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SPENDING REDUCTION PROPOSALS

TUESDAY, MARCH 17, 1981

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:10 a.m., in room
2221, Everett McKinley Dirksen Office Building, Hon. Robert J.
Dole (chairman of the committee} presiding.

Present: Senators Baucus, Bradley, Byrd, Chafee, Dole, Duren-
ber’lger, Long, Mitchell, Moynihan, and Roth.

[The committee press release announcing these hearings follows:]

[Press Release No. ¥1-111]

FiINANCE COMMITTEE ANNOUNCES HEARINGS ON ADMINISTRATION'S SPENDING
RepucTioN PROPOSALS

The Honorable Robert J. Dole (R., Kans.), Chairman of the Committee on Finance,
today announced that on March 17, 18, 19, 24, 25, and 26 the Committee will hold
hearings on the spending reduction proposals in the Administration’s Program for
Economic Recovery. .

Health and Human Services Secretary Richard S. Schweiker will testify on March
17. Office of Management and Budget Director David A. Stockman and Labor
Secretary Raymond J. Donovan will testify on March 18. The Committee will hear
from public witnesses on March 19, 24, 25, and 26.

The hearings will begin at 10:.00 a.m. in Room 2221 of the Dirksen Senate Office
Building each day.

Requests to testify.—The Committee requested that persons desiring to testify
during these hearings make their requests to testify in writing to Robert E. Light-
hizer, Chief Counsel, Committee on Finance, Room 2227, Dirksen Senate Office Build-
ing, Washington, D.C. 20510, not later than Monday, March 16, 1981. Persons so
requesting will be notified as soon as possible after this date whether they will be
scheduled to appear. If for some reason a witness is unable to appear at the time
scheduled, he may file a written statement for the record in lieu of the personal
appearance.

Consolidated testimony.—The Committee urges all witnesses who have a common
position or with the same general interest to consolidate their testimony and desig-
nate a single es;fokesman to present their common viewpoint orally to the Commit-
tee. This procedure will enable the Committee to receive a wider expression of views
than it might otherwise obtain. The Committee urges very stronﬁly that all wit-
nesses exert a maximum effort to consolidate and coordinate their statements.

Legislative Reorganization Act.—The Committee observed that the Legislative
Reorganization Act- of 1946, as amended, and the rules of the Committee require
witnesses appearing before the Committees of Congress to file in advance written
statements of their proposed testimony and to limit oral presentations to brief
summaries of their arguments. v

The Committee stated that all witnesses who are scheduled to testify must comply
with the following rules:

(1) All witnesses must include with their written statements a one-page sum-
mary of the principal points included in the statement.

(2} The written statements must be typed on letter-size (not legal size) p#_)er
and at least 700 copies must be delivered to Room 2227, Dirksen Senate Office
Building, not later than noon of the last business day before the witness is
scheduled to appear.

N
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(8) Witnesses are not to read their written statements to the Committee, but are
:ga ctgnfin: their oral presentations to a summary of the points included in the
ment. -
(4) Not more than 10 minutes will be allowed for the oral summary.

Witnesses who fail to comply witk these rules will forfeit their privilege to testi{y.
Written statements.—Persons re?xuesting to testify who are not scheduled to make
an oral presentation, and others who desire to ‘present their views to the Committee,
are 'tgiged to prepare a written statement for submission and inclusion in_the
printed record of the hearing. Statements submitted for inclusion in the record
should be typewritten, not more than 25 double spaced pages in length and mailed
with five (b) copies to Robert E. Lighthizer, Chiet Counsel, Committee on Finance,
Room 2227, Dirksen Senate Office Building, Washington, D.C. 20510, not later than

Thursday, April 9, 1981. .

Senator DoLE. The committee will come to order.

Mr. Secretary, we are hapf)y to have you here this morning.
There will be other members. In fact, I think most members will be
here within the next few minutes and we will proceed.

I think it is well to point out and I ask that the statement I have
be made a part of the record.

Without objection, it will be made a part of the record.

[The statements follow:)

OPENING STATEMENT BY SENATOR Max Baucus

Thank you Mr. Chairman. )

Today the Finance Committee begins six days of hearings on President Reaﬁan’s
pro budget cuts for next year. But, before I ask any questions, I would like to
make a few general comments about the President’s proposals.

I agree with the President that spending must be cut, and 1 support reducing the
budget by $50 billion. I also intend to support a tax cut. These measures are
necessary to help us fight inflation and to get the economy moving again. The
President recognizes this, and has offered a bold and courageous program that he
believes will result in lower inflation and higher productivity. .

Now, the Finance Committee must decide whether to endorse the President’s
proposals, or to come up with its own. Like many of us, I have not made a final
ggm‘sii:in on that question. But, whatever we adopt, I hope will be fair and even-

nded.

I am concerned that the Reagan proposals do not meet that criteria. Inflation
fffticts all Americans—and an anti-inflation plan should make each of us give a
ittle.

But more than that, ] am concerned that we just don’t understand the conse-
quences of enacting the Reagan plan. The fact of the matter is that we don’t have
enough hard economic data o answer that question. The administration’s forecasts
are being disputed.

We don’t know how long it will take for these proposals to have any effect. We
have no way of determining how much these proposals would affect the poo:, the
middle-income or the rich.

For.example, on the surface at least, the Reagan &lan would appear to present
several glaring inequities. But this committee, and Congress as a whole, is a long
wgghfrom knowing whether that is true.

e an program prg&)ses eliminating 400,000 poor families from food stamp
benefits while giving 546, affluent families tax reductions averaging $27,000 a
piece.

The program proposes to reduce by one-third to one-half the funds going to poor
mothers and their unborn or very young children to provide them with adequate
nutrition during this critical developmental period. At the same time, it provides
over $8 billion in tax reduction to families earning between $80,000 and $100,000 a
year. :

The administration also proposes to eliminate unemployment benefits to those out
of work more than three months unless they are willing to take jobs far below the
level of their job skills and employment history. At the same time, the administra-
tion would give a $10 billion tax cut to families making $50,000 a year.

I am not saying that each of these programs should be spared from any cuts.
What I am saying, though, is that these cuts should affect all Americans—not just
one segment.
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Finally, for the past few weeks I have been discussing tax expenditures—the tax
deductions, exemptions and credits that dot the tax code.

Tax expenditures will cost the Federal Treasury $267 billion this year—yet
incredibly, no one knows whether they are accomplishing what Congress intended
when it created them.

These tax provisions have a place in our tax code. Often, using tax expenditures is
the best way to accomplish a goal that we believe is desirable. But, that should not
exempt them from the same kind of congressional review that we give spending
programs.

e will not complete that review in the short amount of time we have to work on
the President's plan. But we can begin, and that is what I hope we will do.

Mr. Chairman, in closing, 1 would like to insert in the record a column from last
night’s Washington Star written by Eileen Shanahan entitled, “Reafan Is Offering
More Questions Than Answers.” This is a thoughtful piece, which I strongly com-
mend to my colleagues on the committee.

SENATOR BAucus’ QUESTIONS TO SECRETARY SCHWEIKER AND His RESPONSES

%ueslion. On page 61 of lf'our testimony, you pro that Federal funding for
PSRO's should be eliminated at the end of 1983 to allow time for implementation of
“health care financing reforms that promote competition.” '

What assurance will we have that your as yet undefined “‘health care financing
reforms’” will be more effective than PSRO’s? Should we eliminate the PSRO’s that
are doing a good job before we can be sure?

Answer. It is not the concept of PSRO’s which the Administration opposes but
rather mandating of PSRO's nationwide when they have proven to be of highly
variable quality and providing total Federal funding of such organizations when the
private sector could absorb some of the costs. The PSRO’s which have proved to be
effective in controlling the guality and efficiency of health care will be funded
through fiscal year 1983 and thus will continue to imact positively on Medicare
utilization. During this phasing out stage, we expect the cost effective PSRO's to
obtain private funding enabling them to continue to function. By the time the
funding phase out is completed, we will have instituted our health care reforms to
reduce any incentives for excessive Medicare utilization and costs.

Question. On page 60 of your testimony, you say that PSRO’s are effective in some
areas and not in others. Rather than eliminate all PSRO’s, as you suggest, wouldn'’t
it be better to retain the good performers and either upgrade or eliminate the
ineffective PSRO’s? .

Answer. Requiring PSRO review as the national am)roach to controlling Medicare
and Medicaid utilization has not worked and it should be replaced by other competi-
tive approaches. However, we do intend to fund the most effective PSRO's during
the two-year period in which Federal funding of the program is phased-out. After
Federal funding expires in 1983, we expect effective PSRO’s will become a compo-
nent of the competitive market by contracting their services to private health care
systems.

Question. You are proposing that Federal spending for Medicaid be reduced by $15
billion over the next five years. Cuts of this magnitude could affect States very
differently depending on a State’s relative economic and fiscal strengths, the restric-
tiveness of its existing program, and the degree to which it has already adopted cost
control measures. Such factors could combine to force some States to adopt unaccep-
table program cutbacks. Will you be able to tailor your proposal to fit the needs of
the various States?

Answer. The proposed cap on Medicaid does not reduce the level of Federal
spending below actual fiscal year 1980 expenditures. It does reduce projected Feder-
al expenditures for fiscal year 1981 by $100 million. Federal Medicaid expenditures
in fiscal year 1982 would be allowed to grow by 5 percent over fiscal year 1981
outlays. Thereafter, until permanent reforms can be enacted, the rate of Federal
gd%dicaid spending would rise with the rate of inflation, as measured by the GNP

eflator.

Under the proposal, Federal expenditures would be allocated among States so
that each State will maintain its current relative share of Medicaid spending. The
neediest Medicaid beneficiaries would also be protected against loss of basic Medic-
aid benefits.

The proposal ﬁives States great authority which they do not currently have to
take steps to make their programs more cost effective without hurting beneficiaries.
Examples of such alternatives which States could pursue under the proposal include
hospital reimbursement rates set on other than a reasonable cost basis, including
prospective reimbursement; competitive bid and bulk purchase arrangements; tar-
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feting optional services for specific Kopulations; and promotion of non-institutional
ong-term care arrangements. The Administration believes the degree of restraint
_required under the pro 1 can be achieved by most States through the additional
flexibility provided in the legislation.
We recognize, of course, that a prolonged imposition of a cap on Medicaid expendi-
tures without relieving the pressures contributing to the inflation of health care
costs could indeed result in shifting a significant cost burden disproportionately onto
State and local governments. That is why we have pro the cap on Medicaid as
an interim measure only. The Administration intends to propose legislation this
year that will reestablish competitive market incentives for the delivery of health
care.
Question. Can your explain to me how the Administration expects these (public)
clinics to survive if Medicaid is capped if and other public health funds are cut by
25 percent?
Answer. The Administration’s pro Is give the States the authority and respon-
sibility for decisions as to which health services (other than required services under
Medicaid) will be funded. If the citizens of Montana agree that clinic services should
be supported then they will be. The changes we are proposing will allow continued
funding of the services the citizens of each State consider most worthwhile.
Question. What details can *you give us with respect to the formula which will be
used to determine the effect of the cap on a State-by-State basis? -
Answer. We are presently refining the methodology for determining the amount
each State will receive. We would be pleased to furnish this information to the
committee as soon as it is available.
Question. On what basis will the 5 percent increase be formulated? Will it be on
1981 expenditures, 1982 expenditures? Or on a combination of years?
Answer. The base for the 5 percent increase will be the amount allocated to each
State for fiscal year 1981 under the cap proposal.
estion. Mr. Secretary can you tell me how much more money Montana will lose
under the cap, and can you give me any idea about how my State is going to be able
to save any additional funds after these enormous cuts go into_effect? Do you have
figures on the loss of Medicaid funds for all States, and more importantly, have you
determined what services will be lost nationwide?
Answer. I do not have State-by-State figures at this time because we are refining
the method for setting each State's ceiling. I would be pleased to submit this
information to the Committee when it is available.
The limits we are su eetin%dwill constrain the excessive growth which has been
occurrin% in the costs of the Medicaid program so that program expenditures are
more in line with the overall economy. These are not enormous cuts. In fiscal year
1982, for example, the reduction under the cap will amount to only 3 percent of the
projected Medicaid program spending which would otherwise occur.
ere are many wa'{‘s in which States will be able to save funds by making their
programs more ccet-effective, especially utilizing the flexibility which our proposal
will provide. We believe each State will make adjustments according to its own
needs and there is no reason to believe that effective services will be eliminated.
Some examples of activities which have been suggested include targeting of optional
services, replacing retroactive reasonable cost reimbursement with reimbursement
methods which encourage efficiency, and competitive bid and bulk purchasing of
certain )items and services (such as durable medical equipment and laboratory
services).
Question. In an attempt to reduce hospital costs, some States have created hospi-
tal cost review commissions. Results of this effort appear favorable in comparison to
States where there are not authorized commissions. What will be the Department’s
role in cost-sharing with States in regard to demonstration projects which will test
the eﬂ‘icien%‘of various types of State options for containing hospital costs?
Answer. The Department of Health and Human Services (DHHS) has been very
active in supporting State initiated hospital cost containment demonstration proj-
ects. Over the last several years, DHHS has financially supported the development
efforts of most State rate setting programs and cost review commissions includin
gvon?:a_cticut, Maryland, Massachusetts, New Jersey, New York, Rhode Island, an
ashington.
Dﬂmlso granted Medicare and or Medicaid waivers to test the Maryland, New
Jersey, Rhode Island, and Washington demonstrations and supported part of the
operating costs of these State systems during the demonstration period.

The Department is now reviewing Federal strategies to control health care costs
in the context of a pro-competitive initiative and support for State rate-setting
commissions will be part of that review. ‘
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Question. Claims have been made that large numbers of people will be removed
from the AFDC program and the Medicaid program because of the proposed cuts.
How many people do you expect to see dropped from the rolls?

Answer. The net effect of the mandatory AFDC eligibility change%groposed by
the Administration is projected to be a 400,800 family reduction in AFDC recipients.

Translated into Medicaid terms, this means that States- will not be required to
cover those 400,800 families for Medicaid.

However, it should be noted that many of these individuals would be those who
have opportunity for employment or who may be already employed intermittently
or at low income levels and would likely have medical coveraie under employer
plans. These would include individuals over 18 years of age, strikers, students, and
those with limited incomes and large families.

In addition, States have the option to provide coverage to individuals who have
income above the cash assistance limits—the ““medically needy.” Thus, individuals
who lose AFDC coverage under the Administration’s proposal may continue to
receive Medicaid if the State chooses to cover them as “medically needy’’ people.

Most of the AFDC changes proposed affect how income will be calculated, e.g.,
standardizing disregards (in counting income), permitting States to consider receipt
of other benefits, counting income of stepparents, requiring retrospective account-
ing. The Administration also proposes to limit AFDC eligibility to people whose
gross income is less than 150 percent of the State’s ‘‘need standard.”

uestion. Secretary Schweiker, you indicated in your statement the elimination of
Federal involvement will allow State and private insurers to make their own
decisions regarding the most appropriate form of utilization. Inasmuch as the Ad-
ministration is proposing to also eliminate PSRO and utilization review for our
Federal Medicare program, what does the Department have in mind as the most
appropriate form of review for Medicare expenditures?

Answer. We believe that certain review mechanisms already in place will encour-
age the private sector to assure that utilization is controlled. For example, private
accrediting organizations such as the Joint Committee on Accreditation of Hospitals
(JCAH) and the American Osteopathic Association (AOA) require performance of
utilization review and other types of quality control activities. Continued expansion
of alternative delivery systems such as financially viable Health Maintenance Orga-
nizations (HMOs) and other health care systems with incentives to control utiliza-
tion should encourage more self-discipline in the more traditional systems.

Most important, we expect to have pro-competitive health care financing reforms
in place by 1983, prior to elimination of the PSRO program in 1984. These reforms
will provide strong incentives to providers to deliver care cost-effectively and will
thus encourage them to carry out aggressive utilization review where it is useful.

Of course, we are not proposing to totally eliminate the responsibility of HCFA
and its a%‘ents to take actions to assure that program payments are made only for
services that are medically necessary and appropriate. Medicare carriers and inter-
mediaries, as part of their claims processing functions, will have the basic responsi-
bility for these activities. We will continue to monitor trends in utilization and,
should significant problems arise, consider alternative review trends.

guestion. The Administration proposes to collapse and consolidate a number of
HHS ‘%rograms into four block grants. Each block would be cut by 25 percent.

(a) What has the Administration decided about reallocation of funds from one
block grant to another?

(b) %Vhat about redistribution of funds from block grants to cover anticipated
deficits in the Medicaid program?

Answer. (a) Up to 10 percent of the funds under any block grant could be used for
the purposes specified under the other block grants.

{b) Many of the current dprograms which will be included in the block grant serve
medically underserved and poor individuals. Many of these individuals are current-
ly covered by Medicaid. While the block grant funds cannot be directly redistributed
to the Medicaid program, they can be used to provide services to individuals not
eligible for Medicaid. Thus, block grant funding can complement Medicaid.

I would point out, however, that our proposed legislation will afford the States
additional exibilit{ in the operation of their Medicaid programns which will enable
them to maximize the impact of Medicaid.

Gfueslion. The Administration proposes to block grant a series of health programs,
including the Title V Maternal and Child Health and Crippled Children’s programs
and to then reduce the amount of funds to States by 25 percent. I am especially
concerned about this issue since Federal statistics show that the cost to the States of
administering Medicaid is only about 5 percent. Unless the cost of administering
other health programs is 5 times higher, the Administration’s proposed reduction
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will make substantial incursions into the amount of money States spend to actually
deliver health services. )

Answer. The Administration does not assume that there is a 25 percent element
of administrative waste in the programs to be included in the block grants. Howev-
er, we do believe that there will reductions in ‘administrative costs and other
savings as a result of transferring administration of these programs to the States.
There will be no need for elaborate annual applications for a whole series of
individual projects. Funds not needed for one purpose will be able to be shifted to
other pur , rather than being spent in low priority areas just because the
categorical grant requires it. There will be few Federal program requirements,
?ermittin tates to make judgments about program expenditures. All of these
actors will serve to reduce administrative costs.

SENATOR DOLE'S QUESTIONS TO SECRETARY SCHWEIKER AND His RESPONSES

Question. There has been a distinct Federal commitment to Maternal and Child
Health (MCH) since 1912, and since 1935 with the Title V legislation, States have
designated Agencies responsible for MCH and Crippled Children’s Programs.

Do you feel that this Federal commitment should continue? In light of the
prcmposﬁ% changes, how do you think the Department will manifest its commitment

to 7

Answer. There continues to be a Federal commitment to maternal and child
health, as well as to the interests represented to date by the other categorical
programs included in the block grant. But the manifestation of that commitment
will no longer consist of a Federal agency making choices about where, when and
how services are delivered.

Under the current Title V authority, States do have flexibility in the use of funds
to improve the health of mothers and children. Some, like Alabama, have had
considerable success in using this flexibility to attack those areas of the State with
vew high infant mortalitg rates.

ith the block grant, States will have the flexibility to coordinate primary care,
famil* lanning and maternal and child health services, so that all pregnant women
and children in need will be served.

Question. As the Social Security law currently stands, a small segment of the SSI
program is administered by Title V Crippled Children’s Agencies. In view of the
re;p:da‘} of Title V with the block grant proposal, where will this program be adminis-
tered: :

Answer. The SSI Disabled Children Program is included in the Health Services
Block Grant along with Title V. Funds will be provided to the States, which may
cgol%se their own way of providing those services they see as necessary for disabled
children.

. guestion. In what specific areas do you expect to provide the States with flexibil-
ity? :

Answer. We expect to provide broad authority for extending flexibility to States,
rather than flexibilitd\; in only a few specific areas. We can, however, give you some
examples of the kinds of activities in which States have indicated an interest and
for which flexibility would be provided:

targeting optional services to specific populations;

competitive procurement and bulk purchase arrangements for durable medi-
cal equipment and laboratory services;

reimbursing hospitals on a basis which encourﬁfes efficient delivery of care;

removaé of impediments to contracting with HMOs in medically underserved
areas; an

eliminating impediments to developing cost-effective community-based care to
the mentally retarded, the mentally ill, and the elderly.

Question. What is your response to those who would suggest giving the States
flexibility and waiting for the results prior to implementing a cap on the program?

Answer. Providing flexibility to the States, without a cap, will not assure that the
necessary steps are taken to restrain the program’s excessive growth. The Medicaid
program has increased in cost an average of over 15 percent a year for the last five
years. The projected Federal expenditure for the program this year, without a cap
on spending, is amost $17 billion. The economic condition of the country requires
that the growth of the program be more in line with the general economy.

The cap increases the incentives for States to control costs.

It provides States Medicaid programs with a budgeting device that encourages
the hard tradeoffs that tend to be ignored in an uncapped program.

It changes the expectations of providers by signalling to them that the money
is limited, encouraging cost-efficient behavior.
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It provides a brake on increases in expenditures.
It eliminates the incentive to maximize Federal reimbursement even where it
means higher total costs. '

Question. The Administration has indicated a desire to return to the States the
design and administration of the Medicaid program. You describe the cap as an
interim program. What do you anticipate long term?

Answer. In the long term we expect to have a program which takes advantage of
the efficiencies provided by a competitive market place. We are currently develop-
ing our proposals for reform of the health financing system and Medicaid to accom-
plish this. We anticipate providing specific proposals to the Congress within the
next year.

Question. Aside from reducing Federal expenditures, what do you hope to accom-
plish by the inclusion of Title XX, social services, Child Welfare, and the like, into a
single block grant?

Answer. We believe the block grant will allow a more rational, streamlined
structure of social services to those who need them.

The current categorical structure requires specific amounts of funding in specific
categories. These national requirements may or may not match the needs in any
particular state. In addition, the multiple requirements for eligibility and separate
program requirements make it extremely difficult for State and local officials to
coordinate programs and eliminate gaps or overlaps in services delivery.

Under the block grant, the States will be in a position to allocate program
resources, based on their knowledge of the needs of their particular populations.
They will also be able to coordinate programs for a more efficient use of funds and
more effective delivery of services.

Question. A controversial element of the Administration’s proposals relates to
foster care and adoption assistance, two programs that were newly created last year.
Since you now propose to consolidate these programs into a social services block
grant, | would be interested to hear how you justify their inclusion.

Answer. As in the other programs included in the block grant, we think the
States are in a better position to allocate resources to meet the specific needs for
foster care, adoption assistance, and other child welfare programs in their states.

We are aware of the concerns about foster care services that were expressed in
Public Law 96-272, the Child Welfare and Adoption Assistance Act of 1980, and the
need for change in the current systems. We believe that changes can and will be
carried out effectively by the States.

Categorical funding did much to create the problem in the first place, through
unlimited payment for foster care as opposed to adoption assistance. The block

.grant will allow funds for all these services, without creating an incentive for one
type of service over another.

In addition, the public debate surrounding Public Law 96-272 has done a great
deal to arouse public awareness of the problem, and we think the states will act
responsibly to carry forward the necessary solutions. States such as New York,
California, and Illinois were at the forefront in dealing with problems of foster care
and pushed for Federal legislation. They will continue their commitment. States
currently and in the past have contributed many more funds for child welfare
services than has the Federal government. (It is estimated that in 1979, combined
State and Federal expenditures were $800 million, with State spending about 93
percent of that.)

Finally, the Department will continue to support the States in improving foster
care and adoption practices by researching best practices, providing technical assist-
ance, and assisting in exchange of information among the States where this would
be most useful.

Question. What is the total impact of the administration’s cutbacks on student
benefits such as Social Security, BEOG, GSL, etc?

Answer. The Administration’s proposals regarding Federal assistance for post-
secondary education are designed to improve the target efficiency of the allocation
of Federal assistance by focussing it on students who demonstrate a need for
assistance in order to pursue a course of higher education.

SSA estimates of the size of the reductions in Title II student beneﬁts and OMB
estimates of the additional costs to the Pell Grant (BEOG) program due to people
who would be newly eligible or who would receive higher benefits because of the
proposal to phase out social security student's benefits are presented below (in
millions of dollars).
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Social security paid about $1.6 billion in benefits to post-secondary school students
in fiscal year 1980. By comparison, post-secondary educational assistance for fiscal

ear 1982 under the President’'s economic program demonstrates that the grant and
oan programs will continue to be the main source of assistance to post-secondary
students and wili be available to low-income students whose benefits under social
sacurity will be reduced or eliminated.

More than $5.6 billion in direct budget authority for the Pell grant, work-study,
dire.cltbgoan, supplemental grant, and guarant student loan program will be
available.

More than $500 million in State and institutional matching funds and collections
of prior loans will also be available for student assistance.

n addition, it is estimated that about $5.7 billion in loans from banks and other
lending institutions will be available as part of the guaranteed student loan pro-

gram.
A more detailed breakout of these amounts for fiscal year 1982 follows.

Fiscal year 1982 Student Assistance for Higher Education

Millions

Pell Zrants........c.ccovvcveiirieiiieiiiriniere st sss e e sttt $2,486
Collefe WOTrK StUdy ...oovevieriiciereiirecee e ST e 550
(Institutional MAatCh) ........coviiiiriiic st seeres (46)
SEOG ..ottt et et e st sb e et sb s s b bbb et e e ste b s nt st arsns bt stsets 370
State student incentive Grants...........ccoccocevviericennennniesnniensseseneseren 78
(SLALE MALCN)....vierei et aee e resestsresrassasrensarensee (78)
Direct student l0ANS............coocviviniiii i e e reaee 286
(Institutiona! match) (32)
{Collections)................... . (380)
Guaranteed student Joans...........c.ccceveeveriieiiiinnrniecseses e et 11,865
{Lending institution 10ans).........c.c.cccoevnricirinnininneinseecsssisene s (5,700)
{F@MILIES) .....ovcrieereeci e e e ae e e s nens (2,300)
(SEUAERLS) ..ottt ettt est e s et sss b st sssoteesssbesesssabesberen (3,400)

Federal BA.........oooiiieviiiiiicireeieinisieseiisss e eesisssressistassssntesssssnsstesssisesesassessaerens 5,635
Matching and other ... 530
BANK JOANS ..ottt sieassse s b s esessteressasnebenassasabebaresasensetene 5,700
TOLAL ...ttt e s s s e beas s ssrsas e s babe et s s e raessae s s beatae 11,865

! Covers subsidies.

It should be noted that the President’s program is intended in fart to stop the
skyrocketing increases in educational costs. This will benefit all students.

ANSWERS TC SENATOR Baucus’ QUESTIONS ON WORKFARE AND WIN

Question. 1. The Administration’s proposed work provisions appear to closely
resemble than (sic) Governor Reagan’s Community Work Experience Program and
the old Community Work and Training Program under the Social Security Act.
Both were abandoned after several years. A number of other similar work programs
also had very little success. Why will this proposal be any more successful?

Answer. This is the first time that Community Work Experience Programs will be
required in all States. The original Community Work and Training am en-
acted by Congress in 1962 and phased out in 1967, was voluntary. Those States not
interested in workfare ignored it. The subsequent California J)rogram from 1971-74
was on(l:z a demonstration program. While its success can be debated, it is clear that
many California counties took little if any interest in administering it. ]

In contrast, the current CWEP proposal has the full backing of the Administra-
tion. Both the White House and the Department of Health and Human Services are
committed to its success. Furthermore, much stronger interest has developed in the
States for establishment of CWEP programs.
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Question. 2. Will the states and local governments be able to create enough jobs
for all those mothers who are required to participate and who cannot find private
sector work? Do you know how many people will be eligible? Do you have any
estimates b{vstate or local jurisdiction?

Answer. We do not expect creation of CWEP jobs to be a major problem. Of
course, the number of jobs States create will to a great extent depend on how each
State designs its program to fit its specific needs. States and local governments will
have considerable flexibility in the types of jobs they create. Several States have
come up with a variety of creative jobs for workfare programs involving general
assistance recipients. Many involve services formerly provided by volunteers—work
in schools, libraries and senior citizen centers. Day care and home repairs for the
elderly are other examples of rossible CWERP jobs.

We estimate about 1.5 million individuals will be potentially eligible for the
Community Work Experience Program. That includes the number of recipients in
the WIN unassigned pool plus the number of AFDC parents with children between
the ages of three and six, and recipients excluded from WIN because of remoteness.

We do not yet have available an estimate of potentially eligible individuals by
State or locality. This will depend to a large extent on demographic characteristics
of the AFDC population. A rough estimate can be computed for each State by
multiplying the 1.5 million potential CWEP eligibles by the percentage obtained
from dividing a State’s AFDC population by the national AFDC population.

Question J. The evidence gathered from past work experience programs suggest
that work programs such as this can be very complex (because only part-time work
is required) and costly to run. Who will pay for running the program?

Answer. Costs for the program should be limited. The proposed legislation speci-
fies that participants are not entitled to a salary or other work and training
expenses provided by other laws. Transportation and other expenses will be limited
to 325 per month. Federal financial participation will be available at the present
50/50 matching rate for all administrative costs associated with CWEP. Further-
more, we expect CWEP to achieve overall savings for the following reasons:

Some recipients will secure employment and become self-supporting;

Some savings will result from the elimination of fraud (e.g., some recipients
‘have unreported earned income); and

S(l)me recipients with other potential sources of support (e.g., parents) will not
apply.

Recent welfare-reform demonstration projects have shown that when individuals
are required to report daily for structured job search, many drop out of the AFDC
program. In Lowell Massachusetts, 7.9 percent of the participants requested that
their cases be closed. In Weld County, Colorade, the AFDC unemployed parent
caseload immediately drog‘fed by approximately 25 percent when the job-search
requirement was introduced. The benefits from this program will far outweigh the
costs.

Question 4. What provisions will be made for child care for working mothers in
the face')of proposed cuts in the AFDC child care deduction and in the Title XX
program?

Answer. States may develop day care CWEP projects and have participants care
for children of other AFDC parents who are working or participating in CWEP. This
will alleviate potential problems caused by program cuts.

Question 5. At what wage rates will recipients have to work off their benefits? At
the minimum or frevailing wage rate? Will the program follow the principle of
equal pay for equal work?

Answer. The CWEP program is rot tiitended as a means for recipients to work off
their benefits. The proposed legislaiion makes it clear that welfare benefits will not
be considered as compensation for work performed under CWEP. The CWEP pro-
gram is intended to enhance the employability of participants through actual work
experience and training. However, the maximum number of hours that a State can
require a participant to work will be based on the Federal or State minimum wage
(whichever is %eater).

Question 6. ha;dguarantees will you have that welfare workers will not displace
low-skilled employed workers?

Answer. The proposed legislation provides that a State CWEP program shall not
“. .. result in displacement of persons currently employed, or the filling of estab-
lished unfilled position vacancies.”

Question 7. Will the same services now provided to AFDC mothers under WIN be
provided?

Answer. The Yroposed Communit{q Work Experience Program will complement
rather than displace the existing WI pr&gram. The services provided under CWEP
will not duplicate those provided under WIN. It will enable States to provide work
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exrerience to recipients who are actually receiving employment services under the
WIN program. Although States mzw utilize the State public employment office to
find employment opportunities, CWEP will not engage in extensive counseling,
training, or subsidized employment as currently authorized under the Work Incen-
tive program.

Question 8. Why establish another program when the WIN program is available?

Answer. Under the current WIN program, the majority of employable AFDC
rec}sients do little more than register with WIN. Furthermore, it is impossible for
WIN to find employment or training for every employable recipient. AE%roximatel(
800,000 individuals are now in the WIN unassigned recipient pool. CWEP would fiil
in these gape and participate in WIN.

Question 9. Wil Wu provide for the latest available fiscal year the following
information about WIN: (Note: States are required to submit this information
monthly to DOL.)

(a) How many AFDC mothers participated in WIN?

Answer. During fiscal year 1930 DOL reports that 2,189,792 adult recipients were
registered with the WIN program. Of these 1,624,857 were female and 564,935 were
male. This figure includes a small number of teenage youths not attending school as
well as heads of households.

(b) How many AFDC mothers moved off AFDC completely because they found jobs
through WIN?

Answer. DOE reports 140,302 as leaving AFDC due.to employment. (Not necessar-
ily through WIN).

(¢c) How many AFDC mothers saw their AFDC grant reduced because they found
jobs thourgh WIN?

Answer. DOL reports that 207,150 entered employment but continued to receive
AFDC supplemental benefits in fiscal year 1980.

(d) What was the-total amount of AFDC grant savings because of mothers into
employment through WIN?

Answer. DOL reports an annualized AFDC grant savings figure of $632,352,438 for
individuals entering employment. (assuming all are attributable to the WIN pro-
gram).

AppITIONAL AFDC QUESTIONS

Question 1. The Administration lproposes to cut back substantially on the earnings
disregards that determine initial eligibility for AFDC as well as on the work
incentive deductions considered in computing AFDC grant supplements. This will
make many people ineligible for AFDC if they have jobs and substantially reduce
the AFDC supplement grants of mz};xg others. Won't this approach force man

mothers ruled ineligible for an AF grant to abandon work in favor of full
dependence on AFDC in order to preserve their Medicaid eliFibility? Won't substan-
tially reduced AFDC grants for working mothers who do qualify make it uneconomi-
cal to work and force them to leave work in favor of full dependence on AFDC?

Answer. Anyone receiving AFDC benefits who voluntarily leaves a WIN job
without good cause can be subject to sanctions and removal from the grant if he/she
refuses to participate. The same sanctions will apply to persons refusing to partici-
pate in CWEP. Further, in the 33 States that provide medicaid to individuals not
eligible for a federal cash assistance program, AFDC ineligibility does not automati-
cally result in medicaid ineligibility.

Question 2. The Administration &roposes to end a working mother’s supplemental
grant after four months of work. Won’t many mothers find that they cannot afford
to continue working because of work related expenses including child care? What
assurance can you provide that they will not leave work in favor of full dependence
on AFDC?

Answer. The premise upon which this question is based needs clarification. Only
the $30 and one-third disregard is terminated after four consecutive months; recipi-
ents would remain eligible for work expense and child care deductions. As discussed
in the previous question, leaving work is not a guarantee that one may avoid the
work requirement or even remain eligible for assistance.

Senator DoLe. This is the first of a number of days of hearings
on the spending cut part of the administration’s economic recovery
program.

Yesterday, the committee, by unanimous vote, did adopt the
numbers as suggested by the administration, $9.3 billion in spend-
ing reductions, and also the figure for tax reduction.
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I would hope that we can begin consideration of the revenue part
of the proposal in the very near future.

I might say that I was very impressed with the Secretary’s
appearance on Sunday. I had a chance to watch Secretary
Schweiker do an excellent job on “Issues and Answers.”

I think he touched on a number of things that I have outlined in
my statement. Of note is the fact that during the 10-year period
from 1971 to 1980, the Federal Government outlays grew from $211
billion to almost $580 billion.

In 1981, spending is estimated to reach $655 billion. And, even in
the Reagan budget, it is estimated to be $695 billion next year.

So, I would just suggest that spending is going to continue—is
going to be increased. We are trying to slow down the growth of
spending in some areas and I would just hope that we can—I think
we can in this committee in broad nonpartisan, or bipartisan
manner support efforts to get a handle on inflation and spending—
at least for myself I pledge to the Secretary cooperation in an
effort to find ways that we can reduce the spending in the areas
that we have jurisdiction.

And again, without impacting on the needy and others. The so-
called safety net as outlined by the President.

So, we welcome you here this morning.

Senator Long, do you have any comments?

Senator LoNG. Let me make just one addendum to that. I am
inclined to think, Mr. Chairman, when we talk about these levels
of spending, that we might do well to discuss them in terms of
constant dollars, because the cost of everything has increased. No
matter how you figure it, I think you will have a more accurate
basis if you cite numbers in terms of what those dollars will buy at
that point. \

President Reagan made that point in his fireside chat and he
was correct. I think the very same point ought to carry over in the
figures we use from time to time when we see how much we are
doing in terms of spending.

For example, whatever figures you used to show growth in social
welfare spending would be somewhat lower if you take out the
inflation. Social welfare spending has been going up and we do
want to bring it under control, and the areas you mention are ones
where we want to do it.

I agree with what you want to achieve.

STATEMENT OF RICHARD S. SCHWEIKER, SECRETARY OF
HEALTH AND HUMAN SERVICES

LoSecretary ScHwWEIKER. Thank you, Mr. Chairman and Senator
ng.

First, let me thank you for your indulgence. I had a meeting
with the President this morning. I'm sorry I'm a little bit late. 1
apologize for that.

I'd just like to take a few minutes to show a few figures that I
think tie into both the points that you are making here this morn-
ing, if the committee will indulge me.

Mr. Chairman, Senator Long, I think this is really the key chart
in terms of why the Reagan administration has put forth the
budget cutting program that it has, why our country is in trouble
today, and what we must do to correct it.
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Secretary ScHWEIKER. This basically shows the Federal social
program outlays from 1950 up to 1980. As you can see from the
chart, they were something less than $20 billion back in 1950.
Today, they are $300 billion.

As you can see from the escalating geometric progression of the
chart, there has been a rapid acceleration rate.

From 1950 to 1960, these social programs went up something like
82 percent. From the 1960’s to the 1970’s, they went up 188 per-
cent. In the last decade, they went up 313 percent. So, that is really
the problem. We are beginning to take off like a rocket and that is
why we have to get the programs under control.

Now, Senator Long mentioned constant dollars and I think that
is a valid point.

If I were to interpolate that without putting the same figures in,
you can look at it this way. The cost of living from 1950 to 1980
went up about 250 percent, measured by the consumer price index.

During the same period, social programs went up about 1500
percent. So, in essence, the social program growth has been about 6
times the rate of the cost of living. I think that is a very valid
point. We should discount as much as we can the cost of living or
inflation index.

Actually, our social programs went up about 6 times faster than
the CPI did during that period.

The next chart shows where the cuts come from. Back in 1962,
the Defense Department was getting 44 percent of the total budget.

Now, the figures are almost reversed. In 1981, the Defense De-
partment has dropped down to only 24 percent of the budget. The
safety net social programs are up to 37 percent of the budget.

The important point here is that even after the cuts that we are
discussing today, some $48 billion, we will still have 41 percent of
the Federal budget in safety net programs. Defense will still be
lower, at 32 percent, despite all the hullabaloo in the media today.
We would still be some 9 percentage points ahead of Defense in
terms of people programs over Defense after you implement the
Reagan cuts.

That is for all the programs in the Departments that are affect-
ing people.

Just look at my Department, and I think you will see almost the
same story. Back in 1970, we were 24.8 percent of the total budget.
Now, of course, in 1981 we are up to 35 percent. As you know, we
spend more money than every country in the world except the
Soviet Union.

Even with all the cuts, the Department will still go from 35
percent of the budget up to 36.6 percent of the budget and so, in
Jjust our Department, we will still escalate our pro rata share of the
Federal budget.

The next chart shows some interesting statistics about these cuts.
For example, my Department, HHS, was cut 3% percent. All the
other Departments, excluding our Department and Defense, were
cut 13.4 percent.

So, the people programs were only cut basically 3%z percent
compared to the other Department cuts of about 13.4 percent.

Another way of looking at it is that we have 36 percent of the
Federal budget today, yet we only got 20 percent of the reduction.
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So, we took 20 percent of the reductions even though our pro rata
share of the whole budget was 36 percent.

We were cut less than our pro rata share.

Another way of looking at it is in the increases in the budget. We
are going to get, in my Department alone, 54 percent of the in-
crease. $21 billion will come to my Department. So, I think, with
all the concerns about the cuts, we should just look at a few of
those figures.

I think the others will wait until I come to them in the testimo-
ny regarding the block grant programs.

I appreciate the indulgence of the committee.

Mr. Chairman, members of the committee, it is a pleasure for me
to be here today to discuss those aspects of the President’s program
for economic recovery that concern the Department of Health and
Human Services and that are within the purview of this commit-
tee.

I also want to commend you, Mr. Chairman and members of this
committee, for moving quickly to address the President’s program.

I look forward to working with you in shaping the necessary
legislation to implement the President’s program.

I will be discussing today the specific issues and proposals relat-
ing to the social security program of old-age, survivors and disabil-
ity insurance; the program of aid to families with dependent chil-
dren; medicare; medicaid; child support enforcement; the social
services programs; and other related programs that we administer.

We believe that these proposals are meritorious in and of them-
selves. Yet, they are also part of the larger program that I have
just outlined.

As we discuss the specific proposals, we must keep in mind the
importance of the President’s economic recovery plan—the total
package of initiatives designed to restore the health and vigor of
the national economy.

We must not lose sight of the benefits that will accrue to all
citizens with enactment of the President’s program for economic
recovery.

At the same time, I want to assure you that as President Reagan
stated so forcefully in his address to the Nation,

None of these proposals represent in any sense a turning away-from our commit-
ment to those most in need, to the aged, or to others who must depend for support

from existing public pro?rams. The safety net of social programs upon which these
Americans must rely will remain intact.

Mr. Chairman, I would like to begin by reviewing briefly the
financing of the OASDI program.

In the past few rears this huge and vital program has suffered
continual financial difficulties, which have sapped public confi-
dence and the security of the commitments.

Those who rely on Social Security benefits fear that the funds
will run out and that their checks will stop. The workers who pay
the taxes that finance these benefits see an ever larger bite being
taken from their paychecks at a time when they have serious
doubts that they will ever collect benefits themselves.

You and I know these fears will not be realized. We also know
that to place the program on a sound financial basis will require
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hard work and tough choices on the part of the administration and
the Congress in the months to come.

The administration has already moved forcefully to address the
first of these tasks through President Reagan’s economic program
of budget and tax reductions.

I am addressing the second of these tasks through a working
group chaired by the Under Secretary-designate, which is dealing
explicitly with the Social Security financing issues.

Let me review briefly our most recent projections of the status of
the social security trust funds based on these new economic as-
sumptions.

First, we continue to project that the OASI trust fund will expe-
rience cash flow problems in mid-1982. Its assets at the beginning
of 1982 will amount to only about 13 percent of the projected 1982
expenditures, and they would continue to decline over the course of -
the year until the fund is exhausted. However, the combined bal-
ances in the old-age, survivors, disability and hospital insurance
trust funds over the next 5 years appear to be substantially health-
ier than previous estimates showed. Both the DI and the HI trust
funds would grow in absolute dollars as a percentage of annual
expenditures after 1981. The assets of all three programs combined
would decline as a percent of annual expenditures from 23 percent
zt tllé%(?eginning of this year to 14 percent by 1985, and 16 percent

y .

These projections assume the continuation of present law ex-
penditures. If we assume the adoption of the proposals recommend-
ed in the present fiscal year 1982 budget, the financial status of the
trust fund is improved. The projections taking these proposals into
account show a decline in the ratio for the three funds combined
from 23 percent this year to 22 percent by 1985, but increasing to
30 percent by 1986. Although this would represent a very substan-
tial improvement for the three funds combined, action will still be
neelcsi’%c‘ia to strengthen the OASI trust fund by the early part of 1982
or .

I would like now to turn to a brief review of each of the Presi-
dent’s OASDI budget proposals.

First, the minimum benefit. Under social security, the regular
benefit formula does not apply to people with very low average
earnings. Instead, they get a minimum benefit—$122 for people
who would start getting benefits in the future. Qur proposal for
eliminating the minimum benefit will not take the entire social
security benefit away from anyone now receiving it, or from
anyone who, under today’s law, will become entitled to receive it in
the future. However, it will mean that these people will get only
the amount to which they are entitled based on the actual covered
earnings that they had under social security.

Second, social security student benefits. Under our proposal, be-
ginning with August of this year, benefits for a student who is over
age 18 and is attending a postsecondary school would begin to be
phased out. No new students beyond the secondary school level
could become entitled to benefits.

Third, the lump sum death benefit. When an insured worker
dies, a lump sum death payment of $255 generally is paid to the
deceased worker’s surviving spouse. If there is no qualified spouse,
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the lump sum death benefit is paid to any person who paid the
burial expenses. Our proposal would not eliminate this benefit, but
would limit payments to cases where there is either a surviving
spouse or surviving child beneficiaries. With this change, the pay-
ment would, again, fulfill the original purpose.

Fourth, currently insured status for disability. Under present
law, a worker can qualify for disability insurance benefits if he has
credit for 5 years of work in the 10 years preceding his disability
and is fully insured. For a younger worker, the requirement is one-
half of the time since he reached age 21. We believe that in a
contributory work-related disability insurance program like social
security, it is appropriate for benefits to be paid only where the
worker was recently employed under the program and where the
dis;:e‘t?i}ity itself can be presumed to be the reason covered earnings
ce .

Such a requirement of recent covered work—referred to as cur-
rently insured status—was included in the social security disability
program initially, but it was repealed in 1958. We believe that it
should be reinstated now. Adding a requirement of recent work
means the worker will have to have credit for one and a half years
of work under social security at some time during the 3-year period
preceding disability. .

Fifth, disability megacap. We are also recommending that social
security disability benefits to workers and their families be reduced
if the sum of all the benefits payable to them under Federal, State,
and local disability programs exceeds the worker’s predisability net
earnings.

Sixth, review of the continuing eligibility of those now getting
disability benefits. While this change will not require legislation, I
nevertheless want to bring it to the attention of the committee.
Specifically, we propose to intensify the review of the continuing
eligibility of people who are now getting disability benefits so that
we can assure that only those people who are, in fact, disabled
receive them. ‘

Mr. Chairman, while they are not sufficient to assure adequate
social security reserves in and of themselves, the President’s pro-
posals, if promptly enacted by the Congress, constitute an impor-
tant $22' billion step over the next 5 years toward placing social
security on a sound financial basis. .

I would like now to discuss another area of great concern to all
Americans, our public assistance program, for which my depart-
ment and your committee share responsibility.

The American people strongly oppose assistance going to those
who can work, those who have other sources of income, and those
who get as much—or more—on welfare as others get from working.

In AFDC, the proposals are designed to improve the problem by
limiting eligibility to those most in need, strengthening work re-
quirements, making AFDC a temporary safety net for those who
are not economically independent, emphasizing the individual re-
sponsibilities, and improving administration.

I will now discuss the major provisions in each of these areas.

Our proposal contains a number of provisions designed to limit
eligibility and to better target limited funds to those most in need.
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We propose to change the earned income disregard. To determine
basic ehglblllty for the AFDC program, we would deduct from an
applicant’s monthly earnings $75 for work expenses and up to $50
per child for chll(i' care. For those found eligible for A DC, we
would then, in calculating the benefit amount, deduct an addmonal
$30 and one-third of the remainder of the earnings. This additional
disregard would be limited to 4 months to provide a transition
period to acclimate a recipient to employment. We also propose a
set of changes which will strengthen the work requirements in the
AFDC program.

The American public is not willing to bear the burden of support-
ing people who can work. We believe that everyone receiving as-
sistance who is capable of working should be involved in a work
program. To this end, in addition to continuing the current require-
ment that an employable recipient seek and accept employment,
we would require States to establish community work-experience
programs. Employable recipients who are unable to find a job in

"the regular economy would be required to accept work in this
program.

Our next set of proposals is aimed at assuring that the AFDC
program is available only as a temporary program to assist fami-
lies with children who have no other means of support. Before the
first dollar of aid is paid, all other sources of income should be
pursued and all available income counted.

It is interesting to note that the most prevalent and substantial
~ sources of income not counted for AFDC purposes are provided by
the Federal Government. Nearly all AFDC recipients receive Fede
eral food stamps. Yet, the States include an amount for food as
part of the AFDC payment. We believe it is now time to halt this
overlap of Federal assistance. Our proposal is to allow States to
reduce the amount of AFDC paid for food and shelter to the extent
it duplicates these other programs.

We also require that income of stepparents, or those assuming
the role of stepparents, be counted as available to children living in
the same household. The proposal will prevent those situations in
which the children receive AFDC even while they are an integral
part of a family grouping with substantial income.

We are also introducing proposals to insure that people assume
more personal responsibility for planning the use of income to
‘meet their needs. When a large amount of money is received as a
lump sum—for example, an inheritance—we will consider it as
income available for support not only in the month it is received,
but to meet future needs.

The final set of AFDC proposals is in the area of administration.
We propose systematic, business-like methods of securing and proc-
essing information about applicants and recipients. This will not
only result in greater accuracy and efficiency, but will also help
States ferret out fraud, waste, and abuse.

The first change in this area is to require retrospective account-
ing combined with prospective accounting for those coming on or
leaving the rolls. This would be combmeg with monthly reporting
of income and other family circumstances.

Next, we propose to establish a national recipient information
system. Because a central information system does not now exist,
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the same individual may now file for and receive multiple benefits,
even in nearby communities. This national system will enable
States to gain access to a common file containing information on
benefits received by individuals from various welfare programs.
This will enable States to verify that an individual is not already
receiving welfare benefits, thus f)reventing fraud and abuse. In
addition, we propose to provide full access to information in Feder-
al, State, and local files to those public officials who need the
information to fulfill their responsibilities under this program. To-
gether, these two proposals will allow State officials to fulfill the
basic statutory requirement that all income be considered in deter-
mining AFDC eligibiligy, as well as to prevent duplicate payments.

Let me turn now and discuss a program that is closely related to
AFDC-~-child support enforcement. The Child Support Enforcement
program is a Federal, State, and local effort to collect child support
from absent parents. The failure of absent parents to meet their
child support obligations is of large scale proportions, and has
devastating consequences for children and the taxpayers.

We are offering legislative proposals which, if enacted, will in-
crease collections, reduce administrative costs and spread the bene-
fits of the program more equitably between the State and Federal
Governments.

First, we propose to establish a Federal tax intercept to collect
delinquent child support payments in AFDC cases.

Second, we pro to authorize enforcement of existing alimony
obligations owed by absent parents.

Third, we propose to charge a fee for non-AFDC child support
collection services.

Fourth, we propose to finance incentive payments from both the
State and Federal share of AFDC collections.

Finally, in the child support enforcement area, some absent par-
ents have used bankruptcy as a means of permanently avoiti)ing
child support. We propose to no longer allow child support obliga-
tions to be discharged in bankruptcy. :

The consolidation of many of the social service grant-in-aid pro-
grams administered by the Department into a block grant is an
important element in the President’s program.

he social services block grant—and I think we should have a
chart here in a moment—consolidates 12 social service authorities
into a single block grant authority covering the purposes of the
consolidated program. We believe that this approach to social serv-
ices will resolve several problems caused by the multiplicity and
categorical nature of the present Federal-State social service pro-
grams.



Block Grant Benefits

® Improves Services Delivery Effectiveness:

— Assigns Responsibility to States
— Provides States with Resource Control and Flexibility -

m Allows States to Meet Particular Needs and °©
Priorities of Their Citizens

m Makes More Efficieht Use of Resources:

— Eliminates Duplicative Administrative Overhead
— Removes Unnecessary.Federal Requirements



Social Services Block Grant

Consolidates 12 Programs:

m Social Services

m Day Care

m State and Local Training

m Child Welfare Services

m Child Welfare Training

m Foster Care

m Child Abuse Prevention and Treatment
® Adoption Assistance

B Developmental Disabilities

® Runaway and Homeless Youth

m Community Services Administration (economic
development not included)

m Rehabilitation Services
Appropriation Authorization: $3.8 Billion

12
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Health Service Block Grant

Consolidates 15 Programs:

B Community Health Centers
— Primary Health Care Centers  — Black Lung Clinics
— Primary ﬂealth Care Research and Demonstrations

B Migrant Health
m Home Health Services .
m Maternal and Child Health
— Grants to States — SSI Payments to Disabled Children
® Hemophilia
B Sudden Infant Death Syndrome
-m Emergency Medical Services

W Mental Health and Substance Abuse Services
— Mental Health Services
— Drug Abuse Project Grants and Contracts
— Drug Abuse Formula Grants to States
— Alcoholism Project Grants and Contracts
— Alcoholism Formula Grants to States

Appropriation Authorization: $1,138 Million

44



Energy and Emergency Assistance
Block Grant |

m Consolidates Two Major Programs:
— Emergency Assistance Under the Social Security Act

~— Low-Income Energy AssiStance -- both His and CSA Components

m Funds Can Be Provided for:

— Home Energy Costs

— Low-Cost Weatherization

— Temporary Financial Assistance, Food, Clothing, Shelter
— Emergency Medical Care

— Emergency Social Services

Appropriation Authorization: $1.4 Billion



Shift in Budget Priorities

(Percent Composition of Outlays)

Safety Net
Programs

Safety Net
Programs
26%

Net
Interest

6%

1962

Safety Net Programs
1%

1984

CHART 3



FY 1982 HHS Budget Changes

" All Other Departments Excluding HHS and |
Defense Were Reduced 13.4% but the HHS

‘Budget Was Reduced 3.5% from the Carter
Budget,

With 36% of the Federal Budget, HHS Share °
of Reductions Was Only 20.5%.

Increase in HHS Budget from FY81 to FY82

Equals $21.5 Billion — 54% of Increase
in Total Federal Outlays.

CHART 5
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Secretary ScHWEIKER. First, it allows States and localities the
flexibility they need to distribute social service funds and to give
priority to services which best meet the needs of the residents of
the State.

Second, by eliminating many burdensome Federal administrative
requirements, standards and the like, the block grant will permit
more efficient State and local administration, thus freeing re-
sources for the provision of services.

The social services block grant to States consolidates 10 major
authorities from the Department of Health and Human Services.

You can see those listed on the chart there, Mr. Chairman. I
won’t read them, but they are listed there.

Our budget request for this consolidated block grant authority
represents 75 percent of current funding levels, or $3.8 billion for
fiscal year 1982.

Under the block grant, States and localities will be in a much
better position to take action where previously mandated conflict-
ing program requirements and overlapping services have resulted
in the waste of service dollars.

Overall, these proposals embody our philosophy that assistance
funds can be most effectively used when States have tbe flexibility
- to respond to State and local conditions, and that the most effective
Federal role is to serve the States and localities in this effort
through research and other support activities.

I would like now to focus briefly on our block grant proposal for
health services. The administration proposes to replace 15 categori-
cal health service programs with a health services block.

The States would receive a percentage of the funds now available
under the existing categorical programs and would make decisions
based on their own assessments of health service needs within
their own boundaries.

As with the social services block grant, we believe that the State
can better administer these funds, given added flexibility, and can
make better judgments about the allocation of funds and services.

The authorities included in this health services block grant are,
again, listed on the chart, and I won’t read them.

We are also proposing to_establish a block grant authority to the
States for providing energy and emergency assistance for needy
households. Under our proposal, the funds would be used to assist
households in meeting home energy needs to provide cash or in-
kind assistance for emergency medical situations, for emergency
medical care or social services, and other similar uses as the States
deem appropriate. The States will have broad discretion in all
aspects of the program including the use of funds, the population
eligible for coverage, the types and forms of assistance provided,
and levetls of payment. Thus, each State will be able to design a
program which can best respond to its own particular needs.

The block grant consolidates two major programs. Of these, the
low-income energy assistance program provides grants to the States
to help low-income households meet their home heating and medi-
cally necessary cooling needs.

The other program being consolidated is emergency assistance
authorized by title IV-A of the Social Security Act.
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Provisions of emergency assistance, which all States can provide
under the proposed block grant, can make the difference between a
one-time payment to cope with an emergency and a long-term stay
on welfare.

As with the social service block grant, the only restriction is that
the funds are used to meet the purpose of the program. Reporting
requirements will be simple.

I would like to turn now to the President’s proposals to increase
the cost-effectiveness of the medicaid program. In 1970, the cost of
the medicaid program to the States and the Federal Government
was $5.2 billion. This year the program will cost approximately $29
billion. Medicaid expenditures have increased more than 15 per-
cent per year for the last 5 years.

Under the hospital reimbursement approaches generally used
today, the higher a provider's costs or charges, the higher the
reimbursement. Close observers of the health care scene point to
the cost-increasing biases in the program’s requirements and in the
health care system overall as the sources of the difficulty. Conse-
quently, there is no incentive for price competition. At the same
time, health care consumers are not always cognizant of the cost of
the services they use.

This situation can be remedied only by reestablishing market
incentives for the delivery of health care. The administration,
therefore, will be proposing comprehensive health financing and
medicaid reforms which promote competition.

It will, of course, take time to develop and fully implement these
comprehensive changes. -

In the interim, we are proposing that a ceiling be placed on
medicaid funding to limit the program’s growth.

Additionally, we are proposing that title XIX of the Social Secu-
rity Act be modified to provide greater flexibility to States so that
they may reorganize their medicaid programs to deliver care more
effectively and at a lower cost.

For 1981, the limit would be established by reducing the current
base estimate by $100 million. This ceiling would be increased 5
percent for fiscal year 1982. After 1982, Federal spending would be
increased based on the rate of inflation as measured by the GNP
deflator. We believe that this degree of restraint can be achieved
by States without reducing necessary services for the needy.

The combination of an interim ceiling on the Federal contribu-
tion to each State’s medicaid program and enactment of our pro-
posals to provide greater latitude to improve program effectiveness
will stimulate States to improve their programs while adjusting
program spending to a more acceptable level.

We also propose to phase-out Federal support of the Professional
Standards Review Organization program. The PSRO legislation
was passed in 1972 to replace an ineffective system of utilization
review.

We are recommending, therefore, that Federal funding be contin-
ued through 1983 only for those PSRO’s judged effective in control-
ling health-care costs. This will allow time for implementation of
health-care financing reforms that promote competition.
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After 1983, we expect that the most efficient PSRO’s will be
supported by private systems of health care which contract for
their services.

Finally, we are proposing a number of other changes to improve
medicare program efficiency and effectiveness. These include elimi-
nation of the current automatic reimbursement bonus paid to hos-
pitals for routine nursing services to medicare beneficiaries, elimi-
nation of the one-time deferral of PIP reimbursements, movement
to a competitive bid system for medicare contractors, and institu-
tion of an administrative hearing procedure to more effectively
combat fraud and abuse in the medicare program.

In conclusion, Mr. Chairman, Senator Long, Senator Byrd, and
the others, I want to reemphasize the importance of these pro-
gra{ns. They address a wide area of concerns, but have common
goals:

Guaranteeing that the basic social security program upon which
millions of Americans currently depend and to which many mil-
lions more will look in the future, is fiscally sound and will remain
the lg)rimary means to insure income to those who can no longer
work.

Insuring that public assistance is focused on those who cannot,
through no fault of their own, provide their basic needs; and
making certain that those who are able to provide for themselves
will have the opportunity and responsibility of doing so.

Providing flexibility and funding to States to enable them to
more directly design and control their programs to better serve the
needs of their residents. .

Increasing the cost-effectiveness of medicare and medicaid.

To meet these goals, the President’s program for economic recov-
ery—of which these proposals are an important part—should be
given prompt consideration and action.

That concludes my testimony, Mr. Chairman. I read only part of
it so I ask that the rest be put in the record, and I would now be
ﬁappy to submit to any questions that you or the committee may

ave.

Senator DoLE. Without objection, the entire statement will be
made a part of the record.

[The prepared statement of Hon. Richard S. Schweiker follows:]

STATEMENT BY RICHARD S. SCHWEIKER, SECRETARY OoF HEALTH AND HUMAN
SERVICES

Mr. Chairman and members of the committee, it is a pleasure to be here today to
discuss those aspects of the President’s program for economic recovery that concern
the Department of Health and Human Services and that are within the purview of
this Committee. I also want to commend you, Mr. Chairman, and the members of
this Committee, for moving quickly to address the President’s program. I look
forward to working with you in shaping the necessary legislation to implement the
President’s program.

I will be discussing today the specific issues and proposals relating to the social
security program of old-age, survivors, and disability insurance (OASDI), the pro-
gram of aid to families with dependent children (AFDC), Medicare, Medicaid, Child

upport Enforcement (CSE), the social services programs, and other related pro-
grams that we administer. We believe that these proposals are meritorious in and of
themselves.

Yet they are also a part of the larger program the President has outlined. As we
discuss the specific proposals, we must keep in mind the importance of the Presi-
dent’s economic recovery plan—the total package of initiatives designed to restore
the health and vigor of the national economy. We must not lose sight of the benefits
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that will accrue to all citizens with enactment of the President’s program for -
economic recovery.

At the same time, I want to assure you that—as President Reagan stated so
forcefully in his address to the Nation—none of these proposals represents in any
sense a turning away from our commitment to those most in need, to the aged, or to
others who must depend for support upon existing public programs. The safety net
of social programs upon which these Americans must rely will remain intact. Mr.
Chairman, I would like to begin by reviewing briefly the financing of the OASDI

program.
Social security—old-age, survivors, and disability insurance

In the past few years, this huge and vital program has suffered continual financ-
ing difficulties which have sapped public confidence in the security of its commit-
ments. Those who rely on social security benefits fear that the funds will run out
and that their checks will stop; the workers who pay the taxes that finance these
benefits see an ever larger bite being taken from their paychecks at a time when
they have serious doubts that they will ever collect benefits themselves. You and I
know that these fears will not be realized. We also know that to place the program
on a sound financial basis will require hard work and tough choices on the part of
the Administration and the Congress in the months to come.

In order for us to restore confidence in the social security program we must place
social security on a sound financial basis.

First, we must restore the health of our national economy. We must reduce
inflation and unemployment and restore productivity growth to this country.

Second we must insure that the package of basic protection offered by social
security is soundly financed in the next fews years and in the decades to come.
Moreover, we must assure that the financing arrangements do not overburden the
workers of the Nation and do not injure the economy. Social security financing
arrangements must not only serve well the interests of the social security program,
but also the interests of the Nation as a whole.

The Administration has already moved forcefully to address the first of these
tasks through President Rea?an's economic program of budget and tax reductions. I
am addressing the second of these tasks through a working group chaired by tHe
Under Secretary which is dealing explicitly with social security financing issues.

We believe that with the adoption of the initiatives taken in the President’s
Budget, we will be able to restore the health of our economy in the next few years.
This is reflected in this Administration’s revised economic projections which feature
lower inflation, lower unemployment, and greater improvements in real wage
growth than do the projections released in January by the previous Administration.

Let me review briefly our most recent projections of the status of the social
security trust funds based on these new economic assumptions. First, we continue to
project that the QASI trust fund will experience cash-flow problems in mid-1982. Its
assets at the beginning of 1982 will amount to only about 13 percent of projected
1982 expenditures, and they would continue to decline over the course of the year
until the fund is exhausted. However, the combined balances in the old-age, survi-
vors, disability, and hospital insurance trust funds over the next 5 years appear to
be substantially healthier than previous estimates showed. Both the Bl and HI trust
funds would grow in absolute dollars and as a percentage of annual expenditures
after 1981. The assets of all three programs combined would decline as a percent of
annual expenditures from 23 percent at the beginning of this year to 14 percent by
1985 and 16 percent by 1986.

These projections assume the continuation of present-law expenditures. If we
assume adoption of the proposals recommended in the President’s fiscal year 1982
budget the financial status of the trust funds is improved. The projections takin
these proposals into account show a decline in the ratio for the 3 funds combin
from rcent this year to 22 percent by 1985, but increasing to 30 percent by
1986. Although this would represent a very substantial improvement for the 3 funds
combined, action vill still be needed to strengthen the OASI trust fund by the early
part of 1982 or 1983. Even with the pro legislation, the QASI fund 1s expected
to experience cash flow difficulties by the end of 1982 or early 1983.

As the Members of this Committee know, there are also serious longer-range
financing problems in social security. The 1980 report of the Boards of Trustees of
the Social Security trust funds shown that over the next 25 years (1980-2004) the
old-age, survivors, and disability programs wil run a surplus averaging 1.19 percent
of payroll. For the second 25 years (2005-2029), we have a roughly equal deficit (1.17
gercent of payroll). This is followed by a very significant deficit of 4.58 percent for

029 to 2054. The average of these three figures 18 a 1.52 percent deficit for the full
T5-year period.

78-603 O—81—3
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Another way of looking at the Jonger range picture is to trace the projected trust
fund balances. The 1980 tees Report showed the combined assets of the OASDI
trust funds rising from 23 percent of annual outlays in 1990 to 335 percent of
outlays in 2010 and declining thereafter until the funds would be unable to pay
benefits in 2030 or so. The trust funds surplus builds over the years when tax
receipts exceed benefit expenditures, after which the funds are drawn down by the
growing ratio of beneficiaries to workers when the “‘baby boon” generation retires.
As you know, the deficits projected in the 2lst century are largely the result of
projected demographic changes. The combination of pro{ected lower mortality rates,
especially among the aged, and of continued lower fertility rates causes the ratio of
%)g'gers to beneficiaries to shift from about 3 to 1 today to about 2 to 1 in the year

The working group I mentioned earlier is addressing both short-term and long-
term financing issues. ] am not in a position to comment about where this review
may ultimately lead us. it would be premature for me to speculate on that today.
What I can say is that we are open to suggestions, and that we are conducting as
thoroui;h and as painstaking review as time allows—recognizing that the sooner we
are able to put our recommendations before you, the sooner we can begin working
out a comprehensive future strategy together.

I would now like to turn to a brief review of each of the President’s OASDI budget
pro .
irst, the Minimum Benefit: Under social security, the regular benefit formula
does not ap ly to people with very low average earnings; instead, they get a
“minimum” benefit—$122 for people who would start getting benefits in the future.
Our proposal for eliminating the minimum benefit will not take the entire social
security benefit away from anyone now receiving it or from anyone who, under
today’s law, will become entitled to receive it in the future. However, it will mean
that these people will get only the amount to which they are entitled based on the
actual covered earnings they had under social security.

Relatively few people who qualify for the minimum benefit were, in fact, self-
sufficient on the basis of their own covered earnings during their working years. A
majority of the people who qualify for the minimum benefit and would be affected
by its elimination have additional resources in the form of pensions from non-
covered work, social security benefits as dependents or survivors of covered workers,
or SSI payments. To the extent that the minimum benefit is paid as a “windfall” to
people who have other sources of income, that windfall will be eliminated. To the
extent the minimum now goes to aged and disabled people who are in real financial
need, the supplemental security income (SS]) program is available to meet that need
with payments financed by general revenues.

I should note that we are not proposing any changes in the separate “special
minimum’” benefits for people who have worked under social security at low wages
for many years.

Second, Social Security Student Benefits: Under our proposal, beginning with
August of this year, benefits for a student who is over age 18 and is attending a post
secondary school would begin to be phased out; no new students beyond the second-
ary school level could become entitled to benefits. Social security benefits are -
currently provided for the child of a retired, disabled, or deceased worker if the
child is aged 18-22 and a full-time student. Serious questions have-been posed
regarding this benefit, particularly. whether, considering the other forms of educa-
tional assistance now available, it i8 necessary for a wage replacement program to
help finance post secondary education.

ere were few other financial aid programs available when students benefits
were enacted in 1965. Since then, however, other public programs have been estab-
lished or substantially expanded to provide financial assistance for students. These
P more appropriately relate student assistance directly to family income
and educational cost and target the benefits toward those who are in need.

QOur proposal will not affect benefits paid to children in high school. However, it
will phase out the benefits paid to young adults pursuing a higher education. The
needs of this latter group can be met more agpropriate y through students’ own
initiatives, through private means or through other public programs.

Third, the Lump-Sum Death Benefits: When an insured worker dies, a lump-sum
death benefit of $2565 generallﬁ is paid to the deceased worker’s surviving spouse. If
there is no qualified spouse, the lump-sum death benefit is paid to any person who
ﬁaid the burial expenses. The lump-sum death benefit was originally intended to

elp the worker’s family with the costs associated with his illness and death.
However, today almost half of the lump-sum payments are in cases where there is
neither a surviving spouse nor surviving minor children.



31

Our proposal would not eliminate this benefit, but would limit payments to cases
where there is either a surviving spouse or surviving child beneficiaries. With this
change, the payment would again fulfill the original purpose. Also, a significant
administrative simplification would result, since complex and time-consuming deter-
minations of who paid the funeral expenses, now required in cases where there is no
surviving spouse, would be eliminated.

Fourth, Currently Insured Status for Disability: Under present law, a worker can
qualify for disability insurance benefits if he has credit for 5 years of work in the 10
years preceding his disability (or, for a younger worker, one-half of the time since he
reached age 21). Thus, a person can qualify for social security disability benefits
even though he has not worked under social security for up to 5 years preceding the
onset of his disability. We believe that, in a contributory work-related disability
insurance program like social security, it is appropriate for benefits to be paid only
where the worker was recently employed under the program and where the disabil-
ity itself can be presumed to be the reason covered earnings ceased.

Such a requirement of recent covered work—referred to as ‘“‘currently insured
status”’—was included in the social security disability program initially, but was
repealed in 1958. We believe it should be reinstituted now. Adding a requirement of
recent work will have to have credit for 1% years of work under social security at
sometime during the 3-year period preceding disability. The vast majority of regular
workers will be able to meet this requirement. Moreover, all of those disabled
workers who cannot meet it and are in financial need will qualify for SSI payments.

Fifth, A Disability Megacap: We are also recommending that social securit
disability benefits to workers (and their families) be reduced if the sum of all
benefits payable to them under other Federal, State and local disability programs
exceeds the worker's predisability net earnings. Limiting the amount of social
security benefits for people who receive multiple benefits payable on the basis of
disability will reduce or eliminate the instances of overinsurance and duplication of
benefits. It will also address a significant disincentive for people to return to
productive activity. The proposal would not reduce social security disability benefits
on account of the receipt of needs-based benefits public pensions based in whole or
in part on social security covered earnings, veterans compensation, or private insur-
ance.

Sixth, Review of the Continuing Eligibility of Those Now Getting Disability Bene-
fits: While this change will not require legislation, I nevertheless want to bring it to
the attention of the Committee. Specifically, we propose to intensify the review of
the continuing eligibility of people who are now getting disability benefits so that
we can assure that only those people who are, in fact, disabled receive them. This
initiative will be in addition to the implementation of a provision enacted in 1980
which mandated periodic review of the disability rolls.

Finally, Eliminate the Special Vocational Rehabilitation Funding for Disabled
Beneficiaries: Under the present law, the total cost of providing vocational rehabili-
tation (VR) services to disabled social security beneficiaries is paid for out of the
social securitr trust funds, and out of the SSI appropriation for SSI recipients. The
proposal would eliminate these special funding mechanisms, and place responsibility
for all rehabilitation services under the Social Services block grant, which I will be
discussing later. .

Mr. Chairman, while they are not sufficient to assure adequate social security
reserves in and of themselves, the President’s proposals—if promptly enacted by the
Congress—constitute an important $22'2 billion step over the next five years toward
placing social security on a sound financial basis.

This concludes my remarks on the social security program. I would now like to
discuss another area of great concern to all Americans—our public assistance pro-
grams—for which my Department and your Committee share responsibility.

The necessity of revitalizing our national economy is of critical importance, yet
the conscience and compassion of the country and of the Administration will not
allow the burden to fall on the backs of those most in need: we must insure that
help is provided to those who cannot otherwise provide for themselves.

I will be discussing with you today those areas of public assistance in which
changes can and should be miade. I believe that many of the proposals are hifhly
desirable by themselves; however, together, they will help in meeting the goals of
insuring that limited funds go only to those most in need, encouraging individual
efforts towards ecomomic independence and reducing unnecessary administrative
costs.

The American people strongly oppose assistance going to those who can work,
those who have other sources of income, and those who get as much—or more—on
welfare as others get from working.
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They believe, and this Administration believes, that people who can take personal
responsibility for themselves ought to do so.
ut the American people are compassionate and generous toward those who,
through no fault of their own, have no other choice but to rely on public programs
to meet their basic needs. The kinds of changes I will be describing today need to be
made to bring the public assistance programs in line with our country’s concerns.

AFDC

In AFDC, the pro Is are designed to improve the problems by:
Limiting eligibility to those most in need;
Strengthening work requirements;-
Making AFDC a temporary safety net for those who are not economically

independent;

Emphasizing individual responsibilities; and
Improving administration.

I will now discuss the major provisions in each of these areas.

Limiting eligibility to those most in need

Our proposal contains a number of provisions designed to limit eligibility and to
better target limited funds to those most in need.

The generous disregards applied to earned income under current law, for exam-
ple, have allowed AFDC recipients who join the workforce to continue to receive
public assistance, even after they are working full time. Furthermore, the present
policy on treatment of work expenses, which does not define or limit what types of
expenses may be disregarded, prevents the use of reasonable controls which contrib-
ute to the administrative burden. We propose to change the earned income disre-
gard. To determine basic eligibility for the AFDC program, we would deduct from
a{:’la plicant’s monthly earnings: $75 for work expenses; and up to $50 per child for
child care.

For those found eligible for AFDC, we would then, in calculating the benefit
amount, deduct an additional; $30, and one-third of the remainder of the earnings.

This additional disregard would be limited to four months to provide a transition
period to acclimate a recipient to employment. We believe four months is a suffi-
cient transition period to acclimate a recipient to employment. Indefinitely prolong-
ing this “incentive”, which was intended to encourage independence, is counter-
productive.

The new formula will reduce or eliminate benefits to those earning at higher
levels and should simplify administration, reduce error, and provide an incentive for
AFDC recipients to find the most economical ways to meet their work expenses.

In addition, we propose to limit eligibility to families with income not in excess of
150 percent of the State needs standards as another means of insuring that funds
are targeted to those most in need.

Present law permits some people to receive AFDC who voluntarily choose not to
work. We propose to tighten this area by removing eligibility for those age 18 unless
they are completing their senior year in high school. For all practical purposes
these people are voluntaril unempfoyed. i
_ Finally, in_tightening eligibility, we would like to correct another problem in
current law. In States which cover two-parent families, either parent can qualify as
the unemployed parent. Consequently, even if one parent is emploi'led, the family
can still be eligible for AFDC based on the unemployment of the other parent. We
propose to define the unemployed parent as the parent who is the principal wage-
earner in the family.

Encouraging work

We also propose a set of changes which will strengthen the work requirements in
the AFDC program. The American public is not willing to bear the burden of
supporting people who can work. We believe that everyone receiving assistance who
is capable of working should be involved in a work program. To this end, in addition
to continuing the current requirement that employable recipients seek and accept
employment, we would require States to establish community work experience
programs. Employable recipients who are unable to find a %ob in the regular
economy would be required to accept work in these programs. This work would be
performed in return for the AFDC benefits.

These community work programs will encourage recipient identification with the
labor market, provide recipients with a work history and develop the disciplines
necessary for accepting employment in the regular economy.

In addition, we would require AFDC parents who attend college to register for
work and meet all other work requirements under AFDC. The purposes of the
AFDC program is not to enable individuals to attend college at taxpayers’ expense
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as an alternative to supporting their children. It is unfair to allow able-bodied
adults to avoid work and attend school while the taxpayers who are supporting
tl’}"l.?ll:i‘l through welfare may be unable to afford college for themselves or their
children.

These proposals will involve those recipients who are able to work in work
activities. They will increase the self-esteem and work experience of many recipi-
ents and will promote self-support through jobs in the regular economy. They will
eliminate current abuses in the program and, more importantly lessen the burden
of providing public assistance to those in need.

AFDC as a temporary safety-net

Qur next set of proposals is aimed at assuring that the AFDC program is availa-
ble only as a temporary program to assist families with children who have no other
means of support. Before the first dollar of aid is paid, all other sources of income
should be pursued and all available income counted. However, under current law,
many actual and potential sources of income to AFDC recipients are ignored. We
propose to close these loopholes.

It is interesting to note that the most prevalent and substantial sources of income
not counted for AFDC pur s are provided by the Federal Government. Nearly all
AFDC recipients receive Federal food stamps, yet the States include an amount for
food as. part of the AFDC payment. As a result, some families may receive more for
food than they spend for food. The same situation can occur with housing subsidies;
the amount of the subsidy does not reduce the portion of the AFDC grant designed
to meet shelter costs. This problem has been mounting steadily with the growth of
Federal in-kind assistance programs and has received close congressional study in
recent years. We believe it is now time to halt this overlap of Federal assistance.
Our proposal is to allow States to reduce the amount of AFDC paid for food and
shelter to the extent it duplicates these other programs.

Another source of public income available to working AFDC recipients is the
earned income tax credit. The law permits eligible workers to receive an advance on
this credit throughout the tax year. We will require that the EITC be counted as
income for AF on a monthf; basis—in other words, we will assume that the
recipient has elected the option of receiving the EITC in monthly payments
throughout the year.

We will also require that income of stepparents or those assuming the role of
stepparents be counted as available to children living in the same household. The
proposal will prevent those situations in which the children receive AFDC even
while they are an integral part of a family situation with substantial income. This
provision will not require that a person neglect his or her natural children to
support other children in the household. Income which is used to pay support or
alimony would be disregarded. :

Next, we will permit States to recover assistance paid to recipients living in
homes whose value exceeds the average home value in the State. In this way, those
with an above averaFe resource will be allowed to remain in their homes, but will
be held responsbile for repayments of assistance provided at public expense when
the home is sold or transferred to another person.

Finally, to insure that families make use of available resources before applying
for AFDC, we prooose to amend the AFDC law to place a limit of $1,000 per family
on allowable resources, and to exclude from this limit only the home and one
vehicle. Since the new limit will be equity value rather than market value, it will
still permit recipient families to retain reasonable amounts of personal property.
Emphasizing individual responsibility

We are also introducing proposals to ensure that people assume more personal
responsibility for planning the use of income to meet their needs. When a large
amount of money is received as a lump sum (for example, an inheritance), we will
consider it as income available for support not only in the month it is received but
to meet future needs. This would be accomplished by requiring that the lump-sum
gayment be divided by the State’s standard of need. The recipient would be ineligi-

le for assistance for the number of months that result from that computation.

As another matter of personal responsibility, we will require that AFDC overpay-
ments be repaid. At the same time, of course, we will require States to make good
on underpayments.

Improving administration

The final set of AFDC progosals is in the area of administration. We pro
systematic, business-like methods of securing and processing information about
applicants and recipients. This will not only result in greater accuracy and efficien-
cy but will also help States ferret out fraud and avoid waste and abuse.



34

The first change in this area is to require retrosrective accounting combined with
prospective accounting for those coming on or leaving the rolls. This would be
combined with monthly reporting of income and other family circumstances.

Each State may now choose whether to pay AFDC benefits based on actual, prior
month circumstances (that is, use retrospective accounting) or expected current
month circumstances (that is, use prospective accounting). In fact, 12 States and the
City of Denver now use some form of retrospective accounting. However, most
States use the prospective method with no systematic means, other than directly
contacting the recipient every 6 months, to find if any changes have actually
occurred. Moreover, few of the present systems respond adequately to the frequent
or irregular changes in circumstances even if reported. Our sproposal is to re%t:ire
retrospective accounting along with monthly reporting in all States. Together, these
will provide a rational, business-like method of securing and processing accurate,
up-to-date information on each recipient family. This change will reduce program
costs without altering the benefit levels. Prospective budgeting will be used in the
first month to prevent hardship and in the final month to prevent payment of
benefits to those who are no longer needy.

Next, we propose to establish a national recipient information system. Because a
central information system does not now exist, the same individual may now file for
and receive multiple benefits, even in nearby communities. This national system
will enable States access to a common file containing information on benfits re-
ceived by individuals from the various welfare programs. This will enable States to
verify that an individual is not already receiving welfare benefits, thus preventing
fraud and abuse. In addition, we propose to provide full access to information in
Federal, State and local files to those public officials who need the information to
fulfill their responsibilities under this program. Together, these two pro Is will
allow State officials to fulfill the basic statutory requirement that all income be
considered in deteremining AFDC eligibility as well as to prevent duplicate pay-
ments.

Other changes which will result in simpler, more effective administration include:

Removal of the current 20 percent limit on vendor payments which has prevented
recipients in some States from securing housing and utilities from vendors who are
fearful of late payments—or even no payment at all;

Elimination of payments of less than $10 a month where the administrative cost
can often exceed the payment made. However, persons who would have been eligible
may receive food stamps, Medicaid and other benefits as though they were AFDC
recipients; and

Reduction of the Federal share for training expenses from 75 percent to 50
percent to be consistent with the normal 50 percent matching rate for administra-
tive expenses.

We also are proposing to change the accounting period and method under the SSI
program from a quarterly prospective system, which is highly error prone, to a
monthly retrospective system similar to the one we are proposing for .

Let me turn now and discuss a program that is closely related to AFDC—Child
Support Enforcement.

Child support enforcement

The child support enforcement program is a Federal, State and local effort to
collect child support from absent parents. the failure of absent parents to meet their
child support obligations is of large scale groportions, and has devastating conse-
quences for children and the taxpayers. Eighty-two percent of the children receiving
welfare under the AFDC program are on the rolls ﬁcause there is a parent abeent
from the home who is either paying an inadequate level of support, or, in most
cases, no su Yort at all.

State and local child support enforcement agencies are responsible for locating
absent parents, establishing paternity of children born out of wedlock and establish-
ing and enforcing support obliiations. These services are provided automatically to
A families and are available upon request to families who are not on public
assistance. The Federal government pays for 75 percent of the administrative costs
of the program and provides a wide range of services and technical assistance to the

tes.

The Child Support Fnforcement program is making inroads into this problem.
Fiscal year 1980 collections of almost $1.5 billion represent a near tripling of
collections since the inception of the program in fiscal year 1976. Nationwide, every
dollar of expenditure to administer the program yields over $3.25 in collections.

Yet, even with this record, we believe that more can be done. We are offering
legislative proposals which, if enacted, will increase collections, reduce administra-
tive costs and spread the benefits of the program more equitably between the State
and Federal governments.
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First, we propose to establish a Federal tax intercept to collect delinquent child
support in AFDC cases. Patterned after State procedures to intercept State income
tax refunds, this will increase collections substantially. The procedure will appl
only to delinquent pasrments pursuant to legal sugport obligation. The States will
send a report of the delinquent amount to IRS which will deduct the delinquency
from any refund otherwise due the absent parent and send it to the State.

The States will pay a small fee set by IRS to cover the costs of the procedure.

Second, we propose to authorize enforcement of existing alimony obligations owed
by absent parents. This will correct two problems. Currently, even when there is an
existing court order for alimony in a case being handled by a child support agency,
the agency is not authorized to collect the alimony. In addition, some courts order a
single amount for alimony and child support without s;pecifying separate amounts.
This creates difficulties in determining how to account {for and distribute the collec-
tion. Our proposal will allow both child support and alimony obligations to be
enforced, and both to be used to reduce State and Federal welfare expenditures.

Third, we propose to charge a fee for non-AFDC child support collection services.
Non-AFDC collection costs currently result in a loss to the Federal government of
millions of dollars. Charging a fee of 10 percent of the collections would approxi-
mate the national average costs of the non-AFDC program, and would virtually
eliminate State and Federal costs for this activity. We feel this would not be an
undue burden to the families who receive from the program a substantial benefit
that is not available to them from any other source at a comparable cost.

Fourth, we Fi‘)(z)ose to finance incentive payments from both the State and Feder-
al share of A collections. There is currently an incentive payment of approxi-
mately 15 percent of AFDC collections, paid to a collecting State or county, and
financed entirely from the Federal share of the collections. Our proposal would
deduct the incentive payment from the collection before determining the State and
Federal share, thereb elpins to correct the inequity that currently exists in the
program between the State and Federal governments.

Finally, in the child support enforcement area, some absent parents have used
bankruptcy as a means o rmanently avoiding child support. We propose to no
longer allow child support obligations to be discharged in bankruptcy.

Social service block grants

The consolidation of many of the social services grant-in-aid programs adminis-
tered by the Department into a block grant is an important element in the Presi-
dent’s program. The social services block grant consolidates 12 social service au-
thorities into a single block grant authority covering the purposes of the consoli-
dated programs. We believe that this approach to social services will resolve several
groblems caused by the multiplicity and categorical nature of the present Federal-

tate social services programs. First, it allows States and localities the flexibilit
they need to distribute social services funds, and to give priority to services whic
best meet the needs of the residents of the State. Second, by eliminating man
burdensome Federal administative requirements, standards and the like, the bloc
grant will permit more efficient State and local administration, thus {reeing re-
sources for the provisions of services.

The social services block grant to States consolidates ten major authorities from
the Department of Health and Human Services:

Social Services; Day Care; State and Local Training; Child Welfare Services; Child
Welfare Training; Foster Care; Child Abuse Prevention and Treatment; Adoption
Assistance; Developmental Disabilities; and Runaway and Homeless Youth.

Two authorities currently administered by other Federal agencies also are includ-

Community Services Administration, except for community economic develop-
ment; and Vocational Rehabilitation Services.
Our budget request for this consolidated block grant authority represents 75
rcent of current funding levels, or $3.8 billion for fiscal year 1982. Under the
lock grant, States and localities will be in a much better position to take action
where previously mandated conflicting program requirements and overlapping serv-
ices have resulted in the waste of service dollars. State and local officials will also
have the flexibility to respond to new and changing conditions, or to adjust to local
conditions where, in the past, nationwide re%t‘lirements have limited their options,
particularly in rural areas. Associated with the block grant, but not part of it, we
plan to consolidate the funds for maintaining the necessary Federal support activi-
tics where they can be of most assistance to States and localities. Many of the
statutory categorical authorities proposed for the block grant include authorities for
research, training, and demonstration projects to improve the administration and
effectiveness of these programs. Consolidating the funds related to these authorities
will give the Federal Government the ability to respond flexibly to State needs for
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information and assistance, particularly where interchange of information among
States is concerned, such as the national adoption information exchange and the
national runaway youth switchboard.

Overall, both of these proposals embody our philosophy that assistance funds can
be most effectively used when States have the flexibility to respond to State and
local conditions, and that the most effective federal role is to serve the States and
localities in this effort through research and other support activities.

Health services block grant

\ I would now like to focus briefly on our block grant proposal for health services.
| The Administration proposes to replace 15 categorical health service programs with
a Health Services Block Grant. The States would receive a percentage of the funds
now available under the existing categorical programs and would make decisions
based on their own assessments of health services needs within their own bound-

i aries.

As with the Social Services Block Grant, we believe that the States can better
administer these funds, given added flexibility, and can make better judgments
about the allocation of funds and services.

The authorities included in this Health Services Block Grant are:

Community Health Centers:
Primary Health Care Centers—Black Lung Clinics
Primary Health Care Research and Demonstration
Migrant Health;
Home Health Services;
Maternal and Child Health; Grants to States—SSI Payments to Disabled
Children;
. Hemophilia;
Sudden Infant Death Syndrome;
Emergency Medical Services;
Mental Health and Substance Abuse Services:
Mental Health Services;
Drug Abuse Project Grants and Contracts;
Drug Abuse Formula Grants to States;
Alcoholism Project Grants and Contracts; and
Alcoholism Formula Grants to States.

Energy and emergency assistance block grant

We are also proposing to establish a block grant authority to the States for
providing energy and emergency assistance for needy households. Under our propos-
al, the fund could be used to assist households in meeting home energy needs, to
provide cash or in-kind assistance for emergency situations, for emergency medical
care or social services, and other similar uses as the State deems appropriate. The
States will have broad discretion in all aspects of the program including the use of
funds, the population eligible for coverage, the types and forms of assistance pro-
vided, and levels of payment. Thus, each State will be able to design a program
which can best respond to its own particular needs. The block grant consolidate two

~major programs. One of these—the low-income energy assistance program-—provides
grants to States to help low-income households meet their home heating and medi-
cally necessary cooling needs. This program, which is totally federally financed, has
evolved in five years from a $200 million crisis intervention program administered
by the Community Services Administration to a $1.85 billion grant program which
subsidizes energy costs in all States.

Although States do have flexibility in many program areas, there is still a myriad
of Federal restrictions and requirements to which the State must adhere. For
example, States must use the bulk of their funds for general energy assistance to
the low-income population and are not allowed to use more than a small portion for
energy crisis situations. Due to the unpreictability of the weather in certain States,
this may not be efficient and could be do: :.right wasteful.

States also must submit highly detailed and extensive reports as to how they
determined payment levels and on expenditures and uses of the funds which add
significantly to the expense of administering the program while resulting in nonpro-
ductive uses of scarce %x;ogram funds.

The other program being consolidated, emergency assistance authorized by Title
IV-A of the Social Security Act, also has some serious shortcomings:

First, it has both burdensome Federal requirements and limitations which con-
strain its utility. For example, it can only used to assist needy families with
chilci‘l:in and States are not allowed to specify what type of emergencies will be
covered.
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Second, it provides Federal funds for energy needs which are also covered under
the energy assistance program.

Third, coverage is uneven throughout the country. Twenty-five States do not
participate, many because they do not agree with the Federal requirements imposed
on the use of the funds. As a result, in States which have not elected to participate,
some families have been forced to join welfare rolls when denied temporary relief
during crisis situations or when faced with an unpredictable need.

Provision of emergency assistance, which all States can provide under the pro-
posed block grant, can make the difference between a one-time payment to cope
with an emergency and a long-term stay on welfare.

As with the social service block grant, the only restriction is that the funds are
used to meet the purpose of the program. Reporting requirements will be simple.

Our proposal will ensure that funds are available to all States for whatever
emergencies they see fit to cover. It will consolidate the functions now provided
under the separate programs and at the same time give States the opFortunity to
efficiently and at the same time give States the opportunity to efficiently direct the
funds to where they are most needed. By eliminating the cost of the States of
Federal red tape and comflications that now accompany the programs, and the
layers of Federal personnel now needed to direct, approve and oversee the State
programs, a significant amount of money can be saved.

Medicare and medicaid proposals

I would like to turn now to the President’s proposals to increase the cost-effective-
ness of the Medicaid program. In 1970 the cost of the Medicaid program to the
States and the Federal Government was $5.2 billion. This year the program will cost
approximately $29 billion. Medicaid expenditures have increased more than 15
percent per year for the last five years.

Under the hospital reimbursement approaches generally used today, the higher a
Erovider’s costs or charges the higher the reimbursement. Close observers of the

ealth care scene point to the cost-increasing biases in the program’s requirements
and in the health care system overall as the source of difficulty. Consequently, there
is no incentive for price competition. At the same time, health care consumers are
not always cognizant of the costs of the services they use. They are generally
il_mullated from the financial consequences of using services inappropriately or exces-
sively.

This situation can be remedied only by re-establishing market incentives for the
delivery of health care. The Administration therefore will be proposing comprehen-
sive health financing and Medicaid reforms which promote competition.

hlt will of course take time to develop and fully implement these comprehensive
changes.

In the interim, we are proposing that a ceiling be placed on Medicaid funding to
limit the program’s growth. Additionally we are proposing that Title XIX of the
Social Security Act be modified to provide greater flexibility to States so that they
{nay reorgunize their Medicaid programs to deliver care more effectively and at
ower cost.

For 1981, the limit would be established by reducing the current base estimate by
$100 million. This ceiling would be increased five percent for fiscal year 1982. After
1982, Federal ls‘})ending would be increased based on the rate of inflation as meas-
ured by the GNP deflator. We believe that this degree of restraint can be achieved
by States without reducing necessary services for the needy.

The limit on Federal funding, however, will give the States an additional incen-
tive to reduce the fraud, abuse and waste which have plagued the program. Eligibil-
ity errors alone, for example, are expected to account for approximately 1.2 billion
dollars of the program'’s costs this year.

With incre flexibility in program requirements, States also will be able to
implement more cost-effective approaches to delivering care to the needy. Currently
States are unable to take many steps which could make their Medicaid programs
more cost-effective. For example:

They cannot take advantage of economies of scale by buiring in bulk and
distributing to disabled recipients items such as canes or wheel chairs;

_ They cannot use competitive bid arrangements o purchase laboratory serv-
ices;

They must reimburse hospitals on a reasonable cost basis and therefore
cannot fully utilize reimbursement approaches which encourage more efficient
and effective delivery of services;

They generally cannot target services to the population most in need of them;

They are limited in their ability to contract with cost-efficient HMOs to
provide services to beneficiaries; an
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They often find it difficult to establish agpro riate cost effective community
basedrd:érstems of care under Medicaid for the chronically medically ill and the
reta .

The combination of an interim ceiling on the Federal contribution to each State’s
Medicaid programs and enactment of our proposals to provide greater latitude to
improve program effectiveness will stimulate States to improve their programs
while adjusting program spending to a more acceptable level.

We also propose to phase-out Federal support of the Professional Standards
Review Organization program. The PSRO legislation was passed in 1972 to replace
an ineffective system of utilization review.

Unfortv.mai;el{-,l evaluations of the PSRO program by the Congressional Budget
Office and the Health Care Financing Administration show the PSRO program, at
best, to be cost beneficial to the Federal Government only in some areas and overail
to actually add to national health spending. Additionally, elimination of Federal
involvement will allow States and private insurers to make their own decisions
regarding the most appropriate form of utilization review,

e are recommending therefore that Federal funding be continued through 1983
only for those PSROs judged effective in controlling health care costs. This will
allow time for implementation of health care financing reforms that promote com-
petition. After 1983, we expect that the most efficient PSROs will be supported by
private systems of health care which contract for their services.

In conjunction with the phase-out of the PSRO program, legislation will also be
proposed’ to eliminate the requirement for utilization review committees in provid-
ers not covered by PSRO review.

Elimination of Federal regulation in this area will allow State and private health
care financing systems to determine the need for, and the most appropriate form of,
utilization review, as reforms enhancing competition in the health care industry are
implemented. Over the long run, requiring PSROs and other review entities to
compete for contracts in the market place without Federal subsidy should ensure a
more efficient use of health care resources.

We are also proposing the repeal of several amendments to Medicare and Medic-
aid adopted by the Congress in late 1980 in the Budget Reconciliation Act Public
Law (96-499) and Public Law 96-611 (The Pneumococcal Vaccine amendment).

These involve low-priority benefit expansions that cannot be justified in light of
the need for budget austerity. The items include expanded Medicare coverage for
hospital care related to performance of dental procedures, the recognition of free-
standing alcohol detoxification facilities and outpatient rehabilitation facilities as
separate providers under Medicare, and minor home health benefits. None of these
ex an:(iions would take effect before June 30, so no current benefits would be
reduced.

Finally, we are Srolj;osing a number of other changes to im;}:lrove Medicare pro-

ram efliciency and effectiveness. These include elimination of the current automat-
ic reimbursement bonus paid to hospitals for routine nursing services to Medicare
beneficiaries, elimination of the one time deferral of P.I.P. reimbursements, move-
ment to a comgetitive bid system for Medicare contractors and institution of an
administrative hearing procedure to more effectively combat fraud and abuse in the

Medicare program.

Conclusion

In conclusion, Mr. Chairman, I want to reemphasize the importance of these
programs. They address a wide area of concerns but have common goals:

guaranteeing that the basic social security program upon which millions of
Americans currently depend and to which many millions more will look in the
future, is fiscally sound and will remain the primary means to insure income to
those who can no longer work;

inguring that public assistance is focused on those who cannot, through no
fault of their own, provide their basic needs; and making certain that those who
a‘r_'tzl able to provide for themselves will have the opportunity and responsibility
of doing so;

providing flexibility and funding to States to enable them to more directly
de%ign and control their programs to better serve the needs of their residents;
an

increasing the cost effectiveness of Medicare and Medicaid.

To meet these goals, the President’s program for economic recovery—of which
these proposals are an impurtant part—should be given prompt consideration and
action. ;

That concludes my testimony, Mr. Chairman. I'll now be happy to answer any
questions you may have.
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Senator DoLE. We will proceed under the early bird rule.

Senator Long.

I think we will maybe limit the front round to 7 minutes.

Senator LoNG. Let me congratulate you on your statement. I
believe it reflects credit on both you and the President of the
United States. It is consistent with what Mr. Regan first said when
he came before our committee testifying against what he at that
time believed to be an unwise welfare proposal because it would
have enormously increased, probably doubled, and then redoubled
the cost of the program.

I really think that your program is pointed in the right direction
and I believe it is going to be good for the country.

I am going to vote for it. I hope you will permit me to continue
to make some constructive suggestions because I do think that by
working together, by considering everybody’s suggestion, we can
arrive at the best program.

Now there is one thing that has troubled me for years, and I
wonder if this would still remain in the program. My understand-
ing is that people over in HEW have for years contended that the
law does not permit any of this welfare money to be used to pay
people to work. They can use it to pay benefits for not working, but
that they can’t use it to pay people to work.

Even under the program that you are talking about, my impres-
sion is that you are talking about requiring people to work off their
welfare payment, or to do some work after they receive a welfare
check rather than pay them actually for their work.

My thought about this welfare program has always been that I
don’t propose to make somebody work for nothing. I just don’t want
to pay them for doing nothing if they are capable of doing some
useful work. And I think we ought to offer them the work alterna-
tive.

I've explained this to Mr. Swoap who is sitting beside you and he
has served with this committee for some time on the minority staff
~ and, as far as I'm concerned, if he needed a job, he could serve with
the Democrats any time. He has made some fine recommendations
and done some good work.

Is that still the construction or the interpretation of our welfare
laws in the Department, that you cannot pay people to work? That
you can only give them a grant of money for doing nothing, but
you can’t pay them to do any work?

Secretary SCHWEIKER. We basically believe that the current law
probably says that, Senator Long.

By the same token, we are proposing to change that. So, it is
unmistakably clear what can be done.

Senator LoNG. Well, now, in the first place, I don’t think the law
does say that. I think it has just been construed to mean that. 1
don’t think anybody in the Congress ever voted to intentionally say
that you can’t give 5 cents of this money to one of the welfare
clients to do some work, to do the first decent act, or that you can
require them to do something as a condition of being eligible, but
that you can’t pay them for the work they do.

Secretary SCHWEIKER. You are right, Senator Long, that this has
been the traditional position of the Department and we’ve done it
through waiver mechanisms.
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Senator LonG. Now, that ought to be changed, Mr. Secretary.
How did this thing get in the law? As I understand it, the argu-
ment over in the department was that there was a time hundreds
of years ago in England when they used to have some poor houses
where these poor people had to work very, very hard to survive.
And what the bleeding hearts don’t seem to understand is that
back at that time everybody had to work very, very hard to sur-
vive.

But nobody under a work program is expected to do any back-
breaking work. We just think that they ought to do something to
make themselves useful, and I really think we would have a better
program if we simply told people we are not going to make you do
any work, all we are telling you is that you have this option. If you
want to do something, we will pay you for doing something useful.

Now, if you don’t want to do it, that is fine, but you won’t be
made to do it—but you are not going to get near as much as you
would get if you wanted to turn to and do something.

I think that way it would dignify what we are paying and it
would be more in line with the traditional American concept that
you are paid for what you do, and you are not made to do some-
thing against your will.

Secretary SCHWEIKER. Senator Long, let me say that basically I
agree with the point you are making. We would propose to combat
the problem in two ways: No. 1 is that under our work concept, we
would leave it up to the States to present a plan to us and we
would have the right to waiver some of these things. So, I think I
can accomplish some of the same purposes by waiving what some
people say is the present requirement of law to each State.

So, I would certainly be disposed to do exactly that for the
reasons that you said.

Second, we are recommending that the law be changed so that it
would be incontestable in the future. But we can do it by waiver
and I assure you we will try to accomplish that in the States that
want to proceed in that way.

Senator LoNG. Mr. Secretary, I don’t think that we ought to be
running a program where you are required to waive something
where it is an outrage if it is in the law to begin with.

In other words, here are able-bodied people full able to turn to
and do something for their own benefit as well as the benefit of
society. Everybody in America agrees that you shouldn’t be pa%.ilng
money out to able-bodied people who are capable of working. They
agree Xou ought to offer them a job, offer them something to do
instead of paying them to do nothing. And it comes as a shock that
this is not the way the law is interpreted now. You just talk to any
of your constituents, and I don’t care whether it is in Pennsylvania
or Louisiana, just talk to any of the people that you do business
with, other than those in the welfare department, and ask them if
they understand that the law does not permit you to pay somebody
to do some work.

- They will tell you, as a character was quoted as saying in Dick-
ens something to this effect: “Well, if the law says that, then the
law is an ass”’—because it doesn’t make any sense at all. I think

that we ought to try to change that and make it clear that we can

pay people to do something, rather than have to get around the
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law through waivers. Basically, what this program of working off
the benefit amounts to is a way of getting around something that
never should have been the law to begin with. I hope that we can
change that. I hope we can work with you in helping to bring that
about. But I will bet you that 99 percent of Americans don’t know
that the law forbids you, or it is construed as forbidding you, to pay
some of these people to do something.

Secretary SCHWEIKER. Well, Senator Long, I completely agree
with your general point.

In the meantime, I am going to go back and get a legal counsel
opinion to see just how we got in this situation and what we might
do about it. .

Senator LoNG. Well, I will support you in what you are trying to
do in that regard. I just think that we could do a little better by
repealing this impediment if indeed it is the law.

Secretary SCHWEIKER. Well, we will review this, get an updated
legislative counsel decision and address it clearly one way or the
other because I agree with you completely.

Senator LonG. Thank you very much.

Senator DoLE. Mr. Secretary, one of the votes we had yesterday,
a rather close vote, was on the minimum benefit under social
security. Can you tell us how many currently on the benefit roles
would be affected if this minimum benefit is eliminated?

Secretary SCHWEIKER. One and a half million people would be
potentially affected, something like 36 million people on the social
security rolls at the present time. This would be probably about 4
percent.

Senator DoLE. I am not certain you have given us a profile of
recipients, but I think there is some interest in whether or not
these people rely on this benefit as their primary source of support,
or do they typically have income from other sources, and, I guess,
the bottom line question: can you defend this cut other than on
financial or budget cutting grounds?

Secretary SCHWEIKER. Well, the breakdown we have is that the
number of Federal, State, and local governments annuitants—the
people receive some kind of pension from the Federal, State or
local government—who also receive the minimum social security
benefit is approximately 360,000 people. About 1 million people
who receive the minimum benefit are now eligible for SSI, and
about half of those—or about 500,000 people—are currently receiv-
ing SSI benefits. Also by eliminating the social security minimum
benefit, about 80,000 people would become newly eligible for SSI.

Senator DoLe. As I understand, a number of those who now
receive the minimum benefit would be eligible for SSI benefits; is
that correct?

Secretary SCHWEIKER. That is right.

Senator DoLE. About half? That many?

Secretary SCHWEIKER. Well, we have about 1 million people who
receive the minimum benefit and are eligible for SSI, and about
half of those--about 500,000 people—are currently receiving SSI
benefits.

Senator DoLE. 500,000 out of what, a total of 3 million?
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Secretary SCHWEIKER. Yes, 500,000 of the 3 million people who
receive the minimum social security benfit currently receive SSI
benefits.

Senator DoLE. You mentioned, I think, on Sunday and probably
in your testimony, the administration’s economic assumptions.
There are always questions about any administration's economic
assumptions, but even if they are correct, 30 million people or more
are receiving social security benefits, we are going to have some
problems unless we do something very soon. '

I understand you have a task force, and will be submitting your
soclial gecurity plan to the Congress within the next, what, 30 days,
or less?

Secretary SCHWEIKER. Yes, 30 days, Mr. Chairman, right.

Senator DoLE. Do you have any idea now what you may be
submitting to Congress?

Secretary SCHWEIKER. We can certainly say, Mr. Chairman, that
we will do two things specifically. No. 1 is that we will ask for the
next 3 to 5 years that there be flexibility between the three social
security trust funds, the DI fund, the HI fund and the old age
gun‘cj!-and that there be interchangeability between these three
unds.

In addition, we would probably be recommending that we reallo-
cate the tax within those three funds so that more of it goes to the
old-age fund where it is obviously needed.

They are the basic things. We probably will be making other
recommendations, but we honestly have not decided at this time
what they are. Now, I might say that this review is based on the
assumption that our proposals, such as the minimum benefit and
the student benefit proposals, are accepted, and on the economic
assumptions that we have, which obviously economists can differ
over. We think this will make a significant improvement in the
short-range problem, not necessarily the long-range problem, but
the short-range problem. And I think that this will go well toward
solving the short-range problem, but there probably will be some
other things that we will be including, too.

Senator DoLE. When do you intend to address the long-range
problem?

Secretary SCHWEIKER. Well, we hope to be able to make some
recommendations on both in the next 30 days. We haven’t made
decisions yet on the long-range problems because—no question
abolt)xlt it—they are harder choices to make than the short-range
problem.

Senator DoLE. Is the administration still opposed to altering the
cost-of-living index?

Secretary SCHWEIKER. I just left a meeting with the President
and he clearly feels that this was a commitment that he made to
the senior citizen groups and he feels strongly that we should not
change that.

Senator DoLE. Not change it in any way? I mean, you talked
about maybe wages and prices, whichever might be the lowest,
some adjustment?

Secretary SCHWEIKER. I believe his feeling is that we should try
to find other ways to solve the problem. I can’t speak for him, but
that’s my understanding of his statement of the position.
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Senator DoLE. But in the event Congress might move in another
direction, sometimes occurs, as you well know.

Secretary SCHWEIKER. I have seen that happen. [Laughter.]

Senator DoLE. It may be a matter we would want to discuss
further with you. It is in your testimony, and it's been publicized
that you propose a recency-of-work test under social security dis-
ability program, and I think if that's adopted, I think you just
mentioned in your statement, that workers would be eligible for
disability benefits only if they have worked under social securit
for some fraction, a period, 12 out of 3 years immediately preced):
ing disability, I think the question has been raised whether or not
this would prejudice workers suffering from degenerative diseases
and those who have been able to work because of gradual deterio-
ration of health.

If that isn’t a fact—and I think it is—does the administration
have any plan to deal with this particular problem?

Secretary SCHWEIKER. Let me say that it is not our objective to
do something here that would affect or influence or hurt those
people who might be considered -terminally ill or who might have
no hope for recovery.

We, frankly, do not believe that this particular proposal will
have that effect, but I want to assure this committee if, for any
reason, that is the effect, and if there are other approaches to
solving the same problem, we are very open minded about it. It is
not our intent to go after those people, and if we can draw this up
in a little different way that the committee feels would eliminate
that possibility, we are certainly agreeable to modifying that. We
don’t really believe that that's what the impact will be, but we
certainly don’t want to target those people for reductions. :

Senator DoLE. I appreciate that. In fact, I think it is an area that
if we have some flexibility, and if, in fact, it is obvious, or becomes
obvious that there is a problem, perhaps we can do it at the
appropriate time through modification in the language.

nator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Mr. Secretary, one item of your testimony that caught my eye
was bglle national data bank, a central file system that you de-
scribed.

Could you describe that a little bit more, please? I will tell you
why I am concerned. My understanding is, in reading your state-
ment, that not only do you propose this central computerized data
bank for ple who are receiving some of these benefits, from
some of these programs, but you also plan to have retroactive
accounting systems which go back into a family’s income and fi-
nancial status.

It looks like on the surface that this could be a fairly comprehen-
sive effort delving into an individual's background and livelihood,
particularly when over a third of American households receive
some portion of these programs.

Could you describe more fully what you have in mind here?

Secretary ScCHWEIKER. Well, the present law provides, Senator,
that States now—this is present law—have to secure certain infor-
mation, such as social security numbers, and wage data, which is
required to interface with Federal data.

’
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Other information which may need verification is available
through information systems administered by Federal agencies
such as the Social Security Administration, the Railroad Retire-
ment Board, the Veterans’ Administration, Office of Personnel
Management, and others.

The administration’s policy has been modified with regard to the
establishment of a recipient information system. As proposed in
the administration’s draft “Social Welfare Amendments of 1981,”
State and local welfare officials would have access to Federal rec-
ords as a means of checking on a person’s eligibility for welfare.
Under the proposal, a central data bank would not be created, but
current social security, Veterans' Administration and Federal per-
sonnel files would be available for cross-checking.

Our thought is that if we have all this information—it is re-
quired by law now—we are just not utilizing it in the proper way.
We can put this information into some kind of a national file so
that people who administer either a local or a State program,
particularly, will have access to information on whether somebody
is milking the system.

Senator Baucus. My understanding is, though, that this was
proposed a few years ago, but was withdrawn. GAO did a study
which basically pointed out some of the problems.

Apparently, some States objected to a central filing system be-
cause it would increase administrative costs. And, also, GAO appar-
ently came up with a figure of how much all this would cost and
stating that the budget increase—through 1986 would cost about
$35 million, but with no showing of benefits.

Are you familiar with earlier attempts to propose this kind of a
system and if you are, why were they rejected?

Secretary ScHWEIKER. Well, I don’t question, Senator, that we
are walking a fine line here. And I think that whatever we do, we
have to put in some safeguards so that it does not get out of hand.

By the same token, it seems to be rather logical that if we have
the statistics and have this information that we ought to be able to
make some use of it so that the people who are genuinely entitled
to welfare, get it, and those who aren’t do not.

All we are after are the people who are fraudulently using or
abusing the system.

Senator Baucus. I understand the problem. -

Secretary SCHWEIKER.—Right. But I have trouble understanding
what your concern is on misuse.

Senator BAucus. One concern is: Here is a data bank of the poor,
not of the rich. And combined with your earlier statement that you
plan to go back and delve very deeply into these families’ financial
affairs. And it just seems to me that it could potentially be a very
comprehensive data bank of the poor of our country. National
computerized data bank of the poor, but not of middle income
families, or not of the rich.

And it just strikes me as somehow being authoritarian. Somehow
a little bit unbalanced. I grant you there is a problem here. That is,
you want to avoid duplication and waste, and so forth.

I suplla)ose this comes down to potentially a question of safe-
guards, but I don’t see in your statement, you know, what kind of
safeguards you would propose.



-

45

Now, does this require legislative action, or can your Department
set this program up on its own without legislative rule?

Secretary ScHWEIKER. We believe it would require legislative
action.

Let me just point out, Senator—I guess you probably weren’t
here when I first went through it, the real problem here, and I just
want to show this again, because here is the crux of the issue.

Back in the fifties, we had social programs that were spending
something like $19 billion. This year we are going to spend $300
billion. We have increased spending by basically 1,500 percent in
our social programs. They went up 82 percent in the fifties, 188
percent in the sixties, and 313 percent in the seventies.

They are taking off like a rocket. If we don’t get our manage-
ment handle on these programs, we will never get the burdget
under control.

And here we are, we have duplication, and overlap. We are not
counting food stamps in the AFDC program. We are not counting
rent subsidies in the AFDC program. We have all these programs
that are going through the roof and nobody is counting them.
Nobody is considering whether they interact or interface. If we
don’t get that curve leveled off, we won't be able to afford the
program. And the only ones that, I think, we are really going to
hurt by these proposals are the people that have been abusing the
system.

Now, I agree with you abot safeguards and I think it could get
out of hand, but that is our ohjectis 2 und it seems to me that we
ought to better manage our ov'n data ard get our own house in
order.

Senator Baucus. I understand the problem, °nd I frankly agree
with a lot of your proposals here. I am just concerned about the
centralized data bank of the poor. I am concerned about the protec-
tions, because it could be very much abused if it is not set up
properly.

Secretary SCHWEIKER. Well, let me say ‘hat it wouldn’t necessar-
ily be just the poor. I mean, for example, in m dicaid, if some of
the doctors would come under the program and be charging exces-
sive amounts, that would show up too. So, I mean, it would not
necessarily discriminate against the poor.

What it would do is give us information about where the $300
billion goes.

Senator Baucus. But you are not going to include the financial
information of all doctors though?

Secretary SCHWEIKER. I am just saying that we would obviously
put medicaid benefits on the record. So there are a number of
things that could be looked at. We are not singling out one group of
people over another group of people. We are going to try to use it
to detect abuse. ,_

Senator Baucus. Thank you very much.

Senator DoLE. Senator Byrd.

Senator Byrp. Mr. Secretary, social security, in my view is more
important to more persons perhaps than any other Government
program. What do you think is the appropriate balance to keep in
the social security trust fund?

78-603 O—81—4
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Historically, as I recall, we have tried to keep it at 12 months the
benefit balance. Now, it is down to what, 2% months; is it?

Secretary SCHWEIKER.You mean what it is now?

Senator Byrp. Yes.

Secretary SCHWEIKER. It is about 25 percent, as I recall, which
would probably be about 3 months.

Senator Byrp. About 3 months.

What do you think in the long run should be the desired or
appropriate balance?

Secretary SCHWEIKER. Well, we feel that it gets critical around
the 14- to 15-percent level. So, obviously we would like to see it
above that level.

Senator Byrp. Well, do you feel that the 25-percent level, which
it is now, can be construed to be in the critical area?

Secretary SCHWEIKER. Say that, again, Senator Byrd?

Senator BYrD. Do you feel that the 25-percent area, or the 3-
month balance, is adequate?

Secretary SCHWEIKER. Well, that’s adequate for now, but our
projections show that unless we do something we won’t be staying
at that level. So, the point is while that figure is OK, our projec-
tions indicate that we obviously will be going below that area.

In fact, if we don’t make any changes, we will go significantly
below the 15-percent level. So, while the answer is, yes, 25 percent
is adequate now, it won’t stay there if we don’t make some
changes.

Senator Byrp. Well, do you plan to make recommendations to
the Congress to improve the financial condition of the social secu-
rity system?

Secretary SCHWEIKER. Yes, we do, Senator Byrd. We certainly
will provide borrowing among the three funds, the disability and
the hospital funds are in surplus and the OASI fund is in deficit.
We would propose that in:the next 3- to 5-year period, that we have
the flexibility to transfer funds among the three funds, but not use
the general Treasury funds. We also will propose that there be a
reallocation of the tax rates. We feel the actuarial projections on
the old-age part of it are out of line with those of medicare and
disability. So, we will be proposing that.

In addition, based on the assumptions that we now have, if we do
those things and if we also adopt the recommendations of this
administration such as the minimum benefit and the student bene-
fit, we will, based on our economic assumptions, begin to get out of
the problem area rather significantly.

I am not saying that is the whole solution to the short-range
problem, but it will make a difference. And instead of going down
to a deficit below 15 or 14 percent, we would be able to stay above
that. But we will be having some additional recommendations in
several weeks to go beyond those. The present proposals are just
the basics that we can agree upon fairly readily. There are some
others that we will be making within the next 2 or 3 weeks to get
the OASI trust fund back in shape.

Senator Byrp. In regard to fraud and abuse, I want to congratu-
late you for your commitment to reduce or eliminate waste, fraud,
and abuse in the programs under your jurisdiction.
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As you know, Inspector General Morris, in his report on the then
Department of HEW several years ago, indicated that more than
$6 billion was wasted through fraud and abuse.

What is your estimate of the amount of spending that can be
reduced by eliminating fraud and abuse?

Secretary SCHWEIKER. Well, I don’t have my new Inspector Gen-
eral on the job as yet. I have pretty well picked one out. He is
awaiting clearance procedure, so it is a little hard to come up with
some hard figures of our own volition that we are able to project.

But, there is certainly a lot of room for savings. The Department
is shooting for savings in 1981, this fiscal year, of $2.1 billion in
terms of eliminating waste, fraud, and abuse. We are shooting for
$3 billion saving in eliminating waste, fraud, and abuse in 1982.

Now, I personally think we can do better than that and do more
than that, but since I don’t have my own person on the job to go in
and analyze what I want done, and to set up some new procedures
and some new computer comparisons, I don’t know what exactly in
addition we would find.

If I may just go back to one other issue that bears on your
question, using some kind of a managerial data bank can be very
helpful to our Department in a case like this to find fraud and
abuse. For example, when California reviewed its SSI and AFDC
rolls, they found that there were discrepancies in approximately 41
percent of those cases checked. So, here we are in the upper eche-
lon of the welfare recipients, and approximately 41 percent had
ZeFr‘ilggs discrepancies and that was just by reviewing SSI and

I don’t know how we are going to manage this program, or how
we can resolve after your question of how we reduce the $6 billion
or $8 billion in waste, fraud, and abuse—if that is how much there
is—unless you give us a management tool to do it in some way.
This is just a basic procedure for reviewing the two obvious pro-
grams the Department has.

Senator Byrp. I think you are quite right, and I think it is
essential that you do have adequate management tools or else, in
the long run—the taxpayers will not be able to finance these
programs if the abuses continue to the degree that they have in the
past.

On page 24 of your statement, you say that in the AFDC pro-
gram proposals are designed to improve the problem by: One, limit-
ing eligibility to those most in need; two, strengthening work re-
quirements; three, making AFDC a temporary safety net for those
who are not economically independent; four, emphasizing individu-
al responsibilities; and, five, improving administration.

It seems to me each of those are sound proposals which, if put
into effect, can have a significant positive impact on the entire
program of your Department.

As one Senator, I certainly like the way that you are approach-
ing this subject. .

Secretary SCHWEIKER. Thank you, Senator Byrd.

I might say that virtually all the proposals that we make in
AhFDC go to one of those problems or another. So, they do try to do
that.
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We hope to save, incidentally, about $1 billion dollars through
those measures in the coming year.

Senator Byrp. Thank you.

Senator DoLE. Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman.

Mr. Secretary, I would like to ask you some questions that deal
with exactly what it is we are up to. One way to look at it is we are
going to take that chart over there and level off that quickly rising
line. We are going to get all excited about saving, saving, saving.

Another way, philosophically, to look at it is that we are in the
business of cutting, capping, and blocking, and that is sort of a new
function of this Federal Government.

Or, a third might give us some long-range clue to what this
administration is up to, and I focus particularly on the health care
area.

The National Government clearly has done quite a job in the last
15 to 20 years in addressing in the individual sense and the collec-
tive sense, the need for health care in this country. But as I go
through the three programs of special concern to me looking for
some philosophy, looking for what are you up to, I do not get a feel
for your philosophy.

I find in the social services block grant, 25 percent less money.
The proposal embodies your philosophy that assistance funds can
be most effectively used when States have the flexibility to respond
to State and local conditions and that the most effective Federal
role is to serve the States and localities in this effort through
research and other support activities.

I don’t know if that means eventually there is no Federal money
in the social services area or not.

You move on to the health services block grant and, again, you
will see a 25 percent cut. There is no particular statement of
philosophy, but I think there is a presumption that we might be
moving in the same direction.

In the health services block grant you have another kind of a
problem, which is pitting the efforts of group to deal with health
care problems one against another. Some efforts have been ongoing
for a longer period of time than others, pitting maternal and child
health against other health services. It becomes more clear in that
area.

Then the third one, of course, is the medicaid cap, and there I
am really searching for where we are going. We are taking $100
million out in 1981 outlays, and $900 million in 1982 outlays, and
we are saying to the States: you can better make eligibility deter-
minations, and so forth.

But my concern is putting this up against the President’s com-
mitment to something called devolution, which says we are going
to let the States, you know, do more. In effect, are we on the way
to devolving health care in this country to a State and local func-
tion in the financing of health care.

Is that your basic philosophy?

Secretary SCHWEIKER. No, Senator Durenberger, I think you can
sum it up by making several different points. We are trying to
consolidate some of the health grant programs into one category,
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and I will ask Mike to please put up the health chart again to show
the basic services.

Our proposals permit the States themselves to place their own
priority on which of those programs are most relevant to their
population and those most in need. So, we are down that road, but
we still expect to continue that on a long-range basis. This is not a
phaseout. I think it is important to say it is a continuation of
support, but done by State administered programs.

ond, in terms of the health issue and the national Govern-
ment, we will be proposing right after we finish our social security
proposals, a ‘‘competition program’’ that will incorporate proposals
from the Durenberger/Stockman/Schweiker bill and will bring
forth what we believe is a national focus on reimbursement mecha-
nism on some reasonable constraints that we believe will keep a
national focus, but in a way that will let the competitive element
come in.

Third, it is true that we are capping the medicaid program, but
we look at the cap as a temporary measure until we can bring the
(lzprgdpetition forces into being and until we get our other proposals
ined up.

I might say that the Governors specifically have asked for seven
or eight points of flexibility in handling their medicaid program
and a number of them have said that if we gave them that total
flexibility, they thought they could meet the cap problem. In fact,
the head of the health division in Missouri, Governor Bond’s State,
very specifically made the statement that they could save money
just because we are eliminating the planning process, the require-
ment for approval, and the administration process of the Federal
Government.

Whether we can save all that or not, I don’t know, but that is
our hope so that we can utilize those services in medicaid.

We are also going to let the States enter into competitive bidding
arrangements if they want to.

If they want to contract out to an urban hospital, they can do
that. If they want to contract out to an HMO program, they can do
that. That’s the direction in which we are trying to head.

Senator DURENBERGER. But, again, looking long-range and when
we are looking at competition, we are obviously dealing with long-
range issues. '

Where do State and local governments look to see the Federal
Government in the area of subsidizing access to the door to health
care.

Are we going to continue in medicaid, in particular, with this
sort of 50/50 proposition with more power on their side to deal
with eligibility issues, or are we going to give them more access to
general revenue sharing or .block grants, or something like that, or
might we go all the way and say tﬁgt the Federal Government will
take over the financing of medicaid and have States pick up more
financial responsibility in other areas? And the Federal Govern-
ment will leverage these piggybacks on HMO'’s or the competitive
system.

Is there a direction that you believe this administration is head-
ing, or should be heading with regard to the ultimate responsibility
for tinancing the access of the poor to health care?
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Secretary SCHWEIKER. Well, I think we are actually working up a
partnership, Senator, between the Federal and State Governments
in this respect. Yes, we are saying that we feel that the grant
programs can be better administered at the local level.

We feel that giving them the flexibility of administration of their
medicaid program is an advantage. As for the reimbursement and
the financing mechanisms we believe that we can probably do best
biyl retaining some of those prerogatives so that we can do it nation-
ally. S

We also believe there is a national responsibility, for example, in
the National Health Service Corps, which does serve some of the
poor and needy people. And while we don’t agree with the Carter -
administration’s rate of growth, we believe that we can participate
by having a National Health Service Corps with lower numbers
than the Carter administration had, but we are still increasing it
from what it was.

So, it is a partnership and a two- or three-track system. It is not
an either/or situation. o

Senator DoLE. Senator Mitchell.

Senator MiTcHELL. Mr. Secretary, I would like to ask a few
questions, first about the energy and emergency assistance block
grant, and I wonder if we might get that back?

Secretary SCHWEIKER. Yes, we'll put that chart back up again.

Senator MircHELL. I thought I saw in the chart that your propos-
al would permit the States to use those funds for weatherization as
well as home energy costs, and I want to commend you for that.
The previous program which provided for low-income energy assist-
ance did not, under that program, permit weatherization.

There was a separate program under the Department of Energy
for weatherization. I wonder if you are aware of whether that
program will continue or whether it will be terminated?

Secretary SCHWEIKER. This is not in our department?

Senator MiTcHELL. No. Prior to this year—prior to your proposal,
existing law provides for the low-income energy assistance pro-

am, which is funded at $1.85 billion, and the Department of

nergy operated a weatherization program, which was separate
from that.

My question is: do you know whether the Department of Ener-
gy's weatherization program will continue?

Secretary ScHWEIKER. This program, as we understand it, is
being folded into a different block grant—not our block grant—
which covers activities similar to large weatherization projects.

So, I guess the answer is, Senator, that it is going on in a
somewhat different form, but in another block, but for larger proj-
ects, as opposed to this. This is more for individual households and
situations.

Senator MitcHELL. So, that will no longer be available for private
home weatherization for low-income persons?

Secretary SCHWEIKER. It could be. It could be. I'm just saying
that it is folded into a block and they would have discretion to use
it either way.

Senator MitcHELL. While I think that is a good part of your
program, because I think it is important to give flexibility to the
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States to weatherize, which is ultimately more beneficial, I am very
much concerned about the level of funding. )

You are proposing, of course, to provide a block grant at about 25
percent less funding than was available last year.

You are aware, of course, that there has been not a 25-percent
decrease in the cost of home heating oil, but a dramatic increase in
the cost of home heating oil in the past several months?

Secretary SCHWEIKER. Senator, let me give a cougle of responses
to that. First of all, the home heating program is the one program
out of the 40 that has somewhat special status. We almost have
made a categorical block grant program out of it. We singled that
out for some of the reasons you are getting at. It is a critical
program. We didn’t want it submerged and divided among other
programs because we feel it is a high priority. So, just the fact that
we set up an energy block grant program with only two programs
in it—one very small, one very large—indicates that the focus is
still going to be there.

True, the funds will be reduced 25 percent. By the same token,
we do give a flexibility in these programs that within any of the
four blocks, 10 percent of that block could be taken from the block
and put in another block. So, if a Governor felt that was the key
thing in his State, he could take 10 percent from three other blocks
and put them in the energy block.

Now, in fairness, it could work the other way, too. If some
Governor or State legislature didn’t feel that it was a high priority,
the 10 percent could be put in the health block.

So, we did provide for a 10, 10, and 10 transfer among those four
block grants.

Senator MiTcHELL. But, of course, those have been reduced 25
percent as well so there will be great pressure not to do that; isn’t
that correct?

Secretary SCHWEIKER. Senator, no question, we are cutting the
budget. I mean, you can’t look at that line and not say, we're
cutting the budget. We are cutting a budget, and I don’t know how
to cut the budget without cutting budget items.

Senator MitcHELL. The thing that concerns me is that, as you
know, the President acted to decontrol domestic crude oil prices
early. That has produced in my State at least a 15-percent increase
in the price of home heating oil since that decision, added on to an
earlier 20-percent increase in this heating season.

The price of home heating oil has gone up by one-third just this
winter.

Now, when the Director of the Office of Management and Budget
was asked by my fellow Senator from Maine, what the administra-
tion proposed to do about that effect, his answer was, “Well, we
will take care of that. Those in need will be taken care of through
the fuel assistance program.”

In other words, the administration has taken steps which have
resulted in a dramatic increase in the price of home heating oil
and now is proposing a dramatic decrease level of assistance for
home heating. And I am very much concerned about that.

I understand the budget has to be cut and everybody is commit-
ted to cuts, but you are dealing with an essential of life here: A
person’s heat, a person’s being able to live in heated homes.
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Secretary SCHWEIKER. Well, that is exactly why we built into this
program the provision that you could take 10 percent out of any of
the other three programs and put it into a block such as this, and
that is why we singled out this particular block to have almost an
exclusive category because we share your concern.

I agree with you that, this is an austere budget, but we tried to
provide two flexibilities. One, that it had a block of its own. Two,
that 10 percent of the money of the other blocks could be put into
this block if that was the basic necessity involved, and it well may
be in your State.

Senator MircHELL. Well, it is not just an abstract thing, Mr.
Secretary. I am sure you have experienced examples of it. I had the
occasion to see it firsthand. As a Federal judge, I presided over a
law suit on the administration’s program and heard testimony
from witness after witness, persons with young children who liter-
ally were forced to choose on a day-to-day basis between buying oil
and buying food. '

It is not an abstract problem. This is a real life problem for
Americans faced with tremendously difficult problems.

I know you are very sensitive to that and I know you are very
concerned about that, and I must say I am disappointed that be-
cause the actions of the administration have contributed to this
increase in the price of home heating oil, it has been aggravated
and it has been made worse, and this production really makes an
already very severe situation even worse.

That is a statement, I guess, not a question. So, you don’t have to
respond to that.

I guess I have a minute, and I have another subject I would like
to c%ver, but rather than starting now, I'll wait until the next
round.

Secretary SCHWEIKER. Let me. just respond to one point, Senator.

I share your concern for your State. I know your State particu-
larly is sensitive to these problems. The SSI program and the social
security program do have a component which provides for benefit
increases based on changes in cost of living. So, when energy costs
change it does show up in the recipient’s benefits because the
benefits are indexed to cost, and energy is a significant cost.

You are absolutely right in saying that the increase, in energy
costs has created a severe situation but there is some flexibility in
the other end of it in that the other programs—such as SSI, which
really gets to your most needy people—would have a cost-of-living
index component which partially reflects that increase.

Senator MiTcHELL. Well, not to prolong it. I know my time is up.

If T could just say that, Mr. Secretary, in my State over 12
percent of the population received old-age assistance benefits under
social security. The average amount received is $316. The average
home heating bill in Maine during the winter months is nearly
" $200 per month. It is just an impossible situation for the elderly
poor.

And the modest increases you are talking about really haven’t
even come close to covering the one-third increase in the price of
home heating oil this winter.

Thank you.

Senator DoLE. Senator Chafee.
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Senator CHAFEE. Thank you, Mr. Chairman.

Mr. Secretary, I share the concerns that have been voiced here
by Senator Mitbbbeell in the home heating oil situation, low-income
a?sistance there \ause, of course, every problem he has, I have
also.

Let me just say this as a statement. I know everybody is always
against fraud and abuse, and usually against overregulation at the
same time, but the way, it seems to me, you eliminate fraud and
abuse is to have more regulations. It is pretty hard to eliminate
onﬁ without the othe}:, or to eliminate one without increasing the
other. :

If you can do it, it will be a very skillful feat, and I will applaud
you for it.

I have a concern dealing with AFDC and the changes that you
are proposing. Currently, the States have an eligibility to permit
low-income mothers carrying their first child to receive AFDC and
thus receive the medicaid that goes with it.

Now, as I understand the proposal that you have, it would only
be permitted during the third trimester of the pregnancy. And that
worries me in connection with the maternal benefits that are going
to t‘;)at woman, both for herself and, of course, for the unborn
child.

Could you respond to that? I know during your terms up here,
you were always deeply concerned with prenatal care and mater-
nal benefits, and that is an area that appears to me to have been
hit by the proposal you are making—the administration is making.

Secretary SCHWEIKER. Well, for a woman who is pregnant and
has no other children, the burden up until that point is really not
that severe. In other words, it is only when the baby arrives that
her costs begin to mount if she has no other children.

Senator CHAFEE. Well, it isn’t so much the cost, the large costs, it
is the prenatal care we are concerned with and that would be—she
would be eligible for as a low-income recipient being on AFDC and
thus on medicaid. You can’t get medicaid without being on AFDC.

She can’t get AFDC until she is in the third trimester under
your proposal, and that is what bothers me.

Secretary SCHWEIKER. But she would be eligible for medicaid.

Senator CHAFEE. No. No, because she wouldn’t be eligible for
AFDC.

Secretary ScHwEIKER. Well, why wouldn’t she be eligible for
AFDC; I am not sure I follow the point?

Senator CHAFEE. Because your proposal says she wouldn't.

You take that discretion away from the States that they current-
ly enjoy.

Secretary SCHWEIKER. Well, the States now have an option in
terms of whether or not to cover the pregnant woman now. So, if it
is really a needy situation, the States can make that determina-
tion.

Senator CHAFEE. That’s right. But as I understand your propos-
als, you would not permit that in the first birth of a woman—a
woman'’s first pregnancy, and would limit that to the third trimes-
ter of her pregnancy.
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Now, if I am wrong, 1 would be glad to know but that is my
understanding. In other words, you have changed the discretion
that the States currently have.

I think it is important for the States to keep that discretion so
that the woman can get the kind of prenatal care that I think is
important, which I know you have always considered important.

Secretary ScCHWEIKER. Of course, in the other block grant pro-
gram, we specifically give the State total flexibility under the
maternal and child health care programs. There is now duplication
of coverage. That is why we are going through the roof at $300
billion. We cover something three ways.

We have given full authority to the States under this block grant
proposal to cover maternal and child health. Which, I think, would
go to the heart of the problem.

Senator CHAFEE. So, the answer is that this woman in her first
pregnancy could be cared for under the State health block grant—
health service block grant; is that correct?

Secretary ScHWEIKER. That is right. And the other point that I
didn’t make yet, and should have made is: under medicaid, cover-
age actually can start 3 months prior to getting AFDC. So, you
move your problem back 3 more months so that instead of the
second trimester, or the beginning of the third trimester, it would
be one trimester earlier.

Senator CHAFEE. The first 3 months.

Secretary SCHWEIKER. Only 3 months pregnant.

Senator CHAFEE. OK. Thank you.

The other question I have——

Secretary SCHWEIKER. Well, some of them don’t even know it yet.

Senator CHAFEE [continuing]. Yes. The other question I have is
on the lump-sum death benefits. If you explained this during your
testimony—I read over your testimony, but if you went into some
further detail, I apologize.

Is this similar to the provision that was sent up last year by the
administration? Last year's administration eliminated it entirely.

Secretary SCHWEIKER. Well, let me say this: originally that was
the OMB proposal, but I appealed the proposal successfully and so,
all we are really doing is saying that if there is a surviving widow,
or surviving minor children, they will still get the benefit.

Senator CHAFEE. If there is. But if there isn’t, there is no benefit?

Secretary SCHWEIKER. That’s right. We feel——

Senator CHAFEE. Who buries the person then?

Secretary SCHWEIKER [continuing). Well, whoever was burying
them before we had this benefit.

Senator CHAFEE. Life was going on before these programs start-
ed, I guess?

Secretary SCHWEIKER. We just feel that the program was set up
to help the poor widow who didn’t have this money to bury her
husband, or to the children who didn’t. And we believe that is
where the focus ought to be. The thing has gotten to the point
where we add on and add on. The only way you can really bring
that curve down is to begin to target your benefits. We think that
the poor widow and the poor children should have the benefit.

After that, we don’t think it is a Federal responsibility.
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Senator CHAFEE. Well, I can remember last year hearii.g a stir-
ring speech on this subject from the then chairman of the commit-
tee opposing the elimination of that. He had me convinced. He was
up last year running and made a lot of sense on that proposal. 1
am running this year, and it seemed to me to make a lot of sense
this year. [Laughter.]

However you have changed it.

Secretary SCHWEIKER. Wait a minute. The previous administra-
tion proposed cutting out the widows and the orphans.

Senator CHAFEE. Right.

Secretary SCHWEIKER. We have put the widows and the orphans
back in. We have them in a safety net. ,

Senator CHAFEe. That is right. So, we are not campaigning
against widows and orphans?

Secretary SCHWEIKER. No. Our safety net is working well here.

Senator CHAFEE. Right. Thank you very much.

Thank you, Mr. Chairman.

Senator DoLE. Senator Bradley.

Senator BrRApLEY. Thank you, Mr. Chairman.

Mr. Secretary, I would like to focus on some of the areas that
have already been covered and perhaps one or two that haven’t
been touched yet.

One of the areas is student benefits. The fact is that there are a
lot of students who are now planning to enter this fall who will
find reduced benefits when fall comes.

First, do you have any idea how many students are going to
suffer that reduction? Don’t you think that the proposed reductions
in benefits may be too abrupt and that students will not be able to
make other plans if they had already assumed that they would be
receiving these funds. Might it be more prudent and better for the
long run if these cuts went into effect at least a year later so that
you could provide a reasonable transition for these students who
are in college expecting to get this assistance.

Secretary ScHWEIKER. I think you have to divide it into two
parts, Senator Bradley. No. 1 is that anybody in college now will be
phased out over 3 years, or their benefits will cease at the end of
their college attendance, whichever is earlier.

In essence, if they are in college now, they will get a 25-percent
reduction beginning in the fall, and then another 25 percent the
following year, and then another 25 percent the next year. So, the
people who are actually in college now and geared to a level of
support are being given 6 month’s notice that come September
there will be a 25-percent reduction. I am not sure if you are
talking about those or not.

The group that hasn’t started college yet, that is now in high
school, will not be phased into the program beginning in Septem-
ber. So, we are pntting them on notice that they have to go to
other sources to get their support. And let me say, this is so typical
of why that curve has gone up to $300 billion a year.

Senator BRADLEY. Which program are you speaking of now?

Secretary SCHWEIKER. | assume you are talking about the stu-
dent benefit for social security?

Senator BRADLEY. Well, that is only one example.

BEST COPY AVAILABLE
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Secretary SCHWEIKER. Isn’t that what you asked me? Maybe I
misunderstood.

Senator BrapLEY. That is only one of the student benefit pro-
grams. The guaranteed student loan is another. In addition to that
there are the Pell grants. Reductions in all of these programs will
have a cumulative effect on a middle-class family trying to pay for
its children’s education.

Secretary SCHWEIKER. Most of these benefits weren’t in place for
a number of years, now they are. Even with all the cuts we are
talking about for fiscal year 1982—they have: $2.5 billion in Pell
grants; a half billion dollars for work study; $400 million in supple-
mental grants; $50 million institutional match for their work study
program; $100 million for State incentive grants, with $100 million
State match; $300 million for direct loans, with $400 million direct
institution match for that; $1.8 billion in the guaranteed student
}oan program; and $5.7 billion from the lending institutions for
oans.

Senator BRADLEY. Could you tell me cumulatively what the effect
of the administration’s proposals will be for middle-class people
trying to send their children to college. What the cumulative re-
duction would be?

Secretary SCHWEIKER. I can provide that for the record. It really
doesn’t come under my department, but we'll get it for you.

I do want to say that these figures show that this coming fiscal
year we will put $11% billion into student aid; $11% billion, re-
gardless of all the cuts. And the people who will best qualify for it
are the very people we are talking about here who are receiving
the student social security benefits.

They will be first comers and that is the way it should be. And
that is why we are trying to eliminate the program and channel
them into other programs.

Senator BRADLEY. Well, my only point is that it is a little bit late
for them to make alternate plans because school begins in only 5 to
6 months. That is my only point in asking the question. I think
that if you wanted to make reductions, you could have done so with
a little less pain for students and their families. This is a rather
abrupt action.

Let me go to another area. I think Senator Chafee covered it a
little. It has to do with the reductions in preventive health services,
with your proposal to place these services in a block grant and
reduce funding by 25 percent.

b M); question is: How can you justify that reduction on a cost
asis’

I can understand how you might get a 10-percent savings out of
making preventive health a block grant as opposed to a number of
separate programs, but why 25 percent? What is the rationale for
cutting back 15 percent in real terms on preventive health?

Secretary ScCHWEIKER. Well, let me say, preventive medicine hap-
pens to be one of my favorite programs and one of the things I did
do was to put it in a special block grant. I was concerned that if we
merged it into the regular health block it would get integrated into
the basic health services. So, to protect the prevention programs, i
set up a special block grant exclusively for them. I think setting up
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the special block grant, in essence, puts the pressure on the States
to deal with these programs.

Now, let me say, I am not happy about the 25-percent cut. None
of the departments are happy with their cuts. You know, you can’t
cut the budget without cutting the budget. I don’t know how else to
bring that curve down. I think it is important to say this. If the
Congress really doesn’t agree with these cuts, then theK should
gropose their own cuts. Because we have got to bring that $300

illion curve down, or we we are not going to have any country
left, economically, and we are going to hurt the lowest income
people the worst because they get hit most by inflation. So, if the
Congress doesn’t agree with these cuts, we are rational people and
open to finding out about alternatives to our cuts. ,

I think that we singled out preventive health services here in a
rather unique way by having a categorical block grant program to
protect them. I would like to see it fully funded. I would like to see
all the programs in my department fully funded.

Senator BrRADLEY. That is why I asked the question. If you
assume you are going to save 10 percent by creating a block grant,
then you are going to be left in the position of cutting 15 percent in
real terms in preventive health care, particularly in programs for
pregnant women and children. I think that you are in the position
of saying that you have just chosen to assess to pregnant women
and children a 15-percent cut.

What is the rationale for such a cut in the long term? Isn’t that
a false economy? Because, if you don’t provide that health care at
an early age, then you are forced to pay much more in taxpayers’
dollars down the road in the form of much more expensive care for
some health problems that could be averted by early preventive
services.

Secretary SCHWEIKER. Well, of course, you do have four or five
programs that address the same need. You have title V; you have
rural health centers; and have community health centers. I can
give you five programs right off the bat—and this is one of our
troubles—that address exactly the same need: Rural health care,
community rural health centers, community health centers, title
IV, the programs here, and medicaid. The problem is that we can’t
escalate all five at one time to do one job. So, we are consolidating
and asking the State to pick the most effective delivery system.

Now, you probably weren't here when I did respond that the
director of the State division of health in Missouri says that the
really feel they can save the money because they won’t have all
these Federal obligations: the Federal paperwork requirements and
the Federal planning requirements and the Federal administration
and monitoring r:guirements just by the fact that they won’t have
to do all those Federal things. I don’t know if that is the case or
not. But here is an activist State that feels they can save the
money without Federal harassment.

Senator DoLE. Senator Long.

Senator LONG. Mr. Secretary, I have three questions that have to
do with identifying the people who receive the minimum benefit
under the social security program, and I will submit them for you
to answer for the record.
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[Responses to additional questions raised by Senators Baucus,
Bradley, Dole, and Long follow:]

OASDI .

Question 1. On page 20 of your statement, you indicate an intent to increase the
review of disability claims over and above the mandate of the 1980 amendments.
Doing more review obviously requires more manpower. Can you supply an estimate
of the additional work-years which will be devoted to disability review:

(a) to carry out the 1980 amendments?
(b} to go beyond the requirements of the 1980 amendments?

Please indicate the extent to which these additional work-years represent new
employment and the extent to which they will be diverted from other administra-
tive functions. :

Response. To perform special reviews of disability claims and continuing eligibil-
ity, the Administration has included sufficient resources in its budget request to
fund the work-years shown in the table below:

Fiscal year 1981 Fiscal year 1982

Federal  State work-  Federal  Stale work-
work-years years work-years years

Periodic review................. - - 986 920

Preeffectuation review... 300 35 600 18
Beyond the 1980 amendments:

Accelerated continuing disability effort (CDI) 542 745 1,143 1,239

TOMAL ..ottt sttt 842 180 2,19 2,237

The work-years reflected in the above table under “1980 Amendments’ represent
only those resources required for the disability review provisions and not the imple-
mentation of the entire Public Law 96-265.

The work-years for the accelerated CDI effort represent work-years over and
above the wark-years in the Carter budget for title 11 CDI's; these additional work-
years will be achieved both through the recruitment of new employees and a
diversion of resources previously budgeted for other functions.

Resources had been budgeted for the SSI Conversion project to assure that cur-
rent SSI beneficiaries who were “grandfathered” into the Federal SSI disabilit
program from the State programs in 1974 continue to meet the definition of disabil-
ity. These resources will be redirected to the more cost effective title II reviews as
recommended by the General Accounting Office.

Fiscal year 1981 Fiscal year 1982

Federal  State work-  Federal  State work-
work.years years work-years years

SSI CDI project:
Redirected SSI cONVEISION FOJECE TBSOUTCES .........vvveverveerrecrreeesveremsanrnennes 253 610 266 655

Question 2. Up to now, the Department of Health and Human Services has always
maintained that the funding of rehabilitation services for DI beneficiaries results in
the rehabilitation of beneficiaries who would otherwise stay on the benefit rolls. If
that is true, eliminating that funding should cost rather than save money. Could
you provide a cost-benefit analysis of this proposal?



59

Response. The Administration’s proposal would eliminate the use of Social Secu-
rity trust fund money to pay for vocational rehabilitation services for Social Secu-
rity disability beneficiaries. Also under another proposal, Federal funds for State
vocational rehabilitation programs would be consolidated with the Federal block
grant program for social services. Social Security disability beneficiaries would
continue to be referred to the States for necessary vocational rehabilitation services
to be funded under the block grant program.

Block grant funding will (1) put the States in a much better position to take
action where previous overlapp‘m:i services have resulted in the waste of service
dollars, (2) give the States flexibility in setting Priorities as to the vocational
rehabilitation services which best meet the needs of State residents, and (3) permit
more efficient State administration of the vocational rehabilitation program.

We cannot provide a cost-benefit analysis of the proposal at this time because we
do not know how the States will allocate resources to provide vocational rehabilita-
tion services under the block grant approach.

The rehabilitation of Social Security DI beneficiaries is a very important goal.
However, it is essential to the success of the block grant approach that we not
exempt certain “favored” programs. We must give the States the flexibility to set
their priorities, among many important programs, in order for the block grant
approach to be an effective tool.

tion 3. Mr. Secretary, can you describe for us the administrative processes

that will be required to identify people getting minimum benefits and recompute
their regular benefits? How many man-years will this require? What would be the
savings from applying those same man-years to reviewing initial disability claims?

nse. The President’s budget included an additional 3,180 Federal work-years
in 1981 and an additional 7,302 work-years in 1982 to implement the proposal to
eliminate the minimum. The budget estimate of Federal work-years assumes that
manual processing will be necessary for the entire task. If this process could be
automated the resources necessary to perform this function would be considerably
lower. However, the system problems being faced by SSA are such that there will be
little chance of efficiently automatinf this process in the near future.

The administrative processes involved in implementing the proposal to eliminate
the minimum benefit would include the followinF:

Identifying those beneficiaries with benefits based on minimum primary in-
surance amounts (PIA);

Associating available earnings data with each minimum benefit case;

Applying new computation methods to compute a new PIA;

Computing a new benefit amount. (In this process, all other provisions of the
current Social Security law are reapplied to the new PIA. This could include
development of a new family maximum amount, a new actuarial reduction
amount, a new delayed retirement credit, a new limit on the widow’s benefit
amdount, reapplying the retirement test, workmen’s compensation offset, etc.);
an

Increasing the SSI amount where appropriate.

You also asked, what would be the savings from applying the man-years needed to
implement the benefit provisions to reviewing initial disability claims instead. As
gou know, the Social Security Disability Amendments of 1980 (P.L. 36-265, section

04) provide for an SSA review of State agency disability allowances and continu-
ances.

The review of State agency disability allowances and continuances pursuant to
section 304 went into operation in Octozer 1980, and will not be completely phased-
in until fiscal year 1983. At the early stagz, the effects of this review of State
agency decisions on program savings cannot be determined. The Secretary of Health
and Human Services is required to submit a report to the Congress on the potential
cost effectiveness of this provision by January 1982. We will not be able to deter-
mine the potential impact on program savings if the worle((-(ears required to imple-
ment the minimum benefit provision were instead applied to reviewing disability
claims until we collect sufficient data from the section 304 study.

Question 4. Mr. Secretary, according to a document you sent to the Ways and
Means Committee, 12 percent of the people who will have their minimum Social
Security benefit cut are double dippers—people who also get a Federal, State, or
local government pension. Can you tell us something about the characteristics of the
other 88 percent?

Resgonse. Of the 3 million beneficiaries (including retired and disabled workers
and their dependents and survivors) receiving benefits based on the minimum, a
majority would not receive any reduction in total benefits.

33 percent of persons receiving the minimum are dually entitled beneficiaries
who are entitled to total benefits higher than the minimum as spouses or
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surviving spouses. Generally, they would not be affected because they would
continue to receive benefits based on the higher spouses’ amount.

17 percent are SSI recipients. (Any reduction would be offset by an increase
in the SSI payment.)

7 percent would have benefits based on their own earnings equal to the
minimum and would not be affected by the proposal.

Of those potentially affected about 12 rercent, as you know, are Federal, State, or
local government annuitants. Additionally: ‘

17 percent are now eligible for SSI, but have not adpplied for benefits.
3 grcent would become newly eligible for SSI, an
About 3 percent would be eligible for SSI except for their age (not yet 65).

Question 5. Mr. Secretary, can you fell us something about the age of the people
who get the minimum benefit and who will get a cut under your proposal? How
many of them are over age 70? How many are over age 75?

Response. Of retired workers receiving benefits based on the minimum PIA in
December 1978:

66 percent were age 70 or over.
43 percent were age 75 or over.

The median age for retired worker beneficiaries receiving the minimum was 73
(compared to a median age of 71 for all retired worker beneficiaries). A table is
attached showing a more detailed breakdown by age of minimum beneficiaries
currently on the rolls.

Retired and disabled workers mceivingI yr%nimum benefits by age as of December

Retired

Age: workers
Number (in thousands)

| & - 11 AR OO TUT SRS

Number (in thousands)
PErCONLY ... oottt et s s bbb et e e bt e tsseab e E b e eabee s tean s ernesnten

1 Columns may not add due to rounding.

Question 6. Mr. Secretary, can you tell us the average benefit reduction that will
affect minimum Social Security beneficiaries? Can you also tell us what the range of
bene{'lt rleq,uctions will be and how many people are affected at the various reduc-
tion levels? ‘

Response. The monthly Social Security benefit of about 1.8 million beneficiaries
would be reduced if the minimum were eliminated.! The average reduction for the
1.8 million affected beneficiaries is estimated to be about 40 percent.

1500,000 of these 1.8 million are SSI recipients and any reduction in the Social Secuxgg
benefit would be offset by an increase in the SSI payment; another 500,000 are eligible for SSI
but are not receiving benefits.
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The reductions in PIA’s could range from about $1 to $151.2 However, the reduc-
tions in benefit amounts would be somewhat less. The lowest ible benefit for a
retired worker would be about $6—a reduction of about $147. This benefit would be
paid to a worker who reached age 65 in 1954 and had only 6 quarters of coverage,
all of which were prior to 1950.

The lowest possible benefit would be about $1. This benefit would be paid to a
young survivor of a worker who died in 1979 after barely meeting the currently
insured requirement. However, since this is a young survivor benefit it is based on
75 percent of the worker's PIA and the amount of the actual reduction would be
on}l_gv about $114.

reliminary estimates indicate that, if the minimum benefit were eliminated and
benefits were based directly on average earnings, the distribution of PIA's for the
approximately 2 million non-dually entitled persons currently receiving a benefit
based on the minimum would be as follows:

PIA'S

Percent

153 (N0 AECTCASE).....coiiievircreeiirectier ittt se e sassee s beesrtrasarerssssbs s srsssesssssnsssesonessnes mel’b
B120 £0 L1538 .ottt e er st e et e et ne e e st ate bt s rtsane e enes et aronaeesron 24
B0 0 B120 ...t st e e bt a st e ab b sae et ne et et seoneenerene 23
D60 £0 $90 ... e bbb bbb b b ear b e e et et et sresaeans 23
B30 £0 $60.......cooeiiceicere et s s et er e st ete Rt e b b sat b e e ettt sesbsareane 17
UUNAEE 330 ...ttt sttt cb et e st e b e evs et s s nesatastes b srsebesatoreantentesbeseeesronns 3
37 ) OO OO RRPORRRO 100

Question 7: One possible justification for the Administration’s pro ] to elimi-
nate social security benefits to students (age 18-22) is that Federal aid for education
has expanded considerablg since 1965 when student benefits were first enacted.
Would you give us some background on this? What types of educational aid are
available to families and how have they evolved over time?

Response. Federal aid is available to postsecondary students through several
programs:

Pell grants; Guaranteed student loans; Supplemental grants; College work-
study programs; State incentive grants; and Direct loans.

The largest of these are the Pell grant (formerly Basic Educational Opportunity
Grant) and the Guaranteed Student Loan (GSL) programs. The Pell grant program

rovides entitlement grants directly to undergraduate students to serve as the
oundation upon which other financial aid is awarded. Students gualify for these
grants under a needs test that takes into account the student's and family’s ability
g%oc(;mstlr%%te to educational costs. Awards for the 1980-81 school year range from

In fiscal year 1973, the first year that Pell grants were awarded, expenditures for
185,249 recipients were $50 million with the average grant $269. By fiscal year 1980,
expenditures to 2.6 million students were estimated to be $2.2 billion, with the
average grant equal to $839.

The Guaranteed Student Loan (GSL) program makes low-interest long-term loans
available to students to help them meet their postsecondary educational expenses.
The loans are made by eligible lending institutions using private capital. Students
may borrow up to $2,500 annually and their parents may borrow up to $3,000
annually, regardless of income. The loans are either guaranteed by State and
private agencies and reinsured by the Federal government under the Guarantee
Agency f)rogram, or are insured directly by the Federal government under the
Federal Insured Student Loan program.

$73 million were expended for the program in fiscal year 1966; 83,000 loans were
made, with the average loan $820. By fiscal year 1980, the estimated loan volume
was $4.4 billion on 2.03 million loans, with the average loan Olg to $2,173.

The Supplemental Educational Opportunity Grant (SEOG) program was estab-
lished to provide financial assistance in the form of grants to qualified students
who, for lack of financial means of their own or of their families, would be unable to
obtain the benefits of postsecondary education without the grants. Awards range
from $200 to $1,500 per academic year.

The SEOG program began in 1973. In that fiscal year, 331,000 students received
grants, averaging $571; total expenditures equaled $189 million. By fiscal year 1980,
expenditures were estimated to be $358 million for 650,000 students, with the
average grant $551.

2 A1 .2 A and benefit amounts are before the June 1981 benefit increase.

78-603 O—8l1——5
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The College Work-Study (CWS) program was created in order to stimulate and
promote the Eart-time employment of students—particularly those with great finan-
cial need—who are attending eligible institutions of postsecondary education. There
is no minimum or maximum CWS award amount which a student may receive.

In fiscal year 1965, $33 million was expended under CWS program; 115,000
students working under the program received an average income of $290. In fiscal
year 1980, an estimated $609 million was expended for the program; the number of
students working under the CWS program increased to 980,000, with the average
income increasing to $622.

Through incentive grants to States, the State Student Incentive Grant (SSIG)
program is designed to encourage the establishment and expansion of State scholar-
ship assistance to undergraduate postsecondary students with substantial financial
need, thus stimulating development and operation of a nationwide delivery system
of State programs of student assistance. Federal allotments are matched equally
with funds from State resources. By 1978, the SSIG network included all 50 states,
the District of Columbia, Puerto Rico, Guam, American Samoa, the Virgin Islands.
the Trust Territory, and the Commonwealth of the Northern Mariana Islands. The
maximum SSIG award for an academic year is $1,500.

The first SSIG expenditures were made in fiscal year 1974; the Federal share that
year was $20 million. The average grant for the 76,000 recipients that year was -
$500. By fiscal year 1980, the Federal share of the expenditures had risen to $153
million, and the average grant for the 307,000 recipients remained at $500.

The final form of Federal assistance available to students is the National Direct
Student Loan (NDSL) program. The NDSL program was designed to assist in the
establishment and maintenance of revolving loan funds at institutions of higher
education so that institutions may provide low-interest loans to help financially
needy students pay their educational coets. Students may borrow up to $10,000
depending upon the amount of school completed.

DSL funds are a combination of Federal and institutional capital contributions.
In general, the institutional capital contribution should equal one-ninth of the
Federal capital contribution. The Federal capital contribution is agprgf)riated yearly
by Congress for use during the following academic year. (Thus, the NDSL program
is said to be “forward-funded.”) Allotments to States are based on the number of
full-time higher education students in a State compared with the total of such
enrollments in the U.S. Allocations to institutions within a State are on the basis of
apEroved applications.

xpenditures for the NDSL program in fiscal year 1965 were $166 million; 319,974
students received loans averaging $522. By fiscal year 1980, an estimated $710
million was lent to 861,000 borrowers; the average loan climbed to $826.

Postsecondary educational assistance for fiscal year 1982 under the President’s
economic program includes:

More than $5.6 billion in direct budget authority for the Pell grant, work-
study, direct loan, supplemental grant, State incentive grant, and guaranteed
student loan program;

Over $500 million in State and institutional matching funds through these
programs; and

Over $5.7 billion in loans from banks and other lending institutions as part of
the guaranteed student loan program. A more detailed breakout of these
amounts (in billions) for fiscal year 1982 is as follows:

Pell ottt ettt st ese e st ssro bRt et or e R e s Rt eart st e e e sen b entatars e s saraeetees $2.5
WOTK SHUAY ...cooveriireiri ettt e st st sasae e asase s s s st sme s sap et sastsanans 5
(Institutional MALCH) .......c.coviviviivieiicei e et sreser e reresesasesenis (.05)
SupPlemental Grants...........ccoovvviieieeriiieineesnee e s et essie s sesre s ssasnes 4
State iNCENLIVE GLANLS..........cccuiericrruiieeti it caebeesss e teseseseseesseseesasnestessebesaes 1
(SLALE MALCR).....c..cveirieceeec ettt se et essesessesassessts s saereesasasssraens 1
DIFECE I0BNS....ocviviiinicrrecii e ae e ear e sessasersssebesbenrabsabarenntatesansseressaranesteteranes 3
(Institutional MAtCh) .......cccoveiviiiiciiiirc et r e rrsesstssanes 4
Guaranteed student loan (covers interest payments, €tC.).......ccocvviireerinmaninirenns 1.8
(Lending institution L08NS)......c.covcivvcvimninrecineinenieriniesneneres s sneeseeresnesersssssosenes (5.7
Federal fUndsS..........cccoiviiiieriniericiiecinreseneessceiessssesnesiseessssneresssssasnssbesserasess 5.6
MaAtChing fUNAS.......ccccvueiericrre s st rers et erasessssbenenstsne i .55
BANK J0BINS .....cuveevieeeeiiierertcceeeisr et sse s resse s sase e saese et sheseneresrseaesa e shean b esennanr et enns 5.7
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Question 8. What do you see as the advantages of a flexible interchange of funds
between the social security programs relative to a more direct and permanent
change in the schedule of tax rates?

Response. Reallocation of QASI, DI ar:d HI tax rates and interfund borrowing can
achieve the same result—adjusting balances in the trust funds so that cash-flow
problems do not develop in a single trust fund at a time when overall reserves are
adequate. The advantages of reallocating taxes are that there is precedent for it and
that it seems to provide greater clarity and visibility regarding the financial ar-
rangeme~nts for the various parts of the Social Security program. Also, it is simple
to effect operationally.

As a practical matter, however, the allocation schedules have had to be modified
frequently over the years and each such modification requires congressional action.

Projections of income and outgo of the three trust funds are so sensitive to
changing economic and social circumstances that it is impossible to predict with
certainty the precise future status of a particular trust fund. Any allocation of tax
rates that appears appropriate on the basis of today's economic assumptions may be
rendered inappropriate by differences in actual economic pertormance, as occurred
with the 1977 allocation. Since reallocation requires legislation, Congress would
have to adjust tax rates each time trust fund projections change.

Interfund borrowing provides the same as.urance that cash-flow problems do not
develop in a single trust fund at a time when overall reserves are adequate, without
necessitating action by the Congress. Although the computations involved in inter-
fund borrowing, including the amount of interest to be paid back to the lending
trust fund, do tend to make its operation more complex, these complexities are
manageable.

In practice, the two approaches are not mutually exclusive. Congress could peri-
odically revise the tax rate distribution between funds based on then current
projections, while enacting interfund borrowing to adjust for almost inevitable vari-
ations between projections and acutal experience.

SS1

Question I. As the social security law currently stands, a small segment of the SSI
program is administered by title V crippled children’s agencies. In view of the
repe(eiil! of title V with the block grant proposal, where will this program be adminis-
tered?

Response. The SSI provisions currently authorize Federal funding of approved
State programs of medical, social, developmental, and rehabilitative services for
blind or disabled SSI recipients aged 6 and under, or aged 7-15 if they require
preparation to enable them to benefit from public educational services. ﬁlese pro-
grams are included in the health services block grant proposal. Under the block
grant concept, it is at the discretion of the State whether, or the extent to which,
speci}fl'ic programs will be continued and, if continued, who in the State will adminis-
ter them.

AFDC

Question 1. Concerning the AFDC earned income disregard, how many families
are expected to be removed from the benefit rolls as a consequence of the Adminis-
tration's proposed changes? What do you see as the advantages of your proposals
which limit allowable expense disregards for child care rather than permitting the
disregard of actual expenses?

Response. The change to standardize the work expense disregard, cap the child
care disregard, and change the order in applying the disregards is expected to
remove 96,000 families from the rolls. The proposal to apply the $30 and 1/3
disregard for only 4 consecutive months per year is expected to remove and addi-
tional 116,000 families from AFDC, and the im{msition of a gross income eligibility
ceiling would eliminate another 7,000 families. It should be noted that these figures
are not independent—they are based on a sequential screening process which con-
siders the interactions of the other changes in computing the estimates. The cumu-
lative total effect of the three disregard proposals is expected to remove 219,000
families from the AFDC rolls. '

The present policy of disregarding actual child care expenses contributes to the
administrative burden of calculating benefits, and prevents placing reasonable con-
trols on this expense. The proposedgchange should simplify administration, reduce
error and provide and incentive for AFDC recipients to find the most economical
ways to meet their work expenses.

5ueslion 2. The Administration’s economic program contains a number of block
grant proposals. These would be designed, presumably, to enhance State control and
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reduce Federal oversight over the various component programs. With regard to
AFDC, however, you pro a set of Federal staridards that relate, for example, to
the income and expense disregards, age and income limits, and the likes. Do you see
these Federal standards as being contradictory to your express goal of expanding
flexibility at the State level? .
ponse. The present situation imposes Federal requirements on State and local
governments with diverse needs. This leads to numerous instances of inappropriate
or inefficient programs and the resulting waste of funds. The philosophy behind the
block grant approach is that decisions regarding health, welfare, and social service
assistance programs are better made by the State officials who are closer to the
problem and who are in better position to get goals and priorities for policy and
service delivery. -
At this time, we are not ready to offer a block grant proposal for the AFDC
program. This program is particulary complex and it will take time to study the
program and design an appropriate block grant proposal. Work on this is continu-

ing.

%‘he first Kriority of this Administration is to brinf government spending under
control. Without any change, the AFDC program would cost the American taxpayer
$7 billion in fiscal year 1982. The move to establish new Federal standards is
d:'gned to tighten eligibility to assure that the limited funds go to those most in
need and encourage individual efforts toward economic independence. These propos-
als respond to the country’s mandate to reduce growth in government spending and
to target scarce resources more effectively. The proposals we are recommending will
trim Federal costs by over $1 billion next year.

Question 3. The Administration has frequently spoken about fraud and waste in
programs. Does the Administration assume that this 25 percent figure reflects
adminis;rative waste in these programs, and if so, how did you arrive at this
amount?

Response. The 25 percent cut in funding does not represent waste in the sense
that the money was spent incompetently or fraudulently—rather, it represents
legitimately required present uses of the funds which would be unnecessary under
ouvroposal.

e think substantial savings can be atteined by freeing the States from excessive
Federal requirements and restrictions as to program structure and administration,
reporting and paperwork requirements, and other red tape that now accompanies
the programs. On the Federal side, a significant amount of money can be saved
through elimination of the need for Federal direction, approval, and oversight of the
State-run programs. Finally, our pro approach—consolidating categorical pro-
grams into block grants—will allow States the flexibility they need to use the funds
most efﬁcientlﬁ .

Question 4. The Administration is proposing legislation to require welfare recipi-
ents to engage in “workfare” projects in return for welfare grants. This concept of
workfare 18 ideed intrifing. But frankly, there does not seem to be too much
available describing the history, success and results of workfare experiments.

How many experiments have been done in workfare? Please enumerate the
experiments.

lease enunciate the results of each experiment, or please produce for the record.

In those experiments which you consider a success (success defined as removal
from the weltare rolls), what kind of employment did the recipients secure? Are
they still working? Have they been tracked and have any been placed back on the
welfare rolls?

Response. Most of the projects requiring that an individual perform work in
exchange for public assistance have been projects for gg‘x;eral assistance recipients.
Prior administrations have interpreted title IV of the Social Securitsy Act as prohib-
iting this activity for AFDC and AFDC-U recipients. Attempts by States to demon-
strate “workfare” for the AFDC J)r am have been thwarted. Where p ams
were attempted, in California an assachusetts, they were conducted within a
hostile atmosphere which affected results. This situation would not occur under the
legislative authority requested.

nfortunately, the general assistance work programs, most of which are local
efforts, have been subject to little, if any, systematic research and evaluation. In
1977-18, the Department of Labor, with the cooperation of National Association of
Counties (NACO), surveyed several work relief programs. Some examples of Statc
and local efforts from that report follow:

Hamilton County, Ohio has had a mandatory work program for general relief
recipients for more than 40 years and has found that 60-75 percent of those
assigned to the program never show up and therefore are ineligible for assistance.
They have also provided a training program (STEP—Service Training and Employ-
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ment Program) which assisted participants to secure jobs or training. Participants
were volunteers and were excused from work relief while in STEP.

Kent County, Michigan had a program for general assistance recipients which
required participants to “work off’’ the value of their assistance by attending either
educational and/or training classes (adult education for completion of high school;
work experience or on-the-job training; job search clubs; or further education).
Started in 1975, by 1978 Kent County stated that this program had resulted in a 50-
percent decrease in the average monthly caseload.

Apart from the findings of the NACO survey, a workfare project for GA recipients
also existed in New York. The New York work relief employment program (WREP)
replaced an earlier public works program. Both of these programs were essentially
“work relief”’ or “workfare.” The primary difference was the conversion of the home
relief grant into wages under the WREP.

Although costs under WREP were about 30 percent higher, the State reports that
placing recipients on salary resulted in greater work participation than under the
Public Works Program—22 percent vs. 2 percent.

The single example of a “workfare”” program that has been operational for both
general assistance and AFDC recipients is the work experience and training
(WEAT) program in Utah, which has been operating since 1974. No formal central
office evaluation has been conducted; however, a State report provides the following
information. In the first half of 1977, 1,084 AFDC individuals were referred to
WEAT; 284 were closed prior to actual assignment because they were already
working or chose to terminate; and 800 were given assignments. During this same
period, 1,257 WEAT AFDC registrants (which includes those referred prior to 1977)
left the program as follows:

31 percent for failure to perform;

39 percent into employment;

10 percent into a WIN component; and

20 percent became exempt or left for other reasons.

The Department has conducted experimental programs under its section 1115
authority in California and under section 1115 and WIN in Massachusetts. A brief
summary on these projects follows:

California Work Experience Program (CWEP)

This was a 3-year section 1115 demonstration project for AFDC recipients with
mandatory nonsalaried work experience (not to exceed 80 hours per month), and
was mandatory upon 35 specified counties. Program effectiveness was reduced by
limited country participation, and tendency by many staff to make assignments
voluntary. A further barrier to implementation was the legislative mandate that all
WIN slots be full before CWEP could be operative. As a result, there was low
participation by eligible persons; in 1974, 2.6 percent out of 182,735 available regis-
trants participated in CWEP assignments.

Massachusetts Work Experience Program (WEP)

This program was statewide and required participation by AFDC-U recipients
who had not been placed through regular WIN or CETA channels. Authority for
assignments was WIN work experience (a regular WIN component providing nonsal-
aried work experience for up to 13 weeks with a limit of 26 total weeks in a year).
Project also tested the effect of suspension of the 100-hour limitaiton on employ-
ment under AFDC-U. The project expeienced major opposition from an advocate
coalition. Out of 401 indiviudals assigned to work sites, 301 actually reported to the
sites. Although research on workfare was limited by the small number actually
going to work sites, the selection process identified large numbers no longer receiv-
ing benefits and significant numbers who left the welfare rolls by obtaining employ-
ment.

. Many of the problems experienced in the administration and operation of these

projects would be overcome by legislation as proposed by the Department in its 1981
welfare package.

A further workfare experience was authorized by Congress under the Food Stamp
Act of 1977 to be administered by the Departments of Labor and Agriculture. Food
stamp recipients work off required numbers of hours in unsalaried work. Since most
AFDC recipients are exempted due to WIN, there is only limited AFDC involve-
ment. Difficulty in assessing data in early sites is the fact that one site, San Diego,
involves 50 percent of participants and is significantly different from others in
participant characteristics and project results. The interim report provides the
following statistics:
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Number  Percent
INGIVIGUALS BHGIDIL.................c.orcorirreerericaes st s sessssssosssnessessssmsassesmasmssssnsssionsses G098 avsvsssreseees
NUMDRE ASSIBNBE............c.cooooveeererrereesanrs sovasiseecsssessstass e b st sse st s bbbt 8715 248
NUMDRE WOTKEO............ooovecoevoensoneeerccomsaeeess s coassaesse s b s R 10 539 15.3
NUMDE! GO0 CUSE BXBMPEION ...... ...cov.veoreerreceerrcrecenrssecsserer s sessisse s sssssssss st e 299 85
NUMDEE SANCEINS .......oo.ovvveeeevssveseesomseoes s esssssssssss e ese s a5 s 0505 8RR 10 987 280

Note that 28 percent of all eligibles are subject to sanction.

This experimental program is still operating, and has been expanded from the
original seven test sites.

he final question regarding employment results is impossible to answer, since
with the single exception of the Brandeis study of the Massachusetts WEP, no data
have been gathered on kinds of employment entered and retention of jobs. In the
Massachusetts study, the numbers of individuals entering work experience and
subsequently entering employment is so small as to render the information useless.

We indentify the following reports on the experiments mentioned above:

1. Work Relief Employment Project (WREP); June 1973-January 1976, Report to
Legislature of the State of New York

2. Community Work Experience Program; April 1936—Final Report, State of
California Employment Development Division

3. Evaluation of the Massachusetts Work Experience Program—October 1980,
Brandeis University

4. Interim Report to Congress; Food Stamp Workfare Demonstration Projects—
October 1980, U.S. Department of Agriculture and U.S. Department of Labor.

Question 5. How many workfare programs have been conducted in rural States?
How do you design workfare in a remote, isolated geographical area?

Response. In 1978, 35 states chose to provide general assistance to employable
persons and of these, 20 had work programs either Statewide or within certain
countries. Among these were Indiana, Iowa, Kansas, Maine, Minnesota and Mon-
tana, to name a few. Work programs also existed in the rural areas in States such
as New York and Ohio. (See attached description of general assistance work pro-
jects.)

As to remote isolated areas, States will be free to develop whatever type of
program fits their situation. We have sug?ested schools as a source of positions, and
they would be accessible in all areas. In addition child care might be needed.
Community work experience programs (CWEP) participants in rural areas could
assist social agencies in outreach programs, work on weatherization projects, or
assist the elderly. Suﬁervision could be provided by the sponsoring agenC{eor entity
at a local leve! in whatever nanner is found appropriate. There would a great
deal of freedom in the administration of this program.
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APPENDIX A
Details of Work Projects -~ State or Local

The States that reported a requirement that an employable person must accept as-
signment to & work Project in order to be eligible for general assistance were asked to
supply a brief statement about the projects. The following points were to be covered:

1.
2.

3.

4.

1.

9.

10.

i1,

What (s the legislative or administrative base for such projects?
Are the projects statewide, or local?

In what political subdivisions have work projects been in operation within the past
calendar year (1976)? List any new areas beginning such projects in calendar
year 1977,

Does the work project assignment requirement apply to persons needing one~time
or short-=time sssistance, or does it apply to persons who need continuing sssist-
ance but are not eligible for Federal=State income maintenance programs?

What kinds of work are usually provided?

Does the recipient:

8. receive assistance and then work it out at some set rate that applies only to
gensral assistance recipient workers; or

b. receive an assignment to a public employment type job aloug with regularly
hired employees and receive & cash wage for his work;

c. in either case, does he receive 2 wage prevdiling in the community foc the work,
wages based on a State or Federal minimum wage, or some other specified
variation.

Is the worker-recipient protected by Workmen's Compensation?

Is there any expectation that the work assignment will lead to a job as a regular
employee, either full or part-time?

Are there any educational or job training aspects built into the work assignment?
If s0, what determines whether a particular recipient will be offered a particular
kind of work project placement?

Are there provisions for part-time asstgnments, during schonl hours only, for em=
ployable women whose children are in school?

If the recipient is marginally employable, what provision is there for determining
the kind of work he may be assigned to with safety to bimself and others?

Not all States responded in full, .The entries below record the information provided
by each of the 16 States reporting work projects in one or more political subdivisions,
plus an entry for Indiana where the '‘township trustee' may assign the recipient to avail-
able public employment. In addition, Florida, lowa, and South Dakota reported that work
projects are sometimes in use ih at least one county but provided no details,
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Details of Work Project

California

General Assistance recipients may be reguired to work as a con~
dition of eligibility. The work requirement is authorized by Sec-
tion 17200 of the California Welfare and Institutions Code. The
State does not sponsor work projects; however, several of the
larger counties do have such projects.

Work projects currently exist in San Diego, Los Angeles, Santa
Clars, and Alameda counties. The projects differ greatly from
county to county; however, they have certain features in common.
They are considerably smaller than the assistance case~load and
they are voluntaxy. The participant does not work for pay, al=
though some compensation for expenses is usually provided. The
projects all involve vocational counseling, remedizl education,
training and wnrk experience. Clerk~trainee and nurse-trainee
are typical jobs, and employment is typically in a city or county
sgency. The program is shart durstion (4=14 weeks). Some work
assignments lead to a regular job, and the participants are given
some assistance in job search.

Coanecticut

State Statute Sec, 28la, b, ¢, d. Work Relief Programs establishes
the legal base for Town Welfare Departments to establish Work
Relief Projects for those general assistance recipients classified
as employable but unemployed. The projects are entirely local,
and presently 40 towns are administering such projects. All work
relief projects established by towns must be submitted to the Com=
missioner of the Connecticut State Department of Social Services
for approval. In all towns administering a work relief project, as=
signments are made to persons needing one-time, short=time, or
continuing assistance,

Work Projects must conform to the following requirements:

1. The work made available will be restricted to projects as-
sociated with the affairs of the town government,

2. Only recipients who, in the judgment of the town official, are
capable of performing the work availsble will be referred to
such work,

3. The recipient selected to perform the work assigned will not
be used:

a. To replace a regular employee of any department or other
unit of the town government.

b. To perform any work ordinarily perforrned by a regular
employee of the town goverament,

c. To xq}lue or to perform any work ordinarily performed
by a craft or a trade in private employment.

4. The required hours of work will be related to and determined
by the amount of the budget deficit of the employable re-
cipient and the dependent members of the family included in
the payment. The recipient assigned to employment will not
be required to work more hours, at an hourly rate of pay
based on the minimum wage, than necessary to equal the
amount of the budget deficit. In no instance will the work day
exceed eight hours or the work week, forty hours.

{Continued)
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State Details of Work Project
Connecticut The recipient will be liable for reimbursement of assistance
(Continued) payments only to the extent of the excess of such payments

over and above the work performed.

The recipient's refusal to report to the work to which he has
been assigned by the local welfare official will constitute in~
eligibility for assistance from the town. Under statutes per-
taining to Unemployment Compensation, work performed
under a work relief project in accordance with the above re~
quirements will not affact & recipient's seligibility for U.C.
benefits on the basis of previous work record in private in-
dustry.

%, The number of hours assigned will be governed by the amount

of assistance granted to the individual or family group but
will not exceed eight hours in a day or forty hours per week.

The worker — recipient is pat pratacted by Workmen's Compensa~-
tiap. Expectations concerning eventual full or part-time employ~
ment as a direct result of a work relief project vary from town to
town.

Hawaii

Assignment to Public Work Project (Section 346,31 HRS):

An otherwise eligible adult employable individual, as a condition
to receiving General Assistance, shall also be assigned to work on
public work projects including the Temporary Labor Force Pro-
gram and to accept such assignment or employment as may be of-
fered to the individual by the Department or by an employer.

The required work period on work projects or Temporary Labor
Force shall be determined on the basis of the State's minimum
wage times hours of work not to exceed the amount of his general
assistance grant.

The mother of a needy intact family with minor children (under 18
years of age) shall not be subject to the above provisions.

Disqualification for Fajlure to Comply with Work Requirements

Recipients who disqualify themselves duc to their fallure to com-
ply with any one of the Department's work requirements shall be
excluded from General Assistance for a period not to exceed 12
months as follows:

a. Refusal to work or failure to work at least one-half the required
number of days or hours assigned without good reason on public
work projects including Temporary Labor Force ~ the individual
shall be disqualified foz s period of 1 month for the first instance
of non-compliance, 3 months for the second, 6 months for the
third, and 12 months thereafter,

(Instances of unexcused absence from TLF assignment of less
than half the number of hours or days required ~ the following
month's assistance shall be reduced accordingly.)
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Details of Work Project

Illinois

I1linois Revised Statutes, Chapter 23, Public Aid Code, Article IX
- Sec. 9-16 provides that service and training programs be estab~
lished in local governmental units (Counties, Cities and Town-
ships) and that local governmental units receiving State funds
must refer all recipients capable of engaging in employment to
such programs that are established, within or without the govern-
mental unit, Programs may be spnasored by governmental agen-
cies or by non-sectarian organizations. The programs may in-
clude, but are not limited to, the maintenance of or services re-
quired in connection with public offices, building and grounds,
state, county and municipal hospitals, forest preserves, parks,
playgrounds, streets and highways, and other governmental main-
tenance or construction directed toward environmental improve~
ment. The programs are designed to improve the work habits and
skills of those persons assigned and for whom jobs are not immed~
iately available. Training and experience are provided for recipi-
ents who lack skille so ss to increase their opportunities for em~
ployment. Currently there are 39 approved programs in 27 local
government units receiving State funds and supervision. It is an-
ticipated that, during 1977, 13 new programs will be initiated.

All non-exempt GA recipients outside the City of Chicago must ac~
cept assignment as a condition of eligibility unless there is good
cause for exception. If there is any question as to the propriety

of the assignment, in that a health problem exists or limitations
should be placed on the type of work assigned, a pre~employment
physical examination is arranged. Assignments are made for full
and half 8=hour davs but do not exceed 40 hours per week and are
not made for less than 3 days per month. The recipient is as-
signed for the number of hours which will not exceed 100 per cent
of the budget deficit not including medical costs. Wages, exclusive
of employment expenses, paid to the employee are deducted in full
from the financial aid which would otherwise have been provided.
The difference, if any, would be provided in the grant of aid. Wage

‘rates are based on the prevailing rate in the community and con-

form to State and Federal minimum wage laws. The worker-reci~
pient is protected by Workmen's Compensation.

Indiana

If able to accept employment, the person must be endeavoring to,
but unable to, find employment. The trustee shall require a reci-
pient to do any work needed to be done within the township or an
adjoining township for any governmental unit (including the state)
baving jurisdiction in those townships unless the recipient: (1) is
not physically able to perform the proposed work; {2) is & minor
or over 65 years of age, (3) has full-time employment at the time
he receives poor relief; (4) is needed to care for a personasa
result of that person’s sge or physical condition. This require-
ment does not apply if there is no work available for the recipient.

Kansas

KSA 39-708c provides the legislative base for general assistance
work projects and work and training programs. Projects are
available statewide. There is a wide variety of political sub-
divisions having work projects. In 1976 there 210 work projects.
From 1-1-77 through 7-31-77, 22 projects have been added.

Non-exempt GA applicants/recipients must register for and work

(Continued)
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Kansar
fContinved)

out assistance received on work projects as a condition of eligibil-
ity. The work consists of a variety of tasks which are to be use-
ful and nat base or degrading and must be of such type that it is
within the ability of the person to perform. The working condi-
tions must not impose undue hardship. Persons assigned to work
projects receive 100% of budgetary standards plus a work allow-
ance of $1.65 per dav. The number of days to be worked is deter~
mined by dividing the budget deficit (exc)uding the special work
sllowance) by the {ederal minimum wage.

The compensation provided participants consists of medical and
maintenance needs for persons injured on the project or if they
become ill or incapacitated as a result of such work. There is
the expectation that work assignments will lead to emplovment in
many instances and the projects should provide educational or job
training aspects.

Legislative base for work projects is State Statute Title 22, Chap~
ter 1251, Sec. 4504 (5).

Work projects are locally administered.

Work projects have been in operation in various focal municipali-
ties in 197¢, Unknown what other municipalities will have work
programs in 1977,

Work project assignments have no specisl requirement as to per-
sons needing one-time or continuing assistance.

Kinds of work vary in each municipality.
Payment on work projects vary in each municipality,

Worker~recipient is protected by Workmen's Compensation in
most municipalities.

There is usually no expectation that work assignments will lead to
regular employment.

There are no educational or job training aspects built into the lo~-
cal work assignments.

Provision for part-time assignments during school hours varies
according to the municipality.

Work assignments to marginally employed recipients vary accord-
ing to the local municipality.

Maryland

The GPA-E program provides temporary assistance to jobless
able-bodied individuals who cannot receive unemployment insur-
ance benefits and are without resources. This program is option-
al and is available in only (6) local departments of social services.
Maryland law provides that a recipient of this category of assist-
ance accept a suitable job sssignment with a public service, gov—
ernmaent, or non-profit agency. The concept of job development
for, and job development of, public assistance recipients is known
as workfare.

Legislation promulgated in the Annotated Code of Maryland (Arti-
cle 88A, Sections 3(a), 17A-1 through 17A-3) mandated revision of
existing GPA-E policy to include workfare requirements for all
recipients.

{Continued)
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Maryland The workfare project, administerad in each local agency offering
(Continued) GPA-E, was begun during the 1977 calendar year as a demonstra~

tion/pilot project in the Baltimore County agency and is projected
for implementation as soon as possible as other local governments
opt to provide funds. The various types of work to be provided
are still in development, concurrent with the progressive recruit-
ment of workfare ""host" sites.

The recipient will receive the normal, monthly assistance pay-
ment and then will "wbrk it off' at a rate based on the job's cus-
tomary pay, if predetermined, or the minumum hourly wage. The
recipient-participant will JYg be pratacted by Workmen's Cam- Qfy
pensation. The work{are site host agency shall provide necessary
transportation, equipment, and work supervision. Limited oppor-
tunity for on-the-job training will be present. Provision for as-
signment of types of work appropriate to the individual is made
through counagline and pre-placement intarviawing. Expectations
exist that the work assignment may precipitate regular employ-
ment, but there are legal discrepancies that have ygt to be re-
solved.

Michigan The legal base for work projects in Michigan lies within act 280,
Michigan Compiled Laws 400.55(a): '"Require employable persons
to work on work relief or work training projects if available, in
return for relief given."

Projects are nperated on a local basis, i.e., each county DSS of-
fice is responsible for establishing work relief sitea within the
county where the recipient resides. Persons receiving continuing
assistance who are determined employable are assigned to work
relief or work training projects. Work project assignments in-
clude, but are not limited to: clerical, janitorial, health sssist~
ance, lunchroom and playground attendants, teacher aides, soil
conservation aides, etc.

The amount of time s recipient is to participate in a work reliet
u-lEnmcnt is determined by one of the following methods: (:;

redit for work performance can be at the going rate in the com-
munity but no less than the federal minimum wage; (2) Credit for
work performed can be at the federzl minimum wage. After the
wage 18 determined, the recipient is required to work up to the
amount of the assistance grant,

A work training project is defined as an unsalaried job training at
a clearly aclﬁei. well supervised, work site. An individual has
the opportunity to develop basic work habits, practice skills
lesrned in classroom training, scquire on-the-job experience, or
demonstrate skills to a prospective employer. Work training as-

' signments can be made only to work sites of public or private non-
profit sgencies and are limited to 13 weeks with an employer.
Only two 13~week periods are permitted for each participant.
Participation is limited to 40 hours per week and is not related
to the amaunt of asaistance,

Generally, work training projects are preferred to work relief
projects. Assignments are made according to projects available
and recipient employability needs. It is hoped that work relief
assignments and work training projects will tead to full or part-
time employment. Frequently recipients leave general assistance

{Continued)
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Michigan
(Continued)

rolls after participation in work training or work relief projects
due to permanent employment either at the work assignment site
or private employers. Work relief often serves as & motivating
factor in finding employment.

Recipients who are assessed as needing education or training in
order to become job~ready may be required to participate in ap~
proved education or training program as an alternative to & work
relief program. Employment-eeeking requirements may be waived
during the time a recipient is involved in an sapproved education
or training program.

Participants in 8 work relief or work training program, if injured,
may be entitled to workers compensation. The State Accident
Fund represents the interests of the Michigan State Department of
Social Services in handling claims for workers compensation.

Minnssots

The legal basis for work project requirement i{s contained in the
Ceneral Assistance Act 250D.11:

'"'25¢D.11 Work Incentive and Registration. Subdivision 1. Every
person who 1s a reciplent of general assistance and not employed
shall be required, unless exernpt by subdivision ¢, to register with
the state employment service of the department of employment
services and the local agency and accept any suitable employment
that is offered him,

"'Subd, 2. The local agency shall provide a general assistance work
program for persons who qualify for assistance but who are unable
to gain employment through the state employment service of the
department of employment services. Local agencies shall adopt a
list of work priorities to be met through the employment of eligible
recipients when such recipients are unsble to gain-employment
through the state employment or through their own initiative. The
local agency may aseign the recipient such work as he is able to
perform but which is not that ordinarily performed and which
would supplement but not replace projects which sre ordinarily
performed by regular employees of the county.

''Subd, 3. General assistance work program recipients shall be
paid at the same wage rates as county employees doing similar
work, and the number of hours of work assigned to a recipient
shall be detarmined by the needs of himself and his family includ-
ing expenses incidental to his employment.

"Subd, 4. A local agency may contract with the federal govern-
mesnt, or with any departmaent, agency, subdivision or instrumen-
tality of the state, for the services of general assistance work
program recipients on such terms and conditions as may be agreed
upon, with or without consideration paid to the local agency.

YSubd, 5. General assistance work program recipients are employ-
ees of the local agencies within the meaning of worker's compensa-
tion laws, but not retirement oz civil service laws."

The Department of Public Welfare interprets that section as fol-
lows:

1. G.A. recipients are not county employees. They are, however,
eligible for workmen's compensation.

(Continued)
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Minnesota 2. The monthly G.A. grant serves as payment in advance for work
(Continued) subsequently performed. The work performed shall be credited

against the grant.

3. The amount of the grant divided by the hourly rate for the work
equals the maximum number of hours which the recipient can work
The value of the work performed shall not exceed the amoust of the
G.A. grant.

4. There is no requirement that a recipient work off the entire
grant if appropriate job placements are not available. {(In addition
8 recipient may be exempt from the work program under the pro—
visions of Minn, Statute 256D.11 subd. {6)

5. For recipients who work less than full-time, credit against the
grant should be given only {or time worked. Time away from work
for such as doctor's appointments, job interviews, and social work-
er appointments should not be counted.

t. G.A. recipients can be assigned only to jubs 1) "which are not
ordinarily performed by county employees' or 2) ‘'which supple-
ment but do not replace nrojects which are ordinarily performed
by regular employees of the county." Examples of the above are
brush clearance, or assisting highway maintenance crews, or
helping regular clerical employees. Agencies may not maintain

a vacant position to be filled by rotating G.A. recipients in the job.

7. Tne saine wage rates paid to county employees doing similar
work must be credited to G.A. recipients. Uniform or flat rates

of credit, for all recipients doing dissimilar work, do not conform
in all circumstances to the requirements of the work program.
The recommended procedure for determining wage rates for cred-
it against the grant is explained below.

a. Obtain detailed job descriptions for all the various G.A. jobs
which have been established.

b. Review the job descriptions to ascertain if they meet the
criteria of a) work which is not ordinarily performed by
county employees or b) work which supplements but does
not replace projects ordinarily performed by regular
county employees, Delete any jobs which do not meet this
criteria.

c. Group the jobs into categories such as: clerical, casual la~
bor, food service, laundry, custodial, aemi-skilled, etc.

d. Raeview the jobs in each of the various categories to deter-
mine if the duties are similar enough to consider them in
one pay rate for the category. In making this determination
consider the amount of heavy labor work and the skills re~
quired to do the job. If you find the jobs to be equivalent
within the category, you may group them together for pur-
poses of determining a pay rate. If you find substantial dif-
ferences in consequences of error or amount of supervision
or responsibility, you must use two or more pay rates for
the category.

e. Determine the pay rate by checking the minimum salary for
the particular category.

{Continued)



76

State Detafls of Work Project
Minnesota {1) Those counties under the Merit System should use the
{Continued) sslary schedules published by the Merit System. (Use

the same salary schedules under which the agency op-
erates; e.g., an agency on the B Salary Schedule for
clerical would use the B Salary Schedule to determine
G.A. work program clerical job salaries.)

(ii) Hennepin, Ramsey and St. Louis Counties should use
their respactive civil service salary schedules.

(i11) If a particular job category is not found in the salary
schedules for the Merit System or the other county
civil service departments, check with the local Employ-
ment Service Office to find the prevailing minimum
wage for the category.

{iv) Convert all monthly rates to an hourly salary.

(v) Trainee salaries may be used if the performance expec-
tations and the amount of responsibility assigned to the
recipients is less than what would be expected of a regu-
lar employee doing the same work, or the recipients do
not have the skills expected from a regular employee.
To reflect these factors in accordance with Merit Sys-
tem standards, a one-step deduction from the minimum
salary may be made. However, where work perform-
ance warrants, a recipient should receive credit for the -
regular hourly salary for the category, not the trainee
rate.

Performance of persons paid below the minimum should
be reviewsd frequently to determine when work meets
normal standards, after which payment must be made
within the appropriate salary range.

{vi) In no case may the wage rate credited be determined at
a rate lower than the applicabtle federal minimum wage
which is $2.20 an hour effective January 1, 1976.

{f. When employees of the agency receive 8 cost-of-living increase,
a salary adjustment based on a yearly salary study, or sn in-
crease negotiated by the union representing the agency, the
same increases should be passed on to the wage credit given
to the G.A. recipient.

Montana All able-bodied persons 18-t5 must be registered for work; 18
counties have work programs where recipient is required to work
for assistance provided.

New Hampshire 1. The legal basis is in the New Hampshire Revised Statutes An-
notated -~ 1¢5:31-32 Aid to Town Paupers; 1t(:23 Employ~
ment of Relatives (aid to county paupers); l1¢¢t:t Binding Out
(county paupers).

2. Local projects.

3. Municipalities and counties.

(Continued)
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Svew }.ump:hire 4. Both continuing and short-term cases may be assigned to
{Continued) work; but ususl practice in short-term assistance is not to
require work project participation.

S, Jobs are usually provided in municipal or county governmaont
Support services.

t. In all cases the applicant receives sssistance first; but where
work is required, the individual receives at least the mini-
mum wage in cash or credit toward amount of assistance pro-
vided.

7. Yes, worker-recipient is protected by Workmen's Compensa-
tion.

8. Sometimes a work-project assignment may lead to a job.

9. There arc no formal educational or job training aspects to
the project; but some on-the-job training does take place.

10. Yes, provision may be madse for part-time work for women
where children are in school, but extent is minimal.

11. If the worker-recipient is only marginally employable, de~
cision as to a safe assignment for him is made at the discre-
tion and by determination of local welfare officers.

New York There is a requirement that all Social Services Districts in New

78-603 O--81——6

York State operate a8 work relief program. All employable Home
Relief (i.e., general assistance) recipients must accept assign-
ment to 8 work project in order to maintain continuing public as-
sistance eligibility.

1.

~

4.

The legislative base is New York State Social Services Law,
Section lo4.

Work projects are locally operated by each Social Services
district.

All New York State counties and New York City operated work
projects in 197¢. ’

The work project sssignment requirement applies to persons
needing one-time only or short-time assistance, although in

practice these persons may not actually be assigned because
the case would be closed before assignment could be effectu-
ated. The work requirement also applies to persons needing
continuing assistance. The requirement applies only to em~
ployables in the State/locally funded Home Reliel Program.

The kinds of work usually provided varies widely according
to local arrangements and the needs of the participating
agencies.

6a. The client must have his case accepted before assigonment to

work relief. The client then "works off" his or her grant at
cither tiie minimum wage or the prevailing wage attributable
to the specific work. The rate variation depends upon local

procedure and policy.

6b. The recipient often performs work assignments correlating

with sctivities conducted by regularly hired employees of a
(Continued)
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New York public or non-profit agency. The recipient does not receive
{Cortinued! a cash wage. The recipient may not be used to replace, or to

perform work ordinarily and actually performed by, regular
employees.

tc. The '""work off rate’ is equivalent to either the wage prevail-
ing for like work in the user agency or the State and Federal
minimum wage. Smaller Social Services Districts tend to use
minimum wage; metropolitan districts tend to use prevailing
wage rates.

7. It is a requirement that all worker-recipients be covered by
work:mien's compensation.

8. In general, there is no expectation that the work assignment
will lead to a job as a regular employee. Some of the more

--- creative local Social Services employment staff have been
able to develop arrangements which encourage transition to
regular agency payrolls.

9. Educational and job training aspects are generally not built
into work assignments, although they could be. Generally,
local Social Services employment staff will attempt to develop
expressed job skills or interest areas.

10, It is possible, but not probable, that part-time assignments
during school hours only are made available for employable
women with schcol childrer.

11, The law provides that a district may only make work assign-
ments to which the client may be assigned with safety to them-
selves and others. The user agencies of work relief recipi~
ents have the right to reject specific individuals, which tends
to screen out clients with employability limitations which
might affect job related safety.

P

Ohjo

The legislative or administrative base for work projects is Ohio
Qevised Code Section 5113,

The projects are statewide, All 88 counties have had work relief
projects since October 197¢, Prior to October 197¢, 77 counties
had work relief projects.

Work relief projects are designed for continuing assistance only;
the requirement does not apply to persons needing one-time assist-
ance.

The work usually provided consists of clerical jobs, manual labor,
and public works employment.

The recipient receives assistance and then works it out at a set
rate - Ohio's minimum wage. The worker-recipient {s protected
by Workmen's Compensation.

Some work relief projects do lead to regular employment.

There sre soume educational training aspects of the work assign-
ments in that there is some specialized work relief training and
much on-the-job training. Determinants of job placement are
availability of jobs, prior work history, and education of client.

The maximum hours possible for work is $wsaty-four hours per

week 80 that 8 recipient may actively seek other employment.
{Continued)
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Ohio Each recipient's work hour needs are taken into consideration at
{Continued) placement. It is possible for part-time assignments to be made

for mothers whose children are in school.

A recipient's needs, abilities, and handicaps are taken into con-
sideration by caseworkers who work to place the recipient in the
best job.

Rhode Island

Utah

General Laws of R.I,, Sec. 40-t~8, provides that General Public
Assistance may be provided in the form of work relief or cash
relief. The programs of work relief are under the direction of
the Local Director of each city/town. Currently, the following
cities /towns have work relief projects: Burrillville, Bristol,
Cranston, Gloucester, North Kingstown, Pawtucket, West Warwick,
and Woonsocket.

Work is provided in a city or town department through s variety of
placement. Each community has their own criteria for determin-
ing type of placement and other requirements.

The recipient receives assistance and then works the appropriate
number of hours, determined by the amount of the GPA grant, at
a rate of $2.10 per liour. An additional $10 ver week is added to
the grant of participants of this program. There is no protection
under Workmen's Compensation.

Current registration with USES required; assignment to a work
experience and training project required of alt employable persons.

An applicant/recipient is ineligible if he has refused to accept em=
ployment ''without good cause'. Thase temporarily unemployable
are eligible. The legislative base for projects is found in Utah
Code 55~15a-17 and is to provide employment opportunity to em-
ployable recipients. Projects are set up on Federal, State, and
local levels and are found in all regions. All subdivisions have
functioning project areas, and & variety of assignments are avail-
able and applied to all eligible employable persons. Although
emergency assistance is available, the recipient is encouraged to
perform on the project in order to receive his assistance. He is
assigned 9¢ hours per month regardless of the grant base amount.

Those persons assigned to & Work Experience and Training pro-
ject are paid on a prorated basis of hours performed and are
closed at this point if full hours assigned are not completed.

Workmen's Compensation is provided but no formal job expecta~
tion is made. The program is an experience and training program
and assignment by skill and desire is considered.

Wisconsin

""Any county or municipality may require persons entitled to relief
to labor on any work relief project authorized and sponsored by &
county or municipality, at work which they are capable of perform-
ing."
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Question 6. 1 am interested in the cost estimates associated with adoption of
community work programs. Your estimates show savings of $37 million in fiscal
year 1983 rising to $98 million in fiscal year 1986.

How did you arrive at these cost savings? Do these savings imply that AFDC
recipients will be gainfully employed, or will they simply have dropped off the
welfare rolls?

Further, will States be required to offer training in addition to locating jobs for
welfare recipients?

Response. In estimating the savings, we assumed that 50 percent of the AFDC
population would be exempt from any work requirements. The other 50 percent was
assumed to be subject to work requirements and that as a result of CWEP, AFDC
caseloads would be reduced by 5 percent by 1985. A national average benefit was
used.

The savings would be the result of several factors:

Some recipients would put additional effort into securing employment and become
self-supporting,

Some savings would result from the elimination of fraud; and

Some recipients who have a potential source of support (e.g. parents) would not
apply.

Welfare reform demonstration projects have recently shown that when individ-
uals are required to report daily for structured job search there is an immediate
drop-out of participants. In Lowell, Massachusetts, 7.9 percent of the participants
called in and requested their cases be closed. In Weld County, Colorado, the AFDC-
U caseload was reduced immediately by approximately 25 percent when the job
search requirement was introduced. Weld County is also demonstrating the use of
job search with applicants and has found in the last year that 17.2 percent never
reported to the job search program. An additional 16.5 percent started in the
program but dropped out. Weld County is now trying to track these families. Both
Lowell and Weld County report that where a reason was given for dropping out,
e}r]nployment was a significant factor. However, no scientific report is available at
this time

In addition, AFDC quality control data has shown an earned income error rate of
approximately 5 percent and an unearned income error rate of as much as 3
percent. A requirement that recipients report to community work projects would
reduce the amount of fraud due to unreported earned income.

Recipients who have unearned income of any significant amcunt, which is not
now reported, may decide to request removal from the rolls rather than participate
in community work.

We expect that States will continue the job search and training programs which
now exist under WIN. Furthermore, where feasible the new work projects are
expected to provide specific training or skill development needed to qualify for
existing jobs in the regular economy. However, States will not be required to offer
trailr}ing as part of each project other than that gained through the work experience
itself.

Senator LoNG. I would like to also ask about the child support
program. Ten years ago the welfare rolls were rising rapidly. The
Department of Health, Education, and Welfare—that’s when you
were a Senator—was projecting that the growth would continue.
The growth has not continued, and a substantial reason why it has
not continued is that we were successful, over the objection of the
Department of Health, Education, and Welfare, in enacting a
strong child support program. The figures were showing, and they
perhaps still show, that about 75 percent of these children on
welfare are listed as being in families where the father is absent
from the home. We undertook to track these fathers down and
make them pay something to support their children. I think that
you have always supported that concept and do so today.

What concerns me is that the proposals would tend to make the
support service less available because the nonwelfare families
would have to pay a fee in order to get the benefit of the child
support help that the law has provided, and also that the States in
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going after this matter would not have as much financial incentive
as they have in the past.

I wonder if you would agree with me that the big savings in this
program come not from what we are collecting from those fathers
so much as from the deterrent effect on those many people who
otherwise would abandon their families without support when they
know that somebody is coming after them to try to make them pay
up.
Secretary ScHWEIKER. Well, first, Senator Long, let me say that
you have done a tremendous job in this area. I think your leader-
ship and the committee’s work in here has really set a standard.
We are really trying to follow on from some of your ideas and
thinking. So, we are certainly going to be influenced greatly by
your feel of this situation. I believe that we want to try to keep the
incentive in the system to make it work. And we are certainly open
on this matter. I had somebody in the House suggest that maybe
we ought to put the 10-percent fee on the absent parent rather
than the way that we propose it.

Now, I guess I am saying, in essence, that if you have some other
ideas that will still accomplish our purposes in this area, we will
certainly listen to them. We do feel there should be some kind of a
fee here, but maybe we could put it on the other parent instead of
the one who is bearing the lion’s share of the burden.

Senator LoNG. Well, the problem to me, Mr. Secretary, is that
there has been a philosophy down in the Department, before you
ever jjot over there, that when they talked about cutting back,
somebody would say, ‘“Well, let’s cut out the child support pro-
gram.” Well, for every dollar you would save by doing that you
would probably really lose $10, because that's almost like getting
rid of the tax collector. When you cut back on the incentive for
States to collect and when you cut back on what is available to
help pursue these runaway fathers, that encourages people not to
make their support payments. I think that we ought to try to move
on the basis that men understand that when they abandon their
families they have a burden and that it is expected they will pay it.
Meeting that obligation is the thing to do and if they don’t do it,
we are coming after them and we are going to sue them. We are
going to make it attractive for those district attorneys wherever
they are to go after them too.

Now, that has cost us some money. But I think that the saving is
difficult to estimate because the big saving comes from the people
who are not abandoning those families or who are making a cash
contribution because they know they are going to be sued.

Before you went over to the Department, Mr. Secretary, I must
say we didn’t have much help from the Department. We couldn’t
even get their support when we tried to make the Internal Reve-
nue Service tell us where those fathers are.

In other words, here was the tax collector who knew where the
papa was. The papa had a good job, he was able to pay child
support. And the tax collector said, “Oh, no. When I collect the tax
I've done my job.” Well, he hadn’t done his job. He also worked for
this Government. You know, it took one terrible struggle to fight
that matter through and make the tax collector tell us where the
father was. Then we had trouble with the Department later on.
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That's before you got there, Mr. Secretary. But you may recall that
over in the Social Security Administration they didn’t want to give
us a social security number so that the tax collector could tell us
where the father was.

I would hope that you understand, and that you will want to
work with us on this matter that we want to make it sufficiently
attractive that every district attorney in the United States would
be inclined to be active, go out there and prosecute these cases
where the man leaves.

I was a poverty lawyer back before the Government started
hiring poverty lawyers. I can recall when some poor person would
come up to me who had been abandoned with those children. If the
man had left town, there was nothing we could do about it. But we
have now provided the tools and I just think that we ought to
continue to make them available.

I would hope that this fee you want to impose does not give a
fellow a better chance to get away with escaping his duty to his
family when he abandons that woman and those little children.

Secretary SCHWEIKER. Well, we want to work with you on this,
Senator Long.

I share your concern. If that’s the impact, then, obvicusly, we
should look at another way of doing it. Now, we did put in here,
and I am sure you are aware—just following along this same
concept, we put in a tax intercept proposal for that absent parent
to make sure that he doesn’t get as much of a free ride as he has
been getting.

So, the point is: We are working philosophically right down the
same road you are going and we are very open to any suggestions
or ideas. We are not going to shortchange a program that has been
shown to be cost effective.

Senator LoNnG. Well, you showed the good judgment of hiring one
fellow who was on the staff of the majority side of the aisle in
previ. 1s years, Bill Galvin. If your people listen to his suggestions,
I think you would find that you have at least got somebody up
there who is really tough on runaway papas, if he has enough
influence to make his views become effective up there. He thinks,
and he has counseled me for years and other members of this
committee, that there is probably a billion dollars more that could
be saved in this area by making those fathers pay up. I am satis-
fied that there is a lot that can be done that has not yet been
achieved.

Secretary SCHWEIKER. Well, we certainly are glad to have him
with us and we certainly are going to follow those leads.

Senator LoNG. Thank you.

Senator DoLE. Mr. Secretary, I have a number of questions that I
will s(;lbmit. But I would like to ask just two or three more for the
record.

Does the administration have any current position on increasing
cost sharing arrangements in the Medicare program?

We have listed a number of suggestions in the so-called Blue
Book, which you may or may not have, on page 70, where we would
do a number of things. At least we have suggested a number of
things that might be done if you might look at the medicare
program.
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Secretary SCHWEILER. Let me say, Mr. Chairman, that right after
we finish our social security proposals to your committee and the
Ways and Means Committee, we will get right into the whole
health delivery system. And when I answered the question a
moment ago about the competitive approach, that review will be
broad enough to include specifically the questions you are asking.
We will certainly be looking at the very suggestions that you have
outlined in a Finance Committee report.

So, I think the answer is: Yes, we will address ourselves to that;
and yes, we will very seriously consider the proposed savings and
suggestions that this committee has made.

Senator DoLE. And also the largest single expense in the medic-
aid program is nursing home care. I think one of the recommenda-
tions the Governors made was that a cap be placed on that aspect
of the medicaid budget. Is that one of the recommendations made
by the Governors that you would support?

Secretary SCHWEIKER. Let me say, that wasn’t in their general
list of recommendations. It was probably in one of the sublists. But
we will certainly look into that. That wasn’t in the list they all
agreed on.

Let me say, though, that I think it is important to note that it
would give them the flexibility if they want to do that. So we would
not be antagonistic to doing that. If that’s what they want to do, we
can give them the waiver to do exactly that under our proposal.

So, the answer is that, yes, we will give them that prerogative,
but that wasn’t just on their top list.

Senator DoLk. I think one of the problems that may need ad-
dressing very soon, is the cost of the ESRD program. It is a very
critical program. It is my understanding that in 1979 less than one-
half of 1 percent of medicare beneficiaries are patients with renal
disease, but they received 5 percent of all the medicare payments.
In fact, by 1985 it is estimated that 79,000 patients will be receiving
treatment at a cost of $2.4 billion. There has been some talk in this
committee in the past that certain dialysis patients might return to
private sector insurance and thus reduce the Federal role in fi-
nancing their care.

Maybe it's premature, but I am wondering now if the administra-
tion is examining ways the Federal Government might reduce its
role in the financing of kidney dialysis?

Secretary SCHWEIKER. Wefl’, we are proposing a revised reim-
bursement rate for chronic renal dialysis under medicare so that
we are issuing regulations to promote greater efficiency in the
delivery of dialysis treatment.

So, we are beginning to move into this area. This is just some-
thing that we are proposing in the interim. I suspect we will be
looking at that program in greater detail when we have the whole
health delivery system up for review.

Senator DoLE. I mean, I think when it is addressed we need to
find some alternative because there isn’t any realistic alternative
now, unless we can find some place to shift the cost, or some way
to reduce the cost. Certainly, the administration will not suggest
that we end the program, or cut it back, so that the patients would
not receive treatment.
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And, finally, the only other thing that I will ask for the record
now——

Secretary SCHWEIKER. I might say that our proposal would save
$105 million in fiscal 1982, but that doesn’t get to the larger, bigger
matter that we will also address.

Senator DorLe. It has been suggested by some and there have
been some reports that several hundred thousand families will be
affected by the administration’s proposal relating to AFDC. Do you
have any estimates now on how many families might be affected
and the characteristics of some of these families?

Secretary SCHWEIKER. Mr. Chairman, I think this is one of the
areas where the argument in the papers begins to miss the point of
what we are trying to do and how defined our programs are.

It is interesting that the very figure that was used to this effect
was provided by our Department to the Ways and Means Commit-
tee. The breakdown shows, for example, of the 658,000 families that
would either have their benefits reduced or terminated, a majority
of that group of families, some 375,000, if you figure the food stamp
allocation in there, would actually be above the poverty line.

So it gets back to the point I was making earlier that, we aren’t
counting the two or three Federal supplemental programs that we
have in these programs. That’s why the multiplicity of services just
proliferates to the point where one out of three families is now
getting some benefit. So, 375,000 of this group would actually be
above the poverty line if you include food stamps.

Another 283,000 families that initially claimed to be below the
poverty line would not be below the poverty line if you do two
other things. That is, to allow stepparents to be counted as income
bearers, which seems to me very logical and very rational; the
failure to count stepparent income has permitted our costs to esca-

ate. :

And the other part of it is assuming that when a person reaches
age 18 and finishes school he is eligible to work. So, just making
those three assumptions, you will eliminate 90 percent of the
658,000 families. Then you are left with some 70,000 families. Only
20,000 would then be removed from the rolls, out of the whole
658,000. And those 20,000 wouldn’t be elgble by the current law
definition if they were new applicants. the present judgment
would be not to make those people eligible. But they were some-
what grandfathered in, so we are protecting them. On the other
hand, this basically says that a new person wouldn’t meet that
standard today. So that's the 20,000 that we are talking about. And
there is another 50,000 who will get some reduction of benefits. But
they will still be better off than some other low-income families
who chose not to participate in AFDC. So, you are really talking
from 658,000; you are down to about 70,000 and 20,000 of those who
wouldn’t be eligible today by their own standards.

And let me say that we haven't counted federally subsidized
housing—rent subsidies. My figures here did calculate food stamps.
If we threw in another Federal subsidy, I am sure the figures
would be even less severe than the 20,000 and 50,000 that I just
recounted.

Senator DoLe. Well, I'll just say, I think you find both sides of
the committee will be supportive of efforts to do something with
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the way that one chart indicates that we must do something. But I
am also pleased to hear you indicate that if we find other ways to
save in other programs, we certainly will have the support of the
administration in most cases. Because we do have ideas of our own
on how we might save some money and if that in fact could be
agreed upon by the committee and by the Congress, it could have
less of an impact in some of the recommendations made by the
administration.

This is the responsibility we have. We hope that we will be able
to consult with the Secretary and members of your staff as we take
a hard look at all of these areas ourselves.

Secretary ScHWEIKER. We appreciate that, Mr. Chairman. We
are really quite flexible on how to work these savings and accom-
p}llish these reductions in gross. So, we are very openminded on
those.

Senator DoLE. Senator Baucus.

Senator Baucus. Mr. Secretary, I have several fairly concise
questions which I will ask for you to answer and have included in
the record.

Second, I want to just follow up slightly on a point Senator
Bradley made, that is reduction in preventive health care. You
might recall during your confirmation hearing the strongest point
you made was your desire as the Secretary of the Liepartment to
increase preventive health care. I remember I was sitting right
here and you were sitting where you were and the tone of your
voice was the strongest, I think, on that very point. That is, that
seemed to be the chief goal that you were going to pursue as the
Secretary. So, I hope that as we devise these programs that you
remember your chief goal. I don’t know if those were your precise
words, but you were certainly most enthusiasticc. When you an-
swered that question you made that point. That is that you were
trying to increase preventive health care. So, I just encourage you
to keep it up.

Secretary SCHWEIKER. Well, first of all OMB presented me with a
proposal to block grant everything into a one block grant. They
presented me with a proposal to put energy, preventive health
care, basic health services, social services into a one block grant. I
successfully opposed that and broke down not only energy but
preventive health services. So, I did win that battle. We have never
had a block grant for preventive health service before.

Senator Baucus. I guess what concerns me, though, more funda-
mentally, is that your proposals—that is, the administration pro-
posals to reduce, for example, medicaid; put the 5 percent cap on
future years; as well as your proposal to cut back PSRO money,
phase out PSRO’s. Other programs are premised on greater flexi-
bility, state administration. They are also premised on subsequent
legislative enactments of, for example, more competition in healih,
and ways to reduce savings. The implication is that will provide
not only savings but better health care.

My concern is that to a very large degree we don’t know what
those premises are. That is, we haven’t seen the legislation. We
don’t know precisely the kinds of flexibility you plan to give the
States. We don’t know precisely, or anything close to precision, the
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kind of competitive models or the competitive nature you propose
to build into our health system.

And that concerns us in the Western States, primarily because
the competition probably doesn’t work quite as well. Because there
just aren’t that many hospitals or that many doctors. There are
some parts in the West where there are not a lot of people, there-
fore not a lot of different providers of health care. Competition
might make a lot of sense—it does make a lot of sense in more
urban parts of the country—big cities, lots of hospitals, et cetera.
But it is difficult for us in the West to agree with some of your
recommendations when we don’t know what your premises are.
That is, we don’t know the degree of State flexibility in the kind of
competitive model that you intend to propose.

It also somewhat reminds me of the campaign. You are up here
campaigning. We all know in campaigns we promise what we are
going to do; it sounds good. But when we are actually trying to
accommodate different legitimate competing differences and enact
the programs, we run into problems with trying to just do what is
best and with limited resources we can’t do evervthing. And, so it’s
difficult for me listening to your campaign here before I can see
with more precision what you have in mind later on, which is the
basic premise of your cuts.

When are we going to get some of these proposals, by the way?

Secretary SCHWEIKER. Which proposals?

Senator Baucus. Well, in your testimony you say that you are
going to provide us with some——

Secretary SCHWEIKER. My statement couldn’t be more specific.
We have maybe 50 items on specific proposals. I could have gone
through the whole thing.

Senator BAucus. No, I am talking about——

Secretary SCHWEIKER. So they are very specific.

Senator Baucus. Yes. But you say that—dJust to take one exam-
ple, PSRO’s. You want to phase it out.

Secretary SCHWEIKER. All right.

Senator Baucus. In your statement you say you are coming
along later with some legislation to provide more competition to
help address part of the problem that PSRO’s were created to
address.

And the same thing with Medicaid. You see it coming along later
with legislation to reduce some of the costs that presently occur
because there is lack of competition.

So, when are we going to see that? )
- Secretary SCHWEIKER. Well, first of all, the block grant prograni
is going through OMB clearance right now. We should have that
up within a week. So, we have 50 or 60 specific items in my
statement today that makes it clear exactly what we are proposing
on the reconciliation package and the fiscal 1982 budget reduction.

Second, we have our block grant program that is in final form
and just waiting clearance from OMB. And the only other thing
that I think we have talked about this morning was the health
delivery systzia. I told Senator Durenberger that that would come
up as soon as we finish social security proposals which this commit-
tee has asked me for.

Senator BAucus. Roughly when?
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Secretary SCHWEIKER. We are going to complete work on the
social security proposals in probably 2 weeks. We will then begin to
work on that immediately afterwards.

Senator Baucus. I just encourage you to—When you devise it,
though, and formulate it, that you pay very close attention to rural
parts of the country and recognize that the Western United States
is not Philadelphia. It’s not eastern Pennsylvania, for example.

Secretary SCHWEIKER. Let me say, Senator, that you will be
delighted to know that Pennsylvania has the largest rural popula-
tion of any State in the Union by the census definition. So I have
been pretty sensitive to that.

If you look at our National Health Service Corps figures, you will
find that we are increasing the National Health gervice Corps from
the present level of 2,000 slots to 2,500 slots. So that is a 25 percent
increase and that specifically is designed to go into your needy and
rural areas. So there is no cut in terms of the growth of the
National Health Service Corps. We are going from 2,000 to 2,500
slots, which is something that has to be said.

On the prevention aspect, I would like to mention that I fought
very hard, and quite successfully, against reducing the NIH budget.
I happen to believe in terms of prevention. That is exactly where
the ballgame is. If we can research the causes of these diseases; if
we can research exactly what the relationship of nutrition and diet
is to these diseases, we are going to save people’s lives, make them
live longer, and we are also going to save health care costs. So, you
will find there are no cuts here of significance to the NIH. That is
a $3% billion operation. So I successfully advocated and won a
strong element of prevention through biomedical research. And I
happen to believe that is probably our best investment of all in
terms of prevention.

Second, I also am going to propose—and I might have mentioned
this before—that we use a reimbursement mechanism for health
prevention. That instead of just reimbursing people for being sick,
we reimburse them for being well and having a proposal that does
that. The competitive system is going to foster a group health plan
and an HMO concept that pays people for keeping them well. So
you are going to find a reimbursement mechanism that goes to the
area of prevention.

So there are other ways for doing it just besides the categorical
programs. And that's the point that I am trying to make.

Senator DURENBERGER. I might say to my colleague from Mon-
tana that competitive health care is not a bill that can be passed
easily and then it settles on the whole country like a blanket while
you pull a fee-for-service blanket out from under it. I think you are
right in making the observation that it will come most quickly and
most effectively in the more populated area and that any sugges-
tion that competition is a cure-all that you can budget into the
1983 budget is not very realistic.

Senator Baucus. I know the Senator knows that, and the Sena-
tor knows that I know that too. I j:st want to make the point so
that the Department, when it sends up its recommendations, also
takes that into consideration.

Senator DURENBERGER. OK.

Senator Baucus. Thank you.
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Senator DURENBERGER. Mr. Secretary, back on your struggle
with whoever it was on block grants, did you try to poll—and I
know you come from a labor and human resources background and
I come from a Finance Committee background—but did you make
any effort to preserve title V and keep it from getting blended into
the health services block grant, particularly for maternal and child
health? And if you didn’t, would you tell me why we ought to get
rid of title V? Couldn’t we get some of the same objectives we are
after by keeping maternal and child health and the crinple chil-
dren in title V and block the rest of those?

Secretary ScCHWEIKER. Well, I have to go back to where I had to
start from. The OMB proposal was to block grant everything in my
department. I disagreed with that and got four. I guess, originally
they were going to give me two. So that to some extent I feel I won
some battle in that respect. But I don’t know how to go further
than that unless you establish a separate block grant for it.

Senator DURENBERGER. Would you have any serious problem if
we tried to work in that direction, to reserve title V and put
everything else into a block grant?

Secretary SCHWEIKER. I think it is important now, Senator, to
make a point. We are not destroying programs by block granting
them. We really feel that the States have a great sensitivity to
these programs and to some extent were perpetuating them be-
cause we provide that they must use the money in that block for
those programs. What priority they assign is up to them, but they
must use it as it has been done in the past. So that will be
preserved in the States.

Now the Governor or legislature may well argue about what the
priorities would be, but they must use the money. It is not like
revenue sharing. They can’t just spend it where they want to spend
it. They have got to use the money for programs that have been
consolidated in that block, including the program you are mention-
ing.

Senator DURENBERGER. But, unfortunately, on comparing this,
the health service block grant, with the social service block grant,
here you are putting little kids that don’t vote in competition with
adults and senior citizens and a lot of other folks to a much greater
degree and then cutting the program to begin with.

And I would just suggest to you, and we don’t have to debate the
point any further, that I would certainly like to give some consider-
ation to preserving title V and keeping the maternal and child
health separate from the rest of those programs, unless at some
p}(:int you can come up with some very strong objection for doing
that.

Secretary SCHWEIKER. Let me say, Senator, I share your concern.
Let me say that a number of the programs in that health service
block are programs that I am a cosponsor of and helped initiate, so
I happen to think they are important programs. But I also happen
to think that because they are good programs that they will be
preserved. I believe that the momentum and the need will justify
an ongoing commitment in those programs. We did look at other
proposals too: How do we protect different elements in the block?
How do we put constraints in? How do we protect rural versus
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urban delivery services? How do we make sure that the services
are properly targeted?

Unfortunately, the further and deeper we got into it, we just felt
that you are almost back to the categorical program approach if
you begin to write those things in again.

That is our dilemma. The further you go toward protecting what
you think are good programs, the closer you get back to categorical
programs. I came up with the 4 block ap;t))roach because I thought
that was a fair compromise between 1 block and 40 categorical
programs. There are certain safeguards you can build in, but then I
think you get into a problem. How do you prevent 40 different
sponsors of 40 different bills from building in a proposal to protect
their program and then we are back to the $300 billion gross rate
problem. So, I understand what you are saying, but it is a tough
one.

Senator DURENBERGER. I was just reminded of another distinc-
tion here, and I have only been here two years and I think you
know the distinction. That is that title V is part of coordinated
services within the Social Security Act, whereas many of the rest
of these are community health based. They come to us courtesy of
people like you who have commitments to this area, so there is
some distinction.

But let me add in the little time I have left, ask you a question
about the future of PSRO's. .

Your statement would indicate that we will hang onto the effi-
cient PSRO’s and drop the others. My question is: What do you do
in terms of some constraint on health care costs in the argas where
you have dropped the inefficient PSRO’s? Doesn’t it make more
sense to find out what makes the good ones work; try to get that to
work in the inefficient areas during this period of time when we
are transiting from the present system to a competitive system?

Secretary SCHWEIKER. Let me say, Senator, that there are cer-
tainly some good PSRO's and there are some poor PSRO’s. And,
unfortunately, they sort of fall into one or the other category. If
there is any way that this committee in its wisdom can give us
some elements of protecting the good aspects of PSRO’s, we are
very receptive to that. Because there are some that have really
done a good job. The tragedy is that the overall record isn’t that
great. There are some that have been a dismal flop. So that we are
certainly receptive to see if there are some elements of utilization
review that we might build into this system.

Senator DURENBERGER. We'll start next Monday morning at our
hearings. I am glad that you will be receptive. My time has ex-
pired. Senator Mitchell.

Senator MITCHELL. Mr. Secretary, I wanted to ask a couple of
questions about the AFDC portion of your statement, specificall
page 25 of your statement. While your aide is getting that I will
precede it by saying that recently, just a few days ago, I was asked
to meet with a group of women in a city in my home state who are
recipients under this program, beneficiaries under this program. I
thought that the purpose of the meeting was going to be for them
to urge me to vote against any cuts in the program, because that is
essentially most of the meetings that I know my other colleagues
and I are having these days. But that wasn’t the purpose of the
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meeting. They wanted to tell me that each of them wanted to work;
each of them was concerned about the stigma that is associated
with receiving welfare in this country; and that each of them
wanted the self respect and self esteem that comes with making
ones own way in a free society. But they argued the way the law is
now administered, particularly the method of calculating earned
income disregard, that there was no incentive for them to work
and indeed there was a specific disincentive. They argued in each
case that they would go out and work. And as I am sure you are
aware, most of the people on AFDC are virtually, by definition,
persons who do not have a high level of skills and, therefore, are
not able to get very high paying jobs, at least as they enter the
workplace. After the calculations were made for earned income
disregard and all of the benefits were reduced accordingly, they
were in most cases worse off, or just about the same, or perhaps
slightly better off so that in effect for working 40 hours a week,
they were getting a few cents an hour.

I asked them in each case to write it down, exactly how much
they were receiving under each program, exactly how the income
disregards were calculated, and precisely how they arrived at these
calculations. I haven't received those yet—just leading up to this
question.

I was, therefore, very much interested to read your statement at
the top of page 25, the first sentence, which, of course, says, and I
will read it:

The generous disregards applied to earned income under the current law, for

example, have allowed AFDC recipients to join the work force to continue to receive
public assistance even after they are working full-time.

This is diametrically opposite to what this group of AFDC recipi-
ents told me just a few days ago. This is precisely the opposite of
what they said.

I don’t have a specific question for you now, except to ask that
when I receive the specific written information, the calculations by
which, or upon which, they based their allegations, I would like to
send them to you and ask you to comment on them and ask you
whether or not they square with this statement here?

I think getting people off welfare is perhaps the second in popu-
larity; third in popularity in this country to getting the Govern-
ment off our back. American flag, apple pie, and motherhood, I
guess, is the first general phrase. And everybody wants to do it;
nobody disagrees. Persons who are paying the bill; persons who are
charged with administering the program; persons who are recipi-
ents. I think we all agree on that. I know you agree with that. But
it seems to me incredible that the information I received, and this
was maybe 8 or 10 women—different backgrounds, arrived at their
present circumstances by different means—made statements to me
which are exactly the opposite of what is stated in your statement
here today.

Now you obviously can’t comment until I provide you with the
information and I don’t have it in front of me. I wish I did. Had I
known this hearing would be held today, I would huve gotten it
before now. But I would like to submit that to you in writing—
their specific—and these are real people, actual cases—and have
you comment how that squares with this statement here today.
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Secretary SCHWEIKER. I'd be glad to, Senator. Let me just re-
spond in general to the point you are making.

You and I don’t really disagree in terms of where we are trying
to go. The problem has been that in the past we have written
incentives in the law to give people an incentive to work. However,
we have overshot our mark, substantially. Not only do we give
people incentives to work, but we also give them incentives to stay
on welfare and work. The problem is that we have gone too far the
other way and we have got to come back some where to where the
incentive is to work and not to stay on welfare. So we submit this
proposal on the basis that we will keep an incentive for people to
work, but also to get off welfare.

The problem with the present formula is that peo(rle can stay on
welfare and get higher and higher levels of pay. And that creates a
problem of everybody piggybacking on a program. So we are trying
30 devise a way of selecting it out to do exactly what you want to

0.

We are not hidebound on this. If there is a better way to target
the incentive for people to work than we have proposed here, we'll
listen to your proposal. But, we really feel the present proposal
that is current law counts work-related expenses twice and esca-
lates it beyond what it should be. So, we will be glad to look at
your individual cases and see how they cut.

Senator MITCHELL. I want to make it clear, I don't have a propos-
al at this date. I just heard from these people in the last few days
and was struck by the directness of the contradiction between what
I heard then and what I heard here today.

So, I would like to have you take a look at it. If what you say is
correct, I am going to ask them for another meeting and go back
and tell them what you have said. If what they say is correct, I
would hope, and I know you will, knowing you, that you will have
an open mind and consider other alternatives in this area.

Secretary SCHWEIKER. [ certainly will.

Senator MitcHELL. Well, I guess there is just you and I, Mr.
Secretary. Let me——

Senator DURENBERGER. No. I am still here.

Senator MITcHELL. Oh, I am sorry, Mr. Durenberger. Well, there
is g;etty soon going to be just you and Mr. Durenberger.

nator DURENBERGER. Right.

Senator MircHELL. Thank you very much, Mr. Secretary. I com-
mend you for your openness, candor and, as always, your excellent
testimony.

Secretary SCHWEIKER. Thank you, Senator Mitchell.

{Whereupon, at 12:10 p.m., the hearing adjourned subject to the
call of the Chair.]



SPENDING REDUCTION PROPOSALS

WEDNESDAY, MARCH 18, 1981

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:08 p.m., in room
2221, Everett McKinley Dirksen Office Building, Hon. Robert J.
Dole (chairman of the committee) presiding.

Present: Senators Dole, Packwcod, Roth, Chafee, Heinz, Duren-
berger, Long, Byrd, Bentsen, Baucus, Bradley, and Mitchell.

The CHairMAN. I think we are waiting for copies of the state-
ment. They are apparently on the way.

Well, we will proceed in any manner you wish, Mr. Stockman.
Very pleased to have you here and know this is probably a new
experience to come before a committee. We welcome you to the
Senate Finance Committee.

You have indicated you would like to summarize your statement.
We will ask that the entire statement be made a part of the record
and then we may proceed to ask questions. So you may proceed in
any way you wish.

[The prepared statement of Hon. David A. Stockman follows:]
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, O.C. 20803

FOR RELEASE ON DELIVERY
Expected at 10:00 a.m. ' -
Wednesday, March 18, 1981

STATEMENT OF DAVID A. STOCKMAN

DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET

BEFORE THE
SENATE COMMITTEE ON PINANCE

Mr. Chairman and Members of the Committee:

I am pleased to have this opportunity to appear before you

to discuss the President's program for national economic recovery

and, in
designed
Nation's

economic

programs

particular, his budget plan. The overall program is
to break the inflationary psychology that now grips the
economy and to ravive investment, job creation, and

growth. Theré are four elements to the President's

first, a sharp reduction in budget growth, which will
help curtail doficito. 1imit PFederal borrowing, an&
moderate inflationary expectations;

second, major tax rate reductions to restore capital
formation and productivity;

third, elimination of unnecessary regulations and
streamlining of those that are necessary; and

fourth, steady decline of money growth, in order to

reduce inflation and stabilize financial markets.

The benefits of a lower rate of inflation, a lower tax

burden, and a higher standard of 1living will extend to all

Americans.
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Tax Proposals .
Let me speak just briefly about the Administration’s tax

proposals, which are, of cghrae. of vital interest to this
Committee. The Department of the Treasury can supply greatef'
detail on these proposals. Ou proposals will bring about a net
reduction in the tax burden of $56-1/2 billion in 1982. Tax
relief will reach $130 billion in 1984 and nearly $200 billion by
1986.

The President's program calls for reductions of 10% each
year for the next 3 years in marginal tax rates for individuals,
beginning July 1, 1981. Compared with present law, tax rates
would be reduced by 5% for calendar year 1981, 15% for calendar
year 1982, 25% for calendar year 1983, and 30% for calendar year
1984. As a result, marginal tax rates would be reduced from
their present range of 14-70% to a range of 10-50%, effective
January 1, 1§84.

The proposed Accelerated Cost Recovery System would provide
for faster write-off of capital expenditures under simplified and
standardized rules. This system of accelerated depreciation,
proposed to be effective for new and used property acquired or
placed in service after December 31.'1980, is estimated to reduce
receipts by $2.5 billion in 1981, §9.7 billion in 1982, and
increased amounts in‘subsequeut years.

Also of interest to the Committee are user fee proposals
that will help recover the cost of Federal services involving the
Coast Guard, air traffic control, and inland waterways.

Newly strengthened incentives to work and to save, along

with more adequate allowance for depreciation, will help

sgimulate a refurbishment and modernization of American plant and
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equipment. Keeping up with new technélogf is crucial to economic
growth, and to our competitive position in the world market.
Over the long run, ecénémic growth increases receipts and reduces
6utlaya. thus helping to baiance the budget.

4 urée the Committee's prompt and sympathetic consideration
of this program.

Bl SN
™

Spending Reductions

The Administration’'s proposals for tax reduction are coupled

with prgboaals for red;ctions in spending. Careful discipline
over Federal spending will reduce deficits, rebuild confidence,
and lower inflationary expectations. Reallocation of resources
back to the private sector will free savings and contribute to
economic growth.
‘-;*4¢ho;g::az; over 200 reduction proposals in our budget
revisions document released March 10 -- too many to detail here.
Outlay savings from these proposals total $48.6 billion for 1982.
These’reductions are based on nine carefully developed critekia:

-- preservation of the social safety net of basic income

security programs;

~- eliminating unintended and unwarranted benefits;

-- reducing or eliminating benefits for middle and upper

income levels; i
“f( recovery of allocable costs of Government services
through user fees;

-- application of sound economic criteria to economic

subsidy programs;

~= stretchout of deferrable ~ public sector capital

investments;
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-- restraint on lower priority programs of national
“interest;

- consolidagioh oé categorical grant programs into block

grants; and ‘ '

-- reduction in Pederal personnel and overhead costs, and

program w#ste and inefficiency.

Recent decades have witnessed an enormous growthlin Pederal
entitlement programs. For example, entitlements and income
security programs comprised 26% of the Federal budget in 1960,
but 50% in 1981. MNew and expﬁnded eﬁtitlements grew from $5.6
billion in ;970 to $56.9 billion in 1981.

The Federal budget cannot be brought under control if we
accept the argument that every aspect of these programs
represents an irrevocable Federal commitments that establishes a
permanent entitlement to Federal benefits for-a la}ge proportion
of the country's nonpoor population. We must eliminate
unintended benefits and reauce benefits to middle and upper
incomé levele; We must pare entitlements down toward just the
social safety net.

Thé President's budget plan preserves the social safety net
that comprises those incoﬁe support programs on which there is a
broad consensus in American society. It also preserves
additional benefits for the truly needy. ﬁeductions in income
support programs are limited to areas where unintended benefits
have developed through lack of careful budget scrutiny and where
unneéessary or unjustified, overlapping beheflts have grown up.

While social security and disability  ©benefits, basic
unemployment benefits, and veterans benefits are not linked to

specific demonstration of need, the overwhelming bulk of the
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recipients, particularly the retired, have not only earned these
benefits but would be‘poor vithput them. Included in the social
safety net programs are cash benefits for dependent families, the
elderly, and the disabled.

The Administration is concerned that other income security
programs have grown individually and tﬁair benefits are often
uncoordinated and overlapping. What we are proposing is simply
streamlining the structure of these programs to ellminat§ or
reduce redundancy on the one hand, and assure that they are
meeting their basic purposes on the other.

The Administration proposes block grants for health,
education, and social services. .These proposals would fund the
block grants at a lower level than the sum of the individual
parts that are boin§ folded into them. Federal regulations tied
to categorical programs are enormously costly to States and
localities. Categorical programs have very high overhead costs.
The SEatea themselves would prefer more flexibility even if it
means less money. Block grants are simply a more efficient way
of providing Pederal assistance. Scores of regulations will be
eliminated, as will the unnecessary bureaucracy. Some individual
programs will no doubt be cut dramatically, demonstrating thaé,
from the perspective of §State and local officiall' -=- those
closest to the problems involved -- they are not of the highest
priority. '

The old approaches to income support, education, and health
programs of the Federal Government involved overlapping benefits
and unjustified entitlements for income support programs and a
wide array ~of small, inefficient categorical grant programs.

These approaches have been thoroughly discredited. 1In their ol4
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form, 'thay wil* no longer be tolerated by the Ametican{taxpayer.
Americans are a compassionate people, but in an era of high
inflation and low growth we cannot afford slipshod programs with
unnecessary and unintended benefiés.

The President's budget plan is, as I indicated earlier, but
-one part of his overall‘ economic plan. Under the overall
economic plan we expect rapid economic growth accompanied by the
creation of 13 million Jobs between now and 1986. We expect
rapid decreases in interest rates and inflation. This plan means
steady, productive jobs for those now unemployed, stable prices,
and  interest rates that will make the possibility of

homeownership once again a reality for lower income Americans.

Credit Budget and Off-Budget Spending

The President's program'is not 1limited to Federal fiscal
activity formally included within the budget. Curtailment of
Pedergl credit ‘activity is also important to our- economic
program. We are urging the budget committees to-include credit
‘limlta or targets in budget resolutions.

Under our ﬁﬁdgpt'revisions. direct loan obligations and loan
guarantee commitments are. $13.6 billion below the adjusted
January credit budget for 1981, and $21.0 billion lower for 1982.
Off-budget outlays are reduced~by $0.6 billion for 1981 and $4.7

billion for 1982.

Future Steps

I must underscore the importance of steady and reliable
implementation of the Administration's budget and tax policies.

Consistent, methodical execution of this program is essential to
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reducing inflationary expectations and improving the environment
for the business investment necessary to ,a restoration of
vigorous economic grouih in ?ho United States.

Looking ahead, I must stress the need for additional budget
savings in future years. Let me note some posuibilities for

further reform:

~= development of fundamental and comprehensive financing

-

reforms, that would reduce inflation of health care
costs;

~-, more efficient delivery of veterans health services;

== development of alternative ways of financing strategic
petroleum reserves;

-~ {improved efflciency of 'the many Defense Department
programs;

-- reduction in error rates in income transfer programs;

- reevaluatioﬁ of the housing subsidy programs;

-- batter coordination of programs that benefit specific
_groups of people, such as Indians and migrant worker;:

-=- reform of military and civilian retirement pay;

-~ review of the Federal credit and loan guarantee
programs, with particular attention to improve debt
collection; and

-- examination of the relative changes in the niz; of
Federal and §State and local sectors, and how growth in
the public sector in general can be -efficiently sharead
among the three levels of government.

We have achieved a great deal in a very short period of

time. Some future savings will require fundamental restructuring

of programs, which has not been possible in the brief period
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available to’ us. However, I can assure the Committee that we

intend to set in motion a process that will lead to the needed

additional savings.

1  urge prompt, decisive action, both on our tax proposals
and on other elements of the Administration's overall program
that fall within the jurisdiction of this Committee.

A. That completes my prepared etateﬁent. I would be happy to

- answer any questions the Committee may have.

STATEMENT OF DAVID A STOCKMAN, DIRECTOR OF THE
OFFICE OF MANAGEMENT AND BUDGET

Mr. StockMaN. Thank you, Mr. Chairman. I am sorry to learn
that the statements aren’t up here. I thought that they had been
distributed. But I would like to submit a copy of the statement for
the record and indicate that I would be happy to answer your
questions. I am sure they will cover a broad range of matters
affecting the entire economic program.

This morning I wanted to focus my remarks on those aspects of
the budget savings plan, those changes in social security, unem-
ployment insurance and other programs that would come before
this committee as part of the reconciliation process once it gets
underway. :

Specifically, I would like to point out to the committee that we
have proposed more than 29 entitlement changes in social security
and these other fsrograms that would fall within your jurisdiction.
If these proposals were approved by the committee, they would
result in savings of more than $8.6 billion during fiscal year 1982
and those savings would increase in future years.

_The point I think I want to make this morning is that I believe it
is very difficult to look at any of these proposed changes, whether
it is eliminating the national trigger on unemployment benefits,
reforming and focusing the trade adjustment assistance program,
or eliminating the student benefit in social security. It is very
difficult to look at any of these measures in isolation. I think they
have to be looked at in the context of the entire array of income
maintenance and assistance programs that we have in this coun-
try. '

And so I would like to begin today by trying to sketch just a
little bit in terms of the dimensions of that system and then give
you some idea of the logic, some idea of the policy framework that
we were attempting to develop as we proposed these individual
changes in each of these programs.

Today, Mr. Chairman, we have more than 45 separate income
maintenance programs that operate either on a cash assistance or
an inkind assistance basis. Those range, obviously, all the way from
AFDC, which is the traditional program, to newer programs like
medicaid and food stamps through Cuban refugee assistance and a
whole variety of minor programs. o
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- What we discovered, as we attempted to put this budget plan
together and recommend these changes to you in the income main-
tenance system, is that each of these programs was established at a
differen:egoint in time. The concern was on a very narrowly de-
fined need and over the years there has been very little effort to
integrate and to assess the total impact of this system.

But I would like to give you a couple of figures this morning that
I think indicate why this total system of income maintenance
programs—more than 46 different programs, as I have indicated—
need to be reformed and revised in the way that we are proposing.

If you look at the growth of this system, you will find that in
1956 we spent about 8.8 percent of our total gross national product
on both cash assistance and inkind income maintenance programs.
Today we are spending 11 percent. There has been almost a three-
fold increase in the share of GNP devoted to this whole array or
set of programs over the last 25 years. ) .

More importantly, in 1955, 94 percent of all the funds that we
provided through the Federal/State system for income mainte-
nance for the needy and low income families was provided through -
the cash assistance programs, mainly AFDC. Today that has so
radically reversed due to the growth of all the inkind programs—
medicaid, housing assistance, social services and so forth—that
only 39 percent of the total amount provided through the Federal/
State system is in the form of cash. The other 60 percent is in the
form of this whole variety of inkind programs. o

Now one of the problems that this approach, this policy strategy,
has created is that I believe it has led to an undermeasurement, or
an underappreciation, of the amount of support we are providing to
the low-income families in this country. And the reason for that is
that the typical census bureau analysis of the poverty population
or of the distribution of income is focused primarily on money
income. And, g'et, if we are providing the largest share, or the
-predominant share of our income transfer assistance in the form of
inkind payments and inkind aid, that does not show up in the
official poverty statistice or in the official statistics on money
income distribution. - o

But I think I would like to provide some data this morning that
indicate what a difference there is if you take into account in the
distribution of income in the measurement of the poverty popula-
tion this enormous amount, tens of billions of dollars, that we are
providing to these inkind programs.

If you measure only cash income there are today, or in 1980, 18
- million people below the poverty line, more than 8.6 percent of the
population. If you then modify that basic measure, which is the
statistic we normally see in the census statistics, to include all
inkind assistance, other than medical assistance, the poverty popu-
lation drops from 8.6 percent to 5.9 percent. And then if you take it
one step further and factor in the inkind medical assistance that -
we provide through medicaid and to some degree medicare, the
gpverty population drops still further to 3.9 percent of the popula-
fon. 2 '

And, so, I would like to suggest that as we examine each of these
prt()’grams we look at them in the context of this total array of cash
"and inkind support—the inkind support system that we have cre-
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ated in this country over the last 156 years. Because what we are
really attempting to do here, Mr. Chairman, are two things: One is
to contain the total budget cost of this massive array of programs.
But secondly, in the process, to secure a better match between all
the program tools that we have available to meet various kinds of
neetﬁ and the actual needs, that we have in our society. And I
think that if you look at each of the program changes that we have
proposed, you will see that they fit that general framework. Let me
Just itemize here a few of them.

In social secuity we have proposed four changes. The first would
be to eliminate the student benefit program in social security. We
believe that this is justified. We believe that this is a defensible
move to make at this time because since that benefit was created,
which is in the social insurance benefit and, therefore, is not
means tested, we have had an enormous explosion of direct Federal
higher education assistance. In 1965 when that benefit was adopted
we were spending less than $0.5 billion a year for the whole array
of higher education assistance programs. Today we are spending $6

‘billion a year. The two basic ‘ftograms, obviously, are the guaran-
teed student loan program and the Pell grant program. |

In light of the availability of that directly targeted assistance
system, especially with the changes that we have proposed in that
area to focus these programs to those students who have financial
needs, it seems to us that there is no reason any longer to continue
the $2 billion a year program in social security that provides
benefits without any regard to need or without any regard  to
financial requirements.

We are proposing, as you know, specifically to eliminate that
over the next 4 years. And we believe very strongly that with the
Pell grant systems as a backup, and with the availability of guar-
anteed student loans on a financial-needs-tested basis, that any
student of any of the 800,000 students who are receiving social
security higher education benefits today, who do have financial
needs or who do come from families with limited financial re-
sources, wQuld be assured of the right to obtain a higher education-
by relying on these alternative programs. But, in the process, we
can_save more than $1 billion a year, eventually, because we have
moved this type of public assistance from a social insurance to a
means-tested basis.

I think the same thing is true, Mr. Chairman, in the case of
eliminating the special minimum benefit. Agein, when that was
originally put into the law, we did not have a national safety net of
means-tested assistance for the low-income-elderly population.
Since then this committee has taken the lead in creating the SSI
program. That provides a floor of support for all of those in our

pulation in the retirement category who do not have sufficient
income of their own.

It seems to us that in light of that system that is available and in
light of the fact that a substantial share of the 3 million who
receive the minimum benefit today also receive SSI, that we can
save money in terms of total budget costs and still meet all needs
by shifting toward the SSI system for those that have needs and
removing the minimum benefit in the case of those who can’t
demonstrate financial need.
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- I would stress, and I have done this repeatedly, but I think it
needs to be stressed over an over, that this proposal that we have
made would result in dollar-for-dollar replacement of special mini-
mum benefits with SSI benefits in the cage of all current recipients
who meet the means test, the eligibility test, of the SSI program.

We believe that essentially the same argument can be made in
terms of the disability changes that we are proposing. The disabil-
ity program at the Federal level today operates in a context of a
multitude source of disability benefit in our Federal/State system.
State workman compensation programs in some States have dis-
ability benefit programs of their own. What we are proposing is
three of four reforms that would better focus and tighten this
program which has been growing at an explosive rate over the last
10 years, as this committee is aware. :

In particular, I would point out the medicaid cap, which I believe
is well justified within the context of what we are trying to do
here. It simply says that no Federal disability recipient could re-
ceive a higher total of combined benefits under Workman’s Com-
pensation, under Federal disability and certain other sources than
their earned income at the point at which disability was deter-
mined or certified, indexed for the change in the cost of living from
that point forward. Again, it's an effort to begin to create some of
the benefit integration that we desperately need in this system if
we are to contain the total cost. -

Now, I would make the same arguments arding our AFDC
changes. This committee is aware that the system and the.
eligibility requirements were created largely before we had very
large programs of inkind assistance in the housing area, in the food
area, and the medical area in particular. - o \

One of the changes that we are proposing to help secure better
integration, and therefore lower costs between these multiple-bene-
fit systems, is to include in the calculation of accountable income
for the determination of AFDC eligibility and AFDC benefits the
cash value of inkind benefits that recipient, or that household, may
be receiving in these other programs. , ~

Now, we believe that this is important to do because in the case
of the housing assistance programs, for instance, in some cases the
inkind benefit equals anywhere from $3,000 to $5,000 a year under
the section VIII program. And we think it is important to count
these other benefits in order to assess total resources available to
the family before you calculate the exact cash transfer under

A similar case of an effort to tighten these programs and get a
better integration of all the benefit tools we have available would
be the requirement to count the income of stepparents in an AFDC
household. The fact is that today, under the eligibility rules as they
are written at the Federal level, stepparent income isn't counted
even if it is substantial. It seems to us that is a legitimate source of
income or support to count as you are making this determination
and if the committee would adopt this particular proposal in the
AFDC area, the savings would be more than $170 million a year
just in that case alone. . ‘

Now, Mr. Chairman, I won’t go through all the other pro
because there are so many and it would take so much time. But, I
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think, if you look at our trade adjustment assistance proposals and
our unemployment insurance proposals you find this same logic.
Benefit integration and cost reduction, better targeting of benefits
to those who really have a strong claim on the Federal Govern-

ment and can establish a clear need for this kind of assistance.
- Eliminating the national trigger, I think, is an important step.
This committee has endorsed it in the !past. But if you look at the
problem that has developed in terms of the uneven distribution of
unemployment levels in our economy as a result of structural
changes that are taking place in basic industries like autos and
steel, and so forth, it is clear that the national trigger doesn’'t make
sense anymore. When the national trigger went in July, last
summer, 19 States did not have an insured unemployment rate
high enough to qualify in terms of the national trigger. Beyond
that, eight States actually had insured unemployment rates of
below 2 percent.

And, Mr. Chairman, I would suggest that it doesn’t make a great
deal of sense to Krovide 13 extra weeks of unemployment in labor
market areas where the insured unemployment rate is below 2
percent and where the implied condition is one of relative avail-
ability of jobs and, perhaps, even a tight labor market, if you
wanted to define it that way.

By going to a State-by-State trigger and by establishing a more
realistic threshold in terms of when the extended benefits trigger
in, again what we are attempting to accomplish, essentially, is to
target, in a much more disciplined and focused way, these benefits
into those areas of labor market distress and high unemployment
where a strong case can be made for the extra 13 weeks of benefits.

In the case of trade adjustment assistance, there is a very
straightforward proposal simply to integrate benefit levels between
the State basic unemployment insurance system and the trade
adjustment assistance benefits program by putting a cap on the
payment level at the State level for basic unemployment benefits
and by limiting the duration of total benefits between the two
programs to 52 weeks.

r. Chairman, let me finally say that we have made other
proposals in the health care area and the social services area that
essentially attempt to contain Federal costs by giving the States
much more flexibility to operate these programs. There has been a
great deal of controversy about the medicaid cap. But I would like
to stress with the committee this morning that in return for the
cap at the fiscal year 1981 level of reimbursement, plus escalation
in future years for inflation, we would provide the State with far
more flexibility than they have today to alter practically every
feature of this rigid medicaid system that they are locked into. By
allowing the States to use ditferent reimbursement mechanisms
and thereby experiment with ways to contain health care utiliza-
tion, hospital costs, I believe they can begin to lower their own
costs statewide.

By allowing them to charge copayments in the cases of certain
services that are obviously overutilized, again another tool is given
to the States in order to help hold down their entire medicaid bill.

By allowing them to contract with HMO’s without all the restric-
tions that are in the Federal laws today, a third tool would be
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provided. By allowing them to change eligibility requirements and
conditions for populations being served today outside the basic

AFDC/SSI population, a fourth tool of flexibility and cost contain-

ment would be provided.

Mr. Chairman, I don’t believe that the medicaid cap is a good
long-run solution to this problem. It is not something you would
want to keep into place for 5 or 10 or 15 years. But for 2 or 3 years,
I believe that it is an effective and a justifiable interim step until
this committee and the administration and others who are con-
cerned about the general health care cost problem can come up
with the kind of generic reforms that we need to contain and hold
down costs in our entire health care system and not just medicaid,
but through all the payment systems that we have.

So, this is just a brief review of the variety of statutory and
entitlement changes that we have presented to Congress that
would fall within the jurisdiction of this committee and I would
like to spend the remainder of our time trying to answer whatever
specific questions that you may have about these measures or other
aspects of the President’s economic program.

The CHAIRMAN. Thank you, Mr. Stockman.

We operate under the early bird .rule and the early bird is
Senator Byrd. [Laughter.] .

Senator Byrp. Thank you, Mr. Chairman.

Mr. Stockman, I note that you have been condemned in the press
and condemned by some of your former colleagues in the Congress
and some of my collea%:xes in the Senate as being inhuman and
many other adjectives that have been applied to your proposals to
attempt to get spending under control. I want to say, as one Sena-
tor, I applaud your efforts. I applaud President Reagan’s efforts. If
we are going to get inflation under control, and that is the greatest
threat to the American people, as I see it, we have got to get
Federal spending under control. And there is no painless way to do
that, as I see it. ‘

By saying that I applaud your efforts doesn’t mean that I agree
with every item that you have recommended to be cut. Several of
those items I don’t agree with. I also feel that you haven’t gone far
enough. I say, to you, the administration hasn’t gone far enough in
its proposed reductions. But, I plan to support your program. Be-
cause if we start unrave'ing this ball, it seems to me we will end
up with the whole ball of wax being unraveled and we will get -
nowhere. So, while I don’t agree with all of it, and while I think
you should have gone stronger in some of your cuts, I plan to
support it. I commend you and I commend President Reagan for
having the courage to submit a significant effort to control and to
reduce the growth of rate in Government spending.

I think one thing the American people, and many critics of your
program, don’t ize, there is no proposal to cut spending below
what it is now. The proposal is to cut the tremendous growth in the
increase in spending that has taken place during the recent
Yyears—anywhere from 12 to 17 percent. Now, if we could cut the
rate of growth, then we could get to a balanced budget and get -
back on a sound basis. ‘

Now, let me ask you just a couple of questions.
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I note that you assume in the new budget an interest rate on
Government bonds at 8.9 percent. And you project that the total
cost of financing the national debt in the new budget will be $99
billion in round figures. Is that 8.9 percent a realistic figure? It
seems to me that is a low figure and, if that's the case, the deficit
would be increased by whatever amount you are wrong on that
rate assumption.

Mr. StockMAN. Let met first thank you, Senator, for those com-
ments and underscore the point that you made about slowing the
growth rate of the Federal spending. Because that is the key to this
whole fiscal program.

In the last 2 years we have had an average 16-percent rate of
growth in Federal spending. That is clearly unsustainable. Our
revenue base can’t expand that rapidly; our economy can’t expand
sufficiently to support that kind of spending growth. We are simply
asking the Congress to help us find ways to produce a budget for
1982 that would represent about a 6-percent rate of growth and
then to hold the line on that kind of fiscal discipline in future
years. !

. I believe our economy can support a G-Kercent rate of growth.
Because that is about the revenue growth that you would get if you
had a 3- to 4-percent real expansion with low inflation each year.

Now, on your question about the interest rate, we believe that
that is a reliable and realistic forecast for the fiscal year 1982
period, which would extend from October of next fall to the follow-
ing October. The reason I believe that, and it is roughly in the 9-
percent range as an average over that fiscal period, is that if this
program is adopted, we believe that expectations and the financial
markets will be substantially improved. The effect of that will be to
lower, gradually and steadily, the interest rate on long-term bonds.
As that interest rate begins to come down on long-term bonds, it
will be possible for financial institutions and business enterprises
throughout our economy to refinance all their short-term debts and
thereby get out of the commercial paper market and get out of the
bank market and reduce some of that enormous pressure on short-
term interest rates which builds up because of the breakdown of
the long-term capital markets and gecause of the total breakdown
of expectations regarding the future. '

Now if that sequence of events can occur and the Fed can hold to
the targets that it has established in terms of money supply growth
and monetary base growth over the next 15 to 20 months, and if
you look at where we are today in terms of the T-bill rate, I believe
m have a very plausible scenario. In recent weeks the T-bill rate

been falling. It is now somewhere in the 12- to 13-percent
range. If the economy slows down and softens over the next 4 or 5
months, which most forecasters are now indicating is a likely possi-
bility, that will decline more. ‘

Then the question really becomes that if this plan is implement-
ed and the economy begins to recover in the fall of this year and
throughout the course of fiscal year 1982, what happens to interest
rates in that context? And there are two very different views
among economists today about what happens. :

The traditional view is that as the economy e&xgands, you get a
recovery underway, employments rising, real GNP’s expanding to
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3, or 4, or 5 percent, that interest rates will rise because somehow
credit demands have increased given that expansion in the econo-

my.

The alternative view, and the one that we take, is that if you
have a firm anti-inflationary policy in place, both on the fiscal and
budget end, and at the Federal Reserve, in terms of monetary
policy, then when that economic recovery begins to occur late this
year and during next year, you will not get a sudden upward surge
in the interest rates, but interest rates will continue to decline as
th%:xove toward a lower permanent level. ‘

t is the basic difference that we have had in this dispute in
the last couple of days regarding the CBO forecast and our own.
The CBO assumes that there will be a moderate recovery next year
and that the effect of the economy growing and more people work-
ing and more factories producing will be to cause the interest rates
to be higher in 1982 than almost anybody is forecasting for 1981.
Now, I don’t believe that is a logical scenario. I don’t believe that
that is a logical projection. .

So I think we have a reliable interest rate indicator. But I must
stress that it is dependent—as a policy forecast, it is dependent on
the implementation of our entire spending control, tax reduction,
regulatory program, and it assumes that the Fed is able to meet
the targets for slTowing money growth that it has established in the
last couple of weeks. '

Senator BYRD. I have other questions, but my time has expired.
Thank you. | -

Senator DoLe. Pursuing the little flap over the CBO comments
about the Reagan economic assumptions, in addition to what you
have indicated to Senator Byrd, I think they also indicated that
some of the sg;rsxding items are underestimated and that the ad-
ministration overestimated the favorable effects that the
budget, if adopted, would have on the economy.

-~ Has there been an analysis of the CBO analysis by your office
that is now available? '

Mr. StockMAN. There isn’t anything that I can put in the record
at this point. But I can say that we have done a preliminary, quick
and dirty analysis and we have very serious problems understand-
ing the CBO forecast. The CBO-—— |

e CHAIRMAN. They have a problem understanding yours, I
understand. .

Mr. StockMAN. Well, I understand that. But, let me tell you
essentially what the CBO forecast says. The CBO forecast says that -
after the most radical change in economic policy in a good 10 or 20
years, $48 billion in spending reductions, sharp downward move-
ment in the spending growth rate, across-the-board tax reductions
on both the business and individual side, substantial regulatory
relief, and a further tightering of money growth aPolicy, further
hardening of the anti-inflation resolve of the Federal Reserve, that
the effect of all those changes in policy on the economy next year
is to have the interest rate go up from a 12-percent, or so, average
for 1981 to more than 13% percent in 1982; it’s to have the infla-
tion rate barely come down on a GNP deflator basis from a little
over 10 percent in 1981 to a little less than 10 percent in 1982
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The effect of all this is to have the unemployment rate rise from
7.8 percent they are forecasting for this year to 7.9 percent for next
year.

Now, my problem with that is that it essentially says that this
entire shift in economic policy will have no effect on the economy.
And I don't believe that. I think that there is where the basic
difference lies and it is a judgment that everyone is going to have
to make in terms of assessing their numbers for interest, and
inflation, and unemployment, and GNP versus ours.

We strongly believe that our program will have a favorable effect
on the performance of the economy and that will be registered in
these various numbers or variables that we use to measure the

"~ track of the economy. :

The CHAIRMAN. As I understand it, then, you are sticking with
your agsumptions? -

Mr. StockMAN. Yes. We most certainly are. .

The other half of it, Mr. Chairman, is on estimating spending,
setting aside the -economic assumptions. Almost all of the differ-
ence there is on defense. They use, as far as I can understand it,
and we do not have a complete detailed technical rei)ort as to their_
difference, but it is about a $6 billion difference in 1981 outlays in
defense given the budget authority level that we are requesting.

~ - But as I understand it, they have used a historic ratio of defense
. budget authority to the cash outlay or spendout. ) o
- e believe that in the context, in fiscal year 1982, of an economy .
- that is rapidly expanding more than 4 percent, in a situation
where you have had a large buildup in defense orders over the last
2 years, and our defense increments only add to that rapid, very
rapid buildup, that the spendout rate for these procurement items
and long leadtime items will be somewhat slower than has been
the historical relationship over the last 4 or 5 years and that,
tll:e{efore, our number is a better bet, is far more reliable than
theirs. ‘ : :
- But let me make one final observation. You are dealing with a
$700-billion budget. The margin of—— .
5 The CHAIRMAN. I might add—I might say right there that I think
- . this committee has jurisdiction of about $382 billion of that. -

Mr. STOCKMAN. t's nﬁt But in terms of these differences,
the $26-billion set in the abstract or in isolation looks large and
w}g is there this great variance or difference?

“But, in the context of the totality of the budget in an economy
" that constantly interacts with the budget, you are talking about a
3-percent margin of error either way. And when you take into
account all the interactive effects of interest rates, and inflation,

- and unemployment levels, and growth levels on various automatic

- Federal spending activities; when you take into account the near

~ impossibility of accurately estimating the spend-out rates for many

- of these contract-t procurement programs, both defense and
nondefense alike, there is plenty of room for technicians to e

within that margin.’ And so it's not that we believe that we are 100- -

. percent right they are 100-percent wrong, it is just that you are
dealing with a very difficult estimating problem, a very difficult
problem of economic analysis and you have to come to a conclusion
in order to write a budget. And we believe that our conclusions,

18-608 O—81—8
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our assumptions, and our estimates of spending are more solid, are
firmer than those that have been suggested by the CBO.

The CHAIRMAN. Well, if they are accurate, then we should have
more sg:(x)lging reduction.

Mr. KMAN. That would be one way to solve the problem, yes.

Mr. CHAIRMAN. Are you opposed to that? 1

Mr. StockMAN. I'm not.

The CHAIRMAN. So, as 1 understand it, we may have disagree-
ments on where to cut in this committee, but if in fact we not only
reach the goal outlined by the administration, but exceed it, that
would not be frowned upon by the administration?

- Mr. StockmaN. It wouldn’t be frowned upon, Mr. Chairman, but

I think we ought to all look at the same target. : .

- The real target is not the magnitude of the savings because that
turns on your assum;l))t‘jons about where you start from. I think the
real target ought to be where we end up; what is the outlay level
for 19827 And can we hold it to a 6-percent growth rate, or so, over
1981? And if we have differences on assumptions and, therefore; on
the baseline from which we start, then we will need more or less
policy changes and reductions in order to reach the bottom line.

But the bottom line is critical. We have to demonstrate to the
financial markets, to the American &eople, to our economy that
this Federal Government and this Congress can control its own
spending. And we haven’t done that for 2 or 3 years with these
massive $50 billion overruns that we have had both in fiscal years
1980 and 1981. And that's critical, I think, to the success of this
whole economic policy chanfe operation.

The CHAIRMAN. Now, will the administration oppose any efforts
" to change the indexing or any other facet of the social security

g:ogram in addition to the areas you mentioned—the minimum

nefit and student benefits? : o

Mr. StockMAN. Well, Mr. Chairman, the President has taken a
pretty unequivocal and clear position that we should not tamper
with the whole adjustment mechanism for the basis retirement
benefit programs. At this time we would be opposed to any effort to
try to deal with that issue. . :

The CHAIRMAN. Senator Long. - - . )

Senator LoNGg. Mr. Chairman, I was the early bird around here
this time, but it turned out that nobody else was around here. 1
showed up with the 9:30 crowd——{Laughter.]

But, I am glad to see our Byrd go first. He is a good man; he has
made a fine contribution here. ,

Mr. Stockman, you are going to find this committee interested in
the same things you are interested in. I really think one reason
that the Finance Committee traditionally is interested in trying to
limit spending and trying to get our dollar’s worth is that we are
the committee that has to recommend the taxes to pay for all this
- spending. When the cost runs up, that burden falls on us. We will
support the kind of reductions you have been suggesting here.
- Now, there are one or two matters that I want to get into with
you here in my brief time. ;

One point 1s this: when President Johnson was in the White
House he recommended that we change the way we keep the
Federal books to consolidate the social security trust funds into the



111

overall budget approach. Of course, that helped him at that point
. to balance the budget. Can you provide for the record—I would like
- to see it as soon as it can be (rrovided—-some comparison under the
different Presidents. I would just like to see how it works out,
starting with President Truman, as to how many of those b:ngem
were balanced budgets on a consolidated basis as comga to
where we would have stood on a Federal funds basis, which was
the case prior to President Johnson. I am sure you have looked at
that matter. ‘
"~ Mr. STocKMAN. Senator, you are asking to provide a record for
the Federal funds experience both before and after the change that
was made in 1965; is that——

Senator LoNG. Yes. I would like for someone to clear up the
confusion that I entertain about that subject. I have heard someone
talk about Harry Truman having four balanced budgets. I don’t
recall him having four balan budgets. But ma, they are
saying that looking at it on a consolidated budget basis, perhaps he
might have had a balanced budget. , :

Mr. StrockMAN. Yes. Well, Senator, I can provide that and I
think your suspicion is right. If you look at the budgets from 1946
to about 1962, roughly 40 percent of the years the current data will
show a balanced budget, but that's on a unified budget basis.
?u t tl‘;at period you had large surpluses in the social security

rust fund. - ‘

So, I am pretty certain that if you looked at it on the Federal
funds basis f'ou would probably find a little different picture.

Between 1940 and 1980 there were only 2 years—1949 and 1969—
when the unified budget was in surplus but the Federal funds were
in deficit. In all 39 other years, either both were in surplus or both
were in deficit. Thus, Truman had four balanced budgets on a
unified budget basis—1947, 1948, 1949, and 1951—but only three on
a Federal funds basis. ‘ : )

Senator LoNG. Which do you think is the more appropriate way
to keep the books. Federal funds or on a consolida asis?

Mr. StrockMAN. I would even go beyond the consolidated. I would
go to the point of including all the so-called off-budget outlays of
the Federal Government. use. what we are really after when
we look at this outlaf' and deficit question is the cash flow between
the. ecom;ratiy and all of the accounts, agencies, and operations of
the Federal Government; that is really what we are measuring.

And it seems to me that since there is essentially no difference
between a dollar of outlay or deficit created at the or in other
offbudget categories or one created onbugset, since both have to be
financed by the Treasury in the same credit market with the same
additional T bills, that we would be well advised to go one step

- further to build on the Johnson reform and have a comprehensive
- Federal budget in terms of total outlays and total deficits measured
on a cash flow basis with the rest of the economy, because that is
the relevant variable in terms of the Federal impact on credit

- markets, inflation, and so forth.

Senator LoNG. If you do that, I wonder what attitude you would
take toward the Federal Reserve. In order for our Nation’s econo-
my to move, and in order that our Nation could just achieve its
objectives—I am talking about the private sector as well as the
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public sector—the Federal Reserve finds it necessary both to
expand and to reduce the amount of money in circulation, when
you include credit particularly. My understanding is that those
Federal Reserve activities that have the effect of expanding or
reducing the money supply are not listed either as increasing or
reducing the deficit; is that correct or not?

Mr. StockMAN. I would have to check for you on the technicali-
- ties, but basically, I believe, the balance sheet of the Federal Re-
serve is independent of the income and outgo statement of the
Federal Government, so you would be correct.

Senator LonG. I discussed it one time with Arthur Burns. He
didn’t even agree with the way the Federal Government put the
Federal Reserve in the budget.

But my impression is that the Federal Reserve’s activity of ex-
panding or reducing its operation—particularly as far as-they are
expanding or reducing the money supply—does not reflect itself in
the budget, or, at least if so, only indirectly or slightly. It does not
affect the full burden of what'’s being done there.

One of the points I have in mind when I mention that subject is
that one of the recommendations that you are making has to do
with the Export-Import Bank. That was one of those items that
was put in the consolidated budget during the Johnson years. At
least, I believe that was the case. We might check it and see.

It seems to me that when a private bank discounts a note with
the Federal Reserve, that neither increases nor reduces the profit
or loss of that bank. But if the Export-Import Bank expands the
amount of loans it has, that goes on our books just as though it
were a loss; that is because of our single entry system. But I
frankly feel that if we have to clamp down on the Ex’qurt-lmport
Bank, that is being suggested as a budgetary matter. That’s going
to mean that not only are we not going to sell airplanes abroad,
which is the big item that we hear mentioned and it might involve
just one company, but we are also not going to be able to sell
atomic generating plants abroad. .

There is an area where the United States made the initial break-
through. The initial science and background information was devel-
oped by this country and I would hate to see this development in
an area where we were the first. We are the ones that make the
breakthrou%‘hs and provide all the information to the rest of the
world and then, by not matching what-the other fellow is doing, by
letting them make more favorable loans, they simply wipe us out
of high-technology exports.

Now, I am sure you realize that if that does mean a short-term
gain for the Treasury, it has got to mean a long-term loss. Because
if we lose out in exporting airplanes or atomic generating plants
and these various other high-technology things in which I know
you would like America to lead—I know I would—areas where we
were once preeminent, I should think that this is going to cost us a
lot of money in revenue loss for the Treasury over the long run.

Mr. StockMAN.. Well, Senator, I guess you could go into a long
argument or analysis about that. But I would point out that we are
not withdrawing from the competition. Even after the reduction
and holddown on new lending obligations that we have proposed
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for the Eximbank, there is still $4 billion left for new lending in
fiscal year 1982. : ,
‘ Now,whatwehavepro'%oaedisthatitbebettertargetedsothat
where you are dealing with head-to-head subsidized credit competi-
tion with France or other countries that indulge in that practice
heavily, then there is assistance available. But it seems to us that
Scitvity 10 Ioading at the Erimbank bax grown st an eTolesivg

vity in le a grown at an explosive
rate. %\ere simply hasn’t been that disciplined focus of that subsi-

 dized credit in markets and in those categories of transaction

where it might do some good.

And if you look at the airplane market, for instance, you see that
much of what was going to finance planes that really do not have
direct head-to-head comfpetition for that category of plane or the - -
market that it serves from other competitors around the world.

The second point to always keep in mind, though, and I think it
is terribly important, is that the Export-Import m only subsi-
dizes 2 percent of our exports and the rest of those exports are

financed with. private credit and the 98 percent, I think, is pretty

im t too. ,

e point is we can get more total volume of exports if we can
control the costs and the interest rates in our lf‘eneml economy.
And that's what this whole economic program is designed to do. By
getting inflation, and costs, and interest rates down, I believe you
will provide far more stimulus to export expansion and to increase
competitiveness in the international markets across the board on
the other 98 percent of our export base, than you could possibly do
by ginning up the level of activity at the Export-Import Bank.

Senator Lona: Could I just ask one more question, Mr. Chair-
man? Thank you. ; . o
Mr. Stockman, the people who understand this the best are

" people who .supported this administration enthusiastically. I am
- not here to wave the flag for the Boeing Co. They don’t have any

payroll in Louisiana to my knowledge and if somebody has to lose
out, it could just as well be them as far as this Senator is con-

. cerned. I wouldn’t advise you to decide this issue based on what the - -

Boeing Co. thinks about it, but you can bring in gopl.e here who
erican compa-

finance in the private area who have been enthusiastic sug:orters,
and are today enthusiastic supforters. of this administration, but
who have a difference of opinion with you about this matter. I
would hope very much that they be accorded the opportunity to
fully express their view because if you are in error, I think that
you would want to correct it, just as I would when I am in error. -

I do have, may I say, one person who has tried to look at it from
both sides—both from your point of view and theirs. It seems to me

- that they have a very good point that should be thoroughly consid- B
cloge Ju : .

dgment on this matter.

ered before we fma‘gy ¢
Mr. SrockMAN. Well, Senator, we want to look at any case that

can be presented, not only regarding the changes in this area, Ex-

but the other 800 changes that we have proposed.

~ Im < .
Admittedly. it was done in a 6-week or even a 4-week basis,

because the economic circumstances in this country compell
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quick action and a plan to be sent to the Hill so that this Congress
could act. And that means that errors could have been made along
~ the way. We have no doubt about that. And that's why we hope
that an especially active role will be taken on the Hill to discover,
to identify, to point those out as you move through all these recom-
mendations and where a good case can be made, obviously, we
would be willing to look at other ways of achievinlg the bottom line.

But, I feel very strongly in the case of the Ex-Im that $4 billion
in lending resources is enough if it is prorlerly targeted. That we
can do more for our exports by improving the general health of the
economy. And that when we will be cutting so many social pro-
grams and programs that are targeted toward people assistance,
that the 66 percent of Ex-Im lending that went to five or six big
companies last year can be cut in the spirit of that general process
without any undue harm either to our export trade or those compa-
nies.

The CHAIRMAN. Mr. Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Mr. Stockman, I am just curious what the administration is
going to do if it turns out the CBO’s assumptions and some of the
projections by other outside organizations turned out to be accu:
rate—that is, the administration’s economic assumptions of inter-
est rates, and CPI, and so forth are not accurate. Now, is the
administration then going to come up and suggest that the Con-
gress adopt more of the same—that is, spending cuts much greater
than we have adopted so far, as well as a Kemp-Roth kind of
proposal—even further than, perhaps, we may have done thus far?

I am just curious, too: Is the administration looking down the
road? If it turns out the assumptions of the administration are not
quite as accurate as they are—I think that we all hope that they
are—but if, as a matter of fact, they are not, what is the adminis-
tration’s next step?

Mr. StockMAN. Well, Senator, I would suggest that our next step
is to get this plan adopted, working with you and the House and
Senate, so that we are in a position to find out in terms of the
performance of the economy over the next 18 months, whether
CBO is right or we are.

Now, that doesn’t mean that we haven’t thought about contin-
gency plans. But we constantly get this question before we have
even gotten to first base in terms of moving a fundamental change
in economic policy through the process on Capitol Hill. And I know
that you have to be concerned about whether our economic forecast -
or assumptions are better than theirs, and so forth. But it seems to
me to dwell entirely on the CPI number, or the interest rate
. number, rather than on the substances of the policy changes which
have to be made in any case. Whether their numbers are right, or
%1‘1)1'3, really avoids the essential responsibility that's before the

ngress. -

- Senator Baucus. I think we all agree there should be spending
cuts. I think you will find a lot of sympathy up here on this
committee for that. -

I am just curious, though, as to your thinking down the road.
You know, what your thinking is? That is, if your thinking is we
should pursue more of the same—that is, more tax cuts in the way



115

" that you are suggesting, and spending cuts in the way you are
‘suggesting, that might lead us to certain conclusions if it turns out
that the results aren't as beneficial as we would like. ‘
For example, if you are going to recommend further spending
cuts, will they be in social security? Will you then look at the
potential changes in the COLA for example?
I am just curious as to, you know, what your next—what your

 thinking is?

- Mr. KMAN. Well, in terms of specific policy options, we have
got 48 billion dollars’ worth on the table. I would be somewhat reluc-
t;nt to put on another 10 or 20 before we fully digested and acted on
these. . '

But, as a (feneral matter, if the economy performs less well on
what I would call the financial side—that is that interest rates are
substantially higher, inflation rates are higher, and thereby total
outlay levels exceed or threaten to exceed substantially those
benchmarked targets that we have established—I think you have
to come in with more policy changes, program reductions in order
to achieve the discipline on total spending growth we think is key
to turning around the economy. - ’ '

Senator Baucus. Let me ask you another question about another
subject that has been bantered about a little bit and that is tax

o expenditures.

All of us in ,the Congress, and you too, have supported tax
expenditures. I have cosponsored bills for credits and exemptions
and so forth. We are now talking about a 10-5-3, which is a kind of

* tax expenditure. It is deductions in credits and so forth. At the

- same time, last week before the Senator Budget Committee, you
~ said that you thought that there are a lot of tax expenditures
which.are obsolete, inefficient, and that it should be a good tax
. policy to reexamine them and take a look at them. -
. I am just curious as to what kind of examination the administra-
tion has undertaken to try to determine which tax expenditures -
are obsolete, inefficient, or, conversely, which areas should Con-
gress look at to increase tax expenditures? Have there been any
studies or analysis of this basic question? '
Mr. StockMAN. That process is underway. But I think there is a
very clear and essential distinction you have to make.

e have rejected the notion that you balance the budget by
eliminating tax expenditures. Because we feel you have got to cut
~ spending, not raise taxes. And that is essentially what you do when
you eliminate tax expenditures. ‘ : '
~ Senator Baucus. I'm not talking about——

Mr. StockMAN. But, then there is a totally separate area of

- p"licy .

Senator Baucus. I'm not talking about the first one. What you
mean? What's second? )
-~ Mr. StockMAN. The second time around you might want to

~ reform the structure of the tax code-——
Senator Baucus. That'’s correct. - .

. Mr. StockMAN [continuing]. So that it is more neutral regarding
" its impact on the economy and so that it is more efficient in terms
of generating revenues without all these distorting effects. But
that's a matter of tax reform. And any time you do that I believe
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that it ought to be offset dollar for dollar with rate reductions in
the basic schedules, whether it is the corporate or the income tax.

Senator Baucus. Oh, I wouldn't disagree with that. I am just
curious as to what analysis the administration has undertaken
with respect to reform. Then we will go or to the next step of offset
that with dollar for dollar.

Mr. StockMAN. In the first 6 weeks it hasn’t been a high prior-
ity. Because in the first 6 weeks our major orientation was toward
those changes in both spending and tax policy that would be direct-
ly related to reviving the performance of the economy. The matter
of tax restructuring and reform of the code is the next step. But we
simply haven’t gotten to that, I think for reasons that you can
understand. '

Senator BAucus. Can you give me an idea-as to when you might
get to it or when you might send up an analysis.

Mr. StockMAN. Well, I think you would have to talk to the
Secretary of the Treasury about that when he comes to testify.
Because that would be in his primary area of jurisdiction. But,
certainly, over the coming months we will be examining those
longer term questions as part of the second tax bill proposal that
we have made. :

Senator BAucus. Thank you.

[Responses by Mr. Stockman to questions submitted by Senator
Baucus follow:] :
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Question:

One of the basic philosophies underlying chls Adminllttation
is to get the Federal government off the backs of the state- ané
the people of this Nation. Is that not sn?

It seems to me, in going through several of the proposed
changes in Pinance Committee programs, that the Administration is
violating the spirit of that philosophy. Rather than decrease
Federal intervention, in some cases you seem to be encouraging
Pederal intrusion in the lives of states and Americans.

) Please explain to me how you can talk about rcduced Pederal
interference, but require states to: ‘

A. Establish mandatory community work programs for welfare
recipients.

B. Mandate states to amend the suitable work provision by
requiring , unemployment recipients to accept any job
paying at ieast their weekly benefit or minlmum wage
after collecting 13 weeks of bcnctlts.

C. Establish a national recipient file on all Americans
raceiving public benefits.

An-wcrs , '

Let us distinguish between gratuitouu Federal interference
in private-sector productive processes that seek nothing from the
Government, interference that reduces the productivehols of those
processes, on the one hand; and the establishment of criteria for.
eligibility for federal benefits and paymentl. to prevent waste,
fraud aﬁd excessive Federal spending, on the other. The former
we opposo} the latter is absolutely essential if = the growth of

Federal spending is to be brought under control.

Question:

Mr. S8tockman, the Administration is proposing many bold and
courageous changes which fall within the Jjurisdiction of the
Senate Finance Committee, for example, the Administration is
proposing sweeping changes ins :

-« AFDC

-= Medicaid flexibility
-~ Competition health reforms
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My question is: precisely when will we see draft
legislation to implement these proposals. I am concerned because
the Finance Committee has already embraced the President's
spending cut figure of $9.3 billion. The Budget Committee is now
writing its instructions to committees. The Finance Committee
will meet, oh, probably within a month, to accomplish these .
legislative changes through reconciliation. When will we see the
draft legislation explaining the implementation of these
proposals and others, such as block grants?

You were a Congressman. You were a legislator. I know many
of my colleagues don't like to read bills, but I do. I want to
read the legislation describing the implementation of the
proposals within the Pinance Committee. Will we have these bills
before finance marks up.under reconciliation?

Answer: )
Yes. As noted during the  hearing draft bills should be

ready within ten days of this hearing.

Question:

Mr. Stockman, would you say that Medicare is an entitlement
program? . .

Would you say that Medicaid is an entitlement program?

Answer: )
Yes, on both counts. This assumes the usual meaning of
“entitlement program,” viz. a program under 'which persons
who meet certain criteria specified by law are entitled to

benefit payments.
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‘Question:

The Administration proposes to block grant a series of health
programs, including the Title V Maternal and Child and Crippled
Children's programs (within this Committee's Jurisdiction), and
to then reduce the amount of funds to states by 25%. I am
- especially concerned about this issue since Federal statistics
show that the cost to the states of administering medicaid .is
only about 58. Unless the cost of administering other health
programs is five times higher, the Administration's proposed
reduction in this and the other block grants will make
substantial incursions into the amount of money states spend to
actually deliver health services.

The Administration frequently speaks about fraud and waste 1n
programs. Does the Administration assume that this 258 figure
reflects administrative waste in these programs, and if so,” how
4id it arrive at this amount?

- Answers .

Thtough the years, the Federal Government has created many
tategorical grant programs that provide funding for health
activities. While each grant piogran typically was established
to meet specific national goals, the proliferation. of these
narrow-purpose grants has resulted in a counterproductive maze of
Federal law, regulations and controls.

Because of the fragmented nature of the current funding system,
porson‘ in need of health services often must go to several
different and unrclate& grantees for different services and must
obtain related health services from different providers. The
current system's administrative requirements have resulted in
nearly insurmountable barriers for states, local governments,
fcommunition, and even individual providers who wish to integrate
funds from all grant programs into comprehensive assistance
systems. - Nevertheless, because of the enormous complexity of
this array of programs and requirements, it is not feasible,
 from the Federal ‘level, to determine with precision what

" programs, in which of 12,000 grant sites, are necessary and
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efficient and which are duplicutory or wasteful. 8uch
determinations can best be made by State and 1local governments.
The 25% reductions is thus an allowance which is anticipated to
be adequate, with improved planning and management, for
maintaining ggsential services to the truly needy and is not

based on -é%ific estimates of administrative waste.

.

- Pinally, the intent of t@e Administration’'s grant consolidations
is to insure the improved management of health delivery services
at the State and local level. As States align their health
pfograns‘bonsistent with their own priorities -- not Washington's
-- the proposed funding changes should not result in a reduction

of §lsential services. .
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- Question:

The premise of the ‘block grant is to collapse and consolidate
dozens of health and social service programs into several large
blocks. The categorical nature of these programs are changed to
permit the State flexibility in deciding how to spend the funds.

We're talking about a 1lot of money here. How do you assume
accountability? what kind of guarantees will the legislation
contain to combat fraud and abuse? Just because the State will
be administering the programs is no reason to assume that fraud,

abuse, and excesses won't occur. What kind of monitoring system
can or should be established? 4

Answer: .
First of all, the questions as. posed implies several erroneous
assumptions about the Administration’'s intent in proposing block
grants and the level of accountability in the current mix of

Federal categorical programs.

The Administration has not proéolcd grant consolidations as a
means of curbing fraud And abuse. Our objective is much broader.
The main: purpose is to return authority to States and localities.
It is wrong for the Federal Government to specify in great detail
how States and localities should meet their own needs.

charéing accountability, the existing system has serious
problems. Through the years, a complex, duplicative, and
uncoordinated array of Federal categorical programs  has
developed. Aside from the confusion caused by the lack of
coherence in loverai areas, day-to-day management hai developed
into a bureaucratic morass of planning, regulating, and reporting
at the Federal, State and 1local levels. These management
problems not only result in inefficiencies but they distort ﬁany

of the objectives that the Federal Government seeks to promote.
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The confusion and problems of management and accountability in
the current system is directly attributable to the proliferation
of narrow categbrical grants and the associated requirements.
This Federal overreach, and imposition of sofzpalled national
priorities, has become qnenforceable. Monitoring compliance Qith

this complex of programs have become impossible.

By consolidating these categorical programs into certain general
;reas many of these specific requirementse can be elimingted.
This does not mean that accountability will be eliminated but it
does mean that State and localities will have more responsibility
for using the funds effectively. There is good reason to believe
this will happen. The Federal Government does Aot have any
special knowledge that makes it more effective at eliminating
fraud and abuse. States and localities are equally or ‘more
concerned about fraud and abuse than the Federal Government, and
giving them this responsibility is likely to result in strong(an§

efficient programs. Accountability will not be lost.
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ggcstiou: Do any of the proposals pertaining to the Rural Electrificatic..’
ogram have a potgntfal impact on the demand for electric power in rural’

areas? T S,
Answer: We do not anticipate that the changes in the method of financing or
that the changes proposed in the interest rates for these programs will have
any serfous fmpact on the demand for electric power. The demand for “pawer is
related to increased housing, increased manufacturing, and similar factors in
the service area of the borrowers concerned. The Economic Recovery as anti-
cipated in the President's program would, of course, result in lower {interest:
- 2 costs and lower inflation, both of which could fmprove the economy of rural '
areas. In this sense, there might be some positive potentfal impact on the
demand for power.

estion: If growth in demand 1s likely to continue, won't electric coopera-

- ves need to construct new facilities to meet that demand? .

" T Answer: - We anticipate that there will be growth in demand and that coopera-
tives will need to construct facilities to meet that demand.

Question: Won't the co-ops' need for capital therefore stay about the same,
regardless of whether or not they raise it through the FFB or directly from
private lenders? In other words, won't the amount of {nvestment capital
going into new rural electric ?eneratlng and transmission facflities be
about the same with FFB participation or without it?

Answer: We expect the demand for capital for the electric cooperatives to
continue at about the same level and that is what we have approved for 1982.
We do not see the movement of REA from 1ts current arrangement with FFB as
having a big effect on demand for capital.

Tguestion: » it is correct to say that insofar as demand for credit {is
. concerned, ending FF8 participation in these loans won't accomplish anything
except perhaps by creating a “perception” of reduced federal activity?

Answer:  The purpose of changing the current arrangement REA has with FFB
s not to reduce the demand for capital. The change will accomplish an
actual reductfon in Federal credit activities as Treasury will no longer
have to borrow to provide FFB with the cash to support the requirements of
the REA systems, These systems will not be borrowing from FFB but directly
from the capital market. This is not just a "perception.®

Egestion: Who, other than the banks and other fnvestors already reaping the
enefits of double digit interest rates, would benefit from the proposed
termination of fFB involvement in the REA guarantees?

Answer: A reduction in the amount of outstanding debt owed by the Treasury
s a part of the President's Economic Recovery Package. That package will
reduce the cost of Treasury borrowings and the amount of interest which must
be paid from the revenues. This Administration belfeves that everyone in the

country will benefit from reduced inflation and lower interest rates paid on
Treasury borrowings.
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Question: How much additional interest do you think electric cooperatives
wou ve to pay if they borrowed directly from private lenders, rather than
having the FFB available to them as 2 conduit for these funds?

Answer: This is a difficult question to answer. The fnterest differential

may be as low as 50 basis points since the 100 percent Federal guarantee
remains on these loans. .

?gestion: In OMB's earlier proposal for barring the Tennessee Valley Authority
~ from use of the FFB, it was stated that doing without FFB would cost TVA
about 1 percent extra on its interest.

Answer: The estimated 1 percent differentfal (100 basis points) should be
reduced once the market becomes accustomed to these loans. The Farm Credit
System, through its fiscal agent, obtains large amounts of capital for its

member banks for as 1ittle as 40 basis points above Treasury borrowings for
similar maturities.

Guestion: Why was the Federal Financing Bank created by Treasury Secretary
William Simon during the previous Republican Administration? Wasn't the
major purpose of the bank to coordinate the entry of the federal loan
guarantee programs into the credit market to keep them from competing among
themselves, thereby driving up the cost of interest?

Answer: One of the major reasons behind creation of the FFB was to eliminate
the practice of agency borrowing and sales of loans in the private market at
costs ‘gf excess of Treasury borrowing costs. Many Federal agencies formerly
made direct loans and sold them in the private market. The FFB was created
with a major objective to reduce the Federal cost of financing these direct
Yending operations. It was not originally contemplated that the FFB would
become an originator of direct Federal lending with guarantees by other
Federal agencies 1ike the REA.

Question: What has changed, then, to remove the need for this kind of
coordination? .

Answer: There has been no change in the view that agencies should continue
To seTl individual loans or certificates of beneficial ownership (CBO'S)

to the FFB instead of attempting to sell them in the private market. This
practice will continue for REA CBO sales as wel) as loan or CBO sales by
other Federa) agencies, i.e., Farmers Home Administration CBO sales. The
FFB direct loan origination function is what is being discontinued.

Guestion: To your knowledge, has the government ever lost money on an REA
guaranteed loan? )

Answer: Ne have not as yet had any defaults on REA guaranteed loans. This
Toan program started in 1974 and s used generally for financing large .
eneration and transmission facilities which may take as long as 10 years

go bring on-line.

Question: Based on the amount of REA guaranteed financing expected to be
needed In future years, I'm told that over the next decade, fhis extra 1%
of interest would add about $2.75 billion to rural consumers electric bills.
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is it fair, do you -think, that residents of rural America who, by and large

already are paying higher than average electric rates, should be forced to
“ypay this much more to accomplish no real purpose other than to create a

"perception® of reduced federal activity in the credit markets?

Answer: The movement proposed for REA is more than a “perception” of

reduced Federal activity in the credit markets. It is an actual reduction

in the amount of Federal credit activity and will be so reflected in a lower
ceiling for the National debt. Successful attainment of this Administration's
Economic Recovery Program objectives for substantially reducing the rate of
inflation over the next several years will likely result in substantially lower
costs in rural areas than would otherwise be the case.

Questfon: One of the reasons for cutting back the REA programs set forth in
your proposal is that (and I quote) ™. . . the REA has largely accomplished
its purpose -~ to provide the basic investment capital necessary to provide
eiectric and telephone service in rural areas” (end quote).  You also cite
the fact that more than 99% of all farms now have electric service. What
percentage of the people in New York City, would you guess, now enjoy access
to central station electric power?

Answer: I would guess that most of the people in New York City have central
station electric service. 1 also know from my own experience that they have
achieved this through private investments and at rates somewhat higher than
are generally charged by the rural cooperatives.

Question: Would you say that, since virtually all these people now have
access to power, that the job of providing basic electric service to the
consumers of New York is finished also?

Answer: The job of providing electric service to consumers in New York is
not completed. The capital needs are being and will continue to be met .
through the private sector. It would appear that systems serving rural areas .
should obtatn more of their credit needs through the same credit channels
the New York companies are using.

estion: Can you explain then why it was necessary for the Consolidated
son Company -- the investor owned utility that provides electric service
in the City of New York -- to increase its capital investment in facilities
and equipment by more than a quarter of a billion dollars furing 1979 alone?

Answer: The question is, of course, a leading question. The reference to
the job of REAbeing doneis a reference to meeting a goal of extending .
services to nearly all rural areas. That goal has largely been accomplished.
The need to hook up new houses, businesses and industry in a given service
area is always the responsibility of the public utilities serving that area.
Now that the responsibilfties of rural areas are more like those of New York
in that power is available in almost every area, it is time that systems‘
serving rural areas begin to pick up more of the cost of extending this
service in the same manner that their counterparts have been doing for some
time.

78608 0—81—9
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%_e;tion: Approximately what percentage of all REA financing under the
-{nsured and guaranteed loan programs is made’available to borrowers at the
specfal 2% {nterest rate?_” e

swer: In 1980, out of a total REA electric loan and loan guarantee program
'] .585 billion, $142.5 million was provided in 2 percent lending. For the
REA telephone-program in 1980, out of 3437 million, $103 million was provided
at a 2 percent interest rate. : e

Question: At the 5% interest rate?

Answer: Of the $6.585 billion electric loan and loanrguarantee pro!ran of REA,
- 3787 mf111on was made at a 5 percent interest rate in FY 1980. For the REA
telephone program, of the $437 millfon, $147 million was made at the 5 per-
cent interest rate in FY 1980.

estion: If, in fact, only about 14 percent of the entire REA loan program
- 1s operated at sub-market interest rates, and the other 86 % is being Joaned
at the government's cost of money plus 168 of 1% through the FFB, do you feel
i:'s fair.for the entire REA program to be categorized as "low-interest
financing®? :

Answer: The characterization of the REA loan and loan guarantee program as
Tow intefest financing is really a reference to the fact that the Federal.
Government, by providing a guarantee to most REA borrowers, is in effect
aisuring that those loans will be made at below the norma) market rate for a
similar investor-owned utility. The figures in your .question do indicate a
considerable achievement brought about in the REA program through the 1973
REA Act Amendments. The adminfistration, however, feels that additional
changes are warranted at this time.

ggestion: What, 1f any, impact would increasing the interest rate on the
.24 of REA loans now going out at the special 2% interest rate have on the
federal budget?

Answer: The current REA Revolving Fund budget reflects no budget authority
or outlay in 1982 and therefore has no effect on the on-budget deficit.
There is, however, a growing concern that the REA Revolving Fund by making
a portion of those loans at 2 percent and, at the same time, paying 12
percent on funds needed to make the loan advances is, in fact, creating

a significant deficit in the Fund which wil) be reflected in future
appropriation requests, whether they be on-budget or off-budget at that
time. Further, when Certificates of Beneficial Ownership are sold to

. the FF8, the FFB borrows money from the Treasury under the Federa) Debt
Limftation. One should also keep in mind that when the Act was amended in
1973 establishing the 5 percent rate, the average Treasury borrowing cost
at that time was between 5 and 6 percent. Now that Treasury costs are over
12 percent, it would seem a very small request to have those borrowers pay
more than the current 2 percent rate they are paying.

g
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?!cstion: In reality, then, the only effect of this two-afnd-one-half times
ncrease in interest rates for these very low density, very low revenue .
cooperatives would be to increase the rates they charge their consumers for
electric energy. Aren't increasing costs with no corresponding fncrease in
productivity a primary cause of inflation? R

Answer: Although the change in interest would increase costs somewhat, the .
relative rate of the increase would be small when compared to much larger .
increases which have occurred in power purchase and related costs. The lack .
of increase in productivity is, we feel, heavily influenced by the Federal
intervention in the private sector. Through the adoption of the Economic
Recovery Package, we expect to achieve a general lessening in inflation

rates and interest costs which would offset any slight increase the electric
user would have to pay because of this change.

g%estion: Who would gain, then, by what you have proposed with regard to the
% loans?

Answer: Adoption of the Economic Recovery Package would result in a signifi-

cant gain for everyone, rural and urban, in reducing inflation and {nterest

costs. The increased rates the current benefictaries of tnis heavy subsidy

would pay would be largely offset by Jower costs on other commodities and

lower fncome taxes. : .

Question: To your knowledge, has the government ever lost any significant
sum of money on REA insured or direct loans during the more than 45 years
this program has been in exfstence? -

Answer: The evidence fs that REA has never had any large defaults,
We might add that this record leads us.to believe that the program is
financially sound and can easily withstand the small sacrifices this
budget requests, " . .

Question: How many federal -- {.e., appropriated -- do)lars are being loaned
to the electric cooperatives at the 5% and special.2¥ interest rates under
the present REA insured loan program?

Answer: There are currently no appropriated dollars bein loaned to electr{
cooperatives at 5 percent or 2 percent. I re

g%estion: What, then, ts the source of the funds being loaned to rural
electrics through the REA insured (direct) loan progrgu? . b

Answer: The funds for this program come from interest efpts on pri
Toans which were dedfcated to thg REA Revolving Fund 1n :;: 1873 :ctfr °r
grincipa! repayments on prior loans which were dedicated to the Revolving
'und in that same Act, and the sale of Certificates of Beneficial Ownership
a the pool of loans held by the Revolving Fund. The Revolving Fund is .
::rrently paying over 12 percent interest on loans which have been sold and
The income on new 10ans at 2 percent cannot cover the 12 percent being paid.
e net result is an increasing erosion of the assets in the Fund. At some
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point in the future, appropriations will br hegdec to cover interest sub-
sidies and whether they are on-budget or ofi-budget at that time will be
meaningless as appropriations directly from the Treasury will be required.

estion: What impact, if any, do the ipsured Joans made from this Revolv- -,
ng Fund have on the federal budget?

Answer: As indicated in the previous question, the insured loans made from
this Revolving Fund do not have a direct fmpact on the Federal budget deficit
since they are off-budget. They do, however, require the Federal Treasury to
borrow additional money which increases the amount of debt owed by the
Treasury subject to the Federal debt limftation.

Egestion: If the entire rural electric loan program was to be wiped off the
oks tomorrow, what effect would that have on balancing the Federal budyet?

Answer: The Yoans do not impact on the Federal deficit and, therefore, ;re
not involved in balancing the Federal budget. This does not mean that they
do not cost the Federal taxpayer any woney. .

_ agestion: If cutting back on the insured loans for electric cooperatives
cesn't help to balance the budget, what purpose does it accomplish other
than to increase the electric bills of co-op consumers? .

Answer: The fact that cutting the fnsured loan program does not help to
balance the budget does not mean that these loans do not have a cost to the
Federal taxpayer. A portion of the Funds come through guarantees and through
the FFB's purchase of REA's assets both of-which are funded through Treasury
borrowing. Both-of these programs therefore increase the Natfouag'debt.and
Jnterest costs thereon which are borne by the taxpayers. Furthermore, if you
assume that this action will have the cf)gct of increasino energy costs, it
must certainly be assumed that in the current set of circumstances the Federal
Government 1s actually subsidizing these loans in order to have the effect of
keeping these bills down. If that were not the case then discontinuing this
program would not have any effect on co-op customers' bills.

Question: Don't increased energy costs add to inflation?

Answer: Yes. Increased energy costs do add to fnflation but adoption of
this Administration's Economic Recovery Package will fmprove the tota)
economy and reduce inflation much more than the small increase required by
this one proposed change. On the balance, rural consumers should come out
ahead.

g¥estion: Statistics from the Department of Energy publication "Typical
ectric 8111s” indicate that, on average, the electric rates being charged
by REA financed rural electric cooperatives already are 10-12% higher than
the natfonal average. Yet in the Administratfon's proposal for cutting back
REA lending, you state that just the opposite is true, that REA customers,
receive power and telephone services at rates that average 10-12% below
customers of non-REA-financed utilities. Can you provide us with some
details about how your figures were calculated, and perhaps explain how
they differ so completely from those published by the DOE?
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Answer

On the average, customers of REA-financed systems tend to pay lower
rates for electricity than customers of other utilities. Official data
published by REA and DOE on the average residentfal cost nationwide as
of January 1, 1980, indicates that except for the smallest customers
(250 KWH), the average charge by REA-financed systems was 3.3% to 9.9% -
lower than the average charge by other utilities (investor-owned and

-~ publicly-owned utilities combined). For the smallest class of
residential service, which accounts for only a small portion of the
total, -the rural systems charged 3.3% more (see below).

Cost of Resfdential Service by Monthly Consumption Category
. (Cents per KWH, Janury 1, 1980)

250 KHH 500 KWH 750 KWH 1000 KWH 2500 KWH

REA-Financed

Systems 6.31 5.19 4.76 4.52 3.99
A1l Other .

Utilities 6.11. 5.50 4.92 4.88 4.43
Percent

Difference +3.3% -5.6% -3.3% -7.4% -9.9%

While this is the national picture, within individual States rural
systems may charge more or less than other utilities depending on the
systems® access to public power projects (e.g., TVA and Bonneville),
the availability of coal and nuclear generation vs. of) generation, and
other cost factors such as number of customers per mile of line, A
higher proportion of REA-financed systems vs. other systems are located
in lower cost States, but within those lower cost States the rates of
the rural systems may be lower or higher than other utilities in the
State. In contrast, there are few REA financed systems in

some of the highest cost States. For example, only 22 of the 924
REA-financed distribution systems (2X) are located in the high cost
States of Connecticut, Rhode Island, Massachusetts, Virginia, New
Hampshire, New Jersey, Delaware, New York and Hawaii, where the cost of
residential service for other utilities averages from 28X to 54% higher
than the national average for the co-ops. These 9 States account for
14% of electricity sales (KWH) by other utilities but less than 3X of
sales by the co-ops.

Comparing cost of service on a State-by-State basis, i.e., ignoring the.
greater concentration of the co-op market in the lower cost States, we
find that in the 46 States where REA-financed co-ops are located, the
average residential rate of the co-ops (for 1000 KWH) is higher than
-other uttlities in 30 States and lower in 16 States. 1In 18 of those 30
States, however, the average residential rate of the co-ops is lower
than the natfonal average for other utilities.

Question: vo you nave evidence, or any reason to believe, that the REA loan
program 1s in any way being misused, or that it fs in some way failing to
accomplish the mission assigned to it by Congress in the Rural Electrifica-
tion Ast, as amended?

Answer: -No. there is no evidence that the REA program has been misused or
that 1t has failed to accomplish the mission assigned to it. The success
of the program, however, strongly indicates that there is less need for the
Federal subsfdy than there was when it was originally established.
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The CHAIRMAN. Senator Bentsen. ' _'
Senator BENTSEN. Mr. Stockman, the combination of tax cuts and
budget cuts that the administration is groposing—awording to
our own estimates—would result in a $45 billion deficit in 1982.
ow, that's the most optimistic one that I have seen. We have seen
what CBO and some of the others have forecast. I hope you are
right on your number.
If the ury is going to finance that kind of a deficit, it must
compete as you were stating earlier, with capital needs in the
private sector. It will centainly keep interest rates higher than

necessary.

In fact, the deficit you are optimistically predicting for 1982
would call for about twice the amount of Government financing as
you would have released for investment by your accelerated depre-
ciation provisions.

I believe the entire Nation wants your program to succeed. But,
wouldn't it be wiser to cut either deeper into Government expendi-
tures or not cut taxes as deeply in order to narrow your deficit and
fight inflation? One of the suggestions would be to cut back on the
gize of individual tax cuts to reduce the deficit and to bring them
more into balance with the business tax cuts which came out of the
Finance Committee last fall. Reducing your deficit in 1982 would
do a better job of fighting inflation than the $45 billion deficit that

you forecast. |
ﬁ M:s SToCKMAN. Let me try to answer that with about three
points: \

The first is I don’t believe it is simply the dollar value of the
deficit, taken in the abstract, that is the problem. It's the context
in which that deficit materializes. And, actually, we are cutting the
budget for 1982 far more than $48 billion. If you look at the
relevant measure in terms of where policy is heading, and that's
budget authority, it's somewhere in the $656 to $70 billion range.
But because of the built-in lags in the Federal expenditure system,
whereby budget authority reductions are converted into cash sav-
ings, much of that will be realized in 1983 and in subsequent years.

in terms of policy context in which you have demonstrated
and implemented pretty severe c es in the direction of spend-
- ing, that $45 billion deficit is not nearly as troublesome as one that
would occur in the context in which there was no effort, or serious
effort, in the long term underway to control spending and thereby
- the clear impression, or implication, exists that deficits will rise or

. stay at that level in the future.

e believe our poli? demonstrates that that deficit is coming

down rapidly during a 36-month period.

- Now, second, in terms of savings available in the economy to
finance that interim $45 billion, there are really three sources. You

have only identified one. The first is the increased cash flow to

" business enterprises, due to depreciation reform. But, second, you

have got $44 billion worth of individual tax cuts and some fraction

of that is going to be saved. A far higher fraction than if the money

a%m collectec‘_ by Government and spent for one program or an-
er. -

- 'The third point is that if in combination the very severe expendi-

. ture restraint, the steady downward movement on money supply
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growth that the Fed has {mt in place today, those two things in
combination, I believe, will cause an increased savings flow in the
economy away from tangible investments that really don’t finance
anything in terms of productive activity into financial assets that

ill help to relieve some of the pressure in the market between
private and public sector credit demands.

So, from those three sources, I believe, on an interim basis you
have the savings available in the market to finance the deficit
without undue upward inflationary pressure, if it is looked at in
context. X '

Senator BENTSEN. We would have some difference of opinion
regarding the share of the the individual tax cut that would be
saved. We have a library full of empirical studies that would lead
us to think otherwise.

Is there any alternative to the precise formulation of your tax
bill which would yield equivalent positive results? For example,
where you are talking about three 10-percent cuts, suppose you had
6 or 6 years of 5-percent cuts. Suppose instead of just hoping that a
percentage of savings would be made to the extent you think it
would, we had something along the lines of my bill that would
allow tax-free interest to the extent it went into savings accounts
dedicated to home building. Our savings and loans have had a $28
billion hemorrhage of funds last year; interest rates on home mort-
gages have escalated to a point where only 6 percent of the families

ay can qualify for a mortgage on a $65,000 home. The American
dream of owning a home is out of reach of at least 96 percent of
our people. )

Now, you have said that you are against fine tuning the econo-
my. And, yet, -you tell us that if we don’t pass this fine-tuned
program exactly the way you fine tuned it, that we will have no
positive impact on the economy. Isn't the policy that you have
presented one of fine tuning?

Mr. StockMAN. Well, I don't think so. I guess it would depend on
how you define fine tuning. My notion of fine tuning is—— -

Senator BENTSEN. Is it just that all other alternatives are fine
tuning, but yours is not?

Mr. StockMaAN. Well, my notion of fine tuning is that you take a
look at the whole structure of the economy and then you try to
target things into this area or that area where you think extra
stimulus or an extra boost is needed. But we are not proposing
- that. We are cutting rates across the board and then allowing the
~ economy to work against those changes in tax rates, and in the
after-tax return on investment, and personal income.

What I would consider fine tuning is an effort to say that the
‘aggregate savings rate is too low and we will change tk.: tax code
so as to cause income to flow to certain types of instruments—in
certain types of instruments in certain types of institutions.

Now, essentially that is what you proposed here, increasing the
exemption for deposits into savings accounts. ‘

But I think there are an awful lot of technicians and economists
who will argue that may not increase the aggregate level of savings
in the economy at all, but simply cause investments to be switched
from one type of instrument to another from that that is less
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. favorably treated as a result of this policy change that you'have

pro . . .
.~ Sensator BENTsEN. Mr. Stockman, I believe people respond to
- incentives, and that more incentive to save will boost savings, not
just switch savings from one institution to another. ~,

Mr. StockMAN. They-do. That’s the problem. ‘

Senator BENTseN. And I think that is one of the things that
would be accomplished here now. But I really believe that what we
have seen happening to the thrift institutions of this country is
something that will be an extremely difficult thing for them to -
recover from. I think we must have some way to try to encourage
home building in this country, so people can afford a house again.

Mr. . Well, airee with that. And I didn’t mean to
neglect addressing that problem. But it seems to me the things

illing the thrift institutions today are the high nominal rates of
interest in the market and the extreme financial volatility that we
have had in the last 18 months in which you have seen interest
rates move from below 10 percent to 20 percent, back down and
then up. And, in the process, you have simpl%v wrenched the whole
ability of those basic financial institutions to function.

Senator BENTSEN. You have also homogenized thrift financial
institutions, so they are now more and more like banks; theg are
going to arbitrage and other means of tr{ing to keep afloat. But, I
am afraid what you are saying is that there is a long-term trend
away from home mortgages by these thrift institutions. It concerns
me very much. I think we are going to have to find a way to create
- an incentive for people to do more savings in this country along
with fighting inflation. Obviously, that is one of the very major
ones.

Mr. StockMAN. Senator, I guess I would agree with you. I'd onl
say that it is not just savings alone that will solve the thri
institution problem. They n two things: One, an adequate sav-
ings and deposit flow, but, second, a stable financial market. ’

Esecause even if you had a substantial increase in the level of
savings and the markets were as unstable as they are ay with
these hot flows of monei:ack and forth, the thrifts would still face
the liquidity problems that they are facing now, and many of them
would still be in the kind of bind on earnings that they are now.

So, it takes both—both savings and financial stability. And I
don’t think you are going to get the latter until you get Federal
fiscal policy disciplined so that monetary policy can work without
the pressure that it has faced in the past.

Senator BENTSEN. Well, I am not going to argue that one with
you. I agree with that. I think you are going to have to do some-
thing, though, in addition that is quite dramatic in this situation so
that they are able to turn themselves aroun ‘

I would like to ask you about one continual rumor I am hearing.
I hear that the O and the administration are stucilfrmg the
phaseout of what remains of the depletion allowance on oil and gas
production. Could you enlighten me as to the administration’s posi-
tion on that? - - R ‘ - v

Mr. StockMAN. The administration has no position in the sense
that we have not recommended any change in the depletion allow-
ance." There are various people, including myself, who have a pri-
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vate or tpersonal opinion about it. But that is not. on the table in
terms of the package of tax and spending proposals before you.

Sg,nator BENTSEN. Would you like to tell me your personal posi-
tion? « -
Mr. StockMAN. Well, my personal opinion is that it is an obso-
lete benefit that we probab y don’t need in the tax system an
longer. But, I haven’t—that is not part of the administration’s
recommendation.

Senator BENTSEN. Thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Durenberger.

Senator DURENBERGER. Dave, I am glad that you haven’t shown
any signs of tiring of entertaining Senators or Congressmen. I
guess we are just lucky that you go to work at 6 a.m. in the
morning and stay until midnight. :

The former chairman of this committee said something a little
while ago that characterized this committee as the committee that
has to provide the taxes to do all of the things that somebody else
decides we ought to do. Well, it seems to me he has been around
here long enough to remember when this committee raised taxes. 1
haven’t and I think most of the folks in this committee have not
either. We spend our time either cutting taxes or reforming taxes,
or whatever. And I wouldn’t mind being in a position where it was
my responsibility to make decisions about the revenues that have
to go with somebody else’s decisions about the spending.

My concern is that the tax cut proposal, the 3-year tax cut, does
not do the obvious and that is take us to eliminating bracket creep
from our tax system. My question is: Why don’t we say that this is
our objective, if it is, and why don’t we do it?

Mr. StockMAN. I guess your question is: Why don’t we index—
index after the—— -

Senator DURENBERGER. Well, I wish we could think of another

name, but that is what it used to be called.

Mr. StockmMAN. Well, actually, I would su%gest, Senator, that the
10/10/10 does more than simply eliminate
tive bracket cree?, in the future. It actually compensates for some
of the unintended increase in tax rates, marginal tax brackets, that
have occurred over the last 6 or 7 years due to the interaction of
inflation and the progressive income tax schedule. ‘

And I think the measure of that is simply to look at where we
end up in 1984 after both of these tax proposals are implemented,
at least on a calculated basis. We end up taking 19 percent of the
national income as the tax share. Today it is about 22 percent. And
what that essentially tells you is that the effective levels of tax-
ation on both individual and business income are lower at the end
of this program and, therefore, you have actually reduced taxes in
a real sense, not simply prevented a prospective bracket creep from
occurring in the future.

Senator DURENBERGER. Well, I think what we are dealing with
here, and I think the administration goes about 90 percent of the
w?{ of dealing with it, is the expectations theory with regard to
inflation. I have here—I hope you have had time to read the latest
speech that Mark Willis gave on the subject about economic models
being wrox;ﬁ because they ignore peoFle. And I would suggest to
CBO that they read it and to a lot o

racket creep, prospec- -

other people that are chal-

L
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e lenging it. Because it makes the point very clearly that people are

making the decisions that are either building or wrecking the
economy at the present time. - |

Right now it seems to me that they are looking to us to do the
kinds of things that we have been telling them to do, and that is
build some restraint into our decisionm g and do some planning
for the future. ' e

It just seems to me that a 3-year tax cut, regardless of what the
net result may be—unless there is some commitment to a balanced
budget—may not cause people to do the kinds of things that you
-said in three parts they are going to do. It is going to be to
resist the effort to balance the budget through the Constitution, or
tie spending to something else through the Constitution. And the
onortunity, it seems to me, is here for this administration to say
clearly: We are on our way to the year when we balance the budget
and we put the income tax system in a situation where we will
have to raise taxes after that point if we make spending decisions
that exceed our revenue. :

Mr. StockMAN. Well, I guess the point you are making, and I
agree with it 100 percent, is that the prospective benefits from
. reducing tax rates could be eroded, or even nullified, if on the
spending and budget side of the policy equation we don't take
credible efforts to demonstrate that that is under control; that it is
being disciplined; that we are moving toward a balanced budget.

Because then, on the basis of pure expectations, people will
-expect high deficits, high spending, and high inflation in the future
and that will be reflected in their behavior in the economy, in the
financial markets, and in interest rates. And all of that behavior
. could easily neutralize the incentive effect of the tax change. And I
think you are precisely right. That's why this whole package is an
-integrated whole, none of which can achieve its objectives without

+ the other part being implemented as well.

. Sena‘or DURENBERGER. Well, let me ask you a question that
relates to the spending side. I think your statement, better than
‘anything I have seen lately, lays out what it is that you are trying
to do this year versus what you are going to do In the future.
- We have a lot of problems, for example, with the medicaid rec-
ommendations with State and local government trying to deter-
mine whether or not that is a sense of direction. Is capping, and
cutting, or blocking health and social services a sense of direction?
Is this part of the devolution process? Are you dumping responsibil-
ity on the States and the bill for that responsibility as well
:"As I read what you said on page 8 of your statement about today
and on page 7 about tomorrow in which you make the point about
the relative changes in size of Federal and State and local sectors,
and how growth in the public sector in general can be efficiently
shared, it seems to me safe to draw the conclusion that your
recommendations on medicaid, for example, do not take a tion
with regard to whether or not health care for the poor should be a
Federal or a State responsibility. I might draw the conclusion that
this administration eventually wants to dump it on the States, but
. I would like you to tell me that I am wrong; that the option of -
federalizing this part of the process is still open.
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Mr. STockMAN. On the question of Federal/State responsibility,
no conclusion has been reached. This, as I indicated in the case of a
previous question is an interim fiscal containment measure only.
And whether you want to—and on the other two issues that are
relevant here, who ultimately pays the cost? And, second, how on a
long-term basis do you contain the cost, the explosive cost growth
of our health care system—those are very tough issues that we
haven’t addressed yet, but we realize we must at a very early date,
and we are working on that intensively, and will make recommen-
}lations to you and the committee on both, hopefully, in the near
uture. ‘

Senator DURENBERGER. Thank you.

The CHAIRMAN. Senator Mitchell.

Senator MircHELL. Thank you, Mr. Chairman.

Mr. Stockman, 2 months ago, at another Senate committee hear-
ing, you were questioned by m{ colleague, Senator Cohen, of
Maine, about decontrol of crude oil prices and energy assistance for
low-income persons. To refresh your recollection, let me quote some
brief excerpts from the transcript of that hearing. Senator Cohen
asked you this question:

Listening to your statements about the need for deregulation about the free
market system, I try to bring it back to a practical application. Maine happens to be
a very poor State. We are perhaps the lowest per capita income of any State, under
$6,0(3 a year. We have had temperatures at 35 below zero for the past week. We
have people who can’t heat their homes. Assuming we permit immediate de la-
tion; assuming the price of oil climbse 5 or 10 cents a gallon, or higher, what do I tell

the people of the State of Maine who can’t pay their oil bills? It creates social as
well as economic problems.

Mr. Stockman, that is precisely the reason why we created the
heating fuel assistance program. The idea behind that was, yes, let
the price clear the market, allocate the supplies, don’t subsidize
energy use. That is what you do when you hold down the price.
Don’t subsidize energy imports, which is what we were doing. But
if there are targeted populations, categories of people—the elderly
or low income—that live in regions of the country with a specially
heavy impact, because of temperature and so forth, then we should
respond to that directly with transfer payments.

Now since then we have decontrolled and there has been a
dramatic increase in the price of home heating oil in just the few
months of this heating season, which, of course, involves increases
before and after decontrol. The price has increased by as much as
35 percent. It now costs over a $1.30 a gallon in many parts of
Maine. The average cost of heating a home in Maine is now close
to $1,500 a year. A State where, according to Senator Cohen, per
capita income is less than $6,000 a year.

As I understand it,. the Reagan administration budget for fiscal
year 1982 involves proposed cuts of about 6 percent from the
Carter budget. Yet, the hardship block grant, which involves low-
income energy assistance, proposes cuts of 26 percent. This is an
area, home heating, which is a necessity of life, and in which prices
are rising much more rapidly than in almost any other area of
domestic economic activity. :

And my first cuestion to you is: Is this proposal not inconsistent
with your remarks to Senator Cohen? :
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Mr. StockMAN. I don’t think it is inconsistent at all. I think the
existing program level is too big; it is improperly targeted; it is
diffused and spread all over the country; it is $2 billion, far in
gxcess of a tighter definition of where the needs are, like in your

tate

We have proposed to reduce the aggregate level of spendmg in
that program.

[A television crew’s light falls over.]

Senator MrrcHELL. Could that be an omen?

Mr. StockMAN. 1 hope not. [Laughter.] This is heating assistance,
not lighting assistance, I guess. {Laughter.]

We have proposed to reduce the aggregate level, but there would
still be over $1.1 billion left and we are developmg an allocation
/ formula that I hope would put the money where the need is and
that will give the States the flexibility to distribute that aid to
tl;oose families that need the kind of assistance you are talking
about.

I don’t think there is any conflict at all. But I feel very strongly
that a program that grew from scratch in 1978 to over $2 billion in
the course of 3 or 4 short years, with very little oversight, very
little control—and you read all the stories last year about pay-
ments going out to people who lived in institutions and didn’t even
pay their own heating bill—it is pretty clear that by retargeting we
can get the job done on a reduced aggregate level of resources.
. But I hope that you would support our effort in those States

where it is needed and not to pa; gefor air-conditioning in some other

States where that mlght not a justifiable thing to support.
fLaughter.]

Senator MircHELL. Well, of course, the success or failure of a
block grant program depends upon two factors. First, the level of
funding and second, the method of allocation.

Now, I would be interested in knowing what the proposed
method of allocation is, because that is important.

Mr. StockMAN. That is what we are working on now, Senator,
and that will be up to the Hill very shortly, as soon as we have
tested the whole range of possible formulas that are available by
computer.

But I would suggest today that we are going to try to target it to
heating assistance and not as a kind of general income transfer to
all the States that will simply elicit arguments that everybod ly
needs a little aid, regardless of the climate that they live in. I don’t
think we can afford to do that.

Senator MrrcHeLL. Well, I am in, of course, complete agreement
with that. But we are bemg asked to approve the reduction before
we know what the formula is.

Mr. SrockmaN. Well, I think it——

Senator MircHeLL. And I ask you whether or not that is a
reasonable course of action for us to take?

Mr. StrockMAN. I think before you approve that specific reduc-
tion, in terms of a legislative change that this committee or other
committees might deal with, you will have the legislation, the
State allocation formula, the statutory specifications as to how the
States will run this block grant program.
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I would hope at this date to convince you that you will be
satisfied with the proposal that we present. B

Senator MircHELL. Well, I want to say that I am very much
encouraged by your remarks, because I agree with you.

Let me ask you: When is it likely—and if you can't say, I accept

‘“ " that—that we will have such a proposal before us in writing that
we can look at.

Mr. SrockMAN. We will endeavor to have a statutory draft to you
within the next 10 days. That is what our schedule is at the
present time. And hopefully, at the earlier part of that 10-day
period, rather than the latter. -

Senator MrrcHeLL. Thank you, Mr. Stockman.

Senator BENTSEN. Mr Chairman, will there be a second round of
questions?

Mr. StockMAN. Well, Mr. Chairman, I——{Laughter.]

The CHAIRMAN. You were almost out the door. So, now, just let
me yield a minute to the Senator from Texas, in case he needs it.
Senator Roth has agreed to that.

Senator BENTSEN. Thank you very much, Mr. Chairman.

I recognize Mr. Stockman is from where—Michigan?

Mr. Srocguw. Th;dtl’s }::orrect.

<(————~Sen- ator BENTSEN. Michigan.

Mr. STockMAN. I was born in Texas, Senator.

- Senator BENTSEN. Well, you didn’t stay long. [Laughter.]

You should have stayed longer. {Laughter.]

It has been some time since you experienced a hot summer day
and night in Texas. We had on the order of 10 to 20 times as many
people die from heat last year as we did from cold. A lot of them
were poor people, aged people, who couldn’t afford the price of a
fan, or a window air-conditioner, or to pay the utility bill. So, when
{'ou talk about weather fatalities, we have serious problems in

exas. We have had incredible heat waves, where for ag long as 2
weeks at a time you had temperatures of over 100 degrees, day

after day after day.
Mr. Sgrocxmm Senator, I understand that. But, I would still

argue that the heat wave that you and other States in the region
had last summer was an extraordinary, unusual phenomenon; it
doesn’t occur every year. But, it does get cold in Michigan and
Maine every winter and I think you can make a clear difference.
Not that only the Northern States should get part of these funds
and the Southern States get none of them. But I think the distribu-
tion formula ought to be weighted to that area of the country
where the recurring and persistent problem is. Clearly, that is
those States with very severe winter temperatures, rather than
those States that have sporadic or occasional severe heat in the
summer.

Senator BENTSEN. It has been some time since you have been in
Texas. Our summer heat is certainly as dangerous and debilitating
as your winter cold.

e CHAIRMAN. Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

The CHAIRMAN. This is Mr. Roth, of Roth-Kemp, in case——

Mr. StockMAN. Thank you, Mr. Chairman.
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Senator RotH. Dave, I would like to talk to you about taxes for a
few minutes. -

On April 15, all working Americans will be paying taxes. And it
seems to me that there is a lot of talk—here in Congress a lot of
talk among the big spenders that we ought to once more soak:the
working class. Isn't it a fact that the working people of America
are payin$ substantially higher taxes this year because of inflation,
because of social security, use of the windfall profits tax. It is
just the same as if we don’t do something about tax cuts for the
individual we in effect vote a tax increase?

Mr. STtocKMAN. Senator, I think the short answer to that is
precisely, yes. And you simply need to look at the tables on current
tax law out over the next couple of years and you can see as clear
as a bell progressively higher levels of taxation on all taxpayers.

Senator RotH. I have a strong feeling that maybe we ought to
:g!l Aplx;il l%5ttax freedom day, because we are trying to do some-

ing about it.

How much have the taxes increased during the last 4 to 5 years
on the typical working family?

Mr. StockMAN. In dollar amounts or.in the aggregate? -

Senator RorH. Dollar amounts. Could you give that figure? :

Mr. StockMAN. I don’t know that I could give you an example off
the top of my head, unless you told me the income leyel. But,
obviously, it has been substantial. If you would like we could
submit for the record a representative number of cases showin,
their combined social security and Federal income tax in 197
versaug w:‘e‘;it they would be liable for in 1982, if the tax changes are
not adopted.

Senator RotH. Let me point out that in the early. 1960’s Mr.
Kennedy, Jack Kennedy, offered a tax cut very similar to what
President Reagan has proposed. Have any studies been made to
show what happened to savinﬁas a result of that tax cut? And,
what d<l>" you anticipate will happen as a result of the Reagan
pro, ?

l\jr. StockMAN. Well, 1 think that the results of that are pretty
clear. After that tax cut and during the middle 1960’s, we had the
highest rate of savings and investment that our economy has expe-
rienced in the post war period. We also have very clear evidence
that there was an increased revenue flow to the Treasury after the
reductions took effect and that, particularly, in the upper brackets
the amount of tax collections each subsequent year rose substan-
tially, even after the top bracket was lowered from 90 percent-to 70
percent as a result of those tax policy changes.
~ Senator RotH. I think it is worth pointing out that the same
forecasters of gloom and doom predicted in Mr. Kennedy’s days
that it wouldn't work when he was arguing that it was essential to
reduce the tax burden, to do something about productivity. And
despite those predictions, as you point out, in fact it meant more
revenue long-term for Government; it meant more income for the

: workin% ple of America and the United States prospered be-
cause of that move.

But, I would just like to point out. I don’t know whether you
have noticed or not, but I have been very interested in watching
what some of the people here in Washington have been saying—
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some of the traditional big spenders who suddenly have become
conservative and are talking about balancing the budget, or that
we ought to do something about reducing the deficit. _

This sort of intrigues me. Because, I would say if I were a big
spender, I, too, would not want to reduce individual taxes. I would
want to keep that revenue in place. Sure, it is all right, temporar-
ily, to cut spending this year and next year. But, if I want to go
back to my past practices of big spending, the important thingis to
keep revenue in place.

Do you have any forecast as to how much the revenue of the
Federal Government will go up in the next several years?

Mr. SrockMaN. Yes. We can provide that. I would just give you
one example for 1982. If you kept the current tax law, and under
our economic forecast, revenue levels would exceed $700 billion, it
would be about $710 billion in 1982. The expected level of revenue
in 1981 is slightly over $600. So, you have a built-in revenue
increase under current law of over $100 billion. Some of that
merely reflects higher wages and prices. But a good deal of it
reflects higher real rates of taxation on both businesses and the
wage and salary workers.

Senator RotH. Isn’t it a fact that the revenue between 1980 and
1985, of the Federal Government, of all types will grow from some- -
thing like $500 billion to over a $1 trillion.

Mr. StockMAN. It would be well over $1 trillion, Senator. Reve-
nue would grow at a 17-percent rate over the next 5 fiscal years, if
current tax law remains in place intact.

Even after the reductions that you have proposed in the Roth-
Kemp tax bill that is now part of the administration’s proposal,
and this is constantly ignored, there would be a 10-percent revenue
growth each year out during the 1980 to 1986 period, even after the
tax deductions. There would a $350 billion revenue gain even after
the tax deductions. .

So, the point that I am trying to stress here is that without tax
reduction, there will be a massive increase in both the tax rate and
in the revenue level if the economy held up. With the tax reduc-
tions, there will be decreases in the tax rates, but still sufficient
revenues to finance the necessary expenditures of Government.

Senator Rori. Would it make any sense to cut spending, and to
cut depreciation, and do nothing for the individual? .

Mr. StockMAN. No; I don’t think it would make any sense at all.
We have heard a lot of talk about tax expenditures, and loopholes
for the rich, and why don’t you do something about that. But, the
fact is that if we allow the nominal rate brackets to continue to
creep up on tens of millions of middle- and upper-middle income
taxpayers, we are simply going to drive more and more of the
savings flow of our economy into sheltered investments, which, b
and large, are not as productive as taxable investments throug
our financial markets.

So, I think it would have devastating effects on all the aspects of
economic improvement that people are looking at. Investments,
savings effort, and the whole range of variables that are important
to stimulate the process of growth and prosperity in this country
again.
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Senator RorH. Well, Mr. Chairman, my time is up. But, I would
just like to underscore again that there seems to be a move to, as I
say, soak the working people of America. It is those that earn
between $10,000, I think, and $50,000 that pay something like 60
percent of the income tax and they will get 62 percent of the
return. It makes no sense to me to just try to help business out and
not do something for the working people whose taxes have very,
very -substantially increased during the last inflationary period of 5

years. .

Thank you, Mr. Stockman.

The CHAIRMAN. Let’s see. Senator Heinz is next. But he was
called away to a phone call. He will be right back. Maybe if
Senator Packwood will proceed.

Senator Packwoop. Dave, I don’t understand—and skip your
plan for the moment and we'll get back to that—how all of our
major economic competitors have significantly higher rates of tax-
ation than we do and, yet, also higher rates of savings, capital
formation, and productivity?

Mr. StrockMAN. That is a complicated story. But I would make
one flat statement that is roughly correct. Most of them have lower
effective levels of income taxation than we do.

Senator Packwoob. All right. ‘

Mr. StockMAN. They have a higher average of national taxation
because they have sales taxes, social insurance taxes, and so forth.

Senator PAckwoobn. Can I r