high nominal interest
rates and very high real interest rates-with the real prospect of
another recession sometime in 1983. Some econometric studies sug-
gest that interest rates could rise as much as 2 to 5 percentage
points by 1984 above the baseline assumptions if the stimulus im-
plied in the projected budget deficits is not reduced. At best, inter-
est rates would be highly unlikely to decline below the levels pro-
jected in the revised baseline forecast.

Of course, economic events could turn out better than the budget
estimates project. As a result of a slowing in wages and industrial
commodity prices, inflationary expectations could diminish and the
level of interest rates could begin to conform more closely to the
trend in inflation. In this event, real growth would likely be higher
and unemployment lower.

The effects of different economic assumptions on the budget are
discussed at length in the CBO annual report to Congress last Feb-.
ruary titled Prospects for Economic Recovery. In this report the
Congressional Budget Office showed two alternative economic
paths, one assuming lower growth and higher inflation and a
second set of assumptions showing higher real growth and lower
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inflation than is assumed in the First Concurrent Resolution for
FY 1983. This report shows that solely as a result of very modest
changes in the economic outlook contained in this budget resolu-
tion and without further policy action, the Federal budget deficit
could be more than $50 billion higher or lower than the Committee
now projects.

COMPARISON TO OTHER FORECASTS

The economic assumptions in the First Concurrent Budget Reso-
lution assume somewhat higher real growth and inflation than
other economic forecasts. However, the interest rate assumptions
are significantly lower than other forecasts, reflecting substantially
greater improvement in prospective Federal deficits than assumed
by other economists.

The economic growth projections in the revised baseline are,
however, lower and the inflation rate higher than those the Ad-
ministration used in developing its February budget projections.
The Administration, however, now accepts the economic assump-
tions in the First Budget Resolution as an appropriate basis for
budget planning.

Table 5

COMPARISON OF FORECASTS
[Calendar year average]

1982 1983 1984

Nominal GNP (percent change):
Blue Chip (4/10/82) .................................................................................... NA NA NA
Chase Econom etrics (4/26/82) .................................................................. 6.0 10.5 10.6
Data Resources (3/31/82) .......................................................................... 5.8 11.1 11.2
Evans Econom ics (4/23/82) ....................................................................... 4.5 8.3 9.6
Merrill Lynch Economics (4/12/82) ........................................................... 6.1 9.4 10.9
W harton (4/1/82) ........................................................................................ 6.9 11.1 11.3

A verage ..................................................................................................... 5.9 10.1 10.7

February Budget (2/8/82) 1 ....................................................................... 8.1 11.5 10.2
FCR FY 83 (4/82)2 ...................................................................................... 6.4 12.1 10.9

Real GNP (percent change):
B lue Chip ...................................................................................................... . - 0.6 3.7 NA
Chase Econom etrics ..................................................................................... - 0.8 4.0 3.9
Data Resources ............................................................................................. - 1.3 3.7 4.1
Evans Econom ics ......................................................................................... . - 1.8 2.6 4.2
M errill Lynch Econom ics ............................................................................ . - 0.6 3.5 4.6
W harton ......................................................................................................... - 1.1 3.9 4.2

A verage ..................................................................................................... - 1.0 3.6 4.2

February Budget 1 ........................................................................................ 0.2 5.2 5.0

FCR FY 83 2 .................................................................................................. - 0.9 4.5 4.1

GNP deflator (percent change):
B lue C hip ....................................................................................................... 7.4 6.7 N A
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COMPARISON OF FORECASTS-Continued
[Calendar year average]

1982 1983 1984

Chase Econom etrics ..................................................................................... 6.8 6.3 6.4
Data Resources ............................................................................................. 7.2 7.2 6.8
Evans Econom ics .......................................................................................... 6.4 5.5 5.2
M errill Lynch Econom ics ............................................................................. 6.7 5.7 6.1
W harton ......................................................................................................... 8.1 7.0 6.8

Average ..................................................................................................... 7.1 6.4 6.3

February Budget I ........................................................................................ 7.9 6.0 5.0
FCR FY 83 2 ................................................................................................. 7.4 7.3 6.6

Consumer Price Index (percent change):
Blue Chip ....................................................................................................... 6 .7 6.4 NA
Chase Econom etrics ..................................................................................... 6 .1 6.4 6.7
Data Resources ............................................................................................. 6.4 6.8 6.9
Evans Econom ics .......................................................................................... 6.1 5.0 4.7
Merrill Lynch Econom ics ............................................................................. 5.9 5.6 6.1
W harton ......................................................................................................... 5.2 6.5 6.7

Average ..................................................................................................... 6.1 6.1 6.2

February Budget 1 ........................................................................................ 7.3 6.0 4.6

FCR FY &3 2 .................................................................................................. 6.9 6.9 6.9

Unemployment rate:
Blue Chip ...................................................................................................... 8.9 8.3 NA

Chase Econom etrics ..................................................................................... 9.0 8.4 7.5

Data Resources ............................................................................................. 9.2 8.8 7.9
Evans Econom ics......................................................................................... 9.2 9.2 8.9

M errill Lynch Econom ics ............................................................................. 9.1 8.6 7.6

W harton ........................................................................................................ 8.9 8.1 7.3

Average ..................................................................................................... 9.1 8.6 7.8

February Budget I ........................................................................................ 8.9 7.9 7.1

FCR FY 83 2 .................................................................................................. 9.1 8.4 7.6

3-month Treasury bill rate:
Blue Chip ....................................................................................................... NA NA NA

Chase Econom etrics ..................................................................................... 12.80 12.10 11.00

Data Resources ............................................................................................. 11.95 12.36 11.25

Evans Econom ics .......................................................................................... 12.10 10.70 10.37

M errill Lynch Econom ics ............................................................................. 11.31 10.86 9.10

W harton ........................................................................................................ 12.66 14.06 12.21

Average ..................................................................................................... 12.16 12.02 10.79

February Budget 1 ........................................................................................ 11.70 10.50 9.50

FCR FY 93 2 .................................................................................................. 12.00 10.70 8.80

'The Administration has now accepted the forecast reflected in the Budget Resolution and the further adjustments in interest
rates assumed by the Committee.

SFirst Concurrent Resolution.





Chapter VII. REVENUES

SUMMARY

The Budget Committee recommends a revenue floor of $667.0 bil-
lion for FY 1983. This assumes a $20.0 billion revenue increase plus
$2.0 billion of new user fees in addition to current-law revenue of
$645.0 billion. The Committee also recommends a revenue floor of
$739.0 billion in FY 1984 and $822.0 in FY 1985. These revenue
floors provide for revenue increases of $35.0 billion and $40.0 bil-
lion in FY 1984 and FY 1985 and $2.0 billion in new user fees in
each of those years as well.

REVENUE BASELINE

Current law revenue is estimated to be $645.0 billion in FY 1983.
This is based upon the economic assumptions adopted by the Com-
mittee.

The methodology of the Treasury Department rather than the
Congressional Budget Office was used because of large technical es-
timating differences which arose when CBO switched this year to a
new methodology.

Table 1

REVENUES BASELINE 1
[In billions of dollars]

Actual Baseline
Source FY FY FY FY FY

1981 1982 1983 19H4 1915

Individual income taxes ................................................................... 285.9 297.5 295.6 316.7 357.5
Corporation income taxes ................................................................ 61.1 51.7 55.8 66.8 74.4
Social insurance taxes and contributions ...................................... 182.7 203.6 221.0 243.3 274.9
Excise taxes:

W indfall oil tax ........................................................................ 23.3 19.0 20.3 19.8 19.0
Other ......................................................................................... 17.5 18.5 19.2 20.0 20.1

Estate and gift taxes ....................................................................... 6.8 7.6 5.8 5.4 5.1
Custom duties ................................................................................... 8.1 8.8 9.3 9.8 10.2
Miscellaneous revenue ..................................................................... 13.8 16.3 18.0 20.2 18.8

Total revenues ..................................................................... 599.3 623.0 645.0 702.0 780.0
Nominal growth (percent) ........................................ 16 4 4 9 11
Real growth (percent) ............................................... 6 - 2 - 3 2 5

Assumes extension of the highway trust fund.



FINANCE COMMITTEE RECOMMENDATION

The Finance Committee voted to forward the Administration rev-
enue proposal "without endorsement of any specific proposal or the
overall revenue total." It accepted the Administration's February
economic assumptions. In addition, the Finance Committee request-
ed that $0.1 billion of revenue be allowed for miscellaneous tax and
tariff bills.

COMMITTEE RECOMMENDATION

The Committee recommends a revenue floor to $667.0 billion in
FY 1983. This assumes $20.0 billion in revenue increases and user
fee increases of $2.0 billion. It also assumes a $0.1 billion reduction
each year for miscellaneous tax and tariff legislation.

Table 2

[in billions of dollars]

FY FY FY FY
1982 1983 1984 1985

Baseline .................................................................................................... 623.4 645.0 702.0 780.0
Revenue increases ........................................................................................... + 20.0 + 35.0 + 40.0
New user fees .................................................................................................. + 2.0 + 2.0 + 2.0

Committee recommendation ..................................................... 623.0 667.0 739.0 822.0

No assumption was made regarding the manner in which these
sums would be raised. It is the intent of the Committee, however,
to preserve the marginal tax reductions for individuals as enacted
in the 1981 Economic Recovery Tax Act. Indeed, the Committee re-
jected a specific motion to eliminate the 1983 tax cut by a bi-parti-
san vote of 12 to 5.

As shown by table 3, substantial tax reduction will remain for
Americans from the 1981 Act even after the tax increases proposed
in this resolution.

Table 3

[In billions of dollars]

FY FY FY Total
1983 1984 1985

Reductions from 1981 act .......................................................................... - 90.0 - 137.8 - 177.6 - 405.4

Committee recommended tax increase ..................................................... + 20.0 + 35.0 + 40.0 + 95.0

Tax increases from inflation and social security ..................................... + 50.0 +78.0 + 110.0 + 238.0

Remaining tax reduction ............................................................... - 20.0 - 24.8 - 27.6 - 72.4
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TAX EXPENDITURES

Tax expenditures total $273.1 billion in FY 1983. Table 4 shows
the revenue effect of these items for FY 1982 through 1987. It
should be noted that, because of interaction among the provisions,
the revenue effect of altering more than one of these preference
items would not necessarily equal the sum of each individual item.

The list of tax expenditures in table 4 includes possible options
for revenue increases. Other options for increasing revenues in-
clude expansion of excise taxes and a variety of possibilities for oil
import fees and other types of energy taxes.



Table 4

TAX EXPENDITURE ESTIMATES BY FUNCTION 1

[Fiscal years, in millions of dollars]

Corporations Individuals

Function 1982 1983 1984 1985 1986 1987 1982 1983 1984 1985 1986 1987

National defense:
Exclusion of benefits and allowances

to Armed Forces personnel -------------------------------------------------
Exclusion of military disability

pensions ................................................................

International affairs:
Exclusion of income earned abroad

by U nited States citizens --------------------------------------------------
Deferral of income of domestic in-

ternational sales corporations
(DISC) --------------------- 1,560 1,665 1,750 1,820 1,885 1,950

Deferral of income of controlled
foreign corporations ------------- 520 560 605 655 705 760

General science, space, and technology:
Expensing of research and develop-

ment expenditures ------------- 1, 900 2,055 2,245 2,350 2,415 2,475
Credit for increasing research

activities ---------------------- 375 545 665 665 390 80
Suspension of regulations relating to

allocation under section 861 of
research and experimental ex-
penditures --------------------- 55 120 60 (2)

See footnotes at end of table.

1, 885

165

1,940

170

2, 025

175

2, 160

190

2,310 2, 465

200 215

985 1,285 1,340 1,460 1,600 1,795

100 105 120 125 125 130

15 30 35 40 30 5

(1) (2) (2) -------------------



Table 4

TAX EXPENDITURE ESTIMATES BY FUNCTION '-Continued

[Fiscal years, in millions of dollars]

Corporations Individuals

Function 1982 1983 1984 1985 1986 1987 1982 1983 1984 1985 1986 1987

Energy:.Expenig of epo ati anevelop-
merit coea:

Oilandgas ----------------- 2 2,720 3,060 3,500 3,875 4,205 4,835
Other fuels ------------------- 25 30 30 35 35 40

Ezcess of percentage over coat
depletion:

Oil and gas ------------------ 415 390 380 470 530 550
Other fuels ------------------- 365 410 450 495 550 615

Capital gains treatment of royalties
fjom coal ---------------------- 10 15 15 15 20 20

Alternative fuel production credit..-- 95 70 70 95 140 175
Alcohol fuel credit s - - - - - - - - - - - - - - - 15 30 30 30 30 30
Exclusion of interest on State and

local government industrial de-
velopment bonds for energy pro-
duction facilities ---------------- 5 10 15 20 30 35

Residential energy credits:
Supply incentives ------------------------------------------------------
Conservation incentives ------------------------------------------------

1,350 1,470 1,620 1,850 2,125 2,385

1, 555 1, 305 1, 125 1, 255 1, 490 1, 540
15 15 20 20 20 25

95 80 90 105 115 130
-----------------------------------------

5 5 5 5 5 5

(2) 5 5 10 15 15

205 260 345 500 595 35
415 410 400 400 340 10



Alternative, conservation and new
technology credits:

Supply incentives ------------- 180 295 460 610 510 475
Conservation incentives ------- 315 280 180 55 25 1

Energy credit for intercity buses..--- 5 5 5 5 (1) (2 )

Natural resources and environment:
Expensing of exploration and de-

velopment costs, nonfuel minerals- 50 55 60 65 75 80
Excess of percentage over cost de-

pletion, nonfuel materials-- -_-.-- 390 425 450 480 515 550
Capital gains treatment of certain

timber income ----------------- 460 500 535 585 635 680
Investment credit and seven-year

amortization for reforestation
expenditures ------------------- (2) (2) (2) (2) <') (1)

Capital gains treatment of iron ore. 10 10 10 10 10 10
Exclusion of interest on State and

local government pollution con-
trol bonds --------------------- 565 655 740 820 900 975

Exclusion of payments in aid of
construction of water, sewage,
gas, and electric utilities --------- 30 45 70 75 80 75

Tax incentives for preservation
of historic structures ------------- 55 70 85 95 110 130

Agriculture
Expensing of certain capital outlays-- 85 85 90 95 100 100
Capital gains treatment of certain

income ------------------------ 25 25 30 30 35 35
Deductibility of patronage divi-

dends and certain other items of
cooperatives ------------------- 920 950 980 1,010 1,040 1, 075

Exclusion of certain cost-sharing
paym ents ----------------------------------------------------------------

See footnotes at end of table.

20 25 30 30 30 200) (1) (1) (2) (2) (2)

(2) (2) (2) (2) (2) (2)

15 15 20 20 25 25

140 115 110 125 135 145

5 5 10 10 10 10
10 10 10 10 10 10

275 320 365 405 445 485

80 100 125 145 165 190

460 475 495 510 530 545

430 455 .475 500 525 550

-375 -390 -400 -410 -425 -435

60 50 45 40 30 25



Table 4

TAX EXPENDITURE ESTIMATES BY FUNCTION "-Continued

[Fical years, in millions of dollars]

Corporations Individuals

Function 1982 1983 1184 1985 1986 1987 1982 1983 1984 1985 1986 1987

Commerce and housing
Dividend and interest exclusion....-_ ..................................... 2, 185 550 555 .580 605 635
Reinvestment of dividends in

stock of public utilities --------------------------------------------------- 130 365 415 450 280 ------
Net interest exclusion ---------------------------------------------------------------------- 1 , 115 3,090 3,425
Exclusion of interest on State and

local industrial development
bonds ----------------------- , 295 1,690 2, 160 2, 670 3, 235 3, 875 315 410 525 650 790 945

Exclusion of interest on certain
savings certificates ------------------------------------------------------- 400 1,790 1,140............ 4

Exemption of credit union income- 110 115 120 125 135 140 ---------------------------------------
Exclusion of interest on life in-

surance savings ---------------------------------------------------------- 4, 535 4,805 5, 165 5, 790 6, 615 7, 245
Excess bad debt reserves of financial

institutions -------------------- 250 515 765 905 1, 005 1, 085 ---------------------------------------
Deductibility of nonmortgage in-

terest in excess of investment
income ----------------------------------------------------------------- 7,585 7,690 8,085 8,625 9,220 10, 010

Deductibility of mortgage interest
on owner-occupied homes ------------------------------------------------- 23, 030 25, 490 28, 465 32, 770 37, 830 44,360

Deductibility of property tax on
owner-occupied homes ---------------------------------------------------- 1 0, 065 10, 635 11, 055 12, 105 13, 280 14, 805

Exclusion of interest on State and
local housing bonds for owner-
occupied housing ---------------- 650 835 980 1, 005 980 960. 420 535 645 670 655 640

Exclusion of interest on State and
local housing bonds for rental
housing ----------------------- 310 345 415 525 655 780, 155 170 200 255 320 380



Deferral of capital gains on home
sales -------------------------------------------------------------------

Exclusion of capital gains on home
sales for persons age 55 and over --------------------------------------------

Expensing of construction period
interest and taxes -------------- 505 610 735 855 975 1,110

Depreciation on rental housing in
excess of straightline ------------ 105 130 155 165 180 195

Depreciation on buildings other
than rental housing in excess of
straightline -------------------- 175 210 245 280 315 350

Accelerated depreciation on equip-
ment other than leased property_- 6, 455 10, 705 16, 080 23, 020 33, 140 39, 075

Safe harbor leasing:
Accelerated depreciation and

deferral ------------------ 1, 285 2,180- 3,285 4,530 5,785 6,860
Investment credit ------------ 1, 365 1,435 1, 780 2,200 2,730 3, 380

Amortization of business start-up
costs ------------------------- 5 10 15 20 25 30

Capital gains other than agriculture, 1, 495 1, 710 1, 900 2, 100 2, 300 2, 500
timber, iron ore and coal .........

Capital gains at death ------------------------------------------------------
Reduced rates on the first $100,000

of corporate income- ---- 6,605 7, 125 8,065 8,740 8,660 8,630
Investment credit, other than

ESOPs, rehabilitation of struc-
tures, reforestation and leasing ...- 14, 970 14, 825 19, 775 22, 825 22, 550 23, 555

Transportation
Amortization of motor carrier

operating rights ---------------- 120
Deferral of tax on shipping

companies --------------------- 65
Exclusion of interest on State and

local government IDBs for mass
transit ------------------------- 10

See footnotes at end of table.

70 70 55 20 (2)

85 80 50 40 35

35 65 85 90 90

1,525 1,655 2, 020 2, 485 3, 010 3, 530

510 550 675 830 1, 005 1, 175

275 320 390 455 515

460 575 665 720 760

590
795

155 190 220 245 275 310

845 1,695 2,540 3,530 5,140 6,455

65 95 130 175 230 255
18, 315 14, 390 13, 385 14, 225 14, 505 14, 685

5, 245 3, 975 3, 565 3, 665 3, 920 4, 195

3, 475 3,825 4, 205 4, 625 5, 090 5, 595

() €2)  (2) () (2) ()

5 15 30 40 45 45



Table 4
TAX EXPENDITURE ESTIMATES BY FUNCTION '-Continued

[Fiscal years, in millions of dollars]

Ctionations Individuals
Function 1982 1983 1944 1985 1986 1987 1982 1983 194 195 1986 1987

Community and regional development
Fivonyearofamortization for housing
rehnom-taion .--------------- 35 40 45 50 60 65 55 375 35 40 45

Investment credit for eali~ta- 6 0 7 0
tion of structures other than his-
toric structures ----.------------ 455 505 570 640 725 825 4 90 100 115 130 145

Education, training, employment,and social services
Exclusion of scholarship and fellow-s h i p i n c o m e -- -- -- -- -- -- -- - -- -- -- -- -- -- - -- -- -- -- -- ---. 6.4 5.7 5 39.4 0.3Exclusion of interest on State and . . . . . . . . . . . . . . . . . . 6 1 7 9 1 3local student loan bonds ---------- 60 95 135 175 220 260 30 4 65 8 15 12Parental personal exemption, for30 4 5 8 15 15

students age 19 or over ------------------------------------------------ 995 900 845 835 845 855Exclusion of employee meals andlodging (other than military) ---------------.------------------------------- 655 680 725 795 870 945



Employer educational assistance ----------------------------------------------
Exclusion of contributions to pre-

paid legal services plans ........................................
Exclusion for employer-provided

child care
Tax credit for ESOPs ------------ 1, 005 1, 095 1, 245 1, 830 2, 320 2, 460
Deductibility of charitable contri-

butions (education) ----- 315 365 445 515 550 575
Deductibility of charitable contri-

butione, other than education and
health- ---------- ---------- 385 450 555 635 680 710

Credit for child and dependent care
expenses--------------------------

Targeted jobs credit-235 75 60 35 10 5
Deduction for two-earner married. couples ..................
Deduction for adoption expenses.......................................

Health
Exclusion of employer contributions

for medical insurance premiums
and medical care ........................................................

Deductibility of medical expenses .............
Exclusion of interest on State andlocal hospital bonds ------------- 430 505 590 665 735 805
Deductibility of charitable contribu-

tions (health) ----------------- 195 225 275 320 340 355
See footnotes at end of table.

40 40 20 -------------------

20 25 25 10------------

(2) 10 25 55 85 120
.........................................

580 560 570 660 830 860

7,960 7,635 7,840 9,045 11,335 11,790

1,350 1,485 1,515 1,660 1,820 2,030
(2) M2 (2) (2) (2) (2) r

705 3,980 7,030 7,980 8,945 10,070
10 10 10 10 10 15

1k 330 16,380 17,895 20,30023,2852,705

3,925 4,175 4,190 4,495 4,840 ,305

210 250 290 330 365 395

1,165 1,120 1,150 1,325 1,660 1,725



Table 4

TAX EXPENDITURE ESTIMATES BY FUNCTION '-Continued

[Fiscal years, in millions of dollars]

Corporations Individuals

Function 1982 1983 1984 1985 1986 1987 1982 1983 1984 1985 1986 1987

Income security
Exclusion of social security beneits:

Disability insurance benefits ..............................................
OASI benefits for retired workers ..........................................
Benefits for dependents and sur-

vivors --------------- --------------------------------------------------
Exclusion of railroad retirement

system benefits -----------------------------------------------------------
Exclusion of workmen's compen-

sation benefits ------------------------------------------------------------
Exclusion of special benefits for

disabled coal m iners -------------------------------------------------------
Exclusion of untaxed unemployment

insurance benefits ---------------------------------------------------------
Exclusion of public assistance bene-

fits --- ------- -------------------------------------------------------- ----
Exclusion of disability pay ---------------------------------------------------
Net exclusion of pension contributions

and earnings:
E m ployer plans ---------------------------------------------------------Plans for self-em ployed ----------------------------------------------------

Individual retirem ent plans ---------------------------------------------------
Exclusion of other employee benefits:

Premiums on group term life
in su ran ce ---- ---- -- -- -- -- -- -- -- -- -- -- ---- -- -- -- -- ------ -- -- -- -- -- -- -- --

Premiums on accident and dis-
a b ility in su ran ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .

915
9,980

1, 915

380

3, 100

95

2, 060

445
155

910
10, 525

1, 970

370

3, 495

90

2, 710

430
145

910
10, 955

2, 040

385

3, 965

85

2, 410

430
135

950
11,825

2, 200

400

4, 665

85

2, 185

440
130

1,000
12, 790

2, 385

415

5, 550

85

2, 200

455
130

1, 060
13, 765

2, 565

435

6, 635

90

2, 250

470
130

25, 765 27, 500 30, 545 35, 630 42, 060 48, 540
1, 005 1, 065 1, 050 1, 075 1, 145 1, 215
1,555 2,695 3,255 3,860 4,310 4,855

1,900 1, 895 1,965 2, 110 2,290 2,480

100 100 100 100 105 110



Additional exemption for the blind -----------------------------------------
Additional exemption for elderly
Tax credit for the elderly
Deductibility of casualty and theft

losses ---------------------------------------------------------
Earned income credit ' ----------------------------------------------

Veterans benefits and services
Exclusion of veterans disability

compensation ---------------------------------------------------
Exclusion of veterans pensions -----------------------------------------
Exclusion of GI bill benefits -------------------------------------------------

General government
Credits for political contributions -------------------------------------

General purpose fiscal assistance
Exclusion of interest on general

purpose state and local debt ---- 3,905 4,395 4,870 5,295 5, 660 5,990
Deductibility of nonbusiness state

and local taxes other than on
owner-occupied homes ..........

Tax credit for corporations re-
ceiving Income from doing busi-
ness in U.possessions --------- 1 1, 195 1, 285 1, 380 1, 500 1, 625 1, 730

Interest
Deferral of interest on savings bonds -------------------------------------

30
2, 355

135

30
2, 370

135

30
2, 375

135

30
2, 455

135

30
2, 560

135

30
2, 730

135

800 850 930 1,035 1, 155 1,310
555 550 500 475 440 400

1,380 1,380 1,325 1,320 1,325 1,330
85 90 85 90 95 100

175 145 135 120 105 95

80 80 80 80 80 80

1,925 2,165 2, 410 2,620 2, 810 2,975

20,395 21, 530 23,810 25,570 28, 060 31,280

-80 50 160 225 290 355

I A1l estimates are based on the tax law enacted as of December $50 million annually for 1982 and 1983, and approximately $100
31 1981. million annually thereafter.1Lesm than $2,500,000. All estimates have been rounded to 'The figures in the table indicate the effect of the earned income

t nearest $5 million, credit on receipt. The effect on outlays is: $1,255 million in 1982,
*In addition, the exemption from the excise tax for alcohol $1 180 million in 1983, $920 million in 1984 $850 million in 1985,

fuels results in a reduction In excise tax receipts of approximately $780 million In 1986, and $720 million in 197.



SUM OF THE EXPENDITURE ITEMS BY TYPE OF TAXPAYER,
FISCAL YEARS 1982-87

(In millions of dollars

Corporations
and

Fiscal year individuals Corporations Individuals

1982 ------------------------- 253,515 55,140 198,3751983 -------------------------- 273,135 64,025 .209, 1101984 ------------------------- 305,990 80,370 225,6201985 ------------------------- 347, 775 96,275 251, 5001986 ------------------------- .395,975 110,715 -285,2601987 ------------------------- 439,430 121, 990 317,440

NoTi.-These totals represent the mathematical sum of the estimated fiscalyear effect of each of the tax expenditure items included in the table. The limita-tions on the use of the totals are explained in the text.
Source: Staffs of the Treasury Department and the Joint Committee onTaxation.





Chapter VIII. SPENDING AND CREDIT

INTRODUCTION

This chapter provides details on the Committee's spending and
credit recommendations for each of the 19 functional areas of the
budget.

Each functional section contains the following material:

-A listing of the major national needs addressed by Federal ac-
tivities in the function.

-A table showing for fiscal years 1982-85 the baseline used by
the Committee in arriving at its spending recommendations
and the Committee's spending recommendations.

-A narrative explanation of the Committee's spending recom-
mendations.

-A table showing for fiscal years 1982-83 the baseline used by
the Committee in arriving at its credit recommendations and
the Committee's credit recommendations.

-A narrative explanation of the Committee's credit recommen-
dations.

-A table showing historical spending information for the func-
tion.

SPENDING SUMMARY

All of the numerical information in this chapter has been com-
piled by the Congressional Budget Office (CBO) on the basis of the
economic forecast adopted by the Committee and discussed in the
chapter on economics. The numbers also take account of CBO's
latest technical information on spending trends in the various pro-
grams in each function.

The "baseline" for spending programs as shown in the functional
tables, except for function 050, National Defense, is the level that
would occur if all programs now on the books were extended into
the future in a manner consistent with existing statutes and at
levels that would be required to hold them constant at present real
levels of service (i.e., hold them harmless against inflation). The
baseline for function 050, National Defense, has been adjusted to
include the "adequate defense" concept contained in the
President's February budget. The "adequate defense" concept re-
flects the President's budget request for defense programs except
for Federal pay raises and except for removal of the President's
legislative proposals for military retired pay reform and stockpile
sales. A majority of the Committee considered the "adequate de-
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fense" concept to be the best baseline from which to consider de-
fense program decisions.

Federal pay raises in the baseline are assumed to be 8.0 percent
in October 1982, 7.6 percent in October 1983, and 6.4 percent in Oc-
tober 1984.

None of the "management savings" contained in the President's
budget request has been included in the baseline. Such savings
were considered as policy options by the Committee in its delibera-
tions.

The baseline assumes enactment of most of the President's sup-
plemental appropriation requests for FY 1982, including both man-
datory and discretionary items (some very small discretionary re-
quests have been omitted). All supplemental appropriations that
have been enacted are included.

Tables 1 through 4 summarize the Committee's spending recom-
mendations and the President's budget request.

Summary Table 1

SPENDING SUMMARY
[in billions of dollars]

FY FY FY FY
1982 1983 1984 1985

Baseline ...................................... BA 780.0 881.0 981.9 1,099.2
0 742.3 827.0 918.0 1,012.5

Committee recommendation ............................................................. BA 777.6 831.7 892.3 966.0
0 740.7 779.1 825.0 878.5



Summary Table 2

SUMMARY OF COMMITTEE SPENDING RECOMMENDATIONS BY FUNCTION
[In billions of dollars]

FY 1982 FY 1983 FY 1984 FY 1985
Function 1981 recommenda- recommends- recommends- recommenda-

actual ton tion tlion tion

050: National defense ............................................................................................................................................. BA 182.3 216.9 251.7 278.3 316.5
0 159.7 190.3 215.3 243.0 277.7

150: International affairs ......................................................................................................................................... BA 24.8 16.8 16.2 16.7 21.0
0 11.1 11.4 12.1 123 12.2

250: General science, space, and technology ...................................................................................................... BA 6.5 7.0 7.0 6.9 6.9
O 6.4 7.1 7.1 7.0 7.0

270: Energy .............................................................................................................................................................. BA 6.8 4.8 4.9 4.2 4.1
0 10.3 6.4 4.8 3.6 3.3

300: Natural resources and environment ............................................................................................................ BA 11.1 10.3 9.9 9.3 8.9

0 13.5 12.8 11.4 10.3 9.3

350 : Agriculture ....................................................................................................................................................... BA 6.6 9.9 6.6 8.3 6.7

0 5.6 13.8 10.1 8.2 7.3

370: Com m erce ........................................................................................................................................................ BA 6.5 6.5 6.9 7.4 7.2

O 3.9 3.8 2.8 2.4 2.1

400:DBA Transportation ......................................................................................................................................... BA24.9 20.8 21.3 21.5 21.8
O 23.4 21.3 19.9 19.6 19.5

450:Community and regional development ........................................................................................................... BA 8.1 6.7 6.9 6.9 7.0
0 9.4 8.5 7.7 7.5 7.4



SUMMARY OF COMMITTEE SPENDING RECOMMENDATIONS BY FUNCTION-Continued
[in billions of dollars]

Function FY 198)
actual

Wu;Euuca1u n, em ploym ent, and social services ............................................................................................. BA 30.6
O 31.5

550 :Health ................................................................................................................................................................ BA 68.9

O 66.0

600: Incom e security ............................................................................................................................................. BA 249.9

O 225.1
700: Veterans benefits and services ..................................................................................................................... BA 23.2

O 23.0

750: Adm inistration of justice ............................................................................................................................... BA 4.3

0 4.7

800: General governm ent ....................................................................................................................................... BA 5.1
o 4.6

FY 1982 FY 19e3 FY 1984 FY 1985
recommends- recommenda- recommenda- recommendra

ton tion on tion

25.4 25.5 25.2 24.4
28.1 26.4 25.5 24.6

78.5 79.7 92.6 \ 104.3
73.7 76.5 83.9 94.5

260.9 281.7 300.8 332.9
251.5 272.5 288.2 309.7

24.8 23.4 24.2 24.4
23.8 22.7 23.6 24.4

4.5 4.6 4.6 4.6
4.6 4.7 4.6 4.6

5.2 5.0 4.7 4.7
5.0 4.8 4.6 4.4



850: General purpose fiscal assistance ................................................................................................................. BA 6.3 6.4 6.6 6.7 6.9

O 6.9 6.3 6.5 6.7 6.8
900: .Interest ............................................................................................................................................................ BA 82.5 102.0 115.1 119.8 111.6

0 82.5 102.0 115.1 119.8 111.6
920: Allowances ....................................................................................................................................................... BA ............ AB.......... 0.7 -2 .0 -0.8 -0.8

0 0.8 -2.0 -0.8 -0.6

950:Undistributed offsetting receipts .................................................................. ................................. .A.BA - 30.3 -30.5 -39.3 - 44.8 - 47.3
O -30.3 -30.5 -39.3 -44.8 -47.3

Total spending ........................................................................................................................................... BA 718.4 777.6 831.7 892.3 966.0
............. ...................................................................................................................................................... 0 657.2 740.7 779.1 825.0 878.5



Summanry Table 3

SUMMARY OF FEDERAL AID TO STATE AND LOCAL GOVERNMENTS IN COMMITTEE RECOMMENDATION
(In Mflfic of dollars]

FVunt~ FY 191 FY n2 FY 19B3 FY 1981 FY 1985
actual recmnumda- recmmnda- rcmmnda&- Fcommuda-

tON tbon ONe tON

050. National defense.

270: Energy ..................

3W. Natural resources and environment .............................................................................................................

Sngricunure .......................................................................................................................................................

370: Commerce and housing credit

40 . Transportation .................................................................................................................................................

45. Community and regional development ..........................

500: Education, training, employment, and social services.

BA (*) (*)

0 0.1 0.1

BA 0.4 (0)

0 0.6 0.7

BA 2.5 3.0
0 4.9 5.1

BA 0.8 0.9
0 0.8 1.1

BA (*) (*)

0 (*) (0)

BA 14.3 12.4
0 13.5 12.6

BA 5.5 4.6
0 6.1 6.0

BA 19.9 15.3
o 21.1 17.2

BA 19.3 20.0
0 18.9 20.3

0.1
0.1

(0)

0.2

3.1
3.6

0.7
0.7

(0)

(0)

14A
12.0

4.6
4.8

15.9
15.7

25.3
25.4

55 e Health ..............................................................................................................................................................

......................................... I .....................................

...............................................................................



600: Incom e security .............................................................................................................................................. BA
0

700: Veterans benefits and services ... .................................................................................................. BA
0

750: Adm inistration of justice ............................................................................................................................... BA

0

00: General governmm ent ....................................................................................................................................... BA

0

850: General purpose fiscal assistance ................................................................................................................ BA

0

Tntel "M

0

*Less than $50 million.

36.4
21.3

0.1
0.1

0.1
0.3

0.2
0.2

6.1
6.7

105.8
94.8

33.9
26.5

0.1
0.1

0.1
0.1

0.2
0.2

6.7
6.7

104.9
96.1

-. v

* l e s s th a n . . . .. . .. . . .. . . .. . . .. . .. . . .. . . .. . . .. . ..
5. 

.. . . .. ..
millio n.. 

. .... . .. . .. . . .. . . .. . .
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Sununary Table 4

SUMMARY OF PRESIDENT'S BUDGET REQUEST AS RE-ESTIMATED BY CBO 1

[n bitl of diaro

Function

050: National defense ................................................................ BA
0

150: International affairs ...................................................... BA
0

250: General science, space, and technology ...................... BA
0

270: Energy .............................................................................. BA
0

300: Natural resources and environment .............................. BA
0

350: Agriculture ........................................................................ BA
0

370: Commerce and housing credit ....................................... BA
0

400: Transportation ................................................................ BA
0

450: Community and regional development ......................... BA
0

500: Education, training, employment, and social services ..... BA
0

550. Health ............................................................................. BA
0

600: Income security ............................................................... BA
0

700: Veterans benefits and services ..................................... BA
0

75. Administration of justice ............................................. BA
0

800: General government ...................................................... BA
0

50: General purpose fiscal assistance .................................. BA
0

Aflf. I.4..-- BA

0

BA
0

FY FY FY FY
1N2 ins M 19

218.3 263.5 291.2 338.4
190.8 223.2 255.0 294.3

16.7 16.9 17.8 17.6
11.4 12.1 127 13.0

7.0 7.8 7.7 7.3
7.0 7.6 7.8 7.4

4.7 4.1 4.1 3.6
6.4 43 3.5 3.2

10.3 8.8 8.2 7.9
12.8 10.5 93 8.5

9.9 7.0 IA 6.8
13.7 10.2 7.8 72

63 3.4 43 4.7
3.6 1.8 1.5 0.3

20.8 19.1 19.0 19.2
21.3 19.4 18.8 19.4

6.7 6.5 7.0 7A
8.5 7.7 7.4 7.5

24.0 20.0 18.7 18.1
27.9 22.6 20.4 18.3

77.8 76.6 80.8 93.3
733 711 85.9 94.8

249.4 256.7 214.3 316.5
251.3 267.0 281.8 302.6

24.1 24.6 25.6 26.7
23.8 23.8 24.3 26.5

4.5 4.6 4.6 4.6
4.7 4.7 4.6 4.6

5.2 5.4 5.2 52
5.1 5.2 5.1 5.0

6.4 6.5 6.7 6.8
6.3 6.5 6.7 6.8

101.1 121.7 140.0 147.2
101.1 121.7 140.0 1472

-0.3 -0.6 0.9 0.8
-0.3 -0.5 1.1 1.1

920: Allowances ...........................................................................



SUMMARY OF PRESIDENT'S BUDGET REQUEST AS RE-ESTIMATED BY CBO 1.

Continued
[In billions of dollars]

Function FY FY FY FY
1982 1983 1984 1985

950: Undistributed offsetting receipts ....................................... BA -30.5 -40.4 -47.9 -52.8
o -30.5 -40.4 -47.9 -52.8

Total spending ............................................................ BA 763.3 812.6 886.6 979.5
0 738.2 785.5 846.3 914.7

'Includes President's April budget update.

CREDIT SUMMARY

The Resolution includes aggregates and functional allocations for
three types of Federal credit transactions: new direct loan obliga-
tions, new primary loan guarantee commitments, and new second-
ary loan guarantee commitments.

A new direct loan obligation is a binding agreement by a Federal
agency to make a direct loan once specified conditions are fulfilled
by the borrower. A direct loan is a loan made by an agency with an
obligation on the part of the borrower to repay the loan with or
without interest.

A new primary loan guarantee commitment is a binding agree-
ment by a Federal agency to guarantee a private loan once speci-
fied conditions are fulfilled by the borrower or the lender. A loan
guarantee is a pledge by an agency to use government funds as
necessary to either fully or partially secure a lender against de-
fault on the part of a borrower.

A new secondary loan guarantee commitment is a binding agree-
ment by a Federal agency to guarantee a security or other finan-
cial asset backed by loans previously guaranteed by the Federal
Government.

Congressional Control of Federal Credit

Appropriation act language placing dollar limitations on new
direct loan obligations and new loan guarantee commitments is the
primary means the Congress now employs to control individual
credit programs on an annual basis. In fiscal year 1982 appropri-
ation acts enacted to date, limitations have been imposed on 35
percent of new direct loan obligations, 62 percent of new primary
loan guarantee commitments, and 99 percent of new secondary
loan guarantee commitments.

Credit Baseline

Each functional section contains a baseline for Federal credit ac-
tivities for each of fiscal years 1982 and 1983.

The credit baseline for fiscal year 1982 for each function includes
the full dollar amounts of the fiscal year 1982 appropriation act



limitations enacted to date. The fiscal year 1982 credit baseline also
includes Congressional Budget Office [CBO] estimates of the activi-
ty levels of the credit programs which have not been limited in ap-
propriation acts. In function 150, the credit baseline for fiscal year
1982 also includes the supplemental increases in appropriation act
limitations corresponding to the President's Caribbean initiative.

The credit baseline for fiscal year 1983 for each function includes
the full amounts of the appropriation act limitations assumed in
the fiscal year 1982 credit baseline, increased to offset the impact
of inflation. The fiscal year 1983 credit baseline also assumes an
appropriation act limitation for any program for which no fiscal
year 1982 limitation was enacted if the President has proposed a
fiscal year 1983 limitation. In these cases, however, the fiscal year
1983 baseline does not assume the specific limitation proposed by
the President but rather a ceiling which would permit the activity
level of the program to increase to offset the impact of inflation.
For all other credit programs, the fiscal year 1983 baseline includes
CBO's estimated activity levels.

CBO estimates that the fiscal year 1982 activity levels for a
number of credit programs will fall short of the fiscal year 1982 ap-
propriation act limitations enacted to date. In such cases, the credit
baseline for fiscal year 1982 and the credit budget totals recom-
mended by the Committee assume the full dollar amounts of the
limitations.

Credit Transactions of the Federal Financing Bank
The off-budget Federal Financing Bank (FFB) engages in two

types of transactions that affect the credit budget:

(1) Conversion of loan guarantees into off-budget direct loans: The
FFB makes direct loans to borrowers who are recipients of loan
guarantees by a Federal agency, effectively converting the agency's
loan guarantees into off-budget direct loans.

(2) Pirchases of loan assets: The FFB purchases direct loans
made by a Federal agency or certificates of beneficial ownership,
which are promises of repayment without transfer of the loans.
Loan asset purchases reduce the on-budget outlays of the lending
agency and increase the off-budget outlays of the FFB, reducing
the unified budget deficit without lowering the Federal
Government's borrowing requirements.

Committee Recommendations
The Committee recommendations assume that the current FY

1982 appropriation act limitations on credit activities will be main-
tained in FY 1983. The Committee recommendations generally
assume that FY 1983 appropriation act limitations will be imposed
on programs not limited in FY 1982 where the President has pro-
posed FY 1983 limitations. In such cases the Committee recommen-
dations assume FY 1983 limitations equal to the estimated FY 1982
activity levels of the programs. The Committee recommendations
also assume changes in the Guaranteed Student Loan (GSL) pro-
gram in FY 1983 which would increase new GSL primary loan
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guarantee commitments. For all other credit programs, the Com-
mittee recommendation for FY 1983 assumes the baseline activity
levels.

CREDIT ACTIVITY LIMITED IN APPROPRIATION ACTS
[in billions of dollars]

Committee recommendations

Credit activity FY 1982 FY 1983

United Not limited Total Umited Not limited Total

New direct loan obligations ............. 23.3 44.0 67.3 27.6 36.0 63.6
New loan guarantee commit-

ments:
Primary ...................................... 61.2 31.8 93.0 64.4 38.1 102.5
Secondary .................................. 68.3 0.7 69.0 68.3 ..................... 68.3

The Resolution expresses the sense of the Congress that the
President, through administrative action, should limit in FY 1983
total FFB origination of direct loans guaranteed by other Federal
agencies to $15.9 billion, and FFB purchases of loan assets from
Federal agencies to $14.0 billion. These levels of FFB activities are
consistent with the FY 1983 appropriation act limitations on new
direct loan obligations and new primary loan guarantee commit-
ments assumed in the credit budget totals recommended by the
Committee.

FFB-FINANCED CREDIT ACTIVITY
[in billions of doltarsi

Actual Committee
recommendations

Credit activity
FY FY FY

1981 1982 1983

New direct loan obligations:
Guaranteed loan originations ............................................................................... 15.1 15.3 15.9
Purchases of loan assets ...................................................................................... 15.2 14.3 14.0

Total ................................................................................................................... 30.3 29.6 29.9

The Resolution also expresses the sense of the Congress that it is
urgent that effective budgetary control be established over all
types of Federal direct loans and Federal loan guarantees. The
Committee recommends that the Congress direct the Senate Com-
mittees on the Budget and on Governmental Affairs and the House
Committee on Rules, which have jurisdiction over the Congression-
al Budget and Impoundment Control Act of 1974, to move expedi-
tiously to consider legislation establishing a process of annual de-
termination of appropriate levels and proper budgetary treatment
of Federal credit activities.

12-070 0-83-8 (Pt 10) BLR
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Tables 5 through 7 summarize the Committee's credit recommen-
dations.

Summary Table 5

CREDIT SUMMARY
[in billions of dollars]

Activity levels

Now direct loan Now primary loan Now secondary
obligations guarantee loan guarantee

commitments commitments

FY 1982:
Baseline ........................................................................ 67.3 93.0 69.0
Committee recommendation ...................................... 67.3 93.0 69.0

FY 1983:
Baseline ........................................................................ 66.0 106.2 73.3
Committee recommendation ...................................... 63.6 102.5 68.3

Summary Table 6

SUMMARY OF COMMITTEE CREDIT RECOMMENDATIONS BY FUNCTION

FY 1982 Credit Activities
[in billions of dollars]

New direct loan New primary loan
obligations guarantee

commitments

New secondary
loan guarantee
commitments

050: N ational defense ........................................................................................
150: International affairs ....................................................... 10.4
250: General science, space, and technology ...................... 0.2
270: Energy ............................................................................. 10.6
300: Natural resources and environment ............................. 0.03
350: Agriculture ...................................................................... 22.6
370: Commerce and housing credit ................ 15.4
400: Transportation ................................................................ 0.4
450: Community and regional development ......................... 2.2
500: Education, training, employment, and social serv-

ices .............................................................................. 1.3
550: H ealth .............................................................................. 0.1
60 : Income security ............ ................ 2.8
700: Veterans benefits and services .................................... 1.0
800: General government ....................................................... 0.1
850: General purpose fiscal assistance ................................ 0.2

Total credit activities ............................................ 67.3

0.03 ..........................
9.3 ..........................

1.7 ... ...................

2.7 ..........................
41.2 68.2

0.9 0.003
0.9 ..........................

6.5 0.7
0.1 ..........................

17.0 ..........................
11.9 ..........................

0.8 ..........................

93.0 69.0



Summary Table 7

SUMMARY OF COMMITTEE CREDIT RECOMMENDATIONS BY FUNCTION

FY 1983 Credit Activities
pn Whions of dollar]

New in t loan New prmay loan New saconday
guarantee lan guranteecommintments commitment

O. National defense ...................................................................................... 0.03 ...........................
151: International affairs .................................................... 10.2 93 ...........................
250 General science, space, and technology ................... 0.2 ........................................................
270 Energy .......................................................................... 12.1 0.6 ...........................
300: Natural resources and environment .......................... 0.03 ........................................................
350 Agriculture ................................................................... 19.0 2.6 ...........................
370. Commerce and housing credit ................................... 15.1 41.2 68.2
400: Transportation ............................................................. 0.5 0.8 0.003
4Wt Community and regional development ...................... 2.2 0.6 ...........................
500. Education, training, employment, and social

services ................................................................... 0.8 7.5 ...........................
550. Health ........................................................................... 0.1 0.1 ...........................
600: Income security ........................... 2.0 18.7 ...........................
70. Veterans benefits and services ................................. 1.0 20.9 ...........................
800 General government ......................................................
85. General purpose fiscal assistance ............................. 0.2 ........................................................

Total credit activities ......................................... 63.6 102.5 683



Function 050: NATIONAL DEFENSE

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Protect America's people, its institutions, and its lands from
foreign aggression.

-Improve the current overall military balance between the
United States and its allies, and the Soviet Union and its allies.

-Deter a nuclear attack on the United States, or its forces, or on
other nations whose security is important to us, and assure that
should deterrence fail, the United States can respond to the threat
at all levels of strategic conflict including inflicting unacceptable
damage of the Soviet Union in retaliation.

-Maintain, with our allies sufficient military power to counter
aggression anywhere in the world.

-Seek equitable and verifiable international agreements to limit
and reduce all armaments, to prevent proliferation of nuclear
weapons technology, to settle disputes by peaceful means, and to
strengthen international stability.

Function 050: National Defense

SPENDING PROGRAMS
[In billions of dollars]

FY Fy FY FY
1982 1983 1984 1985

Baseline ................................................................................................ BA 218.3 264.6 293.3 341.6

0 190.8 224.2 257.1 297.4

Committee recommendation ............................................................... BA 216.9 251.7 278.3 316.5
0 190.3 215.3 243.0 277.7

COMMITTEE RECOMMENDATION

The Committee recommends $251.7 billion in budget authority
and $215.3 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for na-
tional security will continue to reflect the defense investment strat-
egy proposed by the Administration. The recommended pattern of
real growth in defense budget authority of 10 percent, 4 percent,
and 7 percent in FY 1983 through FY 1985 is intended to support



the major procurement actions initiated in FY 1982 and maintain
strategic and conventional modernization and readiness programs.

The Committee recommendation assumes that DOD civilian and
military pay will be frozen in FY 1983, except that additional fund-
ing is assumed to be available for targeted, critical skill military
pay raises. No cost-of-living increase for military retirees is as-
sumed in FY 1983.

The Committee recommendation assumes that reductions in
Function 050: National Defense would not be taken in areas which
would impair military readiness or sustainability. This assumption
does not apply to reductions in these areas which are designed to
eliminate wasteful practices or achieve efficiencies of management
and economy.

Function 050: National Defense

CREDIT PROGRAMS
[in billions of dollars]

Activity levels FFB transactions

New direct loan New primary loan Conversion of

obligations guarantee guarantees into Loan asset
off-budget direct purchasesoblgatons commitments loans

FY 1982:
Bas line ............................................................................ 0.03 ........................................................
Com m ittee recom m endation ........................................... 0.03 ........................................................

FY 1983:
Baseline ............................................................................ 0.03 ........................................................
Com m ittee recom m endation ........................................... 0.03 ........................................................

COMMITTEE RECOMMENDATION

The Committee recommends $0.03 billion in new primary loan
guarantee commitments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 050: National Defense

HISTORICAL DATA
[Outlays-billions of dollars]

Actual
Major program FY FY Fy FY FY FY

1976 1977 1978 1979 1980 1981

30.8 36.4
11.9 13.7
44.8 51.9

Military personnel .............................................................. 25.0 25.7 27.1
Retired military personnel ................................................ 7.3 8.2 9.2
Operation and maintenance ................. 27.8 30.6 33.6
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HISTORICAL DATA-Continued
[Outlays-billions of dollars]

Actual

Major program FY FY FY FY FY FY
1976 1977 1978 1979 1980 1981

Procurement ....................................................................... 16.0 18.2 20.0 25.4 29.0 35.2
Research and development ............................................... 8.9 9.8 10.5 11.2 13.1 15.3
Atomic energy defense activities .................................... 1.6 1.9 2.1 2.5 2.9 3.4
All other ............................................................................. 2.8 3.1 2.7 3.5 3.4 3.8

Total function ........................................................... 89.4 97.5 105.2 117.7 135.9 159.7
Nominal growth (percent) .................................. 4 9 8 12 15 18
Real growth (percent) ......................................... -2 1 0.3 4 3 4



Function 150: INTERNATIONAL AFFAIRS

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Support the security and economic and political stability of
allies and friendly governments.

-Promote a stable international environment that will reduce
conflicts, encourage worldwide economic progress, and bring great-
er respect for human rights.

-Assist our domestic economy by strengthening international
economic institutions and promoting trade.

-Advance American foreign policy through diplomacy and im-
proved communication between the United States and other na-
tions.

-Support the long-term development of poor countries.

Function 150: International Affairs

SPENDING PROGRAMS
[In billions of dollars)

FY FY Fy - FY
1982 1983 1984 1985

Baseline ............................................. BA 16.8 17.6 19.6 25.3
0 11.4 12.5 13.6 14.5

Committee recommendation ........... BA 16.8 16.2 16.7 21.0
0 11.4 12.1 12.3 12.2

COMMITTEE RECOMMENDATION

The Committee recommends $16.2 billion in budget authority
and $12.1 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983. Where budget authority is a func-
tion of enacted limitations on credit activities, the recommendation
assumes that the limitations will be held to the FY 1982 baseline
levels during FY 1983. In the case of the Export-Import Bank, the
credit program limitation enacted by the Appropriations Commit-
tee in FY 1982 was used to calculate the FY 1983 freeze level. Be-
cause Export-Import Bank offsetting receipts and financing adjust-
ments are projected to increase in FY 1983, its budget authority
level is lower than in FY 1982.



The Committee recommendation also assumes that the budget
authority associated with the Foreign Military Sales Trust Fund
will increase between FY 1982 and FY 1983. The net impact on this
function of financing adjustments that do not affect program levels
is a reduction of $0.6 billion in budget authority between FY 1982
and FY 1983.

Function 150: International Affairs

CREDIT PROGRAMS
[in billions of dollars]

Activity levels FFB transactions

Conversion of
Now dirct ioan now primary loan guarantees into Loan asset

commitments off-budget direct purchases
loans

FY 1982:
Baseline ............................................... 10.4 9.3 3.4 ..........................
Committee recommendation ............. 10.4 9.3 3.4 .........................

FY 1983
Baseline ............................................... 11.0 10.0 3.7 ..........................
Committee recommendation ............. 10.2 9.3 3.4 ..........................

COMMITTEE RECOMMENDATION

The Committee recommends $10.2 billion in new direct loan obli-
gations and $9.3 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 150: International Affairs

HISTORICAL DATA
[Outlays-.billions of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Foreign economic and financial assistance .................... 2.7 2.8 2.7 3.0 3.7 4.2
International security assistance ..................................... 1.8 1.6 2.4 2.3 2.8 3.1
Diplomatic and foreign information activities ................ 1.1 1.4 1.6 1.8 1.9 1.9
Export-import Bank .......................................................... 0.9 0.3 - 0.1 0.2 1.8 2.1
All other ............................................................................. - 0.9 - 1.3 - 0.7 - 1.2 0.5 - 0.2

Total function ........................................................... 5.6 4.8 5.9 6.1 10.7 11.1
Nominal growth (percent) .................................. -19 -14 23 3 75 4
Real growth (percent) ......................................... -23 -18 14 -5 62 -5



Function 250: GENERAL SCIENCE, SPACE, AND
TECHNOLOGY

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Expansion of scientific knowledge through support of basic re-
search in all fields of science.

-Space exploration to develop a greater understanding of the
Earth, solar system and universe.

-Development of practical, economic and productive applica-
tions of space technology.

Function 250: General Science, Space, and Technology

SPENDING PROGRAMS
(In billions of dollars]

FY FY FY FY
1982 1983 1984 1985

Baseline ............................................................................................. BA 7.0 7.7 7.7 7.6
0 7.0 7.6 7.7 7.6

Committee recommendation ........................................................... BA 7.0 7.0 6.9 6.9
0 7.1 7.1 7.0 7.0

COMMITTEE RECOMMENDATION

The Committee recommends $7.0 billion in budget authority and
$7.1 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.
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Function 250: General Science, Space, and Technology

CREDIT PROGRAMS
[In billions of dollars)

Activity levels FFB transactions

Conversion of
Now primary loan guarantees into Loan asset

obligations guarantee off-budgt direct purchasescommitments loans

FY 1982:
Baseline .................... 0.2................. 0.2 .........................
Com mittee recommendation ............. 0.2 ............................ 0.2 ..........................

FY 1983:
Baseline .................... 0.2................. 0.2 ..........................
Com m ittee recom mendation ............. 0.2 ........................... 0.2 ..........................

COMMITrEE RECOMMENDATION

The Committee recommends $0.2 billion in new direct loan obli-
gations for this function in FY 1983.

Function 250: General Science, Space, and Technology

HISTORICAL DATA
,[Otlays-billions of dollars]

Actual
Major program FY FY FY . FY FY FY

1976 1977 1978 1979 1980 1981

Science ............................................................................... 1.0 1.1 1.2 1.3 1.4 1.5
Space shuttle ..................................................................... 1.6 1.8 1.8 1.8 2.1 2.6
Other space activities ....................................................... 1.8 1.8 1.7 2.0 2.2 2.3

Total function ........................................................... 4.4 4.7 4.7 5.0 5.7 6.4
Nominal growth (percent) .................................. 10 7 0 6 14 12
Real growth (percent) ......................................... 5 1 -5 -2 5 3



Function 270: ENERGY

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Mobilize the Nation's resources to protect the Nation's energy
security and independence.

-Promote energy production and conservation through pricing
policies that reflect the real cost of energy.

-Protect the Nation from being harmed by disruptions in
energy supplies.

-Through long-term R & D, develop renewable sources of energy
to sustain long-term economic growth.

Function 270: Energy

SPENDING PROGRAMS
[in bUrn. of doam]

FY FY FY FY
192 1Ws 984 195

Baseline ............................................. BA 4.8 5.7 5.5 5.6
0 6.4 5.3 4.8 4.7

Committee recommendation ............ BA 4.8 4.9 4.2 4.1
0 6.4 4.8 3.6 3.3

CommrEE RECOMMENDATION

The Committee recommends $4.9 billion in budget authority and
$4.8 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
qretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.
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Function 270: Energy

CREDIT PROGRAMS
[in billions of dollars]

Activity levels FFB transactions

Now direct loan Now primary loan Conversion of

obligation guarantee guarantees into Loan asset
commitments off-budget direct purchases

loans

FY 1982:
Baseline ............................................... 10.6 1.7 9.1 0.6
Committee recommendation .............. 10.6 1.7 9.1 0.6

FY 1983:
Baseline ............................................... 12.4 0.8 10.7 0.7
Committee recommendation .............. 12.1 0.6 10.5 0.6

COMMITTEE RECOMMENDATION

The Committee recommends $12.1 billion in new direct loan obli-
gations and $0.6 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983. The Committee recommendation also
allows for a continuation of the FY 1982 level for the direct loan
program of the Rural Electrification Administration (REA) and for
continued access of REA to the Federal Financing Bank.

Function 270: Energy

HISTORICAL DATA
[Outlays--billions of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Energy supply .................................................................... 1.8 2.5 2.3 3.4 3.4 5.4
TVA .................................................................................... 0.9 1.0 1.3 1.8 1.7 1.8
Offsetting receipts ..................... -0.2 -0.2 -0.6 -0.5 -1.5 -1.9
Energy conservation .......................................................... 0.1 0.1 0.2 0.3 0.6 0.7
Strategic petroleum reserve I ........................................................................ 0.9 1.0 0.3 3.3
Energy information, policy and regulation ...................... 0.6 0.7 0.8 0.7 0.9 1.0
A ll other ............................................................................................ 0.1 1.0 0.3 0.9 1.3

Total function ........................................................... 3.1 4.2 5.9 6.9 6.3 10.3
Nominal growth (percent) .................................. 41 55 40 17 -9 63
Real growth (percent) ......................................... 38 26 31 8 - 15 50

Beginning in FY 1982, outlays for oil acquisition for the strategic petroleum reserve all off budget.



Function 300: NATURAL RESOURCES AND ENVIRONMENT

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Protect the public health and the environment with special
emphasis on abating pollution of the land, air and water through
control of hazardous wastes, injurious pesticides, and toxic sub-
stances.

-Provide for balanced conservation and development of public
land, water, timber, minerals, and other natural resources.

-Preserve natural areas, fish and wildlife.

-Improve our knowledge and understanding of the atmosphere,
the Earth's structure, environment, and resources.

Function 300: Natural Resources and Environment

SPENDING PROGRAMS
[in billions of dollars]

FY FY FY FY
1982 1983 1994 IN5

Baseline ............................................................................................. BA 10.3 10.8 10.7 10.9
0 12.8 11.9 11.4 11.0

Committee recommendation ........................................................... BA 10.3 9.9 9.3 8.9
0 12.8 11.4 10.3 9.3

COMMITTEE RECOMMENDATION

The Committee recommends $9.9 billion in budget authority and
$11.4 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.



Function 300: Natural Resources and Environment

CREDIT PROGRAMS
[In billions of dollars]

Activity levels FFB transactions

New direct loan New primary Ioan Conversi of
Nelireton e gurnte guarantees into Loan asset

commitments off-budget direct purchasesobliatios comitmnts loans

FY 1982:
B aseline ............................................... 0.03 ..................................................................................
Com m ittee recom m endation ............. 0.03 ..................................................................................

FY 1983:
B aseline ............................................... 0.03 ..................................................................................
Com m ittee recom m endation ............. 0.03 ..................................................................................

COMMITTEE RECOMMENDATION

The Committee recommends $0.03 billion in new direct loan obli-
gations for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 300: Natural Resources and Environment

HISTORICAL DATA
[Outlays-billons of dollars]

Actual
Major program FY IFY F IFY IFY Y

1976 1977 1978 1979 1980 1981

W ater resources ................................................................ 2.8 3.2 3.5 3.9 4.3 4.2
Forest management .......................................................... 0.6 0.7 0.8 0.9 1.1 1.9
Land and water conservation fund .................................. 0.3 0.3 0.6 0.6 0.6 0.5
Operation of recreational resources ................................ 0.6 0.7 0.8 0.9 1.1 1.1
EPA construction grants ................................................... 2.4 3.5 3.2 3.8 4.3 3.9
EPA research and regulatory programs .......................... 0.6 0.7 0.8 0.9 1.2 1.3
All other ............................................................................ 0.8 0.7 1.2 1.0 1.2 0.6

Total function ..................... 8.1 10.0 10.9 12.1 13.8 13.5
Nominal growth (percent) ......................... 11 23 9 11 14 -2
Real growth (percent) ................................ 6 16 2 2 5 -11



Function 350: AGRICULTURE

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Assure sufficient agricultural production to meet domestic
needs and export demands.

-Provide an adequate return to farmers.

-Dampen fluctuations in food prices.

-Increase farm production and income through the conduct and
application of research.

-Improve the efficiency and reliability of domestic and export
agricultural marketing systems.

Function 350: Agriculture

SPENDING PROGRAMS
[In billions of dollars]

FY FY FY FY
192 1983 1984 195

Baseline ............................................................................................ BA 9.9 6.8 8.6 7.2
0 13.8 10.3 8.5 7.8

Committee recommendation ........................................................... BA 9.9 6.6 8.3 6.7
0 13.8 10.1 8.2 7.3

COMMITTEE RECOMMENDATION

The Committee recommends $6.6 billion in budget authority and
$10.1 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983. Where budget authority is a func-
tion of enacted limitations on credit activities, the recommendation
assumes that the limitations will be held to the FY 1982 baseline
levels during FY 1983. For farm price support and related direct
spending programs, no changes in total spending levels from cur-
rent law are assumed.
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Function 350: Agriculture

CREDIT PROGRAMS
[In billions of dollars]

Activity levels FFB transactions

New direct loan New primary loan Conversion of

guarantee guarantees into Loan asset
commitments off-budget direct purchasesloans

FY 1982:
Baseline ............................................... 22.6 2.7 ............................. 6.5
Committee recommendation .............. 22.6 2.7 ............................. 6.5

FY 1983:
Baseline ............................................... 19.3 2.6 ............................. 7.0
Committee recommendation .............. 19.0 2.6 ............................. 6.6

COMMITrEE RECOMMENDATION

The Committee recommends $19.0 billion in new direct loan obli-
gations and $2.6 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 350: Agriculture

HISTORICAL DATA
[Outla--billions of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1990 1981

CCC farm price supports .................................................. 0.7 3.5 5.5 3.8 2.7 4.0
Other farm income stabilization programs ..................... 0.9 1.0 1.0 1.1 0.7 -(*)
Agricultural research and services .................................. 0.9 1.0 1.1 1.4 1.3 1.5

Total function ........................................................... 2.5 5.5 7.7 6.2 4.8 5.6
Nominal growth (percent) .................................. 47 120 40 -19 -23 17
Real growth (percent) ......................................... 44 108 30 -26 -30 7

*Loss than $50 million.



Function 370: COMMERCE AND HOUSING CREDIT

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Ensure that an adequate supply of mortgage credit is available
nationally.

-Target credit to urban and rural areas and to prospective bor-
rowers not well served by private credit markets.

-Maintain effective mail service at reasonable rates financed
primarily by user charges.

-Support job development and a productive economy through
assistance to the oversight of business.

Function 370: Commerce and Housing Credit

SPENDING PROGRAMS
[In bilos of dollars]

FY FY FY FY
1982 1983 1984 195

Baseline ................................. BA 6.5 7.4 8.4 8.6
0 3.8 4.3 4.3 4.1

Committee recommendation ........................................................... BA 6.5 6.9 7.4 7.2
O 3.8 2.8 2.4 2.1

COMMITTEE RECOMMENDATION

The Committee recommends $6.9 billion in budget authority and
$2.8 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983. Where budget authority is a func-
tion of enacted limitations on credit activities, the recommendation
assumes that the'limitations will be held to the FY 1982 baseline
levels during FY 1983.

The Committee recommendation also assumes the President's
management initiative savings in Federal Housing Administration
mortgage insurance and the housing for the elderly and handi-
capped program. These generally can be achieved through adminis-
trative action without the need for legislation.

(89)
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Function 370: Commerce and Housing Credit

CREDIT PROGRAMS
pi.lls of dollars]

Actit FF3 transaction

Nw CormIoN of
Nw irct ,- maiy

SLanmwantr

FY 198k
Baselirve ................................................ 15.4 41.2 682 0.3 5.6
Committee recommendation ........ 15.4 41.2 682 0.3 5.6

FY 1983:
Baseline ................................................ 16.1 44.2 73.3 0.3 5.5
Committee recommendation ............... 15.1 41.2 68.2 0.3 5.5

COMMITTEE RECOMMENDATION

The Committee recommends $15.1 billion in new direct loan obli-
gations, $41.2 billion in new primary loan guarantee commitments,
and $68.2 billion in new secondary loan guarantee commitments
for this function in FY 1982.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on creditoactivities in this function will
be maintained in FY 1983.



Function 370: Commerce and Housing Credit

HISTORICAL DATA
[outtays-mons of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Farmers Home rural housing programs ......................................... 0.1 0.4 0.2 1.7 -0.1
Government National Mortgage Association .................. 0.6 -1.1 0.2 0.2 1.4 1.1
Housing for the elderly and handicapped ....................... (*) ............... 0.2 0.5 0.8 0.8
Administrative and insurance operations of federal

financial regulatory agencies ....................................... -0.6 -2.8 -1.0 -1.7 -0.3 -1.4
Postal service ..................................................................... 1.7 2.3 1.8 1.8 1.7 1.3
Department of Commerce business support pro-

gram s ............................................................................. 0.4 0.1 0.5 0.6 1.2 0.8
Small Business Administration business support pro-

gram s ............................................................................. 0.4 0.6 0.7 0.7 1.0 0.8
All other ............................................................................. 1.3 - 0.6 0.5 0.4 0.4 0.6

Total function ....................................................... 3.8 0.1 3.3 2.6 7.8 3.9
Nominal growth (percent) ............................. -32 -97 3,200 -21 300 -50
Real growth (percent) .................................... -35 -98 3,066 -29 179 -53

Total function without asset sales .................... 12.8 4.1 6.4 6.8 10.1 8.6
Nominal growth (percent) ............................. 31 -68 56 6 49 -15
Real growth (percent) .................................... 24 -69 44 -2 36 -22

Lus Oun $50 mflAon.



Function 400: TRANSPORTATION

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Develop and maintain a transportation system that meets the
needs of commerce and the public.

-Assist in ensuring that the system operates safely, reliably and
efficiently.

-Ensure that Federal transportation policy and programs are
consistent with the Nation's economic, energy, environmental, and
social goals.

Function 400; Transportation

SPENDING PROGRAMS
[n 1110 d dnlhs]

FY FY FY FY
1962 193 1964 INS

Baseline ............................................................................................. BA 20.8 22.3 23.3 24.3
0 21.3 20.5 21.2 22.4

Committee recommendation ........................................................... BA 20.8 213 21.5 21.8
0 21.3 19.9 19.6 19.5

COMMITrEE RECOMMENDATION

The Committee recommends $21.3 billion in budget authority
and $19.9 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.

In FY 1983, the spending levels in the transportation function
would not preclude an obligation ceiling of $8.2 billion for highway
programs. In the event that new highway, aviation, or other trans-
portation user fees, above those assumed in this budget resolution,
are levied after the adoption of this Resolution, the Committee un-
derstands that obligation ceilings for direct spending from trust
fund revenues increased as a result of new user fees may be adjust-
ed in the future to reflect the higher level of receipts.
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Function 400: Transportation

CREDIT PROGRAMS
[In lIons of dMan]

Actvity levs FM8 tramnacami

New direct NeWlnmuy OW w Lo

loan loat acen a t off-
commitments lee c

FY 1982:
Baseline ................................................ 0.4 0.9 0.003 0.2 .....................
Committee recommendation ............... OA 0.9 0.003 01 .....................

FY 1983
Baseline ................................................ 0.5 0.9 0.003 0.3 .....................
Committee recommendation ............... 0.5 0.8 0.003 0.3 .....................

COMMIrEE RECOMMENDATION

The Committee recommends $0.5 billion in new direct loan obli-
gations, $0.8 billion in new primary loan guarantee commitments,
and $0.003 billion in new secondary loan guarantee commitments
for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 400: Transportation

HISTORICAL DATA
[ogtlay - of darns]

Major pr m FY FY FY FY FY FY

1976 1977 1978 1979 1980 191

Federal-aid highways ........................................................ 6.4 6.0 5.9 6.9 8.8 8.8
Grants to Amtrak .............................................................. 0.4 0.7 0.7 0.8 0.8 0.9
Financial assistance to Conrail ........................................ 03 0.7 0.7 0.7 0.6 0.2
Northeast corridor rail project ........................................................ 0.1 0.2 0.2 0.2 0.2
Urban mass transit programs .......................................... 13 1.7 2.0 2.5 3.2 3.9
FAA operations .................................................................. 1.6 1.7 1.9 2.0 2.2 2.3
Airport/Airways (trust fund) programs .......................... 0.5 0.6 0.8 0.8 0.9 0.8
NASA aeronautical research programs ........................... 03 0.3 0.4 0.4 0.5 0.5
Maritime construction and operation subsidies ............. 0.5 0.6 0.5 0.5 0.6 0.5
Coast Guard operations and Acquisitions ....................... 0.8 1.0 1.0 1.2 1.3 1.5
All other ............................................................................ 1.3 1.2 1.3 1.5 1.8 3.8

Total function ....................................................... 13.4 14.6 15.4 17.5 21.1 23.4
Nominal Growth (percent) .................... 29 9 5 14 21 11
Real growth (percent) ........................... 23 3 -2 4 11 1



Function 450: COMMUNITY AND REGIONAL DEVELOPMENT

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Promote the development, maintenance, or redevelopment of
economically and socially viable neighborhoods in urban, suburban,
and rural areas.

-Develop a partnership among Federal, State, and local govern-
ments and the private sector to assist in the stabilization and revi-
talization of economically depressed or declining areas.

-Provide relief to areas that suffer from natural disasters.

Function 450: Community and Regional Development

SPENDING PROGRAMS
[In billions of dollars

FY FY FY FY
1sm 1983 1984 I5

Baseline ............................................................................................. BA 7.7 7.3 8.3 9.0
O 8.5 7.9 7.9 8.4

Committee recommendation ........................................................... BA 6.7 6.9 6.9 7.0
0 8.5 7.7 7.5 7.4

COMMITTEE RECOMMENDATION

The Committee recommends $6.9 billion in budget authority and
$7.7 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983. Where budget authority is a func-
tion of enacted limitations on credit activities, the recommendation
assumes that the limitations will be held to the FY 1982 baseline
levels during FY 1973.

Function 450: Community and Regional Development

CREDIT PROGRAMS
[in billions of dollars]

Activity levels FFB transactions

Now direct loan Now primvary loan Conversion of
garantees Into Loan asset

obligations cuartntse off-budget direct purchases
commimnts loans

FY 1982:
Baseline ...............................................
Committee recommendation ..........

2.2 0.9
2.2 0.9

0.1 1.5
0.1 1.5



95

CREDIT PROGRAMS-Continued
[in billions of dollars]

Activity e FF8 trs actions

Now diret loan New prmary loan Comtrslon of

uarant guarantees into Loan asset
commitments ff-bodgt direct purchasescommtroaris loans

FY 1983:
Baseline ............................................... 2.3 0.6 0.1 1.2
Committee recommendation .............. 2.2 0.6 0.1 1.2

COMMIrEE RECOMMENDATION

The Committee recommends $2.2 billion in new direct loan obli-
gations and $0.6 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 450: Community and Regional Development

HISTORICAL DATA
[Outlays--billions of dollars]

Actual

Major proigarn FY FY FY FY FY FY
1976 1977 1978 1979 198M 191

Community development block grants ............................ 1.0 2.1 2.5 3.2 3.9 4.0
Urban development action grants ................................................................................ -0.1 0.2 0.4
Other community development programs ...................... 1.8 1.2 0.7 0.7 0.8 0.7
Economic Development Administration ........................... 0.3 0.3 0.4 0.5 0.6 0.5
Local public works program ............................................................ 0.6 3.1 1.7 0.4 0.1
Other area and regional development programs ........... 1.2 1.4 1.4 1.7 2.1 2.1
SBA disaster loans ............................................................ 0.1 0.2 2.1 1.0 0.9 1.1
Other disaster assistance programs ................................ 0.4 0.5 0.8 0.6 1.1 0.5

Total function ....................................................... 4.8 6.3 11.1 9.5 10.1 9.4
Nominal growth (percent) ......................... 30 31 76 -14 6 -7
Real growth (percent) ................................ 22 26 63 -21 -3 -15



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

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Improve educational opportunities for disadvantaged and
handicapped children.

-Provide financial assistance for postsecondary students.

-Support educational and cultural institutions and activities.

-Enhance training and employment opportunities for youth and
adults.

-Support institutions and agencies regulating management-
labor relationships and the gathering of labor statistics.

-Provide supportive services for groups such as the poor, the
aged, and the handicapped to assist them in becoming self-suffi-
cient.

Function 500: Education, Training, Employment, and Social Services

SPENDING PROGRAMS
[In billions of dollars]

FY FY FY FY
1982 1983 1998 I98

Baseline ............................................................................................. BA 25.4 28.5 30.3 31.8
0 28.1 28.0 29.5 30.8

Committee recommendation ........................................................... BA 25.4 25.5 25.2 24A
0 28.1 26.4 25.5 24.6

COMMITTEE RECOMMENDATION

The Committee recommends $25.5 billion in budget authority
and $26.4 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.

The Committee recommendation also assumes savings for the
guaranteed student loan entitlement by tightening eligibility for
the program and by limiting Federal subsidies for interest costs.
This legislative proposal would save $0.1 billion in FY 1983 outlays;
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savings would grow to $1.2 billion in FY 1985 outlays. Additional
budget savings are assumed due to lower interest rate projections.

Function 500: Education, Training, Employment, and Social Services

CREDIT PROGRAMS
[In billions of dollars]

Activity levels FFB transactions

New direct New y ~ New Conversion ofNew secondary guarantees Loan assetaan rante loan into off-obligations commitments gouarntee budget direct purchasesti't"s comimets commitments loams

FY 1982:
Baseline ................................................ 1.3 6.5 0.7 0.7 .....................
Committee recommendation ............... 1.3 6.5 0.7 0.7 .....................

FY 1983:
Baseline ................................................ 0.9 7.2 ...................................................................
Com m ittee recom m endation ............... 0.8 7.5 ...................................................................

COMMITTEE RECOMMENDATION

The Committee recommends $0.8 billion in new direct loan obli-
gations and $7.5 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activites in this function will
be maintained in FY 1983. The Committee recommendation also
assumes changes in the Guaranteed Student Loan (GSL) program
that would increase new GSL primary loan guarantee commit-
ments by $0.3 billion in FY 1983.

Function 500: Education, Training, Employment, and Social Services

HISTORICAL DATA
[of stly-illiovs of dollars]

Actual

Major program FY FY FY FY FY FY
1976 1977 1978 1979 1980 1981

Compensatory education (includes title I of ESEA) ...... 2.2 2.4 2.8 3.1 3.6 3.4
Education for the Handicapped ....................................... 0.2 0.2 0.3 0.6 0.8 1.0
Vocational education ......................................................... 0.7 0.7 0.7 0.8 0.9 0.7
Education impact aid ........................................................ 0.6 0.8 0.8 0.9 0.7 0.7
Other elementary, secondary education ......................... 0.5 0.5 0.5 0.6 0.7 1.2
Guaranteed student loans ................................................. 0.1 0.1 0.5 0.9 1.4 2.3
Other student assistance .................................................. 2.3 2.6 2.5 2.9 3.7 4.5
CETA title VI and 11-D, public service employment 2.4 2.8 5.8 5.0 3.7 0.9
Other CETA ........................................................................ 2.7 2.8 3.8 4.5 5.2 6.8
The employment service ................................................... 0.4 0.6 0.6 0.6 0.8 0.8
W IN .................................................................................... 0.3 0.4 0.4 0.4 0.4 0.4
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HISTORICAL DATA-Continued

Md
IM8JK FYm FY I F YI FY FY FY

1976 1917 1M 1979 190 1981

Grants to States for social services (includes tile
XX) ............................................................................... 2.3 2.6 2.8 3.1 2.8 2.6

Community services program .......................................... 0.5 0.5 0.6 0.6 0.6 0.6
Other social services (includes vocational rehabilita-

tlion and headstart) ....................................................... 1.7 to 2.2 2.9 2.7 3.3
All other ........................................................................... 1.8 tO 2.2 2.8 t3 2.2

Total function.. .............................................. 18.7 21.0 26.5 29.7 30.8 31.5
Nominal growth (percent) ......................... 18 12 26 12 4 2
Real growth (percent) ................................ 13 6 18 3 -5 -5



Function 550: HEALTH

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Provide health care services to the elderly, poor and disabled.

-Restrain inflation in Federal health care costs and introduce
competition into the health care system.

-Acquire knowledge regarding the causes, prevention, and treat-
ment of diseases and promote preventive measures by which good
health can be maintained.

-Support the education of students in the health professions, es-
pecially in primary care fields.

Function 550: Health

SPENDING PROGRAMS
[In billions of dollars]

FY FY FY FY
1992 1983 1984 1985

Baseline ................................................................................................ BA 78.5 81.0 94.4 106.7
0 73.7 82.7 93.7 107.2

Committee recommendation ............................................................... BA 78.5 79.7 92.6 104.3
0 73.7 76.5 83.9 94.5

COMMITTEE RECOMMENDATION

The Committee recommends $79.7 billion in budget authority
and $76.5 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983. Where budget authority is a func-
tion of enacted limitations on credit activities. The recommenda-
tion assumes that the limitations will be held to the FY 1982 base-
line levels during FY 1983.

The Committee recommendation assumes savings in the medi-
care program through reform of the method by which hospitals and
physicians are reimbursed; through the enactment of caps on per
.patient revenues; through changes in benefit and beneficiary co-:
payments; and through the implementation of administrative sav-
ings proposed by the President. Assumed medicare savings also
could be achieved by implementing a prospective reimbursement
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systm or other proposals to increase the competition among
health care providers and to reduce the growth in health care
costs.

In medicaid, savings assumptions are based on the imposition of
a small co-payment on medicaid hospital stays, changes in medic-
aid match rates for some services, additional increases in State
flexibility in the administration of medicaid, and the administra-
tive savings proposed by the President.

Function 550: Health

CREDIT PROGRAMS
[in 'IN of olars]

Afv kids Fe brmacom

New dhct Irn Nw pulmay km c. 6.of.a"

km

FY 19S±
Baseline ............................................... 0.1 0.1 ............................. 0.01
Committee recommendation .............. 0.1 0.1 ............................. 0.01

FY 1983:
Baseline .............................................. . 0.1 ............................. 0.02
Committee recommendation .............. 0.1 0.1 ............................. 0.02

ConIrr RECOMMENDATION

The Committee recommends $0.1 billion in new direct loan obli-
gations and $0.1 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 550: Health

HISTORICAL DATA
pn bf of dim]

Actua

Maripro"am FY FY FY FY FY FY,
1976 1977 1978 1979 Mlg 19l

Medicare ............................................................................. 17.8 21.5 25.2 29.1 35.0 42.5
Medicaid ............................................................................. 8.6 9.9 10.7 12.4 14.0 16.8
Other health care services ............................................... 3.1 3.1 3.2 3.6 4.0 4A
Medicare offsetting receipts ............................................ -1.9 -2.2 -2.4 -2.7 -2.9 -3.3
Health research ............................................................... 2.3 2.5 2.8 3.0 3A 3.8
Education and training of the health care work force. 1.0 1.0 0.9 0.6 0.7 0.
All other ............................................................................. 0.6 01 0.9 0.9 1.1 1.0

Total function ....................................................... 31.5 36.6 41.2 47.0 55.2 66.0
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HISTORICAL DATA-Continued
(in bli.on of doiars]

Major pram FY FY FY FY FY FY
1976 1977 1976 1979 INM 1981

Nominal growth (percent) ............................. 23 16 13 14 17 20
Real growth (percent) .................................... 16 9 5 5 8 9



Function 600: INCOME SECURITY

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Mitigate the loss of income people experience as a result of un-
employment, retirement, disability, or death.

-Provide income support and help ensure an adequate diet for
poor Americans, especially families with children, the elderly, and
disabled who cannot provide sufficiently for themselves.

-Help the poor meet problems arising from increasing energy
costs.

-Promote decent and affordable housing for low-income individ-
uals and families.

-Eliminate duplication and inequities in these programs and
assure that they focus on the most needy.

-Administer these programs efficiently while preserving the dig-
nity and independence of the beneficiaries.

Function 600: Income Security

SPENDING PROGRAMS
[in billions of dollars]

FY FY fl FY
1982 13 194 1985

Baseline ................................................................................................ BA 260.9 284.5 306.1 340.8
O 251.4 275.1 293.1 317.0

Committee recommendation ............................................................... BA 260.9 281.7 300.8 332.9
0 251.5 2725- 288.2 309.7

COMMITTEE RECOMMENDATION

The Committee recommends $281.7 billion in budget authority
and $272.5 billion in outlays in this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 budget authority
levels during FY 1983.

The Committee assumes that indexation and error rates will be
reduced in the food stamp program. The Committee also assumes
that savings will result from reforms in the Federal employees dis-
ability compensation program. The Committee assumption would
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tighten eligibility requirements and simplify benefit calculations in
the aid to families with dependent children and the supplemental
security income programs. The proposed levels envision the enact-
ment of the President's recommendations for the child support en-
forcement program.

The Committee assumes no cost-of-living adjustments for railroad
retirement, civil service retirement, and black lung benefits for 1
year, beginning in July of 1982. A cost-of-living increase of no more
than 4 percent is assumed for these programs for each of the fol-
lowing 2 years.

The Committee resolution would not preclude the Railroad Re-
tirement Board from maintaining and operating all current district
offices.

Function 600: Income Security

CREDIT PROGRAMS
[in billions of dollars]

Acvy levels FFB transactions

New direct loan New primary loan Conversion of
oirtion N uarloan guarantees Into Loan asset
obligations commitments off-budget direct purchases

FY 1982:
Baseline ............................................... 2.8 17.0 1.3 ...........................
Committee recommendation .............. 2.8 17.0 1.3 ...........................

FY 1983:
Baseline ............................................... 2.0 18.7 1.0 ...........................
Committee recommendation .............. 2.0 18.7 1.0 ...........................

COMMITTEE RECOMMENDATION

The Committee recommends $2.0 billion in new direct loan obli-
gations and $18.7 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

Function 600: Income Security

HISTORICAL DATA
[Outlays--billions of dollars]

Actual

Major program FY FY FY FY FY FY
1976 1977 1978 1979 1980 1981

Old-age and survivors insurance (OASI) ........................ 63.1 72.3 79.6 88.7 101.8 120.7
Disability insurance (DI) .................................................. 9.6 11.6 12.6 13.9 15.3 17.3
Railroad retirement ........................................................... 3.5 3.8 4.0 4.3 4.7 5.3
Black lung .......................................................................... 1.0 1.0 1.1 1.6 1.8 1.8
Federal employee retirement and disability ................... 8.2 9.5 10.7 12.4 14.7 17.5
Unemployment compensation .......................................... 19.5 15.3 11.8 10.7 18.0 19.7

Supplemental security income (SSI) .............................. 5.1 5.3 5.9 5.5 6.4 7.2
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HISTORICAL DATA-Continued
[Outlayr- Wilons of dollars]

Actual

Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Aid to families with dependent children (AFDC) ........... 5.8 6.4 6.6 6.6 7.3 8.5
Earned-income tax credit ................................................. 0.8 0.9 0.9 0.8 1.3 1.3
Food stamps ....................................................................... 5.6 5.4 5.5 6.8 9.1 11.3
Child nutrition programs .................................................. 1.8 2.6 2.5 2.9 3.4 3.4
Subsidized housing ............................................................ 2.3 2.01 2.9 3.6 4.5 5.7
Low-income energy assistance ....................................................... 0.1 0.2 0.2 1.6 1.7
Refugee assistance ............................................................ 0.1 0.2 0.1 0.1 0.4 0.7
All other ............................................................................. 1.1 1.2 1.8 2.1 2.7 2.9

Total function ........................................................... 127.4 137.9 146.2 160.2 193.1 225.1
Nominal growth (percent) .................................. 17 8 6 10 21 17
Real growth (percent) ......................................... 10 2 - 1 - 2 6 5



Function 700: VETERANS BENEFITS AND SERVICES

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Meet the Nation's obligation to compensate veterans disabled
while in military service for their loss of earning power.

-Provide medical care to veterans for disabilities incurred while
in military service.

-Compensate the families of veterans who are killed in service
or who die from service-related disabilities for the reduction in the
family's earning power.

-Help veterans of wartime and draft service return to civilian
life on a social and economic basis comparable to their peers who
did not perform military duty.

-Provide psychological readjustment services and training op-
portunities to Vietnam-era veterans with special needs.

-Provide financial assistance to needy veterans and their survi-
vors.

Function 700: Veterans Benefits and Services

C1

SPENDING PROGRAMS
pn billion of dollars]

FY FY FY FY
192 193 is4 1965

Baseline ............................................................................................. BA 24.8 24.8 26.1 27.2
0 23.8 24.7 25.6 26.9

Committee recommendation ........................................................... BA 24.8 23.4 24.2 24.4
0 23.8 22.7 23.6 24.4

COMMITTEE RECOMMENDATION

The Committee recommends $23.4 billion in budget authority
and $22.7 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.

The Committee recommendation also assumes no cost-of-living
increase for the veterans pension and compensation programs on
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July 1, and October 1, 1982, respectively. A cost-of-living increase of
no more than 4 percent is assumed for these programs for each of
the following 2 years.

The Committee recommendation assumes the President's man-
agement initiative savings for Veterans Administration housing
loan asset sales that generally can be achieved through administra-
tive action without the need for legislation.

Function 700: Veterans Benefits and Services

CREDIT PROGRAMS
[in billions of dollars]

Activity levels FFB transactions

Now direct loan New primary loan Convesion of
oblireton guarantee guarse into off- Loan asset

atos commitments bodit direct purchases

FY 1982:
B aseline ............................................... 1.0 11.9 ........................................................
Committee recommendation .............. 1.0 11.9 ........................................................

FY 1933:
Baseline ............................................... 1.0 20.9 ........................................................
Committee recommendation .............. 1.0 20.9 ........................................................

COMMITTEE RECOMMENDATION

The Committee recommends $1.0 billion in new direct loan obli-
gations and $20.9 billion in new primary loan guarantee commit-
ments for this function in FY 1983.

Function 700: Veterans Benefits and Services

HISTORICAL DATA
[Ouftys.-n billions of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Veterans compensation ..................................................... 5.2 5.7 6.2 6.7 7.4 8.4
Veterans pensions ............................................................. 2.9 3.1 3.2 3.5 3.6 3.8
Veterans education, training, and rehabilitation ............ 5.5 3.7 3.4 2.8 2.3 2.3
Hospital and medical care for veterans .......................... 4.0 4.7 5.3 5.6 6.5 7.0
All other ............................................................................. 0.8 0.8 1.0 1.3 1.3 1.6

Total function ........................................................... 18.4 18.0 19.0 19.9 21.2 23.0
Nominal growth (percent) .................................. 11 -2 6 5 7 8
Real growth (percent) ......................................... 6 -8 -2 -3 -2 -1



Function 750: ADMINISTRATION OF JUSTICE

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Represent the interest of the public in civil litigation and in
other legal matters.

-Provide for the safety of persons and the protection of their
property through law enforcement.

-Provide fair and prompt trials for those accused of Federal
crimes and for those involved in civil disputes.

-- Operate detention and correctional facilities for persons
charged with or convicted of crimes.

-Assist in the improvement of State and local criminal justice
systems.

Function 750: Administration of Justice

SPENDING PROGRAMS
[in billions of dollars]

FY FY FY FY
1982 193 19 4 195

Baseline ............................................................................................. BA 4.5 4.8 4.9 5.0
0 4.6 4.8 4.9 5.0

Committee recommendation ........................................................... BA 4.5 4.6 4.6 4.6
O 4.6 4.7 4.6 4.6

COMMITTEE RECOMMENDATION

The Committee recommends $4.6 billion in budget authority and
$4.7 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.
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Function 750: Administration of Justice

HISTORICAL DATA
[Oullays--bllons of dollars]

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 190 1981

Federal Bureau of Investigation ...................................... 0.5 0.5 0.6 0.6 0.6 0.7
Immigration and Naturalization Service ......................... 0.2 0.2 0.3 0.3 0.3 0.4
Drug Enforcement Administration ................................... 0.1 0.2 0.2 0.2 0.2 0.2
Customs Service ................................................................ 0.3 0.3 0.4 0.4 0.5 0.5
The Judiciary ...................................................................... 0.3 0.4 0.4 0.5 0.6 0.6
Law enforcement assistance; research and statistics.. 0.9 0.8 0.7 0.7 0.7 0.5
Legal Services Corporation ............................................... 0.1 0.1 0.2 0.3 0.3 0.3
Federal prison system ....................................................... 0.2 0.2 0.3 0.3 0.4 0.4
All other ............................................................................. 0.7 0.9 0.7 0.9 1.0 1.1

Total function ........................................................... 3.3 3.6 3.8 4.2 4.6 4.7
Nominal growth (percent) .................................. 14 9 6 11 10 2
Real growth (percent) ......................................... 8 2 -1 1 1 -7



Function 800: GENERAL GOVERNMENT

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Provide a legislative system responsive to the Nation's people.

-Provide national executive leadership and development of Fed-
eral management policy.

-Ensure efficiency and accountability in the use of public re-
sources.

-Formulate tax and fiscal policies and conduct the operations of
the Federal Government efficiently and effectively.

-Provide central services for all Federal agencies, including
property and personnel management.

Function 800: General Government

SPENDING PROGRAMS
[in bN of diarsi

FY FY FY FY
192 1983 1964 Iss

Baseline ............................................................................................. BA 5.2 5.2 5.0 5.2
0 5.0 5.0 4.9 4.9

Committee recommendation ........................................................... BA 5.2 5.0 4.7 4.7
0 5.0 4.8 4.6 4.4

COMMITTEE RECOMMENDATION

The Committee recommends $5.0 billion in budget authority and
$4.8 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.
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Function 800: General Government

CREDIT PROGRAMS
[In bilions of dollar]

Acvl* bvs FF9 transacUions

New direct loan Now prlmry loan convention d
owiados uarnte garantees into Lon asad

oaigauous [aa s off-JZudlat direct purcham
loans

FY 1982:
Baseline ............................................... 0.1 ............................. 0.1 ...........................
Committee recommendation .............. 0.1 ............................. 0.1 ..........................

FY 1983:
Baseline ............................................... 0.1 ............................. 0.1 ...........................
Committee recommendation .............. 0.1 ............................. 0 .1 ...........................

COMMITTEE RECOMMENDATION

The Committee recommends $0.1 billion in new direct loan obli-
gations for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 800: General Government

HISTORICAL DATA
[Ondayn-mlons of dn-rs]

Actual
Major prnpam FY FY FY FY FY FY

1976 1977 1978 1979 1980 191

Legislative branch ............................................................. 0.7 0.8 0.9 0.9 1.0 1.0
Internal Revenue Service .................................................. 1.7 1.8 1.9 2.1 2.3 2.5
General Services Administration ...................................... 0.1 0.1 0.2 0.2 0.4 0.2
All other ............................................................................. 0.4 0.6 0.7 1.0 0.8 1.0

Total function ........................................................... 2.9 3.2 3.7 4.1 4.5 4.6
Nominal growth (percent) .................................. -7 10 16 11 10 9
Real growth (percent) ......................................... -10 1 9 2 1 -7



Function 850: GENERAL PURPOSE FISCAL ASSISTANCE

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

-Strengthen the Federal system by providing financial assist-
ance to State and local governments.

-Strengthen the capacities of State and local governments to fi-
nance essential public services and cushion the fiscal impact of ad-
verse economic conditions.

-Assist States and localities by sharing receipts generated by
Federal land management activities.

Function 850: General Purpose Fiscal Assistance

SPENDING PROGRAMS
[In biio= of ddlas]

FY FY FY FY
19U2 1w 1#4 19 5

Baseline ............................................................................................. B A 6.4 6.6 7.1 7.6
0 6.3 6.5 7.0 7.5

Committee recommendation ........................................................... BA 6.4 6.6 6.7 6.9
0 6.3 6.5 6.7 6.8

COMMITTEE RECOMMENDATION

The Committee recommends $6.6 billion in budget authority and
$6.5 billion in outlays for this function in FY 1983.

The Committee recommendation assumes that spending for dis-
cretionary programs will be held to the FY 1982 baseline budget
authority levels during FY 1983.

(I'll)
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Function 850: General Purpose Fiscal Assistance

CREDIT PROGRAMS
[in bilons of dollam

Aclvls ok F transcos

Now direct loan Now primary lon Coiwrsion of
guaraotee eaouanteas into Loa a

em ent o u ff-i4 direct poaot

FY 1982
Baseline ............................................... 0.2 0,8 ........................................................
Committee recommendation .............. 0.2 0.8 ........................................................

FY 1983:
B aseline ............................................... 0.2 .....................................................................................
Com m ittee recom mendation .............. 0.2 .....................................................................................

COMMITEE RECOMMENDATION

The Committee recommends $0.2 billion in new direct loan obli-
gations for this function in FY 1983.

The Committee recommendation assumes that the FY 1982 ap-
propriation act limitations on credit activities in this function will
be maintained in FY 1983.

Function 850: General Purpose Fiscal Assistance

HISTORICAL DATA
[outos-llons of dollars]

Actual
majofproram FY rY FY FY F FY

1976 1977 1978 1979 1980 1981

General revenue sharing ................................................... 6.2 6.8 6.8 6.8 6.8 5.1
Payments and loans to the District of Columbia .......... 0.3 0.3 0.4 0.4 0.4 0.5
Antirecession fiscal assistance ....................................................... 1.7 1. ...........................................
All other ............................................................................. 0.7 0.7 1.1 1.2 1.3 1.2

Total function ........................................................... 7.2 9.5 9.6 8.4 8.6 6.9
Nominal growth (percent) .................................. 1 32 1 -13 2 -20
Real growth (percent) ......................................... -4 24 -6 -20 -6 -27



Function 900: INTEREST

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

Interest is the cost of borrowing or the income from lending
money. The interest function includes both interest paid and inter-
est received by the Federal Government.

Function 900: Interest

SPENDING PROGRAM
[n bill of d ars]

FY FY FY FY
1982 1963 1984 I6

Baseline ............................................................................................. BA 102.3 127.8 156.0 170.0
0 102.3 127.8 156.0 170.0

Committee recommendation ........................................................... BA 102.0 115.1 119.8 111.6
0 102.0 115.1 119.8 111.6

COMMITTEE RECOMMENDATION

The Committee recommends $115.1 billion in budget authority
and $115.1 billion in outlays for this function in FY 1983.

The Committee recommendation assumes reductions in interest
costs consistent with the deficit reductions contained in the recom-
mended budget.

The Committee recommendation also assumes that compared to
the baseline economic assumptions, enactment of the plan would
result in a 0.6 percentage point reduction in interest rates begin-
ning July 1, 1982 with further reductions reaching 2.5 percentage
points beginning January 1, 1983. Interest rates for the calendar
year 1983-85 period would be 2.5 percentage points below the base-
line interest rate estimates.
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Function 900: Interest

HISTORICAL DATA
[Outap--bmtions of Marsi

Actual
Major program FY FY FY FY FY FY

1976 1977 1978 1979 1980 1981

Interest on the public debt .............................................. 37.1 41.9 48.7 59.8 74.8 95.5
Other interest .................................................................... -2.3 -3.9 -4.7 -7.3 -10,3 -10

Total function ....................................................... 34.5 38.0 44.0 52.6 64.5 82.5
Nominal growth (percent) ......................... 12 10 16 20 23 28
Real growth (percent) ................................ 7 4 8 10 13 17



Function 920: ALLOWANCES

Allowances are included in the budget to provide for unspecified
requirements or savings that may arise. Such allowances do not
represent specific program decisions. Once specific program deci-
sions are made, the allowances shown here are replaced by changes
in the appropriate functions of the budget.

Function 920: Allowances

SPENDING PROGRAMS
[in ban of diors]

FY FT FT FY
192 13 194 135

Baseline ............................................................................................. BA 1.5 2.3 4.9 7.1
O 1.6 2.4 5.1 7.6

Committee recommendation ........................................................... BA 0.7 -2.0 -0.8 -0.8
0 0.8 -2.0 -0.8 -0.6

COMMITTEE RECOMMENDATION

The Committee recommends -$2.0 billion in budget authority
and -$2.0 billion in outlays for this function in FY 1983.

The Committee recommendation assumes no pay raise for Feder-
al employees in October 1982, a 4 percent pay raise in October
1983, and 4 percent raise in October 1984. This applies to all Feder-
al employees. Savings related to military and civilian employees of
the Department of Defense are carried in function 050. Savings re-
lated to other Federal employees are carried in this function.

The Committee recommendation also assumes the President's FY
1982 pay supplemental request which requires 54 percent absorp-
tion of the costs associated with the October 1981 pay raise for
agencies other than the Department of Defense. Savings associated
with this spending restraint are assumed to continue in future
years and have been allocated to the appropriate functions as part
of the savings to be achieved in non-defense discretionary spending.

The Committee recommendation also assumes, beginning in FY
1983, the President's management initiatives in this function for
reduction in waste, fraud, and abuse and for improved debt collec-
tion.

(115)



Function 950: UNDISTRIBUTED OFFSETTING RECEIPTS

MAJOR NATIONAL NEEDS ADDRESSED BY THE FUNCTION

Offsetting receipts are generally deducted from outlays and
budget authority at the function, subfunction, or account level. In
three instances, however, such payments are deducted from the
budget totals as undistributed offsetting receipts. Payments for
rents and royalties on the Outer Continental Shelf are very large
and their inclusion in a particular function would distort the pres-
entation of Federal program costs. Deductions for interest received
by trust funds and for the payments that each agency makes as its
share of employee retirement costs are included as part of this cat-
egory to eliminate double counting of budget authority and outlays
in order to reflect properly transactions with the public. Disposal of
Federal surplus property is included as an undistributed offsetting
receipt because all properties to be sold have not been identified
and therefore receipts cannot be allocated among specific programs
or functions.

Function 950: Undistributed Offsetting Receipts

SPENDING PROGRAMS
[in billions of dollars]

FY FY FY FY
1982 1993 1964 1985

Baseline ................................................................................................ BA - 30.5 - 34.7 - 38.1 - 42.2
0 -30.5 -34.7 -38.1 -42.2

Committee recommendation ............................................................... BA -30.5 -39.3 -44.8 -47.3
0 -30.5 -39.3 -44.8 -47.3

COMMITTEE RECOMMENDATION

The Committee recommends -$39.3 billion in budget authority
and -$39.3 billion in outlays for this function in FY 1983.

The Committee recommendation assumes lower receipts as a
result of: (1) reduced employer contributions to employee retire-
ment funds caused by the pay recommendations, and (2) reduced
interest income to trust funds because of lower interest rates.

The Committee recommendation also assumes the President's
management initiatives savings for accelerated OCS leasing and
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disposal of surplus Federal property. These changes more than
offset the lower receipts mentioned above.

Function 950: Undistributed Offsetting Receipts

HISTORICAL DATA
[o a-bm of domlrs

Actull

Major prm Y FY FY FY FY
1976 1977 1978 1979 1980 1961

Rents and royalties on the outer continental shelf . -2.7 -2.4 -2.3 -3.3 -4.1 -11
Interest received by trust funds ...................................... -7.8 -8.1 -8.5 -1(10 -120 -1f1
Employer share, employee retirement ............................. -4.2 -4.5 -5.0 -5.3 -5.8 -7.6

Total function ....................................................... -147 -151 -158 -115 -21.9 -303
Nominal growth (percent) ......................... 4 3 5 17 18 38
Real growth (percent) ................................ -0.04 -3 2 8 9 27





CHAPTER IX. ALLOCATIONS TO SENATE
COMMITTEES

In support of the Committee recommendation that Senate com-
mittees begin immediately to operate on the basis of the Senate
Resolution pending final agreement with the House of Representa-
tives, the allocations to Senate committees pursuant to section 302
of the Congressional Budget Act are set forth below for fiscal years
1982 and 1983.

SENATE COMMITTEE ALLOCATIONS PURSUANT TO SEC. 302 OF THE
CONGRESSIONAL BUDGET ACT, FY 1982

[In miss of dollars]

Direct spending jursdIctlon EntIlents funded In annual
approgeiation acts

Appropriations Committee .............................................. 457,712 436,446 ..........................................
Agriculture, Nutrition, and Forestry Committee .......... 766 12,679 89 125
Armed Services Committee ............................................ 59 55 15,192 15,155
Banking, Housing, and Urban Affairs Committee 2,688 109 ...................... 1
Commerce, Science, and Transportation Committee.. 1,684 804 279 434
Energy and Natural Resources Committee ................... 1,156 928 53 55
Environment and Public Works Committee .................. 10,183 2,047 6 6
Finance Committee ......................................................... 351,505 351,712 43,844 45,485
Foreign Relations Committee ......................................... 13,701 11,365 ..........................................
Governmental Affairs Committee ................................... 42,984 29,839 (1) (1)
Judiciary Committee ....................................................... 539 522 .59 60
Labor and Human Resources Committee ..................... 5,412 5,511 5,504 5,341
Rules and Administration Co mmittee ........................... 46 8 ..........................................
Small Business Com m ittee .......................................................................................................................................
Veterans Affairs Committee ........................................... 1,363 1,024 15,711 15,212
Select Committee on Indian Affairs .............................. 515 362 ..........................................
Not allocated to committees ............... -112,710 -112,711 ..........................................

Total, budget ...................................................... 777,600 740,700 80,737 81,874

Las Ofw $53 fettl
Nt Deteb may not adVI to tlals due to roendifig.

(119)
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SENATE COMMITTEE ALLOCATIONS PURSUANT TO SEC. 302 OF THE
CONGRESSIONAL BUDGET ACT, FY 1983

on m rei of dofla]

Direct slpi nJl j tlon Entitlemnts funded in annMal
aw opdnl acts

Appropriations Committee .............................................. 490,392 461,652 ..........................................
Agriculture, Nutrition, and Forestry Committee .......... 618 9,451 94 90
Armed Services Committee ............................................ 82 92 15,989 15,982
Banking, Housing, and Urban Affairs Committee . 3,064 -94 ..........................................
Commerce, Science, and Transportation Committee.. 1,201 121 345 400
Energy and Natural Resources Committee ................... 1,129 920 53 50
Environment and Public Works Committee .................. 11,194 1,748 6 6
Finance Committee ......................................................... 389,616 389,381 42,022 46,510
Foreign Relations Committee ......................................... 14,777 12,225 ..........................................
Governmental Affairs Committee .................................. 46,061 32,027 (1) (1)
Judiciary Committee ....................................................... 539 522 62 62
Labor and Human Resources Committee ..................... 5,808 5,607 5,126 5,201
Rules and Administration Committee ........................... 48 10 ..........................................
Sina Business Co m m ittee .......................................................................................................................................
Veterans Affairs Committee ........................................... 1,469 1,012 14,113 14,654
Select Committee on Indian Affairs .............................. 548 414 ..........................................
Not allocated to committees .......................................... -134,847 -135,989 .................................................

Total. budget ...................................................... 831,700 779,100 77,810 82,957

, an m $I00 tMunn
NotE Detal may not add to totals due to rounig.



ROLLCALL VOTES IN COMMITTEE

Rollcall votes taken during Committee consideration of this legis-
lation are as follows:

(121)
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1. Hart motion to adopt the Congressional Budget Office "Pessimistic
Alternative Economic Assumptions" as the economic mark.

Motion rejected by 2 Yeas 15 Nays.

Nay: Kassebaum
Hatch
Kasten
Quayle
Gorton
Hollings
Chiles
Biden
Sasser
Metzenbaum
Exon
Tower
Johnston
Boschwitz
Domenici

2. Domenici motion to adopt the Congressional Budget Office baseline
economic assumptions with adjustment for 1982 interest rate assumptions.*

Motion agreed to by 16 Yeas

Yea: Kassebaum
Hatch
Quayle
Gorton
Hollings
Chiles
Biden
Sasser
Hart
Metzenbaum
Moynihan
Exon
Tower
Johnston
Boschwitz
Domenici

1 Nay

Nay: Kasten

Yea: Hart
Moynihan

* This Committee decision was modified by consensus later in mark-up
when the Chairman presented a revised baseline, developed during the
Congressional-White House working groups efforts to produce a budget
compromise.



123

3. Kasten motion to assume revenues change of:

FY82 FY83 FY84 FY85

+5 +28 +50

Motion rejected: 4 Yeas 17 Nays

Yeas: Hatch Nays: Armstrong
Symms Kassebaum
Grassley Boschwitz
Kasten Andrews

Quayle
Gorton
Hollings
Chiles
Biden
Johnston
Sasser
Hart
Metzenbaum
Riegle
Moynihan
Exon
Domenici

4. Metzenbaum motion to use CBO current policy baseline for Function
050, National Defense.

Motion rejected: 9 Yeas 12 Nays

Yeas: Hollings Nays: Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Hatch
Sasser Andrews
Hart Symms
Metzenbaum Grassley
Riegle Kasten
Moynihan Quayle

Gorton
Exon
Domenici
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5. Metzenbaum motion to use CBO baseline for revenues.

Motion rejected: 6 Yeas 15 Nays

Yeas: Hollings Nays: Armstrong
Biden Kassebaum
Hart Boschwitz
Metzenbaum Hatch
Riegle Andrews
Moynihan Symms

Grassley
Kasten
Quayle
Gorton
Chiles
Johnston
Sasser
Exon
Domenici

6. Hollings motion to endorse the following aggregate totals proposed

in the President's budget as re-estimated by CBO.

FY82 FY83 FY84 FY85

Outlays 738.3 785.5 846.3 914.7

Revenues 624.3 653.1 710.4 778.3

Deficit (-) -113.9 -132.4 -135.9 -136.4

Motion rejected: 0 Yeas 20 Nays

Yeas: Nays: Armstrong
Kassebaum
Boschwitz
Andrews
Symms
Grassley
Kasten
Quayle
Gorton
Hollings
Chiles
Biden
Johnston
Sasser
Hart
Metzenbaum
Riegle
Moynihan
Exon
Domenici

Mr. Hatch voted "present".
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7. Hollings motion to assume revenues change of:

FY82 FY83 FY84 FY85

+6 +35 +71 +92

Motion rejected: 7 Yeas 15 Nays

Yeas: Hollings Nays: Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Hatch
Hart Tower
Metzenbaum Andrews
Exon Symms

Grassley
Kasten
Quayle
Gorton
Sasser
Riegle
Moynihan
Domenici

8. Exon motion to defer the 1983 tax cut and to balance the budget by 1985.

Motion rejected by: 5 Yeas 12 Nays

Yeas: Andrews Nays: Armstrong
Hollings Kassebaum
Johnston Boschwitz
Sasser Symms
Exon Grassley

Kasten
Quayle
Gorton
Chiles
Riegle
Moynihan
Domenici
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9. Riegle motion to strike Domenici Social Security proposal.

Motion rejected: 9 Yeas 10 Nays

Yeas: Hollings Nays; Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Andrews
Sasser Symms
Hart Grassley
Riegle Kasten
Moynihan Quayle
Exon Gorton

Domenici

10. Domenici motion to approve compromise budget plan producing deficits of:

FY82 FY83 FY84 FY85

-117.7 -106.1 -69.0 -39.5

Motion agreed to: 11 Yeas 9 Nays

Yeas: Armstrong Nays: Hollings
Kassebaum Chiles
Boschwitz Biden
Hatch Johnston
Andrews Sasser
Symms Hart
Grassley Riegle
Kasten Moynihan
Quayle Exon
Gorton
Domenici

If present, Senator Metzenbaum would have voted nay.
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11. Metzenbaum motion to set totals in Function 500, Education,
Training, Employment, and Social Services at:

FY82
BA 0

FY83
BA 0

FY84
BA 0

FY85
BA 0

25.4 28.1 30.1

Motion rejected: 3 Yeas 15

Yeas : Hart
Metzenbaum
Riegle

Nays

Nays: Armstrong
Boschwitz
Hatch
Andrews
Symms
Grassley
Kasten
Quayle
Gorton
Hollings
Chiles
Biden
Johnston
Exon
Domenici

12. Hollings motion to set totals of Function
Employment, and Social Services at:

FY82
BA 0

FY83
BA 0

FY84
BA 0

FY85
BA0

--- 26.8

Motion rejected: 9 Yeas

Yeas : Andrews
Hollings
Chiles
Biden
Johnston
Hart
Metzenbaum
Riegle
Exon

27.0 27.5 27.2 27.6

10 Nays

Nays: Armstrong
Kassebaum
Boschwitz
Hatch
Synms

Grassley
Kasten
Quayle
Gorton
Domenici

28.5 31.3 30.8 32.5

500, Education, Training,
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13. Hart motion to set totals of Function 500, Education, Training
Employment, and Social Services at:

FY82
BA 0

FY83
BA 0

FY84
BA 0

FY85
BA 0

-- 26.6 27.1 26.8 27.1 26.3 26.2

Motion rejected: 6 Yeas

Yeas : Hollings
Chiles
Johnston
Sasser
Hart
Riegle

8 Nays

Nays: Kassebaum
Boschwitz
Hatch
Symms
Grassley
Quayle
Gorton
Domenici

14. Chiles motion
Justice at:

FY82
BA 0

to set totals of Function 750, Administration of

FY83
BA 0

FY84
BA 0

4.9 4.9 5.0 5.0 5.1 5.1

Motion rejected: 5 Yeas 11 Nays

Yeas: Chiles Nays: Armstrong
Biden Kassebaum
Johnston Boschwitz
Sasser Hatch
Exon Andrews

Symm s
Grassley
Kasten
Quayle
Gorton
Domenici
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15. Chiles motion to set totals of Function 700, Veterans Benefits and
Services at:

FY82
BA 0

FY83
BA 0

FY84
BA 0

FY85
BA 0

-- 24.9

Motion rejected: 4 Yeas

Yeas: Chiles
Biden
Johnston
Exon

24.7 26.2 25.5 27.2

10 Nays

Nays: Armstrong
Kassebaum
Boschwitz
Hatch
Symms
Grassley
Kasten
Quayle
Gorton
Domenici

16. Chiles motion to set totals of Function 250,
Space and Technology at:

FY82
BA 0

FY83
BA 0

FY84
BA 0

FY85
BA 0

7.0 7.0 7.8 7.6 7.7 7.8 7.3 7.4

Motion rejected: 5 Yeas 1] Nays

Yeas: Hollings Nays: Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Hatch
Exon Symms

Grassley
Kasten
Quayle
Gorton
Riegle
Domenici

General Science,
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17. Johnston motion to adopt the modified Holling's plan, revised to
exclude changes in cost-of-living adjustments.

Motion rejected: 6 Yeas 10 Nays

Yeas: Hollings Nays: Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Hatch
Hart Symms
Riegle Grassley

Kasten
Quayle
Gorton
Domenici

18. Chiles motion to set totals in Function 550, Health at:

FY82 FY83 FY84 FY85
BA 0 BA 0 BA 0 BA 0

.-- 80.5 79.2 94.0 88.7 106.2 100.4

Motion rejected: 7 Yeas 11 Nays

Yeas: Hollings Nays: Armstrong
Chiles Kassebaum
Biden Boschwitz
Johnston Hatch
Hart Tower
Riegle Symms
Moynihan Grassley

Kasten
Quayle
Gorton
Domenici



19. Riegle motion to set totals in
Credit at:

Function 370, Commerce and Housing

FY82
BA 0

FY83
BA 0

FY84
BA 0

3.8 6.9 3.7 7.4 3.4 7.2 3.1

Motion rejected: 5 Yeas

Yeas: Hollings
Chiles
Biden
Hart
Riegle

13 Nays

Nays: Armstrong
Kassebaum
Boschwitz
Hatch
Tower
Symms
Grassley
Kasten

.Quayle
Gorton
Johnston
Moynihan
Domenici

20. Riegle motion to set totals in Function 050, National Defense at:

FY82
BA 0

216.0 190.1

FY83
BA 0

FY84
BA 0

243.9 214.8 214.8 275.0

FY85
BA 0

309.5 276.3

Motion rejected: 2 Yeas 15 Nays

Yeas: Riegle Nays: Armstrong
Moynihan Kassebaum

Boschwitz
Tower
Symms
Grassley
Kasten
Quayle
Gorton
Hollings
Chiles
Biden
Johnston
Hart
Domenici

FY85
BA 0



21. Moynihan motion to set totals

FY82 FY83
BA 0 BA 0

.-- 21.8 20.1

Motion rejected: 5 Yeas 12

Yeas: Hollings
Biden
Hart
Riegle
Moynihan

22. Hollings motion to set totals

FY82 FY83
BA 0 BA 0

.-- 281.8 272.6

Motion rejected: 6 Yeas 10

Yeas: Hollings
Biden
Johnston
Hart
Riegle
Moynihan

in Function 400, Transportation at:

FY84 FY85

BA 0 BA 0
22.2 19.9 23.0 20.1

Nays

Nays: Armstrong
Kassebaum
Boschwitz
Hatch
Symms
Grassley
Kasten
Quayle
Gorton
Chiles
Johnston
Domenici

in Function 600, Income Security at:

FY84 FY85
BA 0 BA 0

301.3 288.7 333.8 310.6

Nays

Nays: Armstrong
Kassebaum
Boschwitz
Hatch
Symms
Grassley
Kasten
Quayle
Gorton
Domenici
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23. Domenici motion to adopt Federal Credit levels as follows:

New direct loan obligations: 63.6

New primary loan guarantee commitments: 102.5

New secondary loan guarantee commitments: 68.3

Motion agreed to by unanimous consent.

24. Domenici motion to retain Sections 2(b)(3) and 2(b)(7) in the
resolution.

Motion agreed to: 7 Yeas 6 Nays

Yeas: Hatch Nays: Kassebaum
Symms Boschwitz
Grassley Hollings
Kasten Chiles
Quayle Johnston
Gorton Moynihan
Domenici

25. Chiles motion to amend enforcement provisions to include a modification
of the application of the "germaneness" provision to reconciliation
bill to allow spending cuts or tax changes different from those
reported by committees, but not to allow non-budgetary provisions.

Motion rejected: 6 Yeas 11 Nays

Yeas: Hollings Nays: Kassebaum
Chiles Boschwitz
Biden Hatch
Johnston Tower
Metzenbaum Andrews
Exon Symms

Grassley
Kasten
Quayle
Gorton
Domenici

26. Domenici substitute for the Sasser, Riegle, Moynihan motion to
include sense of Congress language on monetary policy, as amended
by Quayle.

Motion agreed to by unanimous consent.
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27. Domenici motion to report the resolution favorably to the Senate.

May 6, 1982

FIRST BUDGET RESOLUTION FOR FY 1983

AS REPORTED BY SENATE BUDGET COIITTEE

($ billions)

FY 1982 FY 1983 FY 1984 FY 1985
Function BA 0 BA 0 BA 0 BA 0

050: National Defense ................... 216.9 190.3 251.7 215.3 278.3 243.0 316.5 277.7
150: International Affairs .............. 16.8 11.4 16.2 12.1 16.7 12.3 21.0 12.2
250: General Science, Space, and

Technology ....................... 7.0 7.1 7.0 7.1 6.9 7.0 6.9 7.0
270: Energy ............................. 4.8 6.4 4.9 4.8 4.2 3.6 4.1 3.3
300: Natural Resources and Environment.. 10.3 12.8 9.9 11.4 9.3 10.3 8.9 9.3
350: Agriculture ........................ 9.9 13.8 6.6 10.1 8.3 8.2 6.7 7.3
370: Commerce and Housing Credit ........ 6.5 3.8 6.9 2.8 7.4 2.4 7.2 2.1
400: Transportation ..................... 20.8 21.3 21.3 19.9 21.5 19.6 21.8 19.5
450: Community and Regional Development. 6.7 8.5 6.9 7.7 6.9 7.5 7.0 7.4
500: Education, Training, Employment.

and Social Services .............. 25.4 28.1 25.5 26.4 25.2 25.5 24.4 24.6
550: Health ......... ........... 78.5 73.7 79.7 76.5 92.6 83.9 104.3 94.5
600: Income Security .................... 260.9 251.5 281.7 272.5 300.8 288.2 332.9 309.7
700: Veterans Benefits and Services ..... 24.8 23.8 23.4 22.7 24.2 23.6 24.4 24.4
750: Administration of Justice .......... 4.5 4.6 4.6 4.7 4.6 4.6 4.6 4.6
800: General Government ................. 5.2 5.0 5.0 4.8 4.7 4.6 4.7 4.4
850: General Purpose Fiscal Assistance.. 6.4 6.3 6.6 6.5 6.7. 6.7 6.9 6.8
800: Interest ........................... 102.0 102.0 115.1 115.1 119.8 119.8 111.6 111.6
920: Allowances ......................... 0.7 0.8 -2.0 -2.0 -0.8 -0.8 -0.8 -0.6
950: Undistributed Offsetting Receipts.. -30.5 -30.5 -39.3 -39.3 -44.8 -44.8 -47.3 -47.3

Total Spending ................ 777.6 740.7 831.7 779.1 892.3 825.0 966.0 878.5

Revenues ...................... 623.0 667.0 739.0 822.0

Social security solvency ...... --- -6.0 -17.0 -17.0

Deficit ....................... -117.7 -106.1 -69.0 -39.5

Public Debt ................... 1,144.2 1,290.0 1,414.6 1,522.9

Motion agreed to: 12 Yeas 10 Nays

Yeas: Armstrong Nays: Hollings
Kassebaum Chiles
Boschwitz Biden
Hatch Johnston
Tower Sasser
Andrews Hart
Symms Metzenbaum
Grassley Riegle
Kasten Moynihan
Quayle Exon
Gorton

Domenici
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28. Motion to authorize staff to complete calculations and make minor
technical corrections.

Motion agreed to by unanimous consent.



ADDITIONAL VIEWS OF SENATOR WILLIAM L.
ARMSTRONG

The Federal budget deficit reductions recommended by the
Senate Budget Committee, and endorsed by President Reagan, set
the stage for a dramatic recovery of the U.S. economy. Persistent
high interest rates have stifled economic growth, caused thousands
of business failures and resulted in millions of lost jobs nationwide.

Our plan is a bold, credible, and fair approach to reduce the
enormous Federal budget deficits which have caused high interest
rates. Leading economists agree that prompt action to reduce defi-
cits will result in substantially lower interest rates within the im-
mediate future. Therefore the committee budget:

-cuts projected deficits for fiscal years 1983-85 by $417 billion,
-from $631 billion to $215 billion in the 3-year period;

-reduces the FY 1985 deficit by more three quarters, from
$232.5 billion to $39.5 billion;

-provides a balanced program of spending restraint in entitle-
ment programs and appropriated accounts including defense
spending reductions and modest revenue increases;

-calls for approximately $3 of spending restraint for every
dollar of new reveune; and

-protects the personal and business tax reductions enacted last
year; projected revenue increases can be achieved through
loophole closings, user fees, excise taxes, etc .... without
dismantling the President's 3-year tax program and personal
tax rate indexing.

I have surveyed a number of the nation's most distinguished
economists, not only the economists who are often quoted in the
national news magazines, but a broad cross-section of economists in
the nation's universities, in banking institutions, on Wall Street,
and elsewhere, and put to them a series of questions about what
they would expect to happen in the event that the Congress en-
acted measures of budget restraint similar to the Committee's plan
which would substantially reduce the deficit. I have included my
letter and some of their responses as an addendum to my views.
Their general response has been that a change in the deficit of this
magnitude in fact would cause interest rates to drop by four or five
points within a very short period of time. That is the kind of pat-
tern which, if the predictions are even approximately correct,
would spell a recovery of dramatic proportions. The country would
see a huge increase in housing starts, a recovery of automobile
sales, and the unemployed going back to work.
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It is now up to the Senate to act upon the Committee's recom-
mendations. The alternative to our program are deficits of $660 bil-
lion over the next 3 years. If Congress ignores its responsibility and
leaves the credit markets saddled with these kinds of deficits, cur-
rent interest rates not only cannot come down, but they are certain
to go up. There is no way of knowing where the top is, because the
pressure on the capital markets is unprecedented. Suffice it to say
that we will come to look back on a 16-percent prime, and an econ-
omy operating at only three-quarters of its potential as "the good
old days."

The people of this country know that deficit-caused high interest
rates are the only thing standing in the way of economic growth
and prosperity. If we act now, the golden years of America are
ahead of us.

WILLIAM L. ARMSTRONG.

U.S. SENATE,
Washington, D.C., April 5, 1982.

DEAR Si: As the Senate budget committee begins its work on
the First Concurrent Budget Resolution for 1983, the issue causing
greatest concern is the high level of interest rates. Given the size of
projected deficits over the foreseeable future, it is difficult to see
how the economy can expect any relief unless Congress acts aggres-
sively to reduce these deficits.

Recognizing this, several Members of the Budget Committee have
devised deficit reduction programs (see attached). You will note
that all the plans involve some very tough choices. I do not believe
that Congress will bite the bullet and take the necessary actions
unless there is the clear payoff of lower interest rates.

It would be very helpful to the Budget Committee's and Con-
gress' deliberations if we had some sense of what these deficit re-
duction plans would mean for interest rates. To be specific, if a Do-
menici, Hollings, or any of the other plans, were enacted, what
range of short term and long term interest rates might we expect
in the near term and, say, six months from now? I would greatly
appreciate your thoughts.

Best regards.Sincerely,
WILLIAM L. ARMSTRONG.

Enclosure.

12-070 0-83- 12 (Pt 10) BLR



DEFICIT REDUCING OPTIONS

[All numbers are reductions of the BaselineI deficits except whem Indicated by "+"; in fiscal years]

DOrenici Hollinlp Boschwltz Kasten Gorton Grssley

1983 1984 I5 19 3 1984 1985 19 3 1984 19985 1983 1984 1985 1983 1984 1995 1983 1984 1989

Revenues ................................................ 18.0 49.0 55.0 31.5 61.1 80.8 23.1 41.3 59.6 5.6 28.5 40.5 40.1 71.1 83.9 18.0 37.0 40.0

Defense ................................................... + 0.5 + 3.7 + 12.0 6.3 15.3 17.3 +2.2 +5.9 + 14.7 + 2.2 +9.0 + 22.8 ..............................................................................................

Pay raises ............................................... 5.7 8.2 10.7 5.7 8.2 10.7 3.3 7.1 11.2 1.1 2.3 4.5 5.7 8.2 10.7 3.2 7.0 7.7

Discretionary nondefense ..................... 3.4 8.8 15.8 ................................................ 3.6 9.4 16.6 8.3 17.0 25.0 3.6 9.4 16.6 3.6 9.4 16.6

COLA's .................................................... 17.8 26.3 35.2 16.7 25.6 32.3 11.8 21.2 32.5 9.9 19.7 30.4 17.8 26.3 35.2 17.1 31.8 45.2

Other entitlement savings .................... 8.6 11.4 14.3 ................................................ 14.9 26.9 39.5 11.0 16.7 23.1 2.6 6.4 11.4 11.0 16.9 23.7

User fees ................................................ 1.0 1.9 2 2 ................................................ 0.5 1.3 1.4 1.0 1.9 2.2 ..............................................................................................

Management savings ............................ 3.7 6.7 8.4 22 3.7 4.2 1.5 3.0 4.0 17.9 22.5 27.6 3.7 6.7 8.4 3.7 6.7 8.4

Interest savings ..................................... 16.2 38.5 59.1 17.2 40.1 61.5 15.9 37.9 59.2 5.0 16.3 30.2 6.9 21.8 39.7 16.2 38.5 59.5

Total deficit reduction ................. 73.9 147.1 188.7 79.6 154.0 206.8 72.4 142.2 209.3 57.6 115.9 160.7 80.4 149.9 205.9 728 1473 201.1

Remaining deficit (-) or surplus co

(+) .................................................... -83.8 -41.0 -16.6 -78.1 -34.1 +1.5 -853 -45.9 +4.0 -100.1 -72.2 -44.6 -77.3 -38.2 +0.6 -84.9 -40.8 -4.2 00

I Baseline refers to CBO current policy. The Baseline makes the following economic assumptions:



1982 1983 1984 1985

Nom inal GNP .............................................................................................................................. 7.5 11.9 10.4 9.7
GNP deflator ............................................................................................................................... 7.5 7.3 6.6 6.0
Unem ploym ent ............................................................................................................................ 8.9 8.0 7.4 7.2
91-day T-bills ............................................................................................................................ 12.0 13.2 11.3 9.4

DILLoN, READ & CO., INC.,
New York, April 8, 1982.

Senator WILuam L. ARMSTRONG.
U.S. Senate,
Washington, D.C.

DEAR SENATOR: Many thanks for your letter of April 2nd asking
my opinion of the impact of various deficit reduction programs on
interest rates. The answers in this letter are the results of discus-
sions with my partner, Pete Flanigan, and reflect the opinion of
Dillon, Read & Co. Inc.

The reason interest rates remain high in the face of falling infla-
tion is the prospect for continued extraordinarily high demands by
the Federal Government on the credit markets. The argument that
projected deficits are modest in relation to GNP is not germane.
Deficits are financed from savings, not from GNP, and the Federal
Government's preemption of savings has grown dramatically in the
last few years (Table 1).

In the decade ending 1974, Federal and Federal Related Borrow-
ings averaged 25 percent of Net National Savings. In 1982 these
Borrowings are estimated to absorb over 90 percent of savings
(Table 11), leaving less than 10 percent of savings for borrowings by
cities and states, utilities, industries, mortgage institutions, con-
sumers, etc. Future deficits under the current Administration's
proposals would increase this already destructive level of Federal
absorption of savings.

As the five charts on Table III make absolutely clear, a high
level of Federal and Federal Related Borrowings as a percent of
Net National Savings has historically called forth an equivalent in-
crease in money supply, which has resulted in an equivalent in-
crease in the CPI.

Hence, as the fifth chart indicates, high Federal borrowings have
in the past resulted in inflation. That being the case, lenders who
foresee high Federal borrowings also foresee high inflation and
demand high interest rates to offset it.

All the budgets, except the Kasten alternative, in the table sent
with your letter, call for a fiscal 1983 deficit of about $80 billion as
does the Administration-Congress budget compromise discussed in
today's Wall Street Journal and approximate balance in 1985. The
Kasten option also differs in that it relies heavily on "Management
Savings" which experienced observers in the financial world have
learned to mistrust. Thus, the five alternatives other than Kasten's
produce essentially produce the same bottom line results and
would have the same effect on interest rates. Our estimate is that,
while short term rates would remain at double digit levels, the
effect on long term rates would be as follows:
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[in percent]

Current Effect

Government AA industral Government M industrial

5-year .................................................................................................. 14.19 15.12 10 10
10-year ................................................................................................ 14.13 15.12 10% 103
Long-term ............................................................................................. 13.67 15.75 11 12 /4

I trust this answers your questions. If you wish to discuss this
further, please call either Pete Flanigan or me.

Very truly yours,
RICHARD A. BLANCO,

Managing Director.

DEAN WITTER REYNOLDS INC.,
New York, N. Y, April 8, 1982.

Hon. WILLIAM L. ARMSTRONG,
U.S. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: It has been my position for the past
year that the mammoth Federal deficits that were expected in
fiscal years 1982-84 would lead to record intrest rates in 1981-82
and no growth in the economy. I was therefore delighted to receive
your letter showing five alternative proposals to bring the fiscal
year 1984 deficit down to $40 billion. I would expect short term in-
terest rates to decline by 4-5 percent if that came about, and simi-
larly bond rates would decline by 3 percent over a 6-12 month time
horizon.

The tough budget-trimming numbers you show range between
$160-200 billion by fiscal 1985. The financial markets would heart-
ily embrace significant deficit trimming as these numbers imply.
However, if only cosmetic changes of $30 billion by fiscal 1984 are
made, it would be considered inappropriate and would lead to sig-
nificantly higher interest rates.

Since you haven't supplied the details of how revenues will be
raised, I assume it is either a business or personal tax increase.
The President's staff has told me the Administration will not
accept an elimination or deferral of the 1983 personal tax cut. I
would offer for your consideration a suggestion that the third year
of the personal tax cut be given to individuals in the form of a tax-
free government savings bond paying market rates at the time of
issue and non-redeemable for five years. This would eliminate $44
billion of fiscal year 1984 financing. It would give individuals their
tax cut as a form of forced saving near term and potential buying
later on. This would offer the beleaguered bond market some re-
spited from government borrowing, and allow some corporate fi-
nancing to occur.

I heartily endorse your courageous budget proposals and if you
would like further elaboration of these points, please contact me.

Sincerely,
ARNOLD X. MOSKOWITZ.



AuBm G. LANSTON & Co., INC.,
New York, N. Y, April 12, 1982.

Hon. Wnan~ L. ARMSTRONG,
U.S. Senate, Washington, DC.

Di" SENATOR ARMSTRONG: Thank you for your request for my
views regarding the impact on interest rates of various deficit re-
duction plans now being proposed in the Senate. The deficit cutting
plans for fiscal 1983-85 are in my view vital in bringing about sig-
nificant declines in interest rates. Such declines are, in turn, essen-
tial to cushion the current economic slump and to eventually pave
the way to economic recovery.

Please allow me to underscore the seriousness of the problem.
Our current estimates suggest that without further Congressional
action the fiscal 1983 Federal budget deficit will soar to approxi-
mately $180 billion. This shocking prospect highlights the funda-
mental flaw in the Reagan economic program. On one hand it en-
courages commendable Federal Reserve efforts to starve the econo-
my for new money and credit in order to permanently depress in-
flationary pressures and inflation psychology; while, on the other
hand, the Reagan program has resulted in widely escalating bor-
rowing demands by the Federal government that threaten to shut
many consumers, farmers, and business borrowers completely out
of the financial markets. The fear is that this financial squeeze
could lead to a tidal wave of bankruptcies and economic collapse.

In essence, there are only three ways to exert downward pres-
sure on interest rates and to get out of the Reagan policy trap. One
way might be for the Fed to cave in and open the new credit and
money floodgates; but this would only lead to a future acceleration
of inflationary pressures as in the past. Another way would be for
Congress and the Administration to agree on deep cuts in the Fed-
eral deficit in the "out" years of fiscal 1983, 1984 and 1985 (as in
the Senate proposals) in order to lessen the clash between the Fed-
eral government and private consumer, farmer, and business bor-
rowers and to aid the overburdened Fed in its lonely anti-inflation
efforts. Still another way to lower interest rates might be through
a deeper and longer recession, eventually leading to further spend-
ing cutbacks and reduced borrowing by consumers and, particular-
ly, businesses; but the resulting weakening in job market condi-
tions would likely push the unemployment rate well above 10 per-
cent and the political consequences might be severe.

Clearly, the most desirable alternative is to make deep cuts in
the Federal budget deficits in fiscal 1983-85. At a minimum, the
deficit cutting measures for fiscal 1983 should be $80 billion (in line
with the options of Senators Hollings and Gorton). A good rule of
thumb might be for roughly one half ($40 billion) of the needed
deficit cut to come in the form of increased revenues (e.g., a $5 a
barrel tax on imported oil, a 4-percent surcharge on incomes over
$40,000 and a closing of corporate tax loopholes). The other half
($40 billion) should come in the form of spending cuts, but with
even greater than proposed declines in defense spending.

In the event that such a deficit cutting agreement would be
forthcoming by, say, May, it would greately ease pressures on in-
terest rates. Not only would Fed's anti-inflation burden be eased,



but also the financial market's fears of a financial crisis and even-
tually higher interest rates would be eased. As a result, it could be
expected that short-term interest rates, including the prime rate,
might fall by at least 6 percentage points by late 1982 or early 1983
while longer term bond rates should fall by 4 percentage points or
SO.

If I can be of further assistance please let me know.
Sincerely,

DAVID M. JONES.

IRVING TRUST,
New York, N. Y, April 14, 1982.

Hon. WILUAM D. ARMSTRONG,
US. Senate, Washington, D.C

DEAR SENATOR ARMSTRONG: Thank you for the opportunity to
comment on the likely interest rate effects of bringing the Federal
deficit under control. It is clear that we will not see sustained real
growth in our economy until interest rates come down significant-
ly. But it must be remembered that, although a significant reduc-
tion in interest rates is a necessary condition for growth, it is not
sufficient. To see that this is so it may simply be noted that, if eco-
nomic activity were to continue to decline this year, then interest
rates would surely resume the drop they began last fall. But this
decline of interest rates in a continuing recession is surely not
what we want.

What we do want is lower interest rates along with the 4 percent
or better real growth targeted by the Reagan Administration over
the next several years and no accelaration in inflation. I am sure
this could be achieved if the following two-part policy were adopt-
ed:

The financial markets must be sent a clear message that a pro-
gram. is in place to bring the Federal budget into balance as the
economy moves back up toward full employment (which I take to
be a 6 percent unemployment rate). The deficits must fall in a con-
sistent and convincing manner overtime under a realistic set of
future economic forecasts as the economy recovers and unemploy-
ment falls. This will foster the expectations necessary to bring
down long-term rates.

At the same time the Federal Reserve must also relax its mone-
tary targets, which are too rigid and may allow insufficent room
for real growth. Otherwise, there may not be sufficient transaction
balances available to support an expanding economy, and therefore
interest rates (which are the price of money) will remain very high.
I believe the Fed's monetary growth targets must be broadened so
that various unpredictable factors that impact money demand will
not keep interest rates unduly high and prevent growth.

It is critical to its success that both parts of this policy be adopt-
ed. If it is, I am confident that we can have single digit short-term
money market rates and a 12 percent or so residential mortgage
rate within six months. At the same time, I believe, we will also
begin the 4 percent-plus real growth targeted by the Administra-



tion. And we will see no accelaration in the inflation rate over the
next several years.

I fully realize that the monetary part of this policy package is
not within the scope of the Congress. Nevertheless, I believe we
need not only an accord between the Administration and the Con-
gress over the budget, but just as critically between the Adminis-
tration, the Congress, and the Federal Reserve over both parts of
the above policy.

This would indeed be a historic step, but I believe the economic
situation requires it. The unemployment rate is at a postwar high,
and business defaults are running at the highest rate since the de-
pression. Moreover, we are seeing slop from our grasp a once in a
lifetime opportunity to dramatically reverse the trend towards an
ever increasing role of government in the economy.

I hope you find these thoughts of some use in your deliberations.
I would, of course, be .happy to help clarify any points that may
remain unclear.

Best regards.
Cordially,

GORDON B. PYE.

U.S. TRUST,
New York, N. Y, April 20, 1982.

Senator WILIM L. ARMSTRONG,
US. Senate, Washington, D.C.

DAR SENATOR ARMSTRONG: I have given the questions in your
letter of April 5 a good deal of thought. I wish it were possible to
give you unequivocal answers to them, but the extreme dependence
of financial markets on expectations and shifts in expectations
makes any views, as best, informed guesses.

Clearly the financial markets, as well as the Government and
the public, are upset by the prospect of continuously increasing
$100+ billion deficits. Even more important, in my opinion, is the
fear that no one really understands these numbers and how to con-
trol them. So my first observation is that whatever budget plan is
agreed upon should be credible and adhered to. If this means "ac-
cepting" a $125 billion deficit for fiscal year 1983, that is better
than aiming at a $100 billion figure and them exceeding it.

My second observation is that you must be able to show a declin-
ing trend in the deficit over the next few years, bringing it down to
no more than 2 percent of GNP by the time the economy is fully
recovered-probably 1984.

Finally, I believe the Treasury needs to be much more innovative
in financing what will be an enormous volume of securities even
under the most optimistic assumptions. Money managers, after all,
are risking other people's money and are understandably afraid to
invest in long-term bonds on a permanent basis until fiscal re-
straint has been proved. That may take several years. Individuals,
however, can be appealed to on many grounds and, in my opinion,
would be willing to provide funds in the two to three year maturity
range at well under the 14 percent rate on marketable securities.
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In this connection, I would like to recommend strongly that we
revitalize the Savings Bond program. The Canadian government fi-
nanced almost its entire annual deficit in its savings bond drive
last fall. Certainly if higher-income tax payers had a choice be-
tween a tax rate hike and a forced savings program, they would
opt for forced savings.

We should recognize that a significant part of the current deficit
is caused by the decline in inflation and therefore a lower "infla-
tion tax," without a compensating decline in interest rates. The fi-
nancing gap created by this development needs to be covered by
longer-term bonds sold to the public directly. A key advantage of
this approach is that it would tend to slow the growth in the re-
ported monetary aggregates and make the Fed's targets less bind-
ing.

Assuming that all of this happens-a moderate-sized but credible
budget reduction program, more innovative financing of the neces-
sary borrowings and Federal Reserve Policy evolving away from ex-
treme focus on one money variable and toward overall credit ex-
pansion and economic activity-it should be possible to bring inter-
est rates down significantly over the next year or so. More specifi-
cally, the prime rate could be down to a more normal 3-4 points
over the inflation rate, which by mid-1983 could be in the 5-6 per-
cent range. Thus a 10 percent prime is not an impossibility. Over
the next few months, the current monetary cycle could accommo-
date a decline in the prime to the 14 percent zone with long-term
U.S. Treasuries in the 122-13 percent range. Unfortunately, cur-
rent Federal Reserve procedures are likely to result in a rebound
in rates back to present levels toward year-end. It is this prospect
which must be forestalled.

Sincerely,
THOMAS W. SYNNOTT III,

Chief Economist.

BANKERS TRUST Co.,
New York, N.Y., April 16, 1982.

Senator WriiAm L. ARMSTRONG,
US. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: I appreciate your invitation to com-
ment on current fiscal policy and its implications for financial mar-
kets in connection with the forthcoming deliberations of the Senate
Budget Committee. The members of the Committee clearly face
some very tough choices in their consideration of the First Concur-
rent Budget Resolution for 1983, and the decisions that emerge
may be crucial in influencing the behavior of interest rates during
the remainder of 1982 and even more so in the period beyond.

As one who is fairly closely in touch with the nation's money and
capital markets, let me assure you that the primary reason that in-
terest rates, particularly bond yields and other long-term rates, are
holding at such lofty levels in the face of the current recession and
the encouraging headway made this past year in slowing inflation
is the alarming and deteriorating Federal budget situation. With-
out prompt and meaningful action to improve the fiscal picture, it



is obvious that we face triple-digit budget deficits as far ahead as
one can see. Unless this trend is arrested and reversed, interest
rates not only will stay elevated, but they may go appreciably
higher, bringing greater financial problems for businesses and the
thrifts and other financial institutions, thereby short-circuiting the
widely hoped-for economic recovery.

Whereas in earlier years, Federal budget deficits tended to
shrink more or less automatically with a revival in business activi-
ty in the aftermath of business recessions, this is no longer the
case. Because of both the broadening of eligibility requirements
and the indexing of the major Federal entitlement programs-
Social Security, Medicare, military and civil service pensions, etc.-
and the undermining of the Federal revenue base that has resulted
from last year's large and extended tax cuts, budget deficits cannot
be reduced now without specific acton being taken by the Congress
and the Administration. In addition to a significant slowing of the
growth of Federal spending, including a real curb on the entitle-
ment programs and some reduction in defense expenditures, these
steps must encompass more than a modest increase in Treasury re-
ceipts. Moreover, there must be legislation to insure that the re-
straints on Government outlays will endure for a period of years.

Only then will major participants in the credit and capital mar-
kets become sufficiently reassured about the longer run inflation
outlook and that Government borrowing will not "crowd out" pri-
vate sector financing to go ahead and extend their security portfo-
lios, thereby easing the upward pressure on long-term interest
rates. Only then too, can the Federal Reserve afford to loosen
credit somewhat and ease pressures in the money markets.

As for how much interest rates might be expected to decline,
given a meaningful and convincing improvement in the Federal
budget picture, is very hard to say, in view of the deeply-rooted
skepticism that presently exists in the financial markets. And it is
even more difficult to assess the timing. It would certainly seem
reasonable, though, with an early resolution of the budget dilemma
to expect that long-term rates might fall by 2 or as much as 3 per-
centage points by the end of summer, and short-term rates some-
what more. If the Domenici, Hollings or other deficit reduction
plans indicated were to be enacted, within a year long-term rates
could well be down 4 or 5 percentage points.

I would emphasize again, however, that simply agreeing on a
budget reducing target will not be enough to have a material and
lasting impact of interest rates. It must be implemented by the ap-
propriate legislation. The prevailing uneasiness in the money and
capital markets was a long time in developing and will almost
surely give ground gradually as well.

I trust these observations well prove helpful and I wish you and
the Committee every success in the difficult task that now con-
fronts the Congress and the Administration in putting the nation's
fiscal house in order.

Sincerely, DONALD E. WOOLLEY,

Senior Vice President.



MELLON BANK N.A.,
Pittsburgh, Pa., April 18, 1982.

Hon. WILLIAM L. ARMSTRONG,
U.S. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: In response to your letter of April 2,
I am pleased to submit the following comments.

First of all, there is little or no doubt that hopes for a sustained
and vigorous economic recovery depend heavily on lower interest
rates. And it is very difficult indeed to see a significant drop in in-
terest rates until the projected budget deficits for the next several
years are decisively reduced. In other words the budget deficits
now in sight for fiscal 1983 and beyond are constituting a major
roadblock in the path of economic recovery.

All the various plans which were enclosed with your letter con-
template deficit reductions of a scale which I believe would elicit a
very favorable market response. For example, enactment of the Do-
menici, Hollings or Boschwitz plans would dramatically curb the
Treasury's claim on the nation's available supply of credit. This
combined with the recent substantial progress toward a lower infla-
tion rate would in my judgment bring about a sizable three pecen-
tage point drop in both short- and long-term rates. Thus if any of
the plans were enacted, the yield on a AA industrial new issue
might fall to the neighborhood of 12 percent or even a little lower.
And with short-term market rates of interest dropping to around
10 percent, we could look for a prime rate in the vicinity of 12 per-
cent. This decline in rates should certainly occur within six months
of the enactment of a deficit-reducing program.

Incidentally, since each budget-cutting plan assumes that the 91-
day Treasury bill will fall to 9.4 percent by 1985, it follows that the
reduction in interest expense in fact constitutes one of the largest
items of planned savings. Since no one really knows the extent to
which interest rates may fall in response to realized cuts in govern-
ment spending and/or tax increases, it might be better to exclude
these large interest savings from the various deficit-reducing op-
tions.

I hope these few thoughts will be of some use to the Senate
Budget Committee and if there is anything else I might do, please
let me know.

Sincerely,
NORMAN ROBERTSON.

AMERICAN ENTERPRISE INSTITUTE FOR
PUBLIC PoLIcY RESEARCH,

Washington, D.C., April 16, 1982.
Senator WILLIAM L. ARMSTRONG,
U.S. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: The simple answer to your question
about interest rates is that I don't know and I don't think anyone
else does, just as no one knows why interest rates are now as high
as they are. My own view is that with continued monetary re-
straint strengthening the belief that the inflation rate will be sig-
nificantly and durably reduced, and with any of the plans listed in



tour enclosure, interest rates would come down substantially.
'Real" interest rates would be higher than in the pre-1980 past, be-

cause of continuing deficits and tax incentives to invest, but they
would be much lower than today. If forced to make a guess, I would
expect long term rates to be about 10 percent a year from now.

Sincerely, HERBERT STEIN.

LAZARD FRERES & Co.,
New York, .N Y, April 14, 1982.

Hon. Wujw, L. ARMSTROMG,
U.S. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: You have solicited our views on the
probable direction of interest rates if the various deficit reductions
currently being proposed by members of the Senate's Budget Com-
mittee were to be adopted.

Judging by the strong sentiment in the financial community, we
are drawn to the conclusion that any indication of a material
shrinkage in the budget deficit for the next three fiscal years
would provide relief for the credit markets. Some legislators are
still clinging to the hope that a surplus might be achieved by the
mid-80's. If such were to be the case, we believe that it would have
to be primarily the consequence of strong business conditions in an
environment of moderate interest rates rather than through higher
tapes or sweeping paring of expenditures. With the national debt
having an average maturity of less than four years, a reduction of
one percentage point in interest rates would save well in excess of
$3 billion in annual carrying cost; similarly, an increase in Real
Gross National Product of one percent could add $10-$15 billion in
revenues, including savings on some transfer payments.

Although we do not fully agree with every element of each Com-
mittee member's proposals, we find Senator Domenici's outline to
be the most acceptable of the six, provided that it does not rely on
any material modification in the remaining portion of the Econom-
ic Recovery Tax Act of 1981. The sacrifices appear to be widely dis-
tributed, while the proposed figures do not include Management
Savings that may be difficult to achieve, such as those being ad-
vanced by Senator Kasten. In addition, Senator Domenici's ap-
proach to defense spending appears to be conducive to public ac-
ceptance and consistent with the realities of the world in which we
live. Finally, his proposed savings on entitlement programs would
probably prove to be far less punitive.

Senator Domenici has often been quoted in the press as support-
ing the repeal or delay of the tax relief provisions due on July 1,
1982 and again in 1983. If adopted, this would do irreparable
damage to the conomy, both in the short and long term. We believe
it would almost immediately deepen the recession, reduce savings,
and aggravate the condition of domestic underinvestment with ad-
verse consequences on our already unfavorable competitive position
in world trade. Once the tax measures now in place are delayed or
cancelled, the Congress may find it expedient never to reinstate it.
In the meantime, the perception in the credit markets and among



the public at large would be that Washington is reverting to the
highly inflationary policies of the past.

The focal point of your inquiry was interest rates. These rate@ do
not only reflect the balance of supply and demand for money and
credit, but also are greatly influenced by psychological factors. At
the present time psychology is particularly adverse. Concern that
the budget deficits in coming years would effectively crowd out the
private sector has kept rates perhaps three to four percentage
points above where they should be, economic activity and the level
of inflation considered. The Congress should seize upon the current
favorable sentiment on inflationary expectations and quickly trans-
late it into much lower interest rates. This can only be accom-
plished through clear signals of a compromising attitude on the
part of the Administration and a bi-partisan approach to the reduc-
tion of the deficit.

Thank you for soliciting our views.
Sincerely, STANLEY A. NArn,

General Partner and
Chief Investment Officer.

BROWN BROTHERS HARRIMAN & Co.,
New York, N. Y, April 22, 1982.

Hon. WILLIAM L. ARMSTRONG,
US. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: Your letter of April 5th poses a
proper, interesting, and an almost unanswerable question. Our feel-
ing here at Brown Brothers Harriman & Co. is that all of the Defi-
cit Reduction Options will tend to lower interest rates. Because
current interest rate levels appear to have a rather large psycho-
logical element, however, a judgment as to how much of a decline
will take place is subject to a wide range of uncertainty.

We would like to make the following observations:
1. Any deficit reduction which results merely from a decrease in

the interest rate assumptions made by Congress, will not impress
the market very much.

2. We feel that true reductions in Government expenditures will
count for more in the market than increases in taxes. One of our
partners closely associated with the credit markets believes that a
1 expenditure cut will have about the same effect on interest rates

as a $2 tax increase. It is extremely important that the government
share of the economy be reduced so as to permit the expansion of
the private sector.

3. Although we are aware of the political difficulties inherent in
any change in the direction of government policy, we feel that
what would impress the market is the elimination of entire pro-
grams and/or Departments.

4. It is very important that whatever reductions are proposed are
capable of being implemented. The market would be very discour-
aged by a budget which is balanced merely by assumptions.

If the markets could believe that the deficit would approach zero
in the next three years the "fear" or uncertainty premium now in



the markets should substantially decline. Past history suggests
that, over time, the level of interest rates is closely associated with
the rate of inflation plus some constant which may be called the"real rate of interest". Therefore, if inflation were to average six or
seven percent over the next three years (as we believe it should,
given the aims of monetary policy) and the long-term real interest
rate is 3.0 percent, nominal long-term interest rates should average
around 9 to 10 percent over the same period vs. 13 percent for a
long-term government bond today. Moreover, the yield curve
should be positively sloped with short rates lower than long rates.
This being the case, Treasury Bills should average less than 9 to 10
percent vs. 12Y2 to 13 percent today.

We wish you success with your efforts to get the budget under
control. If someone on your staff has done the work, it would be
interesting for us to see the details as to how the members of the
Committee estimated the interest savings shown in your outline.

Sincerely,
EDWARD J. CAMPBELL,

Manager and Chief Economist.

AMERICAN ENTERPRISE INSTITUTE FOR

PUBLIC PoLICY RESEARCH,
Washington, D.C., April 8, 1982.

Hon. WILLIAM L. ARMSTRONG,
U.S. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: Thank you for your letter of April 2.
The economic situation is so volatile that no one can promise

with certainty that nominal interest rates will come down from
current levels if the deficit is brought under control. A wave of
major bankruptcies, erratic monetary policy and a thousand other
things could keep them high.

However, the future deficit outlook is so horrible unless taxes are
raised and outlays cut substantially that I feel confident in saying
that if any of the plans in your enclosure were adopted, short and
long interest rates would, in the future, be lower than they would
be otherwise. How much lower is hard to say since we are now
dealing with a psychological phenomenon called "fear."

But if a credible plan to lower deficits is combined with a re-
newed commitment by the Fed to adhere to its enunciated targets,
I would not be shocked if long-rates were to tumble 300 basis points
while short rates fell by a greater amount all other things equal.

Best wishes, RUDOLPH G. PENNER,

Resident Scholar.

MERRILL LYNCH, PIERCE, FENNER & SMITH, INC.,
New York, N. Y, April 12, 1982.

Hon. WILLIAM L. ARMSTRONG,
U.S. Senate, Washington, D.C.

SIR: Needless to say, any of the plans outlined by you that would
substantially reduce prospective budgetary deficits over fiscal years



1983-85 would sufficiently bring down interest rates to encourage a
sustained economic recovery. However, the actual magnitude of de-
cline in rates and with it the potential magnitude of the resulting
recovery would hinge not only on the ultimate size of budgetary
deficits-or surpluses-but on the composition of the alterations to
the CBO baseline outlay and revenue projections. Another critical
determinant in interest rate movements would be the relationship
between projected deficits in the alternative plans outlined and
current market participant expectations as to what the deficits is
as now constituted will be.

Taking the latter consideration first, it is doubtful that the mar-
kets have discounted into the yield structure deficits of the magni-
tude of the CBO's baseline projections. As a result, a plan that in-
corporates actual budgetary deficits not dramatically lower than
CBO projections would not have much of a positive impact on the
financial markets. On the other hand, it appears certain that most
in the market are cynical about the administration's optimistic
projections of steadily declining deficits from the projected $91.5
billion level for fiscal 1983. It would be my estimate that the yield
structure has built in the anticipation of deficits in the $100-$150
billion range for the next several fiscal years. On this score, there-
fore, all six plans outlined showing sub-triple digit deficits on a de-
clining plane over the out years would bring down interest rates-
if in fact they were enacted and perceived to be viable and sustain-
able.

Herein lies the importance of the contour of the alterations in
the baseline outlay and revenue assumptions. In this regard, it is
my view that the financial markets are sympathetic to the
President's views that the major budgetary difficulty over the past
fifteen years or so has been on the expenditure side. Indeed, rev-
enues have been unfairly boosted through inflation-induced tax
bracket creep. As such, much of the tax "reductions" merely repre-
sent a cancellation of bracket creep tax "increases" that would
have gone into effect without the tax cut package. It is also my
belief that a reduction in projected deficits that comes primarily
from the revenue side could prove quite transitory as Congress
would probably find ways to convert such savings into higher out-
lays. In this vein, the Hollings and Gorton plans would be least de-
sirable and the Grassley plan the most desirable.

The proposed areas of reductions on the outlay side are also criti-
cal in terms of composition. The financial markets are aware of the
need to rebuild our military capability and realize that too small a
defense budget would not be realistic or sustainable in the present
troubled times throughout the world. On the other hand, the mar-
kets are troubled about the inflationary nature of defense spend-
ing. Some realistic balance has to be struck between these two con-
siderations. On one side of this spectrum is the Hollings plan that
probably calls for unrealistically large defense cuts, and on the
other are the Gorton and Grassley plans that call for none. Since I
am not a military expert, I do not know whether the recommended
cuts put forth in the Domenici or the Boschwitz plans are most
ideal. Both of these plans in terms of defense trimming, however,
are ideal to the others.



In terms of further reductions in discretionary nondefense spend-
ing, the Kasten plan seems ideal-but too ambitious, given the re-
ality of the situation. The Domenici plan, on the other hand, could
be more ambitious and the Hollings plan is most definitely unac-
ceptable.

After viewing these plans in a general way of taking into ac-
count the actual aggregate deficit that would result in each, the
relative contribution of budgetary reductions on the revenue and
outlay sides and the composition of expenditure reductions, I would
find the Domenici and Boschwitz plans the most ideal. While-the
two plans would probably have the same impact on interest rates
over fiscal years 1983 and 1984, the Boschwitz plan would obviously
have the most favorable impact on rates in fiscal 1985. Not-that
the $18.1 billion differential between the two (a swing from the Do-
menici deficit of $16.6 billion to the Boschwitz surplus of $1.5 bil-
lion) would have a major fundamental impact in an economy of $4
trillion or so. But it most certainly would have a beneficial psycho-
logical impact on the credit markets if the budget were to actually
show a surplus.

The most favorably impacted area of the yield curve from the en-
actment of these two plans would be in the intermediate and long
end. The short end would continue to remain responsive to mone-
tary policy. However, it too would receive a boost to the extent that
the Treasury could dramatically reduce its reliance on Treasury
bill financing. It is my view that, in light of the historically high
premium built into long-term yields at present, deficits of the size
incorporated into these two plans could bring down long-term rates
by 2 percent-3 percent-maybe even more-within six months
without any problem. Short-term rates, on the other hand, prob-
ably would not benefit dramatically until actual borrowing de-
mands by the Treasury diminish toward fiscal 1984-since they re-
spond to actual not expected future financing needs. However, with
the knowledge that deficits would be shrinking and that fiscal
policy would be significantly less expansive in the future, the Fed
would probably feel more leeway to loosen its grip on the monetary
side. As a result, even three-month bill rates could decline 2 per-
cent-3 percent over the next six months.

Sincerely, DONALD E. MAUDE,

Chief Financial Economist,
Chairman, Interest Rate Policy Committee.

CLAREMONT MCKENNA COLLEGE,
Claremont, Calif., April 22, 1982.

Hon. WILLIAM L. ARMSTRONG,
US. Senate, Washington, D.C.

DEAR SENATOR ARMSTRONG: Thank you for your letter concern-
ing the effects of budget deficits on interest rates. In my judgment,
the current deficit, since it is to a substantial extent the result of
the recession, has not been a major cause of the current high level
of interest rates. However, widespread expectations that under cur-
rent policies deficits will remain a high percentage of GNP even



after a return to full employment have been a major factor.
Historically large high, employment deficits have induced higher
rates of monetary expension. If-Tepeated, this would increase the
inflationary expectations premium in nominal interest rates. Alter-
natively if the Fed did hold firm on its projected course of gradual-
ly slowing the rate of monetary expansion, large deficits would
raibe real interest rates and crowd out private investment.

Under either scenario considerable upward pressure would be
placed on nominal interest rates. I believe that the current antici-
pation of this dilemma has had a major adverse impact on longer
run inflationary expectations and interest rates. Budget action to
reduce these concerns about the larger run budget outlook should
have a substantial impact on interest rates now.

Because expectations are so important in this process, it is diffi-
cult to give any hard econometric projections of the magnitude of
this effect. Recent quantitative work at the Federal Reserve Board
suggests that a $100 billion reduction in the annual deficit would
reduce real interest rates by about 200 basis points. This seems like
a reasonable order of magnitude and a concomitant dampening of
inflationary expectations should contribute to a still larger decline
in nominal interest rates. It is important to remember, however,
that to the extent that new longer budget projections are not fully
believed by the market, the magnitude of any initial impact on in-
terest rates will be lessened.

I hope that you will find these observations of use.
Sincerely,

THOMAS D. WwiLrr,
Professor of Economics.

WiLLiAM L. ARMSTRONG.



ADDITIONAL VIEWS OF SENATOR STEVEN D.
SYMMS

As a Member of the Senate Budget Committee, I am very pleased
that this Committee was able to craft a compromise budget pack-
age which was accepted by the majority of members on this Com-
mittee. While I supported the compromise package, I would like to
make some additional comments

In 1981 President Reagan introduced an economic recovery pro-
gram to reduce inflation, restore economic growth, and provide jobs
through reductions in the growth of Government spending, im-
proved capital formation, a less onerous tax burden, fewer repres-
sive Government regulations, and a sound, consistent monetary
policy. With the cooperation of Congress, major parts of this pro-
gram were enacted into law, laying a solid foundation for long-term
economic growth with a lower rate of inflation. I strongly support-
ed the basic principles and objectives of the President's economic
program and continue to believe that the program's direction is
sound and should be pursued. Economic policy must be geared
toward the long-range goal of a vigorous, competitive economy with
essential price stability.

Real progress has been made in lowering the rate of inflation.
However, it was inevitable that all our deep-seated structural eco-
nomic problems, which developed over a number of years, could not
be cured in a short period of time. The simple fact is that 40 years
of accumulated debt is coming due. This Congress and this Admin-
istration have inherited a situation in which expenditures have
been growing faster than GNP and are projected to do so under ex-
isting law. At this time, we are all faced with the enormous prob-
lems resulting from a 40-year effort to spend ourselves into pros-
perity.

The Administration's economic recovery program is a a long-
range plan, and it as it has moved forward, it has required adjust-
ments, as economic conditions dictate, in order to stay on course.
Through a combination of circumstances, we are faced with a re-
cession, unemployment, inordinately high interest rates, and the
prospect of continuing substantial budget deficits.

A clear perception has been created which incorrectly blames the
recession, unemployment, high interest rates, and the budget defi-
cits on the Reagan program, (i.e., the 1981 tax cuts and the planned
increases in the national defense program). Many members of the
news media and some misguided members of the Administration
and Congress believe that since we can no longer spend our way
into economic prosperity, we can tax our way into economic recov-
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ery. The causal chain of concern about deficits goes something like
this: Large deficits are causing high interest rates which threatens
economic recovery. Therefore, taxes ought to be raised in order to
bring down interest rates. At best, this logic is convoluted, particu-
larly since the illiguidity of the private sector has not been consid-
ered as a factor in the equation of those favoring tax increases. In-
terest rates will not decline if the private sector has to borrow ad-
ditional funds to pay for a higher tax bill. In fact, interest rates
will probably increase.

Tax increases reduce consumer spending power and individual
saving, and businesses' ability to invest, thus slowing private eco-
nomic activity and raising unemployment. Tax increases will crimp
economic expansion, discourage employment, and reduce the
supply of lendable funds, driving up interest rates. Reduced eco-
nomic activity not only costs the Government revenues, it adds to
the demand for outlays such as income maintenance programs.
Hence a tax increase may be self-defeating in terms of deficit re-
duction.

I share the concern that many members of this Committee and
others have expressed regarding the large deficits forecast for 1983
and beyond. These deficits can and should be reduced. But the
proper way to reduce these deficits is through spending cuts, not
tax increases. Concern for deficits, while clearly justified, can be
misguided when not related to the primary objective of the pro-
gram for economic recovery-reducing the share of national
income that accrues to Government. This share has reached record
levels. Lowering it should be our goal. Debate over the source of
this share-taxes, borrowing, or inflationary increases in the
money supply-distract from our primary objective of reducing gov-
ernment spending.

The Senate Budget Committee has taken a significant step in at-
tempting to reduce Government spending, and I applaud my col-
leagues for taking an initial step in grappling with the uncon-
trolled growth in entitlement programs. Growth in entitlement
programs, including social security, medicare, and Federal pen-
sions, had to be reduced. These programs have been increasing in
cost at the rate of about 15 percent a year and represent about 60
percent of budgeted expenditures. The deficit problem could not
have been responsibly addressed without a reduction in the sched-
uled increases for these programs.

It is essential that both parties of Congress exercise statesman-
ship on a bipartisan basis in supporting reforms in entitlement pro-
grams. It is important that Members of Congress enact legislation
which is beneficial for all citizens, combatting the special interest
lobbies, comprised of organized special interest groups, both in and
out of Government, including some elected officials who are politi-
cally dependent on the "tax, spend, elect" ways of the past.

STEVEN D. SYMMs.



ADDITIONAL VIEWS OF SENATOR CHARLES E.
GRASSLEY

The First Concurrent Resolution on the Budget, passed by the
Senate Budget Committee May 6, represents a giant step toward fi-
nancial market revival and economic recovery. This resolution, pro-
duced after months of hard work and negotiations, reflects the de-
termination of this Committee to get a handle on uncontrolled Fed-
eral spending.

With long-term interest rates at historic levels, it has been clear
all along that only a dramatic reduction in future Federal spending
growth could bring down interest rates enough to rejuvenate long-
term investment markets and revive our sluggish economy. This
budget would cut spending by $317 billion by 1985 and reduce pro-
jected deficits by $418 billion by the same year. I believe such
action would put us on a clear path toward a balanced budget by
1986.

Just as important as a reduction in Federal spending is the way
this resolution would accomplish that reduction. The 1-year spend-
ing freeze we have adopted distributes the burden of spending re-
straint evenly and fairly. I have supported this concept of a freeze
from the very beginning because the American people perceive it
as the only way to proceed.

My original budget proposal called for a 2-year freeze. I believed
then, as I do now, that the magnitude of our budget problems re-
quires a freeze on spending until revenues catch up to expendi-
tures. With a 2-year freeze, this could have been accomplished by
1985.

However, in an effort to report swiftly a budget resolution that
would have a favorable effect on the nation's financial markets, I
settled on the best possible compromise. I feel the action we took is
sufficient to lower both long- and short-term interest rates, and
maintain our course toward a steady recovery.

This budget resolution also reduces the amount of tax reduction
we can expect over the next 3 years by $95 billion. Yet that $95
billion will not come at the expense of the tax incentives enacted
last year, nor at the expense of the tax rate cuts and indexing pro-
vision now in place for individuals and small businesses. It is my
firm belief that economic recovery would be impossible without re-
tention of these two tax provisions.

However, significant tax revision must be made in the interest of
fairness, to ensure that all individuals and businesses pay their fair
share of taxes. As a member of the Senate Finance Committee, I
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intend to pursue tax reform designed to increase reporting and
compliance. Toward this objective, I have sponsored legislation
along with the committee's chairman, Senator Robert Dole, to re-
trieve a good portion of the more than $90 billion in potential reve-
nue that goes unreported each year. While this nation is in the
midst of difficult economic times, we must make every possible
effort to see that all our citizens share the burden equally.

I view this budget resolution as a continuation of last year's ef-
forts tc; control Federal spending and move toward economic recov-
ery. The sooner we can pass this resolution the better. Already we
are seeing signs that the economy is poised for a take-off. Inflation
has tumbled, inventories are falling, durable goods orders continue
to rise, and the buying power of the American consumer is
strengthening. All we lack at this point to bring down interest
rates and assist in a recovery is a creditable Federal budget that
will dramatically reduce the growth in Government spending. I be-
lieve this budget resolution will do just that. And when it comes to
the Senate floor next week I will do whatever I can to assist in its
swift passage.

CHARLEs E. GRAssLEY.



ADDITIONAL VIEWS OF SENATOR BOB KASTEN

After many long months of intensive effort, the Senate Budget
Committee has produced this document. It is the product of a com-
mittee whose members have one common goal-to control the
growth in government spending. Unfortunately agreement on a
goal does not create agreement on the means of achieving it. As all
members of the Committee know, there have been many battles
over the spending priorities this budget should contain. Thanks to
the leadership of our Chairman, however, this buget resolution
meets most of the priorities of the members. Namely, less govern-
ment spending, the beginning of a strong national defense, and
preservation of the third year of the individual tax cuts.

Although this resolution is not exactly what I would like it to be,
I voted for it. It is important that Congress demonstrate that it can
make fiscal policy work. So far, we have made tremendous progress
in bringing down inflation. Interest rates, however, are still high. I
believe that this is due to the risk premium the markets attach to
the cost of money. The markets have yet to be convinced that fiscal
and monetary policy will remain constant. This budget reduces the
size of the projected deficit through spending cuts of $320 billion
over the next 3 years. Clearly this is signal to the financial mar-
kets that Congress is committed to controlling the growth in gov-
ernment spending.

One provision in the budget that will not be a postive signal to
the markets is the $95 billion increase in taxes over the next 3
years. Real economic growth and spending restraint are the only
way to bring about economic recovery. We have tried to balance
the budget through tax increases in the past, and all we have to
show for the effort is more spending, less savings and investment,
and less economic productivity. Tax increases over the past 25
years are part of the reason that we are in economic trouble today.

During deliberations on the budget, I proposed that we increase
taxes no more than $73 billion over the next 3 years. This is $25
billion more than the President requested, and a good compromise
between the President's request and the initial Domenici mark.
Unfortunately, I was not successful. The budget we passed includes
tax increases of $95 billion over the next 3 years. These tax in-
creases, however, do not specifically include any change in the
third year of the personal tax cuts. One key element of the
President's support of the budget, in fact, is based on the perserva-
tion of the full 10-percent tax cut in July 1983 and indexing in
1985. I have been assured that the President is adamantly opposed
to changes in the individual tax cuts, and would reject any legisla-
tion that tampers with them.



The tax increase in 1983 is relatively small-$20 billion-and it
is likely that this can be raised by closing inefficient tax loopholes.
If it were any larger, Congress would have to raise the revenue by
increasing taxes on working Americans. This would be unaccepta-
ble. The recession is not a time to raise taxes. On this point, both
Keynesians and supply-siders agree. The revenue path in this
budget resolution calls for larger tax increases in the outyears. I
agreed to this knowing that the economy would better withstand
them after the recovery.

It is even possible that we will not need to raise these taxes to
reduce the deficits. According to recent Treasury data, revenues
are coming in stronger than previously estimated. In the first 5
months of the year, the deficit ran at a low annual rate of approxi-
mately $57 billion. By the end of the year, the deficit could be as
much as $20 billion less than projected. If this trend continues, the
increase in taxes may not be needed, and I will take action to
reduce the tax increases accordingly.

On the spending side, I find that I must also make adjustments
in the area of foreign assistance. The budget resolution assumes
that spending for non-defense discretionary programs will be frozen
at the 1982 baseline in 1983. Due to the peculiar technical calcula-
tions of the Congressional Budget Office, my Foreign Operations
Subcommittee of the Appropriations Committee will receive less
budget authority in 1983 than it did in 1982. I have no quarrel with
the technical calculation, but this reduction in budget authority
will not allow my subcommittee to accommodate the current level
for the Export-Import Bank and the President's request for addi-
tional security assistance funding. There will be a conflict in fund-
ing both of these programs at the level everyone requires. This po-
tential conflict could have been avoided if the technical methodolo-
gy had maintained my 1982 budget authority in 1983. This is a dif-
ference of .$800 million.

I realize that the overall discretionary freeze figures will be
"crosswalked" to the Appropriations Committee, which in turn will
allocate funds to each subcommittee. There is no guarantee that
any level for any given program can be maintained in this process.
To accomplish an $800 million increase in budget authority for my
subcommittee, I will have to fight it out during the appropriations
deliberations. I am committed, however, to maintaining all appro-
priation bills within the aggregate totals agreed to by the President
and Congress.

In the months ahead, the Senate will begin deliberations on this
budget and its associated legislation. I hope that my colleagues in
the House of Representatives will contribute to the process. Last
year we set the stage to bring about the economic recovery this
country needs. Through the joint efforts of both the Senate and
House of Representatives, as well as the President, we can continue
the program to turn our economy around.

BOB KASTEN.



MINORITY VIEWS OF SENATOR ERNEST F.
HOLLINGS

President Reagan finally has his budget compromise. However,
since the majority party in the Senate chose to go it alone fashion-
ing this budget, they will have to go it along defending it. I did not
support the Reagan/Domenici budget in committee; I cannot sup-
port it on the floor of new Senate.

This budget resolution is a restatement of misplaced faith in the
Kemp/Roth review of massive tax reduction, and it implies a com-
plicated, piece work approach to revenue increases. The budget re-
duction sadly fails the test of equity. It is almost certain to be an
adequate and insufficient signal to the markets that we are serious
enough about deficit reduction to bring about a healthy cut in in-
terest rates. And many of the dollar savings are only illusions,
phantom inducements suspended from doctored numbers.

Wall Street and the economy will not be reassured by more
promises. They must have specifics, details, in order to gauge the
budget's credibility. Unfortunately, this budget is totally lacking in
such fundamental information. The budget numbers materialized
out of closed-door meetings of Republicans without any considera-
tion of programs. How can we have any faith in numbers which
are pulled out of a hat; which have no specifics, indeed no policy
behind them? What are the details of the entitlement cuts? We
were not told. What defense programs would receive smaller in-
creases? We were not told. Where will the additional revenue come
from? Again, we were not told. All that is said is that other com-
mittees must make those decisions. True enough. But the Budget
Committee is shirking its responsibility to the Senate in not pre-
senting a credible set of assumptions to back up the numbers.

This Reagan/Domenici budget is far from bipartisan. Instead, it
is a highly partisan measure that essentially by-passed the formal
budget process and converted this year's budget debate into a Re-
publican caucus. The heart of this compromise was framed off-
stage and out of sight. It is less a firm attack on our economic prob-
lems than a truce among Republicans that the Senate Budget Com-
mittee was asked to ratify. Perhaps the President and his party are
satisfied they have reached an agreement. They did not reach
beyond themselves, however, either to the members of the Demo-
cratic party or to the many people who are to be victimized by the
Republican agreement.

The resolution slaps the face of the congressional budget process.
When it became clear to the Republicans that the process would
certainly end-up repudiating a Republican President, they turned



off the lights, went private, and ignored the statutory process. Be-
cause that process was designed as a neutral device favoring nei-
ther Republican nor Democrat, because it is objective, because it
exposes the sins as well as the virtures of any plan before it, the
majority realized it could not be used to their advantage. So this
budget was built in back rooms and at night. The shadow process
worked. It brought the President aboard the Republican substitute.
But the long-term cost to the future of the Congressional Budget
Act may be as damaging to its welfare as the budget gymnastics
calculated outside it will be damaging to the economy.

REAGANOMICS: STAGE ONE

If this budget resolution is, in the end, a squandered opportunity,
it is important to reflect upon the events that led up to it. On Feb-
ruary 18, 1981, President Reagan presented his supply-side design
for the American economy. The President's original budget prom-
ised rapid economic growth as deficits declined-to -$45 billion in
fiscal 1982; -$22.8 billion in fiscal 1983; virtual budget balance in
fiscal 1983, and a $5.8 billion budget surplus in fiscal 1985.

With those promises as a background, the President exerted his
great reserves of charm and communications skill to move his pro-
gram through Congress. In that effort, the congressional budget
process was brutalized. The First Concurrent Budget Resolution ap-
proved in April of 1981 by the Senate Budget Committee was
fashioned in a supply-side dream world made even more haunting
by ghost numbers.

The Committee rejected the economic assumptions of the Con-
gressional Budget Office [CBO]. In place of the CBO estimates, the
Committee voted to use Reaganomics numbers, figures which pre-
dicted twice the growth rate for 1982, far more than any reputable
economist had ventured to assume. The result was a budget resolu-
tion which claimed to be in balance in fiscal 1984 when the actual
CBO figures predicted an $80 billion deficit for that year. In de-
fense alone, the resolution assumed what I described then as a pro-
gram that was "purposely and grossly under priced by over $20 bil-
lion." Yet, the rush into the embracing arms of Reaganomics was
underway, and with a Republican majority in the Senate, there
was no logic, no objectivity that could head it off.

By the end of July, Congress had agreed to the President's pack-
age of program cuts and consolidations in the Omnibus Budget Rec-
onciliation Act of 1981, involving more than $35 billion in spending
reductions.

At virtually the same time, the Economic Recovery Tax Act of
1981 was moving through Congress. In 3, yearly stages, the package
called for tax reductions of 25 percent, yielding a revenue loss of
the Federal Government of $750 billion over a 5-year span. The tax
cut, more than any other feature of his program was the darling of
the President. Under the relentless whip of Jack Kemp, the Ad-
ministration concluded that what had worked for Treasury Secre-
tary Mellon in the 1920's was certain to work as well in the 1980's.



I, for one, rejected the notion that a balanced budget could ever be
achieved with revenue cuts in multiples of spending changes. That
prescription meant the people in greatest need would end up
paying a disproportionate share of the freight while remaining
budget deficits and higher interest rates would greatly reduce the
prospects for economic recovery.

Yet, one August 13, 1981, the President signed the spending cuts
and the revenue hemorrhage legislation into law. Many doubted
the program would work, but not enough to restrain its enactment.

In September, the first clear signs of trouble began to unfold. On
September 24, the President went on national television to request
what was termed a "mid-course correction" of his economic game
plan. In order to come close to the deficit reduction figure he had
promised in July for fiscal 1982 to fiscal 1984, the President was
now requesting additional spending cuts and tax increases of $16
billion in fiscal 1982, $28.3 billion in fiscal 1983, and $35.8 billion in
fiscal 1984.

To a Nation and a Congress only recently subjected to the prom-
ise-laden world of supply-sided dogma, the President's speech was
an uncomfortable hint of trouble. But before the chickens came
home to roost on the economy, they landed first on the shoulders of
Budget Director David Stockman.

In a series of blunt confessions to the Atlantic Monthly, Mr.
Stockman confirmed that the foundation of Reaganomics was made
of sand. "There was less there than met the eye." Said the Budget
Director, and "nobody has figured it out yet." He candidly ad-
mitted that, "We didn't add up all the numbers. We didn't make
all the thorough, comprehensive calculations about where we
really needed to come out. ..".

Whatever immediate pain his interviews cost the Budget Direc-
tor, the suspicions had become facts. The Reagan numbers had
been a fraud. And those fraudulent numbers had been the basis of
the budget cuts and tax plans rammed through Congress by the
President. Any doubts they were not working as advertised were
erased in February of this year when the President released his
budget for fiscal 1983.

REAGANOMICS: STAGE Two

Where the President's first budget submission in March of 1981
had shown deficits totaling $67.3 billion in fiscal 1982-84, his Feb-
ruary 1982 budget for fiscal 1983 showed a deficit of $91.5 billion for
that year alone. Total deficits over fiscal 1982-84 were expected to
reach $273 billion. By April, the President's budget deficits for
fiscal year 1983-85 were estimated to be $405 billion.

The effect was immediate and overwhelmingly hostile. Senator
Laxalt called the projected deficits, "numbing." Senator Arm-
strong, a Republican member of the Senate Budget Committee con-
ceded, "we can't live with deficits of the magnitude of those project-
ed in the President's budget." The director of London's Royal Insti-



tute of International Affairs said the President's budget was "a
major calamity, not just for the United States, but for the West as
a whole and for the world."

The President's reply to the widespread criticism of his budget
was, "Put up or shut up." He said that on February 9. On Febru-
ary 10 I offered a comprehensive substitute budget to put us on a
glide path to a balanced budget by fiscal 1985. It called for a freeze
and reform of COLA's, indexed entitlement programs, a 1-year
freeze on defense spending and Federal pay raises, and cancellation
of part of the Kemp/Roth tax plan. My plan would have yielded a
budget surplus in fiscal 1985.

Within weeks Senator Domenici, Boschwitz, and Gorton had of-
fered substitutes of their own, each of them acknowledging that the
President's February budget was an economic and political disas-
ter.

While Members of Congress from both parties turned their backs
on the President's budget, the business community did the same.
The Business Roundtable, one of the most distinguished assemblies
of business executives in the country balked at the size of the defi-
cits and what they would mean to interest rates and recovery.

The Chairman of DuPont conceded that, despite his original sup-
port for the President, "circumstances have changed and it's time
for a correction." Economists around the land warned of the peril
inherent in approval of the Reagan budget. Allen Sinai of Data Re-
sources, Inc., cautioned, "We're walking the brink and it's very
worrisome. One thing is for sure. Without adjustments now in the
current thrust of policies, the U.S. economy runs the risk of a
major collapse, unprecedented in the post war period."

Yet, the President ignored them all. Until late March. On March
25th, news reports announced that the President had finally au-
thorized members of his staff to sit down and talk with congres-
sional leaders about the budget. Eventually, 13 meetings were held.
We met in White House Chief of Staff James Baker's home. We
met in the Indian Treaty Room at the White House and we even
met in the White House Theatre. At first, they were solid, fair,
frank bipartisan meetings with give and take, fair and open. But
we were working under a severe handicap. Jim Baker make it
clear the Kemp/Roth hurricane tax cut could not be touched. The
warning flags were put up, not so people could take shelter, but
just to let them know the hurricane was coming and there was
nothing to be done to stop it.

Jim Baker told us that at no time could we discuss revenues. He
said the President was not giving up on Kemp/Roth. That was his
program. That was the quid pro quo, and we're not discussing it
anymore.

With Kemp/Roth chained off, the President was assuming the
classic Henry Ford position; we could have any color car we wanted
so long as it was black. We could have any kind of substitute
budget, the President was insisting, so long as it was his. We ended



up talking about energy fees, excise taxes, surtaxes, and a long
shopping list of little ideas we could add up to make small a substi-
tute. It was just too small, and the talks came apart.

Another reason for the breakdown was the taint of partisanship
that crept in as the talks approached a productive point. Treasury
Secretary Regan made a speech in San Francisco in which he al-
leged that the source of high deficits was congressional refusal to
adopt the President's budget.

I though after 5 weeks we were past that sort of thing. But here
was the President's chief economic spokesman running for the pro-
tection of partisan brambles and undermining the future of the
talks.

Next, the President and Speaker O'Neill met to work out a com-
promise. That failed when the President protested that the options
he was offered were threats to his digestive tract, only a choice be-
tween passing a pineapple or a cactus.

Throughout the budget talks, conducted almost entirely outside
the formal budget process-a process even interrupted at the
President's request in favor of further private talks-the President
failed to see that he was the problem. Surrounded by supply-side
sentinels, he had made up his mind to stick with his plan while
heaping blame for his own recalcitrance on the Democrats.

It is, therefore, appropriate to note two important facts. First of
all, the budget the President gave us in February had no support
other than his own and from within his official White House
family, and perhaps a few die-hard supplysiders in Congress. That
is not a matter of dispute. It is a fact. On May 5 the Senate Budget
Committee rejected the Reagan budget by a vote of 20 to 0. Not a
single member of the President's own party suggested that the
President's program was even remotely realistic.

Second, there must be no mistake that the President's repeated
suggestions about opponents wanting to raise taxes are anywhere
near the truth. Not even close. No one put it better than Senator
Andrews, our distinguished Republican colleague on the Budget
Committee. During the May 5 committee markup, Senator An-
drews nailed the truth up in public for all to see:

The resolution of our Chairman [Mr. Domenici] and the
resolution of the Senator from South Carolina [Mr. Holl-
ings] are not tax hike resolutions. We are not raising
anybody's taxes. Last year, this Congress voted for $750
billion in tax cuts over 5 years, and we are coming to our
senses now and realizing that this is too damned high; that
is too deep a cut. It is not working. We are adjusting the
figures.

Those facts are central to the history behind the Reagan/Domen-
ici resolution the Budget Committee has reported. They are impor-
tant, as well, in assessing the substitute program I proposed.
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When I first offered my plan, the reactions, were favorable. Fed-
eral Reserve Chairman Paul Volcker said the Hollings plan "would
have a galvanizing effect on the markets" and would be a "move-
ment in the right direction." The CBO said it would lead to "easier
credit conditions" which "would facilitate more investment and
economic growth." CBO also acknowledged the "possibility that in-
flationary expectating would improve dramatically, resulting in
substantially lower interest rates and faster economic growth."

In light of the President's intransigence, which led to the break-
down of the budget negotiations, I refined my original plan in
order to form the basis of a bipartisan congressional compromise.

The plan I submitted to the Budget Committee on May 5 re-
tained most of the key elements of my original plan.

HOLLINGS PLAN
[In billions of dollars]

1982 1983 1984 1985

Baseline deficit ............................................................................................ 119
Freeze elements:

-All COLA (starting July 1982) with CPI minus 3 percent in 3
FY 1984-85. Exclude SSI, food stamps, veterans compen-
sation.

-All Federal pay in FY 1983. 4 percent in FY 1984 and 1985 ....................

Reform restraint elements:
- Defense ........................................................................................... 1
- M anagem ent initiatives .................................................................................

Revenues:
-5 percent cut in July 1982, eliminate July 1983 cut, repeal 4

indexing.
- Repeal leasing ................................................................................ 1
-ACRS reform: Repeal FY 1985-86 acceleration; basis

adjustm ent to avoid negative tax rates ......................................................
- C orporate and individual m inim um tax .......................................................
- M anagem ent initiatives .................................................................................
- C om pliance gap legislation ...........................................................................

Total revenues ................................................................................ (6)

Resulting interest cost benefits:
- M arket effect ................................................................................. 1
- Debt Service savings ..................................................................... 1

Deficit reduction total ................................................................................. 11
Deficit ............................................................................................. - 108

216 233

17 25 32

11 15

7 11 17
7 9 9

22 48 64

3 5 6

First, starting in July of 1982, cost-of-living adjustments in Fed-
eral pension programs would be frozen. COLAs for 1984 and 1985
would be set at the level of the Consumer Price Index [CPI] less 3
percent. Excluded from the freeze would be supplemental security
income [SSI], food stamps, and veterans' compensation.



This freeze and reform proposal was clear, specific, and certain.
Beneficiaries could plan ahead, the basic benefits would be un-
touched, and enough savings would be achieved to preserve the sol-
vency of the various pension funds.

Second, all Federal pay raises would be frozen for 1 year and lim-
ited to 4 percent in 1984 and 1985. Together, the two freeze propos-
als would save $110 billion by 1985.

Third, the plan called for $36 billion in savings from the
President's defense budget by limiting the growth in defense spend-
ing to roughly 6 percent per year, 1983-85. Readiness programs
would not be jeopardized. Under this plan, defense spending would
not be cut; it would actually increase by $22 billion, 1983 over 1982.

On the revenue side, my plan reduced the 10 percent tax cut
scheduled for July, 1982, to 5 percent, saving $17 billion. It elimi-
nated the July 1983 tax cut, for a savings of $36 billion. In total,
my revenue proposal represented a simple and effective way of pre-
venting a revenue hemorrhage that would perpetuate massive
budget deficits and keep interest rates intolerably high.

The revenue losses from the Kemp/Roth tax cut-$39 billion in
fiscal year 1982, $95 billion in fiscal year 1983; $148 billion in fiscal
year 1984, and $189 billion in fiscal year 1985-are the principal
cause of the huge budget deficits which are destroying the nation's
economy. My plan responded to the deficit problem by directly at-
tacking its primary source.

REPUBLICAN BUDGET

All those who rejected the President's budget and hoped that the
Senate Budget Committee would produce a credible, workable, and
balanced budget will be dismayed at the budget reported by the
Committee.

It is not credible. The Committee reported plan claims to reduce
the deficit to $40 billion by fiscal year 1985. Yet it is based, like
last year's budget resolution, on unspecified deficit reductions-this
time affecting social security. This is nothing more than a $40 bil-
lion plug. This is the first budget resolution in which the deficit is
not the difference between revenues and outlays.

It is not workable. The Republicans have declared the third year
of the tax cut "off limits." This means that Congress will have to
enact numerous small tax increases, which will be extremely diffi-
cult, if not impossible, to achieve. Further, it assumes large cuts in
such programs as medicare and medicaid, education, food stamps,
and child nutrition. These programs were all cut last year and Re-
publican Committee chairmen with jurisdiction over them have ex-
pressed grave reservations about making further cuts.

Finally, it is unbalanced. The Republican budget makes excessive
cuts in domestic programs while allowing for too rapid growth in
defense spending. It also relies too heavily on spending cuts in
order to preserve the exorbitant tax cuts enacted last year.



In the tradition we have come to expect from the White House,
the Republican budget emphasizes cuts in programs for people who
need help the most, in favor of relief for those who need it least.
Cuts run deepest in such programs as food and nutrition aid,
health care, and education. These cuts also short change the invest-
ment we must make in our future.

SOCIAL SECURITY

The Republican budget assumes 3-year savings in social security
of $40 billion. However, it fails to specify how those savings will be
made, leaving open the possibility that social security payroll taxes
could go up again, on top of large increases enacted in 1977 which
are being phased in through 1985. Alternatively, basic benefits
could be cut.

The intent of these future "savings" is to maintain the solvency
of the Social Security Trust Fund. However, the $40 billion target
assumes that social security must continue to borrow from the
equally bankrupt medicare fund. Such robbing of Peter to pay Paul
may buy time, but it should not be falsely represented as ensuring
the solvency of anything.

The millions of social security recipients, both present and
future, deserve a more credible solution to the problem than this.
My temporary freeze and moderate reform plan would have pre-
served the integrity of the system without unfairly penalizing any
beneficiary, and it would have done so in a specific, certain way.
The Republican solution is a mystery plan, wrapped up in May, not
to be opened until after the election. Nothing is more cruel to
beneficiaries that uncertainty, and nothing is less credible fiscal
policy than "unspecified savings."

HUMAN INVESTMENT

The Republican majority believes spending cuts are the only way
to a balanced budget. Yet many legitimate programs which cost
money today actually save money tomorrow.

WOMEN, INFANTS AND CHILDREN (WIC)

This program provides nutritious food supplements to low-income
women and children judged to be a nutritional risk. Studies have
shwon that food supplements have reduced the infant mortality
rate and reduce the incidence of low-birth-weight babies. The Har-
vard School of Public Health has documented that each $1 spent on
the prenatal component of WIC saves $3 in future hospital costs.

The Administration, however, wants to shut down the WIC pro-
gram and fold it into block grants at greatly reduced funding
levels. The Republicans on the Senate Budget Committee rejected
my amendment to increase WIC funding to keep up with inflation.
Instead they agreed to freeze the program at fiscal year 1982 levels
for the next 3 years, meaning that 200,000 low-income women, in-
fants, and children would be eliminated from the program in 1983.



EDUCATION

Title I Compensatory Education would be frozen at this year's re-
duced levels for the next 3 years, resulting in a loss of purchasing
power of 30 percent between 1981 and 1985. Yet studies have
shown title I to be a good investment. Disadvantaged students score
significant achievement gains in English and mathematics as a
result of the program. If title I and the students it serves will
suffer, so will the participants in the guaranteed student loan pro-
gram. The Republican budget chops $2 billion from that program
by fiscal 1985. The year's Republican proposal on GSL would force
at least another 300,000 students out of the program and force
them to assume a greater debt burden.

FOOD STAMPS

The Republican budget assumes benefit cuts for all recipients of
over $3 billion over the fiscal year 1983-85 period. A family of four,
no matter how poor, would lose nearly $200 a year in stamps. This
program was cut over $2 billion last year.

VETERANS

The Republican freeze in veterans health care will require sig-
nificant cutbacks in services as the cost of drugs, medical supplies,
and technology will continue to rise. Further, the freeze on COLAS
for veterans' pensions and the disabled is especially unfair, if all
other COLAS are not also frozen.

MEDICARE AND MEDICAID

The Republican budget targets medicare and medicaid for a $25
billion reduction over the next 3 years. These cuts can only add to
the distress of our poor and elderly citizens already living on limit-
ed resources and could prevent many of them from seeking and
getting necessary health care.

While many in need are-short-changed by the Republican budget,
important public investment in our future are neglected as well.
The budget would exact savings from research, law enforcement,
the space program and highway maintenance and other areas. In
effect, the budget provides far less than is necessay to continue pro-
grams vital to the country's welfare and security.

LAW ENFORCEMENT

The Republican budget is $100 million below the President's re-
quest and could force layoffs of up to 2,000 employees, undoubtedly
affecting the FBI, Drug Enforcement Administration, and Immigra-
tion and Naturalization Service. The FBI is already short 354
agents and this situation would simply be exacerbated by the Re-
publican budget. The Republican budget also includes a $100 mil-
lion cut for Federal courts which could force cutbacks of 2,000 per-
sons.



SPACE SHUTTLE AND SCIENTIFIC RESEARCH

The Republican budget cuts $1.5 billion from space and science
programs over 3 years. A reduction of this size could cut the
number of shuttle flights by about one-third and delay others, in-
cluding those missions vital to our national defense. The budget
also takes a short-sighted view of the need to improve our scientific
research base.

HIGHWAY AND BRIDGE MAINTENANCE

The Republican budget would allow for no increase in spending
for our nation's highway and bridge systems, both badly in need of
major rehabilitation. Currently, almost 8,000 miles of the interstate
highway system and two out of every five bridges must be rebuilt.
Without the needed increase, our Federal investment will continue
to deteriorate.

STRATEGIC PETROLEUM RESERVE

The Republican budget would reduce funding for facility con-
struction for SPRO by $0.2 billion, thereby severely hampering con-
struction of needed storage facilities.

ENERGY CONSERVATION

The Republican budget would continue the decline in energy con-
servation funding allowing $600 million less than was spent in
fiscal year 1981. This despite documentation that energy conserva-
tion accounted for 23 percent of all energy savings in 1980.

If the President's economic package last year was the result of
some sleight-of-hand, this Republican budget shows the back of the
hand to people clinging to the "safety net." If the budget is not ac-
ceptable-and it is not-the process which brought it to life raised
serious questions, as well. •

Although the formal budget process was largely set aside until
the eleventh hour, it still harbored some surprises. Late in the eve-
ning of the final markup session, proposed resolution language was
circulated among the Budget Committee members. Prior to that
time, no Democratic member had seen the language, no Democratic
member had been consulted, no staff of any Democratic member
had been contacted.

The final element of that draft resolution provided that if, by
September 15, Congress had not acted upon a second budget resolu-
tion, the language of the first would prevail. The leadership called
that "automatic conversion." What it really amounted to was an
automatic perversion of the budget process.

To have accepted that provision would have meant cancelling out
the feature of the Budget Act that gives Congress the time to
survey changing economic conditions and revise the budget figures
in their light. What we would have had left is a single budget reso-
lution with no chance for a second look. The decisions in May
would have stood as the economic testament until the flowers grew
again the following spring.



I accept the Chairman's statement that this provision was not
premeditated. But it was still permitted, speaking volumes, I think,
for the lone-wolf mentality prevalent throughout this year's entire
budget process. Fundamental changes in the law were slipped into
the draft resolution by a staff working in an environment which
led them to believe their maneuver was proper behavior. The pro-
vision was withdrawn after strong Democratic protest. But the
entire episode was further evidence of the problems endemic to
one-party budgeting.

After weeks of budget talks, both up-front and back room, the
problem is still the same. The President insists that supply-side
economics is the key to prosperity. But his approach has brought
the nation 9.4 percent unemployment, and we must fairly ask what
good his tax cuts have brought to those who have no work.

It must be fairly asked what magic his economic program has
worked on a prime interest rate that remains at 16.5 percent.

It must be fairly asked what good his approach has brought to an
auto industry whose output is down 30 percent from a year ago.

How can the President fairly ask more of the same?

This Republican budget does not deliver any hope to the finan-
cial community who wait for a signal from Washington that budget
deficits will be reduced; to American industry distraught with
bankruptcies and failures; to the millions of unemployed facing a
long period of idleness; and to America's poor and aged and its
middle class who once again face disheartening and unfair sacri-
fices in order to defend Reagan's flawed and failing economic pro-
gram.

In the end, the Republican budget is not the final step in the
Senate budget process, but a strong caution that the search for a
fair and workable budget must be continued on the Senate floor.

ERNEST F. HOLuNGS.
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MINORITY VIEWS OF SENATORS ERNEST F.
HOLLINGS, J. BENNETT JOHNSTON, JIM
SASSER, GARY HART, HOWARD M. METZ-
ENBAUM, DONALD W. RIEGLE, JR., DANIEL
PATRICK MOYNIHAN, J. JAMES EXON

Today, the American economy faces the most perilous economic
conditions since the Great Depression. At this writing, unemploy-
ment has reached 9.4 percent, affecting over 10 million Americans.
Yet the recession has still not bottomed out.

The prime interest rate remains above 16 percent, despite the
fact that inflation has been reduced to less than 7 percent per year.
Indeed, the 1981 average annual prime rate was 18.9 percent, up
nearly 6 percentage points from the 12.7 percent annual prime of
1979. Even more disturbing however, are the record levels of real
interest rates which have hovered, in the range of 8 to 10 percent
for months-a rate without precedent in the history of the Repub-
lic.

Housing starts have fallen below 1 million units a year. Business
failures, which totaled just over 17,000 last year, will be over 25,000
this year if there is no change in policy. Investor confidence is
dismal at best, and the American people are growing increasingly
impatient and worried about the future economic health of the
country.

Faced with this crisis in confidence, we believe a constructive, bi-
partisan budget plan must be developed. To be successful, it must
be both fair and credible. The plan must be equitable and touch all
areas of the budget without unduly penalizing the needy. To be
credible, the plan must be based on realistic data and have a rea-
sonable chance of being enacted into law. Unfortunately, the
budget plan approved by this Committee on May 5 fails on both
counts.

It was approved on a strictly partisan basis and developed
through negotiations held exclusively between the White House
and members of the majority party in the Senate. Indeed, it was a
Republican plan, not a bipartisan compromise.

It is unfair in that it penalizes the needy by drastically slashing
programs which are vital to the health and welfare of older Ameri-
cans, infants and children, the disabled and handicapped, and those
who served in the armed forces and suffered disabilities as a result.



Even more unfairly though, it proposes $40 billion in social secu-
rity cuts, cuts so deep that redical changes in basic retirement
benefits will occur if the proposed targets are enacted. It funda-
mentally violates the contractual agreement between the govern-
ment and America's senior citizens, who have worked hard and
paid into the system throughout their working lives.

We believe the plan adopted by the Republican majority will fail
to turn around our deteriorating economy. It will merely maintain
the existing economic policy which is exacerbating the current
crisis. We fear that we may lose the opportunity to make the "mid-
course correction" that is so badly needed to begin the long-awaited
recovery. And unless we make this correction, the unacceptably
high interest rates, high unemployment, and high deficits will con-
tinue unabated.

From the beginning of this budget cycle, we have been willing to
join in a bipartisan, constructive effort to develop a budget that
would help end the deepening recession. We remain willing to join
in any effort to forge a bipartisan compromise that will be both
credible and fair. Because the budget recommended by this Com-
mittee fails this test, we cannot support it.

ERNEST F. HOLLINGS.
J. BENNETT JOHNSTON.
JIM SASSER.
GARY HART.
HOWARD M. METZENBAUM.
DONALD W. RIEGLE, JR.
DANIEL PATRICK MOYNIHAN.
J. JAMES EXON.



ADDITIONAL VIEWS OF SENATOR LAWTON
CHILES

I am deeply disappointed to not be able to vote in favor of the
1983 Budget Resolution as reported by the Budget Committee. Re-
ducing the Federal deficit must be our top priority, so that interest
rates can come down and allow the economy to recover from the
recession. I am pleased to see the Resolution start toward a major
reduction in the massive federal deficits. While the total of $215
billion of additional deficit spending by 1985 is still too great, re-
ducing the projected 1985 deficit from $232 billion to $40 billion
would be a major accomplishment. However, I do not believe this
resolution will achieve that purpose. Of the planned reduction in
the deficit, $40 billion is slated to come from Social Security cuts,
and $24 billion from cutting Medicare health benefits to the elder-
ly. Since such drastic reductions are unlikely to be achieved, the
actual deficits are likely to be much higher.

I also do not believe that the Committee has arrived at a fair
mix of deficit reduction components. Leaving aside interest on the
national debt, the package cuts spending by $209 billion, but only
cuts tax breaks by $95 billion. Since last year's tax cuts gave an
average benefit of over $15,000 to each household over $80,000 a
year income, this 2 to 1 ratio is unbalanced.

SOCIAL SECURITY

The Budget Resolution contains instructions to reduce the Social
Security program's financing gap by $40,000. While I have been
calling for Congress to face up to the financial difficulties of the
Social Security Trust Funds, I do not believe this should be done in
the context of reducing the federal deficit. Over a year ago, I intro-
duced a bill to solve the long-term financing problems of the Social
Security system and would welcome speedy action on that bill sepa-
rate from the budget.

Despite putting fuzzy language in the Resolution, the
Committee's leaders made it clear during the Committee's debate
that by "reducing the financing gap," they mean cutting benefits.

VETERANS' PENSIONS AND COMPENSATION

I do not believe it is fair to impose a freeze on veterans' pensions
and compensation payments as the Committee's majority would do.
Pensions go only to low income veterans, and compensation pay-
ments go to veterans with service-connected disabilities. We owe a
basic sustenance to those who gave their health and strength in
the Nation's defense.



MEDICARE CUTS

The Committee plan requires drastic cuts in Medicare health
benefits for the elderly. Their 3-year, $24 billion cut includes a 13-
percent reduction in Medicare spending by 1985. That would re-
quire substantial increases in out-of-pocket medical expenses for
the elderly, who already pay one-third of their own health costs.
The Committee assumes billions of dollars will be raised by higher
Medicare premiums, by requiring 8 to 10 percent copayments for
hospital care and requiring 20 percent copayments for home health
care. The Committee rejected the alternative I offered of $12 billion
in savings over 3 years which is the most that can be achieved by
reducing costs of care, and not by increasing copayments or cutting
eligibility and benefits.

HOUSING

Despite the critically depressed condition of the Nation's housing
industry, the Budget Committee refused to leave room for the
Lugar bill or any other emergency housing program. Since the
Lugar bill was reported 16-0 from the Banking Committee, I do not
believe the Budget Resolution reflects the true will of Congress or
of the Nation.

The Committee's 3-year freeze on domestic appropriations will
cut vital services in several areas where programs are directly op-
erated by the federal government, rather than through grants, and
where most of the budget goes for salaries.

FREEZE ON FEDERAL LAW ENFORCEMENT

First and foremost, the Budget Resolution cuts law enforcement
activities by $600 million from what it will take to keep them at
current levels. I believe it is necessary to provide at least $135 mil-
lion a year more for the FBI, the Drug Enforcement Agency, the
Customs Service and the Immigration and Naturalization Service.
We cannot tolerate a situation where organized crime hires more
people and has better equipment than our law enforcement agen-
cies. Drugs, crime and uncontrolled immigration are undermining
the economy and well-being of large parts of the country. Orga-
nized crime has not put a three your "freeze" on their activities, so
we should not put a freeze on federal law enforcement.

VETERANS' MEDICAL CARE

The Committee also cut $300 million below the President's re-
quest for Veterans medical facilities, and rejected my amendment
to restore those funds. Even that request is $200 million below
what the Veterans Administration needs to keep up with the costs
of drugs, equipment and professional staff.

SPACE SHUTTLE, SCIENCE, AND TECHNOLOGY

The Resolution cuts $1.6 billion from the level which the Presi-
dent requested to fund the operations of the Space Program and to
provide a minimal level of growth in our science and technology
programs. If we starve those programs, our nation's industrial tech-



nology is going to fall below that of our competitors, and we will
not get the improved productivity our economy needs.

I believe it is possible to meet the nation's economic needs by re-
ducing the deficit, while still meeting our needs for critical serv-
ices, if we have a fair balanced package of spending cuts and tax
changes. This Resolution is not such a package. The amendments
which I offered in committee to meet the nation's basic needs could
have been afforded within the level of revenues originally proposed
by Chairman Domenici, without adding to the projected deficits. A
fair set of revenue adjustments would allow the deficit to be re-
duced much further, and bring us close to a balance in 1985.

GERMANENESS AMENDMENT

I have been a strong supporter of the Reconciliation process. In
fact, the first Reconciliation we carried out on the First Budget
Resolution was done pursuant to my motion to this Committee
back in 1980. I also included reconciliation in my opening motion
for the Committee to make major reductions in the deficit, because
I think Reconciliation is the only way we can, actually pass the leg-
islative changes necessary to achieve those reductions.

However, I think we have to make one modification to ensure a
fair process. The Budget Act contains a "germaneness" provision,
which was designed to prevent extraneous non-budgetary amend-
ments from being added to Budget Resolutions. This had an unin-
tended effect on the procedures used for reconciliation. Any alter-
native spending cut or tax change, not included by the Authorizing
Committees, is subject to a point of order if offered as an amend-
ment during consideration of the bill by the full Senate. There are
several problems with the use of germaneness in this way. Suppose
the authorizing committee, by a single vote margin, decided to cut
program "A", but not program "B". When the bill was on the floor,
Reconciliation would prohibit any member from offering an amend-
ment to substitute a cut in program B. A narrow majority of one
committee would therefore dictate its will to the Senate.

A second problem is that germaneness biases action on Reconcili-
ation bills against reducing the deficit. Let us suppose it is clear
that a majority of the Senate is prepared to reject a particular cut.
It would not be in order for the Committee to come up with a new
offsetting cut to restore the original cost savings.

Finally, germaneness invites Committees to play the "Washing-
ton Monument Game." If they do not really want to reduce their
programs, they could report something clearly intolerable, such as
grounding the entire Air Force for a year or eliminating feeding
programs for the elderly. A motion to strike those cuts would be in
order, and would obviously pass, thereby increasing the deficit.
However, it would not be permissible to offer an amendment to
substitute reasonable cuts in other programs. I do not think the
Budget Act really intended to hamstring the Senate that way. And
I do not think it is fair to prevent votes on alternative provisions
when the bill comes to the floor.
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I therefore offered an amendment to include a section in the
Budget Resolution similar to the enforcement provisions, that
would modify germaneness to allow alternative spending cuts or
tax changes. The amendment contained a proviso so that it would
not open the door to non-budgetary items.

We checked the language with the Parliamentarian and he told
us it was workable and would be in order on the Resolution.

I believe *the Committee was quite unwise, and inflicted great
harm on the fairness of the budget process, by rejecting my amend-
ment.

LAWTON CHILES.



ADDITIONAL VIEWS OF SENATORS JIM SASSER,
DONALD W. RIEGLE, AND DANIEL PATRICK
MOYNIHAN

For many months, we have tried to alert this Committee and the
Congress to the crisis facing the nation's economy and the congres-
sional budget process. We confronted a difficult task: find a course
of action that both eases the distress of major economic sectors and
reduces the escalating deficits, which are jeopardizing prospects for
a lasting economic recovery. We announced our willingness to join
in a constructive, bi-partisan effort to accomplish that task. We
regret that the Committee majority and the Administration decid-
ed to forgo such an effort. The Committee majority and the Admin-
istration now offer a budget resolution that we cannot support.

The current economic and budgetary crisis refutes the
Administration's claims for its economic policies. When Congress
enacted the Administration's economic program last year, the Ad-
ministration promised the nation that real GNP would increase 4.2
percent in 1982. In fact, real GNP has declined at rates of 3.9 per-
cent and 3.4 percent over the last two quarters, and today 30 per-
cent of America's manufacturing capacity lies idle.

Last year, the Administration and the majority promised the
nation that this year's unemployment rate would average 7.2 per-
cent. Last Friday, the Labor Department announced that 9.4 per-
cent of the nation's work force is now unemployed, breaking all
post-war records.

The Administration and the majority also promised that interest
rates would drop 1.5 percentage points this year under their pro-
gram. Today, interest rates continue at levels unprecedented for a
deep recession, and real interest rates hover near all-time highs for
any period Interest-sensitive industries, like housing and auto-
mobiles, are in a slump comparable to the Great Depression. Simi-
lar conditions now threaten steel, machinery, and other sectors. Ac-
cording to the Commerce Department latest survey fixed business
investment is expected to fall, in real terms, below last year's al-
ready low levels.

As recently as last September, the Administration confidently
projected that budget deficits would decline to $22 billion in 1983
and achieve balance in 1984. The baseline deficit has now reached
$183 billion for 1983 and $216 billion for 1984, about three times
the highest previous deficits in American history.

The President's own budget proposal would produce deficits of
$121 billion in 1983, $129 billion in 1984, and $140 billion in 1985,
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177

according to Congressional Budget Office estimates. To its credit,
this Committee rejected the President's proposal by a unanimous
20-0 vote.

The Committee recommends an alternative to reduce the large
and growing deficits that would result from the President's budget.
However, the Committee budget, which has the Administration's
endorsement, would maintain the current, failed economic policy
and would focus further hardship on the most vulnerable groups in
American society.

On social security, the most fundamental social program in
America, the budget of the Committee majority and the Adminis-
tration would break a solemn pledge to the American people. The
fiscal pressures on the Social Security System must be relieved.
The President has appointed a distinguished Commission to devel-
op measures to do so. But now, before the Commission has complet-
ed its study, the majority on this Committee and the Administra-
tion propose to cut $40 billion out of social security to solve their
current deficit problem. They have created a new budget category,
called "social security solvency," under which they propose budget
reductions of $6 billion in 1983, $17 billion in 1984, and another $17
billion in 1985.

We will do everything in our power to prevent the Administra-
tion from raiding social security and reducing the basic incomes of
America's elderly, to relieve deficits created by mismanaged eco-
nomic policies.

This resolution is unacceptable in other respects as well. It would
allocate to the nation's health programs-including medicare and
medicaid-$6.7 billion less than the amount required to keep pace
with inflation. Programs for education, job training, employment,
and social services, which absorbed a 16 percent real cut in last
year's budget, would be reduced, in real terms, by 24.8 percent
more under the majority plan. Commerce and housing programs-
areas especially devastated by the current economic decline-face
reductions of 31 percent in real terms, following a 5 percent real
decline in last year's budget. Mass transit and other transportation
programs, which absorbed a 14 percent real reduction under last
year's budget, now face another 12.7 percent cut. General revenue
sharing, one of the most successful Federal initiatives of recent
years, aiding over 39,000 general purpose local governments, will
lose some $800 million in 1984 and 1985.

We do not accept the proposition that the root cause of our cur-
rent economic crisis lies in those programs designed to provide
basic security or equal opportunity for the nation's disadvantaged,
unemployed, disabled, and elderly. Nor can we accept any budget
that tries to achieve short-term gains by sacrificing basic elements
of the nation's social and economic infrastructure, which are the
basis for long-term growth and productivity.

We have established that an alternative does exist. On March 31,
we proposed a budget plan that includes an end to the current con-
flict of monetary and fiscal policy. Our plan, which was developed
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in consultation with the Joint Economic Committee, proposed a
change in the mix of fiscal and monetary policy to accommodate
lower interest rates and speed economic recovery. It would break
the budget impasse and provide a mid-course correction in econom-
ic policy. It would reduce budget deficits and distribute the burdens
of fiscal restraint fairly.

We offered measures to close the budget deficit through responsi-
ble fiscal restraint, and to alter current monetary policy to permit
lower interest rates and a rapid return to economic growth.

-First, we proposed to raise $121 billion in additional revenues
by deferring the indexing of tax rates until 1987, by accept-
ing about half of the Administration's proposals to revise tax
regulation and improve tax collection, and by closing $86 bil-
lion in tax loopholes over 3 years.

-We counseled moderation in expenditures. Last year, Congress
cut $35.2 billion from the Federal Government's discretion-
ary spending programs. Congress should now consolidate and
evaluate the impact of these reductions. Government should
not be expanded. But neither should we waste the nation's
investment in human and physical capital by additional
drastic reductions in education, transportation, energy, and
other related areas. Additional funding in many such areas
may be justified, but we would restrain discretionary expend-
itures to 1982 levels adjusted for inflation. The majority now
proposes cuts that will jeopardize the long-term growth, effi-
ciency, and productivity of the nation's economy.

-Budgetary restraints also dictate more rigorous scrutiny of the
Defense Department's weapons procurement policies. The
nation's defense can best be protected by maintaining the
readiness, operations, and maintenance of our armed forces.
America's security can be effectively and safely maintained
with 5 percent annual increases in defense budgetary au-
thority, and this we proposed.

We tied these proposals for responsible fiscal restraint to a shift
in monetary policy. The Administration has repeatedly endorsed a
monetary policy that has brought a precipitous drop in the growth
rate of the money supply. The central measure of the money
supply, M1, dropped from 7.3 percent in 1980 to 2.3 percent in 1981.
That is the sharpest decline in post-war history and the tightest
monetary policy since 1959.

Our budget alternative proposed that the Federal Reserve revise
its current monetary targets to bring down interest rates in rela-
tion to the rate of inflation. We proposed returning the money
supply growth to the path originally proposed in the
Administration's economic recovery plan of February 1981. This
path assumed an average 0.6 percentage-point annual reduction in
M1, growth, so that the growth rate would have been 6.7 percent in
1981.

Accordingly, we offered the following amendment to the budget
resolution:



It is the sense of the Congress that, as Congress moves to
restore fiscal responsibility and to reduce projected budget
deficits, the Federal Reserve System should ease current
monetary target ranges, so as to conform to the growth
path proposed by the Administration in "America's New
Beginning: A Program for Economic Recovery" issued by
the White House February 18, 1981.

We submitted our entire proposal to one of the nation's pre-emi-
nent econometric forecasting firms, Data Resources, Inc. [DRI], for
their analysis. DRI reported that our program would quickly bring
down interest rates and rapidly revive the interest-sensitive sectors
of the economy: housing, automobile sales, agriculture, small busi-
ness, and productive capital investment. The DRI analysis showed
that our plan would sharply increase economic growth this year
and through 1983.

DRI also reported that this renewed economic growth would help
relieve the deficit by producing additional tax revenues amounting
to $38.9 billion in 1983, $38 billion in 1984, and $38 billion in 1985.
And the sharply declining interest rates would reduce the
Government's expenditures for debt service by some $26.8 billion in
1983, $48.2 billion in 1984, and $62.2 billion in 1985.

Under this program, according to the DRI analysis, the Federal
deficit would fall to $78.1 billion in 1983, $64.2 billion in 1984, and
$43.7 billion in 1985. By coordinating fiscal and monetary actions,
we could maintain the Government's basic social and human com-
mitments, while reducing the projected baseline deficit by $443 bil-
lion over 3 years and the 3-year deficit projected under the
Administration's proposal by some $219 billion.

We are pleased that we were able to persuade the majority L
attach an amended version of our monetary policy directive to the
budget resolution, the first such statement in the history of the
budget process:

It is the sense of the Congress that if Congress acts to
restore fiscal responsibility and reduces projected deficits
in a substantial and permanent way, then the Federal Re-
serve Open Market Committee shall reevaluate its mone-
tary targets in order to assure that they are fully comple-
mentary to a new and more restrained fiscal policy.

Nevertheless, we cannot accept the majority's arbitrary reduc-
tions in the nation's social programs nor its large increases in de-
fense expenditures, and we strenuosly reject any breach of faith
with the American people over social security. Regretfully, we
must decline to support this budget resolution.

JIM SASSER.
DONALD W. RIEGLE.
DANIEL PATRICK MOYNIHAN.



MINORITY VIEWS OF SENATOR J. JAMES EXON

The budget embodied in this resolution is a step backward. It
moves away from the kind of a bipartisan budget compromise
which this country needs to bring down high interest rates. The
Senate Budget Committee was presented with a historic opportuni-
ty to do the country a great service. I believe it would have been
possible, and certainly preferable, for the Budget Committee to
emerge from our day and night mark-up sessions with a bipartisan
budget which would have been fair, realistic, and acceptable to all
parties who are seeking a genuine compromise rather than parti-
san oneupsmanship.

Early in the mark-up session both the Chairman and the Rank-
ing Minority Member offered budget plans which contained a great
number of similarities. As one member of the Committee, I was
prepared to accept a budget which resolved most of the differences
somewhat equally between the two proposals. Such a compromise
would have resulted in lowering federal budget deficits for the next
3 years significantly, and put a balanced budget in reach by 1985
and certainly 1986. Reductions in the deficits could have been
achieved by approximately equal amounts of spending cuts and
revenue increases, just as the President proposed during the April
budget negotiations with Congress. The budget as reported by the
Committee's actually moves back closer to the President's Febru-
ary budget, which our Committee wisely turned down on a vote of
20-0.

In fact, this budget is even less desirable in certain aspects com-
pared to the President's February proposals. There will have to be
even deeper spending cuts in some areas, notably social security. It
must not go unobserved as to how the new social security cuts
came about: the original plan under consideration contained a
freeze on social security cost of living adjustments for 1982, with
percentage limitations in the years thereafter. In the final docu-
ment, these cuts were moved clumsily into a new category called
''social security solvency," and a few billion dollars more in cuts
were added for good measure. If Congress actually adopts this
budget, it will be very difficult to explain an inequitable Federal
policy on cost of living adjustments to various categories of retir-
ees. To social security recipients, we are apparently saying that
they will receive costs of living adjustments based on the consumer
price index for each of the next 4 years. To railroad retirees, mili-
tary retirees, civil service retirees, postal retirees, and all other re-
tirees who participate in a federally supported retirement system,
we are saying that they will not receive a cost of living adjustment
in fiscal year 1983, and less than the increase in the CPI in subse-



quent years. This is again a step backward from what has been the
policy of the Senate Budget Committee over the past several years,
as we have tried to put all retirees on similar, once-annual cost of
living adjustment schedules.

But that may be the least of the inequities. By requiring $40 bil-
lion of cuts to social security recipients over the next 3 years,
surely some current or soon-to-be recipients will be cut back severe-
ly in their benefits or dropped altogether from the social security
roles. The rationale for this is presumably to achieve solvency for
the Social Security System. But it will be hard to explain to social
security recipients why they must bear $40 billion in cuts when the
social security program is, in reality, in a better position than the
other retirement funds from a standpoint of being self-supporting.

This incredible policy on social security and the other retirement
funds concerns me not only because it is poor retirement policy,
but also because it will not be convincing to the money markets of
this country. When it is generally recognized that this resolution
does not bring about a balanced budget, but rather a $40 billion
deficit in 1985, and that will be achieved only by cutting $40 billion
out of social security over the next 3 years, then the money mar-
kets will conclude that Washington is still not serious about con-
trolling high deficits and real interest rates will remain at histori-
cally high levels.

In a last minute attempt to rescue this budget, I offered an
amendment during the markup session to defer the third year of
the individual tax cut which is scheduled for July 1, 1983. My cal-
clations, as confirmed by the Congressional Budget Office, indicat-
ed that this amendment to the budget would have resulted in a bal-
anced budget by 1985. Had this amendment been adopted, the
money markets would have been convinced that Washington was
at last serious and was prepared to make the necessary political as
well as economic sacrifices necessary to bring interest rates down.

Lastly, I must note that this past markup session has hit a new
low in terms of what was envisioned for the Budget Committee
under the 1974 Budget Act. In past years, at least as long as I have
been on the Budget Committee, members carefully evaluated the
priorities represented by the 19 different budget functions. Issues
were presented in carefully prepared and documented markup
books. During the last few days, however, the markup books were
not even opened, and the only important budget negotiations on
priorities were between the majority members and the White
House. The only opportunity that all members had to discuss prior-
ities and functions came after the real decisions had already been
made. Predictably, efforts to discuss the priorities of law enforce-
ment, veterans, assistance for the housing industry, and other im-
portant matters were not successful.

Perhaps this was inevitable in this highly charged, partisan at-
mosphere. I believe the budget the majority has recommended is
not the Chairman's first choice, as he has put forth much more
commendable and realistic budget plans both last fall and this
spring.
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As a member of the minority on the Senate Budget Committee, I
stand ready to join in a bipartisan budget compromise, and I hope
one can still be achieved through future actions on the floor of the
Senate or in conference committee with the House of Representa-
tives.

J. JAMES EXON.

0
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