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granted, without even noting that in doing so they are going
against the whole of the evidence to date, and without offering
a shred of evidence of their own. This is modern mythology
with a vengeance.

What is involved here is no less than another phase of the
ideological war in which we are engaged. A central premise
of the Communist ideology is that the state must exercise com-
prehensive control and direction over the economic activities
of its citizens; a central premise of Western liberalism is that
free men operating in a free market can promote their own ob-
jectives without the necessity for an all-powerful state.

Foreign economic aid implicitly accepts this premise of
the Communist ideology; yet it is intended as a weapon agai
Communism. Many who favor it as applied abroad would
horrified at the idea of applying its principles at home. If they
accept it, it is becausc they do not understand what it implies or
because they take the word of the “experts” that it is the “only”
way to win friends abroad. They, and the experts, are in the
state of the man who discovered that he had been speaking
prose all his life. Loyal Americans that they are, they have
unthinkingly accepted a basic premise of the Comumunist
ideology without recognizing it for what it is and in the face
of the available evidence. This is a measure of the success of
Marxist thought, v ich is most dangerous precisely when its
products lose their labels.

Despite the intentions of foreign economic aid, its major
effect, insofar as it has any effect at all, will be to speed the
Communization of the underdeveloped world. It may, for a
time, keep some of these countries nominally on our side. But
neutral or even hostile democracies are less of a threat to the
preservation of a free world than ostensibly friendly totalitar-
ian countries.

An effective program to promote a free and prosperous
world must be base >n our own ideology, not on the ideology
v are fighting. V at policy would be consistent with ¢
ideology? '

The aim should be to promote free mark«















DEPARTMENT OF AGRICULTURE

A. Food Stamp Program

Revised entitlements stated that a family of four will be eligible with incomes
of less than $11,000 per year. Under current Taw it is $14,000 per year. T
income Tine should be revised to take into account the fact that many of these
families also receive benefits from "in-kind" programs. The income index should
incTude housing assistance, Medicaid payments and all other "in-kind" income.
Assets tests should be tightened.

Reinstate the food stamp purchase requirement. The savings from this would be
approximately $800 million.

Tinhton food stamp eligibility requirements. ETigibility for the food stamp
Pruyram 1S based on net rather than gross income. A family with a gross income
well above the poverty level could conceivably qualify for food stamps by sub-
tracting enough deductions and exemptions which do not currently qualify as
income. This option also assumes legislative savings by requiring that family
size, age, and sex of family members be taken into account in determining the
food stamp allotment. This proposal has been recommended by the GAO. The

cost savings would be approximately $70" million.

Tighten food stamps assets tests. In determining who can participate in the
food stamp program, certain assets are exempt from calculating eligibility.
Possessions that do not count as assets are: house, one car, personal effects,
Tife insurance, etc. If the same assets test was used as with SSI the cost

savings would be approximately $544 million.

Implement food stamn fraud control. Requirements for a standard photo ID card,
countersigned warramvs, a national application crosschecked for duplicate
benefits, and a standardized earning clearance system would save approximately
$138 million. (NOTE: This was offered as an amendment by Sen. Hayakawa last

Congress. )

Strengthen work requirements. If work requirements were strengthened, an in-
centive would be added vu foster self-reliance and eventual termination of
food stamp participation. Also the dependent's age requirement for which a
food stamp participant can choose not to work but to stay home with her child
should be changed to age six rather than age twelve. This would then parallel
the age requirement for the AFDC program. This could save approximately

$34 million.

B. Head Start Program

Head Start Program (FY '82) -~ $950 million. Suggested cut: $190 million.

This program provide a | N
(incTuding health, educati1on, NUIrITIG, uiu cvmiiomes ciigye e o o e e e g =

is a 16% increase over FY '81. The Head Start program represents another social
engineering program with few lasting results. If states wish to encourage this
type of preschool program, local resources should be directed this way. No
evidence has shown conclusively that non-Head Start children Tearn more or have
better educational records than Head Start children. A 20% cut could be a major

rt tov -d reducing this program.



DEPARTMENT OF DEFENSE

Although we believe that total defe > spending will have to be increased in
order to modernize our weapons system and achieve parity with or superiority
over the Soviet Union, unnecessary expenditures resulting from waste, fraud,
abuse or mismanagement must be stopped in every department, including the
Department of Defense.

The following recommended budget cuts are all taken from the RSC Special Report
on Waste, Fraud, Abuse and Mismanagement, which was a compilation of findings
and recommendations by the General Accounting Office during 1979 and 1980. It
is possible some of these recommendations have been implemented by now, but
those which have not should be aggressively pursued through budgetary restraints.

Cut of $44,000,000 by centralizing the Air Force field component repair services.
(GAO, #1LCD-79-409, March 28, 1979)

Cut $400,000,000 by improving the DOD's system of accounting for the value of
foreign military sales. (GAO, #FGMSD-79-21, March 16, 1979)

Cut $1,000,000 annually through better management of DOD cash holdings over-
seas. (GAO, #FGMSD-79-6, January 10, 1979)

Cut $18,000,000 by using available serviceable parts to avoid repairs.
(GAQ, #LCD039-205, January 31, 1979)

Cut $124,000,000 through reductions in flying hour programs in the Army, Navy
and Air Force, (GAO, #LCD-79-401, March 27, 1979)

Cut $10,000,000 by instituting the GAO alternative to the present method of
paying clothing aflowances to military personnel. (GAQO, #FPCD-79-12,
April 20, 1979)

Cut $1,500,000 annually by consolidating the Army and Air Force Exchange
Services. (GAO, #FPCD-99-60, May 22, 1979) Cut another $33,000,000 from the
military exchange systems by 1imiting the exchange systems' goal to providing
goods and services only rather than to make them responsible for providing
morale, welfare, and recreational activities as well. (GAO, #FPCD-80-50,

July 18, 1980)

Cut $57,000,000 through substituting civilians for military personnel assigned
to morale, welfare, and recreational activities in the armed services. (GAO,

#FPCD-79-54, July 11, 1979)

Cut $F? n00,000 through consolidation of the undergraduate helicopter pilot
t in e 17t Ar " NA. (GAO, FTI-80- 77, January 31, 1¢ )

Cut $1 billion by having the Air Force install one rather than two computer
systems at about 105 bases to perform administrative and operating functions.
(GAO, #FGMSD-80-15, October 26, 1979)
Cut $300,000,000 through the standardization of military aircraft ground
service equipment. (GAO, #LCD-80-30, February 7, 1980)




Cut $775,000,000 through better management of shipbuilding contracts. (GAO,
#PSAD-80-18, January 10, 1980)

Cut ¢&n nNN NnO0 through better inventory management at Air Force air
]Oglbblbb venters. (GAO, #LCD-80—6, October 25, 1979)

Cut $1 billion through increased implementation of the Air Force's Military
Standard 1567 work measurement to enhance contractors' productivity and cost
control in the acquisition of major Air Force weapons systems. (GAO, #PSAD-

80-46, June 3, 1980)

Cut $72,00M "NQ through the standardization of DOD software computer systems.
(GAQ, #dRD-ou-49, April 24, 1980)

Cut $2,000,000 through instituting stronger procurement controls in the Far
Fast. (GAO, #HRD-80-23, November 19, 1979)

Cut $280,000,000 through improving the logistics factor in modernizing U.S.
Air Reserve forces. (GAO, #LCD-80-11, November 6, 1979)

Cut $4,050,000,000 from the Navy's F/A-18 operational and support costs through
the use of multiport avionics test equipment, consolidation of avionics repair
facilities, buying of initial spares concurrently with aircraft installed units,
making more effective use of pilot simulators, consolidation of /A-18 squadrons
into Targer size units, use of the reliability centered maintenance concept to
determine the need for depot maintenance and pipeline aircraft, and elimination
of unneeded facilities improvements. (GAO, #LDC-80-65, June 6, 1980)

Cut $5,700,000 through reducing ship overhaul costs. (GAQ, #LDC-80-70,

June 17, 1980)

Cut $10,000,000 through improved inventory management of the Defense Logistics
Agency's medical supply system. (GAO, #LCD-80-74, June 25, 1980)

Cut $7,500,000 by eliminating Marine Corps Logistics overlap. (GAO, #LCD-80-74,

June 30, 1980)

Cut $30,000,000 through improving controls over property in the custody of
military units.

Cut $530,000,000 by tightening control of the Army's Military District of
Washington's Finance and Accounting Office. This amount is wasted due to
fraud and inadequate accounting and procedural control. (GAO, #FGMSD-80-
53, June 5, 1980)

Cut $6,860,000,000 through the limitation of the number of non-combat air-
rraft miccinne tn the » that can | a juately justif® 1. (GAO, ;"' °D-8
, July . )

Cut $41,500,000 through faster processing of military discharges for adverse
reasons. (GAO, #FPCD-80-57, July 3, 1980)

Cut $87,500,000 by reducing the Army's FY '81 ammunition budget request due
tn nremature procurement (materials not fully tested and refined). (GAO,
-80-62, June 12, 1980)

Cut 710 nAN NN by removing certain limitations on the application nf service-
able waiver var cturns to past demands. (GAO, #LCD-80-64, May 15, __30)
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Cut %9A0,000 through reductions in the Navy's contract for patrol combatant
hydruivil missile ships. (GAO, #PSAD-80-3, October 18, 1979)

Cut $500,000 by tighter controls over payments for medical services by the

Veterans' Administration and Medicare programs in order to avoid duplication
of payments and misapplied deductibles. (GAO, "Letter Report to Max Cleland
and Secretary of HEW, Patricia Roberts Harris," October 22, 1979, #HRD-80-10)

Cut $335,000 annually by streamlining Grumman's computer operations supporting
Mavy contracts. (GAO, #PSAD-79-111, October 5, 1979)

Cut $323,000 through the consolidation of the Finance and Accounting Centers of
the Military Traffic Management Command. (GAO, #LCD-79-331, August 2, 1979)

Cut $3,000,000 by tightening control over split award contracts and survivor
awards. (GAO, #PSAD-79-96, August 2, 1979)

Cut $105,000,000 through reduction in strategic airlift crews. (GAO, #LCD-
79-411, September 19, 1979)

Cut $5,300,000 through elimination of unneeded material handling equipment,
establishment of reasonable equipment allowances and efficient use of needed
equipment by the Navy. (GAO, #LCD-80-31, January 30, 1980)

Cut $800,000 by discontinuing a test-related basic allowance for subsistence
payments to three military installations since the tests have been completed.
(GAO, #FPCD-80-18, December 5, 1979)

Cut $3,210,000 by avoiding delays in definitizing Tetter contracts by the Army
and Navy. (GAO, #PSAD-80-10, November 16, 1979)

Cut $1,700,000 by improving productivity in the Navy missile maintenance pro-
gram. ZCAO #L.CD-80-43, April 9, 1980)

Cut $54,000,000 from guaranteed minimum annuities for disabled Air Force
civilian retirees. (GAO, #FPCD-80-26, November 30, 1979)

Cut $750,000 by cutting down erroneous payments to reservists and guardsmen
for drills they did not attend. (GAQ, #FGMSD-80-6, January 28, 1980)

Cut $10,000,000 by increasing efforts to recover the cost of using government-
owned assets for foreign military sales. (GAO, #FGMSD-79-36, June 1, 1979)

Cut $200,000 from operation of the storage and distribution of bulk petroleum
products by the Defense Logistics Agency through better transportation practices.
(GAO, #LCD-79-218, June 14, 1979)

SJt by e ing Inde il sp

suppurt 1uncuiuns employing them have been transferred to other services,
which gained new personnel spaces for the increased workloads. (GAO, #FPCD-
79-50, April 23, 1979)

Total suggested cuts: $16,014,778,000.




DEPARTMENT OF EDUCATION

A. Program Cuts

Abolition of the Cabinet-Tevel Department of Education would save about $500
million.

Since the creation of this Cabinet-level department, an upward push has occurred
in expenditures. The budget for FY '81 was about $1 billion over that of compar-
able programs for fY '80; the FY '82 budget is an additional billion dollars
higher. Transfer of programs thru block grant programs to the states and a re-
duction of administrative personnel should save at Teast half a billion dollars.
Reestablishment of the education function in Health and Human Services or as an
independent agency reporting directly to the President (e.g., NASA) should make
it easier to control future expenditures.

Office of Civil Rights FY '82 -- $50,971,000. Suggested cut -- $25,000,000.

This office in recent years has worked to harass schools for not meeting sug-
gested ratios of minority (and female) students and faculty members rather than
enforce legitimate complaints of discrimination. The office funding should be
reduced by 50% and to consolidate efforts the office should be transferred to
the Department of Justice.

Vocationai Education Program FY '82 -- $962 million in outlays. Suggested cut
-~ $550 million.

Although the Reagan Administration proposes a 20% cut in vocational education
funding ($236 million reduction in budget authority; $220 miliion reduction in
budget outlays), the rationale for such a cut would justify a cut closer to 50%.
States provide about $10 (matching grants) for each one dollar of federal money
received and thus states and local resources support most of the funding. Vo-
cational training programs have trained people for jobs which don't exist; many
companies operate their own training programs. Even groups the federal govern-
ment targets are not the focus of most vocational educational programs -- less
than 15% of training go to disadvantaged, handicapped, or those with Timited
English speaking ability. A revitalized economy will do more than the voca-
tional education program for providing jobs to the unemployed.

College Housing Loans FY '82 -- $12,879,000. Suggested cut -- $2 million.

} 1t | : | i

11ving off campus, there 1S less of a need tor the tederal go' ‘ng
billions for college housing loans. There has been a problem 1n collecting
foans in the past. A deeper cut would not harm students seeking an education.
This might be reduced further in future years and be phased out.



B. Administrative Savings to Reduce Waste, Fraud and Abuse

Increased monitoring and auditing of Title I of the Elementary and Secondary
Education Act (compensatory education) -- $36 70n nnn,  Office of Inspector
General, HEW, estimated savings January 1, 19/v-vecenber 31, 1979 (March 1,

1980) report.

Expanded collection efforts through Student Financial Assistance -- $321,000,000.
Memorandum from the HEW Inspector General to the HEW Secretary (May 18, 1978).

Grant monies improperly spent for colleges and universities -- $3,500,000.
Memorandum from the Inspector General of HEW to the HEW Secretary (May 18, 1978).

HEW grant money misspent to institutions of higher education (FY '77 item
different from above money misspent) -- %12 500,000. Report of the Inspector
General, HEW, January 1, 1979-December .., 1379 (March 31, 1980).

Recommended adjustments under the Head Start program -- $11 40N ,000. Office
of the Inspector General, Department of HEW, Annual Renorci vanuary 1, 1979-
December 31, 1979 (March 31, 1980).

Monies owed to the Department of Housing and Urban Development as a result of
outstanding college housing loans -- $3,000,000,000. (This program is now
administered by the Department of Education.) General Accounting Office report
"The College Housing Loan Program: More Effective Management Needed" (March 26,

1980) #CED-80-75.

Estimated savings which could be realized through better management in the
national direct student loan program -- $4,000,000. General Accounting Office,
"Better Cash Management Can Reduce the Cost of the National Direct Student
Loan Program" November 27, 1979, #FGMSD-80-5.



DEPARTMENT OF ENERGY

Synthetic Fuels Subsidies -- Savings $5.5 billion

The DOE currently has $5.5 billion provided under the interim Alternative Fuels
Program. This money can be used for feasibility studies, cooperative agreements,
price supports, purchase commitments and loan guarantees to subsidize construc-
tion of commercial synfuel facilities, in short, for everything the new Syn-
thetic Fuels Corporation is empowered to do. The President, in his February 18
address to Congress acknowledged that he plans to appoint new directors as soon
as possible and declare the corporation fully operational. Once this is done,
the SFC can take over synthetic fuel development with its own $12.2 billion.
And DOE will be prevented from obligating funds under the alternative fuels
program thereby allowing the rescission of the DOE funds.

Strategic Petroleum Reserve -- Savings $20.4 billion

The Administration has not advocated any changes regarding the SPR but both the
Dannemeyer and CBO analyses suggest that significant sums could be saved if the
cost of filling the Strategic Petroleum Reserve was financed privately through

the sale of bonds to the public. Dannemeyer puts the savings at $617.7 million
in FY '81 outlays and the CBO projects a $20-4 hillinn savings in outlays over

the next five fiscal years.



DEPARTMENT OF HEALTH AND HUMAN SERVICES

Repeal of Title X of the Public Health Service Act. Savings -- $162 million.

This has been one of the most controversial sections of "health" policies since
it uses federal money to promote family planning, abortion, sex education, and
values clarification. Pro-abortion groups (e.g., Planned Parenthood) have been
abie to get funding but groups opposed to abortion have been unsuccessful in
getting federal funding for their projects. The federal government should be
removed from the role of sex education and this would result in a budgetary

$AVings.

Elminate "Trigger Level” Funds for Administration of Children, Youth and
Families (ACYF). Savings -~ $163.5 million.

These funds are the "trigger level" funds called for in the new Child Welfare
Reform Act {P.L. 96-272) which w111l unleash a whole host of bureaucratic ini-
tiatives ... judicial and administrative reviews, state planning and case-
tracking systems, others ... and not one dollar will go to the provision of
care for childvan, As a matter of fact, the Taw specifically proscribes using

any of the sew iunds for direct services to children.

As a matter of legislative history, these "trigger" funds were not in the

May 15, 1980 budget resolution. They were slipped into the House Appropriations
bi1l for HHS in August and hung up in the Senate prior to the reconciliation
process. When the continuing resolution passed, it included the House's

new higher figures, rather than the normal practice of returning to prior

(FY '80) funding Tevels.

ACYF immedjately Tauched their midnight regs (December 31) and called for
eight regional hearings on the new rules. The entire process has been a
T1beral charade.

Restrict Supplemental Security Income. Savings -- $72 million.

Currently there are tremendous abuses of the welfare system by newly arrived
fegat aliens. Many aliens gain admittance to this country under the auspices
of a sponsor who files an affidavit of support, promising to make sure the
alien stays off public assistance for five years. In many cases the sponsor
reneges on the promise to support the alien and the alien then applies for
and receives weltare (SSI).

In 1979 alone these legal aliens ripped off the American taxpayer by over $72
million annually. The GAO has fourd that 8% apnly for ! iS°ance within
.J days .. .er their arrival. _ome apply w 1in the . .._. ' -, and

get on the welfare rolls within three years of entry.

One Social Security Claims Officer who is very familiar with the SSI/Tegal
alien problem alleges that improper payments may run as high as $1.2 billion
per year.

Conclusion: Cut all assistance for legal aliens with sponsors for tI first
five vears of inhabiting the United States. Cost savings -- $72 million +.

-8 -



DEPARTMENT OF LABOR

Eliminate the Labor-Management Services Administration. Savings -- $57.7
million.

"Redundant with the NLRB" according to the Dannemeyer budget. Performs ser :es
better left to private sector (aids in planning for work force adjustments,
conducts studies on topics such as construction industry bargaining, pi lic

sector labor relations).

Repeal Davis-Bacon Requirements. Savings -- $125 million.

Strong recommendation for repeal by GAO. Badly mismanaged by the Department
of Labor, highly inflationary and anti-competitive.

OSHA -- Reduce $73.6 million.

This agency is in need of redirection to change its thrust from an adversarial
one to a cooperative one. Recommend cutting 10% each from budgets for safety
and health standards program, federal enforcement grants program and from
compliance assistance programs. In addition, eliminate completely state en-
forcement grants, and also allow a 10% increase for executive direction and

administration.

Mine Safety and Health Administration. Reduce by $20.7 million.

Fewer inspections projected by MSHA for 1981 and 1982: reduce outlays by 10%.

Departmental Management

Eliminate both the Women's Bureau and the Civil Rights Office as their functions
are also handled by other bureaus and agencies. Savings -- $7.5 million.

Streamline functions of Committee on Employment of the Handicapped; has poten-
tial for being clearinghouse for matters on handicapped once its publications
system and other activities are streamlined: no increase for FY '81, reduce
instead by 15%. Savings -- $0.5 million.

Eliminate activities from ILAB which pertain only tagentially to the general
purposes of the Department of Labor. No increase for FY '81, and reduce in-
stead by 10%. Savings -- $1.4 million.

Ci f 1 1 D " |



DEPARTMENT OF TRANSPORTATION

The new Reagan budget proposes to cut or eliminate funding in more than a dozen
transportation areas. Savings will be in the billions of dollars, and the fed-
eral government will begin stepping out of the subsidizing role it has been in

) so long. Federal subsidization will be eliminated from seven areas: mass
transit operating subsidies (no budget authority beyond 1984); Conrail funding
(none provided beyond 1982); Tow-volume railroad branchiines (no appropriations
beyond 1981); program for airline development; airport and airway users (sub-
stituting tax on users for federal subsidy); Cooperative Automotive Research
Program (immediately); and inland waterway subsidies (user's tax to take over
federal subsidy). There are areas, however, which can be cut further than
recommended by the Administration.

AMTRAK -~ Savings: $3 biilion over five years

As with mass transit, Amtrak riders pay only a nominal portion of the cost to
them each time they buy a ticket. Passengers currently pay only 40% of oper-
ating costs, and taxpayer subsidies make up the rest. The Reagan proposal is
to increase Amtrak fares to cover 50%, 60%, 70%, and 80% of operating costs in
1982, 1983, 1984, and 1985. The burden could be removed from the taxpayers

and shifted to the users if this proposal were modified further to mandate that
users pay the full operating costs by 1985 with the following schedule -- 50%
in 1982, 65% in 1983, 80% in 1984, and 100% in 1985. As with mass transit,
funds from the taxpayers are benefitting oniy a segment of the population for
their transportation needs -- and not with maximum efficiency at that. Savings
between 1981 and 1985 -~ $3 billion.

Highway Safety Grants -- Savings: $200 million

The Reagan budget proposal contains the suggestion that Highway safety grants
($200+ million annually) be diminished over six years for a savings of close to
$600 million. An alternate suggestion would be to eliminate the program entirely
by 1985. Funding could be reduced as follows: 1981 -~ $200 million outlay;
1982 -- $150 miilion outTay; 1983 -- $100 million outiay; 1984 -- $50 million
outlay; and 1985 -~ 50.0. The Administration’s reasoning for the reductions
would apply also to the eventual elimination of the program -- a GAQ study of
the federal highway safety grants program concluded that there is no evidence
that these grants reduce highway fatalities. Additionally, total highway safety
funding is so small (2-3%) that the federal government has had TittTe impact on
what state and Tocal governments actually do. The savings between 1981 and 1985
would be $759 million.

Hanbh S vimdt e Raan~ Matan Carrdnme CT1N0 ma1T15An

A preliminary report from the General Accounting Office estimated that setting
prevailing wages for Metro construction ~- as 1s required by the Davis-Bacon
Act, which states that workers on federally-assisted construction projects must
be paid in accordance with the prevailing wages for the area -- may increase
construction costs as much as 6.8%. Because union wages are usually judged to
be the prevailing wages, and because they are usually higher than the real

age, artificially increased Metro construction costs may account for $149
.....ion. A waiver of the Davis-Bacon law for this major rapid transit system
would save €110 millian  according to GAO estimates.

- 10 -



DEPARTMENT OF THE TREASURY

AbcTition of the Bureau of Alcohol, Tobacco, and Firearms (U.S. Treasury Depart-
ment) -- Savings FY '82: ¢1&n nnn nno

The BATF represents one of the federal agencies which has gc : beyond the in-
tention of legislation in order to expand its power. The result has been a
harassing of legitimate gun owners in enforcing such Tegislation as the Gun

Act of 1968 leading to a serious breach of civil Tiberties. Attempts have been
made to issue regulations which in effect enact gun control measures. If abol-
ished, the remaining lTegitimate functions of the BATF could be dispersed through-
out the remaining subsidiary offices of the U.S. Treasury Department.

Limiting Parental Personal Exemption for Students. Savings -- $1.1 killion
(five-year savings: $5.5 billion).

Current law allows a parent to claim an exemption of $100C for a dependent
aged nineteen or over if the dependent is a student. (Exemption is provided
for an over-eighteen dependent, non-student, if the dependent earns no more
than $10C0.) This exemption does not measure the cost of parents in edu-
cating their children and this targeted assistance serves 1ittle need pres-
ently. (The proposed tuition tax credit Tegislation and the present student
Toan program would help meet education expenses.) Repeal should be e ec-
tive January 1, 1981.
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regular employee had performed the same amount of work. In addition, DOL stated
last year that when supervisors were asked to judge the quality and quantity of
work performance, half the participants were assessed at a level below regular

employees.

The main value of SYEP is that it provides work experience to disadvantaged
youth while "getting them off the streets." However, implementation of a

youth differential minimum wage would likely achieve a simiiar result without
additional cost to the government. Furthermore, the program should be re-
designed to provide matching grants to lecal governments in order to give local
administrators & greater incentive to aliminate inefficiency within the program.

The proposal to provide matching grants would reduce funding by approximately
50% in FY *82 as follows:

current estimaled obligations § 806 million*
policy reduction 4023 milTlion
proposed outlays 403 million

* includes deferral of $39,548,000 from FY '81 to FY '82

Legal Services Corporation {LSC). Savings -- $260.2 million. Funding for the
Legal Services Corporation has grown by enormous increments since it was es-
tablished in 1974. From a level of $71.5 million in FY '74, the budget author-
ity for FY '82 is expected to reach $347 million. LSC's budget total, however,
is based on a grossly overstated estimation of the real need for free legal

services.

For instance, LSC calculates the number of poor people it must serve based on
the number of individuals at or below the Office of Management and Budget's
defined poverty line. However, the LSC estimate does not take into account
the income a person receives from most transfer payments and in-kind benefits.
The Congressional Budget Office has estimated that if free Tegal assistance
was made available only to the truly needy, the number of eligible clients
would be approximately one-third less than at present.

Moreover, LSC estimates that a poor individual needs to see a lawyer an average
of 1.1 times each year. By contrast, a national survey of eligible poor con-
ducted by the General Accounting Office found that each poor household has .257
legal problems per year. LSC accounts for this discrepancy, in part, by as-
suming that poor people can recognize only one out of every four of their

Tegal problems. Obviously, LSC's inflated estimates of the demand for Tegal
services allow supstantial room for budgeting cutbacks.

Turning the authority for delivering legal services back to the states would
allow closer nyerciaht nf thace activitiec. Tt ig exnected that this annrnach
vIT o 1 to e | in {
existing staff attorney programs. In ‘tion suits
would be eliminated as attorneys became accountable to individual clients and
elected state officials. Funding for the proposed social services block grants
should be reduced by an amount equal to 75% ~f the FY '82 Legal Services
Corporation budget. (The Reagan proposal fo: social services block grants
assumes a 25% reduction in total outlays for FY '82.)
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Community Servires Adminietration. Savings -- $375 million. Throughout its
existence, the Lummunivy oervices Administration (CSA) has been criticized for
the following reasons: 1) the bureaucracy which administers grants to Tlocal
agencies is unable to adequately monitor how funds are used -- this has led to
recurrent cases of waste, fraud, and abuse of federal monies; 2) many local
grantees are primarily advocacy-oriented and engage in frequent lobbying, pol-
itical organizing, and activities which detract from the concept of providing
services to the poor; 3) it is unclear whether the approximately $500 million
spent annually on community action agencies has contributed to any significant
gains in the living standard of the poverty population. In view of the high
rate of inflation and the growing number of the unempioyed, it makes sense that
non-essential federal programs which add to inflationary budget deficits and
crowding-out of private sector investment should be curtailed. CSA could be
abolished without harming the individual community action agencies which are
providing valuable services to the poor. These agencies could receive funding
from state and local governments or from the private sector. Inefficient and
fraudulent agencies, however, would likely close down. Termination of this
bureaucracy would permit a funding reduction in the social services block
grants by an additional 75% of CSA's FY '~ budget. (The Reagan proposed budget
for social services block grants assumes a 25% reduction in total outlays for
Fy '82.)

Reductions in Foreign Development Aid Programs. Savings -- $0.57 billjon. The
Administration has proposed a reduction of $1.854 billion from the $7.246 billion
projected 1982 Carter budget for foreign development aid, a cut of some 26%. This
is still more than half a billion dollars over the Administration's proposed 1981
budget authority of $4,814 million.

We do not as yet have any specific details on the Administration's proposed cuts
and thus are unable to suggest a detailed counter-proposal of our own; h ever,
we feel that, at Teast for the next two or three years, until a careful assess-
merit of whether U.S. funds are being used efficiently and a careful study of how
well international institutions are serving the interests of the U.S. as well as
the world community can be made, the budget authority for foreign development aid
programs should not exceed the 1981 figure of $4.814 billion proposed by the
Reagan Administration.
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There are a number of excellent reports, books, and studies available on
reductions in the federal budget. The following is a Tist of some of the
Teading publications which focus on federal budget cutting and elimination

of waste in federal programs.

1. America's New Beginning: A Prnovam for Economic Recovery, Washington,
D.C.: wuiiice of the Press Seuretary, The White House, February 18, 1981.

This is the Reagan Administration‘s discussion of the objectives of fiscal
policy, suggested budgetary cuts projected to FY '86, and justification for

changes.

2. Boaz, David, "Dave Stockman Is A Piker -- How To Really Cut Budgets: I'll
See Your $26 Billion and Raise you $58 Billion," The Washingtor Pnst,
February 15, 1981.

A program-by-program description where additional cuts totaling almost $60

billion more can be made in the federal budget.

3. Dannemeyer, William (U.S. Representative), "A Proposal for Cutting the
FY 1981 Budget," Washington, D.C.: November 19, 1980.

Specific suggestions where and how the budget can be cut.

4, Fiscal Year 1982 Budget Revi<ions, Executive Office of the President,
Office of Management and buuget, March, 1981.

5. The Government Subsidy Squeeze, Washington, D.C., Common Cause, 1980.

This book focuses on federal government subsidies (e.g., maritime, disaster
loan programs, dairy regulations, Davis-Bacon) and recommends cuts in these

programs with justifications.

6. Heatherly, Charles L. (editor), Mandate 7or Leadership: P~'icy Manage-
ment in a Conservative Administration, Washington, D.C.: 1he
Heritage « oundation, 1981.

This one-thousand-page-plus book examines a suggested agenda for a conser-
vative administration focusing on policy changes, budget changes and cuts,
and suggestions for government reform by Cabinet departments, independent
regulatory agencies, and other agencies (e.g., EPA, OMB). Specific sug-
gestions are given on FY '81 and FY '82 budgetary issues.

7. Lambro, Donald, Fat City: How Washington Wastes Your Taxes, South Bend,
Indiana: Regnery/Gateway, Inc., 1980

.11s book by investigative ireporter Lambro details recommendations for cutting
$100 billion from the budget along with the author's recommendation for the
elimination of what he views as 100 non-essential federal programs.

8. McAllister, Eugene J. (editor), Agenda for Progress: Examining Federal
Spending, Washington, D.C.: The Heritage Foundation, 1981.

A discussion of the federal budget by function and including suggestions for
budget cutting and reorienting federal programs.
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bummittee, 1981.

This book focuses on housing, education, international programs, social
services, etc. citing 100 opportunities to control spending with savings
over $100 billion.

10. Proxmire, William (U.S. Senator), The Fleecing of America, New York:
Houghton/Miff1in, 1980.

This book details waste in federal programs and how it can be reduced.

11. Reducing the Federal Budget: Strategies and Examples, Fiscal Years
1982-1986, Washington, D.C.: Congressional Budget Office, 1981.

A Tisting of suggestions for reducing the federal budget with justifications
for such cuts. The book contains tables illustrating the savings as well as
projected cuts organized by budget function.

12. "Waste, Fraud, Abuse and Mismanagement in the Federal Government,"
Special Report, Republican Study Committee, August 22, 1980.

This report itemizes 107 selected federal recommendations issued between
January, 1979 and July, 1980 regarding waste and fraud in the federal govern-
ment from official government reports (e.g., GAO). Total amount identified
as unnecessary federal expenditures is over $34 billion.

NOTE: Regular suggestions on savings and on budget cuts can be obtained from
the Monthly List of GAO Reports which are sent to Members' offices each month.
You may also want to check the article, "A List of the Lists of Ways to Cut
Spending," National Journal, December 20, 1980.
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"Government funding for three coal liquefaction plants would be canceled and for a
fourth delayed, thereby saving $3.6 billion over the next three fiscal years....
There is no doubt that the cutbacks would mean a considerable slowing of the
synthetic fuels program, but that would be to the good. Synfuels promise to make
only a modest contribution to the nation's energy needs at an unjustifiably enormous
cost to the taxpayers and the environment."

St. Louis Post-Dispatch
3-27-81

"President Reagun wants to derail federal subsidies for Amtrak and Conrail, and
Congress should let him do it. Even if the economy were sound and far wort’ " r
candidates for federal largesse weren't being turned away, these enormously
wasteful, mismanaged operations would have only the feeblest claim on the U.S.
Treasury.”

The Courier-Journal
3-29-81

“"There's nothing wrong with cutting federal aid to college students--so long as
the cuts are aimed al the excesses in the wide-open, heavily subsidized loans.
That is the Reagan administration’s intention, and it's on the right track....
[ L] vans are available to the family of any student, regardless of its circum-
stances. If parents have the money on hand to pay college bills, they can take
out a loan at 9 percent and redeposit the money in, say, a money market fu at
i4 percent...it's true that the president proposes to throw a lot of people out
of the loan program. Most of them should never have been let in."

The Washii m Post
3-18-81

"The administration is not attempting to tumble the temple down; and the growth
in federal student assistance has been staggering--from $585 million in 1970 to
$5.6 billion this year. Mr. Reagan is seeking a relatively modest reduction,
$1.2 billion less for Fiscal 1982, and to require that middle-income families
and students in particular bear a greater portion of the costs of higher education...
Student assistance is a wonderful example of federal generosity run amok."

The Washington Star

5-21-81

""Reagan got off to a brilliant start in his budget cutting on this dairy price
issue....Killing this April 1 price support boost wilil save the federal government
$147 million in fiscal 1981. 1t will save shoppers 7% cents a gallon on milk,

10 cents a pound on butter and 9 cents a pound on cheese."

~ &

"The Reagan Administration has gone back to the drawing board to find another $9
biilion or more in budget savings. Among the reported targets is a plump and
well-protected vne: veterans programs...Veterans programs dre not only OTMOUS ,
but growing rapidly. The planned '82 budget marked an increase of $3.2 billion
over last y« -, and that w only a prelude to the expansion expected in t  n
future as the bulk of World War II ans en” C retirem  t."
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In the April 6 issue of U.S. News & World Report, even Democrats understand they must unite
behind the President’s program. Last November’s message was clear: the time for a new beginning is now.

Can  Diicecall R Lono

\WTua. y

"He received a mandate from,the people to cut taxes and federal

spending. That's what he is trying to do. I think the country wants
Congress to go along, and I think we will."

Rep. Tip O'Neill, Jr.-House Speaker
(D-Mass.)

"While Democrats wiil carefully scrutinize his much publicized economic program,
we will criticize it constructively and move it along expeditiously."

Rep. Thomas S. Foley-House Majority Whip
(D-Wash.)

", . [ W]le Democrats in Congress will cooperate. Our hand is out to him."

Sen. Henry M. Jackson
(D-Wash.)

"The feeling generally is that, in fighting inflation, he has the only show in
town and should be given the benefit of the doubt. I share that view."

Rep. James C. Wright, Jr.-House Majority Leader
(D-Tex.)

"Now, we are getting some of the details and specifics of his program. We
will have to study them, but we Democrats want it understood we actively
are cooperating."

Sen. Robert C. Byrd-Sen. Minority Leader
(D-W.Va.)

"He should be given high marks for his efforts to bolster our nation's
defenses and for his determination to reduce the federal budget.:

Rep. James R. Jones
(D-Okla.)

There is 1in es biparti irit perati - i
"Th Congress a | rtisan spirit of cooperation to make the economic
program successful."

Promises, Promises...

Con ATan Cranctan

L e ade gy

"He will get cot  :ration--not obstruction--from most Democrats..."












Am: ica’s Renewal — A New Beginning

It is a pleasure for me to be here today to speak
to you about President Reagan's program for economic
renewal in America. The President believes the answers
to our economic woes lie in the vitality and courage of
our peopie. His Administration is dedicated to unleashing
the natural power of the individual to produce more and
make a better life for all. His program will return our
country to the economic strength we once knew.

We can recreate the incentives that take advantage
of the genius of our economic system -- a system, as
Walter Lippman observed more than 40 years ago, that
for the first time in history gave men "a way of producing
wealth in which the good fortune of others multiplied
their own,"

Now in the hands of the Congress, the program is not
designed to change the foundation of our economy, but to
return it to its greatwness. President Reagan believes,
and I wholeheartedly agree, that we have played fast and
loose with the principles of free enterprise upon which
this Nation was founded. We have gotten away from the
idea that the Government's main function is to protect
the people.

Y : t

country who don't have jol -- robbing millions of Amer: s







Our cconomic problems are complex and must be attacked
together. President Reagan has proposed a four-point,
comprchensive package to decal with them. If only a part
of the package is passcd by the Congress, we will get only
a part of the solution. We can no longer afford to tinker
with our economy, because our economy cannot be finetuned.

President Recagan has called for a substantial reduction
in the growth of federal spending. He has given to the Congress
a detailed plan to cut $48.6 billion from the federal budget
in fiscal year 1982. This is not a reduction in current
spending levels, but a reduction in planned increases.

Sccond, he has proposed a 10-. percent, across-the-board
tax rate cut every year for the next three years for
cveryone who pays income tax. That is a total of a 30
percent tax rate cut during a three-year period. The
reduction will also apply to the tax on unearned ‘income,
eventually eliminating the differential between the taxes
on earned and unearned income.

Again, while these tax-rate cuts will leave an extra
$500 billion in our pockets during the next five years,
they only reduce the tax increases already built into
the system.

Third, the President has asked for a prudent elimination
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2nd fourth, the Roagan Adminics ration has pledged to

P

2

ar

werk with the Federal Roescorve b
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to develop a monetary

Q

policy consistent with the ¢conomic progrem, geared to
stabilize the money supply and revitalize the economy.

This four-pcint pian is <designed to get our eccnomy
moving again. We will concinue to fulfill obligations to
those, who, through no fault of their own, must depend orn
the rest of us. Those who are deserving can rest assured
that the social safety programs they depend on will not be
zut. The rest of us will feel the impact of the budget
cuts, which have been distributed through the economy as
cevenly as possible. Eut through this plan and by thes
cuts, we will —-eak the back of the inflationary psychology
gripping us today.

The proposed cuts, about 49 billion dollars, were
chosen by appl .ng basic principles to every Federal
expenditure.

The Reagan budget proposes reducing billions of doll s
for ¢ ne entitlement proc—ams, such as food stamps, exten 24
unemployment ‘:nefits and a number of others. In 19 ),

such programs cost Americans about five billion dollars a

year. In 1981, they are costing us about $58 billion.

redu 3
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billion dollars during the next two or three years, and
still meet the nccds of those who deserve our help.

Budget savings will also be found by consolidating
narrow, categorical grants to State and local governments
into block grants. The President has long believed that
programs‘administered at those levels are often more |
efficient and responsive, and by funding them through block
grants the local government gets an added flexibility that
can result in real savings.

The budget inherited by the Reagan Administration also
includes subsidies for everything from export companies
to school lunches for upper class children to zero interest
loans for those who could afford to send their own children
to school. Federal taxpayers, for example, are paying $160
per year per cow to subsidize the dairy industry. Changes
are proposed in these areas, and more.

As President Reagan told us in his Inaugural address,
"All of us together, in and out of government, must bear
the burden." The budget cuts are equitable, with no one
group singled out to pay a higher price. But the clearest
threat to our recovery comes now from those w. oppose
only a small part of the program, whi;e supporting the
overall effort. The cuts they oppose are the cuts that

n.
"The accumulative effect of this shortsightedness can

be damaging," the President warns us. "We're all in the same
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The result has been higher prices, higher unemployment,
and lower productivity growth. Particularly hard hit by
this overregulation are America's small business men and
women, and small business is the bedrock of our economy.
Vice President Bush now hcads a Cabinet-level Task Force
on Regulatory Relief.

A consistent monetary policy‘that does not allow money
growth to increase faster than goods and services is the
fourth part of the plan. Tn order to curb irnflation, we
need to slow the growth in our money supply. Interest rates,
which shot over 20 percent last year, are a clear indication
of past monetary inconsistency.

President Reagan has said that he does not want this plan
to be just the plan of his Administration. He has asked
the Members of Congress to make it their plan. And its
success reguires that all of us adopt it as ours. There can
be no special interest other than the interest of all of our
people. And we must act now, without delay and without
being timid.

Let us act to restore the freedom of all men and women
to excel and to create. Let us rely on our heritage of genius
and courage. Let us reject the certain failure of present
policies for the hope of economic renewal. There is no
alternative. Tc 2ther, we must answer our Presic

call to forc a new beginning for America.
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Social Security was expanded to include benefits for the survivors
and dependents of deceased wage earners. The lump sum death
benefit, however, was payable only if there was no one eligible
to receive suvivors' benefits. In 1950 Congress decided that the
death benefit would be payable regardless of whether or not there
was anyone eligible to collect survivors' benefits. The intent
of the benefit was changed from providing a return on tI wage
earner's i1nvestment in Social security to providing assistanc 1in
meeting expenses incurred as a result of the worker's final
illness or death. About half of the current lump sum death
benefit payments are made even when there is no surviving family,
with payments often going to funeral home operators. The Admini-
stration proposes to eliminate this benefit when there are no
survivors, which will result in savings of about $0.2 billion in
1982.

The Administration's proposal is a step in the right direc-
tion, but it does not go far 1ough. The lump sum death benefit
should be eliminated entirely. A study by the GAO found that
most of the beneficiaries of lump sum death benefits had already
received benefits that were much greater than their contributions.
The GAO report revealed that in a 1978 sample of lump sum death
benefit claimants, 86 percent of the recipients had received
average benefits that exceeded average employee contributions,
and in over 75 percent of the cases, benefits received were about
15 times greater than contributions.’

Furthermore, the pt >ose of Social Security itself is to
provide income fc— a cov :ed worker and his dependents when his
earnings are reduced from retirement, disability, or death. Its
objective is not to defray the costs of final illness or burial.
Because the death benefit is not means related, it would be more
appropriate to set up a provision under the Supplemental Security
Income program to provide a death benefit based on need, as was
suggested by HHS in 1979.

Disability Insurance

Disability insurance (DI) was added to the Social Security
system in 1965. The purpose of DI benefits is to provide an
adequate standard of living for disabled workers and their families
by replacing part of the earnings lost as a result of a disability.

to

least 12 continuous months or to result in death. Payments of DI
benefits have grown dramatically since 1970, with costs rising by
500 percent and the number of cases by 80 percent.

U._. Ger . :counting Offi. Report, Lump Sum ith Be: it --
Should It Be Char :d?" ("7D-80-87, August 8, 1980), p. 1.






due him. The DI benefit formula, however, does contain a redis-
tributive element, which should be replaced by a proportional
benefit structure, thereby ensuring an equitable return on all
contributions. If this were applied to all public programs provid-
ing compensation for disability, a '"megacap'" would not be necessary.

Indexing

The Administration should also re-evaluate other policies
used in determining Social Security payments. One commonly
discussed proposal that would also improve efficiency and equity
within the Social Security system is the modification of benefit
indexation.

Benefits are currently adjusted for inflation by indexing
them to the Consumer Price Index (CPI). Use of the CPI, however,
may improperly lead to excessive Social Security | s bec
i1t is commonly regarded by economists to overstate the true rate
of inflation. One of the major flaws in the CPI is its treatment
of homeownership. The CPI overstates housing costs by ignoring
the investment value of the home. Other criticisms of the CPI
include outdated buying patterns (determined in 1972-73), failure
to account for consumer substitution when faced with higher
prices, and limited applicability to certain subgroups, such as
the elderly. In this connection, it should be noted that only a
very small proportion of the elderly are in the housing market, a
category heavily weighted in calculating the CPI. Choosing an
index that more accurately reflects the buying patterns of social
security recipients could result in sizeable savings.

BLACK LUNG BENEFITS

The black lung disability trust fund (BLDTF) was established
April 1, 1978, by the Black Lung Benefits Revenue Act. Coal
miners who are disabled from pneumoconiosis, or black lung disease,
are eligible to receive benefits from the trust fund for themselves
and/or eligible survivors if their disease cannot be linked to a
single employer or where the company no longer exists. If an
existing company is found liable, then it must pay the benefits
directly. The trust fund is financed by a tax on coal production,
which is 50 cents per ton for underground coal production and 25

ER 4 T,

the end of fiscal vear 1980. These claims are currently financed
by loans from the .rceasury. The Office of Management and Budget

estimates that under existing law this deficit could grow to $9.2
billion by 1995.

The Administration proposes to '"restrict benefits to those
who are truly medic lly disabled by bl :-k lung and to ensure that
the program is financed entirely by a reasonable levy on the coal
indust:-." The ultimate goal is to eliminate claimants with
questionable disabilities and to reduce trust fund outlays to a






state triggers are calculated; 3) raise the state trigger 1 vel
from 4 to 5 percent of the IUR and, at state option, to 6 percent
without regard to prior years; 4) require that extended benefits
recipients have worked twenty weeks in the one-year base period;
and 5) strictly enforce the new rule requiring claimants to
accept any reasonable job offer. Employment will be considered
acceptable i1f it pays at least the minimum wage and can replace
the individual's current unemployment insurance benefits.!? The
first two changes will become effective July 1, 1981, while the
third change would take effect only on October 1, 1982, thereby
allowing necessary changes in state law. The 1980 Reconciliation
Act already requires that the work test be applied to all extended
benefits recipients after April 1, 1981. These modifications
would save $523 million in 1981 and $1.2 billion in 1982.

Abolishing the national trigger would reduce costly unemploy-
ment insurance benefits in states that would otherwise not qualify
for extended benefits. 1In addition, efficiency in the labor
market would be enhanced by eliminating one of the sources creat-
ing work disincentives. When the national trigger is 'on,"
benefits are extended in all states, even those with relatively
low unemployment rates. Despite the considerably better job
opportunities in such states, unemployment may rise as a result
of increased work disincentives associated with the availability
of more benefits.

The proposal would also exclude extended benefits recipients
from the calculation of the IUR. The problem with using the IUR
as a measure of unemployment for triggering purposes 1s that it
creates an extended benefits program which becomes self-perpetuat-
ing. When the trigger is "on," all persons filing claims for
benefits are included in the IUR. This results in exhaustees
that normally would no longer be considered part of the labor
force to be included in the IUR for an additional 13 weeks. On
the other hand, when the trigger is "off," those same workers are
excluded. Making this fundamental change woul ° save substantial
benefit payments in states that have already reached their trigger-
ing level. An even better approach, however, would be to use the
overall unemployment rate in calculating the trigger because it
would more accurately reflect job availability in the economy.

Raising the state trigger level is desirable because it
wAnldq “he+ ~=1+ +hagg

, ] ’
sition of the labor force, which over the years has raised the
natural rate of unemployment. Restricting eligibility to extended

10 The Administration is also proposing to apply this work test to individuals

who | 1 t ployed for at > th. » ontt . Tl purpc : is to
hasten worker readjustment to a changing labor market by shifting employment
from relatively stable sectors in the economy. The proposed reform

would become effective October 1, 1982.
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would be precluded or restricted from receiving benefits. First,
benefits would no longer be paid to strikers. Second, parents

att 1ding college would be required to meet all work requirements
under the AFDC program. Welfare payments to strikers and students
are unwarranted because they subsidize non-work activities of
potentially self-supporting individuals. Third, the definition

of a dependent child would be amended to deny benefits to children
over 18. Currently, a state may choose to pay benefits to students
from 18 to 21 years of age. Such assistance is more appropriate
under educational programs designed for the needy. Fourth,
benefits and eligibility would be limited to unemployed parents

of two-parent families in which the principal earner is unemployed.
Fifth, states would be required to establish community work
experience programs that would require individuals deemed employ-
able to work in exchange for their benefits. Exceptions would be
granted to the disabled, persons under 18 or over 65, those
working full-time, or mothers with young children. The hours of
work would be determined by taking the AFDC benefit and dividing
by the minimum wage. These proposals would target AFDC benefits
to those most in need.

Several administrative changes would also be made to lower
costs or enhance efficiency. These include eliminating benefits
of less than $10 a month and creating a National Recipient Infor-
mation System that would be used to collect information on indivi-
duals receiving assistance.

The most controversial reforms, however, are in the formula
used to compute benefits. The earned income tax credit (EITC)
provides a low-income parent a 10 percent credit on earnings of
up to $5,000 and is reduced at a rate of 12.5 percent on earnings
beyond $6,000 until it is completely phased out at $10,000.
workers currently receiving the _ITC may get it either as an
advance monthly payment or as a lump sum at the end of the year.
The AFDC monthly benefit is determined by disregarding a recipi-
ent's first $30 earned in a month plus one-third of his remaining
income. In addition, child care and work-related expenses are
also deductible. Excessive costs often allow extraordinarily
large deductions, permitting families with relatively high earnings
to remain on AFDC.

The Administration proposes to count the EITC on a current
g . bl i :

erroneous

end of the vear. 1In addition, the AFDC work expense disregard

and the child care disregard would be capped, and the order in
which the disregards are deducted from earned income would be
changed. More specifically, the disregards from earned income
would be applied in the following manner: 1) flat $30; 2) standard
al’ - X ' $75; 3) S50

al Lc ] i4) ¢ 2-thir ¢

the remaining earned income. The S$S30 and one-third disregards

1 ferred to above wou~ 1 apply only to thc 2 worker who begin
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children are being subsidized for four, rather than three, meals
each school day. Food stamp allotments would be adjusted for
households with students in primary and secondary schools to
avold overcompensation in this manner.

Furthermore, the Administration proposes to determine eligi-
bility by household income in the prior period, rather than
leaving states with the option to base eligibility on either the
household's anticipated future income or the prior month's income.
The proposal would reduce excessive costs resulting from fraud
and miscalculations associated with the former choice.

When a recipient is awarded food stamps for the first time,
the allotment would also reflect the portion of the month for
which assistance is actually needed by pro-rating his benefits
rather than providing them for the full month. This would further
reduce problems with overcompensation.

The Administration also proposes to repeal provisions that
would allow the Secretary of Agriculture to estimate future price
changes in calculating food stamp allotments and income deductions.
Basing benefit payments on actual costs should be retained because
the uncertainty involved in projecting food prices may lead to an
overpayment of benefits. Moreover, the time lag is not uncommon
in other indexed programs, including those for the poor. In
addition, specialized deductions for 1982, added in recent amend-
ments, would be repealed to ease administration and constrain
misdirected benefits.

The Administration, however, would continue to exclude the
value of in-kind payments from the definition of income. The
exemption of such benefits is unnecessary and very costly because
it overstates the true financial needs of many households. 1In
effect, it allows more households to become eligible for greater
benefits than otherwise necessary.

The Administration's proposals improve the cost-effectiveness
of the food stamp program by targeting benefits more carefully.
There are, however, still other reforms that could be enacted.

First, the purchase requirement, which was eliminated by
Congress in 1977, should be restored. Under the purchase require-
- o £

income
transfer program, which allows recipient households to substitute
their limited incomes for other nonfood purchases, some of which
may be unnecessary in meeting basic needs. Requiring all but the
very poorest food stamp beneficiaries to pay a portion of the
costs would instill incentives to allocate their limited funds 1in

a more efficient ’ C1t we ) 12 the
L. ) N o ¢
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excessive costs will be imposed upon taxpayers and consumers of
insurance. Furthermore, high federal matching rates for Medicaid
give states incentives to raise benefit levels and ease eligibili-
ty requirements beyond levels necessary for adequate care.
Eligibility errors alone account for an estimated $1.2 billion in
overpayments annually.

To slow the rate of growth of Medicaid costs, the Administra-
tion proposes to cap open-ended federal expenditures as an interim
measure until a long-range plan of comprehensive health reform
can be developed to reduce accelerating cost inflation and improve
Medicaid. These changes would be effected some time between 1983
and 1986. The level of federal expenditures would be reduced
$100 million below the current base estimate for 1981, then
allowed to increase by S percent in 1982, and would subsequently
be increased by the rate of inflation as measured by the GNP
deflator. Each state would retain its present relative share of
total federal Medicaid spending. In addition, states would be
given greater latitude in operating their own programs. This
would allow them to modify their eligibility and benefit require-
ments to provide medical care in an improved and more cost-
effective manner. These changes would save approximately $1
billion in 1982.

The proposed limiting of federal expenditures on Medicaid
would encourage state adminstrators to reduce fraud, waste, and
mismanagement. This goal would be enhanced by greater flexibility
awarded the state to restructure their programs to meet the needs
of their population in a more cost-effective manner.

The cap may not reduce inefficiency, but instead result in
arbitrary cuts 1n coverage and services provided. In addition,
inequities among states could be exacerbated because funding
decisions would be based on past, rather than present, economic
conditions. It 1is therefore important to note that the Administra-
tion views the proposed cap as only an interim measure until
comprehensive reforms are developed.

PUBLIC SERVICE EMPLOYMENT

The public service employment (PSE) program is run by state

them with temporary jobs (not to exceed 18 months). PSE was
originally intended to provide low-income, structurally unemployed
workers with training to prepare them for unsubsidized jobs in

the private sector. During the 1974-75 recession, Congress
expanded the role of the public jobs program by making it a

count r7- LCe well count r-structural tool.

Because the 1 »>gram has been ' ved as "1 ""2ct’', 1 act ’ 2v-
ing either goal, the Admini tration proposes to eliminate PSE by
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Proponents of PSE argue that the make-work and fiscal substi-
tution concepts are "mutually contradictory." 1If PSE jobs are
make-work and serve no useful purpose, then state and local
governments would not have hired these individuals in the absence
of federal funding. On the other hand, so the argument goes, 1f
PSE workers are substituted for regular public employees, then
they must be worthwhile. These beliefs, however, are not mutually
contradictory at all: a proportion of all PSE employees may
satisfy the make-work criteria, while another set may qualify for
the fiscal substitution group. The sum of these two separate
factions may make up most of the PSE enrollment.

Another argument advanced in support of public jobs is that
elimination of the program would result in a curtailment of
valuable community services. However, 1f these services are
really important, then the public's demand for them would be
revealed through the political process. Otherwise, the tax
dollars spent on these projects would be considered to outweigh
the benefits.

George Gilder asserts that ch CETA job may actua’’/ )Y
more than one private sector job tor the poor.!* To support this
claim, he cites a GAO report that estimates the cost of creating
a CETA job at over $20,000, including overhead expenses. This
amount, it i1s noted, may be nearly double the cost of employment
in small businesses, which tend to be labor intensive and would
be the most likely source of hiring in the absence of a public
jobs program. Moreover, eliminating PSE would reduce the tax
burden on all businesses and restore greater competition in the
labor market by paying wages commensurate with the value of work
performed. Both effects would stimulate the economy in the
direction of more real jobs creation in the private sector.

CONCLUSION

The Administration's proposed budget cuts are necessary and
an important step in reducing uncontrolled growth of government
spending. A recent nationwide poll conducted by Sindlinger and
Company, Inc. for The Heritage Foundation revealed strong support
for the Reagan economic program, particularly in the area of
spending cuts. In fact, a substantial number of those polled
believed that the Adminictratinon’e nrannced rednrtinan in anyern-

\
"untouchable"” by the Adminiscracion vrcen awara rarge unearned
benefits to recipients regardless of need. Social Security
retirement benefits and Medicare, for example, were largely
exempted from budget cuts because they provide assistance for the
elderly. As a result, many of the beneficiaries of these programs

14 George Gilder, Wealth ard Prva~- ty (New York: Basic Books, Inc., 1981),
p. 161.
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may be be better off than the taxpayers financing them. For this
reason, the Administration should extend its b iget reform to
these areas as well, while maintaining its present position of
protecting the truly needy.

Implementing tI@' spending reforms discussed in this paper —
would eliminate many unintended and duplicative benefits without
harming the truly needy. Moreover, these pronposals would produce
a ore equitable and efficient allocation ¢ resources. This
would result in a stronger and more productive economy that would
benefit all Americans.

Peter . Germanis
Policy Analyst





