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CHAPTER ONE: INTRODUCTION



According to most accounts, the largest budget reduction in American
history was enacted with the 1981 Omnibus Reconciliatiqn Act.l The bulk
of these reductions was in the domestic transfer progfggs, particularly
entitlemenﬁs, and yet general federal spending continued its increase
iﬁ fiscal year 1982, as did overall authority and spending for the domestic
transfer.programs. Contrary to popular belief, what was reduced was the
percentage growth rate of federal budget authority and dutlays in selected
programs from what they could have been, not the growth of federal spending
per se. |

Much of the growth in the federal budget is associated with the con-
tinuing expansion of what are called budget uncontrollables—-interest on
‘tﬁe public debt, farm price supports, prior contractual obligations, general
revenue sharing and entitlements.2 Uncontrollable spending--and this is
synonymous with relatively uncontrollable under existing-law——hés risen
from 737% of totél‘budget outlays in fiscal 1975, to over 76% in fiscal
1981.3 The dominant form of these uncontrollables is the en;itlement cate-
gory. It has risen from a $32.3 billion dollar budget commitmenf in 1965,
to a $316.6 billion dollar obligation for fiscal 1981.4 The major entitle-—
ments have‘more than doubled since 1973, andkmany hav; tripled(See Tables‘
1-A and 1-B).

But having said all that simply puts one safely within the descriptive
perspective of the regular literature‘concerning United States budget de-
ficits and the problems of spending controls. To understand some of the

deeper dimensions of these problems requires a focused, concentrated exa-

mination of the principal issues which cdmprise the spending control debate.



 TABLE 1-A  U.S. BUDGETARY OUTLAYS FOR HEALTH CARE, FY 1973-1985
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One such issue, and the one this thesis examines, is entitlements. What
exactly are entitlements and how do they work? Why are they so difficult
to regulate financially? Once legislated, can they in fact be controlled?
If so, how?

The purpose of this thesis is to answer those ﬁuestions in order to
contribute to an understanding of how and why entitlement outlays remain
such a persistent problem of control within the congressional budgetary
process——a process nriginally designed to give Congress the power to
control federal spending. Entitlement spending, representing nearly 50%
of annual budgetary authority and growing,5 has not been brought under
such control. Is Congress-—even in cooperation with the President and further,
even without creating any new entitlements--capable of holdiné down en-—
titlement spending? This thesis argues that without fundamental structural
change in the way entitlements are handled withinvthe’bndgetary process,

Congress does not now have the capacity to control entitlement spending.

Methodology and Limitations

This thesis will‘utilize the style of policy analysis popularized by
the Congressionai Budget Office under Alice M. Rivlin. Such style employs
a modified content analysis of'governmént documents and other data to ascer-
tain the prevailing patterns relevant to one or several issues (in this
case, entitlements); a presentation of the available plans, options, and
strategies to modify or fundamentally change those patterns, with an analysis
of the strengths and weaknesses of each option or strategy; and finally an
evaluation of a broad conpilation.of suggested future options and strategies,

including estimated cost factors associated with each of them.



This methodology will be used to investigate and discuss:

(a.) The nature of entitlements within the budgetary process, in-

cluding the major problems in controlling entitlement spending.

(b.) Congressional options for‘controlling entitlement spending in

the 1980's.

(c.) Future strategies and options for controlling specific types of

entitlement spending.

There are several important limitations inherent in this thesis. One is
the absence of a lengthy historical perspective outside of that necessary
to properly identify entitlements and how they became such a gargantuan
budgetary problem. This thesis seeks to add to modern scholarship on whe-
ther and how congressional spending can be brought back into a controlled
focus more appropriately tailored to this nation's means, resources, and
needs. Since the fifst moderately effective effort at putting at least a
temporary leash on entitlement spending was not enacted until the 1980
Reconciliation Act, for the purposes of this thesis, a lengthier, more
detailed historical perspective is not justified. It is enough to note
that the political strategies of the 1960's and 1970's mainly sought to
expand government spending, not to reduce it; and even when those strategies
did seek fiscal restraint, entitlements were never successfully curtailed,
they just grew into bigger budgetary obligations.

Furthermore, the pre-1980's period has already been abundantly described
within the available literature, although discussions of entitlement spen-
.ding were most usually seen as only one of numerous budgetary irritants

rather than a problem of special significance.



R The’second_limitation is that thisrthesis focuses'almost exclusiVelyc
eqn entitlements‘as a»problemvof‘budgetary control. It does not discuss o
entitlements asaan issue of clasS*oriented redistributive politics,
although entitlements, as a najor dimension of:the federal government”s
‘transfer>payment—redistrlbution efforts, is most certalnly such an issue.
_Restrlctlons of scope and organlzation preclude such a dlscuss1on here.

The third.major limitation is one.of sources;_Even\though:there'has
recently beenimuch hueﬁand cry'cOncerning'entitlements, thereais‘very
little primaryiliterature available-which,analyZes entitlements‘within
the budgetary process. The preponderance of the literature that  is

avallable is from Journals llke the Congres51onal Quarterly and the

National Journal, newspapers, and the spec1al prOJects done by various

authors under the umbrella of the Congre551onal Budget Office publica-

tions. The sources utillzed in-this.thes1s reflect»that~paucity.

This Thesis and the Currently Available Literature

All ot'the‘currently publiShed literature which purports to describe,
’analyze, ekamine or otherwisevdiscuss;theifederal budget’andvits major‘
fproblems mentlon entltlements at least once, . and usually several tlmes.
’Some sources, like Ellwood's recent. study of the 1981 Reconc111at10n Act
'budget cuts,8 spendTa great deal.of time describing and defining entitle~

"ments and other income transfer programs. Ippollto s contrlbutions are of

that 11k, ‘as 1is Schlck's, Congress and Money.lq But;therein‘lies»thefmajor
Problem of‘entitlementsfwithin the literature*dthe lack‘of a consistent,t
icoherent and accurate deflnitlon/descrlptlon of exactly what programs are
entltlements. Thls is not to say there is no standard deflnltlon-—there |

certainly'is. Entitlements are legislated government "programs in‘which
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spending is go?erned by'a law;makingvall who meet their requirements eli-
gible to receive payﬁeﬁts."ll But apparently, in so innocuous a definition,
there is‘ample room for interpretation.

Thus, in Ellwood, the Food Stamps Program is an entitlement, and in at
least one major Congressional Bﬁdget Office publication, it is also iden-~
tified as such,12 while in another, it is not.13 Ellwood, Schick and Ippo-
lito all include interest bn the public debt as part of what is called man-
datory spending, and/ér the general category of uncéntrollables, The CBd,
in one study,14 labels that interest as an entitlement, as does the Donnelly

. . . . 15
special report on entitlements in a recent Congressional Quarterly. That

same CBO report also identifies the General Revenue Sharing and Title XX
Social Service Programs as. entitlemenfs, contrary to most of the other 1i-
terature on entitlements:

This thesis tries to make sense out of what is essentially a hodge-podge.
There are certain basic programs which the entire literature agrees are
entitlemeﬁts: Social-Security,'Medicare, Medicaid, Railroad Retirement,
Guaranteed Student Loans, Veteran's Compensation, Military Retirement, etc.
There are also quite a few arguable programs, the majority of which have
already been mentioned above. This thesis will rely on a critical review of
CBO and OﬁB sources to arrive at a consistent and hopefully accurate list
of current entitlement programs.

Beyond that identification of entitlements is the issue of congressional
control of entitlement spending within the present budgetary process. Con-
trol, in this thesis, means Congress having the ability, under current la&
and the structure of the budgetary process, to enact effectivevconstraints

on the growth of federal spending for entitlements. The issue is not the



growth of entitlement.spending versus no growth of such spending; it is
the relatively'unfettered; undisciplined grthh versus controlled,bba—'
lanced growth of entitlement spending. The issue is congressional capa-
city to increase or decrease entitlement spending as a budgetary outcOme'
associated w1th a deliberate plan -of budgetary priorities.b

Theoretically, Congress: has the regular power and capac1ty tovpass any
legislation it so desires concerning the budget, and to use any of a
variety of budgetary devices to keep programmatic spending mithin a dis=
ciplined range and*limitation. In fact, most critics, including.the,Reagan
administration, blame any dearth of congressional control of programmatic
spending on a simple congressional lack‘of will, not on structural in--
capacity. However, once Congress accords programs the status of entitle—
ments within the budgetary process, one practical result is that Congress
_ has also legislated itself a diminished power to comstrain spending for
‘those programs. By its very nature within the‘present budgetary~process, -
entitlement'spending becomes self—perpetuating'and virtually automatic.
Entitlements enjoy a favored,‘protected status and their annual spending
totals are extremely difficult to predlct of course, Congress can merely"‘
strip an individual: program of its entitlement status, as it did the Food
Stamp‘Program. However, that is not only a rare congressional action, it
valso begs the question; Taking entitlement status from individual programs
bavoids, rather than confronts squarely the issue’of whether Congress can,
‘under current law and thebpresent structure of the budgetary'process, control
entitlement spending once programs are designated entitlements. In the last
few years it certainly has not done so, even when it has tried to, dis-

crediting somewhat the view that the unfettered growth of entitlement .

S —



spending has only been by deliberate design, rather than because of any
congressional loss of control. Again, this thesis argues that without

structural changes in the way entitlements ﬁow fit within the budgetary
process, Congress cannot control entitlement spending. It is more thén

a lack of will--it is a lack of structural capacity.



CHAPTER II: AN OVERVIEW OF CURRENT ENTITLEMENTS---
WHAT ARE ENTITLEMENTS AND HOW DO THEY WORK?



A. What Are Entitlements Within The Budgetary Process?

Entitlements as income-transfer programs, obligate payments--cash or
in-kind--to beneficiaries who meet eligibility requirements established
by the authorizing legislation which creates the prdgram. Persons become
'entitled' to program benefits when they apply and meet specified program
criteria such as an income level, age level, marital status, prior contri-
butions to a trust fund, etc.

The authorization process which creates eéch entitlement--and indeed
each cbngressionally established federal programz——not only mandates eligi-
bility rules and requirements for each entitlement, it also grants unlimited
(as needed) amounts of budget authority to the entitlement, effectively put-
ting annual increases for entitlements on automatic pilot. In fact, annual
outlays for entitlements are automatically determined by the numbers of
eligible applicants and the current benefit levels mandated fér the program,
rather than by the appropriations process. There are two principal variations
on this theme: indexed entitlements, whose estimated expenditure increases are
annually listed in the legiélated appropriations acts‘as a matter of course
without congressional control of their funding levels (almost without exception
supported by trust fund revenues); and appropriated entitlements, whose estimated
expenditures must technically go through the regular appropriations committee
procedures and are thus theoretically sﬁbject to annual congressional control of
their level of funding (supported by general revenue sources).3 However, in
practice, because yearly costs for all of the entitlements are fundamentally
dependent on economic conditions (e.g., inflation, high unemployment, etc.), the

numbers of eligible beneficiaries, eligibility rules and any inherent re-

strictions on benefit levels,4 the annual expenditure and outlay



levels of. both varieties‘of entitlements are decermined by the authorizing
1egislatioc, not the yeafly appropriations procedures.

The large income-transfer system which entitlements dcminate consists
of two categories: social insurance programs ana-welfare. The social
insurance category represents the biggest share of income-transfer ex—
penditures. Ic fact just one social inSufance program--Social Security--
obligated more than 20% Qf the entire 1982 fiscal budget.6

Social insurence programs allocate cash benefits to individuals
. who have coﬁtributed to the support‘pool of those programs through specified

taxes or other devices, and who also ere aged, retired, unemployed, or |
disabled, with recipient ﬁealth or icccme level being irrelevant tc'benefits.
The single largest social insurance program and entitlement is the 01d

Age, Survivors-and‘Disability Insurance Program (Social Security). The

other progrems included in this category>are Railroad Retireﬁentg Civil
Service Retirement, other go?ernment retirement and pensions (e.g. Federal
Reserve Board Employees' Retirement, etc.), Federal/State'Uﬁemployment.
Insurance, Veteiane"Cbmpensation, disabled miners and ccal—miners' benefits,
and Medicare. They are all entitlements.’

Welfare programs base benefit eligibility on needs analyses-low incoﬁe
status, family composition, assets; etc,—ratﬁer'than on any prior contributions
to e trust‘fund. Most(of the go&ernment's income-transfer programs related
specifically to poverty are in thie category, including the two largest'onee,
Aid to Families With bependent Children (AFDC) and Medicaid. - The othef
eigﬁt welfare ﬁ;ograms are Supplementary Securitvancome, Veterans' Pensions,

»Food Stamps, Child (and elderl&) Nutfition programs, Low-income Housing

Assistance, Earned Income Tax Credit, General State/Meal‘Assistance to the
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Needy, and the Emergency Assistance Program. All bﬁt tﬁe LOw—income
:Housing Assistance Program and Food Staﬁps ere entitlements.8

Table IT-1 shows a summary listing of these entitlemente and their
outlays from fiscal years 1972—1985.(estimates).

Other entitlement programs which do noe really‘fit into either
the social insurance or welfare categories inclqde the Guaranteed Student
Loeanrogrem‘(Special Allowances); interestvon the public debt, Farm Price
Support Loans (Rice, Honey, Tobacco, Upland Cotton, Wool, Mohair), Co-
mmodity Export Suspension Protection and Grants to States for Social
Services.9 In all, there are approximately‘35 inclusive federal entitle-
ment program categofiee and 70 individual programs.lo The categories

are all listed in Table 1II-2.

B. How Do Entitlements Work?

Once established inte law, each entitlement program inherits a specific
constitutency, including beneficiaries, employment-related implementers and
other adv‘ocates.11 Most entitlements also come into being with an indeiation
or othef cost-of-1living adjustment device attached, which annually increases
the dollar amounts of benefits receivable in respense to shifting economic
changes. This feature is discussed in a following section. It should be
noted here, however, that while retaining some positive advantages, this
indexation/COLA characteriseic is one of the distinctive ingredients making
entitlement expenditures uncontrollable.

Fach entitlement is administered directly by a federal agency, state
agency or a eombination of the two. Social Secufity and the other trust
fund entitlements are generallyladministered by federal agencies, and the

means-tested entitlements are either direct federal administration (e.g.



”fTABLE..Iiel

FEDERAL OUTLAYS FOR GENERAL ENTITLEMENTS AS INCOME—TRANSFER PROGRAMS : »v:
. FISCAL YEAR 1972 - 1986 - o : R
(In Billions of.Dollars)

: Fuﬁction;and.
Subfunetion

- Actual =

Estimate“ﬂ

1973

1974

1975

1978

1980

1981

1984

1

» Departmeﬁtibf befense—Military:‘
- ]

v Retired:military personnel ‘f_ A

5.1

6.2

7.3

1976

1.9

1977

8.2

9.2

1979

10.3

13,7

1982 1983

15.0 - 16.5 -

17.7

-1t

_Agriculture:"

Farm Income Stabilization 4.1

L5

0.8

0.3

4‘5'v

6.6

4.8

3'5

4.0

L7.0 0 2.9

V,Income Security

General retlrement & dls—
abllity insurance : - 51.7

.Federal émployee retirement

and dlsablllty o ’ 4.5
Unemploymenticompehsatioﬁ," - 5;4d
Housing assistance S 1.6
' Food and nutrltlon assistance : 3.6

Other 1ncome securlty ,‘-' ‘ 6,2 .

1 58.6

5.6

6.1
1.8
b
749f

1 69.3

7.0

13.5

2.1

6.6

10.1

8.2
19.5
2.5

77.2

8.0
12.2

2.3
4.0
- 0.7
1.8

3.1

20.9

1 88.6
9.5
15.3

3.0

8.5
13.0

L 97.2

10.7
11.8
3.7

8.9

13.9

108.5
12.4
10.7

Chb
10.8

13.4

123.7
14,7

'18.0
5.5
14.0
17.2

'145‘o~

17.5
19.7
6.9
16.2
19.7.

162.3 175.7 190.6

C19.4 0 21.1
S 25.2 22.6
8.2 89
15.6 . 13.8

20.2 - 19.8

22,
19.

| 14.

9.

e N .

204

24

14
19

Income securlty for veterans‘ 6.5

Health care serv1ces : 14.6

6.8
.17;3

22.3

8.4
27.5

2.1
7.2

32.3

97
36.7

deURCE The U.s. Budget in Brief 1983 Offlce of Management and Budget, .

10.8

42.5

11.7
50.1

12.9
160.4

14,1 14.8
1 68.0 72.7

15.4

79.6
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11.

13.
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TABtE I1-2: INCLUSIVE CATEGORIES FOR CURRENT FEDERAL ENTITLEMENT PROGRAMS_

Federal Judiciary Survivors Benefits
U.S. Coast Guard Retirement Pay

Federal Employment Retirement and
Disability Programs '
(a). Civil Service Retirement

(b). TFederal Reserve Board
Employees Retirement

(c). CIA Retirement and Disability

(d). Foreign Service Retirement
and Disability

U.S. Presidents' Pensions

U.S. Public Health Service
Commissioned Officers Retirement

Federal Employment Compensation Act

Special Benefits for Disabled

Coal Miners (HHS)

Special Benefits for Disabled
Coal Miners (Dept. of Labor)

Guaranteed Student Loan Program

(Special Allowances)

Social Security: Federal 01d Age
Survivors and Disability Insurance
(OASDI) ' '

Social Security: Disability and
Hospital Insurance
Child NutritionvPrograms

(a). National School Lunch
(Commodity Subsidy)

(b). National School Lunch

(Cash Subsidy)

(¢). School Breakfast
(Cash Subsidy)

(d). Summer Food Service
(Cash Subsidy)

(e). Child Care Feeding
(Commodity Subsidy)

(£). Child Care Feeding
(Cash Subsidy)

Railroad Retirement

14.

15.
16..

17.

18.

19.

20.

21.
22.
23.
24,

25.

26.

27.
28.
29.

30.

31.

" 32.

33.

34,

35.

General Revenue Sharing
Supplemental Security Income

Dept. of Defense-Military
Retired Pay and Benefits

Veterans' Pensions -

Price Support Loans for Rice,
Honey, Tobacco, Upland.Cotton,
Wool, Mohair

Dairy Price Supports
Medicare (Part A)
Medicare (Part_B)
Medicaid ‘
Special Milk Program

Food Donations-Elderly Feeding
Programs

Commodity Export Suspension Protection

Deficiency and Disaster Payments for

~ Wheat, Rice, Feed grains, Cotton Price

Programs
Grants to States for Social Services
Interest on the Public Debt

Aid to Families With Dependent
Children (AFDC)

Earned Income Tax Credit
Claims Against the Government .
Forest Service Assistance

Subsidies to Bureau of Land
Management

Interest on Refunded Internal

. Revenue Collections

Internal Revenue Collections
and Interest for Puerto Rico

SOURCE:- Coﬁpiléd from CBO and OMB lists contained in, Indexing With The Consumer
Price Index, 1981, pp. 23-30; Congressional Quarterly, 2/6/82, p. 193.
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Social Security) or the combination federal—stéte (e.g. AFD¢, Medicaid).

Decreases in program funding thus will primarily impact theifederal

budget or will significantly affect both federal and state budgets.

This point is also discussed in the neit chapter.

Payments are handled in_a variety of ways. Medicare, which providgs
health insurance fér more than 20 million 65—and~o§er clients, plus |
3 million disabled patients, utilizes federal reimbursements for in-.
dividual medical costs directly to the attending medical institution
sr physicians' unit. Medicaid, financed by a state-federal matching
fund arrangement and aimed at low-income aged, blind and disabled
persons, utilizes state disbursal or medical payment stickers to
individuals, and reimbursements to nursing home and other institutional
facilities for servicés rendered.12 AFDC, TAA and UI send monthly cash
-(in thé form of mnegotiable- checks) to eligible individuals, and the
Food Stamps Program sends monthly food coupons. Farm price support
loans, commodity purchases and direct payments‘to farmers are handled
by the federal Commodity Credit Corporation.13

The General Revenue Sharing Program and the Title XX Social
Services Program make direct grants to state and local government rather
than to individuals. .Since 1981, the GRS grants have been mandated
directly to county; city and township jurisdictions, and Titie XX to
state-administered day care, handicapped, elderly, family planniﬁg and
other social services. Both programs allocate their funds based on an
érea's per capita income, population demographics, tax factors, etc.
Both are also capped entitlements and thus their annual expenditure

. . . .1
increases are neither unbridled nor automatic.
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The Guaranteed:Student Loan Program éllocates educational loan
bsubsidies,for stﬁdents whose‘parents ﬁake $30,000 or less. Brivate‘lending
institutions grant the 1oans~and advance the funds, with the federal
gbvernment guaranteeing repayment. The Child Nutrition Progrém annually
gives federal grants to school disfricts to provide subsidized lunches;
breakfasts and other'food.supplements to enrolled échool children.15

In summary, entitlemént‘programs operate as qonsistent,'entrenched
income-transfer devices. Once esfablished, they assume a structural
existencé very resistant to either dismantlement or more than cosmetic
adjustment. They become more or less ''permanent' budgetary programs

which are guaranteed regular funding.

C. Entitlements and the Budgetary Process

Before the passage and implementation of the 1974 Budget and
Impoundment Act, eﬁtitlément spending went virtﬁally unregulated.
Congressional»eﬁtitling committees were "beneficiary-centered." Their
major purpose was the production of new entitlements and increasing
benefits for existing on‘es.16 This privileged status within the
congreééional budget process, pre-1974, caused entitlements to be the
"fastest—groWipg portionvofvthe federal.budget as well as theksinglé
most important factor in the year-to-year rise in federal spending,"
in the decade prior to the implementation of the Budget Act.17

Currently, that status femains under the new budgetary process,
although several Budget Act stipulatidns'seek to terminate it, at least
for new entitlements. Those stipulations are:

(a). Section 303, which prohibits either House or Senate

consideration during a fiscal year of new revenue

0
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billé; spending or entitlement legislation, etc.,
before congreésional cénéideratiop and adoption of
the fifst budget resolution for the ﬁext fiscal year.
Advance revenue and appropriations bills,Which take
éffect‘after the next fiscal year - are exempted, but
advance entitiement authorization is not. '

(b); Section 401 (a), which restricts new contract and
borrowing authority, and mandates that new entitlements
cannot become effectiye beforé the beginning of the
next fiscal year.

(c¢). Section 401 (b), which mandates the referral of new
entitlement authorizations exceeding an authorizing
committee'é Section 302 budgetary allocation to the
Appropriations Committee.

Within the past and present budget processes, entitlements are a
part of the congressional backdoor spending practices. The ofher two
principal types are borrowing and‘contract authority. All three have long
enjoyed favored status with authorizing committees and others, since they
provide convenient acceés for bypassing the Appropriations Committees in
getting programs.funded.19 The main aim of the Budget Act stipulations
mentioned above is to subject all three types of backdoor spending pro-
grams to the discipline of the budget process, and to remove them from
special budgetary treafment: That aim, for the most part, has been
~attained more with new contract and borrowing authofity programs than’
wiﬁh new entitlements, although one major result of the Budget Act stip-
ulations has been to make proposed new entitleménts, theoretically,
competé more equally with other claims on the federal budget. bThe

stipulations do not affect existing backdoor programs.
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Utilizing the authority_bf”thege stipulations, tﬁe Budget Committees.
have used procedural points of order, plus the generation of negative
.publicity concerning the immediate and future coéts'of newly proppééd
entitiements, as weapons to hold down the gfowth of new entitlementég
The Appropriations ¢ommittees have depended on Section 461 (b), but in
effect have only been able to prevent the proliferation of small entitle-
ments through such dependence. The Appropriations Committees have been
relatively ineffective‘in using 401 (b) to deal with the few large entitle-
ments proposed since 1975..2l

Through some combinatibn of effortslby the Bnget and Appropriations
Committees, and other political factors, very few new entitlements have
been created since the Budget Act's implementation. However, the real
growﬁh in entitlement spending has been in the programs pre-dating the
Act's implementation and still currently‘viable, since the language of
the law left them as they ﬁereibefore: virtually unregulated.22

The extent of current major entitlements an& their impact on the
federal budget may be gauged from Table iI—3, which shows total outlay

expenditures for inclusive categories of major entitlement programs

for fiscal year 1982.



TABLE II-3

FEDERAL, OUTLAYS FOR CURRENT ENTITLEMENT PROGRAMS,

FISCAL YEAR 1982

PROGRAM

Defense
Retired military personnel pay
Operations and maintenance, claims
~ Agriculture
Farm price supports
Transpdri:at,ion .
Coast Guard retirement pay

Railroad litigation

Education, Training, Employment and Social Services

Student loan insurance
Soéial service grants
Health
Medicaid
Medicare supplementary insurance
Medicare hospital insurance

Income Security

Special benefits for disabled coal miners

Social Security old-age and survivors'
insurance

Social Security disability
Black lung disability

Railroad retirement

Federal employee retirement and disability

Unemployment compensation
Child nutrition *

Supplemental Security Income

Aid to Families with Dependent Children

Earned Income Tax Credit
Veterans
Compensation and benefits

Readjustment and education

TOTAL OUTLAYS

$ 15,037,341,000
155,477,000

11,140,436,000

288,000,000
552,000,000

3,067,500,000
2,720,000,000

17,874,000, 000
15,456,000,000
33,420,000,000

1,094,765,000

136,252,304,000
18,762,000,000
744,777,000
5,289,000,000
20,272,676,000
23,661,672,000
120,016,000 -
7,983,330,000
8,072,698,000
1,252,000,000

14,260,300, 000
2,045,200, 000



TABLE II-3 (Continued)
PROGRAM TOTAL OUTLAYS

General Govefnment
Claims against the government 377,500,000

Fiscal Assistance

General revenue sharing 4,566,700,000

Forest service | . 231,841,000

Bureau of Land Ménagement 645,800,000

Internal Revenue collections for Puerto Rico 245,000,000
Interest

Interest on the public debt 118,607,000,000

Interest on refunded Internal Revenue
Collections 1,450,000,000

* Entitlement status of some child nutrition programs in dispute.

SOURCE: Compiled by Congressional Quarterly from February 1, 1982,
data supplied by the Congressional Budget Office. Cited inm,
The Congressional Quarterly, 2/6/82, p. 193.




CHAPTER III: THE NATURE OF ENTITLEMENT SPENDING WITHIN THE
BUDGETARY PROCESS--THE PRINCIPAL PROBLEMS IN
CONTROLLING ENTITLEMENTS



—18-

Within the preseﬁﬁ budgetary ptqcéss,.there are three major
structural coﬁponents‘aSSOéiated with virtually all entitlements:"in—
dexétion, program»interaction and phe'ﬁumber of beneficiaries. All
threg——éingly andjinJCOmbiﬁétioné—radicallﬁ affect the annual incféasgé‘
in entitleﬂenﬁ sﬁénding. “They ére thé tﬁfee:components most responsiBle
‘for the lé¢k df‘congressionai céntfdl:ovef the relationship‘betweén éntitlé-
ment spending and the budget.

'A. TIndexing for Inflation

Indexing is a 1egislated.attemp£‘to adjustvautomatically the 
: benéfiﬁ~levels.of,eligibility criteria of a ﬁrogfam, expressed‘in o
éurrené dollar termé, in ofder‘toiheutralize the efféctskof a risé'
in prices‘(br, what ié the séme,thing;>a Steédy fall in the,dollar's-
purchasing-power).i It is an attempt to preserve the real value
of pfogram‘benefits ﬁo clients thrbugh‘eScalators,v@pst—of—living-‘
: adjustments, etc..'2 Advantagesbof indexation inclu&e:‘ (g). élimin—
ating thejneed'for Congress to 1eéisla£e adjuStments in certain pro-
grams annually or‘on‘an ad hoc basis which would unneceésarily‘risk
re-opening debate bn’theseﬁtirety ofvthe prdgram involved; (b).
reducing cliént unpertainﬁy regarding'fufure benefit levels; and
(c). decreasing thgxth:éatvof:electioﬁ?year'benefit inéreases fof':
political pufposes.

MajOf disadvantages'of indéxationjihc1udé: (a). the increasé
in the share of»fhe{U.S. budget that is‘essenfially on 'automaﬁic
pilot’, makiﬁg’it much more‘difficﬁlt to reduce of ¢dntrol federal

spending; (b)..thevinequitybinherent in providing some beneficiaries
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the relative ability to keep up with inflation while wage earners have
to fend for themselves and are victimized by inflation; and (c). the
increased uncertainty because much of the budget is effectively controlled
by economic cohditions which are very difficult to predict.4

The major provisions indexed in federal programs are benefit levels,
eligibility criteria, ceilings or floors on benefits payable and formulas
for agricultural parity. The indexation of the benefit level is the most
common form of indexing, calling for a proportionate increase in the levels
of benefits payable with changes in ﬁhe specific indexing measure. The
Consumer Price Index is the most popular index presently used.5

By contrast, the indexing of eligibility criteria is principally uti-
lized for programs aimed at the economically disadvantaged. Changing price
levels inevitably affect the meaning and significance of both the federally
defined poverty level, and simultaneously a designated income eligibility
standard. Thus such priée changes necessitate at least a periodic adjust-
ment of eligibility criteria and, consequently, the number of program
participants. While justly criticized for not accurately representing the
consumption habits of the economically disadvantaged, the CPI remains the
regular measurement used to adjust eligibility criteria.6

Ceilings indexation is most characteristic of programs like Medicaid
and Medicare to prevent or reduce excessive claims for payments. It often
has the reverse effect, however, sincé there is little incentive for
health care providers to hold down medical costs in any case. Con-

sequently any indexation simply helps motivate the long-time trend of

skyrocketing health care costs as a function of the health care market,
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with the cap on ciaimé reimbursements rising simultaneousiy with the
increase in costs(and costs are directly affected by their fees).7

The agricuitural parity formula is an indexation of the relative
prices of farm goods bought by farmers compared to the prices of
goods they sell. It is utilized to determiﬁe thé annual degree of
federal support for farm incomeé,-but has been criticized both for
being anachronistic and self-perpetuating. Its pricing reference
base, for eXampie, is s;ill 1910-1914, and both production techniques
and consumption habits, among other things, have substantially
changed since then. It also contains a feedback compoﬁent that
consistently inflates:agricultural prices.8

By fiséal 1982, at least 1/3 of federal expenditures were
directly tied to either the Consuﬁer Price Index or cher adjusters,
and over 50% of the entire budget was tied to some form of direct or
indirect indexétion. Ffom 1966-1980, the quantity of federal pro-
grams containing some form of direct indexation grew from 17 to 90.
The impact of this tendency is.reflected in the fact that eﬁen a 17
increase in the CPI will automatically result in over $2 billion
dollars of additional, required government spending, based‘on 1981~
- 1982 current dollar values.9

© What Government Programs are Indexed?

The first major federal program‘to be directly and officially
‘tied to a pfice index was the Civil Service Retirement SYstem-in 1962.
Indexing was accomplished as a viable, efficient alternative to the pre-
vious‘chorebof laboriously repeating one-time adjustments in retirement
benefits as the cost of living changed. This federal indexation es-

tablished a strong precedent which was followed up in 1971 with the
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indexatidn of the Food Stamp Program, and in 1972 with the indexation

of the»Social Security System; which is today the largest of all federally
indexed programs. ‘Thefe was. a precipitoﬁs 'spurt of program indexations
after that date, resulting in at.leastv90 currently indexed federal
programs. They can be divided into indéxed entitlements, indexed ap- -
propriations, and quasi-indexed programs.lob Indexed entitlements and
appropriations have their benefit levels indexed (although appropriations
remain affected also by the discretionary congressional review process).
Quasi-indexed programs either have their indexed provisions as a ceiling
or floor on program benefits payable, their indexed proviéions not
‘being_operative under certain conditions, or have éomponents other

than benefits indexéd (e.g., eligibility criteria). An example of a
quasi—indexed‘program is CE'I'A.11 Tables III-1 and ITII-2 show indexed entitle—
ﬁents, indexed apﬁropriations and quasi—indexed entitlemeﬁts and
appropriations.

The Impact of Indexation

The general consequences of indexation depend upon both the type
of price change oc¢curring in the economy and the kind of measurement
used to analyze fhat change. On the onevhand, for example, when price
increases are acréss—the—board indexation can rectify or stabilize
loss of relative income pgrity by those on fixed or marginal incomes,
in effect reestablishing the status qﬁo,,and "preserving the initial
income distributién."12 Indexation associafed with across—-the-board
price increases does not cause the percentage rates of government

13

spending to rise as a share of GNP. On the other hand, indexation of

a relative price change causes income imbalance and redistribution. This
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TABLE ITT-1. INDEXED ENTITLEMENT PROGRAMS

ESTIMATED 1981

PROGRAM . | ~ DATE OF INDEXATION OUTLAYS (IN BILLIONS)
1. Federal Judiciary‘Survivors‘Benefits fv 1956 - | "0.002
2, U.s. Coast‘Guard Retirement Pay = 1958 E 0.232vr
3. Civil Service Retirement System 1962~  17.326
4, Military Retlred Pay R 1963 S ‘ ;13;781”‘
5. U.S." Presldents Pen51ons ' 1963 ' ‘ A
' » (effective 1964) - - 0.0002
6. Public Health Service Commis- ~ - 71965r3 o - 0.077
_sioned Officers Retirement“ '
7. Federal Reserve Board Employees o 1965 ' o . 0.004
Retlrement ’ : ‘ - .
- 8. CIA Retlrement and Dlsablllty o - 1964 - ' vClassified
System ‘ _ . (effective 1966) ' '
9. Federal Employment,Compenaation‘Act'.g _ ‘1966' : ‘ _" 0.376
10. Special Benefits for Disabled 1969 o 1.087
~ Coal Miners (4HS) . : v
11. Guaranteed Student Loan Program - 1976 ' 0.401
(Special Allowances) .
12. Federal 0ld Age,Survivors andv"AF o 1972 - 140,117
' Disability Insurance (OASDI). = (effective 1975) ’
13. Child Nutrition Programs ‘ Behefits: | 3.790
: - National School Lunch Program B 1973, 1975,1978
(Commodity Subsidy) - o o . Eligibility:
National School Lunch Program ' - 1971, 1977

(Cash Subsidy)
School Breakfast Program
(Cash Subsidy)
Summer Food Service
(Cash Subsidy)
Child Care Feeding
(Commodity Subsidy)
Child Care Feeding

- (Cash Subsidy)



TABLE III-1 (continued)

ESTIMATED 1981

PROGRAM-~ - ' ‘DATE OF INDEXATION " OUTLAYS(IN BILLIONS)
14. Special Benefits for Disabled 1974 , 0.922
Coal Miners (DOL)
15. Railroad Retirement Benefits 1974
(effective 1975) 5.296
16. Supplemental Security Income 1974 7.438

(effective 1975)

17. Foreign Service Retirement and 1976 0.174
Disability Fund

18. Department of Defense: » © 1972, 1974, 1978 0.322
Survivor Benefit Plan

Retired Serviceman's Family
Protection Plan--Guaranteed Minimum

19. Veterans' Pensions 1979 3.844

TOTAL OUTLAYS 195.159

SOURCE: Indexing With the Consumer Price Index: Problems and Alternatives,
Congreesional Budget Office (Washington, D.C.: U.S. Government
Printer, 1981), pp. 23-30.
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TABLE III-2., INDEXED PROGRAMS OTHER THAN ENTITLEMENTS, AND QUAST-INDEXED

PROGRAMS
ESTIMATED 1981
PROGRAM CLASSIFICATION DATE OF INDEXATION OUTLAYS (BILLIONS)
1. Price Support Loans Quasi-Indexed 1949,1954, 0.068
Rice Entitlement 1977,1978
Honey
Tobacco
Upland Cotton
Wool
Mohair
2. Dairy Price Supports Quasi-Indexed 1949 0.925
: Entitlement
3. Medicare (Pért A) Quasi-Indexed 1965 27.625
Entitlement (effective 1966)
4, Medicare (Part B) Quasi-Indexed 1972 12.650
Entitlement (effective 1973)
5. Medicaid Quasi-Indexed 1974 ~16.026
Entitlement -
6. Special Milk Program Quasi-Indexed Benefits:1974 0.163
Entitlement Eligibility:1973
7. Food Donations for the  Quasi-Indexed 1975 0.085
Elderly Feeding Program Entitlement
8. Commodity Export Sus- Quasi-Indexed =~ 1977 0.0
pension Protection Entitlement
9. Deficiency and Dis- Quasi-Indexed 1979 0.753

aster Payments (Target Entitlement
Price Programs):

Wheat

Feedgrains

Cotton

Rice

10. Grants to States for Quasi-Indexed 1979 3.283
Social Services Entitlement

11. Overseas Station

Allowances (State Dep.) Quasi-Indexed 1949 0.011
Appropriation
12. Overseas Station Quasi-Indexed 1949 0.486
Allowances (Defense Appropriation :

Dep.)



TABLE III-2 (continued)
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ESTIMATED 1981

PROGRAM ' CLASSIFICATION DATE OF INDEXATION OUTLAYS (BILLIONS)
13. OPM Cost=-of-Living Quasi-Indexed 1949 0.120
Allowance Program Appropriation
14. Dep. of Interior Quasi-Indexed 1954 - 0.590
Water and Power Appropriation
Resources Service
Construction Program
15. Military Barracks and Quasi-Indexed 1968 0.228
* Officer Quarters Con- Appropriation ’
struction Program '
16. Military Pay Quasi-Indexed 1968 33.588
Appropriation
17. Federal Civilian Quasi-Indexed 1970 38.969
Pay (General Appropriation . (effective 1971)
" Schedule)
18. Federal Civilian Quasi-Indexed 1968 . 10.368
Pay (Blue Collar) Appropriation (effective 1972)
19. Food Stamp Program Indexed 1971 10.954
Appropriation
20. Legal Services Quasi-Indexed 1972 0.317
.Appropriation
21, Community Services Quasi—Indexed 1972 0.488
Administration, Appropriation
Community Action ’
Operations:

~Local Initiative -

Senior Opportunities
State Economic Oppor-
tunity

Community Food and
Nutrition

Energy Conservation
Services o
Youth Sports Program
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TABLE III-2 (continued)

ESTIMATED 1981

Appropriation

PROGRAM CLASSIFICATION DATE OF INDEXATION OUTLAYS (BILLIONS)
22. Health Scholarships: Indexed 1976 0.038
National Health Appropriation : :
Service Corps
Scholarships
Indian Health
Scholarships
23. Foster Grandparents Quasi-Indexed 1973 . 0.048
: . (effective 1974)
. Appropriation
24, Senior Companions Quasi—Indéxed 1973 _ 0.013
Appropriations (effective 1974)
25. Basic Education Indexed 1974 2.353
Opportunity Grants Appropriation
26. Supplemental Educa- Indexed 1974 0.370
tion Opportunity Appropriation
Grants
27. Senior Community Quasi-Indexed 1974 0.265
Service Employment Appropriation
and Training Service
28. Lower Income Housing Indexed 1974 3.070
Assistance (Section 8) Appropriation
29. Community Services Quasi-Indexed 1975 (Transferred
Administration Energy Appropriation to another program)
Crisis Intervention
Service .
30. Territorial and Quasi-Indexed 1976 0.024
International Affairs-- Appropriation
Grants for the Northern
Mariana Islands
31. Head Start Quasi-Indexed 1976 0.870
3 Appropriation
32. Follow Through Quasi-Indexed 1976 0.044



TABLE III-2 (continued)
ESTIMATED 1981

PROGRAM ‘ CLASSIFICATION DATE OF INDEXATION OUTLAYS (BILLIONS)
33. Special Supplemental Quasi-Indexed 1978 0.862
Food Program for Appropriation (effective 1979)

Women, Infants, and
Children (WIC)

34, National Direct Quasi-Indexed 1980 0.201
Student Loans Appropriation’

SOURCE: Ibid, pp.23-30.
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is based on the fact that a real reduCtion in productive output;supply
is more often the céuse of relative,price changes, and the indexation
aimed at restoring the purchasing power lost through the price change
will not also restbre the lack of supply. Consumers and beneficiaries
will not have the same capacity to purchase the saﬁe amount of goods

and services as before the shift in prices.14 Indexation associated with
relative price changes thus usually pressures indreased.government
spending in income transfér'programs since it will affect both benefit
levels and eligibility through its impact on relative ﬁarity. The auto-
matic $2 biliion dollar approximate increase in government spending re-
sulting from a ‘1% change in the CPI, as mentioned earlier, could actually
be much more than that if indexed benefits rise faster than the bene-
ficiaries' other income and thus cause a precipitous rise iﬁ program .
barticipation.15 In other»words,-there will be more program participa-
tions once potential beneficiaries realize there is a strategic im-
balance between specific progfém benefits and the other income available

to them.

B. Program Interaction

Currently, approximately oﬁe—half of the U.S. budget is authorized
for program expenditures providing benefits to indiyiduals-—entitlements
and programs which operate like entitlements. Simultaneously, at least,
one-half of all American households currently receive benefits from one
or more of these income transfer programs, and over one-half of those

e . . ’ ‘ 16
beneficiaries receive assistance from two or more of these programs.

This multiple participation occurs because several federal programs are
aimed at serving different needs of people who live in similar social

conditions. In addition, benefits assistance from one program frequently
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depends on'or'is”associated with some level of benefits‘from-another

program. Program 1nteraction 1s the combinatlon of
patlons such that the benef1c1ar1es of one program

stance from another, and the receipt of the second

multlple partici-
also recelve a331— .

beneflts is depen—

" dent on the e11g1b111ty to receive the flrst The extent of program

1nteract10nvdepends on the beneflthformulas,'e11g1b111ty rules and

specific regulations of programs involved. Eligibility for Medicaid,

for example, automatically comes with eligibility for AFDC and, for

the most part, SSI. AFDC cash’benefits are usedato
foodIStamp eligibility; consequentlj rednctions in
be compensated'for, to some degree, bpjan increase
fits and beneficiaries.17 | |

~Generally, needs-baéed~or means-tested programs

bility of 1nteracting with both other means—tested

social 1nsurance programs, ‘than the latter do w1th~

measure income for

'AFDC benefitshwould

in food stamp bene-

have a higher proba- -
programs and the

other programs. These

interactions‘are most usually directed»one way : the~means-tested programs

being affected by changes in the nonmeansstested programs (and each other),

but not the reverse. Changing AFDC benefits then wouldvnot be expected to

~ change Socialeecurity benefits more than marginally, yet changing/reducing

Social.Securit& benefits would be expected to seriously affect AFDC bene~

fit 1evels.18

Whlle comprehen81ve studies 1dent1fy1ng all of the income- transfer

program interactlons have not yet been done, it is

deflnltely known that

AFDC, Soc1al Securlty (1nclud1ng Rallroad_Retlrement) and»Unemployment

Insurance are allaintimately connected with one or

more‘of these pro-
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grams: Supplemental Security Income, Food Stamps, school lunch, hoﬁsing
assistance, Medicare and'Medicaid.19 This phenomenon creates the
probability of éignificantly large secondary effects on the budget,
and seriously complicates accoﬁﬁlishing real reductions in budgetary
spending.

Of the 9 programs listed above, Medicaid, Food Stamps, free/
reduced price school lunches and subsidized housing assistance use
AFDC benefits/eligibility to set their assistance levels (Medicaid
through an eligibility linkage, the other three through income linkages).
Changes in AFDC‘eligiBility requirements and/or benefit levels would
directl& affect government spending in all four.programs, but by
very different degrees (See TableIII-3). The categorical eligibility
1ink between AFDC and Medicaid (households eligible for AFDC are
automatically eligible for Medicéid) means that gains or losses in
AFDC eligibility would also translate into eligibility gains or losses
for Medicaid recipients, even though the amount of AFDC Benefits has
virtually no effect on the amount of Medicéid benefits. By cbmparison,
most AFDC households are also automatically eligible for Food Stampsb
(only about 75% actually apply for them), and thus changing AFDC elig-
ibility will of necessity affect Food.Sfamp benefits. Moreover,
the benefit levels of AFDC recipients reciprécally affects the benefit
levels for Food‘Stamps, such that the higher the AFDC benefits, the less
the Food Stamp benefits allocated, and vice versa. A reduction in
AFDC benefits for those on just these two programs, would be balanced

by at least a 32% increase in Food Stamp outlays.20



-29—~

TABLE III-3

PERCENT OF HOUSEHOLDS RECEIVING BENEFITS FROM AFDC®
THAT PARTICIPATE IN PROGRAMS THAT INTERACT WITH AFDC

Programs that Interact with ’ ~ Percent of AFDC Households Rece1v1ng
AFDC - N - , - . Benefits from these Programsb
. . . ‘ . . . B ) c
Medicaid : ~ . 100
Food Stamps " _ : R 75
Free or Reduced-Price Lunch® - 55
Housing Assistance Programse ) 19

SOURCES: ' CBO estimates from March 1981 Current Population Survey (CPS) and
program data. See, Interactions Among Programs Providing Benefits
to Individuals, Congressional Budget Office, Washington, 1982, p. 8.

a. Aid to Families with Dependent Children
b. Percentages cannot be added but must be considered separately.

c. All AFDC recipients are covered by Medlcald but not all actually
receive medical benefits.

d. One or more children in the household fegularly eat a free or
reduced-price school lunch sub51d1zed by the National School
Lunch Program. :

e. Household lives in a housing unit owned by a public agenéy or
pays reduced rent subsidized through existing housing programs
of the Housing Act of 1937 (P.L. 75 412), as amended.
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Regaf&ing fréé‘or reduced—price'schooi,lunches(a §rogram invﬁhich“
‘there is a low incbme threshéldbfor.reduced‘price‘lﬁﬁéhes, a‘lower'one
for free lungth'and little, if aﬁy, pthér_variation iﬁ benefits)tﬁé
changes‘in‘AFDCFbenefit levels wquld not necéésitate shifts in the
school lunch program eligiﬁility.‘ That eligibility is_dependehﬁ only
>on incomes.beiow~132 of tﬁe povérty line and AFDC bénefit levels would
not increase drastically enough to raise the income levels to that cutoff.
Even though approximately 55% of AFDC families have children on the
school lunch program there is no:high intéraction between them in terms
of beﬁefj‘_.ts‘ch'anges.‘z1 |

The opposite:isltrué of-AFDC’housethds also on rent of housing
subsidies. Changes in AFDC benefit ievels would directly affect their
income-defermined housing payments: an increase in AFDC benefits will
‘mean some slight increase (dependiﬁg on the formula used) in rent/
housing payﬁents; and a decrease in AFDC benefits, means a reduction

in the rent/hqusing fees (generally about 25—30%).22

l Medicare, Medicaid, SSI, Food Stamps and the housing assistance
programs all inﬁeract with:or are associated through eligibility with
Social Security. Over 807 of Sociél»Security beneficiaries (including
Railroad Retirement) are also on Medicare, 15% on Medicaid, 9%‘on SSI,

8% on food stamps.and~5% in éubsidized housihg/rental assistance (See Table.
IIT - 4). Chaﬁges in Social.Security'éligibiiity would affect Medicére
eligibilit&, but the benefiﬁ ievéls of Medicare are ﬁot dependent on .the
benefit levels for Soéial Security. As for Medicaid, Social SecuritYl

beneficiaries also participating in it are eligible through income and/

or SSI participation. Reductions in Social Security benefits can directly
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TABLE III-4: PERCENT OF HOUSEHOLDS RECEIVING BENEFITS FROM SOCIAL
SECURITYZ THAT PARTICIPATE IN PROGRAMS THAT INTERACT
WITH SOCIAL SECURITY

Programs that Interact with Percent of Social Seéurity House-
Social Security and Patterns holds receiving Benefits from

of Benefits v these programsb

Medicare 83

Medicaid 15

Supplemental Security Income (SSI) 9

Food Stamps

Social Security and Food Stamps only or with

programs other than SSI and AFDCC 3
Social Security, Food Stamps, either SSI or
AFDC, and possibly other programs 5

'TOTAL Food Stamps : 8

Housing Assistance'Programsd

Social Security and Housing Assistance only or

with programs other than SSI and AFDCC 4

Social Security, Housing Assistance, either SSI

or AFDC, and possibly other programs 1
TOTAL Housing Assistance ) 5

SOURCES: CBO estimates from March 1981 Current Population Survey
(CPS) and program data. See Interactiomns, op. cit., p. 11.

a. The term Social Security is used here to include both 01d Age,
Survivors, and Disability Insurance OASDI) and Railroad Retirement Programs.

b. Percentages cannot be added, but must be considered separately.

°

c. With this pattern of program participation, if the household also
received SSI or AFDC benefits, these would offset virtually all
changes in Social Security benefits.

d. Household lives in public housing or pays reduced rent subsidized
by the existing housing programs of the Housing Act of 1937, as amended.
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affect Medicaid3eligibility by causing an income reduction sufficient -

to quallfy one for SSI and Medlcald.23

SSI has a dollar for dollar compensatlon ‘1link with réduced beneflts
fbr'Social Security. What keeps this interaction from being a perfect'
one-on-one offset is the 9% Social éecufity—SSI paftiéipatibn correspondence,
aﬁd the reciprécal fact that‘qnlf about 50% of SSI benefiéiaries are aléo
on Social Security. »This'lbw percentage correspondence also affects the =
. Food Stamp interaction. 'Approximétely 12% Qf Social Securit&»beneficiaries
are eligibie; 3% apply¥re¢eive, éﬁd oniy 3% are on.éocial Security—Foéd
Stamps alone (as opposed to some.combination’with SSI and AFDC). Re-
ducﬁioné in Socialfsecﬁritybbénefit,levéls within this.3% wouldvbe‘
dffset by approximately 207 incféases'in FOod'Stamp allocatiohs.v For

the 5% of Social Security part1c1pants also on Food Stamps, AFDC and/

B or SSI, any changes in Social Security beneflts will be- entlrely made

up by the cash transfer'programs‘(SSI;‘AFDC),.and Food Stamp ‘allocation
Wiil'be‘unchanged‘.’24 | o | |
Intéragfions Wifh the Housing Assistance programs would affect
only 5% of the S@cial Security benefiéiaries. The ones not also on
SSi/AFDC would réceive cdmpensatory fent/housing péYmeﬁt decreases‘with7b
feduction in income fr@m'Sééial Securi£y benéfits, and the oﬁes on
SSI/AFDC.woﬁld‘have those progfams afféct‘any cash réductionS‘fesulting
from Socié_xlvSecu;:ity.benefit's'decree.‘xses.25
This interéétive relafionship is similar to that of the a@prox—
imately 127% ;f the unemployéd insurance recipients who also participéfe

in the Food Stamp program, and the 107% participating in the free/reduced
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lunch program. iny 9% of those Food StampstI benéficiaries (9% of the
12%) would have reduced Ul benefits offset b§ an increased Food Stamps
allocation. The other 3% are Food Stamps-SSI-AFDC combinations and
reduced UI benefits would'be compensated for‘by increased cash assistance
from SSI or AFDC.26 (See Table III-5).

Unemployment insurénce benefits also interact with the school lunch
program, but to a very small degree. Only about 1/10 of the UI recipients
are also participants in the lunch program. Shifts in UI benefit levels
would only affect those school lunch beneficiaries close to the incgme
cutoff threshold (130% for free lunches, 185% of the poverty line for
reduced price lunches), and‘the price category for school lunches is
set at the beginning of the school year,’only_haphazardly matching UL

benefit periods.27

Interaction and Government Spending

The CBO report mentioned above analyzed the overall.effect of
interactions on the federal budget by using three measures: a hypotheticai
20% spending cut in AFbC, Social Security, and. Unemployment Insurance
by an across-the-board cut and an eligibility restriction. The results
were varied, éhowing offsetting program increases which significantly
altered the intent of the 20% cut (reducing it to a 9% cut in effect) and
other interactions which made no alterations at all of that intent.
Moreover, there was considerable variation between federal and state
spendings/savings reduétions‘based on the 20% cut intended: states,
received reduced savings in some instances ;nd significant spending in-

creases in others; the federal government did likewise.
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TABLE III-5: PERCENT OF HOUSEHOLDS RECELVING UNEMPLOYMENT INSURANCE
THAT PARTICIPATE IN PROGRAMS THAT INTERACT WITH UNEMPLOY-
MENT INSURANCE '

Programs that Interact with Percent of Unemployment Insurance
Unemployment Insurance and ' Households Receiving Benefits from
Patterns of Benefits Other Programs?

Food Stamps
Unemployment Insurance and Food
Stamps only or with programs other 9
than SSI and AFDC

Unemployment Insurance, Food Stamps,

either SSI or AFDC, and possibly other 1-3
programs
TOTAL Food Stamps » 10-12
Free or Reduced-Price School Lunchb 10

SOURCES: CBO estimates from March 1981 Current Population Survey (CPS)
and program data. See Interactioms, op. cit., pp. 12-13.

a. Percentages cannot be added, but must be considered separately.

b. One or more children in the household regularly eat a free or
reduced-price school lunch subsidized by the National School
Lunch Program.
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NThé‘acrbss—fhe-Boar&'Cut»in'AFDC benefits triggered thé‘lérgeétv
émouﬁt of éffsétting increaSeé in‘interacted progréms; thus insﬁlafing B
AFDC recipientéffmevaniiﬁéome‘reduction. Inétead of the 20% cut
intended in goverﬁment~spending, CBO estimated the combined effect on
federal-state-local government at 14% reduced spending, with state and
local gévernment gettiﬁg'tﬁe full 20% in spending savings, and the
federal government‘onl§‘9% in feduéed outlays.zg'This is because
of the‘wayiprogfam costs are Shared by the different units of gévern—
ment. The federal govefnment, fér instancé, is résponSible fof‘the
full Costsfof Food Stamps and Housing Assistance, the major offsetting
programs for AFDC. 55% of each dollar cut from AFDC would be céﬁpensated'
for by aﬁ incregsed federal spending elsewhere. (See Tablé II1-6.) Food
Stamp offséts woula be approximétely 247 of eéch dollar cut from:AFDC,
with housing assistance accounting for 67% in reduced rent/housing fees;
Medicaid and the school lunch program benefits would not be affected
at all. There would‘be ligtle or no interactive results due to the non-
correlation‘betweén fhe.level of AFDC.énd Medicaid benefits (aithough
all AFDC eligibles‘are categorically eligiblerfor Medicaid) andithe low-
income circumstances of the school lunch program.39 In fact, the across-
the—boafd cut in Social Secufity, AFDC and UI beﬁefits_in geﬁeral did not
cause any significant interactions in the programs using categorical
- eligibility (Medicai&, Medicare) for oné program as the criteria for
Eenefits eligibilify for the other.

In addition, although the needs-based (i.é., means—tested) programs

(e.g., AFDC, Food Stamps) generally showed interactive results,'not ali

of them did (e.g., school lunch), and virtually none of the nonmeans-tested
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TABLE III-6

ESTIMATED BUDGETARY EFFECTS OF 20 PERCENT REDUCTION IN AFDCa BENEFITS
IN FISCAL YEAR 1983, BY  INTERACTING PROGRAM

Interacting Increase in Offset to Net cut as
Program Interacting Each Dollar Percent of
Program's Cut in AFDC Previous AFDC
Outlays . (In Cents) Outlays, Including
(In Percents) Offsets
Medicaid 0 0 : 20
Food Stamps 6 24 15

Free or Reduced-

Price Lunch 0 0 20
Housing ' , ‘
Assistance

Programs¢ 2 6 19

Overall Effects, All

Levels of Governmentd 30 14
Effect on federal budget 55 9
Effect on state and local

budgets o€ 20

SOURCE: CBO estimates in Interactioms, op. cit., p. 18.

a. Aid to Families with Dependent Children

b. National School Lunch Program providing free or reduced-price
school lunch.

c. Household lives in public housing or pays reduced rent subsidized
by housing assistance programs. ‘ ‘

d. The effects on different levels of government are not additive, but
must be computed separately.

e. Since the federal government pays for food stamps and housing
assistance, increased outlays for these programs would not
affect state and local budgets.



- -37-

(social insurance) programs demonstrated any percentage-significant
interaction/program offsets. Social Security recipients, for instance,
most of whom do not participate much in other programs (only 16% do),
would receive program offsets that are, percentage-wise, quite small.31
A 207 across-the-board cut in Socialeecurity would, when adjusted for
offsets in SSI benefits (approximately 6% of every dollar cut), Food
Stamps and housing assistance (17% of each dollar per program), result
in an 18% cut in govermment spending for Social Security (Sée Table III—7).32
It would also increase spending for SSI by approximately 20%, for Food
Stamps by approximately 2%, and 3% for housing assistance.33 State
spending, since the states pay part of SSI costs, would increase 20%
for that program.

For UI, a 20% across—the-board cut would not be significantly offset,
since there are very few UI beneficiaries participating in other income
transfer programs. The principal compensatory offset would be Food Stamps,
which would increase its outlays by only 1%, each UI dollar decrease being
met by an average 32 cents in increased Food Stamps for the 6-9% of UI
beneficiaries also participating in the Food Stamp program. The other
91-94% of UI recipients would receive the full 20% benefits reduction.34
(See Table III-8 .)

The 20% eligibility restriction (lowering the income limit for AFDC,
and raising the Social Security retirement ages for full and early benefits,
or increasing the UI waiting period from 2 weeks to 3 or 4, etc.) would
cause means-tested and nonmeans-tested program interactions. For Food

Stamp recipients, for instance, loss of companion AFDC, Social Security

or other such benefits acts only as another income reduction, leading to
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TABLE III-7: ESTIMATED BUDGETARY EFFECTS OF 20 PERCENT REDUCTION IN
SOCIAL SECURITY2 BENEFITS IN FISCAL YEAR 1983, BY
INTERACTING PROGRAM

Interacting Increase in Offset to Net Cut as Percent -

Program Interacting Each Dollar of Previous
Program's Cut in Social © Social Security
Outlays Security Outlays, Including
(In Percents) (In Cents) - . Offsets
Medicare ’ 0 ‘ 0 - ' 20
Medicaid 0 0 20
Supplemental ,
Security = 20 6 I 19
Income (SSI) o
Food Stamps =~ = 2~ ’ 1 o 20P
Housing - o ,
A331stange , 3 : 1 IR 20b
Programs¢® .

Overall Effects; All

Levels of Government 8 18
Effect on federal budget 7 19
Effect on state and ‘ C
‘local budgets e - e

SOURCE: CBO estimates, See Interactions, op. cit., p. 20.°

a. The term Social Security is used here to 1nclude both Old Age, Survivors,
and Dlsablllty Insurance (OASDI) and Rallroad Retirement Programs.

b. The Offsets are small enough that the net cut rounds to 20 percent.

c. Household lives in public housing or pays reduced rent subsidized
* by housing assistance programs.

d. The effects on different levels of government are not additive, but
- must be computed separately. .

e. State spending would increase, ndtvdecrease. State SSI benefit
' costs would rise by about 0.3 percent of the amount of Social
Security outlays saved, but states would not receive any of the
savings in Social Securlty costs. '
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TABLE III-8: ESTIMATED BUDGETARY EFFECTS OF 20 PERCENT REDUCTION IN
UNEMPLOYMENT INSURANCE IN FISCAL YEAR 1983, BY INTERACTING

PROGRAM
Interacting Increase in ‘ Offset to Net Cut as Percent
Program Interacting Each Dollar of Previous Unemploy-
' Program's ~cut in ment Insurance Outlays,
Outlays Unemployment Including Offsets
(In Percents) Insurance
(In Cents)
Food Stamps . 1 3 19
Free or Reduced-
Price Luncha 0 0 20
Overall Effects, All _
Levels of Governmentb 3 19
Effect on federal budget 3 19
Effect on state and

local budgets 0 0

SOURCE: CBO estimates. See Interactions, ©Op.<cit., p. 26.
a. National School Lunch Program providing free or reduced-price
school lunch.

\ ’ )
b. The effects on different levels of government are not additive,
but must be considered separately.
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increésed Food Stamp benefits. But for the categorical eligibility
programs, loss/of participation in one program also means loss of
participation in the second, thus producing double government spending
savings.

For AFDC, an eligibility restriction would cause this double
elimination, resulting in approximately 227 reductions (combined
federal, state, lacal) from the original 20%. Reductions in the
companion Medicaid program would be larger than the Food Stamps and
housing assistance offsets, prodﬁcing‘the larger 22% reduction. In
the states alone, that figure would rise to 23%, and they would not
be responsible for any of the offset increases in Food Stamps and
housing assistance.35

For Social Security eligibility, interactions with Medicare, SSI
and Medicaid--the former causing additional reductions, the latter
two causing additional spending--would produce a 19% reduction from the
original 20%. The federal government would gain from the double re-
duction of Medicare and Social Security, but also pay most of the
increased Medicaid-SSI spending, while states would not gain anything
from the lowered Social Security-Medicare benefits, but would still
have.to'pay part of the increased SSI-Medicaid tax. SSI spending
would increase by 20%, Medicaid by 1%, Food Stamps by 2%, housing
assistance by 3%, and Medicare spending reduced by 4Z%. (See TableIII—9.)3

For UL, only Food Stamps would significantly interact with a 20%
eligibility reduction, due again to the small participation of UI

recipients in other income transfer programs. Federal Food Stamps



TABLE ITI- 9: BUDGETARY EFFECTS OF CHANGING ELIGIBILITY REQUIREMENTS
TO ACHIEVE A 20 PERCENT REDUCTION IN SOCIAL SECURITY2
OUTLAYS_IN FISCAL YEAR 1983, BY INTERACTING PROGRAM

Interacting Increase in . : Offset to - Net Cut-'as Percent

Program Interacting .Each Dollar of Previous Social

' Program s +  Cut in Social Security Outlays,
Qutlays - - = " Security ' Including Offsets
(In Percents) (In Cents) ' . S

Medicare , -4 B =T '\. . o 21

Medicaid 1 B 1 | 0P

Supplemental - . . o

Security » B R I ‘ o

Income (SSI) 20 . 6 N . 19

Food Stamps ‘ 2 : 1 ' ; - 20b

Housing Assistance v
ProgramscC 3 1 o 20b.

oOverall Effects, All

Levels of Governmentd K 2 19
Effect on federal budget . 1 - 20b
Effect on state and S ' :
local budgets - v o1 : . e

SOURCE: CBO estimates. See Interactions, oP- cit., p. 28.

a. The term Soc1al Security is used here to include both Old Age,
~ Survivors, and Disability. Insurance (0ASDI) and ‘Railroad Retirment -
Programs. .

"b. The offsets.are smallvenough thatythe net cut rounds to 20’percent,

c. Household lives in public housing or pays reduced rent subsidized
by housing a331stance programs.

d. The effects on different 1evels of‘gbvernment are not,additiﬁe,
but must be computed separately.

e. State spending would 1ncrease for Medicald and SSI, but states
would not obtain any of the savings in Soc1al Security.
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outlays:ﬁoﬁld inéreasé BZifor every dollar of‘UI reductién ffom.eligié‘
bility reétrictions,:ﬁith staté»eXpendifures not éffected e':i.ther'way.:-i7
(SeebTable III-10.)

In summary,'éttempfing to coﬁtrol entiﬁiement programs primarily
vfhrough cuts in program funding éuthorizationéfaﬁd outlays is not a
simple affair.‘iheré‘afebfew; if ény,>'pure' cuts becausé»of the inter- |
connectedﬁess'debéth”meéné—tested and trﬁst—fund based programé.vBe; v‘
‘cause of program.interacfibn; intervening factors will:continue fb make
it egtfemely.difficﬁlt to pfedict with any accﬁracy'the full effeét of .
any single fgnding‘cut in entitlement‘programs.»Additionéll&, wHile
indéxation méy be the mést,politically’diffiéult of the'ﬁhree struétural
‘components to.éontrbl; program‘iﬁteraction is the most complicated ana'
aﬁorphous. It ﬁill coﬁtinue to frustrate attémpté to control entitlement

spending through decreases in spending authority and program outlays aloﬁe. 

Number of Beneficiaries

.Not mﬁch needs bebsaid abéut:this persistent problem. Several sf the
entitlement progfams, particularly Social Secﬁrity, Unemployment Insurance,
'AFDC, Medicare, Medicaid, Suppleﬁentéry Sécurity Income, farm price.sﬁp—_.
portg, etc.;'are particularly sensitive to the prevailing state>of the
ecoﬁom& QVer,which‘Congress has littlébcontrol. The number Qf.prbgfam
beneficiafies swells and decreases Qifh depressed economic condiﬁioné aﬁd
fbqu times. The great expansion in the unemploymént ranks was primarily
responsible for a 15% increase in entitlement expeﬁditures between 1980-82,
forexampler3§ And given fhe fact of prog;am inteféction and the gréat

probability of continued high unemployment through at least 1985, holding



43—

TABLE IITI-10: ESTIMATED'BUDGETARY EFFECTS OF CHANGING ELIGIBILITY
REQUIREMENTS TO ACHIEVE A 20 PERCENT REDUCTION IN
UNEMPLOYMENT INSURANCE OUTLAYS IN FISCAL YEAR 1983,
BY 'INTERACTING PROGRAM '

Interacting Increase in - Offset to . " _Net Cut as Percent

Program Interacting ~  Each Dollar ’ of Previous Unemployment
‘ - Program's Cut in ‘ . Insurance Outlays,

‘Outlays =~  Unemployment - " Including Offsets

(In Percents) " Insurance »

B  (In_Cents)_

Food Stamps 1 o ' 3 ' : .19 o i
Free/Reduced- v ‘ P ‘
Price Lunch? -0 ‘ 0 : , - 20b

Overall Effects,‘All‘

Levels of Government® R 3 19
‘Effect on federal budget 3 19
Effect. on state and 0 0
local budgets

SOURCE: CBO eStimates.‘vSee Interactioﬁgliép; cit., p. 32.

a. National School Lunch Program'providing free or reduced-price

school lunch.
b. The offsets are small enough that the net cut rounds to 20 percént.

c. The effeqts‘on different levels of government are not additive, but
- must be computed separately. - ' ’
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entitlement expenditures down will be virtually impossible without
additional eligibility and benefit level changes, similar to those
in the 1981 Omnibus Reconciliation Act. Such rules changes, however,
cannot be continually resorted to Wifhout fundamentally altering the
aims, intents énd purposes of the programs themselves.39
The number of program clients will also increase naturally as the
populatibn grows older; as more of the "temporary unemployed' become
perménent due to the decline in manufacturing/industrial jobs and other
social-economic changes; and as the population itself continues to éx-
pand. As is the case with indexation and program interaction, and possi-
bly more so in this instance, the pressure of this structural problem

of entitlements will not just go away, and will consistently impact

entitlement outlays.



CHAPTER IV CAN CONGRESS CONTROL ENTITLEMENTS WITHIN THE
BUDGETARY PROCESS? —- THE POTENTIAL OF RECONCILIATION
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As defined in the introduction, congressional "éontrol” of
entitlemenﬁs in this thesis ﬁeans Céngress having ‘the ability, under -
current law and the structure of the budgetary process, to énact
effective constraints on the grthh of federal SPending for éntitle;
ment'prégrams. In this énd thevféllowing chapter, the question of

‘whether‘Congress indeed haé that capacity, of has ghe immediate 
probabilit& of.acquiring it, is explored.

Duringbthe:initial years of the budget process, congressional
attempts at'constraining.thevgfowth of entitlement spending were
mainly confined to Budget Committee assumptions of 1egislative
.savings as partbof Budget‘resolutions,' However,'this seldom if ever
Wérked, since the;e‘was no real incentive for Congress to enact tﬁbse
assumed savings, and much interesf'gréup bressure and other motivatioﬁs
for it not to, and consequently;'it vefy rarely did.1 Currently,
there are only two viable oﬁtioné available for Congress to have
control 6ver entitlement spending. The first optionvis a distinctive.
component df the budgetary process itself and is the subject of this
chapter: reconciliation..'The second option has been repeatedly
mentioned throﬁgﬁout this thesié: structural changes in the.naﬁﬁre
of entitlements_within the budgetary pfocess (i.e., indexation, program
interaction and number of beneficiaries, etc.). |

Ellwood,ZFS’chick,3 _Pechman4 and Ipﬁolito,sbfour contempéfary'
analysts of the budgétary process, all vieﬁ reconciliation as thei
principal weapon Congress currently possesses to control entitlement

spending. What is this reconciliation procedure and what are its
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strengths,and limitatione relative to controlling‘entitlements?

' Reconciliation as.a combined Seties of legislative activities
'inherently tied to established'iegisiative habits, ptocedural_rules,'
standards and Jurlsdictlons, was origlnally created by Sectlon 310
of the 1974 Budget and Imp0undment Act.6k It is a legislative
process itself part of the broader budgetary process, and is,
according to the Budget Act, associated with and follows the
second’concurrent budget resolution mandated for enactment no later .
than Spetember 15th every year. ' Under the terms of the Budget Act,
reconciliation technically has two stages: .a set of reconciliation
instructions which is,included in the second budget resolution, and
a reconciliation bill which summarizes the congressional implement-
ation of those insttuctions. Both stages must go through the
regular steps of congressional approval.

More specifically, Section 310 authorizes, withinvboth'the:.
Senate and the House, each congressional Budget Committee to produce
a proposed second concurrent budget resolution whicn consists of the
specific spending ceilings and renenue fioots for both budget authority,8
and spending authority,9 nlus recommended changes in revenue laws,

a current accounting of the public debt, and the set of instructions
directing congressional committees to tepoft new legislation designed
to accomplish outlays within such ceilings‘and floofs. Those in-
structionS‘specify that committees can recommend changes in thed

amount of'new and old (prior years') budget authority, and new spending

' authority.lo
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After congressional approval of this resolution and the instructions,

Section 310 mandates that the Budget Committees receive, compile and
summarize the reports and recommendations frém the other‘relevant con-
gressional committees pursuant to those instructions, and without sub-
stantively revising them, compose these reports and recommendations
into either_a reconciliation bill or reconciliation resolution. This
reconciliation proposal is then mandated forvsubmission to‘the full
Congress, to be approved, including éonference adjustments, by no
later than September 25th, and Congress is ordered not to adjourn
until such reconciliation activity is completed, once it has been
initiated.

Based on the Budget Act, the proposed reconciliation document's
primary purpose ig to bring existing laws intb conformity with current
budget policies by resolving the differences in the legislative budget
décisions made during the period between the first budget resolution's
spending-revenue targets and the second's specific ceilings and floors.
Reconciliation, according to the Act, was primarily‘aimed at'recoﬁciling
new and prior year budget authority (appropriations) and new entitle-
ﬁents (spending authority) with the budget 1imifations»of the second
resolution. Reconciliation, as mandated in the Budget Act, focuses
on reconciling laws and congressional budget policy, not program

‘modifications per se.

In the years since the passage qf the Budget Act, particularly
since 1980, the year that Congress first implemented thé reconciliation
process into its budgetéry decisions, there have been several very

significant adaptations in how reconciliation works within



the budgetary process.

(D).

(2).

(3).

(4.

Reconciliation instrﬁctibns have been "permahehtly" éhifted
from the secona fesq1utioh to’béing included in the firstl_.
reSolﬁtion;iiThis‘hés been the reguléf brocedufe sihcé the
fiscal 1981 bu’dgvet'fo'rmulat‘io‘n..13

Réconciliatisn ﬁow‘foéqsesvreguiérly on changing legislation -
providing prior budget‘éﬁtﬁéfity;»réther than just‘existing

law. It is primarily focussed on laws, not programs. New

. appropriations are now generally ignored by redoﬁéiliation,
and instead past appropriations authority and already existihg

_ entitlements are the»focus.1

According to the language of the Budget Act, neither re-

conciliation nor any of the budget resolutions were to cover ‘the

revision of éohﬁéntional authofiéing 1§gislation. 'Sin¢e suCh
legislation:was étill’undgrvthe putﬁiew of'the'Appropriations
Commitfees, it was not originally déemed to be a probleﬁ...
However,_reconciliatioﬁ inétructions_now regulariy direct
committees to fecommend chaﬁges in non—entitleméﬁt authorizing

legislation, since some of it basically determinés the level

of some outlays when it sets up eligibility and payment require-

ments for programs. Food Stamps and disasfér assistance are
| 15 | |
examples.

.

The Budget Act perceived congressional budgetingvaS an annual

process oﬁly;' Currently, for both practical and.political

-reasons, reconciliation is seen and used as a multiyear process,



with each budget résolution setting revenue and spending
goals for the comingbfiscal year, plus the.next two fiscal

or outyeéfs. The outyear goals are non—binding targets
16 -

- only.

Advantages and Disadvantages of Reconciliation as a
Control for Entitlements

Major advantages of the current reconciliation process as it

affects entitlements'include:

(a).

(®).

(c).

The shift to the'start of ohe budget prooess enobleé thé,Buaget
Commiffees tobliterally force fhe review of"énisting entitlementsbv
by reporting;a.reconciliation instruction to change previous |
laws mandating entitlement prbgrams.17

The fact that reconciliation can-be used to reqnire authorizing
oommitteeé to.lowér authorizaﬁion of'apnropriation'limits for.‘
entitleménts and.ofher'programs provides an effective tool

for those intefests seeking'to 1_imit'entit‘:lement‘spending.18
The_faot that thé reconciliation process cauoes a signifioant

shift in the traditional congressional bias towards more

'spending’for programs by focusing the congressional debates

onto issues that'affeot revenue-spending totals——the whole

: budget——rather than 1nd1v1dua1 programmatlc concerns.

The major dlsadvantages of the current reconcillatlon process

as it affects entitlements include:

(a).

The fact that the ;econciliation process increases budgetary

uncertainty by motivating heightenedflegislative conflict amid

a large number of congressional activities. In the 1980 re-



(b).
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-50-

‘conciliation process at least 20 congressional committees

were involved, and in 1981, 30. Because there are so many
legislative activities requiring manipulation and organization
in the reconciliation process, it can rather easily be blockrd,

stalled or substantially slowed down at any number of points.

Additionally, entitlement programs previously established as

relatively permanent guarantees of continually expanded funding
and benefits have lost some of that stability, forcing their
interest groups and congressional supporters to fight harder

to defend them.20

The fact that the reconciliation process depends primarily omn
changing prior authorizations and rules of eligibility for en-
titlement programs for its effect on them means that the process
is inherently limited in how many times such amending, revising
and alterations of entitlement laws can be accomplished without
substantially changing the nature, intent, goals and purposes
of the entitlements.

The fact that much of the budget remains heavily dependent on

and influenced by the prevailing state of the economy and the

demographic vagaries of our current society. Federal receipts and

- obligations remain tied to automatic responses to high unem-

ployment, growth in the incidence of poverty, the numbers

of elderly, indexation of cost of living adjustments, other
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‘benefielatyheheraetetietics, inflation,;etC4 Thus reconcili-
ntion alone‘cennut ensute a decline:in the.levels:df governf.
‘-ment spending‘in'generel,»orvfor.entitlenents,in-narticular.
The prucess”will'have,to be accompanied by‘sttuctural changes
in‘indexiné; prbgtem'interactien and other budgetary elements
in otder to evolve.ftem>a potentially'eonsistent vehicle for
controllingventitlement grQWth_te an aetual'qne.
The next eectidn exemines the budgetery'outeomee for entitlements;
thtoughdthe reconciliation process since'l980.- The economic assumptions:
- used as the’basie‘ef‘the estimated eevinge are shown ianable'

Iv-1 .

.*Reconciliatlon end Entitlemente: l9801- 1983 Outcomes
lggg v v .

The l980=0ﬁnibue Reconciliation Actlhee been.called; "the first
coherent effert any Congress has madefto bring‘thisfso—called'funcqntroll-
able' spend1ng under control."21 The first budget:teSOlution te whieh

it was attached had called for $lOk6 billion in savings,'and althbugh

it offic1ally resulted in $8. 28 b11110n.——$4 6 billion in outlays and
$3.645 in new revenues -—much of which was e1ther temporary, predomlnantly
_paper cuts orvboth, the effort was judged a Very suceessful precedentl
It‘utilized the devices ofitightenlng seme‘entitlement eligibilityr

rules (e.g., the school lunch program), reduc1ng farm support subs1d1ee,
tightening extended unemployment beneflts, postponlng and/or llmltlng

Medicare and.Med;ca1d.hosp1tal payments, shifting programs to off-

budget status and'reducing interest subsidies and COLAs, among other
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things.zzr Its final version, passed December 3, 1980 (two months B

after the fiscal year had begun),,inclﬁded the foilowing results

relative to entitlements.

n.

(2).

(3).

It authorized extended funding for two childbnurrition programs<--
one of them, the supplemental feeding program for women, infants
and children until 1984 -— based on amendments which were part

of neither the House nor Senate reconciliation bills, but

were added during thé congressional conference period. This

authorizatioﬁ'could have béen ovérturned on a‘point‘of order -
but.no}oné officially challenged it for fear of upsetting tﬁé
delicate balancediachievod; Io‘éffect, it 1egislated an

action already pending in a bill due to go to the éppropriations

committeé, making the latter moot.

Authorized $840 million in budget authority savings and

$826 millionvinZOutlays by 1owering'subsidies for some otherv

child nutrltlon programs, reduc1ng the number of non—lower

income e11g1bles for school lunch- programs, tlghtenlng

~

collection procedures and increasing student 1oan interest

_rates, and limiting COLAs for'Federal Employees Compensation

Act beneflts to once a year rather than twice. -

Authorlzed $429 mllllon in budget authority savings and $463

~ million in outlays‘by repealing-double—dipping COLAs by

retiring federal employees, but maintained twice-a-year

'fregular COLAs fOr‘military and federal retirees.

(4.

'Authorized‘$12fmillion~in'budget authority_savingé and

o J—

$915 million in outlays by deferring the periodic interim
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TABLE IV-1: COMBINED ECONOMIC ASSUMPTIONS OF THE REAGAN ADMINISTRATION
AND THE CONGRESSIONAL BUDGET OFFICE, CALENDER YEARS 1981-85

Projected

Economic indicator 1981 1 982 1983 1984 1985

: Percent change, year to year
GNP in current dollars

Reagan administration 11.3 8.1 11.5 10.2 9.7
Congressional Budget Office 11.3 7.5 11.9 10.4 9.7
GNP in constant 1972 dollars
Reagan administration 2.0 0.2 5.2 5.0 4.7
Congressional Budget Office 2.0 -0.1 4.4 3.6 35
GNP deflator
Reagan administration 9.1 7.9 6.0 5.0 47
Congressional Budget Office 9.1 1.5 7.3 6.6 6.0
Consumer price index
Reagan administration 10.3 7.3 6.0 4.6 4.8
Congressional Budget Office 10.3 7.5 6.9 6.9 6.4
. Percent, annual averhge
Unemployment rate ~
Reagan administration 7.6 8.9 7.9 7.1 6.4
Congressional Budget Office 7.6 8.9 8.0 74 7.2
Treasury bill rate
Reagan administration 14.1 11.7 10.5 9.5 8.5
Congressional Budget Office 14.1 12.0 13.2 11.3 9.4

Source: Budget of the United States Government, Fiscal Year 1983. pp. 2-5. 2-7: and Congressional Budget Office.
The Prospects for Economic Recovery. report to the Senate and Housc Comrmuees on the Budgel pan 1 lGovcrnmem
Printing Office, 1982). p. xviii.

Cited in, J.A. Pechman, ed.,Setting National Prlorities' The
1983 Budget (Brookings: Washington, D.C.), p. 40.
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vpayments made.to.hospitals'to‘once“in‘September?:and altering
the Medicare.reimbursement schedule to recognize costs;perf
serv1ce—performed rather than costs—per—claim—processed.

At the same t1me, increased spending was authorlzed for health
- program expans1ons.for home serv1ces,-outpat1ent rehab care;.
band phys1cal therapy.

(5). Authorized $32 mlllion in budget authority sav1ngs and $147
million in outlays through rescinding the government payment
to the’statesyin reimbursenent-for unemployment aid to’laid—off
CETA WOrkers; terminating governmentvreimbursement procedures
for.atfleast the first:weeh of extended;benefits in states
not requiring applicants‘to wait until after neek one to
receive benefits, and tightening eligibility'requirements
for extended unemployment‘compensation;

(6).‘Author1zed $117 million in budget authority savings and $27O

| million in outlays by restricting retroactive Soc1al Security

benefits to no more than 6 months prior to eligibility appllcation;
and by repealing Social Security disability‘eligibility for'
convictedvfelons; postponingbinplementation oﬁ new rules»for

day care centers;:enactingvthe'l980 Socialeecurity Disabilityf
Anendments; and transferring trust funds'fron the:disability
category tohthe old age and survivors' categories Within the

- OASDI trust fund | |

Overall what the 1980 Reconciliation Act d1d was to establish

the congre351onal precedent for effectlvely using the process to shape
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and mold relative control of entitlement expenditure iﬁcreaseé. It
did not definitely estabiish the fuil range and scope of the process'
potential'viz—a;viz entitlements, but it didrshow the précess' proﬁisé
as an invaluable tool, along with some of its limitatioms.

1981 . ‘ ;

" The 1981 Omnibus Reconciliation Act provided a very ambitious pre-
cedent for the scope of thereconciliation. process. It included re-
visions for at least 250 federal programs ahd:232 program accounts.24
It also provided a more definitive expoéition of the capacity of the
reconciliation prbcess,_in executive branch and congressional hands,
to copé better with entitlement spending. It again demonstrated the
multidimensionality of the difficulty of holding down federal entitle-
ment expeditures: in spite of presidential and some congressional
rhetoric to the contrary, entitlement spending for fiscal 1982 and
1983 (estimated) still increased by double digit percentage points
over fiscal 1981;25 Indexation, program interagtion and the numbers
of eligibles had a great deal to dobwith those uncontrolled increases.

The 1981 Reconciliatipn Act was passea‘on July 31. It was part
of a broader process that yearito hold down not just government
speﬁding but to cut and reduce expenditures substantially. The
three-pronged attack utilized by Congress to aécomplish this feat
included rescission of prior appropriations, reconciliation, and
appropriations reductioﬁs. For conventional authorizations and
indexed appropriations (e.g. Food Stamps, etc.) minimum cut savings

were achieved in the first stage by amending the authorization of
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appropriations limits for targeted programsvpfeviously budgeted (re—‘
scission), and in the secoﬁd stage;'déepéx cutS‘were.hade'by the
appropfiatioﬁsncommitteesﬁ"granﬁing of budget authority‘e&en'furthét_
below the amended autﬁofization of aﬁbropriations limits!27 |
Approximatgly 40%’of the.ﬁudget\aﬁ;hérity'reduction and 397%
of the outlay saviﬁgs gqntained in the Act were achieved through_
amending entitlémeﬁtvauthorizatiéns of income aésistance progra@s
so‘that eligibility rules and benefit formulasfweIQASubsténtially
modified. These were actual and pefmaneﬁt cuts. ' Appropriated en-
titlements had both their ofiginél authorizations amended, and ap-
'propriations'committEe reduction of theif budget.authorii:y.2
Relative to entitiements, the 1981 Reconciliatioﬁ Act included the
féllowing. |
1). It aufhorized the amendment of the Higher Education‘Acf to
éffect eligibility criteria for tﬁe.Guaranteed Student Loan program
so that $30,000 is a relatiVe.income'barfier beyond which students
may be deemed ineligible. In éddition, reconciliation raised interest
rates in the parent loan subsidiary to the GSL, estabiishéd a loan
origination fee of SZ which was to be paid by each student borrower,
reduced the special allowanée-payment‘tq lenders, aﬁd revised some
regulations for the Student,ﬁoan Marketing Association. Overall,
some $479 million in budget authority savings Qere.claimed for fiscal
1982, $844 millioﬁ for 1983, and $l,353‘millioﬁ for fiscal 1984.29‘,
2). It authorized that the Title XX Social Services program be

merged with two smaller Title XX programs. It also allowed $2.4

billion dollaré for fiscal 1982 (- a 23% cut bf $698.7 million), $2.45
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’hilliohifor 1983~(ﬁithva 24%'cot in budget authority); ahdFZ.S.billion
for fiscal: 1984 (Wlth ‘a 25/ cut of $811 5 mllllon) Some administrative
requirements were dropped and . ellglblllty rules were broadened (e.g.s |
the requirement that Sp% of funds be used for welfare recipients was
repealed) Otherwise'the major-effectiof reeonciiiation on thisi

state entltlement was to give states complere control over the programs,'
and with no state matching fund requ1rement.3
‘3).  Authorized increased srate discretioh over hospital reimbursements
for Medrcald, and other operations within the program, thereby reducing
athe federal respon51b111ty for Medicaid 'program activity. The Act

also extended Medicaid coverage to home and community facilities,
authoriaed the states to define their own medical needy, and revised
several administrative provisions. There was a restriction of AFDC
client caregorical eligibility and a reduction in federal matching
requirements. The het effect of allkthis was to reduce federal Medicaid
expenditures;by an estimated 5% each year from fiscai 1982—8‘4.31
4). For Medicare, the Act increased the deductible beneficiaries
are required to pay for Medicarekuniversal hospital insurance, authorized
a reduction in reimbursement rates for hospltal and home health care,
and rescinded medicare coverage payments for new procedures which had
not yet been implemented; For the supplementary medical insurance
portion of Medicare, the deductible was increasedpand carryover de-
ductibles from one year to the next were prohibited. Together, these
changes are estimated to have»reduced_Medicare expenditures by $491
million for fiscal 1982, or 3% from what they would have been, according
to CBO eurrent policy baeeline estimates: Medicare costs had risen

by over 45% just between 1979-81, and cutting them remains a Reagan
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priority.32

5). It authofiéeafréstricted éligibilitj and reduced Benefits for

the Trade Assistance Adjustment program, and introduced regulagions-
seeking to redirect the_program's emphasis on cash assistance to
funding for employmeﬁt'searchesvand relocation - These changes caused.
an 857% reductlon for flscal 1982 with 82% scheduled for 1983 if the |
program is not completely ellmlnated as the Reagan proposal has
requested._33 | |

6). It authorized restricted eligibility for unemployment compensation
extended benefiﬁs and chargea higher interest rates for federal‘loans
to states in an effdrt to discourage bailout activity. The efqut
achleved only minimal and temporary savings, however, reducing expenditures
by 1% in 1981, 4% for 1982 and 1/ estimated in 1983 84. 34

7). It authorized large budget authority reductions in the Special
Milk program by réducing the eligibility of participating,institutians
(especially private schools) for subsidies, restricting the income
criteria for individual eligibility, and eliminating ﬁhe overlap with' |
the national lunch; breakfast, commodity-only and child care food pro-
grams;"Estimated'reductioné were $100 million a yéar; a 75% reduction.
; Thelprogfam has been being reduced.sihce i978, and is prqposed for
elimination in fiscal 198.3.35

8). It_authorized Vefy large reductionsvin the child>nutritioﬁ programs,
amounting to $1.4 billion in:fiscal 1982, $1.5 billioﬁ in‘l983; and .
$1.6 billion in 1984; These were achieved by restricting eligibility
for free and reduced—price 1uﬁches and lowering overall”meal subsidies.
In the school.lunch program, fof example, the free meal subsidy was

reduced. by 3%, reduced-price lunches by 23%Z and full-price lunches

by 34%.°°
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9). For Supplemental Security Income, the Reconciliation Act autho-
rized only emell_eligibility-restrictiOn reductions,vincluding the
elimination of the Social Security minimum benefit category, wﬁich‘
has sinee been reversed.37

10). For AFDC, the Act authorized increased work requirements for
beneficiaries, tightened tﬁe rules for countiﬁg earnings by AFDC
recipients, altered the formulas for calculating income, restrieted :
categofical eiigibilit& provisions, streamlined program edmini—
stration and decreased admiﬁistrative‘costs. The estimated savings

was $1.1 billion, with.approximately<18% of AFDC families and 197 of

¢
|

the children iosing eligibility for the program.38

Wﬂat was the general effect ef the reductions in entitlements?
There was a $11.3 billion cut in fiscal '82 entitlement outlays, and
$37.2 billion estimated over three years. But these were the rela-
tively‘"easy".cﬁts that will not soon be repeated or matched. For
reconciliation.to really make a sigﬁificant impact on the entitlement
problem, more of the 1981 actitity would have to be re-done continually
and consistently, and in all probabilit&, that will not happen in the
foreseeable future. Fot example, for fiscal 1982-83, the Reagan admini-
stration tequested such additional cuts, but Congress rejected them.
This kind of effort to gain control of entitlements through annual pro-
gram alterations and adjustments is expected to generate»iﬁcreasing
political opposition almost inevitably,vaed should not be relied uﬁon
as the major strategy.fqr gaining control of egtitlefnent‘spending.39
1982

The'fiécal 1983 Reconciliation Act wae far less sweepiﬁg thanvthe

-previbusiyear's and affected entitlement benefits and eligibility omnly

slightly. It revised COLAS forygoternment retirees, reduced farm program



-60-

snpporrs, slightly modified veterans' benefits, Medicare and Medicaid,
and further restricted AFDC, SST and UI benefits. The estimated cuts for
each year of thelnultiyear_1983-85 period were $4.1 billion for the
cost-of-living adjustments, $4.2 billion in farm subsidies, $552 miliion
from veteransf prograns,‘$13.3 biliion for Medicare, $1.14 billion for
Medicaid, $343 million for AFDC, $386 million‘fnr SSI, and $17 million

- for UI.4O ‘ |

1). The Act authorized a new .5% uservfee on VA-supported home loans, a
delay in snme compensation and veterans' benefits, a rounding off of
benefit checks to rhe next lowest rather than next highest dollar, and a
change in the date for new benefit reducrions coming from a rransition in
dependency status.41

2). Authorized, for the first time, a significant 507 reduction in COLAS
for younger federal retirees (under 62 years eld), delayed by one month
the effective date of COLAS (fron Merch 1 to April 1, 1983, May, 1984, and
June, 1985), and eliminated‘double—dipping by military retirees who take
other federal civilian jobs. Additionally, the Act authorized rounding
benefit payments to their lowest dollar, delaying tne date of payment of
a retiree's first check, modifying other disability and early retirement
regulations and adjusting the compntation of military service intoveivil
service retirement benefits.42

3). It authorized a multiyear reduction in the wheat, feed grain and rice
programs estimated at $274vmillion doilars by requiringlnew payments to
fermers for not growing them; and it authorized a cut in the support of
dairy priees unless production was reduced.43

4). For Medicare, the savings authorized were from establishing new limits

on hospital reimbursement rates and the dates for federal payments. For

Medicaid, the anticipated savings were from modifying certain provisions
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allowed to state discretion (e.g. permitted states to charge nominal
44

fees to certain MEdicaid'patients, etc;).
The esﬁimated'savings for Medicare, Medicaid, AFDC, Supplemental
Security.Income.and Unempioyment Inéuraﬁde, wefé éll included in the
1982 Tax Equity and Fiscal Responsibility Act. This document was the
response of the House Ways and Means Committee, and the SénateAFinance
Committee, to tﬁeir fiscal 1983 reconciliation instructions. 'These
two committees have jurisdiction over most of the entitlement programs
in the budget. ‘Although passed in a seemingly separatevlegislative
acti&ity, the Tax Equity Act was just another part of the reconciliation
process for fiscal 1983;45
5). - The Reconciliation Act authorized first month prorating of AFDC
benefits based on the date of application, a rounding off of benefits
to the iowest dollar, an excluSion of families of absent military
fathers from AFDC eligibility, a permission for states to require
participants to look for wofk, and a requirement that the income of
‘unrelated adults living with AFDC beneficiaries be added into the
calculations for benefits.4
6). For SSI, the same proration and rounding off of provisions as
in AFDC were authorized, along with a one-month benefit reduction
assoéiated with é COLA for Social Security payments, and an exclusion
of burial spaces as countable assets. For Ui, jobless benefits were
extendéd, increasing outlays rather than’re&ucing spending, rbunding
off of benefits to the lowest dollar was permitted; students enrolled
in a fulltime work-study or internship program were_exeﬁpted from

FUTA taxes, and permission was granted to deny UL compensation to
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certain non-teaching, non-research or non-administrative staff of

colleges and"universities.47

Were Entitlements "Controlled" Through’the'Reconciliation Procesé, 1980-83?

Table IV-2 shows that for each'year the Recohtiliation Act. was enactedi
as a part of the budgetary proceés, overall eqtitlément spending still iﬁ—
creased significantly, as did the percentage of entitlement spending in
the budget. What cah be said of the overéil.efféct.df the reconciliation -
p}ocess reductioﬁs in entitlement spending for the 1980-83 period is that
the‘g:dwth fétes for_the."other" ehtitlemént categories (the means-tested
progfams most deepiy affectéd by the 1980-83 budget cuts) seem to have
been abated soméwhat for tﬁe néar future. However,‘thié,statement does
not apply to eitﬁer Uﬁeméloymentvlnsurance outlays, SSI or Food Stamp
‘outlays, all of Wﬁ0se growtﬁ rateé inéreased between 1 and 9 billion/year
from 1980-83. See Table IV-3. '

Additionally, nothing accomplishedvthrough reconciliation 1980;83
sigﬁificantly affectéd eithér Soéial Security outlays or Medicare/

Medicaid expenditures. Thus far, all three remain impervious to bud-

getary restraints.

Has reconciliation thus fa; resulted in increased congressional con-
trol over entitlement spending in the budget? For certain'p;ograms, like
child nutrifion, gﬁaranteed student loans and AFDC, the‘answer is at best
: mixéd. Forrthe gajorit& of entitlement pfograms, pafticularly ﬁhe gigan-
“tic Social Security and health programs, the answer is decidedly no.

Again, theré are structuralofaqtors'of entitlements which, unless fun-
+ damentally chahged (as‘opposéd té cosmetic, haphazard modifications),

will consistently foil even the best intended congressional attempts at
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controlling entitlement spending, even given the immense potential of

the reconciliation process.
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TABLE IV-2: .COMPOSITION OF FEDERAL SPENDING, 1980-1988

Category | 1980 1982 1983 1984 1933

As a Percent of GNP

National Defense 5.3 6.2 - 6.7 6.9 7.5

Entitlements and Other
Mandatory Spending

Social Security benefits 4.5 5.0 5.3 5.1 4.9
Medicare and Medicaid 1.9 2.2 2.4 2.4 3.0
Farm price supports 0.1 0.4 0.6 0.3 0.1
Other entitlements 4.0 3.7 3.9 3.4 2.7
Subtotal 10.5 1.4 12.1 11.2 10.7
Nondefense Discretionary ,
Spending : 5.5 4.6 4.5 4.4 3.8
Net Interest 2.0 2.8 2.7 2.7 2.8
Offsetting Receipts -0.8 -0.9  -1.0 -1.0 -0.9
Total 22.5 24..0 25.0 24.3 23.9
_ As a Percent of Total Outlays
National Defense 23.6 25.7 26.7 28.5 31.3
Entitlements and Other
Mandatory Spending
Social Security benefits 20.1 21.0 21.0 21.1 20.3
Medicare and Medicaid - 8.4 9.2 9.5 10.1 12.4
Farm price supports - 0.5 1.6 2.2 1.1 0.4
Other entitlements . 17.6 15.5 15.6 14.0 11.5
- Subtotal 46.6 47.1 48.2 46.3 4h .6
Nondefense Discretionary | :
Spending , - 2405 19.1 18.2 18.0 16.1
Net Interest ‘ 9.1 11.6 10.9 11.2 11.7
Offsetting Receipts -3.7 -3.7 -4.0 -4.0 -3.6
Total 100.0 100.0 100.0 100.0 l00.0

SOURCE.: CBO, Deficits, 1983, op. cit., p. 12.
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|
TABLE IV-3: FEDERAL OUTLAYS FOR "OTHER ENTITLEMENT" PROGRAMS x
(In billions of dollars)

Actual Estimated Baseline Projection
Major Program © 1980 1982 1983 1984 1985 1986 1987 1988

Benefits for Individuals
Non-Means-Tested Programs

Unemployment ‘
Insurance 16.4 24.3 33.0 27.8 26.5 26.1 25.9 25.6
Trade Adjustment
Assistance l
Veterans' Compensation 7.
Black Lung . 1
Railroad Retirement b/ 4

|p
~

|
e

N — O
N 0o O

Means-Tested Programs

AFDC ¢/ 7
Sst d/ 6.
Veterans' Pensions 3.
Food Stamps e/ 9

W W 00 00
- O+ 00

Pvartially Means-Tested
Programs f/

Guaranteed Student
Loans
Child Nutrition

= —
.

=N
o\
=N
N
.

v N
.

W N
~N O
AN
o w

Public Service Grants for
States and Localities

General Revenue . .
Sharing 6.9 4.6 4.6 4.7 5.0 5.2 5.5 5.7
Title XX Social
Services 2.8 2.6 2.5 2.5 2.6 2.7 2.7 2.7

Total - 75.5 87 .4 97.6 92.2 93.4 95.0 96.4 98.4

a. Less than $50 million.

b. About 60 percent of outlays for Railroad Retirement provide Social Security benefits for
retired railroad workers. '

C. AFDC estimates include the Child Support Enforcement program.

d.  Fiscal years 1983 and 1988 include 13 months of benefits; fiscal year 1984 includes 11
months.

e. Estimates include nutrition assistance for Puerto Rico.

f. These programs, while partially means-tested, do serve some higher-income households.

SOURCE: CBO, Deficits, 83, op. cit. , p. 118.

*% This table also used as TABLE V-7 in next chapter.



CHAPTER V: CAN ENTITLEMENTS BE CONTROLLED UNDER THEIR PRESENT
STRUCTURES WITHIN THE BUDGETARY PROCESS?---
PRESENT AND IMMEDIATE-FUTURE STRATEGIES
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Chapter IV identified two available options necessary for Congress to
constrain the growth of spending fof entitlement programs. Reconciliation,
one of those options, has several limitations which restriet it from being
the panacea device Congress needs to enact such control (See p.51).The other,
making strﬁctural changes in the nature of entitlements within the bud-
getary system, also is limited by the political dynamics of congressional
activity and tradition. Alone, neither optionbhas much chance of succeeding..
Combined, reconciliation provides the necessary access and opportunity
within the budgetary process for signifiéant structural changes to be made,
and the impetus for such changes adds the ingredient needed for reconciliation
to become the effective procedural device for controlling entitlements that
its proponents say it can.

In order to demonstrate the viability of that assertion, this chapter
discusses, in some detail, the méjority of the current and immediate-future
strategies being considered and/qr implemented to constrain entitlement
spending,and their cost implications as a measurement of their potential to
control entitlements. It is a given that reconciliation and the budget
process are the vehicles through which any of these stfategies would be
implemented.

Both the OMB and the CBO have done recent studies analyzing strategies
to reduce entitlement spending. Both sets of strategies énd the economic
assumptions they are based. on provide the data for the discussion here.
Additionally, both the CBO and the President's National Commission on Social
Security Reform have analyzed the nature and future of the biggest entitle-
ment of all in the federal budget: Social Security. Though some of the
strategies they both discuss are similar, they too are based on different
economic assumptions, on the one hand, and‘the CBO's analysis seems to

incorporate more structured change options than does that of the Commission,:
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on the other. Table IV-1 from the preceding chapter shows the relevant
economic assumptions for the CBO and the OMB analyses. The assumptions
for the National Commission study on Social Security are shown in Table
V-1. It includes three alterﬂative assumptions: optimistic, intermediate
and pessimistic, plus their consequences. Additionally, assumptions in
II-A of the Table, for the years 1981-87, are updated versions of fhe
Reagan administrations's economic assumptioﬁs for fiscal 1983.

This chapter discusses most of the entitlement categories defined in
earlier chapters of this thesis. The interest on the public debt is not
included since there are presently few, if any, strategies being con-

sidered to control it, other than reducing the federal deficit in general.
I. Social Security

There are two cash benefit sections of Social Security: the OASI and
DI (Disability Insurance).1 Together (as OASDI) they account for more
than 20% of the entire federal budget, and more than 40%Z of the costs
of all bf the government programs providing benefits to individuals.2
The other two trust funds comprising Social Security are the Hospital
Insurance Trust Fund (HI), and the Supplementary Medical Insurance Trust
' Fund (SMI). The OASDI and HI funds are primarily financed through payroll
taxes, and the SMI by the Treasury through the General Fund and enrollee
premiums. |

The problems of Social Security financing principally concern OASDI
funding and are mainly twofold: the short-term difficulty resulting from
a steady increase in benefit payments continually exceeding concomitant
increases in paypoll tax revenuesg and the long-term difficulty of a
major increase in the retirement population projected fér the near future.
The short-term imbalance between outlays and receipts is a consequence

of the economic crises of the late 1970's and 1980's and their reflections
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TABLE V-1:THE NATIONAL COMMISSION ON SOCIAL SECURITY REFORM--

SELECTED ECONOMIC ASSUMPTIONS B8Y ALTERNATIVE, CALENDAR YEARS
1360-2060

Average annual percentage increase
n—

Average Average

wages in Average annuas

covered Real-wage annual - unemploy-

employ- Consumer  differental®  terest rate? ment rate*

Calendar year Real GNP ment  prnce index (percent) (percent) (percent)
4.0 3 1. 2 3. 7
4.4 5. 3. 2. 5. 8
-2 4. 5. -1 7. 9
3.4 4. 4 6. 9
5.7 7. 3. 4 5. 6
5.8 6. 8. 8. 9
-6 7 1. 3 7. 6
-1 6 9. -2 7. 5
5.4 8. S. 2. 7. 7
5.5 *8. 6. "1 7. 0
438 8. 7 . 8 0
3.2 *8. 11, »-2 9. 8
-2 8. 13, 4 1 1

-

LWWabrbbbni=N

NINNODOOLONO ApbBUNINONNDDS WOWWALLALNDO NRNNWLWWLIALGDO ¢ b ¢ 4
NRhNOOrONBONWY DoLLWLIOMOOW OOLLVLLLEZDNIODW OCONMMORDMOLLWL LeaLNZOhLwOsW

NNOWWONNN S =L

DNVWWOBWON NNNNLEDWNNWN CONNDINNOWPYN NMNO—=-OVPOLON CAINNMNND PO =

Alternatrve I:
1981...

—-

200 VNCONEPOONGD LLLNUNANNORND -
—-—WarONOODWLWNW O=N=wbwWoWNN

Suwwsrarnn 2 Swusssad s
—“~ONO=WsDONWO VEONIOD= L) —-—

“LANONPHOVROW ONONBENNDD—HW

NOLVN“NPWWD NVORLNODV~=“TND COON=—=WErNWO® VNNN=ANONLUND CONONNPOLOOS S

PODOXXOONNAD NOANNANAPEAD® GNADNNNNOOO®D ALNNONNANNND®
QADNNDIDROOON (OORANNNOPON QGUNNONONONNON ALAbrQUOANDN NUONNOOAGOOSLWN

COVWNOLPODWD QCO-=LP=ANOUN-T OO0O-NWILHDOD OOLWIDOLDLOEROD

[y 1.8 1 -1 1
-8 - 1
4.2 1
33 9
3.0 8.
3.0 1 7
N 3.0 1 6.
3.0 1 6
3.0 1 6.
3.0 1 6.
25 1 6.
2000 & later. 2.6 1 6.
“1.8 1 -1 . 133
-1.5 - 13.1
6 -2 123
25 -1 10.5
3.8 9.4 .
29 8.8
27 8.3
27 8.1
2.7 78
27 . 78
1.8 1.0 6.7
2.1 6.0 5.0 1.0 6.6

iThe real GNP (Gross National Product) is the total output of goods and services expressed in constant dollars.

TThe difference between the percentage increase in average annual wages in covered employment and the percentage
increase in the average annual CPL

*The average of the interest rates determined in each of the 12 months of the year for special public-debt obligations
issuable to the trust funds.

*The ultimate rates are adjusted by age and sex based on the total labor force aged 16 and over as of July 1, 1970. Rates
shown for earlier years are civilian unemployment rates for those years.

*Preliminary.

“The actual value of the 1981 increase in real GNP was 2.0 percent. This value was not available at the time the cost
estimates were prepared; the cost estimates were based on the assumed increases in real GNP shown under the four
alternatives.

This value is for the year 2000. The annual percentage increasc in real GNP is assumed to continue to change after
2000 under each alternauve to reflect the dependence of labor force growth on the size and age-sex distribution of the
population. The percentage increases for 2060 are 3.4, 2.5, 2.1, and 1.0 for alternatives [, II-A, II-B, and III respectively.

*The economic assumptions in, alternative [I-A for 1981-87 are identical to or derived from the assumptions underlying
the President’s 1983 Budget, with the exception of the assumed 1981 increases in the nominal wage and the real wage as
well as the assumed 1982 increases in the real wage and the CPI, all of which have been adjusted to reflect actual
experience avatilable since the Budget assumptions were released. .

*% Agsumptions I= Optimistic Assumptions
Assumptions II= Intermediate Assumptions
Assumptions III= Pessimistic Assumptions

SOURCE: THE REPORT OF THE NATIONAL COMMISSION ON SOCTIAL
SECURITY REFORM, January, 1983. Appendix K, page 82.
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in the numerous cqst-of—living adjustments, but not in the wages of
workers.'Unchange&, the deficit trend fsr the OASDI fund alone is pro—‘
jected at $10.8 billion/year.4 The long-term problem is more demo-
graphic than strictly‘econdmic, with the vsfy age structure of the
American population projected to change by the early decades of the
21st century,”combinéd with a fundamental decline in workers contri-
buting to. Social Security relative to beneficiaries estimated by

2030.5

As previously mentioned, the reconciliation cuts during 1980-82
affected Social Security outlays by a small 27 reduction only. Partially,
this was because any significant reduction iﬁ Social Security benefits
was not viewed as politically expedient by Congress, but sincevOASDI
outlays are huge, even small percentage reductions like that translated
into billions of current dollars:-in reduced spending.}Ho&ever, the
averaged expenditures for the OASDI program still annually accouﬁted
for close to $9 billion of the fsderal budget deficit during that same
period.6 The only significant reduction in overall Social Security bene-
fits was during the 1980-82 elimination Qf benefits for post-secondary
students, as the other legislated cut--elimination of the minimum bene-
fit threshold--was rather quickly restored for pre-1982 beneficiaries
after a storm of political protest.

Table V-II shows the ‘Congressional Budget Office's prbjectedMOASDI
and Hospital Insurance ekpenditures for 1983-88. Without substantial
changes in cﬁrrent law, these projections predict a significant short-
fall between expenditures and revenues for the next 5 years. (See
Table.IV—I for the assumptions these projections are based on.) The
system will:need:approximately $71 billion in additional revenues for

1983-88 just to stave off insolvency,.and the National Commission esti-

mated that the system needs $150-200 billion overall during that period.7
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: CURRENT LAW PROJECTIONS OF SOCIAL SECURITY TRUST FUND
TABLE V-2: OUTLAYS, INCOMES, AND BALANCES (In billions of dollars)

Actual Estimated - - Baseline Projection‘ ,
1980 1982 1983 ° 1984 1985 - 1986 1987 1988

“Old Age and Survivors Insurance

Total Outlays ©103.2  137.9 152.7 - les.k  176.5  189.1  201.8  216.l

Income a/ . 100.1 126.6 146.5 138.3 150.8 162.5 172.7  185.1
Year-End Balance 24,6  12.5° 6.3 -19.8 -45.5  -72.1 -101.2 -132.1

Start-of-Year
Balance as Percent ‘ ‘ . ‘ : :
of Outlays 26.8 17.3 8.2 3.9 -11.2 -24.1 ~ -35.7 -46.8

Disability Insurance

Total Outlays 15.3 18.0 18.7 19.1 19.2 19.4 20.0 20.8
Income a/ 17 .4 21.4 19.0 26.8 32.7 37 .4 41.0 45.0
Year-End Balance - 7.7 6.8 7.0 14.8 28.3 46.3 67.2 91.4
- Start-of-Year

Balance as Percent ‘ , o

of QOutlays - 36.6 18.8 36.0 37.0 77.0 146.0 231.2 323.9

Combined OASI and DI

Total Outlays 118.5 156.0 171.4 183.5 = 195.6 208.5 221.8  236.8
Income a/ ‘ 117.4 148.0 165.5 165.0 183.4 199.9 213.7 230.1
Year-End Balance 32.2 19.3 13.4 -5.1 -17.3  -25.8 -34.0 -40.7
Start-of-Year . ’ ) )

Balance as Percent ~ (

of Qutlays. . 28.1 17.5- 11.3 7.3 -2.6 -8.3 -11.6 -14.3

S - Combined OASI, DI, and Hospital Insurance

Total Outlays o182.8 150.8 210.4°  227.8 245.3  265.8 288.3  3l11.

6
Income a/ 142.8 185.6 -193.4  209.3 232.0 255.1 272.9  293.0
3

Year-End Balance u6.7 40.1 23.2 4.7 -8.6 -19.4 -34.,7  -53.
Start-of-Year ' . - '
Balance as Percent

of -Outlays - 32,7 23.8 19.1 10.2 1.9 -3.2 -6.7 -l1.1
NOTE: Minus signs denote a deficit.
a. Income to the trust funds is budget authority. Itbinc]udes payroll tax receipts, interest on

balances, and certain general fund transiers. Income in 1983 reflects interfund transfers as
authorized under the Social Security Amendments of 1981. In order to illustrate better the
operations of the trust funds under extended interfund or other types of borrowing or under
tax rate reallocation, estimated interest payments owed by a trust fund when it shows a
deficit are included as negative values in the income esiimates of that trust fund.

SOURCE: Reducing the Deficit: Spendingr";nd Revenue Options,

Congressional Budget Office (Washington, D.C.: U.S. Government

Printers, 1983), p. 67. Hereafter cited as CBO, Deficit '83.
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Strategies to_Solve the Financing Problems of Social Security

The National Commission:on‘Social Security Reform's study and the 

principal CBO study cited here had two different aims. The National‘Commissionv
study was intended to fiﬁd a pracfical way of keeping the Social Secﬁrity”sy—
stem solvent, and thus all of their recommendations focused on effecting finan;
cial savings and‘raising revenue. The CBO study, onAthebother hand, was pri-
ﬁarily aimed at exploring effective strategies to reduce Social Security's
impact on the federal budget deficit‘in Ehe near future; and only.Secondarily‘
at'discussing‘strategies to keep Social Security solvent. Aé Such, the CBO
study focused on both across—the—board and ta?geted reduction strategies.
Although variations of severallof,the sfrategies were included in both‘
studies (e.g., shifting COLAs and increﬁsing'éelected tax rates), the. CBO
study had a greatér emphasis on structural cﬁange options than did the
National Commission study. In fact, the latter specificaily recomhended that
neither the fundamentél structure of the Social Security progfam ﬁor its
fundamental principles be'altered.8

Below is a summary analysis of the Social Security strategies discussed
by both stqdies. The.OMB analysis included in the Presi&ent's fiscal 1983
package of budget broposais, defers any action on Social Security to theA

. . . 9
National Commission's recommendations.

Across—the—Board Options:

A. Reducing the COLAs for Social Security

Reducing or eliminating COLAs has been an option bandied about for
several years. Such‘reduction'was:achieved for the 1983 fiscal year for
younger retirees, as meﬁtioned earlier in‘this thesis, but it and all of
Athe.other\various COLArreduction/eliﬁinatiqﬁ strategies depend heavily on

the rate of inflation to have much effect other than a negative one for
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elderly and disabled beneficiaries. Higher inflation rates when COLA-
reductions are legislated mean greater savings, thus the 1980-81 fiscal
10

years would have been better suited than the current year.

Reductions in COLAs would, theoretically. decrease the growth rate

of Social Security expenditures, but they would neither solve the short or
long-term solvency problem of the Social Security system nor necessarily
stabilize the trust funds of the system. In addition, such reductions
would increase the incidescevof poverty among the elderly and disabled,
since the resultant loss of income would not usually be offset by signi-
ficantly increased participation by Social Security beneficiaries in means-
tested programs like SST and Food Stamps.ll

According to the CBO analysis; the four major COLA-reduction/elimination
options for the 1980's are a permanent COLA delay, capping COLAs, elimi-
nating the 1983 COLA, and eliminating both the 1983 and 1984 COLAs. For
1984-85, a cumulative estimated $10.4 billion would be saved by permanently
switching the ahnuai timing of COLAs from July to October, $57.9 billion
from capping COLAs at the CPI level less 2 percentage‘points, $33.7
billion for repealing the 1983 COLA alone, and an estimated $67.1 billion
will be saved by eliminating both the 1983 and 1984 COLAs.12 The National
Commission study recommended a permanent shift of the COLA payments to a
calender year rather than fiscal year basis. This,is another delayed

COLA strategy estimated to save $40 billion between 1983—.89.13

B. Increasing Payroll Tax Rates
This strategy is already legislated for 5.7% (from 5.4%Z) in 1985 and
6.2% in 1990. The argument is for implementing these increases earlier

to affect the increase of short-term revenues without fundamentally
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altering the long-term tax rates. For example, according to the CBO,
implementing the January l, 1985 rate increase on January l, 1984 would
produce an estimated $6.4 billion of extra revenues in 1984, and $2.3 billion
in 1985; while moving the 1990 increase to 1984 would raise an estimated

4

$97.6 billion between 1984—1988.1 The National Commission aiso recommended
that the 1985 and 1990 rates be revised. It estimated savings at $40
billion for such shifts between 1983—89.15

The advantages include large receipt yields at the cost of relatively

small percentage increases for each worker, the lessened need for benefit

reductions which a priori will have an adverse effect on beneficiaries, and
the maintenance of the present method of financing Social Security. The

" disadvantages include.increésed tax burdens on workers, however modest
individually, which will add to 4 othér payroll tax-rate hikes since 1977
to keep the system solvent, the real reduction in take-home pay that will
inevitably result, and the predicted adverse effect on the nation's economy
(i.e., it is expected to raise labor costs, reduce employment and re-spark

16
inflation).

C. Changing the Benefit Formula

The basic formula for initi;l Social Security benefits utilizes three
calculated quantities associated with a worker's Average Indexed Monthly
Earnings (or AIME, which is an adjusted measure of average monthly earnings
covering the years of eligible employment). 90% of the first $254 of the
worker's AIME, plus 32% of the next $1274 of AIME, plus 15% of all AIME in
excess of $1528 equals a person's basic benefit; The argument for the rele-

vant option is to adjust the first and last amounts (the percentage of

$254 and $1528) which are called bend points. There is already an automatic
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.upward adjustment of}tbem baséd on the increase in overall average earnings
of American wofkers, and, according to tﬁe-CBO, the argument isAto'adjust
them»By 75% father thaﬁ 100%.17 In the short-run, there would be aﬁ esti-
mated $1.2 billion in savings for 1984588, an amount‘not seemingly worth
tﬁe effort unless‘accompanied by otherkchanges. For the long-run, this
type of adjustment, theoretically, wéuld have more of a substantial
impact.18 “

Associated with this type of option is a variant of the strategy em-
ployed in the recent legislation fo; reduéing_COLAs for younger retirees.
It argues for a lengthening of the AIME formula computation period by
three yearsé— to age 65,'réther than 62; It would lower early retiree
benefit levels, and would lessen incentives for earlyvretirement, but
‘disproportionately affect disabled recipients éven more adversely. It
'would save an estimated $1.6 biilion_in the short-run dﬁriﬁg 1984—88, and
again not be worth the short-term effect alone.

| See Table V-3 for a summary of the CBOJacross—the—board options and
their cost effects, and Table V-4 for a summary of the National Commission

recommendations.

Targeted Reduction Options

A. According to the CBO, eliminating benefits for the children of early
retirees (ages 62-64) would produce an estimated $1.6 billion in’cumulative

savings from 1984-88. Currently, the unmarried child of a retired worker

is categorically eligible for 50% of the amount of the retiree's basic
benefit with certain restricted total amounts per family. Repealing that
would encourage later retirement and further reduce short-term outlays.

B. Tightening the family limit for OAST benefits by making it identical

to that for the more restrictive DI benefits for all new OASI beneficiaries
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TABLE V-3: [MPACT ON THE SOCIAL SECURITY TRUST FUNDS OF

ACROSS-THE-BOARD CHANGES a/ (In billions of colla

rs)

Cumulative
Five-Year
Options S 198y 1985 1986 1937 1988 Savings

Short-Run COLA Reductions

Delay the COLA by

Three Months 2.0 2.1 2.1 2.1 2.1 10.4

Cap the COLA at the
CPI Increase Minus
2 Percentage

Points Through 1988 4.2 7.8 1l1.5 15.3 19.1 57.9
Eliminate the 1983
COLA 6.8 6.9 6.9 6.7 6.4 =33.7
Eliminate the 1983
and 1984 COLAs ] 8.8 14.8 14.8 14.6 6.1 67.1

Short-Run Payroll Tax Rate Increases

Move 1985 Rate to

January 1984 6.4 2.3 0 0 0 8.7

Move 1985 and 1990

Rates to January 1984 19.3 19.4 18.3 19.6 21.0 97.6

Long-Run Changes

Restrict Increases in
Formula Bend Points
to 75 Percent of Wage

Increases b/ 0.1 0.2 0.3 0.6 1.2
Lengthen Computation :
Period by Three Years b/ 0.1 0.3 0.5 0.7 1.6

a. The impact of these options on the federal budget deficit may be
somewhat smaller than the trust fund effects shown here, due to
offsetting increases in spending for other federal programs or
reductions in federal tax receipts. For the options that would reduce
spending, only the effects on outlays are shown in this table, because
changes in budget authority (which includes interest) are uncertain

when trust fund balances are negative and declining.

b. Less than $50 million.

SOURCE: CBO, Deficit '83, p. 72.
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