BUDGET OF THE UNITED STATES GOVERNMENT

Fiscal Year 1999



THE BUDGET DOCUMENTS

Budget of the United States Government, Fiscal Year 1999
contains the Budget Message of the President and information on
the President’s 1999 budget proposals. In addition, the Budget in-
cludes the Nation's first comprehensive Government-wide Perform-
ance Plan.

Analytical Perspectives, Budget of the United States Govern-
ment, Fiscal Year 1999 contains analyses that are designed to high-
light specified subject areas or provide other significant presentations
of budget data that place the budget in perspective.

The Analytical Perspectives volume includes economic and account-
ing analyses; information on Federal receipts and collections; analyses
of Federal spending; detailed information on Federal borrowing and
debt; the Budget Enforcement Act preview report; current services
estimates; and other technical presentations. It also includes informa-
tion on the budget system and concepts and a listing of the Federal
programs by agency and account.

Historical Tables, Budget of the United States Government,
Fiscal Year 1999 provides data on budget receipts, outlays, sur-
pluses or deficits, Federal debt, and Federal employment covering
an extended time period—in most cases beginning in fiscal year 1940
or earlier and ending in fiscal year 2003. These are much longer
time periods than those covered by similar tables in other budget
documents. As much as possible, the data in this volume and all
other historical data in the budget documents have been made con-
sistent with the concepts and presentation used in the 1999 Budget,
so the data series are comparable over time.

Budget of the United States Government, Fiscal Year 1999—
Appendix contains detailed information on the various appropria-
tions and funds that constitute the budget and is designed primarily
for the use of the Appropriations Committee. The Appendix contains
more detailed financial information on individual programs and ap-
propriation accounts than any of the other budget documents. It
includes for each agency: the proposed text of appropriations lan-
guage, budget schedules for each account, new legislative proposals,
explanations of the work to be performed and the funds needed,

and proposed general provisions applicable to the appropriations of
entire agencies or group of agencies. Information is also provided
on certain activities whose outlays are not part of the budget totals.

A Citizen’s Guide to the Federal Budget, Budget of the Unit-
ed States Government, Fiscal Year 1999 provides general informa-
tion about the budget and the budget process for the general public.

Budget System and Concepts, Fiscal Year 1999 contains an
explanation of the system and concepts used to formulate the Presi-
dent’s budget proposals.

Budget Information for States, Fiscal Year 1999 is an Office
of Management and Budget (OMB) publication that provides proposed
State-by-State obligations for the major Federal formula grant pro-
grams to State and local governments. The allocations are based
on the proposals in the President's budget. The report is released
after the budget and can be obtained from the Publications Office
of the Executive Office of the President, 725 17th Street NW, Wash-
ington, DC 20503; (202) 395-7332.

AUTOMATED SOURCES OF BUDGET INFORMATION

The information contained in these documents is available in

electronic format from the following sources:

CD-ROM. The CD-ROM contains all of the budget documents and
software to support reading, printing, and searching the documents.
The CD-ROM also has many of the tables in the budget in
spreadsheet format.

Internet. All budget documents, including documents that are
released at a future date, will be available for downloading in several
formats from the Internet. To access documents through the World
Wide Web, use the following address:

http://lwww.access.gpo.gov/su_docs/budget/index.html

For more information on access to the budget documents, call toll-
free (888) 293-6498.

GENERAL NOTES

1. All years referred to are fiscal years, unless otherwise noted.
2. Detail in this document may not add to the totals due to rounding.

U.S. GOVERNMENT PRINTING OFFICE
WASHINGTON 1998

For sale by the U.S. Government Printing Office
Superintendent of Documents, Mail Stop: SSOP, Washington, D.C. 20402-9328



TABLE OF CONTENTS

Page
I. The Budget Message of the President .........cccccccceiiiiiiiiiiiii e, 1
Il. Preparing the Nation For a New American Century ............ccccccccvvveeeeennnn. 9
I11. Creating a Bright ECONOMIC FUTUINE ..ot 21
IV. Improving Performance Through Better Management ............ccccccceeeeen... 33
V. Preparing For the 21st Century
1. Investing in Education and TraiNing ........ccccooiiiiiiiiieiieeeeeeie 51
2. Supporting Working Families ...........cccciiiiiiiiiiieecee e 61
3. Strengthening Health Care ... 69
4. Protecting the ENVIFONMENT .......coooiiiiiiiiiiiiie e 77
5. Investing in INfrastruCture ...........ccccoiiiiiiiii e 85
6. Promoting RESEAICN .........oiiiiiiiiiii e 93
7. ENFOrcing the LAW .....coocuiiiiiiiiii e 105
8. Strengthening the American ComMMUNItY .........ccoevecciiiiiiieieeee e, 115
9. Advancing United States Leadership in the World ...................o. 125
10. Supporting the World's Strongest Military Force ..............ccceecuvnnneee. 133
VI. Investing in the Common Good: Program Performance in Federal
Functions
L1, OVEIVIBW ittt e e e e e e e et e et e e e e e e e e e s e nnnbbneeees 143
12. National DefENSE .......oooiiiiiiiiiii e 149
13. International Affairs ... 155
14. General Science, Space, and Technology ..........cccovviieeiiieeeiiiiccciiie, 161
ST = o 1= o )PP PP PP 167
16. Natural Resources and ENVIironmMent .............cccvviiiiiiiiieeeeenniiieiee 173
17, AQFICUITUIE e e e e e e 181
18. Commerce and Housing Credit ........ccocceeeiiiiieei e 187
19, TraNSPOIrTATION ......eviiiiiiiiiiee et e e e e e e e e e e 193
20. Community and Regional Development ...........ccccccvviieeeeeee e, 199
21. Education, Training, Employment, and Social Services .................... 205
22, HEAITN oo 213
P22 T |V [T [ Tor T = RSP 219
24, INCOME SECUTTLY .eeeiiiiiiiiiiie ittt es 223
25, SOCIAl SECUNILY ..ot 229



TABLE OF CONTENTS—Continued

26. Veterans Benefits and Services

27. Administration of Justice .........
28. General Government .................
29. Net Interest .......ccccovcvvvveiiininnnn.
30. Allowances .........cccocevvvivveenennnn.

31. Undistributed Offsetting ReCEIPTS .....eeeeiiiieiiiiiiiiiiiiiieeeeee e

32. Regulation: Costs and Benefits

33. Detailed Functional Tables ......

VII. Summary Tables

1999 Budget Proposals ...........cccoe....
Summaries by Agency ........cccceeeeeennn.
Other Summary Tables .....................

VIIIl. List of Charts and Tables .......cco.ocoeuune...

IX. OMB Contributors to the 1999 Budget

Page

233
239
245
249
253
255
257
261

341
359
365

369

377



. THE BUDGET MESSAGE
OF THE PRESIDENT



2 THE BUDGET FOR FISCAL YEAR 1999

Chart I-1. FINISHING THE JOB:
BALANCING THE BUDGET AFTER DECADES OF DEFICITS
SURPLUS (+) / DEFICITS (-) IN BILLIONS OF DOLLARS
-700
$633B

- DEFICIT
-600 -

T PRE-OBRA
-500 — BASELINE
-400 —
-300

i ACTUALS TOTAL SAVINGS

$4.0 TRILLION

-200 —
-100 — TOTAL DEFICITS

i $3.1 TRILLION

0
100 - SECURITY REFORM
rrrrrrrrrrr 0 r T
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002
Note: OBRA is the Omnibus Budget Reconciliation Act of 1993.

Table I-1. RECEIPTS, OUTLAYS, AND SURPLUS OR DEFICIT

(In billions of dollars)

1997 Estimates
. 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Receipts ......ccceoeveenenne. 1579 1,658 1,743 1,794 1,863 1,949 2,028 2,123 2,227 2,329 2444 2,566
outlays ......occeeeeeiieeeinnns 1,601 1668 1,733 1,785 1,834 1,860 1,945 2,013 2,090 2,165 2,228 2,307
Reserve Pending Social

Security Reform ........ NA NA 10 9 28 90 83 109 137 164 216 258
Deficit (=)/Surplus ........ -22 -10 0 0 0 0 0 0 0 0 0 0

Errata

The numbers shown here for fiscal years 2004-2008 are incorrect.
Click here for a revised table.



THE BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

The 1999 Budget, which I am submitting
to you with this message, is a balanced
Federal budget, marking the first such budget
in 30 years and bringing an era of exploding
deficits to an end.

By reaching balance, my budget represents
a remarkable turnaround in our fiscal policy
over the last five years. It brings to an
end three decades of fiscal chaos, a period
in which Americans had lost confidence in
their Government and the ability of their
leaders to do the people’s business.

This budget is not just balanced, it is
balanced the right way. It not only ends
the deficit, it reflects the values that Ameri-
cans hold dear—the values of opportunity,
responsibility, and community. The budget
reflects my commitment to continue helping
working families with their basic needs—
to raise their children, send them to college,
and pay for health care.

The budget invests in education and training
and in research to raise the standard of
living for average Americans. It invests in
the environment and in law enforcement
to raise the quality of life across our Nation.
It invests in our communities at home while
providing the resources to maintain a strong
defense and conduct the international relations
that have become so important to our future.

In the public and private sectors, prospects
for a budget surplus are spurring a wide
array of ideas about how to spend it. At
this point, the Government has not yet reached
the surplus milestone, and | continue to
believe strongly that we should not spend
a surplus that we don't yet have.

More specifically, | believe that the Adminis-
tration and Congress should not spend a
budget surplus for any reason until we have
a solution to the long-term financing challenge
facing Social Security. With that in mind,
my budget proposes a reserve for the projected
surpluses for 1999 and beyond.

Preparing the Nation for a New American
Century

Five years ago, my Administration took
office determined to restore the American
Dream for every American. We were deter-
mined to turn the economy around, to rein
in a budget that was out of control, and
to create a Government that once again
would focus on its customers, the American
people.

Five years later, we have made enormous
progress. Our economy is strong, our budget
is headed toward balance, and our Government
is making noticeable progress in providing
better service to Americans.

We are beginning to bring Americans to-
gether again, to repair the social fabric
that has frayed so badly in recent decades.
All across America, crime is down, poverty
is down, and welfare is down. Incomes are
rising at all levels, and a new spirit of
optimism is sweeping through many of our
urban and rural communities that are re-
bounding from decades of lost jobs and lost
hope.

Now that we have turned the economy
around, our task is to spread the benefits
of our economic well-being to more Americans,
to ensure that every American has the chance
to live out his or her dreams. As we move
confidently ahead as a WNation, we want
to ensure that nobody is left behind.

A century ago, the economy shifted from
agriculture to manufacturing, changing the
way that Americans lived, the way they
worked, the way they related to one another.
Today, the economy is shifting once more,
this time from manufacturing to services,
information, technology, and global commerce.

We can ensure that every American fully
enjoys the benefits of this exciting new age,
but only if we continue to give people the
tools they need and create the conditions
in which they can prosper. That is what
my budget is designed to do.
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Creating a Bright Economic Future

When my Administration took office, the
Nation was mired in economic problems.
The economy had barely grown over four
years, creating few jobs. Interest rates were
high. Incomes remained stagnant for all but
the most well-off. The budget deficit, which
had exploded in size in the early 1980s,
had reached a record $290 billion and was
headed higher. Clearly, the Nation needed
a new course.

We launched an economic policy with three
central features that had never before been
tried together: We set out to reduce the
deficit, invest in the American people, and
open up markets abroad. Only by pursuing
all three elements could we restore the econ-
omy and build for the future.

My 1993 budget plan, the centerpiece of
our economic strategy, was a balanced plan
that cut hundreds of billions of dollars of
Federal spending while raising income taxes
only on the top 1.2 percent of Americans.
By cutting unnecessary and lower-priority
spending, we found the resources to cut
taxes for 15 million working families while
investing in education and training, the envi-
ronment, and other priorities.

Five years later, we have cut the deficit
dramatically, and this budget will finish the
job by reaching balance and keeping the
budget in balance for the foreseeable future.
We have invested in the education and skills
of our people, giving them the tools they
need to raise their children and get good
jobs in an increasingly competitive economy.
We have expanded trade through global as
well as bilateral agreements, generating record
exports that create high-wage jobs for millions
of Americans.

The economy responded almost immediately
to our policies. When | announced my 1993
budget plan, interest rates fell, and they
fell even more as | worked successfully with
Congress to put the plan into law. These
lower interest rates helped to spur the steady
economic growth and strong business invest-
ment that we have enjoyed for the last
five years. Our policies have helped create
over 14 million jobs, while interest rates

have remained low and inflation has stayed
under control.

As we move ahead, | am determined to
ensure that we stick with the policies that
are working. We must maintain our fiscal
discipline so that we not only reach balance,
but also keep the budget in balance.

Improving Performance Through Better
Management

We are balancing the budget the right
way, by reducing the size and scope of
our Government.

We have done more than just eliminate
hundreds of Federal programs and projects.
We have cut the civilian Federal work force
by over 316,000 employees, giving us the
smallest work force in 35 years. In fact,
as a share of our total civilian employment,
we have the smallest work force since 1931.

But we set out to do more than just
cut Government. Under the leadership of
the Vice President’'s National Performance
Review, we set out to make Government
work, to create a Government that is more
efficient and effective, to create a Government
focused on its customers, the American people.

We have made real progress, but we still
have much work to do. We have reinvented
parts of departments and agencies, but now
we are determined to turn our agencies
around from top to bottom. For 1999, the
Vice President will lead an effort to improve
the performance of agencies that interact
most with the American people. We want
to enable Americans not only to quickly
enjoy better service from our Government,
but to regain confidence in Government as
well.

At the same time, I am determined that
we will solve the very real management
challenges before us. A good example is
the challenge of ensuring that our computer
systems can accurately process the year 2000
date change. | have directed my Administra-
tion to take the necessary steps to meet
the problem head-on.
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Preparing for the 21st Century

Nothing is more important to our future
than education. It has become the dividing
line between those who are moving ahead
and those who are lagging behind. That
is why | have devoted so much effort to
ensure that we have a world-class system
of education and training in place for Ameri-
cans of all ages. Over the last five years,
we have worked hard to ensure that every
boy and girl is prepared to learn, that
our schools focus on high standards and
achievement, that anyone who wants to go
to college can get the financial help to
attend, and that those who need a second
chance at education and training or a chance
to improve or learn new skills can do so.
My budget significantly increases funds to
help children, especially in the poorest commu-
nities, reach challenging academic standards
and makes further progress in implementing
voluntary national tests. It proposes to build
more classrooms and pay for 100,000 more
teachers so that we can reduce class sizes.
For higher education and training, my budget
increases Pell Grants and other college schol-
arships from the record levels that we have
already achieved; expands College Work-Study
to a record one million students; streamlines
student loan programs and cuts student fees;
and expands access to job placement services,
training, and related services for dislocated
workers and others. Now that anyone who
wants to attend college can find the means
through Hope scholarships, Pell Grants, and
other assistance that we worked so hard
to enact, | want to provide the same universal
opportunity for job training and re-training
to those who need it.

Over the last five years, we have worked
hard to help working families. We cut taxes
for 15 million working families, provided
a tax credit to help families raise their
children, ensured that 25 million Americans
a year can change jobs without losing their
health insurance, made it easier for the
self-employed and those with pre-existing con-
ditions to get health insurance, provided
health care coverage for up to five million
uninsured children, raised the minimum wage,
and provided guaranteed time off for workers
who need to care for a newborn or address
the health needs of a family member. Now,

with my new Child Care Initiative, I am
determined to provide the help that families
need when it comes to finding safe, high-
quality, affordable child care. Parents should
know that, when they go to work, their
children are in safe, healthy environments.
I also propose to address the problems faced
by a particular group of working families—
legal immigrants. In signing the 1996 welfare
reform law, | said that | would try to
restore the cuts in benefits for legal immi-
grants that were not only harsh and unneces-
sary but that had nothing to do with the
fundamental goal of welfare reform—to move
people from welfare to work while protecting
children. My budget restores Food Stamps
to 730,000 legal immigrants and lets States
provide health insurance to the children of
legal immigrants.

This past year, we continued to improve
health care for millions of Americans. We
strengthened Medicare by extending the life
of the trust fund until at least 2010, while
we also invested in preventive benefits, intro-
duced more choice of health plans, and
strengthened our expanding array of activities
to combat fraud and abuse. We extended
health care coverage to up to five million
uninsured children. We created the Advisory
Commission on Consumer Protection and
Quality in the Health Care Industry and
we later endorsed its Health Care Consumer
Bill of Rights. With this budget, |1 propose
that we build on our achievements on a
host of important fronts. I want to work
with Congress to enact national bipartisan
tobacco legislation; nothing is more potentially
important to the health of our people, particu-
larly children. My budget also proposes to
expand health care coverage for some of
the most vulnerable Americans aged 55 to
65, to enroll more eligible children in Medicaid,
to provide for unprecedented levels of invest-
ment in health research, to expand access
to powerful AIDS therapies, to expand access
to cancer clinical trials, to increase funds
for substance abuse treatment and prevention,
and to help reduce health-related disparities
across racial and ethnic groups.

Last year was a remarkable one for the
environment, and | am determined to build
on our progress. Led by the Vice President,
the Administration reached an historic inter-
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national agreement in Kyoto that calls for
cuts in greenhouse gas emissions. We also
issued new, more protective air quality stand-
ards to better safeguard public health, and
we strengthened our citizens’' right to know
about toxic chemical releases. We continued
to protect our natural treasures, such as
Yellowstone National Park and Florida’'s Ever-
glades, and to make further progress toward
my goal of cleaning up 900 hazardous waste
sites under the Superfund by the end of
the year 2001. With this budget, I am
proposing an Environmental Resources Fund
for America that will support increases for
many of our key environmental programs.
It provides for more construction, mainte-
nance, and land acquisition for national parks,
forests, refuges, and other public lands; for
a new effort to improve the quality of our
water; for improvements to community drink-
ing water and wastewater facilities; and for
continuing our efforts to clean up abandoned
hazardous waste sites. My budget also includes
a new, five-year, $6 billion program to prevent
global warming, and more resources to protect
endangered species, control pollution, and
preserve the global environment.

I am proposing a Transportation Fund
for America, reflecting my commitment to
provide the resources to ensure that our
transportation infrastructure remains safe, in-
tegrated, and efficient enough to serve our
growing needs. Investment in infrastructure
is good for America because it helps grow
the economy, improve safety and public health,
strengthen our competitiveness abroad, sup-
port our national security, and increase the
mobility, access, and choice for Americans
who need to travel. We must build upon
our vast network of roads, highways, and
bridges to meet the demands of the next
century for a system that links our various
modes of travel, that is cleaner and safer,
and that helps bring together and support
our urban and rural communities. My budget
maintains the Administration’s record support
for transportation, and the Fund includes
all of the Transportation Department’s high-
way, highway safety, transit, and air transpor-
tation programs.

Scientific and technological advances have
created a world vastly different from the
one our grandparents knew. They have helped

generate huge leaps in the speed and economy
of transportation, enormous increases in farm
productivity, lightning-fast flows of informa-
tion and services across national borders,
and advances in treating and preventing
diseases and protecting the environment. Be-
cause | am committed to America’s continued
leadership in science and technology, I am
proposing a Research Fund for America, from
which many of our important investments
will flow. It includes record increases for
the National Institutes of Health, higher
funding for the National Science Foundation,
new resources to address global climate
change, and a wide variety of investments
in basic and applied research. These invest-
ments are vital; they help to create new
knowledge, train more workers, spur new
jobs and industries, address our health care
challenges, strengthen our understanding of
environmental problems, better educate our
children, and maintain a strong national
defense.

Our anti-crime strategy is working. Serious
crime is down five years in a row and,
in 1996, we witnessed the largest drop in
violent crime in 35 years. But, because crime
remains unacceptably high, we must go fur-
ther. My budget expands our community
policing (COPS) program, which is already
putting 83,000 more police on the streets
toward my goal of 100,000 by the year
2000. The budget also proposes a new Commu-
nity Prosecutors Initiative to help prosecutors
prevent crimes from occurring, rather than
simply prosecuting criminals after the fact.
And it provides the necessary funds to prevent
violence against women, to help States and
Indian Tribes build prisons, and to address
the growing law enforcement crisis on Indian
lands. To boost our efforts to control illegal
immigration, the budget provides the resources
to strengthen border enforcement in the South
and West, to remove illegal aliens, and to
expand our efforts to verify whether newly
hired non-citizens are eligible for jobs. To
combat drug use, particularly among young
people, my budget expands programs that
stress treatment and prevention, law enforce-
ment, international assistance, and interdic-
tion. It continues to build on our innovative
Drug Courts initiative, proposes School Drug
Prevention Coordinators for our schools, sup-
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ports local efforts that target drug-using
offenders, expands drug testing, and strength-
ens our efforts to make our ports and borders
more secure from drugs while disrupting
drug trafficking organizations overseas.

Most Americans are enjoying the fruits
of our strong economy. But while many
urban and rural areas are doing better,
too many others have grown disconnected
from our values of opportunity, responsibility,
and community. Working with State and
local governments and with the private sector,
I am determined to help bring our distressed
areas back to life, to replace despair with
hope. My budget expands my national service
program, giving more Americans the chance
to serve their country and help solve problems
at the local level while earning money for
college. I am proposing to create more
Empowerment Zones and Enterprise Commu-
nities that offer tax incentives and direct
spending to encourage the kind of private
investment that creates jobs, and to provide
more capital for lending through my Commu-
nity Development Financial Institutions pro-
gram. My budget also expands opportunities
for homeownership, provides more funds to
enforce the Nation’s civil rights laws, main-
tains our Government-to-Government commit-
ment to Native Americans, and strengthens
the partnership we have begun with the
District of Columbia.

Because America continues to have a tre-
mendous stake in world affairs, my budget
proposes the necessary funds to maintain
national security, to conduct our diplomacy,
to promote democracy and free markets
abroad, and to increase exports. Last year,
my Administration worked with Congress to
increase international affairs spending. But,
Congress faces an unfinished agenda to pro-
vide financial support for, and fulfill America’s
obligations to, a number of international
organizations that benefit our economy and
serve other objectives, including the Inter-
national Monetary Fund (IMF), the United
Nations system, and the multilateral develop-
ment banks. Congress should continue to
support the decisive action of the IMF as
well as our leadership in that institution
by providing the supplementary contingent
IMF funding that the Administration has
sought and replenishing the IMF’s basic finan-

cial resources. Congress also should give
the President traditional trade negotiating
authority to help fuel our surging exports
into the next century. To enhance national
security, my budget maintains large-scale
funding to support the Middle East peace
process, continues assistance to Bosnia to
carry out the Dayton Accords, supports NATO
expansion, and increases aid to the New
Independent States of the former Soviet Union
to support the development of democracy
and free markets. | am also proposing a
major initiative to provide critical, targeted
assistance to African countries that are under-
taking difficult economic reforms, and my
budget increases counter-narcotics aid to Latin
American countries and supports the Summit
of the Americas.

Our military serves as the backbone of
our national security strategy, and | am
committed to maintain a strong and capable
military that protects our freedoms and our
global leadership role as we approach the
21st Century. The budget continues the Ad-
ministration’s plan to complete the careful
resizing of our military forces, to fully support
military readiness, to strengthen quality of
life programs for our armed forces, and
to provide increased funding to modernize
our forces as new technologies become avail-
able after the turn of the century. My
budget reflects the recommendations of the
Quadrennial Defense Review and of the De-
fense Department’'s recent Defense Reform
Initiative to achieve a leaner, more efficient,
and more cost-effective organization by improv-
ing management and business practices. To
implement these improvements, the Defense
Department will send legislation to Congress
in conjunction with this budget, including
a request for two more rounds of base
closures and realignments.

Investing in the Common Good

Our commitment to balance the budget,
and to keep it in balance, will mean that
the Administration and Congress must use
taxpayer dollars as wisely as possible. If
we are to continue funding Federal programs,
they will have to show that they are reaching
the goals set for them. That is, they will
have to show that they are well-run and
that they can produce results.
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In 1993, | actively supported, and was
eager to sign, the Government Performance
and Results Act. With this budget, 1 am
delighted to send Congress what the law
envisioned—the first comprehensive, Govern-
ment-wide Performance Plan.

In developing this budget, the Administra-
tion for the first time could rely on perform-
ance measures and annual performance goals
that are now included in agency Annual
Performance Plans. We have made a good

start on the process that the Administration
and Congress outlined in enacting the 1993
law.

As we continue to implement this law,
my Administration will focus more and more
attention on how programs work, whether
they are meeting their goals, and what we
should do to make them better. We look
forward to working with Congress on our
shared goal of improving Government perform-
ance.

WILLIAM J. CLINTON

February 2, 1998
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THE FEDERAL GOVERNMENT DOLLAR
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Table 1I-1. RECEIPTS, OUTLAYS, AND SURPLUS OR DEFICIT
(Dollar amounts in billions)
1997 Estimates
Actual 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Receipts ...c.ccoeeeeiiieeenne 1,579.3 1,657.9 1,742.7 1,793.6 1,862.6 1,949.3 2,028.2 2,122.7 2,226.9 2,329.0 2,444.2 2,565.5
outlays .....cccoceeeviiieeenns 1,601.2 1,667.8 1,733.2 1,785.0 1,834.4 1,859.6 1,945.4 2,013.4 2,090.2 2,164.6 2,227.9 2,307.0
Reserve Pending So-

cial Security Reform NA NA 9.5 8.5 28.2 89.7 82.8 109.3 136.7 164.3 216.3 258.5
Deficit (=)/Surplus ...... -219 -10.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
On-Budget Deficit (-) -103.3 -106.3 -95.7 -104.9 -94.1 -446 -628 -440 -33.8 -151 23.7 55.6
Off-Budget Surplus .... 81.4 96.3 105.3 1135 1223 1344 1455 1533 1705 1794 192.6 202.9

As Percentages of GDP

Receipts .....ccceveerieenne. 19.8 19.9 20.1 19.8 19.7 19.7 19.6 19.6 19.7 19.7 19.7 19.8
outlays .....ccccooevrveenennn. 20.1 20.0 20.0 19.7 19.4 18.8 18.8 18.6 18.5 18.3 18.0 17.8
Reserve Pending So-

cial Security Reform NA NA 0.1 0.1 0.3 0.9 0.8 1.0 1.2 1.4 1.7 2.0
Deficit (-)/Surplus ...... -0.3 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
On-Budget Deficit (-) -1.3 -1.3 -1.1 -1.2 -1.0 -0.5 -0.6 -04 -0.3 -0.1 0.2 0.4
Off-Budget Surplus .... 1.0 1.2 1.2 1.3 1.3 1.4 1.4 1.4 1.5 1.5 1.6 1.6

Errata

The numbers shown here for fiscal years 2004-2008 are incorrect.

Click here for a revised table.



II. PREPARING THE NATION FOR A NEW
AMERICAN CENTURY

guide us into a new time of greatest opportunity.

Imagine an America in which every child has a world-class education; in which every family
can fairly balance the demands of work and child-rearing; in which we lift living standards here
and around the world; in which we learn to grow our economy and preserve the common environ-
ment which is our home; in which our oldest values of opportunity, responsibility and community

President Clinton
September 1997

It is, as the President said not long ago,
“a time of genuine hope and earned optimism
for America.” A country that not many years
ago was approaching the 21st Century with
uncertainty now looks to it with strength
and confidence, with the knowledge that
we can make it a “New American Century.”

The Administration’'s five years of hard
work are paying off. Our economy is strong,
our social health is improving, and our place
as the world's undisputed leader for peace
and freedom is unchallenged. Our Federal
Government is leaner, more efficient, more
effective, and more connected to the essential
values that Americans share—opportunity, re-
sponsibility, and community.

Our economy has grown an average of
three percent a year, helping to create over
14 million new jobs. Unemployment is below
five percent, inflation is under control, and
interest rates are low. Investment growth
and consumer confidence are at their highest
levels in a generation. Homeownership has
hit record levels. And, after two decades
in which family incomes remained essentially
flat, we are making progress on this most
intractable of economic problems as incomes
have begun to rise at all levels.

Violent crime has dropped dramatically for
five years in a row, and the 1996 drop
was the largest in 35 years. The welfare
rolls have dropped by record numbers. Poverty
and teen birth rates are also down while,
all across America, many of our poorest

urban and rural communities are springing
back to life.

Around the world, America remains the
world’s lone superpower in both military
and economic terms. Our forces, our resources,
and our international influence have helped
to keep the peace in war-torn nations, nurture
democratic capitalism in former communist
countries, and open markets for our goods.

Perhaps most striking of all, the budget
deficit continues to fall dramatically and,
with this budget, the President proposes
to reach balance in 1999, marking the first
balanced budget in 30 years and an end
to an era of continuous deficits that spiraled
out of control through the 1980s and early
1990s.

Implementing the President’'s Agenda

Five years ago, the President took office
against the backdrop of a sweeping economic
transformation both at home and abroad
that was already dramatically changing how
Americans lived, how they worked, and how
they related to one another. An economy
that had shifted from agriculture to manufac-
turing a century earlier was shifting again,
this time from manufacturing to information,
technology, and global commerce, challenging
the rhythms of American life.

In this new economy, Americans could
no longer rely solely on their hard work
to earn a good living. Now, they would
need the skills to run the computers and
other sophisticated equipment that had be-

11
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come the engines of growth. More and more,
what they earned in an increasingly competi-
tive economy depended on their knowledge,
their creativity, their sense of innovation.

In early 1993, as one Administration re-
placed another, the Federal Government
seemed ill-prepared to meet the challenges
that lay at the Nation's doorstep, paralyzed
by a seemingly intractable quandary—how
to reverse more than a decade of record-
setting, and still rising, budget deficits and
a soaring national debt.

In sheer dollars, the Nation had never
seen anything like it. The deficit, which
had grown to worrisome levels in the mid-
to late 1970s, soared in the early 1980s—
first to over $100 billion, then quickly to
over $200 billion. America faced the prospect
of $200 billion deficits “as far as the eye
could see,” in the words of David Stockman,
President Reagan’s Budget Director. Over
the next decade, Presidents and Congresses,
together or on their own, tried to bring
the deficit under control, but a structural
mismatch between revenues and spending
continually out-paced their efforts.

Year after year, the task of cutting the
deficit cast a shadow over domestic, defense,
and international policy. In that era, virtually
every policy proposal from the Administration,
Congress, or the private sector first elicited
the question, “How will it affect the deficit?”
The sheer merit of a proposal (e.g., to grow
the economy, to address a social problem)
often fell victim to Washington’s all-consuming
calculation of short-run cost.

President Clinton understood the need for
deficit reduction, and he exerted the leadership
to get it. But he understood just as clearly
that deficit reduction would not suffice. While
reducing the deficit, he would also invest
more in the skills and training of the American
people, and he would push aggressively to
expand markets for U.S. goods.

The President’s 1993 economic plan, which
he worked with Congress to enact, was
the centerpiece of his strategy. It slowed
the growth of entitlements, raised taxes almost
entirely on the wealthiest 1.2 percent of
Americans, and extended the “caps” on discre-
tionary spending for five years. It cut taxes

for 15 million working families and made
90 percent of small businesses eligible for
tax relief. And it began an ongoing effort
to invest in education and training and
in research in order to boost productivity
and, thus, promote higher living standards;
to protect the environment and fight crime
in order to improve the quality of life for
all Americans; and to secure the funds for
a global policy that has brought peace to
certain troublespots and expanded markets
for U.S. goods.

Reaping the Benefits

The three elements of the President’s plan—
(1) reducing the deficit; (2) investing in
the future; and (3) opening markets to expand
trade—were never before tried together, and
the strategy met its share of skeptics. Oppo-
nents predicted that the deficit would rise,
not fall, because the economy would sink
into recession, or worse. Jobs would disappear,
the critics said, while interest rates and
inflation would soar.

What happened? All elements of the strategy
worked beyond even the Administration’s most
optimistic hopes. Rather than generate higher
deficits, the plan helped cut the deficit beyond
expectations. Rather than prompt a recession,
the plan helped cut interest rates, spurring
steady growth, over 14 million new jobs,
record exports, lower unemployment and infla-
tion, less poverty, less welfare, and less
crime.

No element worked better than the first—
reducing the deficit. The fiscal shortfall had
hit a record $290 billion in 1992, and the
Administration projected that, without changes
in policy, it would hit $347 billion in 1997.
The President's 1993 economic plan was de-
signed to reduce the accumulated deficits
over five years by a total of $505 billion.

What neither the Administration nor anyone
else fully anticipated was how well the econ-
omy and economic plan would work together.
The plan reassured financial investors, helping
to cut interest rates and, in turn, spur
growth and jobs. With the economy booming,
Federal revenues from corporate and personal
income taxes have far exceeded expectations.
And, for the same reason, the Federal Govern-
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ment has spent less on unemployment and
other benefit programs than it anticipated.

Higher-than-expected revenues and lower-
than-expected spending closed the deficit gap
more quickly than expected. The 1997 deficit
came in at $22 billion, just 0.3 percent
of the Gross Domestic Product (GDP). In
dollar terms and as a share of GDP, it
was the lowest deficit in a quarter-century.
(For a full discussion of the President's
economic policy, see Section 111, “Creating
a Bright Economic Future.”)

Even within the framework of the Presi-
dent’'s 1993 economic program, with its annual
“caps” on total discretionary spending and
its pay-as-you-go rules for financing new
entitlements and tax cuts, the Administration
worked with Congress on significant invest-
ments in education and training, the environ-
ment, science and technology, law enforcement,
and other priorities to help raise the standard
of living and quality of life for average
Americans, both now and in the future.
For example:

e The President's commitment to expand
Head Start put 830,000 disadvantaged
children into the program in 1998, helping
to prepare these children for school and
making further progress toward the Presi-
dent's goal of putting a million children
in Head Start by 2002.

e His investments in public schools have
helped States and communities raise aca-
demic standards, strengthen accountabil-
ity, connect classrooms and schools to the
information superhighway, and promote
public school choice by opening over 700
charter schools.

* His national service program has enabled
over 100,000 Americans to earn money for
college while helping children to read,
working with parents to improve their
kids’ health, creating after-school and
summer programs, patrolling the streets,
and performing other vital community
work.

e His historic investments in higher edu-
cation, from his new Hope scholarships to
his record increases in Pell Grants, are
ensuring that anyone who wants to go to
college can afford to go.

« His efforts to help older, dislocated work-
ers buffeted by economic change have led
to a wider array of Federal retraining ben-
efits and services to which workers can
more easily avail themselves.

e His children’s health care initiative, the
largest investment in health care for kids
since Medicaid was created, will provide
meaningful benefits to up to five million
uninsured children.

e His investments in the environment have
protected or restored some of the Nation’'s
most treasured lands, such as Yellowstone
National Park and the Everglades, pro-
vided the funds to conserve others, and
accelerated toxic waste clean-ups.

« His investments in research are helping
to build new high-powered supercomputers
and to develop drugs that could extend
the life expectancy of those with HIV and
AIDS.

e His COPS program that supports commu-
nity policing is putting 83,000 more police
(out of 100,000 under the program) on the
streets of America’s communities, helping
to reduce violent crime for five straight
years.

e His investments in distressed urban and
rural areas have leveraged billions of
dollars in private investment, created
thousands of jobs, and helped bring com-
munities back to life.

Cutting the Size of Government

How could the Administration both cut
the deficit dramatically and invest more in
these and other priorities? Not only by build-
ing a strong economy that would boost reve-
nues and lower spending on unemployment
and other benefits, but also by cutting unnec-
essary or lower-priority spending, and, led
by the Vice President’s National Performance
Review, by increasing the efficiency and effec-
tiveness of our Government.

Since 1993, the Administration has worked
with Congress to limit total discretionary
spending, partly by eliminating hundreds of
programs and projects. More broadly, in every
budget year of this Administration, total
spending has equaled a smaller share of
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GDP than in any year of the previous
two Administrations and, in 1999, spending
will drop to 20.0 percent of GDP, its lowest
level since the early 1970s. The Administration
has cut the size of the Federal civilian
work force by over 316,000 people, creating
the smallest work force in 35 years and,
as a share of total civilian employment,
the smallest since 1931.

The Administration, however, is working
to create not just a smaller Government,
but a better one, a Government that best
provides services and benefits to its ultimate
customers—the American people. It has not
just cut the Federal work force, it has
streamlined layers of bureaucracy. It has
not just reorganized headquarters and field
offices, it has ensured that those closest
to the customers can best serve them.

To be sure, the job is not over. For
1999, the Administration once again is turning
its efforts to the next stage of “reinventing”
the Federal Government. It plans to dramati-
cally overhaul 32 Federal agencies to improve
key services, such as improving student loan
processing and speeding aid to disaster vic-
tims. It also plans to tackle critical challenges,
such as ensuring that Government computers
can process the year 2000 date change and
making more Government services available
electronically. (For a full discussion of the
Administration’s management agenda, see Sec-
tion 1V, “Improving Performance Through
Better Management.”)

Under the 1993 Government Performance
and Results Act, Cabinet departments and
agencies have prepared individual performance
plans that they will send to Congress with
the performance goals they plan to meet
in 1999. These plans, in turn, form the
basis for the first Government-wide perform-
ance plan, which the Administration is sending
Congress along with this budget. *

1The plan describes the Administration’s commitment to fiscal,
management, and program performance. Thus, it includes the
following sections of this budget—Section 111, “Creating a Bright
Economic Future”; Section IV, “Improving Performance Through
Better Management”; and Section VI, “Investing in the Common
Good: Program Performance in Federal Functions.”

Reaching Balance While Investing in the
Future

Though the 1993 President’'s economic plan
had exceeded all expectations in restoring
the Nation’s fiscal health, the task of reaching
balance would require one final push. That
would come with the historic 1997 Balanced
Budget Act (BBA), on which the President
and Congress agreed last summer.

Along with saving $247 billion over five
years, the Act also extended the solvency
of Medicare’'s trust fund for at least 10
years while providing for the largest invest-
ment in higher education since the G.I.
Bill in 1945, the largest investment in chil-
dren’s health care since the creation of Medic-
aid in 1965, and a $500-per-child tax credit
for about 27 million working families. It
also provided tax incentives to restore dis-
tressed urban and rural neighborhoods,
launched a $3 billion Welfare-to-Work jobs
initiative, and restored health and disability
benefits to elderly and disabled legal immi-
grants.

While implementing the BBA, this budget
builds on the President's efforts to invest
in the skills of the American people. Thus,
it continues the President’s policy of helping
working families with their basic needs—
raising their children, sending them to college,
and paying for health care. It also invests
in education and training, the environment,
science and technology, law enforcement, and
other priorities to help raise the standard
of living and quality of life of average Ameri-
cans.

Within tight constraints, the President pro-
poses major initiatives that will continue
his investments in high-priority areas—from
helping working families with their child
care expenses to allowing Americans from
55 to 65 to buy into Medicare; from helping
States and school districts recruit and prepare
thousands more teachers and build thousands
more classrooms to addressing the world-
wide problem of global warming. The budget
pays for every initiative—in the President’s
words, “line by line, dime by dime.”
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Families and Children: For five years, the
President has sought to help working families
balance the demands of work and family, and
he proposes a major effort to make child care
more affordable, accessible, and safe. His Child
Care |Initiative provides tax breaks to help
families pay for care; tax incentives to help
businesses create or expand child care facili-
ties; direct subsidies for over two million poor
or near-poor children; increased funding for
before- and after-school programs; and funds
to help States enforce safety and quality, to
train child care staff, to promote early child-
hood development, and to improve the health
of young children in child care. Also to help
working families, the President proposes tax
incentives to encourage small businesses to
create pension plans for more workers.

Health Care: The President has worked
hard to expand health care coverage and im-
prove the Nation's health. The budget gives
new insurance options to hundreds of thou-
sands of Americans aged 55 to 65 and proposes
new initiatives to ensure that as many unin-
sured children as possible are covered. In addi-
tion, it provides for unprecedented investments
in biomedical research at the National Insti-
tutes of Health; advocates bipartisan national
legislation that would reduce tobacco use
among the young; expands access to new AIDS
therapies through the Ryan White program;
enables more Medicare recipients to receive
promising cancer treatments by participating
more easily in “clinical trials”; expands sub-
stance abuse prevention and treatment activi-
ties; and enhances food safety. The budget also
funds full participation in the Special Supple-
mental Nutrition Program for Women, Infants,
and Children (WIC), which will provide bene-
fits to 7.5 million people by the end of 1999.

Education and Training: The President
has worked to enhance access to, and the qual-
ity of, education and training. The budget
takes the next step—helping States and school
districts to reduce class size by recruiting and
preparing thousands more teachers and to
build thousands more classrooms; and creating
new Education Opportunity Zones to provide
needed support for high-poverty, low-achieving
urban and rural districts while holding them
accountable to boost student achievement. The
budget also proposes to move further toward
the President’'s commitment to put a million

disadvantaged children in Head Start by 2002;
begin field testing voluntary national tests;
mobilize and train reading tutors for children;
help parents, teachers, and communities create
more charter schools that are free of most
State regulations; integrate technology into the
classroom as we connect every classroom to
the Internet; enable more Americans to serve
their communities and earn money for college;
expand college work-study to a million stu-
dents; make it easier for parents and students
to borrow and repay college loans; raise the
maximum Pell Grant college scholarship to its
highest level ever; expand assistance to work-
ers dislocated as a result of global trade and
technological change; increase G.l. bill edu-
cational benefits for veterans; and expand re-
sources for veterans who lose their jobs.

The Environment: The Administration,
which helped engineer the global agreement
in Kyoto to address climate change, proposes
to launch the U.S. effort with tax incentives
and spending that will spur energy efficiency
and help develop low-carbon emission energy
sources. The proposal includes incentives for
buying new, highly fuel-efficient cars; for
investing in energy-saving equipment for com-
mercial and residential buildings; for commut-
ing by public transit or vanpool; and for devel-
oping innovative energy generation techniques,
such as biomass, wind, and photovoltaics. The
budget also would restore and rehabilitate
national parks, forests, and public lands and
facilities; expand efforts to restore and protect
the water quality of rivers and lakes; continue
efforts to double the pace of Superfund clean-
ups; extend the Brownfields initiative to pro-
mote local cleanup and redevelopment; better
protect endangered species; continue to restore
Florida’s Everglades and California’s Bay-
Delta and protect Yellowstone National Park
and California’'s Headwaters Forest; improve
the roads through national parks; and expand
the public’s access to information about envi-
ronmental conditions in their neighborhoods.

Research: The President has sought to tap
the full potential of our boundless future by
investing heavily in basic and applied re-
search. Along with increasing funds for bio-
medical research at the National Institutes of
Health, the budget would promote science and
engineering research at the National Science
Foundation; support space-related activities
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that enhance our knowledge of Earth; invest
in Federal-private ventures to more quickly de-
velop cutting-edge technologies that create
jobs; strengthen university-based research; in-
vest in environmental research on safe food
and clean air and water; expand support for
energy efficiency and renewable energy pro-
grams; enable Americans to travel more safely,
more quickly, and more efficiently; and put
commercial industry’s technical know-how and
economies of scale to work for national
defense.

Innovating to Invest

Challenging times demand innovative solu-
tions, and the budget meets the challenge
by proposing three new investment funds
for America—for research, the environment,
and transportation—that will focus attention
on these critical priorities. Together, the
funds provide $75.5 billion, a $4.7 billion
increase over the 1998 level for the programs
they contain. Because the funds rely on
budget offsets to help finance the spending,
they, in effect, apply pay-as-you-go principles
to discretionary spending.

The funds are:

* The Research Fund for America, which in-
cludes a broad range of investments in
knowledge, including programs of the
National Institutes of Health, the Centers
for Disease Control and Prevention, the
National Science Foundation, the National
Aeronautics and Space Administration, the
Energy Department, the Commerce De-
partment’'s National Institute of Standards
and Technology, Agriculture Department
research programs, the multi-agency Cli-
mate Change Technology Initiative, and
other programs. The budget finances this
Fund, in part, through receipts from to-
bacco legislation and savings in mandatory
programs.

* The Environmental Resources Fund for
America, which encompasses the multi-
agency Clean Water Initiative; the new
Land, Water, and Facility Restoration Ini-
tiative of the Interior and Agriculture De-
partments; the Agriculture Department’s
water and wastewater program for rural
communities; and the Environmental Pro-
tection Agency’s programs for cleaning up

hazardous waste sites (within the Super-
fund) and upgrading clean water and safe
drinking water infrastructure. The budget
finances the Fund, in part, through an ex-
tension of Federal taxes that support the
Superfund.

 The Transportation Fund for America,
which includes the Transportation Depart-
ment’s highway, highway safety, and tran-
sit programs; the Flight 2000 free flight
demonstration program; and the Federal
Aviation Administration’s programs, in-
cluding Airport Grants. The budget fi-
nances the Fund, in part, through a new
Federal aviation user fee.

Looking Ahead

In policy-making terms, the fiscal ground
has shifted dramatically in Washington. No
longer will the deficit hover like a dark
cloud over all debate and decisions. No longer
will it serve as a symbol of fiscal incompetence.
No longer will it sap the public's confidence
in its national leaders.

Five years into this Administration, the
Nation has turned the corner. A budget
that was out of control is now headed toward
balance while investing in the American people
and reflecting their values. As a result,
an economy that was adrift is now strong,
with the fundamentals in place to herald
an era of continuing prosperity. A Government
that lacked direction is now focused on provid-
ing better service, more efficiently, at lower
cost.

To be sure, challenges remain on the
fiscal front. For one thing, the path to
balance is predicated on a continued adherence
to budget discipline, as framed first by the
1993 economic program and, more recently,
by the BBA. For another, the challenge
of ensuring the financial solvency of Social
Security and Medicare, on which tens of
millions of Americans rely, stands not too
far into the future.

In the public and private sectors, meanwhile,
prospects for a budget surplus are spurring
a wide array of ideas about how to use
it. At this point, the Government has not
yet reached the surplus milestone, and the
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President believes strongly that “we should have a solution to the long-term financing
not spend a surplus that we don't yet have.”  challenge facing Social Security. With that
in mind, the budget proposes a reserve for
the projected surpluses for the years 1999
and beyond.

More specifically, he believes the Adminis-
tration and Congress should not spend a
budget surplus for any purpose until we
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CREATING A BRIGHT ECONOMIC

FUTURE

There is no doubt that the economic strategy we put in place in 1993 created the conditions for
the extraordinary private sector growth we have all witnessed... Four straight years of deficit
cuts have produced the economic expansion as well as real benefits for ordinary Americans: lower
car payments, lower mortgage rates, lower credit card rates. This balanced budget will close a
chapter in American history: years—decades in fact—when our people doubted whether Govern-
ment could work for them and questioned whether our Nation could set and meet goals.

President Clinton
August 1997

For five years, the President has pursued
a fiscal and economic policy that has shown
remarkable results. Due largely to his 1993
economic plan, the budget deficit, which had
hit a record $290 billion in 1992, is not
only lower than even the Administration
had expected, it's also at its lowest level
in a quarter-century. The publicly held debt
not only has stopped rising as a share
of the economy, but actually has begun
to decline. Now, this budget will finish the
deficit-cutting job and mark a true milestone
in American economic history—the first bal-
anced budget in 30 years.

The President’'s commitment to lower deficits
bore fruit right from the start. Long-term
interest rates fell in 1993 and have remained
relatively low, helping to spur record levels
of business investment. Unemployment and
inflation have both continued to fall, bringing
the so-called “misery index”* to its lowest
level in 30 years. The current economic
expansion, already the third longest in U.S.
history, shows no signs of ending, putting
it on track to become the longest in the
Nation’s history.

Continuing its practice of using conservative
economic assumptions, the Administration
projects that growth will continue at a steady

1 Over 20 years ago, economist Arthur Okun developed the con-
cept of a “misery index,” calculated by adding together the unem-
ployment rate and the rate of inflation, as measured by the
Consumer Price Index.

pace without inflation. Unemployment and
interest rates will remain relatively low.
Due both to a strong economic outlook and
to the 1997 Balanced Budget Act (BBA),
the President now proposes a balanced budget
for 1999, three years earlier than expected.
The economic and fiscal outlook for the
longer term, until 2050, also has improved
since last year.

Nevertheless, the coming retirement of the
baby boom generation points up the need
for long-term structural changes that will
support the financial health of Social Security
and Medicare and ensure that future genera-
tions share in the retirement and health
security that senior citizens enjoy today.

Budgetary Performance

By the time President Clinton took office,
the deficit for the previous year, fiscal 1992,
had hit a record $290 billion. For the 12
years up to then, annual deficits totaled
$2.3 trillion. Never before had the Nation
witnessed such an explosion of public debt.
Moreover, without changes in policy, public
and private forecasters projected that the
deficit would keep rising, potentially pushing
total public debt, future interest costs, and
deficits into an upward spiral without limit
(see Chart I11-1).

The Administration set out, first and fore-
most, to cut this massive deficit and to
put the budget and economy on a sound,
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Chart IlI-1. FINISHING THE JOB:
BALANCING THE BUDGET AFTER DECADES OF DEFICITS
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sustainable footing. To that end, the President
proposed, and Congress enacted, the Omnibus
Budget Reconciliation Act (OBRA) in 1993
as a solid first step toward fiscal responsibility.
It has proved to be much more. In the
last four years, cumulative deficits and accu-
mulating debt have fallen more than twice
as much as the Administration had conserv-
atively projected.

Still, OMB
Office (CBO)
begin rising
Consequently,

and the Congressional Budget
agreed that the deficit would
again without further action.
the President worked with Con-

gress to finish the job, enacting the BBA
in mid-1997 with the goal of reaching balance
in 2002. The Administration now proposes
a balanced budget in 1999. In addition,
the Administration projects that, together,
OBRA and the BBA will reduce the total
deficits from 1993 to 2003 by $4.0 trillion—
more than the deficits that the Government
accumulated from 1981 to 1992.

The Administration has Exceeded Its
1993 Deficit Reduction Pledge: Upon

OBRA's enactment, the Administration pro-
jected that it would reduce the accumulated
deficits from 1994 to 1998 by $505 billion.
Clearly, it will exceed that goal. (In fact, in
the five years from 1993 to 1997, total deficits
are $811 billion lower, as shown in Chart IlI-
2). Each year, the deficit has been lower than
the Administration had forecast before the
year began. For 1997, the actual deficit of $22
billion was over $150 billion lower than what
both OMB and CBO had forecast after OBRA
was enacted. All told, the Administration now
expects that, combined with a healthy econ-
omy, OBRA will reduce the accumulated defi-
cits from 1994 to 1998 by more than twice
the projected $505 billion.

The Administration has Ended the Debt
Buildup of the 1980s: The Government fi-
nances its deficit by borrowing from the public,
thereby accumulating its publicly held debt.
As a share of Gross Domestic Product (GDP),
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Chart IlI-2. REDUCING THE DEFICIT: THE CLINTON RECORD
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Federal debt held by the public® reached a
post-World War Il peak of 109 percent in 1946.
Because the economy grew faster than the
debt for the next few decades, the debt gradu-
ally fell to about 25 percent of GDP in the
1970s. But the exploding deficits of the 1980s
sent it back up as a share of GDP. In dollar
terms, publicly held Federal debt quadrupled,
rising from $710 billion at the end of 1980
to $3.0 trillion by the end of 1992. As a per-
centage of GDP, it doubled, from about 25 per-
cent to about 50 percent—wiping out all the
progress achieved since 1956.

Had this Administration done nothing, the
debt would have approached $7 trillion, or
70 percent of GDP, by 2002. Instead, working
with Congress, the Administration reversed
the debt build-up as a share of GDP, and
it now projects that debt will fall below

2This measure excludes debt held in Federal trust funds. At the
end of 1997, the trust funds held over $1.5 trillion of debt that the
Federal Government owes to itself. Thus, such debt is both a Gov-
ernment asset and a liability.

40 percent of GDP
111-3).

in 2002 (see Chart

U.S. Budgetary Performance Is Among
the World’s Best: Counting all levels of gov-
ernment, the total U.S. budget deficit is small-
er as a share of GDP than in all other G-7
countries® except Canada (see Chart 111-4).
The reason is not high taxes; the share of GDP
devoted to taxes is lower in the United States
than in any other leading country. Rather, the
reason is relatively low public spending—even
though this Nation has a much larger defense
establishment than the other G—7 countries.

The Administration has Reduced the
Federal Claim on the Economy: By 1992,
Federal spending had reached 22.5 percent of
GDP, topping its average of 21.2 percent from
1969 to 1997. But, in every budget year under
this Administration, spending has equaled a
smaller share of GDP than in any year of the

3The G-7 comprises the world's seven largest industrial powers:
the United States, the United Kingdom, Germany, France, Japan,
Italy, and Canada.
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Chart 11I-3. DEBT HELD BY THE PUBLIC
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previous two Administrations. The Administra-
tion now projects that, by 1999, spending will
fall to 20.0 percent of GDP, its lowest level
since the early 1970s.

Federal Receipts are Higher than Pro-
jected, Mainly Due to Economic Growth:
In the past five years, spending has been
lower, and receipts higher, than the Adminis-
tration had projected, leading to lower deficits
than projected. With regard to the most recent,
and quite extraordinary, fall in the deficit from
$107 billion in 1996 to just $22 billion in 1997,
the answer lies in a continuing surge in re-
ceipts and in spending that came in below ex-
pectations. That surge is rooted in an espe-
cially strong economy. Tax rates have re-
mained constant since 1993.

Some economists predicted that the 1993
targeted tax rate increases on the top 1.2
percent of Americans would slow the economy
and actually lead to lower tax collections,
particularly among the well-to-do. In fact,
tax revenues have soared since 1993—and
the largest increases have come at the top.
Total Federal receipts have risen nearly eight
percent a year since 1992. Federal income
tax revenues rose by nearly 25 percent from
1992 to 1995 (the last year for which we
have data), but by nearly 50 percent for
those with incomes above $200,000.

The President’'s balanced budget for 1999
results from a drop in spending of 2.5
percent of GDP since 1992 and an increase
in revenues of 2.3 percent of GDP over
the same period, driven by economic growth.
Thus, 52 percent of the total deficit reduction
has come from spending cuts, 48 percent
from higher receipts.

Economic Performance

By reducing the Federal Government's de-
mand for capital in the financial markets,
a falling deficit has freed capital for private
investment. At the same time, the promise
of future budgetary stability has promoted
business confidence. The fiscal improvement
has enabled the Federal Reserve to maintain
low, stable interest rates that, in turn, have
helped prolong and strengthen the economic
expansion. The surge in business investment
of the last five years shows that these
policies are working, and as the budget

reaches balance, prospects for continued eco-
nomic progress are excellent.

The Current Expansion Is the Third
Longest: In January 1998, the economy re-
corded its 82nd straight month of growth,
marking the third longest expansion in U.S.
history (and the second longest in our peace-
time history). If the economy continues to grow
through the end of 1998, the current expansion
will become the longest in peacetime history,
surpassing that of the 1980s. If it continues
to grow until February 2000, as most private
forecasters expect,” the expansion will become
the longest of all time, surpassing the 106-
month expansion of the 1960s.

The Administration’s Fiscal Policy Has
Promoted a Sound Expansion: Unsustain-
able Federal deficits, in part, stimulated both
of the longer post-war expansions—the first in
the 1960s, the second in the 1980s (see Chart
111-5). The economy expanded because the
Government expanded, dragging the private
sector along; when the Government removed
its stimulus, the economy faltered.

In these earlier expansions, the fiscal stimu-
lus came at different times. In the 1960s,
the deficit was quite restrained early in
the decade, but grew sharply after 1965.
In the early 1980s, the “structural deficit’®
soared to almost five percent of GDP. That
large deficit helped pull the economy out
of the deep recession of 1981-1982, but
the Government's subsequent failure to curb
it held up real interest rates, led to the
financial problems that marked the end of
the decade, and helped bring on the recession
of 1990-1991.

In contrast, during the current expansion,
the deficit has been shrinking and private
investment has propelled the economy forward.

This Expansion is Led by a Strong Pri-
vate Sector: Under this Administration, the
economy has grown at a healthy, inflation-
adjusted 3.0 percent a year. But, at least as
important, private demand for goods and serv-
ices has grown even faster than the economy
as a whole—3.6 percent a year compared to

4 According to the December Blue Chip survey.

5The structural deficit is the deficit that remains after account-
ing for cyclical changes in the economy as well as purely temporary
factors, such as the annual costs and receipts from resolving the
thrift crisis.
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Chart llI-5. CHANGE IN STRUCTURAL DEFICIT
AS A PERCENT OF POTENTIAL GDP
(During four longest postwar expansions preceding cyclical peak fiscal year to seventh following fiscgl year)
-4 7 7 7
1960-1969 1974-1980 1981-1990 1990-1997
Increase in CBO standardized-employment deficit as a share of potential GDP. Structural deficit is adjusted for depasit alisenia
contributions to Desert Storm and specturm auctions. Potential GDP is an estimate of a high, standardized level of totput over

3.0 percent from 1981 to 1989 and 1.3 percent
from 1989 to 1993. The Federal Government’s
direct claim on GDP (mainly, defense and
other discretionary spending, excluding trans-
fer payments) has shrunk by 2.6 percent a
year. Of the more than 14 million jobs created
under this Administration, 93 percent have
been in the private sector. In the 1980s, by
contrast, the Federal Government's direct
claim on GDP grew faster than the private
sector’s claim.

Why is the contrast important? Because
when Federal demands spur economic growth,
the economy is more vulnerable to sudden
changes in Federal policy—as in the late
1980s when the Government shifted from
a defense build-up to a build-down. Though
appropriate as the Cold War ended, this
shift prompted a painful economic adjustment
in many regions. But, when an expansion
is led by the investment decisions of thousands
of firms and millions of people across the
country, the economy is less vulnerable to

the sudden swings that can arise from a
single policy decision.

A Surge in Business Investment Fueled
the Expansion: Since 1992, real business in-
vestment in equipment has expanded at an
11.8 percent average yearly rate—more than
triple the 3.5 percent annual rate from 1980
through 1992.

Investment growth is
reasons:

important for two

* Investment adds to the economy’s produc-
tive capacity, and a larger economy gen-
erates more income, leading to higher
average living standards. In the final anal-
ysis, a stronger economy is a prerequisite
to meeting the retirement costs of the
baby-boom generation without unduly bur-
dening future workers.

* New equipment embodies advanced tech-
nology, making workers who use the
equipment more productive. Higher pro-
ductivity permits larger wage increases
without threatening higher inflation.
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The “Misery Index” Has Dropped to its
Lowest Level in 30 Years: Falling unemploy-
ment can “overheat” the economy, leading to
higher inflation. In the current expansion,
however, both unemployment and inflation
have continued to fall, even after the expan-
sion entered its seventh year. In November
of last year, unemployment fell to 4.6 percent,
its lowest level since 1973. Meanwhile, the
core inflation rate (measured by the Consumer
Price Index, or CPI, excluding volatile food and
energy items), was running at a 2.2 percent
annual rate, its lowest since 1966. At the end
of 1997, the “misery index"—the sum of infla-
tion and unemployment—was at its lowest
level in 30 years (see Chart 111-6).

The Near-Term Economic Outlook,
1998-2008

The Administration expects the economy
to continue to expand at a healthy rate
without inflation. But, growth should moderate
from its recent pace. In 1996-1997, real
GDP grew at a 3.5 percent average rate,
much faster than the economy has been

able to sustain in recent decades without
higher inflation. Even allowing for somewhat
more moderate growth, general macroeconomic
conditions would remain very favorable, with
both unemployment and inflation remaining
near their lowest levels in decades.

Though the economy remains strong, one
potentially troublesome development is the
financial dislocation in Asia. To maintain
growth in the United States and to support
stability in Asia, the Administration expects
to propose a supplemental appropriation to
replenish International Monetary Fund (IMF)
resources and, as it did last year, to again
propose to provide a contingent credit line
to the IMF.

This budget relies on conservative economic
assumptions that are close to the consensus
among private forecasters, as well as to
those of CBO. The Administration is confident
that, as the budget reaches balance, the
economy could perform even better. Under
this Administration, the economy has consist-
ently performed better in virtually all respects

PERCENT
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than the Administration or CBO had projected.
But, for budget planning, the Administration
continues to believe it is prudent to use
conservative economic assumptions, the high-
lights of which include:

Real GDP: Real GDP growth averages
2.0 percent on a fourth-quarter-over-fourth-
quarter basis through 2000. For 2001 to
2007, growth averages 2.4 percent a year,
the Administration’s estimate of potential
sustained real growth. Starting in 2008, pro-
jected economic growth slows due to the
shifting composition of the population. As
Americans age, a smaller portion of them
will likely be in the workforce. The Adminis-
tration expects the resulting slowdown in
the growth of hours worked to lower real
GDP growth.

Unemployment: The civilian unemployment
rate rises gradually, from 4.9 percent in
1998 to 5.4 percent in 2001, which is the
Administration’s conservative estimate of the
threshold level of unemployment consistent
with stable inflation in the long run.

Inflation: The CPI rises 2.2 percent in
1998-1999, then 2.3 percent a year in the
following years. These projections include tech-
nical improvements in measuring the CPI.
The price index for GDP rises 2.0 percent
in 1998, 2.1 percent in 1999, and 2.2 percent
in the following years. The gap between
the two measures of inflation, which has

been larger in the past, narrows due to
recent and expected methodological improve-
ments in both indexes. Without these improve-
ments, measured inflation would rise slightly
more.

Interest rates: Interest rates, already lower
than a year ago, remain below levels of
recent years as the budget approaches balance.
The yield on 10-year Treasury notes reaches
5.7 percent by 2001; on a discount basis,
the 91-day Treasury bill rate drops to 4.7
percent.

The Administration does not try to project
the business cycle beyond the next year
or so. The expansion will surely end at
some point, though no signs of a downturn
have emerged. But even allowing for future
recessions, projected economic growth averages
2.4 percent from 2001-2007, and projected
unemployment averages about 5.4 percent.
In some vyears, growth will be faster and
unemployment lower, while in others, growth
and employment will fall short of these
projections. But, because the Administration
expects the growth and unemployment as-
sumptions to hold on average over this period,
they provide a sound, prudent basis for
projecting the budget. Similarly, the Adminis-
tration expects inflation and interest rates
to average near the projections shown in
Table 111-1, although year-to-year fluctuations
surely will occur.

Investing in Economic Statistics

Our democracy and economy demand that public and private leaders have unbiased, relevant,
accurate, and timely information on which to base their decisions. But rapid changes in the
economy and society, and funding levels that do not enable statistical agencies to keep pace with
them, increasingly threaten the relevance and accuracy of America’s key statistics.

Economic data, in particular, are not only key indicators for fiscal and monetary policy; they
also underlie Federal, State, and local income projections, investment planning, and business
decisions. In recent years, active public debate has focused on the measuring of GDP, CPI, and
many other indicators that are widely used, explicitly and implicitly, in public and private
decision-making. Small but essential investments to address these measurement issues will
allow our statistical system to track the economy more accurately and, in the process, help both
Government and the private sector better allocate their limited resources.

The budget proposes such carefully targeted investments, ranging from improvements in data
(including statistics on service industries, construction, and State and local government), to the
development of more accurate summary statistics from those data (such as GDP and the
National and Personal Income estimates), to greater public access to Government data (includ-
ing electronic distribution). These initiatives are documented in greater detail in Chapter 11 of
Analytical Perspectives, “Strengthening Federal Statistics.”
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Table 111-1. ECONOMIC ASSUMPTIONS?
Actual Projections
199 1997 1998 1999 2000 2001 2002 2003
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars .......cccccceceeevieeeiiieeeieenn, 7,636 8,080 8,430 8,772 9,142 9,547 9,993 10,454
Real, chained (1992) dollars ................... 6,928 7,187 7,357 7,503 7,652 7,820 8,008 8,199
Chained price index (1992=100), an-
nual average .......cccoeevvieeniiee e 110.2 1125 1146 1169 1195 1221 1248 1275
Percent change, fourth quarter over
fourth quarter:
Current dollars ..........coccoevveniicncicenn. 5.6 5.5 4.0 4.1 4.3 4.6 4.6 4.6
Real, chained (1992) dollars ................... 3.2 3.6 2.0 2.0 2.0 2.3 2.4 2.4
Chained price index (1992=100) ........... 2.3 1.9 2.0 2.1 2.2 2.2 2.2 2.2
Percent change, year over year:
Current dollars ..........coccoevveiiiniciiennn. 5.1 5.8 4.3 4.1 4.2 4.4 4.7 4.6
Real, chained (1992) dollars ........ . 2.8 3.7 2.4 2.0 2.0 2.2 2.4 2.4
Chained price index (1992=100) ........... 2.3 2.0 1.9 2.0 2.2 2.2 2.2 2.2
Incomes, billions of current dollars:
Corporate profits before tax ................... 677 729 754 768 790 805 830 851
Wages and salaries ................... 3,633 3,868 4,057 4,237 4,424 4,623 4,840 5,068
Other taxable income 2 1,693 1,786 1,859 1,915 1,975 2,046 2,128 2,213
Consumer Price Index (all urban):?
Level (1982-84 =100), annual average 157.0 160.7 164.1 167.7 1715 1755 179.5 183.6
Percent change, fourth quarter over
fourth quarter ..........ccoocevviiiiiiiene 3.2 2.0 2.2 2.2 2.3 2.3 2.3 2.3
Percent change, year over year ............. 29 2.4 2.1 2.2 2.3 2.3 2.3 2.3
Unemployment rate, civilian, percent:
Fourth quarter level .............ccccoeieene. 5.3 4.8 5.0 5.2 5.4 5.4 5.4 5.4
Annual average ..........cccoeeevveeniiniieneenns 5.4 5.0 4.9 5.1 5.3 5.4 5.4 5.4
Federal pay raises, January, percent:
MiIlItary oo, 2.6 3.0 2.8 3.1 3.0 3.0 3.0 3.0
Civilian® ..o, 2.4 3.0 2.8 3.1 3.0 3.0 3.0 3.0
Interest rates, percent:
91-day Treasury bills® ... 5.0 5.0 5.0 4.9 4.8 4.7 4.7 4.7
10-year Treasury NOtes ...........cccceeeevrnnne 6.4 6.4 5.9 5.8 5.8 5.7 5.7 5.7
1Based on information available as of early December 1997.
2Rent, interest, dividend and proprietor’s components of personal income.
3Seasonally adjusted CPI for all urban consumers. Two versions of the CPI are now published. The index shown here is
that currently used, as required by law, in calculating automatic adjustments to individual income tax brackets. Projections
reflect scheduled changes in methodology.
4Beginning with the 1999 increase, percentages apply to basic pay only; adjustments for housing and subsistence allow-
ances will be determined by the Secretary of Defense.
SOverall average increase, including locality pay adjustments.
8 Average rate (bank discount basis) on new issues within period.

The Near-Term Budget Outlook,
1998-2003

The Administration projects that the budget
will reach balance in 1999—ending an era
of continuous deficits that lasted 30 years
(see Chart I111-7). By definition, projections
are imprecise; the further into the future,
the more imprecise. But, the Administration
is committed to close the structural budget
deficit and keep the budget in balance—
as long as the economy maintains normal
levels of unemployment.

The Outlook has Improved Since the
Balanced Budget Act: Last summer, OMB
and CBO bhoth projected that the BBA would
not produce a balanced budget until 2002.
Since then, the budget outlook has improved.
Economic growth has continued to exceed ex-
pectations, and inflation has remained low.
The resulting changes in the Administration’s
economic and technical projections have re-
duced the projected deficits and moved the ex-
pected year of balance ahead to 1999 (see
Chart 111-8).



30

THE BUDGET FOR FISCAL YEAR 1999

Chart Ill-7. BUDGET SURPLUS(+)/DEFICIT(-)
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V.

IMPROVING PERFORMANCE THROUGH

BETTER MANAGEMENT

We had to reject the idea of those who say we should do nothing with Government and reject
those who say we should try to do everything. Instead, we gave the American people a Govern-
ment that is very much smaller, more focused, but more committed to giving people the tools and
conditions they need to make the most of their lives.

President Clinton
October 1997

The President has challenged the Federal
Government to do more with less—and with
good reason.

Departments and agencies, which once could
count on more funds from year to year,
no longer can; indeed, with the Administration
committed to balancing the budget, some
agencies will get less.

Public demands for more and better services
have not shrunk, however. Americans continue
to want good schools, a clean environment,
high-quality health care, and secure retire-
ment benefits. Thus, the Government must
satisfy these demands by managing better
and improving the performance of programs.

The Administration has answered the call.
Vice President Gore, working with the depart-
ments, agencies, and inter-agency working
groups, and drawing on the expertise of
the private sector, has led an unprecedented
effort to cut the size of the Federal Govern-
ment and make it more efficient and effective.
Through these reinvention efforts, the Admin-
istration has saved $137 billion over the
last five years.

The Administration has cut the civilian
Federal work force by over 316,000 employ-
ees, creating the smallest work force in
35 years and, as a share of total civilian
employment, the smallest work force since
1931. Almost all of the 14 Cabinet Depart-
ments have cut their work forces; only the
Justice Department’s work force is growing

1 As of September 30, 1997.

due to the Administration’s expanded war
on crime and drugs, while the Commerce
Department’'s work force is growing due to
the decennial census (see Charts IV-1 and
1V-2).

But the work is not done, and the Adminis-
tration has an ambitious agenda to continue
reinventing Government so that it is more
effective, more efficient, and more responsive
to the American people. This section highlights

the key parts of this “Management Agenda”?:

* The National Performance Review's (NPR)
efforts to reinvent entire agencies;

e The Administration’s top management ob-
jectives;

e The Administration’s management support
initiatives; and

e The activities of
groups.

inter-agency working

The NPR: Reinventing Agencies to Serve
Americans

The NPR has introduced important changes
across the Government that have improved
services and cut costs—from streamlined drug
approvals at the Food and Drug Administra-
tion to better customer service at the Social
Security Administration; from procurement
reforms that have saved $12.3 billion to
the pending sale of the Naval Academy’s
800-acre dairy farm in Annapolis, Md. Now,
the NPR is moving from reinventing processes

2For more information on the issues discussed in Section 1V, see
the footnotes that list websites on the Internet.

33
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Chart IV-1. ACTUAL CIVILIAN EMPLOYMENT
IN THE EXECUTIVE BRANCH, 1965 - 1997

(Excluding Postal Service)
EMPLOYEES IN MILLIONS

2.4—

1965 1970 1975 1980 1985 1990 1995
Note: Data is end-of-year count.
within agencies to reinventing agencies in concrete, measurable goals over the next

their entirety in order to create customer-
oriented, results-driven organizations that
focus on performance.

Over the next three years, the NPR will
work with the agencies that interact most
with individuals and businesses to improve
performance and enable the American people
to more quickly enjoy better service and
regain their confidence in Government. Follow-
ing the examples of America’s best-run compa-
nies, the NPR will help these agencies align
their management systems to better serve
their customers. These agencies already have
the key building blocks in place: strategic
plans, annual performance plans, and budg-
etary resources. The next step is to better
integrate their information technology, human
resource systems, and service processes SO
that they better focus on customers.

In addition, the Vice President has chal-
lenged the leaders of 32 agencies, with over
1.4 million full-time equivalent (FTE) posi-
tions, to commit to achieving significant,

three years. These “High Impact Agencies”
include the Immigration and Naturalization
Service, National Park Service, and Social
Security Administration (see Table 1V-1).

“You should focus your efforts in three
areas—partnerships, the use of information
technology, and customer service,” the Vice
President instructed the heads of these agen-
cies last summer. “Yours are the agencies
that shape the public’'s opinion of Government
and can redeem the promise of self-govern-
ment. Public cynicism about Government is
a cancer on democracy. Reinvention isn't
just about fixing processes, it's about redefin-
ing priorities and focusing on the things
that matter.”

Working with the NPR, these agencies
have developed over 200 specific, measurable
commitments that they will complete by the
year 2000. They involve improving services
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Chart IV-2. PROJECTED CIVILIAN FTE CHANGES
ON A PERCENT BASIS, 1993 - 1999
CABINET DEPARTMENTS AND SELECTED INDEPENDENT AGENCIES
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that Americans can find the Government
service they need the first time they look.

in areas that Americans care about.®> Major
performance goals include:

* Improving student aid delivery: The Edu- * Reducing time for clearance at U.S. air-

cation Department will determine, within
four days, the eligibility of students and
families who apply for student aid elec-
tronically, cutting the processing time in
half.

Speeding aid to disaster victims: Through
partnerships with Federal, State, local,
and voluntary agencies, the Federal Emer-
gency Management Agency will act on all
requests to meet victims' needs for water,
food, and shelter within 12 hours of a dis-
aster event, with the intent to coordinate
services within 72 hours of a Presidential
declaration of disaster.

Finding the right agency on the first try:
The General Services Administration will
restructure Federal listings in the blue
pages of local telephone books, ensuring

3The NPR's home page, at www.npr.gov, links to the perform-
ance commitments of each agency.

ports: Working with the Agriculture De-
partment and the Customs Service, the
Justice Department’'s Immigration and
Naturalization Service will clear inter-
national passengers at airports in 30 min-
utes or less while improving enforcement
and regulatory processing.

Reducing injury and illnesses in the work-
place: The Labor Department’s Occupa-
tional Safety and Health Administration
will cut injury and illness rates by a fifth
in at least 50,000 of the most hazardous
workplaces.

Increasing access to Federal recreation op-
portunities: The National Park Service will
create, with other Federal natural re-
source agencies, an integrated Nation-wide
outdoor recreation information system that
gives all Americans electronic access to in-
formation about recreation on Federal
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Table IV-1. High Impact Agencies

Agriculture:
Animal and Plant Health Inspection
Service
Food Safety and Inspection Service
Food and Consumer Service
Forest Service

Commerce:
Bureau of the Census
U.S. and Foreign Commercial Service/Inter-
national Trade Administration
Patent and Trademark Office
National Weather Service

Defense:

Acquisition Reform
Education:

Student Financial Assistance
Environmental Protection Agency
Federal Emergency Management Agency
General Services Administration
Health and Human Services:

Food and Drug Administration

Administration for Children and Families

Health Care Financing Administration
Interior:

National Park Service

Bureau of Land Management

Justice:
Immigration and Naturalization Service
Labor:
Occupational Safety and Health Adminis-
tration
National Aeronautics and Space Admin-
istration
Office of Personnel Management
Small Business Administration
Social Security Administration
State:
Bureau of Consular Affairs
Transportation:
Federal Aviation Administration

Treasury:
Customs Service
Internal Revenue Service
Office of Domestic Finance/Financial Man-
agement Service

U.S. Postal Service

Veterans Affairs:
Veterans Health Administration
Veterans Benefits Administration

lands, recreation use permits, and reserva-
tions.

Speeding Social Security information: The
Social Security Administration will pro-
vide overnight electronic Social Security
number verification for employers. Today,
verification can take up to two weeks.

Priority Management Objectives

The Administration plans to “provide man-
agement leadership to ensure the faithful

execution of the enacted budget, programs,
regulations, and policies,” and to “work within
and across agencies to identify solutions to
mission critical problems.”* For 1999, the
Administration will focus on 22 key manage-
ment objectives (see Table I1V-2).

“See OMB's Strategic Plan, at www.whitehouse.gov/WH/EOP/
OMBY/Special__Emphasis/stratplan.html.
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Table IV-2. PRIORITY MANAGEMENT OBJECTIVES

Inter-agency Objectives

Year 2000 .....coooceveiiiieeniieenee e Manage the year 2000 computer problem in a timely and cost-effective
manner to ensure that no critical Federal programs fail as a result
of this problem.

GPRA Implement the Government Performance and Results Act in a timely
and compliant manner to improve agency program performance.

Financial Management ................... Present performance and cost information in a timely, informative and
accurate way, consistent with Federal accounting standards. Assure
the integrity of Federal financial information by completing audits
and gaining unqualified opinions for all Chief Financial Officer Act
agencies and on the Federal Government as a whole.

Information Technology ................... Improve the use of information technology and decrease the number of
troubled investments in technology.

Selected Inter-Agency Systems ....... Improve the use of information technology and eliminate unnecessary
duplication by developing a Simplified Tax and Wage Reporting Sys-
tem (STAWRS) and the International Trade Data System (ITDS).

STAWRS will allow small businesses to file tax information electroni-
cally with the IRS instead of providing duplicate information to Fed-
eral, State, and local governments. ITDS will connect existing agen-
cy systems so that importers, exporters, and others involved in
international trade will benefit from “one-stop shopping” for infor-
mation collection and retrieval.

Acquisition Reform ...........ccccoiineeen. Provide greater customer satisfaction through acquisition reform in
terms of price, timeliness, quality, and productivity; increase use of
performance-based service contracting.

Loan Portfolio Management ............ Improve loan portfolio management by encouraging the use of elec-
tronic loan origination, loan underwriting, and reporting on the sta-
tus of major loan portfolios that will provide faster and more eco-
nomical loan processing.

Debt Collection .........cccoccvievieiiinnennn. Improve debt collection for major receivable accounts by effectively
using the tools provided by the Debt Collection Improvement Act of
1996 (referral to private collection agencies, referral to Treasury for
offset, and asset sales).

International Credit Programs ........ Improve agency loan management servicing, portfolio tracking and
credit budgeting policies and procedures. More accurate financial
records, which use consistent accounting standards, will result in
improved repayment practices and increased collections. (The Agen-
cy for International Development, Overseas Private Investment Cor-
poration, Export Import Bank, Defense Security Assistance Agency,
Defense Export Loan Guarantee Program, and Agriculture have
about $130 billion in outstanding loans and guarantees to foreign
obligors.)

Statistical Programs .........cccccoeevveene Strengthen the quality, utility, accessibility and cost-effectiveness of
Federal statistical programs.

Regulation .........ccccceeeiiiiiiien e, Maximize the social benefits of regulation while minimizing the costs
and burdens of regulation.
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Table IV-2. PRIORITY MANAGEMENT OBJECTIVES—Continued

Agency-Specific Objectives

Defense ....cceevveiiiie e Develop a plan with specific milestones to obtain an unqualified audit
opinion on Defense’s financial statement.
Defense .....ccocveeeiiiiiicc e Increase outsourcing and privatization of military department infra-

structure functions closely related to commercial enterprises, and of
Defense Logistics Agency, Defense Finance and Accounting Service,
and Defense Health Program functions.

Education ........ccccccvviiiiiiieii, Modernize the management of student aid benefit delivery by reform-
ing contracting, system development, and program oversight prac-
tices.

ENergy ..o Use prudent contracting and business management approaches that

emphasize results, accountability, and competition; improve timeli-
ness; minimize costs; and ensure customer satisfaction.

Housing and Urban Development ... Implement HUD’s 2020 Management Reform Plan to: (a) restore pub-
lic trust by achieving and demonstrating competence in implement-
ing HUD'’s programs, and (b) restructure the way HUD operates to
empower people and communities. Implementation of HUD's man-
agement reform plan began in June 1997 and will extend to 2002.
HUD will periodically measure changes in its performance to assess
the impact of reform.

Interior: Bureau of Indian Affairs ... Seek to settle disputed tribal trust fund balances, make comprehen-
sive reforms to the operation of tribal and individual Indian trust
asset and trust funds management, and implement a recently intro-
duced legislative proposal to consolidate ownership of highly
fractionated Indian lands.

Transportation: Federal Aviation
Administration (FAA) ......ccccooeeeen. FAA Reform:
Implement a personnel system that, without increasing costs, em-
powers managers to effectively hire, reward, promote, discipline, and
remove employees, while at the same time protecting employee rights.

Implement a financial system that accurately relates services to
costs that can be reflected in user charges.

Reduce developmental risk and total life-cycle cost of FAA major in-
formation technology investment/air traffic control modernization
systems.

Treasury: Financial Management
Service (FMS) ..oooceeiviiiiieeeeeiie, Implement a number of changes at FMS to increase electronic pay-
ments, collections, and debt collection; and improve the accuracy
and timeliness of Government-wide accounting and reporting.

Treasury: Internal Revenue Service
(IRS) o Position the IRS to move forward with the Modernization Blueprint
and undertake an incremental modernization, including year 2000
conversion, resulting in centralized data bases that would stimulate
significant improvements in customer service, compliance and finan-
cial reporting.

Veterans Affairs ........ccccocceeivniennn. Work to consolidate infrastructure (hospitals, regional offices, data
centers) where service improvements and efficiencies can be
achieved.

Social Security Administration ....... Reduce the processing time for disability claims and appeals in the

Disability Insurance and Supplemental Security Income programs at
lower administrative cost with neutral impact on program costs.
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Agency managers have the primary respon-
sibility to achieve these performance goals;
they must actively and effectively carry out
both inter-agency and agency-specific initia-
tives. OMB will help agencies develop specific
measures® and implement detailed action
plans to ensure that they make progress
toward meeting these commitments.

The Government-wide management initia-
tives described below will help achieve several
of these inter-agency objectives.

Year 2000 Computer Problem: The Ad-
ministration is committed to ensuring that
agency computer systems correctly process the
year 2000. The report, “Getting Federal Com-
puters Ready for 2000,” which the Administra-
tion sent to Congress with last year's budget,
outlines the Administration’s strategy.® Agen-
cies report quarterly on their progress, as does
the Administration as a whole. The Adminis-
tration’s most recent report states that the es-
timated cost of addressing the problem stands
at $3.9 billion; agencies have identified 8,589
mission-critical systems, 26 percent of which
are compliant; and all agencies are renovating
their systems. That report also establishes a
Government-wide goal of completing the imple-
mentation of all mission-critical systems by
March 1999. The budget proposes adequate
funding to address the problem. For example,
the Defense Department will spend $275 mil-
lion and the Treasury Department will spend
$312 million.

Government Performance and Results
Act (GPRA): All agencies have sent Congress

S For information on performance measures for priority manage-
ment objectives, see OMB’s home page, at www.whitehouse.gov/
WH/EOP/OMB/Special__Emphasis.

8 For more information on the year 2000 issue and other informa-
tion technology issues, see the Chief Information Officers Council
web site (www.cio.fed.gov).

their strategic plans under the Results Act,
and will be sending their annual performance
plans as well after the budget is transmitted.
Nearly 100 departments and agencies have
prepared strategic plans and are preparing an-
nual performance plans. By March 2000, these
agencies will submit clear, concise annual per-
formance reports on their progress toward the
goals they set in their annual plans.

Agency Audited Financial Statements:
For 1996, 22 of the 24 largest agencies have
produced audited financial statements, as re-
quired by the Government Management and
Reform Act (GMRA). On these statements, six
agencies already have received unqualified
opinions: the Energy Department, General
Services Administration, National Aeronautics
and Space Administration, Nuclear Regulatory
Commission, Small Business Administration,
and Social Security Administration. The Chief
Financial Officers (CFOs) have projected when
their agencies will issue unqualified and time-
ly audited financial statements (see Table
1V=3).

As part of a GMRA-authorized pilot pro-
gram, 12 agencies are issuing Accountability
Reports for 1997, enabling them to provide,
in one place, reader-friendly information about
their programs and operations, including their
audited financial statements. In 1998, OMB
and the CFO Council will conduct a final
assessment of the pilot program and, based
on the results, will work with Congress
on legislation to turn the pilot into a perma-
nent, Government-wide program. Twenty-one
of the 24 agencies have committed to produc-
ing an Accountability Report for 1999.

Table 1V-3. Financial Statement Performance Goals

) ) 1996 Estimate
Financial Statements Actual
1997 1998 1999 2000
Audits Completed ........ccccoevieeiiiiee 22 23 24 24 24
Agencies with Unqualified Opinion ................... 6 12 16 21 23
Agencies with Unqualified and Timely Opinion 4 9 16 21 23
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Government-Wide Audited Financial
Statements: GMRA also requires the first
Government-wide audited financial statements
for 1997. The Government’'s ability to obtain
an unqualified opinion on its Government-wide
statements is hampered, however, by the lack
of adequate financial management systems to
capture the data that would satisfy Federal
accounting standards requirements. OMB
plans to work with the agencies to resolve
these problems in time for the Government
to receive such an opinion on its 1999 state-
ments.’

Information Technology Investments: In-
vestments in information technology can help
Government to work better and cost less. For
the best return on investment, agencies are
following the successful practices of private
firms—reengineering, creating disciplined cap-
ital programming processes, and developing in-
formation technology architectures—to ensure
that the investments provide workable solu-
tions to problems at a reasonable cost. (For
performance information with regard to infor-
mation technology investments for 1999 and
beyond, see Table 1V-4.)

Table IV-4. Program Performance Benefits From Major Information
Technology Investments
(Budget authority, in millions of dollars)

Program Performance Benefits*

. 1997 1998 1999
Program/Project Actual | Estimate | Proposed
Agriculture: Common Computing 21 41 45
Environment.?
Commerce: Advanced Weather In- 100 117 69
teractive Processing System.
Commerce: Census 2000. 26 80 199
Defense: Defense Message System. 154 197 207
Education: Direct Student Lending. 141 187 220
Education: National Student Loan 27 21 27
Data System.
Education: PELL Grant Systems. 7 7
Education: Guaranteed Student 23 24 30
Loan Data System.
Education: Student Aid Application 49 51 63
System.
Energy (DOE): Telecommunications 2 100 123
Integrator Services (TELIS) con-
tract.®
Health and Human Services: Medi- 75 40 45
care Information Technology Sys-
tem.?

“For more information on financial management performance
commitments, see the CFO Status Report and Five-Year Plan at
the OMB web site (www.whitehouse.gov/WH/EOP/OMB/Finance/).

Allows “one-stop service” for farmers at local Agriculture
Department offices.

Improves the accuracy of forecasts. Lowers the costs of
generating forecasts through reduced staffing require-
ments. A component “The Advance Hydrological Pre-
diction System” will provide 60-day flood warnings with
90-percent accuracy.

Reduces errors, the number of temporary employees need-
ed, and publication costs.

Provides timely, reliable, accountable, and secure messag-
ing and electronic mail directory services to tactical, or-
ganizational and individual users. Defense estimates
lifecycle cost savings of over $600 million.

Supports loan origination and servicing of a portfolio that
will grow to more than $55 billion in 1999.

Improves the Government's collection of defaulted loans
and integrity of participating institutions.

Distributes grant funds to institutions and supports sound
financial management.

Improves the Government’s collection of defaulted loans.

Assists institutions and students by providing a standard-
ized way to determine financial aid eligibility.

Lowers operating and maintenance costs and improves
sharing of information by promoting interoperability of
telecommunications systems.

Simplifies and streamlines claims processing, eligibility,
and managed care information systems while improving
service to Medicare customers.
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Table IV-4. Program Performance Benefits From Major Information
Technology Investments—Continued
(Budget authority, in millions of dollars)

Program/Project Ali?j;l Eslt?rggte Pr(l)g?)ged Program Performance Benefits*

Health and Human Services: Fed- 25 28 29| Assists States in locating out-of-State, non-custodial par-
eral Parent Locator Service, in- ents who owe child support by matching quarterly
cluding the National Directory of wage, new hire, and unemployment insurance data with
New Hires and the Federal Case national registry of child support cases. This system will
Registry. increase interstate collections by $3 billion over ten

years.

Housing and Urban Development: 48 90 90| Provides better internal controls and oversight of federal
Information Technology Invest- grants, verification of the eligibility of recipients, timely
ments. and accurate payment of funds, and oversight and serv-

icing of FHA mortgages.

Interior: Automated Land Manage- 42 33 35| Improves the quality of, and access to, land, resources,
ment Records System. and title information for public land managers and

adjacent land owners.

Interior: American Indian Trust 3 4 10| Ensures that trust income is allocated based upon accu-
System. rate land ownership information.

Justice: Integrated Automated Fin- 84 84 48| Allows the FBI to process routine identification requests
gerprinting Identification System. in 24 hours and urgent requests in two hours.

Justice: National Criminal Informa- <) ISPV IR Provides law enforcement agencies across the country
tion Center 2000. real-time access to sophisticated databases on criminals

and criminal activity.

Justice: Information Sharing. [ 50| Promotes sharing of investigative data bureauwide.

Labor: ERISA Filing Acceptance 6 3 (®)| Increases the speed, accuracy, and integrity of information
System. that three agencies use to safeguard private pensions.
State: Diplomatic and Consular Sys- 146 260 283 | Improves delivery and management of information re-
tems Modernization.® quired by diplomatic and consular officers overseas to

support the Nation’s foreign policy goals and ensure
U.S. border security.

Transportation: Federal Aviation | 1,233 1,306 1,410 | Maintains and improves capability to promote the safe,
Administration Air Traffic Control orderly, and expeditious flow of air traffic. Reduces the
System Modernization. accident rate by 80 percent of baseline levels by 2007.

Treasury: Information Technology |.......... 325 323| Provides advanced funding for redesign of tax administra-
Investments. tion systems and operations, improving the timeliness

and quality of taxpayer data, and thereby significantly
enhancing customer service and collection activities. In-
creases automated calls answered from 16 million to 30
million.

Treasury: Treasury Communications 129 187 200| Provides secure data transmission and information serv-
System.” ices worldwide for Treasury bureaus.

Treasury: Automated Commercial 12 11 56| Supports business process redesign, systems architecture,
Environment. development, and implementation for systems to replace

Customs’ Automated Commercial System.

Veterans Affairs: VA Medical En- 1 80 73| Allows automation of veterans' eligibility status and
rollment System. tracking of veteran demographics.

Environmental Protection Agency: 8 7 8| Helps to improve the environment by maintaining data
Toxic Release Inventory System. related to certain toxic chemical uses. The data are

available to EPA staff, State and local governments,
educational institutions, industry, environmental and
public interest groups, and the general public. This al-
lows for search requests to be fulfilled within 48 hours
95 percent of the time.

National Aeronautics and Space Ad- 235 210 257 | Supports spacecraft control, science data processing, and

ministration: Earth  Observing
System Data Information System.

Earth science data management, archiving, and dis-
tribution. Will archive 560 terabytes and deliver 3.4
million data products by end of 1999.
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Table IV-4. Program Performance Benefits From Major Information
Technology Investments—Continued
(Budget authority, in millions of dollars)

Program Performance Benefits*

: 1997 1998 1999

Program/Project Actual | Estimate | Proposed
Social Security: Automation Invest- 235 190 ccveeeiis
ment Fund.
General Services Administration: 10 13 11
FTS2001 Program.®
Nuclear Regulatory Commission: 2 7 4
Agency Document Access and
Management System.
Office of Personnel Management: |.......... 2 5
Retirement System Moderniza-
tion.
Interagency: Simplified Tax and [N IR 2
Wage Reporting System.
Interagency: International Trade 6 6 5
Data System.
Interagency: Data Center Consolida- |.......... 100 100
tion.
Interagency: Land Mobile Radio |.........| .ccceveene 130
Narrowbanding.®

Provides more than 2,400 workyears in productivity gains
for SSA and State Disability Determination Services.

Beginning in 1999, will offer the Federal Government low-
cost, state-of-the-art, integrated voice, data, and long-
distance telecommunications. Replaces the FTS2000
contracts for similar services that expire in 1998.

Implements workprocess improvement review and in-
creases staff efficiency through improved information
access and elimination of redundant data entry. Re-
duces maintenance costs by replacing aging legacy hard-
ware and minimizing custom software.

Completes development of agency-wide information tech-
nology architecture and development of retirement sys-
tem modernization program requirements.

Reduces employers’ tax and wage reporting burden.

Reduces burden on exports and imports, speeds up ship-
ments, and improves the quality of trade statistics.

Saves money by requiring all Federal agencies to consoli-
date or collocate their data processing centers to fewer
larger, more efficient, and cost effective locations, either
within the Government or with a private sector pro-
vider.

Allows a 50-percent increase in number of radios that can
operate in current spectrum, promoting interoperability
among users.

1Required under the Clinger-Cohen Information Technology Management Reform Act.

2Previously called the Field Service Center Initiative

3Budget authority for non-DOE agencies using the TELIS contract vehicle is $1.5 million, $77 million, and $99 million in 1997, 1998,

and 1999, respectively.
4Succeeds the Medicare Transaction System.

51997 and 1998 figures represent capital investment to set up the system. 1999 numbers are operational costs. For consistency, 1999 is

zero for capital costs and $4.5 million in operational costs.
Includes user fees and budget authority

7Funded through Treasury’'s working capital fund, not annual appropriations.

8 Cost numbers are not budget authority, but agency contributions to the Information Technology Fund for expenses associated with the
FTS2001 Program. These numbers do not include the cost of transitioning to the new contracts.

®Total of Departments of Justice, the Treasury, Agriculture, and Transportation investments.

Procurement: Changes in law and regu-
latory policy continue to help agencies get
more value from what they buy, improving
Government's performance along the way.
With fewer Government-specific requirements
to meet and with more flexibility, contracting
officials can increasingly buy commercial items
and, in the process, pay less while they gain
access to the most current technology. Agen-
cies can communicate more with industry and
more directly link Government’'s needs to the
market's capabilities. The Administration will
build on these improvements so that Federal
acquisition practices can match those of the
most successful companies. For instance, by
the end of 1999: 15 agencies will have a sys-

tem in place to evaluate contractor perform-
ance on all non-exempt contracts over
$100,000; agencies will make 60 percent of all
transactions under $2,500 with the Govern-
ment charge card; and OMB will work with
agencies to increase, by 30 percent, the num-
ber of model performance-based service state-
ments of work available for agency use.

Performance Based Service Contracting
(PBSC): PBSC requires that, in procuring a
service, the Government outline its needs in
measurable, mission-related terms—not pre-
scribe precisely how contractors do the work,
and not describe its needs too vaguely. With
PBSC, agencies pay for results, not effort or
process, enabling contractors to determine the
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best, most cost-effective ways to do the job.
Preliminary results of a Government-wide
PBSC pilot project show that it cut prices 15
to 20 percent while increasing Government's
satisfaction with contractor performance. The
Administration believes that PBSC offers great
potential to reap savings and other benefits
in the roughly $100 billion that the Govern-
ment spends a year on service contracts. Agen-
cies plan to convert about 1,000 contracts, val-
ued at $20 billion, to PBSC over several years.
In 1999, agencies project that they will convert
at least 700 contracts, worth $9 billion, to
PBSC.

Loan Portfolio Management: Because the
Federal Government is the Nation's single
largest source of credit, agency credit programs
and performance measures should address
each major phase of credit management—cred-
it extension, account servicing, and special col-
lection. For each phase of this new initiative,
agencies will more widely use modern elec-
tronic business processes to improve customer
service, cut costs, and improve collection. For
credit extension, agencies will ensure that in-
dividuals and entities applying for credit are
eligible in terms of income and are not delin-
guent on a Federal claim. For account servic-
ing, agencies will work together to ensure that
accurate monthly information is available on
the status of loans. A consortium of single fam-
ily loan programs run by the Departments of
Housing and Urban Development, Agriculture,
and Veterans Affairs will provide a forum for
its program delivery partners to speed their
use of electronic reporting on the status of ac-
counts.

Debt Collection Management: The 1996
Debt Collection Improvement Act (DCIA) cre-
ated more tools for the Treasury Department
and individual agencies to reduce losses and
increase collections. In the special collection
phase, when a loan becomes seriously delin-
guent—over 180 days overdue—Treasury will
help the agency by intercepting other Federal
payments to the delinquent borrower and ap-
plying them to the delinquent account. Treas-
ury can also cross-service debts that are over
180 days overdue by referring them to private
collection agencies. A principle of sound credit
management for most Federal loan programs
is that once a loan is delinquent for over one
year, the agency should sell the debt or write

it off as uncollectible, as appropriate. The Fed-
eral Credit Policy Working Group will review
write-off practices and redesign loan sales pol-
icy in order to cut the growth of delinquencies
and boost Federal collections of delinquent
debt. By January 1999, the Federal Credit Pol-
icy Working Group, in cooperation with the
CFO Council, will work to reduce delin-
guencies by 10 percent and increase collections
by $95 million from the 1997 level.

Management Support Initiatives

The activities described above do not encom-
pass all of the Administration’s management
efforts. Indeed, the Administration continues
to work on a host of other initiatives—
from providing more Federal services electroni-
cally to improving the management of credit
programs—that will help reach the goal of
creating a Government that “works better
and costs less.”

Access America: This plan, which the Vice
President is spearheading, is designed to make
Government services available electronically to
all Americans who seek them. More specifi-
cally, the plan calls for, among other things,
conducting electronically those transactions
that individuals, States, localities, businesses,
law enforcement agencies, and others most
often request; ensuring high standards of pri-
vacy and security for these transactions; and
providing the necessary infrastructure and
skills in Government to support the vision. A
Government-wide task force is leading imple-
mentation efforts.?

Electronic Commerce Security: Electronic
commerce is the use of computers and net-
works to buy and pay for goods and services,
accept regulatory filings, and provide public
services—making Government more conven-
ient and cost-effective. For agencies and the
public to enjoy those benefits, however, they
must be sure that their information is going
to whom it should—and to no one else. An
important tool for providing that security is
the digital signature, but the private institu-
tions and the rules for managing those signa-
tures are just emerging. Through efforts of the
Government Information Technology Services
Board and others, the Federal Government is
aligning Federal electronic commerce security

8 For further details, see www.gits.fed.gov.
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practices with this emerging private infra-
structure.

Data Center Consolidation: The Govern-
ment can save money by consolidating large
computer centers, thereby eliminating duplica-
tion in facilities, staff, computer hardware and
software, and related services. Large-scale
data processing service contracts, such as
GSA's Virtual Data Center contract, make
outsourcing for the related services sensible
and cost-effective. OMB has directed agencies
to significantly reduce the number of agency
data centers to save substantial sums of money
for the Government.

Budgeting for Results: In preparing the
budget, the Administration had, for the first
time, agency strategic plans, annual perform-
ance plans, and performance measures to help
decide how to allocate resources. In general,
however, the budget structure and charging
practices do not make it easy to match costs
with a specific program. First, the budget does
not charge all of a program'’s resources to that
program; instead, the budget subsidizes pro-
grams by paying for certain activities cen-
trally. Second, not all budget accounts are as
well-aligned as they might be with the pro-
grams they finance. As a result, in some cases,
the quality of budgeting, management, and re-
source acquisition all suffer.

Good budgeting is predicated on the ability
to compare costs and benefits, at least roughly,
across all programs every year. In some
cases, current practices distort such compari-
sons. Good management requires that man-
agers focus on, and are held accountable
for, getting the best results for the resources
they have. Managers should be free to allocate
resources as they see fit, and to obtain
competitive, performance-oriented procure-
ment.

To better integrate budgeting with perform-
ance planning and reporting, as GPRA envi-
sions, OMB will work with agencies to review
their budget account structures and, in con-
sultation with the Budget Officers Advisory
Council and the CFO Council, develop legisla-
tion to enable agencies to charge programs’
accounts uniformly and comprehensively for
the resources they use. As these proposals
take shape, OMB will consult with the Con-
gressional Budget Office, the General Account-

ing Office, and congressional committees on
next steps.

Competition: Competition spurs efficiency.
Federal agencies that provide administrative
and other support services need the stimulus
of competition to sharpen their skills, improve
their performance, and cut their costs. As a
result, for buying commercial goods and serv-
ices, the Administration is encouraging agen-
cies to consolidate common administrative
services, and to compete those and other serv-
ices with one another and with the private
sector on a level playing field to provide the
best deal for the taxpayer, in accordance with
the March 1996 revised OMB Circular A-76
Supplemental Handbook. More competition
will spur new technologies, new capital, and
new management techniques to help improve
performance, while creating greater opportuni-
ties for Federal and private employees and
their customers. The Secretary of Defense, for
instance, has announced that the department
will evaluate over 41,000 FTE positions for
their possible conversion to the private sector
or other agencies in 1999, and evaluate over
150,000 FTE through 2001.

Error Reduction: The Administration is
launching an effort to reduce errors in Federal
programs that lead to waste, fraud, or abuse.
Federal agencies will work together to identify
common sources of error and enable the Gov-
ernment to develop more integrated solutions,
thus saving money for the taxpayers. For 1999,
the Administration will focus on increasing ac-
curacy and efficiency in three areas: program
eligibility verification; financial and program
management; and debt collection.

« Eligibility verification: Many agencies run
benefit and credit programs in which eligi-
bility depends, at least in part, on an
applicant’'s income or other financial re-
sources, and other criteria, such as marital
status and number of dependents. These
programs include small business loans,
student loans and grants, veterans pen-
sions, rental housing assistance, income
maintenance, nutrition support, and
others. Generally, applicants must submit
financial and other data on forms that
agencies use to determine eligibility. When
applicants provide false or erroneous infor-
mation about their income or personal sta-
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tus, they may receive benefits for which
they are ineligible, and may deprive eligi-
ble applicants from the assistance they de-
serve. A better verification process for
credit and benefit programs can reduce er-
rors significantly and allocate resources
more fairly.

e Financial and program management:
Agencies often can address the sources of
errors within programs by changing their
financial or management practices. For ex-
ample, transaction analysis software can
help agencies identify improper billing
trends or high-risk operations. In addition,
agencies could recoup the interest lost due
to overpayments to vendors by charging
the vendors for those funds, and the Ad-
ministration is drafting legislation to en-
able the Treasury Department to assess
those charges. Also, more audits and other
integrity initiatives will help agencies
identify errors earlier. The biggest payoffs
come when agencies prevent errors up
front or quickly identify them before losses
mount.

* Debt collection: Although most efforts to
improve accuracy focus on prevention,
some bad debt is inevitable. In trying to
collect, agencies face the major obstacle of
finding both the debtor and his or her em-
ployer. For example, the Education De-
partment devotes about 70 percent of its
collection efforts to locating debtors. Agen-
cies could collect debt more effectively by
better using data, subject to appropriate
privacy protections, that's already in Gov-
ernment databases such as the National
Directory for New Hires, which should be
fully on line in early 1998 and which pro-
vides some of the Federal Government’s
most timely information for debt collection
purposes.

Inter-Agency Working Groups: Using
Network Management for Better
Performance

The Administration relies on inter-agency
groups to develop certain policies, and to
identify and implement ways to better manage
Federal resources. The groups meet regularly
to initiate action, undertake projects, exchange

information, set priorities, and recommend

policy direction.

In 1993, President Clinton established the
President’'s Management Council (PMC), com-
prising the Chief Operating Officers of the
largest Federal departments and agencies,
to improve management of the Executive
Branch. The PMC has undertaken a number
of initiatives, including:

* Rightsizing: Leading efforts to reduce the
number of Federal civilian employees
without unnecessarily disrupting the work
force.

e Procurement reforms: Identifying perform-
ance measures to help agencies assess im-
provements in the procurement process,
and supporting implementation of Elec-
tronic Commerce and Performance-Based
Service Contracting initiatives.

e Field office restructuring: ldentifying ap-
propriate criteria for restructuring activi-
ties within agencies; and recommending
various approaches to restructuring.

e Overseas missions: Implementing a cost-
sharing process for foreign missions.

e Labor-Management partnerships: Support-
ing partnerships through continuous com-
munication with union leaders; and foster-
ing culture change at all organizational
levels.

e Customer service: Facilitating the develop-
ment of customer service standards in
agencies and the delivery of Customer
Service Reports.

The President's Council on Integrity and
Efficiency (PCIE), comprising 27 Presiden-
tially-appointed Inspectors General (IGs) and
other key integrity officials, focuses on two
main objectives:

e mounting collaborative efforts to address
integrity, economy, and effectiveness is-
sues that transcend individual agencies;
and

 increasing the professionalism and effec-
tiveness of IG personnel across the Gov-
ernment.

The PCIE, for example, has recommended
controls for Federal electronic benefits pro-
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grams and reviewed the next generation improvement efforts. In 1999, JFMIP will
of Federal Government credit card programs. revise the Federal Supply Schedule for Federal
In addition to setting basic standards for financial systems, and continue to develop
IG investigations, audits, and inspections, Systems standards and other guidance docu-
the PCIE has confronted new challenges, ments.

from implementing the 1993 Government Per- Table IV-5 lists the priorities of several

formance gnd Results Act to dev.eloping thg other inter-agency working groups: the Na-
Federal Financial Statement Audit Manual. tional Partnership Council, the CFO Council,

A reinvigorated Joint Financial Management  the Chief Information Officer (C10) Council,

Improvement Program (JFMIP) will use added the Electronic Proc_esses _Initiative _Committee,
resources to help agencies in financial systems the Federal Credit Policy Workl_ng Group,
and the Federal Procurement Council.

Table IV-5. PRIORITIES OF INTER-AGENCY WORKING GROUPS

National Partnership Council

President Clinton established the National Partnership Council in October 1993 to enlist the Federal labor
relations program as an ally in reinvention, and to refocus Federal labor relations from adversarial litiga-
tion to cooperative problem solving. Among the NPC’s key objectives for 1998 are the following:
« Bring high-level attention to partnership issues to ensure that partnerships are established and
working effectively throughout the Federal Government.
« Continue to focus on partnerships experiencing problems and help them overcome barriers.
« Encourage partnerships to address major NPR objectives, such as increasing efficiency, improving
service, and reducing cost.

Chief Financial Officers Council

Authorized by the CFOs Act, the CFO Council is a Government-wide body that addresses critical cross-cut-
ting financial issues by working collaboratively. The Council consists of the CFOs and Deputy CFOs of the
24 largest Federal agencies and senior officials of OMB and Treasury. The CFO Council’s priorities are:

« Improve financial management systems.

« Effectively implement the Government Performance and Results Act.

 Issue accounting standards and financial statements.

» Develop human resources and CFO organizations.

* Improve the management of receivables.

* Ensure management accountability and control.

« Modernize payments and business methods.

¢ Improve the administration of Federal assistance programs.

Chief Information Officers Council

The CIO Council’s role includes: developing recommendations for information technology management
policy, procedures, and standards; identifying opportunities to share information resources; and assessing
and addressing the Federal Government’'s needs for an information technology work force. The Council con-
sists of Cl1Os and Deputy CIOs from 28 large Federal agencies, two CIOs from small Federal agencies, and
representatives from OMB and two information technology boards. The CIO Council’s priorities are:

« Define an interoperable Federal information technology architecture.

« Ensure information security practices that protect Government services.

» Lead the Federal year 2000 conversion effort.

» Establish sound capital planning and investment practices.

« Improve the information technology skills of the Federal work force.

« Build relationships through outreach programs with Federal organizations, Congress, industry, and

the public.

9 For more on PCIE activities, see 1Gnet (www.ignet.gov).
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Table IV-5. PRIORITIES OF INTER-AGENCY WORKING GROUPS—Continued

Electronic Processes Initiative Committee (EPIC)

The President’'s Management Council established EPIC to integrate end-to-end business processes electroni-
cally, with an emphasis on procurement and finance. EPIC consists of senior officials from DOD, the
General Services Administration, Treasury, and OMB. The EPIC priorities are:

Use a multi-purpose smart card to support reengineering of business and administrative processes.
Integrate electronic buying and paying processes.

Efficiently and effectively process intra-governmental transfers that contribute to unqualfied finan-
cial statements.

Federal Credit Policy Working Group

This inter-agency forum provides advice and assistance to OMB, Treasury, and Justice in formulating and
implementing Government-wide credit management policy. Membership consists of representatives from
the major credit and debt collection agencies and OMB. The Federal Credit Policy Working Group’s prior-
ities are:

Effective implementation of the Debt Collection Improvement Act.

Use of the Internet for credit management, especially for lending, underwriting, and portfolio status
reporting.

Sale of loan assets that are over a year delinquent.

Review agency write-off practices and Government-wide policy.

Improve prescreening of loan applications to validate eligibility and application data.

Federal Procurement Council

The Federal Procurement Council, which consists of the Senior Procurement Executives from major Federal
agencies, meets regularly with OMB to discuss ways to improve the procurement process. The Federal Pro-
curement Council’s priorities are:

Promote agency use of commercial buying practices by increasing the use of performance-based serv-
ice contracting, past performance in administering current contracts and selecting new contractors,
electronic commerce as an enabler, and other innovative buying strategies.

Promote the Federal procurement work force's use of good business judgment within an adaptable
system of flexible rules and procedures that allow professionals, working in a continuous learning
environment, to use discretion.

Collaborate with budget, financial, and information technology management offices to improve
agency planning and management of capital asset procurement.

Promote national socioeconomic procurement policies consistent with fostering the efficiency and
effectiveness of the procurement system.

Promote the use of a globally competitive industrial base, integrating facilities and operations serv-
ing the Government market with those serving the commercial market by reducing Government-
unique requirements that restrict full integration.

Increase customer satisfaction by routinely providing quality products and services, on time, and
within budget.
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1. INVESTING

IN EDUCATION AND

TRAINING

Americans want the best for our children. We want them to live out their dreams, empowered
with the tools they need to make the most of their lives and to build a future where America
remains the world’s beacon of hope and freedom and opportunity. To do this, we must all make
improving the quality of education in America one of our highest priorities.

President Clinton
September 1997

In today’'s fast-paced, increasingly competi-
tive world economy, the most successful Ameri-
cans are those with the skills to compete,
making education more and more vital for
all Americans. Tomorrow’'s workers face an
even greater challenge. As technological inno-
vations change the very nature of work,
employers will demand even more highly
skilled and flexible workers. The best-paying
jobs increasingly will go only to those with
education and training beyond high school.

For the most part, our Nation places respon-
sibility for education and training on State
and local governments, families and individ-
uals, and the private sector. Nevertheless,
the Federal Government plays a crucial role
in supporting education and training, from
pre-school through adulthood.

Over the last five years, the President
has worked hard to expand Federal support
in ways that help families, communities,
and States ensure that every boy and girl
is prepared to make the best use of education;
that the education system enables every child
to learn to his or her potential; that those
who need resources to pay for postsecondary
education and training can get them; that
those who need a second chance at education
and training, or a chance to improve or
learn skills throughout their working lives,
can get those opportunities; and that States
and communities that receive Federal funds
can use them more flexibly, with fewer regula-
tions and less paperwork.

The budget proposes to significantly increase
funding to help children, especially children
in the poorest communities, reach challenging
academic standards, and it proposes to make
further progress in implementing voluntary
national tests. At the same time, the budget
proposes major new initiatives to help families
and caregivers more effectively begin children’s
education; to help high-poverty, low-achieving
school districts carry out reforms and hold
schools accountable for improving student
achievement; to raise the rate of school
construction and renovation; to fund 4,000
school- and community-based sites for before-
and after-school programs for children; to
reduce class size by paying for 100,000 new
teachers over the next seven years; to expand
public school choice; to improve reading and
mathematics achievement; and to improve
the quality of teaching and the use of tech-
nology.

To ensure that Americans get the post-
secondary education and training they need
to succeed at work, the budget proposes
to increase Pell Grants and other college
scholarship awards; to expand College Work-
Study to a record one million students; to
streamline student loan programs and cut
student fees; to continue implementing the
Welfare-To-Work program; and to expand ac-
cess to job placement services, training, and
related services for dislocated workers and
others. In addition, the budget proposes new
initiatives to help colleges, high schools, and
middle schools provide continuous mentoring
and other services to encourage students
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in high-poverty areas to stay in school and
prepare for college; to explain the benefits
of college and the availability of Federal
student aid to students and their families;
and to provide intensive help to jobless
youth in high-poverty areas (see Table 1-1).

Elementary and Secondary Education

Federal programs help all children, espe-
cially those in high-poverty areas, achieve
all they can. The budget increases support
for most ongoing programs, and proposes
new programs with substantial resources to
supplement them. (For information on Head
Start and other important education-related
programs for young children, see Chapter
2, “Supporting Working Families.”)

Voluntary National Tests: The President
has proposed tests—in fourth grade reading
and eighth grade mathematics—with which
parents and schools can evaluate their
students’ achievement against challenging
standards of performance, and against the
achievements of children across the country
and the world. The budget proposes $16 mil-
lion to further develop the tests, which the
States would administer.

New Teachers and Smaller Class Sizes:
Soaring school enrollments have caused severe
teacher shortages and classroom overcrowding.
The budget provides $7.3 billion over five years
to help States reduce class size in the early
grades by recruiting and training teachers to
teach effectively in small-class settings. Re-
search in Tennessee and Indiana shows that
reducing class size to 15-18 students in the
early grades improves student achievement,
particularly among low-income and minority
students in inner cities.

Teacher Recruitment and Preparation:
The budget provides $67 million, and $350 mil-
lion over five years, to help improve the qual-
ity of teacher preparation programs at colleges
and universities and address shortages of well-
prepared teachers, particularly in urban and
rural schools. In 1999, the proposal would fund
12 partnerships of exemplary teaching colleges
and universities, urban and rural schools, and
subsidiary colleges and universities with teach-
ing programs. It also would fund at least 7,000
scholarships in 1999, and 35,000 over five

years, to help recruit and retain teachers for
urban and rural schools.

Education Opportunity Zones: Most
school districts with children who are the
furthest away from reaching challenging aca-
demic standards serve the poorest commu-
nities. The budget proposes new resources to
help these districts if they adopt tough reforms
to hold schools accountable for improving qual-
ity, expanding public school choice, ending so-
cial promotion, and showing real improve-
ments in student achievement. About 50 high-
poverty, low-achieving, urban and rural school
districts would receive funds for at least three
years, and schools that show significant learn-
ing gains could get funds for two more. The
budget proposes $200 million for the initiative,
and $1.5 billion over five years.

School Construction: A third of all schools
across the country, with 14 million students,
have one or more buildings that need extensive
repair, according to the General Accounting
Office. School districts also face the cost of up-
grading schools to accommodate computers
and modern technology, and of constructing
new classrooms and schools to meet expected
record enrollment levels over the next decade.
The President proposes $5 billion in tax incen-
tives over five years, and more than $10 billion
over 10 vyears, to help States and school
districts accelerate the pace of new construc-
tion or renovation projects. States and school
districts will be able to leverage the Federal
investment by amounts that are even greater.

Education Technology: In February 1996,
the President challenged the public and
private sectors to work together to ensure that
all children are technologically literate by the
dawn of the 21st Century, and that schools
take full advantage of the benefits of
technology in raising student achievement.
Achieving this goal will require progress in
four areas: connecting every classroom to the
Internet; expanding access to multimedia
computers; increasing the availability of high-
qguality educational software and content; and
ensuring that teachers can teach effectively
using technology.

The budget supports the following major
programs that help achieve these goals, with
a new focus on technology training for teach-
ers, so that all new teachers entering the
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Table 1-1. THE BUDGET INCREASES RESOURCES FOR MAJOR EDUCATION AND TRAINING
PROGRAMS BY $11.6 BILLION, OR 32 PERCENT OVER 1998, AND BY A TOTAL INCREASE

OVER 1993 OF 81 PERCENT

(Dollar amounts in millions)

Dollar Percent
1993 1998 1999 Change: Change:
Actual Estimate Proposed 1998 to 1993 to
1999 1999
TAX EXPENDITURES:
Hope Scholarships Credit .. 205 4,160 +3,955 NA
Lifetime Learning Credit 115 2,550 +2,435 NA
School Construction et reae e eeseaee e 215 +215 NA
Work Opportunity Tax Credit (Targeted Jobs Tax Credit in 1993) ............. 160 280 406 +126 +154%
Welfare/Jobs Tax Credit ... o 10 41 +31 NA
Total, taX eXPeNAiTUIES ........cccceiiiiiiieiieeee e 160 610 7,372 +6,762 +4,508%
MANDATORY OUTLAYS:
Welfare-to-Work Grants 466 1,299 +833 NA
Early Learning FUNd (SEe Chaper 2) ........cccoiiiiiiiiiiieiieeie ettt niees aieeseeeneeaee eenbeeseesnneesnes 372 +372 NA
RECEIPTS FROM TOBACCO LEGISLATION:
Class Size REAUCTION ........cocciiiiiiiiiiiiiiii e e cobesseers e 1,100 +1,100 NA
DISCRETIONARY BUDGET AUTHORITY:
Pre-School (see Chapter 2):
Head Start ... 2,776 4,355 4,660 +305 +68%
Elementary an
America Reads Challenge:
Department 0f EAUCATION .......cciiiiiiiiiiiiisiceee e reste e nes eenrese e 260 +260 NA
Corporation for National and Community Service 64 153 +89 NA
Goals 2000 491 501 +10 NA
Education OPPOIrtUNITY ZONES ........cciuiiiiiiiiiitiiieeie ettt ans eesbesieaineaen enesteseennenneans 200 +200 NA
Education Technology 584 721 +137 +3,035%
Title I—Education for the Disadvantaged .... 6,709 8,022 8,496 +474 +27%
Eisenhower Professional Development .. 289 335 335 e +16%
Teacher Recruitment and Preparation ... veesieesiieenes areenieesneenieens 65 +65 NA
Special Education 2,966 4,811 4,846 +35 +63%
Bilingual and Immigrant Education ...... 213 354 387 +33 +82%
Safe and Drug Free Schools and Communities 582 556 606 +50 +4%
CRAMTEr SCROOIS .....evieiiiiicc e e eees renneseeene s 80 100 +20 NA
After-School Learning CeNTEIS ........cccoiiiiieiiiiieiie sttt aes anesbeaeennene 40 200 +160 NA
Postsecondary Aid:
Pell Grants 6,372 7,345 7,594 +249 +19%
College Work-Study .... 617 830 900 +70 +46%
Other Campus-based Ai 764 779 709 -70 7%
Early Awareness Information Campaign .........cccccoiiieiiiiiiiniiieie e e e 15 +15 NA
Work Force Development:
Learning Anytime, Anywhere Partnerships (Education and Labor De-
partments) 40 +40 NA
Opportunity Areas for Out-of-School Youth . 250 +250 NA
Vocational Education 1,170 1,147 1,150 +3 —2%
Adult Education . 305 361 394 +33 +29%
Veterans Employment Services and Training ....... . 167 164 264 +100 +58%
School-to-Work (Education and Labor Departments) ..........ccccceviiniienies vevvieeneeennen, 400 250 -150 NA
Job Corps 966 1,246 1,308 +62 +35%
JTPA Low-income Adult Training . 1,015 955 1,000 +45 1%
JTPA Dislocated Worker Assistance ...... 517 1,351 1,451 +100 +181%
Employment Service and One-Stop Centers 895 974 964 -10 +8%
Total, budget aUtNOTITY ....ocooiiiiiie e 26,346 35,244 37,819 +2,575 +44%
TOTAL RESOURCES (tax expenditures; receipts; mandatory outlays;
and budget authority) 25,506 36,320 47,962 +11,642 +81%
STUDENT LOANS (face value of loans issued):
[T 1 ¢ =Tox o [0 F-Y g [PPSO RROUPRRRIRY 11,204 12,002 +798 +100%
Guaranteed loans 16,089 20,461 21,932 +1,471 +36%
Consolidation loans 1,540 6,574 6,116 —-458 +297%
Total, StUdENT TOANS .....ooviiiiiiiieee e 17,629 38,239 40,050 +1,811 +127%
DEPARTMENT OF EDUCATION:
Discretionary Budget AUTNOTITY ......cccoeeiiiiiiiiiiiiecie e 23,694 29,559 31,156 +1,597 +31%

NA =Not applicable.
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work force can use technology effectively
in the classroom, and that there is at least
one teacher who can serve as a technology
expert in every school to help other teachers
use technology.

e Technology Literacy Challenge Fund: In
1996, the President committed to securing
$2 billion over five years to support edu-
cation technology goals. Through this
Fund, States receive formula grants for
buying hardware, connecting to the
Internet, training teachers, and developing
and buying high-quality software. Through
1998, the Fund has received $625 million
and, for 1999, the budget proposes another
$475 million. In 1999, the Administration
will encourage States to spend at least 30
percent of the Fund on teacher training
in technology use.

e Technology Innovation Challenge Grants:
The budget proposes $106 million for this
program, which awards competitive
matching funds to partnerships between
schools and the private sector to imple-
ment innovative applications of edu-
cational technology.

e Technology Training for Teachers: The
budget provides $75 million for new grants
to States, teacher colleges, and others to
help ensure that all new teachers can use
technology effectively.

e Community Computer Centers: The budget
proposes $10 million to help establish com-
puter centers in low-income communities
so that families that cannot afford to buy
computers at home still have access to the
technology, and their children will not fall
behind classmates with home computers.
These centers can help low-income fami-
lies gain access to on-line job databases
and distance learning opportunities.

America Reads: Last year, the President
launched the America Reads Challenge, a
multi-faceted effort to help States and commu-
nities ensure that all children can read well
and independently by the end of third grade.
The budget provides $260 million for the Edu-
cation Department to help train reading tutors
and coordinate after-school, weekend, and
summer reading programs that are linked to
in-school instruction; help train teachers to

teach reading; and help parents help children
prepare to learn to read. The budget also pro-
poses a $89 million increase, to $153 million,
for the Corporation for National and Commu-
nity Service to recruit America Reads tutors
through its AmeriCorps and related programs.
Responding to the President’s challenge, 838
colleges have pledged to use tens of thousands
of federally-financed work-study positions for
tutoring programs.

Mathematics Initiative: The Third Inter-
national Mathematics and Science Study
revealed that while the Nation’s fourth grade
students are performing above average in
mathematics, eighth graders are performing
below average. In response, the President
asked the Education Department and the
National Science Foundation to develop an
initiative to help students meet challenging
mathematics standards in the eighth grade.
The budget proposes $37 million for this initia-
tive, which will improve mathematics teaching
through better teacher preparation and the use
of effective instructional materials and tech-
nology.

Goals 2000: Enacted in 1994, Goals 2000
helps States set high standards for all chil-
dren, and plan and implement steps to raise
educational achievement. It builds on the
National Education Goals, first articulated by
the Nation's governors (led by then-Governor
Clinton) and President Bush in 1989, which
provide national targets but encourage States
to develop their own means to achieve them.
The budget provides $501 million for Goals
2000 (in which every State participates), $10
million more than the 1998 level.

Charter Schools: Charter schools introduce
variety and choice into the public school sys-
tem. Parents, teachers, and communities cre-
ate the schools, and States free them from
most rules and regulations. Charter schools
now number over 700, and some are already
producing higher student test scores and lower
drop-out rates. The budget proposes $100 mil-
lion for public charter schools, a $20 million
increase over the 1998 level, to fund start-up
costs for 1,300 to 1,500 schools and continue
progress toward the President’s goal of 3,000
charter schools by 2001.
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Title I—Education for the Disadvan-
taged: Title I provides funds to raise the edu-
cational achievement of disadvantaged chil-
dren. In 1994, the President proposed, and
Congress adopted, legislation to focus Title |
resources more on low-income children, to set
the same high standards for those children as
for all others, to hold schools accountable for
progress toward achieving those standards,
and to give States and schools greater flexibil-
ity in using Title 1 funds. The budget provides
$8.5 billion, six percent more than in 1998,
including $7.8 billion for grants with which
school districts can provide educational serv-
ices to over 10 million children in poor commu-
nities.

Comprehensive School Reform Demon-
stration: This program, which Congress en-
acted last year, will help nearly 3,500 schools
Nation-wide implement effective, research-
based school improvement models. The budget
proposes $150 million for these demonstrations
in high-poverty schools, a $30 million increase,
and $25 million for similar demonstrations in
other schools.

Safe and Drug-Free Schools and Com-
munities: Since 1993, this program has pro-
vided a total of $3.1 billion to help 97 percent
of all school districts implement anti-drug and
anti-violence programs. The budget proposes
$556 million, including $125 million in com-
petitive grants for projects that use proven
program designs in high-need areas. The budg-
et also proposes $50 million for a new School
Drug Prevention Coordinators program to en-
sure that half of all middle schools have a
director of drug and violence prevention pro-
grams to monitor local programs and link
school-based programs to community-based
programs.

Special Education: Last year, the Presi-
dent signed into law amendments to the Indi-
viduals with Disabilities Education Act (IDEA)
to help States improve educational results for
children with disabilities by holding States ac-
countable for performance and focusing re-
sources on teaching and learning. The budget
provides $4.8 billion for IDEA, including an
increase of $20 million for the Infants and
Families program and an increase of $10 mil-
lion to expand State Improvement Grants to
reach 35 to 40 States.

Postsecondary Education and Training

High school is the first key step to a
good job. But it is only a first step. Those
with more years of schooling consistently
earn more over their working careers than
those with only a high school degree. The
cost of higher education can be imposing
to many families, but Federal support through
Pell Grants, work-study, student loans, Hope
Scholarship credits, Lifetime Learning Credits,
other tax benefits, and other programs now
make college affordable for every American.
The budget proposes to help even more
young people go to college and to teach
all families about the full range of Federal
aid.

College Preparation and Attendance:
The budget proposes a new $140 million initia-
tive to help increase college participation
among low-income students. It also proposes
a $15 million College and Financial Aid Infor-
mation program—a Nation-wide information
campaign on the benefits of higher education
and the availability of Federal resources.

Hope Scholarship Credits and Lifetime
Learning Credits: Last year, the President
proposed, and Congress enacted, new tax bene-
fits for postsecondary education for low- and
middle-income families. With Hope Scholar-
ships, students in the first two years of college
or other eligible postsecondary training can get
a tax credit of up to $1,500 for tuition and
fees. In 1999, an estimated 5.5 million stu-
dents will receive $4.2 billion in tax credits.
Under the Lifetime Learning Credit, students
beyond the first two years of college, or those
taking classes part-time to improve or upgrade
their job skills, will receive a 20-percent tax
credit for the first $5,000 of tuition and fees
each year through 2002, and a 20-percent cred-
it for the first $10,000 thereafter. In 1999, an
estimated 7.2 million students will receive $2.5
billion in tax credits.

Pell Grants: The President proposes to
raise the maximum Pell Grant award by $100,
to $3,100—the highest ever—to reach 3.9 mil-
lion low- and middle-income undergraduates.
The budget provides $7.6 billion for Pell
Grants, a $249 million increase over the 1998
level. In addition, in its reauthorization
proposals for 2000, the Administration will
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Investing in the Special Needs of Hispanic Americans

The education of Hispanic Americans requires special attention. Their high school drop-out rate,
for example, is unacceptably high. Due in part to 1994 improvements in the way that children
with limited English proficiency are served, Latinos now receive 32 percent of services under
Title I (the largest elementary and secondary program), more than any other minority group. On
top of other efforts to boost funding for programs that serve disadvantaged students, the budget
targets funding to programs that show particular promise in addressing these needs. The fund-
ing increases include:

$30 million, to a total of $150 million, for Comprehensive School Reform in high-poverty
schools, providing grants for research-proven reform efforts to schools that have low
achievement and high drop-out rates;

$25 million, to $50 million, for Bilingual Education Professional Development, giving
teachers the skills they need to help their students learn English and meet challenging
academic standards;

$53 million, to $583 million, for the TRIO programs that work with low-income high
school and college students to encourage them to complete high school and attend, and
graduate from, college;

$16 million, to $28 million, for assistance for colleges and universities that serve large
numbers of Hispanic students;

$5 million, to $15 million, for the High School Equivalency Program for migrants and the
College Assistance Migrant Program;

$33 million, to $394 million, for Adult Education to expand services and improve English
as a Second Language programs by identifying and disseminating proven and promising
practices;

$50 million, to $355 million, for Title I-Migrant Education, which provides additional edu-
cational assistance to migrant children; and

$5 million for a Labor Department demonstration program to develop new training, and
work and learning opportunities to help young migrant farm workers qualify for other job

opportunities with career potential.

propose to expand Pell Grants to reach more
low-income independent students and others.

Work-Study: In 1996, the President commit-
ted to expanding the Work-Study program to
one million students by the year 2000. The
budget reaches the goal one year early. In
1999, one million needy students would earn
their work-study awards by helping their
schools or surrounding communities. The
budget provides $900 million—the highest
level ever—a $70 million increase over the
1998 level.

Student Loans: An estimated 6.2 million
people will borrow $40 billion through the
Federal student loan programs in 1999. The
Administration proposes to improve financial
incentives in the Federal Family Education
Loan program, which guarantees commercial
loans through intermediaries known as

guaranty agencies, and ensure continued
innovation in the Direct Loan program, which
provides capital directly to schools and stu-
dents. The budget proposes to streamline the
Government-guaranty system, to save money
for students and families, and to improve serv-
ices to both schools and borrowers.

A new interest rate structure for student
loans, scheduled to take effect on July 1,
1998, may prompt some lenders in the Govern-
ment-guaranteed loan system to withdraw
rather than accept lower revenues. The Admin-
istration plans to work with Congress on
a rate structure that ensures that students
continue to enjoy access to loans but that
still limits student costs.



1. INVESTING IN EDUCATION AND TRAINING

57

Providing More Benefits to Students

cent.

Improving Loan Management

Improving Student Loan Programs

The budget proposes reforms in both the direct and guaranteed student loan programs that will
benefit students, taxpayers, and schools, as outlined below.

e Cut origination fees on new loans to students and parents to three percent, from four per-

« Phase out origination fees for needy students.
* Require lenders to offer flexible repayment terms to borrowers.

Streamlining the Government-Guaranteed Loan System

« Establish performance agreements with guaranty agencies, with compensation tied to the
amount and quality of work they perform.

« Recapture unneeded Federal funds held by guaranty agencies.

« Ensure that both loan programs use private industry best practices, such as electronic
loan origination and access on the Internet to loan balance information, to improve cus-
tomer service, minimize defaults, and improve loan servicing.

» Standardize processes and data formats as much as possible in both Federal loan pro-
grams to increase efficiency and lower costs.

Innovations for Access and Retention
among Low-lncome Students, Especially
Minorities: Although the Federal Government
provides significant resources to finance higher
education for everyone who needs the help,
some groups of Americans, especially some mi-
norities, still attend college at lower rates than
others and drop out at higher rates. The budg-
et provides $20 million for rigorously designed
experiments to determine how to promote
greater college attendance and completion
among these groups.

Learning Anytime, Anywhere Partner-
ships: The budget proposes $40 million ($30
million in the Education Department, $10 mil-
lion in the Labor Department) to enhance and
promote distance learning opportunities (i.e.,
learning outside the usual classroom settings,
via computers and other technology) for all
adult learners. In Education, the program
would fund partnerships among educational
institutions, software developers, subject mat-
ter specialists, and private employers to
develop new means of delivering distance
learning, and of assessing competencies of dis-
tance learners. In Labor, the program would
support information for job seekers, employers,
and workers on the skills required for various
occupations, and the training needed and
available to acquire them.

Work Force Development

With college now affordable to every Amer-
ican through the broad array of Federal
assistance, the Administration seeks to ensure
that every adult has access to employment
and training services. Adults who lose jobs
and need new jobs or new skills to get
those jobs, adults who are seeking jobs for
the first time, or adults who want new
skills to advance or change their careers
need a broad array of financial and program
supports—especially as workers strive to suc-
ceed in the fast-changing new economy.

To the extent that adults need resources
for traditional education and certain job train-
ing, the major postsecondary programs (de-
scribed earlier in this chapter) cover most
of their need. All adults can get loan assist-
ance to finance postsecondary degrees or
certificates; all low-income adults seeking un-
dergraduate degrees can get Pell Grants;
and all low- and middle-income adults can
get tax credits for job training and post-
secondary education expenses under the Hope
Scholarship and Lifetime Learning Credits.

In addition, all adults working in jobs
covered by the Unemployment Insurance sys-
tem are eligible, in accord with State laws,
for income support when they lose jobs.
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Many of them are also eligible for other
income support if they lose jobs for specific
reasons, such as the impact of certain trade
policy. All adults can get job search assistance
through One-Stop Career Centers, an Adminis-
tration initiative of the last five years that
has greatly improved the core Employment
Service system and greatly improved employ-
ment services and job and Ilabor market
information. Adults also have increasingly
greater access to job information through
the Internet and will have still greater oppor-
tunities through the Learning Anytime, Any-
where Partnerships described earlier in this
chapter. Nevertheless, the system for adults
is not yet complete.

The budget proposes to build on the initia-
tives, enacted in 1997, that began the process
of ensuring that State unemployment insur-
ance funds will be sufficiently solvent in
case of an economic downturn. The budget
also proposes to improve the mechanisms
to supplement regular unemployment insur-
ance with Extended Benefits when individual
States experience economic downturns.

Since 1993, the President has worked with
Congress to more than double funding for
dislocated worker training and employment
assistance and is proposing major new invest-
ments in the employment and training needs
of veterans. But, many adults need more
than financial help for training or income
support when they are between jobs. The
system of programmatic support for these
adults is primarily represented by the Job
Training Partnership Act (JTPA), including
its Dislocated Worker and Adult training
programs. The Administration continues to
believe that it is critical to restructure and
streamline Federal work force programs so
they can better serve workers and those
who want to work. The Administration first
proposed comprehensive reform in its 1995
Gl Bill for America’s Workers, and it is
working closely with Congress to fashion
major reform and streamlining of job training
programs, vocational education, and adult
education programs.

The Administration is committed to improve
the system for adults so that, in time,
all adults will be able to afford, and have
access to, the training and job placement

and related services they need. The budget
proposes to make further progress toward
this goal through the work force development
proposals described below.

e Dislocated Worker Training: The budget
proposes $1.5 billion, an increase of $100
million and nearly three times the amount
available when the President took office,
to provide readjustment services, job
search assistance, training, and related
services to help dislocated workers find
new jobs as quickly as possible. Among
the workers assisted by the program, and
the proposed increase, are those displaced
by trade and related causes.

e Low-Income Adult Training: The budget
proposes $1 billion, an increase of $45 mil-
lion, for the JTPA program that provides
training for disadvantaged and low-income
unemployed adults, including welfare re-
cipients.

e Welfare-To-Work: To help reach the
Temporary Assistance for Needy Families
program’s employment goal for welfare re-
cipients, the Administration sought, and
Congress provided, additional targeted
funds for a new Labor Department wel-
fare-to-work grants program. It will pro-
vide a total of $3 billion in 1998 and 1999
for formula and competitive grants to
States and local communities to give long-
term welfare recipients the job placement
services, transitional employment, and job
retention and support services they need
to achieve economic self-sufficiency.

e Adult Education: This program helps
almost four million educationally dis-
advantaged adults, including welfare re-
cipients and immigrants, develop basic
skills (including literacy), achieve their
certification of high school equivalency,
and learn English. The budget proposes
$394 million, an increase of $33 million
over the 1998 level.

¢ One-Stop Employment Service: The budget
proposes $817 million for grants to the
State Employment Service system, and
$147 million to complete the initial devel-
opment of the One-Stop Career Center
system and to continue building America’s
Labor Market Information System. By the
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end of 1999, all States will have received
grants to implement One-Stop systems
that streamline re-employment and career
development activities by improving access
to services for job seekers and employers.

Unemployment Insurance: Experienced
workers who lose their jobs generally are
eligible for up to 26 weeks of unemploy-
ment benefits. Although benefits vary by
State, the average benefit Nation-wide is
nearly $200 a week. An estimated 8.3 mil-
lion people will draw benefits in 1999. To
make the system even more secure, the
Administration will propose legislation in
1999 that will strengthen the unemploy-
ment insurance safety net so that benefits
are available in the event of a recession,
improve State administrative operations,
and make the standby Extended Benefits
program more responsive to State unem-
ployment.

Trade Adjustment Assistance (TAA): The
budget includes several proposals to carry
out the President’'s commitment to help
trade-impacted workers by providing
better access to training and income sup-
port: extending the TAA and NAFTA-
Transitional Adjustment Assistance
(NAFTA-TAA) programs for five years; ex-
panding eligibility for TAA benefits to
cover workers who lose jobs when plants
or production shifts abroad; raising the
statutory cap on training expenses; mak-
ing training and income support more con-
sistent across the TAA and NAFTA-TAA
programs; and adding a contingency provi-
sion to ensure that the Federal Govern-
ment has sufficient funds to finance any
unexpected increase in benefit costs for eli-
gible workers. The budget proposes to in-
crease TAA programs by $737 million over
five years.

Montgomery GI Bill (MGIB) and Veterans
Training and Employment: Over 400,000
veterans and reservists will receive
education benefits under the MGIB Active-
Duty program, which helps service
members readjust to civilian life after mili-
tary service, and the MGIB Reservist pro-
gram. The budget proposes a 20-percent
benefit rate increase for MGIB trainees—
the most significant increase since the pro-

gram’s inception—raising the Active-Duty
MGIB benefit to over $500 a month in
1999 for full-time enrollment, most of
which is in colleges. Along with the MGIB
benefit increase, for which the budget pro-
vides $1 billion over five years, the budget
also proposes an increase of $100 million,
and $500 million over five years, to ex-
pand the Labor Department's veterans
employment and training programs.

Youth Programs: While continuing to
improve the education of young people and
eliminate financial barriers to postsecondary
education and training for all, the budget con-
tinues support for State development of school-
to-work systems and for Labor Department
programs to help disadvantaged youth prepare
for careers.

» School-to-Work: Funded and administered
by the Education and Labor Departments,
this initiative makes competitive awards
to States and communities to build
comprehensive systems that help young
people move from high school to careers
or postsecondary training and education.
School-to-Work supports school reforms
and ties between schools and employers,
enabling young people to prepare for high-
skill, high-wage careers; receive top-qual-
ity academic and occupational training;
and pursue more postsecondary education
or training. The budget proposes $250 mil-
lion, $150 million less than the 1998 level,
reflecting the gradual sunsetting of the
program as States implement and sustain
their own systems.

* Youth Opportunity Areas: Recognizing the
special problems of out-of-school youth,
especially in inner-cities and other areas
where jobless rates can top 50 percent, the
budget includes $250 million for competi-
tive grants to selected high-poverty urban
and rural areas with major youth unem-
ployment problems. The Labor Depart-
ment will award funds to those high-pov-
erty areas, including federally-designated
Empowerment Zones and Enterprise
Communities, that submit applications
showing that they have the best chance
of substantially increasing employment
among out-of-school youth. These “seed”
funds will leverage State, local, and pri-



60

THE BUDGET FOR FISCAL YEAR 1999

vate resources to employ youth in private
sector jobs with good career opportunities.
(For more information on Empowerment
Zones and Enterprise Communities, see
Chapter 8, “Strengthening the American
Community.”)

e Summer and Year-Round Youth Employ-
ment and Training: The summer jobs pro-
gram gives hundreds of thousands of
urban and rural disadvantaged youth their
first work experience. The budget provides
$871 million to finance 530,000 job oppor-
tunities for the summer of 1999, assuming
that localities spend this flexible funding
entirely on summer jobs. The budget also
includes $130 million for the year-round
program to help low-income youth—many
of them in families on public assistance—
who have dropped out of school, or are
at risk of doing so, return to school or
alternative learning programs. The budget
would continue to permit local service de-
livery areas that receive both types of
these funds to shift resources between the
summer and year-round programs, as local
needs dictate.

e Job Corps: The Job Corps provides inten-
sive, work-related vocational skills train-
ing, integrated with academic and social
education, and support services to severely
disadvantaged young people in a struc-
tured residential setting. The budget pro-
poses $1.3 billion, an increase of $62 mil-
lion over the 1998 level, to open three to
five new centers, fund opportunities for
70,000 young people, and maintain prog-
ress on quality improvements begun in
1998.

Child Labor Abuses

Responding to growing concern for the
working conditions of children all over the

world, the budget proposes $89 million to
address the issue. Along with the proposed
$50 million increase for Title I—Migrant
Education, described earlier in this chapter,
the budget proposes $39 million for a two-
pronged attack on domestic and international
child labor abuses.

International Child Labor Activities: The
budget proposes a $27 million increase, to $30
million, for the Labor Department to enable
the International Labor Organization’s Inter-
national Programme to Eliminate Child Labor
to expand its work into more countries and
industries. The proposed five-year, $150 mil-
lion investment will help ensure that goods
produced abroad for the U.S. market are not
made with illegal child labor. The budget also
proposes $3 million to enable the Customs
Service to enforce the law banning the import
of goods made with forced or bonded child
labor.

Domestic Child Labor Activities: The
budget proposes $9 million for the Labor De-
partment, including $4 million to help elimi-
nate domestic violations of child labor laws,
particularly in the agriculture sector, and $5
million for demonstration programs to provide
alternatives to field work for migrant youth.

Education and Employment for People
with Disabilities

The budget proposes to maintain or increase
most programs for people with disabilities,
providing, for instance, a 16-percent increase
for certain activities that enforce the Ameri-
cans with Disabilities Act. The Administration
will continue to press Congress to enact
its proposal to help more people leave the
disability rolls to return to work. In addition,
the budget includes $2.4 million for an initia-
tive to develop new policies to reduce barriers
to employment for people with disabilities.
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My friends, for centuries, over two now, the American Dream has represented a compact that
those who work hard and play by the rules should be able to build better lives for themselves and
for their children. In this time, and even more into the future, child care that is too expensive, un-
safe or unavailable will be a very stubborn obstacle to realizing that dream. So let us commit
ourselves to clearing the obstacle, to helping parents fulfill their most sacred duty, to keeping the
American Dream alive for them and most important, for their children.

President Clinton
October 1997

The President has worked hard to improve
the lives of working families, financially and
otherwise.

The new Child Credit, coupled with a
major expansion of the Earned Income Tax
Credit (EITC) in 1993, provides significant
tax relief for working families that are trying
to raise their children and make ends meet.
The Child Credit will help 26 million families
a year, while the EITC expansion is already
helping 15 million. Together, the Child Credit
and the EITC will provide nearly $250 billion
in tax relief from 1999 to 2003. In addition,
the minimum wage increase that the President
successfully sought gives a big financial boost
to full-time, full-year minimum wage workers,
raising the pay of each by $1,800 a year.

Other new policies enable parents to meet
their families’ health needs without risking
their jobs, to change jobs without risking
their health insurance, and to find health
insurance for their children when they could
not otherwise afford it. The Family and
Medical Leave Act allows workers to take
up to 12 weeks of unpaid leave to care
for a newborn or adopted child, or to attend
to their own health needs or those of a
seriously ill family member. The Health Insur-
ance Portability and Accountability Act pro-
tects an estimated 25 million Americans a
year, allowing them to switch jobs without
losing their health insurance. The self-em-
ployed and those with pre-existing conditions
also will have an easier time finding and

keeping their health insurance. The new
Children’s Health Insurance Program (CHIP),
enacted as part of the 1997 Balanced Budget
Act (BBA), will enable millions of low-income
working families to more easily find health
insurance for their children.

Nevertheless, one major area remains in
which working families need more help—
child care. For one thing, parents need more
help when it comes to purchasing child
care. For another, when they go to work,
they should know that their children are
in safe, healthy environments. By helping
parents manage the twin demands of work
and family, the President's Child Care Initia-
tive, with its array of new benefits, is the
logical next part of his agenda for working
families.

In addition, the President proposes to ad-
dress the problems faced by a particular
group of working families—legal immigrants.
The budget would restore Food Stamps to
730,000 legal immigrants, and let States
provide health insurance under Medicaid and
CHIP to the children of legal immigrants.
As the President said at the time, the
provisions of the 1996 welfare reform law
that stripped legal immigrants of basic safety
net protections were not only harsh and
unnecessary, they also had nothing to do
with the fundamental goal of welfare reform—
to move people from welfare to work while
protecting children.

61
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Expanding Child Care

In 27 million families, both parents work
or a single parent works. But, many of
them who want safe, quality child care cannot
find it or cannot afford it. As part of
welfare reform, the Administration worked
with Congress to increase spending on major
child care programs by $4 billion over six
years. With important new initiatives to make
safe, quality child care more available and
more affordable, the budget proposes $5.3
billion in tax incentives and $16.1 billion
in new spending authority over five years—
$2.7 billion in total assistance in 1999 alone
(see Table 2-1).

The Child Care Initiative is designed to
address the most important needs of working
families: more affordable child care for middle-
and low-income families; more safe sites for
children after school and before parents come
home; much greater enforcement of minimum
health and safety standards for child care
providers; better-trained child care providers;
new help for families to use the Ilatest
research findings on early childhood develop-
ment; and a strong research program on
which to build for still better services.

More Affordable Child Care: The
President proposes to make child care more

affordable by expanding the Child and Depend-
ent Care Tax Credit for middle-income families
with child care costs, providing tax credits
with which businesses can expand their child
care resources, and increasing funds with
which the Child Care and Development Block
Grant can help more poor and near-poor chil-
dren.

Child and Dependent Care Tax Credit:
The Child and Dependent Care Tax Credit
helps about six million families cover their
child care costs each year. The budget proposes
to expand the credit so that it offers more
help for three million families with incomes
below $59,000, providing nearly $5 billion
in aid over the next five years.

Tax Credits for Private Employers: To make
child care services more widely available,
the budget proposes $500 million in tax
credits over five years for private employers
that expand or operate child care facilities,
train child care workers, contract with a
child care facility to provide child care services
to employees, or provide child care resource
and referral services to employees.

Child Care and Development Block Grant:
Federal child care funding has risen by
nearly 70 percent under this Administration,
providing child care services for over a million

Table 2-1. $21 BILLION OVER FIVE YEARS IN NEW RESOURCES FOR CHILD CARE
(In millions of dollars)
Estimate Total
1999 2000 2001 2002 2003 1999-2003
Spending:
Discretionary Budget Authority:
21st Century Community Learning Centers Increase .... 160 160 160 160 160 800
Provider Scholarship Fund ...........cccccoiiiiiiiiiiiiceee 50 50 50 50 50 250
Standards Enforcement 100 100 100 100 100 500
Research .......cccccceviiiinninn. 30 30 30 30 30 150
Apprenticeship ............... 5 5 [ S 15
Head Start Increase ....... 305 642 827 1,020 1,020 3,814
State Support Systems 5 5 5 5 5 25
Mandatory Budget Authority:
Early Learning FUNd ........ccccceviie i 600 600 600 600 600 3,000
Receipts from Tobacco Legislation:
Child Care and Development Fund Supplement ............. 1,155 1,280 1,400 1,600 2,065 7,500
Tax Expenditures:
Expansion of Child and Dependent Care Tax Credit ...... 256 1,192 1,078 1,125 1,163 4,814
Tax Credits for Private Employers .........ccccovvevieeniennen. 38 77 108 124 131 478
TOtAl i 2,704 4,141 4363 4,814 5324 21,346
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children from low-income working families
or whose parents are moving from welfare
to work. The budget would increase funds
for the Child Care and Development Block
Grant by $1.2 billion in new authority, to
a total of $4.3 billion in 1999, and by
$7.5 billion over the next five years, enabling
the program to provide child care subsidies
for 600,000 more poor and near-poor children
in 1999. These new funds, combined with
the child care funds provided in welfare
reform, will enable the program to serve
another million children over five years.

New Emphasis on Early Learning: The
budget provides funds for various activities to
improve the safety and well-being of young
children, including a new Early Learning Fund
that grew out of the White House Conference
on Early Childhood Development and Learning
and the highly successful Head Start program.

Early Learning Fund: The Early Learning
Fund responds to the new scientific research
presented at the White House Conference
on Early Child Development and Learning

in April 1997, indicating that a child’s experi-
ences in the first three years of life profoundly
affect his or her brain development. The
budget proposes $3 billion in spending author-
ity over five years for the Fund, which
would provide grants to communities for
activities that improve early childhood edu-
cation and the quality and safety of child
care for children under five years old. For
example, the money could go for parent
education in child development, for helping
child care providers become accredited, for
home visits, and for reducing child-to-staff
ratios in child care, as well as for innovative
efforts to meet the developmental needs of
children.

Head Start: Head Start, among the Presi-
dent’'s highest priorities, supports working
families by helping parents get involved in
their children’s lives and providing services
to the entire family. Since 1993, the President
has worked with Congress to increase annual
Head Start funding by 57 percent. In 1998,
Head Start will serve 830,000 low-income

SLOTS IN THOUSANDS
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children, including up to 40,000 children
under age three in the Early Head Start
component that the President launched in
1995. The budget proposes to add 20,000
to 26,000 regular Head Start slots and 10,000
Early Head Start slots in 1999, making
further progress toward the President’s goal
of enrolling a million children in Head Start
by 2002. The budget also would expand
Head Start funding by $3.8 billion over
five years, providing $4.7 billion in 1999
and doubling the number of slots in Early
Head Start by 2002 (see Chart 2-1).

School-Age Care: The President worked
with Congress to expand 21st Century Com-
munity Learning Centers, enabling 400 schools
in 1998 to open their doors before the school
day begins or keep them open after the school
day ends. The budget proposes a further ex-
pansion, and a requirement for matching
funds, so that about 4,000 school-community
partnerships across the country can implement
before- and after-school programs. Instead of
returning to empty houses, or playing on un-
safe streets, up to 500,000 more children would
be able to participate in safe, drug-free pro-
grams that combine learning, enrichment, and
recreational activities. The budget proposes
$800 million in new funds over five years, for
a total of $1 billion.

Safety and Quality: The budget proposes
to increase funds to help States enforce child
care quality standards, and the President calls
again for Congress to pass legislation to im-
prove the safety of children by making it easier
for States to conduct background checks on
child care workers.

Standards Enforcement: Research and expe-
rience in the military child care program
show that diligent enforcement of standards
dramatically improves quality. The budget
proposes $500 million over five years to
help States enforce State and local child
care health, safety, and quality standards.
States would be able to help license and
accredit child care providers and centers,
increase unannounced inspections of child
care centers and family day care homes,
and develop local report cards that rank
child care providers.

National Crime Prevention and Privacy
Compact: The President has sent important
legislation to Congress to improve the quality
of child care and protect children’s safety.
This legislation—the National Crime Preven-
tion and Privacy Compact—would make back-
ground checks on child care providers more
efficient and accurate by eliminating State
barriers to sharing criminal histories for
non-criminal purposes.

More and Better Training for Child Care
Staff: The budget proposes $250 million over
five years for a new Child Care Provider Schol-
arship Fund, which the President announced
at the White House Conference on Child Care.
Along with State and local matching funds,
the Scholarship Fund would provide over $300
million in scholarships over the next five years
for up to 250,000 child care providers—improv-
ing the quality of child care for over half a
million children. This proposal would boost the
pay of providers who receive training and re-
duce the problem of high turnover by requiring
that they stay in the field for at least a year.
In addition, the budget would expand an ap-
prenticeship program to finance the training
of child care providers.

The Fund builds on the President’'s historic
achievements over the last five years to
promote lifelong learning, which include secur-
ing the largest increase in Pell Grant college
scholarships in over 20 years, creating Hope
and Lifetime Learning Tax Credits, expanding
College Work-Study, creating the Direct Lend-
ing program that lets students repay their
loans as a share of their income, and launch-
ing AmeriCorps to enable young people to
earn money for college while serving their
country. Every individual who needs financial
support for postsecondary education can get
it through these programs.

Families of Children with Disabilities:
The budget proposes $5 million to help the
families of children with disabilities. This new
program would provide grants for States to
expand and modify their State-wide support
systems to help these families address such
problems as inadequate child care options,
missed job training and job opportunities, the
loss of medical assistance, and teen pregnancy.
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Research on Childhood Development
and Child Care: Research on child care, and
its dissemination, is critical for policy makers
to make decisions about child care and for par-
ents to know where to find quality child care
and what to look for. The budget proposes
$150 million over five years for a new Re-
search and Evaluation Fund, which would pro-
vide consumer education, parent hotlines, and
research activities to expand our knowledge of
good policies and practices, including the types
of child care settings, parent activities, and
provider training that most benefit the early
development of children. This fund would also
support a National Center on Child Care Sta-
tistics as well as demonstration projects to test
approaches to help new parents who choose
to stay home with their newborns or newly
adopted children.

Restoring Equity in Benefits for Legal
Immigrants

The President believes that legal immigrants
should have the same opportunity, and bear
the same responsibility, as other members
of society. Upon signing the 1996 welfare
law, he pledged to work toward reversing
the harsh, unnecessary cuts in benefits to
legal immigrants that had nothing to do
with the goal of moving people from welfare
to work. As part of last year's BBA, the
President worked with Congress to restore
Medicaid and Supplemental Security Income
(SSI) to hundreds of thousands of disabled
and elderly legal immigrants.

Due to the 1996 law, however, many legal
immigrants still cannot get Food Stamps
and access to health care, including such
vulnerable groups as families with children,
people with disabilities, the elderly, and refu-
gees and asylees. The budget provides $2.7
billion over five years to restore Food Stamps
to vulnerable groups and to let States provide
health care to the children of legal immigrants.

Food Stamps: For legal immigrant families
with children, the budget would restore bene-
fits without regard to when they entered the
United States. For the elderly or people with
disabilities, the budget would restore benefits
to those who entered before Congress enacted
the benefit cuts—similar to how the President
and Congress restored Medicaid and SSI to

legal immigrants last year. For refugees and
asylees, the budget would lengthen their ex-
emption to the Food Stamp ban from five to
seven years. The Nation admits refugees and
asylees for humanitarian reasons, and many
may need more time to naturalize than the
law allows. The budget also would exempt
from the ban Hmong refugees from Laos who
immigrated to the United States after the
Vietnam conflict and certain Native Americans
living along the Canadian and Mexican bor-
ders.

Health Care: The budget would let States
provide health coverage to legal immigrant
children under Medicaid and CHIP. Currently,
States can provide health coverage to immi-
grant children who entered the country before
the welfare law was enacted. But, immigrant
children who entered after the law was en-
acted cannot get benefits for five years. Under
this proposal, States could provide health cov-
erage to those children through Medicaid or
through their current CHIP allotment.

Continuing Support for Working Families

The Child Care Initiative and the proposals
to restore benefits to legal immigrants build
on a strong base of support for working
families, which the President has worked
with Congress to achieve over the past five
years. That support includes a broad array
of tax incentives to encourage and support
work as well as legislation to, among other
things, enable workers to care for a newborn
and fulfill other family responsibilities; raise
the minimum wage; enable workers to retain
their health insurance; and provide health
insurance to up to five million uninsured
children. (For the broader discussion of the
health care expansions, see Chapter 3,
“Strengthening Health Care.”)

Support Through the Tax System: Over
the last five years, the Administration has
worked with Congress to expand the number
and size of tax incentives to encourage work
and support working families (see Table 2-2).

« EITC: As an important part of moving
people from welfare to work, the Federal
Government can help ensure that those
who work can support their children. The
EITC, a tax credit that Congress created
over 20 years ago, helps to meet this goal
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by supplementing the earnings of working
families. In his 1993 economic program,
the President proposed, and Congress en-
acted, legislation to substantially expand
the credit, helping 15 million low-income
working families. The EITC will provide
$150 billion of tax benefits over the next
five years.

Child Credit: The Child Credit, which the
President proposed and Congress enacted
as part of the 1997 Taxpayer Relief Act,
helps working parents raise their children
by providing $500 per child for all children
under age 17. The credit, which will pro-
vide $98 billion in tax benefits over the
next five years, will help 26 million fami-
lies with over 40 million children.

Exclusion of Employer Contributions for
Child Care Expenses: The law lets parents
exclude up to $5,000 of employer-provided
child care expenses from their taxable in-
come and Social Security earnings. The ex-
clusion will provide over $5 billion in bene-
fits over five years.

Tax Incentives for Work: The budget pro-
poses to extend through April 30, 2000 the

Welfare-to-Work Tax Credit, which the
President and Congress created as part of
the Taxpayer Relief Act of 1997. It focuses
on those who most need help—Ilong-term
welfare recipients—by letting employers
claim a tax credit on the first $10,000 a
year of wages that they pay, for up to
two years, for workers they hire who were
long-term welfare recipients. The credit is
35 percent on the first year's wages, rising
to 50 percent on the second year's wages.
In addition, the budget would extend
through April 30, 2000 the Work Oppor-
tunity Tax Credit, which provides a credit
of 40 percent on the first $6,000 of wages
paid to members of eight more target
groups.

Better Benefits in the Workplace: The
President has led successful efforts to ensure
a living wage for all American workers while
expanding their ability to care for their fami-
lies and protect their health care benefits.

e Family and Medical Leave: In early 1993,
the President proposed, and Congress en-
acted, the Family and Medical Leave Act,
which allows workers to take up to 12
weeks of unpaid leave to care for a new-

Table 2-2. $270 BILLION OVER FIVE YEARS IN SUPPORT FOR FAMILIES WITH
CHILDREN"?

(In millions of dollars)

Estimate

1997 Total
Actual 1998 1999 2000 2001 2002 2003 1999-2003
Tax Expenditures
Existing Law:
Earned Income Tax Credit? ..........c.cccocco...... 27,218 27,867 28,481 29,184 29,984 30,810 31,673 150,132
Child Tax Credit® ..o e, 3,592 19,714 19,926 19,679 19,471 19,170 97,960
Child and Dependent Care Tax Credit ........ 2,515 2,510 2,510 2,505 2,500 2,500 2,495 12,510
Exclusion of Employer Contributions for
Child Care Expenses3 ............................... 860 910 950 995 1,040 1,085 1,135 5,205
Proposed Legislation:
Expand Child and Dependent Care Tax
Credit oo e e 256 1,192 1,078 1,125 1,163 4,814
Eliminate Household Maintenance Test for
Dependent Care Tax Credit ........cccceviiiees ceviiieenin cevieeenns 10 67 71 74 78 300
Administrative Improvements and Sim-
PUFICATION™® ..ot eteeererens eveeerenas -118 -177 -181 -185 -189 -850
Total .o 30,593 34,879 51,803 53,692 54,171 54,880 55,525 270,071

1 Does not include interaction effects between provisions.
ZIncludes effects on individual income taxes only.
2 Includes tax expenditures and effect on outlays.

4Includes simplification of EITC foster child definition, clarification of the tiebreaker rule under the EITC, and clarifica-

tion and expansion of math-error procedures.
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born or adopted child, attend to their own
serious health needs, or care for a seri-
ously ill parent, child, or spouse—making
it less likely that employees will have to
choose between work and family.

Minimum Wage: By 1996, the value of the
minimum wage had neared a 40-year low.
That year, however, the President worked
with Congress to raise the minimum wage
from $4.25 to $5.15 an hour in two steps,
over two years. The first step, a 50-cent
increase, took effect in October 1996; the
second, a 40-cent increase, took effect 11
months later, on September 1, 1997. The
90-cent raise means $1,800 a year in high-
er earnings for full-time, full-year mini-
mum wage workers. Millions of other low-
wage workers making somewhat more
than the new minimum also will benefit
if employers raise their paychecks in step

with the minimum wage increase—as they
have done in the past.

Health Insurance Portability and Account-
ability Act: Working with Congress, the
President in 1996 pushed through land-
mark legislation, known as HIPAA, which
provides important health insurance pro-
tections for an estimated 25 million Ameri-
cans who move from one job to another
each year, as well as those who are self-
employed or who have pre-existing medical
conditions. HIPAA reformed the private
insurance market to ensure that workers
have portable health benefits and insurers
are less able to deny coverage due to pre-
existing conditions. Combined with the
Taxpayer Relief Act, HIPAA also made it
easier and cheaper for self-employed per-
sons to get health insurance.






3. STRENGTHENING HEALTH CARE

[The Balanced Budget Act] strengthens our families by extending health insurance coverage to
up to five million children... [The Act] honors our commitment to our parents by extending the
life of the Medicare Trust Fund for a decade. It also provides structural reforms that will give
Medicare beneficiaries more informed choices among competing health plans, authorizes a num-
ber of new anti-fraud provisions, and establishes a wide array of new preventative benefits.

President Clinton
August 1997

The past year has brought a number of
improvements in health care that will benefit
all Americans.

The 1997 Balanced Budget Act (BBA) rep-
resents a major step forward in the President’s
effort to improve and protect the Nation's
health, especially for the almost 70 million
vulnerable Americans who rely on Medicare
and Medicaid. It strengthened the guarantee
of quality health care for nearly 40 million
Medicare participants by extending the life
of the Medicare Trust Fund until at least
2010, investing in preventive benefits, intro-
ducing more choice of health plans, and
strengthening our expanding array of activities
to combat fraud and abuse. It strengthened
Medicaid managed care quality standards
and allowed States greater flexibility in de-
signing their programs. And it provided an
unprecedented $24 billion, through the State
Children’s Health Insurance Program (CHIP)
and new Medicaid options, to cover up to
five million children in working families—
a population in which many have no insurance
at all.

These wide-ranging efforts came just a
year after the President and Congress enacted
the Health Insurance Portability and Account-
ability Act (HIPAA), which the Administration
is now implementing. HIPAA reformed the
private insurance market to help people keep
their health insurance when they change
jobs and limited the ability of insurers to
deny coverage due to pre-existing conditions.
It also simplified health care paperwork,
clarified that certain long-term care insurance
policies are tax deductible, and, for the first

time, created a new stable source of funding
to control fraud. Also, combined with the
1997 Taxpayer Relief Act, HIPAA boosted
the tax deduction for the self-employed, mak-
ing it cheaper for self-employed persons to
get health insurance. In addition, the Adminis-
tration and Congress enacted legislation that
ensured parity in annual and lifetime limits
between mental and physical health benefits
and required health plans to allow new
mothers and their babies to remain in the
hospital at least 48 hours following most
deliveries.

To ensure that consumers continue to re-
ceive high-quality health care, the President
created the Advisory Commission on Consumer
Protection and Quality in the Health Care
Industry early last year to advise him on
changes occurring in the health care system
and to recommend steps to ensure quality.
In the fall, the Commission approved and
the President endorsed a Health Care
Consumer Bill of Rights, which includes the
right to a choice of health care providers;
access to emergency room treatments; partici-
pation in treatment decisions; assurance that
patients are respected and not discriminated
against; internal and external grievance and
appeals processes; access to accurate, easily
understood information; and confidential medi-
cal records.

These improvements occurred against a
backdrop of dramatic change in the private
health care marketplace. After rapid inflation
in the 1980s and early 1990s, national health
spending growth dropped to a record low
of 4.4 percent from 1995 to 1996. A strong
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economy, cost consciousness on the part of
employers and consumers, and the shift to
managed care contributed to this slowdown.
In 1995, nearly 75 percent of workers with
employer-based insurance were enrolled in
managed care, a 22-percent increase since
1993. Nevertheless, the number of uninsured
has continued to rise. Thus, the Nation's
work is not done; we must guard against
the return of rapidly growing health care
costs and work to reduce the number of
uninsured, while maintaining a high standard
of quality.

With this budget, the Administration builds
on the recent legislative achievements by
committing to work with Congress on biparti-
san tobacco legislation; proposing to expand
health care coverage for some of the most
vulnerable Americans aged 55 to 65; continu-
ing the Administration’s aggressive anti-fraud
and abuse enforcement activities in Medicare
and Medicaid; launching an aggressive out-
reach campaign to enroll eligible children
who are not enrolled in Medicaid; proposing
an unprecedented investment in health re-
search; expanding access to powerful AIDS
therapies; expanding access to cancer clinical
trials; increasing funds for substance abuse
treatment and prevention; and helping to
reduce health-related disparities across racial
and ethnic groups.

Adopting Bipartisan National Tobacco
Legislation

The Administration has focused on improv-
ing public health—particularly children’s
health—by pursuing efforts to curtail tobacco
use. In 1998, the Administration will work
with Congress to enact comprehensive national
tobacco legislation to reduce smoking, espe-
cially by youth. The President has outlined
five key principles that must be at the
heart of any national tobacco legislation:

« A comprehensive plan to reduce youth
smoking, including: tough penalties on to-
bacco firms that continue to market to
youths; price increases; public education
and counter advertising; and expanded ef-
forts to restrict access and limit appeal.

e Full authority of the Food and Drug Ad-
ministration (FDA) to regulate tobacco
products.

* Changes in how the tobacco industry does
business, including an end to marketing
and promotion to children and broad docu-
ment disclosure.

* Progress towards other public goals, in-
cluding a reduction of secondhand smoke;
promotion of cessation programs; public
health research; the strengthening of
international efforts to control tobacco;
and other urgent priorities.

* Protection for tobacco farmers and their
communities.

In its final form, the legislation will result
from extensive bipartisan negotiations between
the Administration and Congress. The Admin-
istration proposes that the legislation provide
for annual lump sum payments by tobacco
manufacturers, with the amounts paid by
each determined by formula. The budget
assumes net Federal receipts from this legisla-
tion will total at least $10 billion in 1999,
rising each subsequent year for a total of
$65 billion between 1999 and 2003. These
amounts are consistent with the President's
call for an increase in per-pack cigarette
prices of up to $1.50 (in constant dollars)
over 10 years as necessary to meet the
targets set to reduce youth smoking.

The budget applies the receipts from tobacco
legislation to finance research into tobacco-
related and other diseases through the Na-
tional Institutes of Health; fund a cancer
clinical trial demonstration project for Medi-
care beneficiaries; support smoking prevention
efforts by the Centers for Disease Control
(CDC); strengthen the FDA's enforcement
programs; fund smoking cessation programs;
expand outreach efforts to ensure that children
eligible for health care coverage are enrolled;
sponsor counter-advertising; protect tobacco
farmers; and support other initiatives associ-
ated with national tobacco legislation. It pro-
poses that States receive a substantial portion
of the net receipts, partly through block
grants that they can use to provide child
care and reduce class size in schools, and
partly through unrestricted funds. (For more
information on what the budget proposes
to finance through national tobacco legislation,
see Table S—7 in “Summary Tables.”)



3. STRENGTHENING HEALTH CARE

71

Improving Access to Health Care
Coverage

The budget proposes new initiatives to
provide access to health insurance for the
nearly two million people between 62 and
65 who do not have employer-sponsored insur-
ance; those between 55 and 61 who have
been displaced from their jobs; and retirees
who have had their insurance terminated
by a former employer. The budget also pro-
poses to help States and small employers
create voluntary health insurance purchasing
cooperatives that will help individuals buy
affordable health insurance.

Expanding Health Insurance Options
for People Aged 55 to 65: The budget pro-
poses three options to increase access to health
insurance for people aged 55 to 65, who face
special problems of access and affordability.
They face greater risks of health problems,
with twice the chances of heart disease,
strokes, and cancer, as people aged 45 to 54.
As people approach 65, many retire or shift
to part-time work or self-employment as a
bridge to retirement, sometimes involuntarily.
Displaced workers aged 55 to 65 are much less
likely than younger workers to be re-employed
or re-insured through a new employer. As a
result, more of them rely on the individual
health insurance market. Without the benefits
of having their costs averaged with other
younger people, as with employer-based insur-
ance, these people often face high premiums.

Such access problems will increase, due
to two trends: declines in retiree health
coverage and the aging of the baby boom
generation. Recently, businesses have cut back
on offering health coverage to pre-65-year-
old retirees; only 40 percent of large firms
now do so. In several small but notable
cases, businesses have dropped retirees’ health
benefits after workers have retired. These
“broken promise” retirees lack access to em-
ployer continuation coverage and could have
problems finding affordable individual insur-
ance. Finally, the number of people 55 to
65 years old will rise from 22 million to
35 million by 2010—or by 60 percent.

The budget proposes three options that
will help an estimated 300,000 members
of this vulnerable population:

» Allowing Americans between 62 and 65 to
buy Medicare coverage: The budget pro-
poses to allow Americans between 62 and
65 to buy Medicare coverage by paying a
premium based on an actuarially fair rate
for that age group. The proposal is self-
financing, because, over time, participants
pay the full cost of their coverage. And
it will give millions of older Americans the
security of knowing that they have a
health insurance option.

« Expanding health insurance options for
displaced workers: Along with the 62-to-
65 age group, the budget offers access to
health insurance to displaced workers be-
tween 55 and 61—those who have lost or
left their jobs due to plant or company
closings or moves, slack work, or the abol-
ishment of their positions or shifts. These
workers often become uninsured, even if
they had insurance on their last job. The
budget proposes to allow displaced work-
ers who were insured on their job but are
now uninsured to buy Medicare coverage
by paying a premium.

* Protecting retirees whose retiree health
benefits have been dropped: In addition, re-
tirees 55 to 65 whose employers have
dropped their retiree health coverage will
be allowed to buy in to employer continu-
ation coverage (known as COBRA) by pay-
ing a premium.

Creating Voluntary Purchasing
Cooperatives: The small group health insur-
ance market does not function as efficiently
as the large group market. As a result, small
business employees and their families will
more likely be uninsured and have more ex-
pensive premiums. Small businesses also have
higher administrative costs and pay more for
the same benefits as larger firms.

To help small businesses overcome these
disadvantages, the budget includes $100 mil-
lion in seed money over five years for selected
States to establish voluntary purchasing co-
operatives that will allow small employers
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to pool their purchasing power and negotiate
better rates for their employees.

Providing Cancer Clinical Trials for
Medicare Beneficiaries

Less than three percent of cancer patients
participate in clinical trials of new therapies.
Many scientists believe that higher participa-
tion could lead to the faster development
of therapies for more of those in need.

Moreover, the elderly, who are most likely
to get cancer, often cannot participate in
such trials because Medicare does not pay
for such treatments until they are established
as standard therapies. Americans over 65
make up half of all cancer patients, and
are 10 times more likely to get cancer
than younger Americans.

The budget would give more Americans
access to these cutting-edge treatments and
encourage higher participation in clinical trials
by establishing a three-year, $750 million
demonstration program, specifically for Medi-
care beneficiaries, to cover the patient care
costs for those who participate in certain
federally-sponsored cancer clinical trials.
Although the Health Care Financing Adminis-
tration (which administers Medicare) would
run the demonstration, it would be funded
by specified receipts from national tobacco
legislation and, thus, would not draw upon
Medicare’'s Hospital Insurance (HI) or Supple-
mentary Medical Insurance (SMI) trust funds.
The proposal includes an evaluation after
three years to consider whether to expand
the demonstration.

Promoting Program Integrity in Medicare
and Medicaid

The Administration has worked hard to
promote competition, reduce errors, and elimi-
nate fraud in Medicare and Medicaid. The
budget proposes efforts to strengthen our
commitment to eliminate fraud and abuse
and promote competitive pricing, including:

* Initiatives to combat Medicare fraud and
abuse and, in turn, extend the life of Medi-
care’s trust funds by enabling Medicare to
pay market-oriented prices for prescription
drugs; eliminating overpayments that fa-
cilities receive for drugs used to treat ane-
mia; reforming outpatient mental health

benefits; and requiring insurance compa-
nies to provide information to enable Med-
icare to make payments only when it is
the primary payer.

* An initiative to expand Medicare's ability
to use its market power to competitively
negotiate rates with providers for selected
Medicare procedures. By creating “Centers
of Excellence,” Medicare will be able to
reduce its average cost while improving
quality.

The Administration is also considering Med-
icaid incentive projects that measure errors
and fraud in State Medicaid programs and
develop performance measures related to such
errors and fraud. These projects would help
States identify problem areas in their Medicaid
programs, target program integrity resources
more effectively, and measure the success
of their efforts to reduce errors and combat
fraud.

Expanding Access to Children’s Health
Insurance

The new Children’s Health Insurance Pro-
gram enables States to extend health insur-
ance coverage to as many as five million
uninsured children. It builds on an already
strong Medicaid program that the Administra-
tion has worked hard to protect. But with
over three million uninsured children eligible
for Medicaid, but not enrolled, important
work remains.

To achieve the President’'s goal of working
with the States to enroll as many children
as possible, the budget contains several out-
reach proposals, costing $900 million over
five years and financed by receipts from
tobacco legislation, including:

e Outreach in schools and child care sites:
The budget would allow school and child
care center staff to enroll children into
Medicaid temporarily on the presumption
that they are eligible. This proposal would
increase enrollment by expanding the net-
work of individuals who can identify and
enroll children, and inform families about
the potential eligibility of their children.
It also would enable Medicaid to cover the
costs related to providing this temporary
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coverage, rather than requiring States to
cover the costs from their CHIP allotment.

e Matching funds for outreach: The budget
proposes to expand the use of a special
$500 million Medicaid fund—now aimed at
outreach for children losing welfare—to
fund outreach to all children.

e Simpler enrollment: The budget proposes
to streamline the Medicaid application
process by simplifying eligibility and en-
couraging the use of mail-in applications.

The budget contains other proposals to
further promote the President’s goal of reduc-
ing the number of uninsured children, includ-
ing:

« Aid for the territories: The budget proposes
$153 million in increased funding under
CHIP for Puerto Rico and the other four
territories, fulfilling the President’s prom-
ise to provide more equitable funding for
children’s health care in the insular areas.

* Health insurance for legal immigrant chil-
dren: The budget would give States the
option to provide health coverage to legal
immigrant children under Medicaid and
CHIP. Currently, States can provide
health coverage to legal immigrant chil-
dren who entered the country before the
1996 welfare reform law was enacted. But
immigrant children who entered after the
law was enacted cannot get benefits for
five years. Under this proposal, States
could provide coverage to immigrant chil-
dren through Medicaid or through their
current CHIP allotment.

Promoting Public Health

The budget continues the Administration’s
commitment to invest in key public health
areas. In particular, the budget proposes
to expand health research; increase access
to powerful AIDS therapies; discourage tobacco
use among young people; enhance food safety;
help reduce disparities in disease rates across
racial and ethnic groups; improve substance
abuse treatment and prevention; promote
childhood immunizations; provide voluntary
family planning to low-income women; reduce
infant mortality; and improve health care
quality.

Increasing Biomedical Research:
Progress in biomedical research has ensured
that many diseases that Americans faced a
generation ago can now be prevented or treat-
ed. Smallpox has been eradicated from the
world and polio is gone from the Western
Hemisphere. Surgical procedures, such as
organ transplants or cardiac pacemakers, can
restore normal lives for those who once had
few treatment options.

The scientific community is now poised
to make even more advances that, with
sufficient investment, could dramatically alter
and improve the way we treat diseases.
Several new technologies in medical research
show great promise. Specifically, important
strides in imaging technologies make it pos-
sible to visualize living cells and entire
organs, providing new insights into the struc-
ture of disease; computer-based systems give
scientists new tools to rapidly analyze vast
amounts of new data; and the scientific
community stands on the cusp of a host
of breakthroughs in genetics that will enable
scientists to map the entire human genome
and revolutionize how we understand, treat,
and prevent some of our most devastating
diseases.

The budget proposes an unprecedented com-
mitment in biomedical research that will
lay the foundation for new innovations to
improve health and prevent disease. It invests
$1.15 billion in the National Institutes of
Health (NIH)—the largest increase in history.
Moreover, to ensure that the Nation continues
to make important investments in biomedical
research, the budget proposes—for the first
time ever—sustained increases in the NIH
over five years. By the year 2003, funding
for biomedical research will increase to over
$20 billion, or by nearly half.

Within the NIH increase, the budget pro-
vides for increased funding on cancer-related
research. In 1999, NIH's cancer-related re-
search will grow by 10 percent and, over
the next five years, by almost two thirds.
Though the Nation’s death rate from cancer
fell between 1991 and 1995—the first sus-
tained decline since record-keeping began in
the 1930s—nearly one in five people in the
United States dies from cancer. The proposed
investment in cancer-related research over
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the next five years will enable NIH to
make further advances in cancer prevention,
detection, and treatment.

Making Quality Direct Services and Pre-
ventive Care Accessible to Special Popu-
lations: Direct health services and prevention
activities translate the ground-breaking medi-
cal advances often produced by biomedical
research into benefits such as disease preven-
tion, medical cost reductions, and public health
education. The budget proposes funding
increases for the following health service and
prevention activities, many of which help serve
low-income and other vulnerable populations:

e Ensuring access to powerful AIDS thera-
pies through Ryan White HIV/AIDS Treat-
ment Grants in partnership with the
States: The budget proposes a $100 million
increase in Ryan White treatment grants
to help States provide AIDS treatment,
especially the powerful “combination ther-
apy” AIDS drugs. While combination ther-
apy offers tremendous hope to people with
HIV, it also presents a tremendous
challenge to AIDS services programs to
make this hope available to all Americans
living with HIV/AIDS. Many States spend
a considerable amount of money on the
AIDS Drug Assistance Program; others
contribute little or nothing. The Federal
Government, States, and the private sector
all must rise to the challenge of meeting
the future needs of people with AIDS. The
Administration will work with Congress to
develop revised matching requirements or
other means of encouraging more State
participation on behalf of people living
with HIV/AIDS. The budget also includes
a $65 million increase for grants to cities,
States, and clinics for medical care, critical
support services, and new ways to help
people who are HIV-positive. In total, the
budget proposes $1.3 billion in Federal
spending for activities authorized by the
Ryan White CARE Act, a 14-percent in-
crease over 1998 levels and a 241-percent
increase over comparable 1993 levels.

* Reducing tobacco use among young people:
Tobacco is linked to over 400,000 deaths
a year from cancer, respiratory illness,
heart disease, and other health problems.
Each year, a million young people become

regular smokers, 300,000 of whom will die
earlier as a result. In August 1996, the
Administration approved an FDA regula-
tion to cut tobacco use among young peo-
ple in half over seven years. The budget
includes $146 million of additional funds
for tobacco-related activities in the CDC
and the FDA—$46 million of which will
pay for expanding CDC's existing State-
based tobacco prevention activities, and
$100 million of which will support FDA's
outreach and enforcement activities.

Improving substance abuse prevention and
treatment: The budget continues to expand
substance abuse prevention and treatment
activities, enabling hundreds of thousands
of pregnant women, high-risk youth, and
other under-served Americans to get drug
treatment and prevention services. The
Substance Abuse and Mental Health Serv-
ices Administration’'s Substance Abuse
Block Grant (SABG) funds 40 percent of
all the Nation's publicly-provided sub-
stance abuse treatment. To narrow the
gap between those who are seeking treat-
ment and those who can be accommodated
by the public treatment system, the budg-
et proposes a $200 million increase for the
SABG. Along with continued support from
the States, this increase would allow an-
other 50,000 individuals a year to receive
substance abuse treatment. This proposal
also would help reduce the spread of AIDS
by giving intravenous drug users increased
access to substance abuse treatment pro-
grams.

Enhancing food safety: American consum-
ers enjoy the world's safest food supply,
but too many Americans get sick from pre-
ventable food-borne diseases. The budget
increases funding by $101 million, or 12
percent, over the 1998 level for the Admin-
istration’s inter-agency food safety initia-
tive, which created a national early warn-
ing system for food-borne illnesses and
improved Federal-State coordination when
food-borne disease outbreaks occur. The
budget increase also expands food safety
research, risk assessment capabilities,
education, and surveillance activities, as
well as food import inspections. Further-
more, the budget proposes to expand
FDA's international inspection force to en-
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sure that imported fruits and vegetables
are as safe as those produced in the Unit-
ed States.

Helping to reduce racial disparities in
health status: Despite improvements in the
Nation’s overall health, continuing dispari-
ties remain in the burden of death and
illness that certain minority groups experi-
ence. For example, the infant mortality
rate for African-Americans is twice that
of Caucasians. American Indian and Alas-
ka Natives are about three times as likely
to die from diabetes as other Americans.
To address these and other disparities, the
budget includes $80 million for health edu-
cation, prevention, and treatment services
for minority populations. Working with
minority public health providers,
advocates, and other consumer representa-
tives, CDC will begin a new $30 million
demonstration program to enable selected
communities to develop innovative and ef-
fective approaches to address these dis-
parities. Each community, chosen through
a competitive grant process, would begin
an intensive program to address one or
more health areas with major disparities,
such as infant mortality. The remaining
$50 million will go to various public health
programs that serve mostly minority and
low-income populations.

Enhancing family planning: The budget
provides a $15 million increase, to $218
million, to support over 4,000 family plan-
ning clinics, a primary source of voluntary
family planning services for low-income
women Nation-wide. The increase would
expand services to adolescents and enable
grantees to better meet the rising demand
for comprehensive services, such as screen-
ing, prevention, and education and coun-
seling. Publicly subsidized family planning
services help American women prevent
over a million unintended pregnancies
each year. The budget also includes $50
million in mandatory funding for States
to conduct abstinence education projects to
help reduce out-of-wedlock pregnancies.

Promoting full participation in the Women,
Infants, and Children (WIC) program:

WIC reaches nearly 7.5 million women, in-
fants, and children a year, providing nutri-
tion assistance, nutrition education and
counseling, and health and immunization
referrals. WIC provides for prenatal care
to those who would not otherwise get it,
reducing the incidence of premature birth
and infant death. As a result, Medicaid
saves significant sums that it would other-
wise spend in the first 60 days after child-
birth. Largely because of funding increases
in the last five years, WIC participation
has grown by 30 percent, and the program
now helps half of America’s infants. The
budget proposes $4.1 billion to serve 7.5
million people through 1999, fulfilling the
President's goal of full participation in
WIC.

Promoting childhood immunizations: The
budget proposes $973 million for the
Childhood Immunizations Initiative, in-
cluding the Vaccines for Children program
and CDC's discretionary immunization
program. As a result of the Administra-
tion’s Childhood Immunization Initiative,
the Nation exceeded its childhood vaccina-
tion goals for 1996, with 90 percent or
more of America’s toddlers receiving each
basic childhood vaccine. The incidence of
vaccine-preventable diseases among chil-
dren, such as diphtheria, tetanus, measles,
and polio, are at all-time lows. The budget
also includes $47 million to eradicate
polio—preventable through immunization
throughout the world.

Improving health care quality: The budget
would double, to $30 million, the Depart-
ment of Health and Human Services’
health care quality activities to expand re-
search on quality and put into practice the
recommendations of the President's Advi-
sory Commission on Consumer Protection
and Quality in the Health Care Industry.
The research will increase knowledge
about how best to measure and improve
the outcomes and quality of medical serv-
ices, and reveal ways to encourage health
care providers to use this information in
their work.
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e Caring for veterans health needs through
veterans medical care: Continuing its com-
mitment to veterans programs, the Admin-
istration proposes $17.7 billion for the De-
partment of Veterans Affairs’ (VA) health

system. The funds will enable the VA to
continue to restructure its health care sys-
tem by increasing access and delivering
qguality care to our Nation’s veterans.



4. PROTECTING THE ENVIRONMENT

There is a new understanding today in the world between the bonds that connect human beings
and their natural environment. We know we have to preserve them, and we know that in the end
economic development itself cannot occur unless the environment is preserved.

President Clinton
May 1997

With the historic December 1997 inter-
national agreement in Kyoto calling for cuts
in greenhouse gas emissions, the Administra-
tion capped a remarkable year of environ-
mental successes. History has shown that
the Nation does not have to choose between
a strong economy and a clean environment.
The President’s policies have contributed to
five years of both strong economic growth
and a cleaner, healthier environment.

Along with the Kyoto Protocol, the Adminis-
tration has issued new, more protective air
quality standards to better safeguard public
health and the environment, and has strength-
ened our citizens’ right to know about toxic
chemical releases. It has continued its efforts
to protect our natural treasures, such as
Yellowstone National Park, the Everglades,
Grand Staircase National Monument, and
the Headwaters redwoods, from environmental
threats. It has secured $699 million in the
Land and Water Conservation Fund for acquir-
ing Headwaters Forest, the New World Mine
near Yellowstone, and other high-priority land
acquisitions to protect key natural, cultural,
and historic resources. It has cleaned up
more toxic waste sites in its first four years
than the previous two administrations did
in 12, and it is continuing to advance toward
the President's goal of 900 site cleanups
by the end of year 2001.

While Americans want a Government that
helps protect the environment and our natural
resources, they do not want to burden business
unduly, choke innovation, or waste taxpayer
dollars. If sensibly designed and flexibly imple-
mented, environmental initiatives can cost
less while providing unforeseen economic op-

portunities. Americans have met environ-
mental challenges because we innovate, we
compete, and we find solutions to problems
in ways that promote entrepreneurship and
strengthen the economy.

To implement his vision for the environment
and our natural resources, the President
is proposing an Environmental Resources
Fund for America to support increases for
many of the Nation's key environmental pro-
grams. The Fund provides for enhanced con-
struction, maintenance, and land acquisition
for national parks, forests, refuges and other
public lands; a new multi-agency initiative
to improve our Nation's water quality; infra-
structure funding for community drinking
water and wastewater facilities; and resources
to clean up abandoned hazardous waste sites.
The budget also includes a new, five-year
$6.3 billion program to implement the Presi-
dent’s commitment to prevent global warming,
as well as increased resources to protect
endangered species, carry out pollution control
programs, and preserve the global environ-
ment.

Approaches for Environmental Success

Preventing Global Warming: In Decem-
ber, the United States reached an historic
agreement with other nations to meet the chal-
lenge of global warming. The Kyoto Protocol
establishes realistic, achievable, and binding
commitments to reduce greenhouse gas emis-
sions and reflects the Administration’s commit-
ment to use market mechanisms to tackle the
problem in innovative and flexible ways.

Improving Air Quality: In July 1997, the
Administration took the most far-reaching
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steps in 20 years to improve our air quality
by cutting smog levels and, for the first time
ever, setting standards to lower the levels of
fine particles in the atmosphere. These stand-
ards will prevent adverse health effects for
people of all ages and may prevent up to
15,000 premature deaths a year.

Reflecting the Administration’s approach to
regulatory decision making, however, the
President directed that the Environmental
Protection Agency (EPA) implement the stand-
ards in ways that will maximize common
sense, flexibility, and cost-effectiveness. He
directed that implementation maintain the
progress underway toward cleaner air, reward
early action to reduce air pollution, employ
regulatory flexibility to minimize economic
impacts, and recognize the substantial lead
time needed to implement the new fine
particle standard. Further, the President di-
rected EPA to complete a new science review
of the standard before imposing any new
controls to meet it.

Restoring the Everglades: The budget sup-
ports the continued Federal, State, local and
Tribal efforts to implement the restoration
project for the South Florida ecosystem, which
the Administration began in 1993 and Con-
gress authorized in the 1996 Water Resources
Development Act. In 1999, the Army Corps of
Engineers will complete the Central and
Southern Florida Comprehensive Review
Study, providing long-term direction for res-
toration efforts.

In December 1997, Vice President Gore
announced the Government's intent to pur-
chase (with non-Federal partners) 50,000 acres
of land (known as the “Talisman” tract)
on the northern edge of Everglades National
Park. This land, formerly used for sugar
farming, will serve as a critical buffer zone
between the Everglades and the sugar planta-
tions to the north, helping to re-establish
the essential natural flow of water into
the Everglades and improve water quality.

Along with better water flows and water
management, the budget recognizes the need
for scientific guidance and land acquisition
to restore the Everglades’ hydrologic functions,
providing a steady funding source for these
needs. The budget proposes $282 million,
24 percent more than Congress approved

in 1998, continuing the Administration’s sup-
port for the Everglades Restoration Initiative
to accelerate the restoration effort and provide
the steady funding source for land acquisition,
science, and modified water delivery.

Saving Yellowstone Park: To protect Yel-
lowstone National Park, the Federal Govern-
ment agreed in August 1996 to acquire Crown
Butte, Inc.’s interest in the New World Mine,
whose development posed a severe environ-
mental threat to Yellowstone’s unique land-
scape and wildlife resources. In 1998, the
Administration sought, and Congress provided,
$65 million to proceed with this agreement,
which will preserve one of the crown jewels
of the National Park System. Crown Butte will
dedicate $22 million to clean up contamination
at the site from earlier mining activities. The
Administration is working with Crown Butte
and other parties to complete the acquisition.

Protecting Headwaters Forest: In 1998,
the Administration sought, and Congress pro-
vided, $250 million to acquire the Headwaters
Forest in northern California, the largest
privately-owned stand of ancient redwoods. As
part of the acquisition, the Administration is
committed to ensuring that Headwaters and
its threatened and endangered inhabitant
species are protected. As a result, the Adminis-
tration is developing, and has made significant
progress on, a scientifically and technically
sound habitat conservation plan and an envi-
ronmental impact statement. The Federal Gov-
ernment and State of California expect to ac-
quire Headwaters by March 1999.

Preserving Other Natural Resources: As
part of last year’s budget agreement with Con-
gress, the Administration secured $699 million
in 1998 for priority Federal land acquisitions
and exchanges. After financing the top two
priorities—protecting the Headwaters Forest
and saving Yellowstone—$362 million re-
mained to invest in other priorities for parks,
forests, refuges, and public lands. The Admin-
istration is considering potential acquisitions
to restore the Elwha River in Olympic Na-
tional Park, protect bison winter habitat out-
side Yellowstone, acquire the Baca Ranch in
New Mexico, add lands to the Santa Monica
Mountains National Recreation Area, complete
the Appalachian Trail, and preserve key Civil
War battlefields.
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Targeting the Conservation Reserve Pro-
gram (CRP): In this Agriculture Department
(USDA) program, landowners establish long-
term conservation practices on erodible and en-
vironmentally sensitive land in exchange for
10 to 15 years of rental payments. The 16.1
million acres accepted into the CRP in March
1997, out of 23.2 million acres that farmers
bid, will increase the environmental benefits
by nearly 85 percent for every dollar spent,
compared with earlier CRP sign-ups. At the
same time, program costs are falling, with the
Department paying 21 percent less per acre—
saving over $1.6 billion over the life of the
program. Within the CRP, the Conservation
Reserve Enhancement Program targets prior-
ity lands to better address water pollution and
protect endangered species.

Protecting Roadless Areas and Improv-
ing the Forest Road System: The 73 million
acres without roads in our National Forests
have outstanding ecological, aesthetic, and so-
cial value. They are often the refuge of last
resort for rare species and the source areas
of municipal water supplies. The Forest Serv-
ice is working to meet public access needs in
an ecologically sensitive manner, ensuring that
we protect these roadless areas for future gen-
erations. At the same time, the extensive For-
est Service road system is rapidly eroding—
risking public safety and contributing to envi-
ronmental damage in some national forests.
The budget proposes $218 million, a 20-percent
increase over the 1998 level, for investments
in road maintenance and reconstruction, road
closures and obliteration, and watershed im-
provements that are critically important to
salmon, water quality, and other resource
management goals. The budget also proposes
to eliminate the timber purchaser road credit
program, and provide a stable payment to
counties that is not linked to timber harvest
volume.

Enhancing Citizens’ Right to Know: The
Administration continues to expand the infor-
mation available to citizens on substances
being released into their neighborhoods. In the
decade since community right-to-know legisla-
tion went into effect, the law has helped spur
a 43-percent cut in toxic emissions by industry.
In April 1997, the Administration increased by
30 percent the number of facilities covered by
adding seven sectors that must report under

the program. This expansion comes on top of
a 1995 rule that nearly doubled the number
of toxic chemicals that facilities must report.

Redeveloping Contaminated Land: The
Administration has established a Brownfields
National Partnership, bringing together the re-
sources of over 15 Federal agencies to help
empower and revitalize communities. The
Partnership is just one piece of the Adminis-
tration’s efforts to help thousands of commu-
nities clean up and redevelop Brownfields—
abandoned pieces of land, usually in inner
cities, that are highly contaminated from pre-
vious industrial use. The Partnership—which
includes a $300 million Federal investment—
will leverage an expected $5 billion to $28 bil-
lion in private investment, support up to
196,000 jobs, and protect up to 34,000 acres
of undeveloped “greenfield” areas outside of
cities.

Restoring the Presidio of San Francisco:
The Administration has established a Govern-
ment corporation, known as the Presidio Trust,
to rehabilitate and lease hundreds of unused
buildings in the Presidio of San Francisco,
once a military base and now a national park.
The Presidio Trust will restore these houses
and offices in a manner consistent with park
purposes, then lease them to families and busi-
nesses. To cut taxpayer costs, the budget pro-
vides for the Presidio Trust to borrow $25 mil-
lion from the Treasury in both 1999 and 2000
to fund these improvements, and repay the
money through future lease receipts.

Making the Endangered Species Act
(ESA) Work: Administration reforms have im-
proved the way the ESA works. Habitat Con-
servation Plans (HCPs), for example, give
State, local, and Tribal governments and the
private sector the flexibility to protect endan-
gered species and conserve habitat, while
allowing for development. HCPs will cover an
estimated 7.3 million acres by the end of 1998.
The Administration is also providing earlier
protection for species to preclude their listing
as endangered. For instance, the Federal Gov-
ernment has entered into 40 Candidate Con-
servation Agreements (CCAs) with private
landowners or State and local governments,
providing benefits to over 200 species and pre-
venting the listing of five.
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Environmental and Natural Resource
Investments

The budget proposes to boost funding for
high-priority environmental and natural re-
sources programs by five percent, compared
to 1998 levels (see Table 4-1).

Reducing Greenhouse Gases and Pro-
moting Energy Efficiency: Last fall, the
President announced a nine-point plan to
begin addressing climate change, including a
five-year package of tax incentives and re-
search and development spending to spur en-
ergy efficiency and help develop low-carbon en-
ergy sources. With the historic agreement in
December 1997 to reduce greenhouse gas emis-
sions, the President now proposes a $6.3 bil-
lion package of tax incentives and research
spending. The budget provides $1.7 billion in
1999 for the Climate Change Technology Ini-
tiative, nearly doubling the 1998 level, as a
down-payment on the President’s five-year
commitment. (For a more detailed discussion
of the Administration’s climate change efforts,
see Chapter 6, “Promoting Research.”)

Creating the Environmental Resources
Fund for America: The budget proposes the
Environmental Resources Fund for America,
an innovative financing mechanism for envi-
ronmental initiatives. It provides $7.7 billion,
14 percent more than in 1998, for many key
environmental restoration programs and is fi-
nanced, in part, by the proposed renewal of
taxes that support the Superfund program.
The Fund includes:

* Land, Water, and Facility Restoration Ini-
tiative: National parks, refuges, forests,
and public lands are the heart of the
Nation’s natural, cultural, and historical
legacy. As custodians of these resources,
Federal land management agencies face
growing demands to invest more to restore
lands and rehabilitate an aging infrastruc-
ture of public facilities and trails. These
needed investments would protect wildlife
habitat, maintain historic sites, and pre-
serve the many national treasures, from
the Acadia National Park in Maine to
Independence Hall to the California
Desert, that constitute our legacy for fu-
ture generations. The budget proposes a
$92 million, or eight percent, increase for
construction and maintenance for national

parks, forests, refuges, public lands, and
Indian schools, with which the agencies
will focus on top priorities and control
costs through better management. It also
includes a broad initiative to invest more
in land acquisition and historic preserva-
tion—a 43-percent increase in spending
over the next five years from the Land
and Water Conservation Fund and a 12-
percent increase from the Historic Preser-
vation Fund.

Clean Water and Watershed Restoration
Initiative: Commemorating the 25th anni-
versary of the Clean Water Act, the Vice
President last October announced a Clean
Water Initiative—an action plan to focus
on three remaining challenges to restore
and protect the Nation's waterways: (1)
preventing polluted runoff; (2) protecting
public health; and (3) ensuring commu-
nity-based watershed management. USDA
and EPA are leading an inter-agency task
force to develop the plan by February 14,
1998, relying on better coordination and
targeting of Federal activities and re-
sources, public participation, and innova-
tive approaches to pollution control.

The budget includes $568 million, a 35-
percent increase over the 1998 level, for
this multi-agency initiative, including
more mandatory funding for USDA'’s Envi-
ronmental Quality Incentives Program to
help farmers prevent polluted runoff; for
the Forest Service and the Interior
Department to better address water qual-
ity problems on Federal lands; for EPA
to provide grants to States to implement
water quality improvement projects; for
the National Oceanic and Atmospheric Ad-
ministration (NOAA) to help States and
local communities protect their coasts from
the pollution that leads to degradation; for
Interior's U.S. Geological Survey and
USDA to increase water quality monitor-
ing and research, with a focus on nutrient
pollution; and for the Army Corps of Engi-
neers to begin a new riverine ecosystem
initiative—"Challenge 21"—to plan and
implement projects that restore water-
sheds while providing flood hazard mitiga-
tion for communities.



4. PROTECTING THE ENVIRONMENT

81

Table 4-1. ENVIRONMENTAL/NATURAL RESOURCES HIGH-PRIORITY PROGRAMS

(Discretionary budget authority unless otherwise noted; dollar amounts in millions)

Dollar Percent
1997 1998 1999 Change: Change:
Actual Estimate  Proposed 1998 to 1998 to
1999 1999
Climate Change Technology Initiative (DOE, EPA, USDA, DOC, HUD): 743 819 1,713 +894 +109%
Spending ...... (743) (819) (1,292) (+473) +58%
Tax Incentives .... (421) (+421) NA
Environmental Resources Fund for Amerlca (EPA, USDA, DOI, DOC
Corps) .. . 6,361 6,722 7,672 +950 +14%
Priority Land Acquisition (BBA): NA NA
Headwaters (CA) (250) . NA NA
New World Mine (MT) ...ccoiiiiiiiiiieiereeee e (65) NA NA
Environmental Protection Agency (EPA): Operating Program 3,109 3,328 3,603 +275 +8%
Subtotal, All EPA ..o 6,799 7,361 7,771 +410 +6%
Department of the Interior (DOI):
National Park Service Operating Program 1,155 1,246 1,321 +75 +6%
Bureau of Land Management Operating Program 674 685 726 +41 +6%
Fish and Wildlife Service Operating Program 525 595 676 +81 +14%
Geological Survey Water Quality Initiative 138 134 156 +22 +16%
Subtotal, DOI (SeleCt Programs) .........ccocooeereririeeneneeeene e 2,492 2,660 2,879 +219 +8%
Department of Agriculture (USDA):
Forest Service Operating Program .........cccoceiiieiieeneeniieenee e 1,321 1,348 1,418 +70 +5%
Natural Resources Conservation Service Operating Program .... 693 694 742 +48 +7%
Environmental Quality Incentives Program (Mandatory) .... 200 200 300 +100 +50%
Wetlands Reserve Program (Mandatory) .................. 118 176 127 -49 -28%
Conservation Reserve Program (Mandatory) 1,691 1,860 1,718 -142 -8%
Subtotal, USDA (Select programs) ........c.ccoceoerereenenesieeneseseeneenes 4,023 4,278 4,305 +27 +1%
Land & Water Conservation Fund (LWCF) (DOI/USDA) .........cccccocvvveenene. 159 270 270 i
Department of Energy (DOE):
Energy Conservation and Efficiency (gross) .... 570 612 809 +197 +32%
Solar and Renewable Energy R&D (net) 247 272 372 +100 +37%
Federal Facilities Cleanup (Environmental Management Program) 5,995 5,849 6,124 +275 +5%
Subtotal, DOE (Select programs) ..........ccoceereerieeeneesieeneesnieeseesneeens 6,812 6,733 7,305 +572 +8%
Department of Defense (DOD):
Cleanup 1,994 2,140 1,924 -216 -10%
Environmental Compliance/Pollution Prevention/Conservation .... 2,293 2,466 2,281 -185 —-8%
Environmental TeChNOIOgY .........cocoiiiiiiiiiiiiiiecee e 207 219 170 -49 -22%
Subtotal, DOD (SeleCt programs) ........ccccooerieerieiieenieesee e 4,494 4,825 4,375 —-450 —9%
Department of Commerce (DOC)/National Oceanic and Atmospheric
Administration (NOAA):
Fisheries and Protected SPECIES ........ccooiieriiiiiiieiiierieeeeee e 295 319 326 +7 +2%
Ocean and Coastal Management 130 172 175 +3 +2%
Ocean and Atmospheric Research ... 228 240 234 —6 -3%
Subtotal, DOC/NOAA (SeleCt programs) ........ccceceeereeveeresieeieennennns 653 731 735 +4 +1%
Department of Transportation (DOT):
Congestion Mitigation and Air Quality 807 1,257 1,260 +3 +*0%
Environmental Enhancements 426 568 561 -7 -1%
Subtotal, DOT (Select programs) 1,233 1,825 1,821 -4 —*0%
Endangered Species Act (DOI/NOAA) 102 107 153 +46 +43%
Partnership for a New Generation of Vehicles (DOE, DOC, NSF, EPA
DOT) ot 234 227 277 +50 +22%
U.S. Global Change Research (NASA, DOE, NSF, DOC, others) 1,818 1,867 1,864 -3 —*0%
GLOBE—GIlobal Environmental Education (DOC, NASA, EPA, NSF) ..... 13 12 14 +2 +17%
Montreal Protocol (State/EPA) 40 40 55 +15 +38%
Global Environment Facility (Treasury)? 35 48 300 +252 +525%
Multilateral and Bilateral Assistance (Internatlonal Asswtance Pro—
(o L= g LU ST AN | ) TSRS P RPN 246 312 322 +10 +3%
28,313 30,086 31,500 +1,414 +5%

NA = Not applicable.
* Less than 0.5 percent.
11999 includes $192.5 million for payments in arrears.

2Total adjusted to eliminate double counts, mandatory spending, and tax incentives; 1998 estimate excludes one-time priority land acqui-

sition.
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In addition, the budget proposes $143 mil-
lion for California Bay-Delta watershed
restoration activities, the fully authorized
amount and a 69-percent increase over
1998 funding. The program will continue
focusing on basic investments to begin re-
storing this important ecosystem, with a
special emphasis on acquiring critical wet-
lands habitat, managing flood plains, en-
hancing fish passage, and improving habi-
tat along the Sacramento River.

Water Quality Infrastructure: The budget
proposes $775 million in capitalization
grants for Drinking Water State Revolving
Funds (SRFs), which make low-interest
loans to help municipalities meet the re-
quirements of the Safe Drinking Water
Act Amendments. These funds will help
ensure that Americans have a safe, clean
drinking water supply—our first line of de-
fense in protecting public health. EPA also
proposes $1.1 billion in capitalization
grants to Clean Water SRFs to help mu-
nicipalities comply with the Clean Water
Act, thus helping to reduce beach closures
and keeping our waterways safe and clean.

These levels for the two SRFs make
progress toward the Administration’s goal
of providing sufficient capital for the funds
to offer $2.5 billion a year in financial as-
sistance to municipalities over the long
run. In addition, the budget proposes tar-
geted wastewater funds for areas facing
unique circumstances—$50 million for
Boston Harbor, $100 million for Mexican
border projects, and $15 million for Alas-
kan Native villages.

USDA Water 2000: The budget provides
funds for USDA’s Water 2000 initiative—
to bring safe drinking water to rural com-
munities with some of the Nation’s most
serious problems of water availability, de-
pendability, and quality—within its $1.3
billion for rural water and wastewater
loans and grants. With proposed Rural
Community Advancement Program fund-
ing four percent above the 1998 levels, the
Administration expects to fund 250 sys-
tems in 1999. Since the effort began in
1994, USDA has invested almost $1.3 bil-
lion in loans and grants on high-priority
Water 2000 projects Nation-wide.

e Superfund Cleanups: The budget proposes
$2.1 billion for Superfund, a 40-percent in-
crease over the 1998 level. Combined with
continuing administrative reforms, these
funds will help meet the President’s
pledge to double the pace of Superfund
cleanups. The Administration proposes to
clean up another 400 sites within the next
four years, meaning that about two-thirds
of the Nation's worst toxic waste dumps
would be cleaned up by the end of the
year 2001 (see Chart 4-1).

Extending the Brownfields Redevelop-
ment Initiative: The budget proposes to ex-
tend the President's Brownfields initiative,
which promotes local cleanup and redevelop-
ment, bringing jobs to blighted areas. First,
EPA would receive $91 million for grants to
communities for site assessment and redevel-
opment planning and for revolving loan funds
to finance clean-up efforts at the local level.
Second, the Department of Housing and Urban
Development would receive $50 million, $25
million more than in 1998, to leverage State,
local, and private funds for redeveloping the
cleaned-up sites and creating jobs. The Presi-
dent also proposes to extend the targeted tax
incentive to spur Brownfields cleanup.

Enhancing Endangered Species Act Ef-
forts: The budget proposes a $36 million in-
crease, to $113 million, for the Interior Depart-
ment’'s endangered species program, mainly for
the Administration’s new reforms to encourage
private landowners to protect species. The pro-
gram is designed to increase the number of
cooperative partnerships between the Federal
Government and States, localities, and private
parties to recover listed species and prevent
the need to list more. The budget also proposes
a $10 million increase, to $40 million, for
NOAA's endangered species program, mainly
focused on habitat conservation planning.

The budget increases funds to develop HCPs,
make grants to States for land acquisition
tied to HCPs, and provide incentive payments
to landowners for safe harbor agreements.
The funds will double the acreage that HCPs
cover; improve the way HCPs are developed
and implemented; extend CCAs between the
Federal Government and landowners or State
and local governments to protect 80 more
species; keep 20 species off the endangered
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Chart 4-1. MAJOR PROGRESS IN SUPERFUND CLEANUPS
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species list; stabilize or improve the status
of 60 percent of listed species; and declassify
or delist 30 threatened and endangered spe-
cies.

Funding the EPA Operating Program:
The budget proposes $3.6 billion, an eight-per-
cent increase over 1998, for EPA’'s operating
program, which includes most of EPA’s re-
search, regulatory, partnership grants (with
States and Tribes), and enforcement programs.
The program represents the backbone of the
Nation’'s efforts to protect public health and
the environment through sound science, stand-
ard setting, enforcement, and other means, en-
suring that our water is pure, our air clean,
and our food safe.

Within the operating program, the budget
proposes increases of $145 million as part
of the President's water quality initiative
to address polluted runoff; $115 million for
research and conservation programs to cut
greenhouse gas emissions; and $65 million
to establish a new network to monitor fine
particulate matter. It also proposes significant

investments to improve Americans’ right-to-
know about toxic threats, by making informa-
tion available for the 75 largest metropolitan
areas in the country, and to address significant
environmental health risks to children.

Providing Multilateral and Bilateral
Environmental Assistance: The budget pro-
poses $322 million, three percent more than
in 1998, for bilateral and multilateral environ-
mental assistance. Bilateral assistance in-
cludes U.S. Agency for International Develop-
ment (USAID) activities to address topics such
as biodiversity, and to implement USAID's
five-year, $1 billion commitment to address cli-
mate change issues in developing countries.
Multilateral assistance funds U.S. voluntary
contributions to the UN environmental system
and other international organizations to ad-
dress international environmental activities.

Supporting the Global Environment Fa-
cility (GEF): U.S. participation in the GEF
is a cornerstone of our foreign policy on the
environment. The GEF has become the world’s
leading institution for protecting the global
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environment and avoiding economic disruption
from climate change, massive extinction of val-
uable species, and dramatic collapse of the
oceans’ fish population. The $300 million pro-
posal for 1999 includes $193 million for con-
tributions previously due and $107 million for
the initial contribution to the GEF's second
four-year replenishment program, from 1999
to 2002. U.S. funding for these items is crucial
if the Nation hopes to continue influencing
GEF's policies and lending strategies.

Expanding the Federal Facilities Clean-
up and Compliance: The Federal Govern-
ment continues to address the huge challenge
of cleaning up Federal facilities contaminated
with radioactive or hazardous waste. The En-
ergy Department (DOE) faces the most com-
plex and costly problems from over 40 years
of research, production, and testing of nuclear
weapons and reactors. The Defense Depart-
ment's (DOD) problems, meanwhile, include
hazardous wastes like those found at indus-
trial and commercial sites.

The budget proposes $6.1 billion for DOE's
Environmental Management program, includ-
ing $277 million for the Uranium Enrichment
Decontamination and Decommissioning Fund.

The budget also proposes $517 million to
continue to privatize waste remediation at
such sites as the Hanford (WA) and Idaho
facilities, through which DOE pays for the
delivery of treated waste that meets approved
specifications. Privatization will help speed
cleanups, reduce health risks, and cut costs
at these sites.

DOD, which operates one of America’s
most diverse and successful environmental
programs, is focusing its efforts on reducing
relative risk at its active and closing installa-
tions. As of early 1998, it is conducting
studies or clean-ups at 688 military installa-
tions and 2,721 formerly-used properties.
Moreover, it has determined that 14,399
sites require no further action. DOD also
is making progress in its compliance and
pollution prevention, conservation, and envi-
ronmental technology programs. The budget
proposes $4.4 billion for all DOD environ-
mental activities; the decrease compared to
the 1998 level is largely due to the completion
of several one-time projects and of clean-
ups at several closed bases. The Administra-
tion is committed to making all current
and former DOD property safe and clean.
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bring people together over the long run.

I think it's important also to point out that as we invest in... bridges and roads and transit
systems, we are also building a bridge to a cleaner environment. We're building a bridge from
welfare to work. We're building a bridge to sustainable communities that can last and grow and

President Clinton
March 1997

For America to continue prospering in the
21st Century, its transportation infrastructure
must be safe, integrated, and efficient enough
to serve the Nation’'s growing commerce and
mobility demands.

This Nation has the world's most extensive
transportation system, with a transportation
infrastructure that includes 3.9 million miles
of public roads, 180,000 miles of railroad
track operated by freight railroads, 25,000
miles of commercially navigable waterways,
5,500 public use airports, 1.4 million miles
of privately operated oil and gas pipelines,
and over 6,000 transit systems.

Investment in infrastructure is good for
America, spurring economic growth; improving
safety and public health; enhancing U.S.
competitiveness globally; increasing mobility,
access, and transportation choice for all Ameri-
cans; and supporting our national security.
To ensure that our national transportation
system can meet the demands of the 21st
Century, we must build upon the infrastruc-
ture we have today and improve its quality
to meet tomorrow’s need for a system that
is intermodal, cleaner, and safer, and that
promotes sustainable and inclusive commu-
nities. And we must focus our resources
through innovative mechanisms, such as the
President's new Transportation Fund for
America.

Creating the Transportation Fund for
America

The budget proposes a new Transportation
Fund for America to highlight the importance
of investing in transportation and maintaining
the Administration’s record levels of transpor-

tation spending. The Fund includes all of
the Transportation Department’s highway,
highway safety, transit, and air transportation
programs.

« Highways and Bridges: The Fund includes
$21.5 billion for the Federal-aid Highways
program to maintain and improve the
nearly 955,550 miles of eligible roads and
bridges. The increased highway and bridge
funding in recent years has kept pace with
maintenance requirements and reversed
the deterioration of our transportation sys-
tem. On the Interstate system, for exam-
ple, both pavement and bridge conditions
have improved in the 1990s. In addition
to traditional grant programs, the Fund
provides the resources for innovative ap-
proaches to address infrastructure needs.
Under the State Infrastructure Banks pro-
gram, the Federal Government helps
States underwrite debt issuance for high-
way and transit projects. The new Trans-
portation Infrastructure Credit Enhance-
ment Program provides grants to improve
the financing for nationally significant
projects, including public-private partner-
ships.

e Environment: The Federal Highway Ad-
ministration’s Transportation Enhance-
ments and Congestion Mitigation and Air
Quality Improvement Programs, for which
the Fund includes a combined $1.8 billion,
address the environmental impacts of
transportation by funding bike trails, tran-
sit projects, pedestrian facilities, historic
preservation projects, water pollution miti-
gation, beautification projects, and more.
These efforts can improve air quality and

85
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help reduce the number of days when air
pollution exceeds National Ambient Air
Quality Standards.

Highway Safety: The Fund includes $406
million for the National Highway Traffic
Safety Administration (NHTSA), a 22-per-
cent increase over the 1998 level, which
will fully fund the Presidential Initiative
to Increase Seat Belt Use Nation-wide; the
President’'s Initiative on Drugs, Driving
and Youth; and the President’'s Partner-
ship for a New Generation of Vehicles.
These programs help fulfill the President’s
goal of promoting public health and safety
by reducing transportation-related deaths
and injuries, and the proposed funding
will enable NHTSA to expand the Federal
Government’'s partnership with other lev-
els of government, private organizations,
and citizens. NHTSA will continue to work
with the medical and health communities
to focus on the significant public health
implications of highway fatalities and inju-
ries and the associated economic costs to
society.

Transit: The Fund provides $4.6 billion for
transit infrastructure, including $3.7 bil-
lion in formula grant funds to maintain
and expand transit systems in urban,
small urban, and rural areas. Nation-wide,
the elderly, people with disabilities, and
economically disadvantaged individuals
rely heavily on these systems. The Fund
includes $876 million for major capital in-
vestments, providing the resources to meet
the Administration’s full funding grant
commitments to construct new, or expand
existing, transit systems.

e Air Transportation: The Fund includes
$9.7 billion for Federal Aviation Adminis-
tration (FAA) programs, a seven-percent
increase over the 1998 level. It includes
$5.6 billion, a six-percent increase, to con-
tinue operating the world’'s safest air traf-
fic control system; $2.1 billion, a 14-per-
cent increase, to buy next generation
equipment for the system; and $290 mil-
lion, a 46-percent increase, to research
ways to make the system safer, more se-
cure, and more efficient. It also provides
$1.7 billion in grants to improve the Na-
tion’s airports.

Building an Intermodal System

Americans do not view transportation
through the lens of individual modes, such
as highways, trains, or marine or air travel.
Rather, they expect transportation to deliver
results—moving people and goods from point
to point. Infrastructure investment builds and
maintains the individual links in the transpor-
tation chain and forges them together into
an effective intermodal network.

The budget proposes a record Federal invest-
ment of nearly $30 billion in transportation
infrastructure—airports, highways, transit,
and trains—continuing the trend of rising
investments in infrastructure under this Ad-
ministration. In 1999, infrastructure invest-
ment would rise to a level that is 42
percent higher than the annual average of
$21.1 billion from 1990 to 1993, and 13
percent higher than the annual average of
$26.6 billion from 1994 to 1998 (see Table
5-1). These increases have helped address
demands arising from the greater movement
of people and goods in a growing economy.

Table 5-1. AVERAGE ANNUAL TRANSPORTATION
INFRASTRUCTURE INVESTMENT

(Appropriations, obligation limitations and exempt obligations; dollar amounts in millions)

Percent Percent
1990-1993 1994-1998 99 Change: Change:
Annual Annual Pronosed 1990-1993 1994-1998
Average Average p Average Average
to 1999 to 1999
Infrastructure Investment ...........ccooveereeennnn. 21,145 26,575 29,982 +42% +13%
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Surface Transportation: Surface transpor-
tation programs account for much of the Fed-
eral, State, and local transportation infrastruc-
ture investment dollar. The 1991 Intermodal
Surface Transportation Efficiency Act (ISTEA)
broke new ground by giving States and local-
ities more flexible and innovative funds for
these programs. Over the past six years, the
results have become clear:

e The percentage of pavement in poor condi-
tion on the National Highway System fell
from 11.3 percent in 1993 to 8.9 percent
in 1996.

- State and local officials have used flexible
funds to target improvements in mobility,
economic development, and air quality
through projects that selectively foster pe-
destrian, bicycle, and transit-supportive
land uses. Local decisions have directed
$3.2 billion into transit investments—
funds that might otherwise have been re-
stricted to highways, regardless of local
needs.

* Overall, the expansion of transit systems
and purchase of transit vehicles expanded
transit capacity by 3.5 percent from 1993
to 1995. Transit investments also have le-
veraged local development and redevelop-
ment by improving public access to major
job centers and fostering land use that
supports commercial activity. Transit also
eases congestion and pollution by slowing
the rate of growth of auto traffic.

The Administration’s proposed National Eco-
nomic Crossroads Transportation Efficiency
Act (NEXTEA) builds on these successes
and significantly enhances the Nation’s ability
to promote intermodal development. NEXTEA
authorizes $175 billion for surface transpor-
tation programs from 1998 to 2003, and
increases core highway program authorizations
by more than 30 percent over ISTEA levels.
NEXTEA provides even greater flexibility for
States and localities to target funds to
projects—such as passenger rail, intercity
bus, and transit—that best meet community
needs.

The budget and reauthorization proposals
for the Federal Highway Administration give
State and local officials maximum flexibility
to meet their local priorities. The budget

provides $22.4 billion to maintain the high-
ways critical to interstate transportation. In
addition, it proposes $250 million to leverage
private financing for new transportation infra-
structure projects. Of the $250 million, $150
million would capitalize State Infrastructure
Banks that enable States to underwrite bonds,
enhance credit, and make loans. The other
$100 million would fund the Infrastructure
Credit Enhancement grants to improve the
financing of public-private projects of national
significance. The Alameda Corridor, first fund-
ed in 1997, is an example of a public-
private project that will improve national
competitiveness by contributing to efficiency
in domestic handling of international ship-
ments in and out of the Ports of Los Angeles
and Long Beach.

The budget also proposes a $4.6 billion
investment in transit infrastructure. Relying
on the NEXTEA program structure, the Ad-
ministration proposes to combine the Discre-
tionary Bus and Fixed Guideway Moderniza-
tion programs with the Formula Grants pro-
gram, giving transit properties maximum flexi-
bility to meet their capital needs. Of the
transit investments, $100 million would go
for the new Access to Jobs and Training
Program, designed to establish partnerships
between transportation and human service
providers to support new transportation links
to entry-level jobs.

Border Gateway Pilot Program: In
NEXTEA, the Administration proposes a spe-
cial border program to improve transportation
at international border crossings and along
major trade transportation corridors. The pro-
posed $540 million Border Gateway Pilot Pro-
gram ($90 million a year) would develop and
implement coordinated, comprehensive border
crossing plans and programs, thus promoting
the efficient and safe use of border crossings
within defined international gateways.

Passenger Rail: Investments in passenger
rail are a critical piece of our Nation’s trans-
portation infrastructure. The Administration
proposes over $600 million to fund the Na-
tional Railroad Passenger Corporation, known
as Amtrak. This discretionary funding, com-
bined with over $2.2 billion available to Am-
trak under the Taxpayer Relief Act, represents
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historic levels of Federal capital support for
passenger rail.

The 1998 Amtrak Reform and Accountability
Act, Amtrak’s first reauthorization since 1992,
provides for its most comprehensive restructur-
ing since the early 1980s. Amtrak is a
vital component of our national transportation
services in densely populated corridors, such
as the Northeast; on medium- and short-
haul routes; and on trans-continental routes
linking cities across the Nation. In many
areas of rural America, it is the only transpor-
tation alternative to the automobile. With
the available funds, Amtrak would be able
to make needed capital improvements, includ-
ing replacing its aging car fleet, upgrading
its tracks, and rehabilitating stations and
maintenance facilities Nation-wide. With these
improvements, Amtrak would be able to at-
tract new customers and better serve the
ones it has. The budget also maintains the
Administration’s commitment to end Federal
operating assistance to Amtrak by the year
2002.

New high-speed operations in the Northeast
corridor between Boston and Washington are
a key part of this greatly improved rail
service. As part of its $621 million request
for Amtrak, the Administration proposes $200
million for the Northeast Corridor Improve-
ment Project to significantly expand the flexi-
bility that travelers enjoy. By the end of
1999, with the completion of electrification
between New Haven and Boston, the entire
Boston-to-Washington corridor would operate
as high-speed rail. In 2000, the Washington-
New York market would have two-hour-and-
45-minute service, while the New York-Boston
market would have three-hour service, com-
pared to current service times of three hours
and four-hours-and-20-minutes, respectively.
Travelers accustomed to the surface-airport-
surface intermodal connections to and from
urban centers along the Northeast corridor
would have a realistic alternative of walk-
aboard, business-center-to-business-center rail
service.

Air Transportation—National Airspace
System (NAS) Modernization: As air travel
grows from 600 million to an estimated one
billion passengers a year by 2010, demand for
air traffic control (ATC) services will outstrip

the NAS’ current capacity. At the same time,
equipment for the ATC system, although still
safe, is reaching the end of its useful life. As
a result, ATC modernization is one of the Ad-
ministration’s highest transportation infra-
structure priorities.

In its February 1997 report to the President,
the White House Commission on Aviation
Safety and Security, led by Vice President
Gore and known as the Gore Commission,
highlighted the need for increased aviation
investment. It noted that “inefficiencies in
the system cost airlines in excess of $3
billion in 1995—costs ultimately paid by
passengers.” To address these inefficiencies,
the Commission recommended that a “modern-
ized system (be) fully operational by the
year 2005.”

The budget is an important step toward
achieving this goal. It proposes about 10
percent average annual increases in aviation
capital modernization funding over the next
five years. For 1999, the budget invests
$2.1 billion in modernization, compared to
the $1.9 billion that Congress enacted in
1998. It supports continued replacement of
air traffic control computers at the Nation's
busiest airports and en-route centers, and
maintains the safety and integrity of existing
systems until they are replaced. It also
promotes the development of prototype soft-
ware tools to allow air traffic controllers
to route traffic more efficiently. By 2003,
the projected capital modernization budget
totals $3.2 billion (see Table 5-2).

The budget makes longer-term investments
in developing advanced navigation, commu-
nications, and decision support technology
in pursuit of a revolutionary operational con-
cept known as “free-flight.” It includes more
than $300 million over five years for the
Flight 2000 Demonstration Program to test
and validate the equipment and procedures
needed to shift from traditional ground-based
air traffic control to more collaborative air
traffic management. Also, as the Gore Com-
mission recommended, the budget proposes
$100 million in 1999 to purchase 88 explosives
detection systems, 125 trace detection devices,
85 carry-on-baggage x-ray machines, and as
many as 100 hardened cargo containers for
passenger jets.
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Table 5-2.

FEDERAL AVIATION ADMINISTRATION
MODERNIZATION AND OPERATIONS FUNDING

(Budget authority, dollar amounts in millions)

Dollar  Percent
1997 1998 1999 2003 Change: Change:
Actual Estimate Proposed Proposed 1998 to 1998 to
1999 1999
Modernization ........cccccccveeeeiiieeieeeeieieeeeee, 1,938 1,875 2,130 3,185 +255 +14%
OPpPerations .........cccceeeeeeiiiieee e 4,953 5,337 5,631 6,839 +294 +6%

In addition, the budget proposes significant
increases for FAA operations. It increases
funding by six percent, to $5.6 billion, to
ensure the continued safe and efficient oper-
ation of the National Airspace System and
fully fund Gore Commission recommendations
(see Table 5-2). The budget provides funds
for 185 new air traffic controllers, 150 new
maintenance technicians, and 45 more safety
inspectors, and more funds to operate and
maintain newly acquired systems, expand
the aging-aircraft inspection program to cover
non-structural systems, develop a standard
safety database to share information in acci-
dent prevention programs, and perform airport
vulnerability assessments.

As aviation funding rises in the next five
years, the budget assumes that direct user
fees will support more of this investment.
Over time, excise taxes will give way to
more efficient service-based charges. By 2003,
direct user fees, which encourage better sys-
tem management and more accurately reflect
system use, would fund the NAS completely.

Airport Grants: About 3,300 large and
small airports are eligible for Federal capital
grants to help build runways and make other
capital improvements that enhance capacity,
safety, security, and noise mitigation. The
budget proposes $1.7 billion for the Airport
Grants Program that, along with State and
local funds, supplements airport revenues that
fund 84 percent of the development costs of
commercial service airports. These revenues
include about $1.1 billion a year in local pas-
senger facility charges, authorized in 1990 and
paid by passengers to improve the aviation fa-
cilities they use. The collections go directly to
the local airports for improvement projects.

Promoting a Cleaner and Safer America

In recent years, the Nation has recognized
that we have limited ability to add new
physical capacity to our transportation system.
Furthermore, the effects of new physical
capacity on the environment and the quality
of our lives are often unacceptable: air and
noise pollution, congestion, community disrup-
tion, and loss of land for alternate uses
are just a few examples. We also must
ensure that, as our transportation system
expands, we improve the way we protect
our families from the hazards of travel.

Safer Roads: Transportation safety, an Ad-
ministration priority, is an integral component
of investment in our highway transportation
system. The highway and vehicle safety pro-
grams that NHTSA administers reduce fatali-
ties and injuries. The economic cost to society
of motor vehicle crashes is an estimated $150
billion a year, according to an analysis of 1994
NHTSA data. NHTSA's programs have played
a significant role in saving over $30 billion
of additional economic costs that would other-
wise accrue.

The budget increases funding for NHTSA
programs by 22 percent above 1998 levels,
fully funding the Presidential Initiative for
Increasing Seat Belt Use Nation-wide. This
Initiative is designed to increase seat belt
use from the current 68 percent to 85 percent
in 2000 and 90 percent in 2005. It reflects
a broadened, more intensive public education
program involving public and private partner-
ships, and more State participation in enacting
strong laws and effectively enforcing them.
NHTSA'’s outreach program and State partici-
pation are designed to reduce alcohol and
drug-related fatalities and injuries. Further,
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NHTSA's research and vehicle programs em-
ploy engineering and marketing approaches
to improve vehicle safety and enhance our
highway safety and infrastructure.

Intelligent Transportation Systems
(ITS): In our surface modes, the broad range
of technologies that the Administration is de-
veloping, testing, and installing under the ITS
program hold the promise of meeting greater
traffic demand with existing facilities; reducing
congestion; and improving safety. ITS pro-
grams can also increase personal mobility, cut
freight costs, and allow firms to develop cus-
tomized transportation solutions. Together
with the local flexibility that ISTEA offers,
these programs helped hold peak-hour conges-
tion growth on urban interstate highways to
2.5 percent from 1990 to 1995, despite greater
annual increases in vehicle travel.

Congestion Mitigation and Air Quality
Improvements (CMAQ): To make America’'s
transportation system more environmentally
sensitive, the budget proposes $1.3 billion for
the CMAQ program, which funds many inno-
vative infrastructure projects to improve the
Nation’s air quality and reduce congestion.
Transit investment and bicycle- and pedes-
trian-oriented infrastructure projects have pro-
vided commuting and recreation alternatives
in many of our heavily populated urban areas,
and coordinated responses to congestion have
enabled local communities to reduce emissions.

Maritime Efficiency: America's roads and
railways stop at the border, but our economic
and national security interests extend across
the globe. Our ports and waterways tie Amer-
ica to the rest of the world. The Coast Guard
is developing the Port and Waterway Safety
System to improve shipping control and in-
crease safety in major U.S. ports. Investments
in maritime Differential Global Positioning
Systems and in the national VHF-FM commu-
nication system will move vessels more safely
and efficiently through our waterways. The
Coast Guard is also modernizing its capital
assets by replacing 37 World War ll-era buoy
tenders with 30 technically advanced, mini-
mally-manned vessels that can more efficiently
maintain our 50,000 public navigational aids
as well as respond to oil spills.

Further, the Maritime Administration ad-
ministers the Title Xl loan guarantee program

that, since 1994, has guaranteed the construc-
tion of 296 ships and six shipyard moderniza-
tion projects, totaling over $2.1 billion. The
budget, which proposes over $500 million
for Title Xl loan guarantees, reflects the
Administration’s support for this valuable
program and represents the President’s contin-
ued commitment to maintain a strong, viable
U.S. merchant marine and shipbuilding indus-
try.

Investing in Sustainable and Inclusive
Communities

Americans use their transportation system
more and more because our infrastructure
investment, in the form of transit, passenger
rail, and bus systems, gives them a host
of options. It particularly benefits those who
cannot travel by automobile or other private
vehicle due to income, disability, or age.

Community-Oriented Transportation:
Since 1993, the Administration has provided
$52 million in transit funding to 21 commu-
nities in order to foster community-oriented,
customer-friendly transportation facilities and
services. The Livable Communities Initiative
(LCI) enhances the impact of transportation
investments by leveraging State and local
funds, using flexible highway funds and other
eligible sources. For example:

e One successful LCI initiative in Atlanta
led to better pedestrian access to transit
stations and the construction of three new
gateways to the Atlanta University Cen-
ter, improving ridership, safety, and access
to jobs, and providing new community
service and educational opportunities.

e Another LCI project, the Los Angeles
Neighborhood Initiative, led to transit-re-
lated improvements that attracted neigh-
borhood investment, played a leading role
in the city’s redevelopment, and helped cut
the crime rate by 19 percent.

In addition, from 1994 to 1998, the Adminis-
tration has provided $2.1 billion to the States
to fund Transportation Enhancement projects,
and the budget proposes $561 million for
1999. This funding supports transportation-
related recreational trails, historic preser-
vation, water pollution mitigation, and eco-
nomic development activities designed to im-
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prove the quality of life in our communities.
Other Federal grants will continue to relieve
aircraft noise problems by helping to sound-
proof or relocate residences and public build-
ings in runway approach zones.

Welfare-to-Work: Transportation infrastruc-
ture plays a critical role in welfare reform.
The Administration seeks to strengthen the
vital connection between transportation and

employment through its Access to Jobs and
Training Initiative. The budget provides $100
million to develop new and supplementary
transportation to enhance the access that wel-
fare recipients and other economically dis-
advantaged persons have to jobs and support
activities. More generally, the Administration
seeks to forge public-private partnerships that
can help get people to the jobs that may lie
outside their immediate neighborhoods.
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stunning developments.

I ask you to simply imagine that new century full of its promise, molded by science, shaped by
technology, powered by knowledge. These potent transforming forces can give us lives fuller and
richer than we have ever known ... If we are to make the most of this century, we—all of us, each
and every one of us, regardless of our background—must work to master these forces with vision
and wisdom and determination. The past half-century has seen mankind split the atom, splice
genes, create the microchip, explore the heavens. We enter the next century propelled by new and

President Clinton
May 1997

Scientific and technological advances have
left few facets of life untouched. Great leaps
in the speed and economy of transportation,
enormous increases in farm productivity, glob-
al flows of information and services, advances
in health treatment and prevention and in
environmental protection—all these changes
have created a world at the dawn of the
21st Century that is vastly different from
the world our grandparents knew. As numer-
ous studies show, technological innovation
and scientific discovery have been responsible
for at least half of the Nation’'s productivity
growth in the last 50 years, generated millions
of high-skill, high-wage jobs, and substantially
improved the quality of life in America.

The Federal Government has played an
important role in spurring and sustaining
this scientific and technological advance.

Among other feats, Government-sponsored re-
search and development (R&D) has put Ameri-
cans on the moon, explored the oceans, har-
nessed the atom, devised more effective treat-
ments for cancers, found the remains of
lost civilizations, tracked weather patterns
and earthquake faults, and discovered the
chemistry of life. No other country in history
can match America’s record of achievement
in science and technology.

Because these investments have paid such
rich dividends, and because the next century
will bring new challenges, opportunities, and
problems that science and technology can
help address, continued U.S. leadership in
science and technology is a cornerstone of

the President’s and the Vice President’s vision
for America. Thus, the budget strengthens
these vital investments, contributing substan-
tially to many of the Administration’s broader
goals by creating new knowledge, training
more workers, catalyzing new jobs and indus-
tries, addressing health challenges, enhancing
our understanding of and ability to address
environmental problems, improving the edu-
cation of our children, and maintaining a
strong national defense. The centerpiece of
the Administration’s continuing commitment
is the proposed Research Fund for America,
from which many of the research dollars
will now flow.

But Federal funds are not limitless. Thus,
agencies are working to make smarter, better
science and technology investments, guided
by two fundamental principles.

* First, agencies are focusing on potentially
high-payoff research that could have sub-
stantial public benefit, but is too high-risk
or long-term for the private sector. The
Federal Government, in partnership with
States, universities, and industry, sup-
ports a balanced mix of basic and applied
research and technology development,
given that scientific discovery and techno-
logical innovation are intricately inter-
woven. The Federal Government also
supports international partnerships that
benefit our scientists, leverage our invest-
ments, and address complex, global
problems.

93
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« Second, agencies are focusing more on the
performance and results of science and
technology investments, rather than just
dollars spent. They are also pursuing im-
provements in efficiency, where possible,
through innovations in government labora-
tories, university grants, and private con-
tracts.

Research Fund for America

The budget proposes a Research Fund for
America—reflecting the President’s commit-
ment to ensuring long-term stability and
growth for non-defense research programs—
that will support a wide range of Federal
science and technology activities. The budget
proposes $31 billion for the Fund, representing
an eight-percent increase for these programs
over the 1998 level and a 32-percent increase
by 2003 (see Chart 6-1 and Table 6-1).

National Institutes of Health (NIH): The
Fund supports an unprecedented commitment
to biomedical research, laying the foundation
for new innovations to improve health and pre-

vent disease. It provides an increase of $1.15
billion for the National Institutes of Health
(NIH), the largest ever, to a proposed $14.8
billion funding level that will support greater
research on diabetes, brain disorders, cancer,
drug demand reduction, genetic medicine, dis-
ease prevention strategies, and the develop-
ment of an AIDS vaccine.

NIH'’s highest priority continues to be inves-
tigator-initiated, peer-reviewed research proj-
ect grants. To ensure that the United States
continues to invest heavily in biomedical
research, the budget proposes, for the first
time, sustained increases for the NIH over
five years. By the year 2003, funding for
biomedical research would increase to over
$20 billion, or by nearly 50 percent.

Climate Change Technology Initiative
(CCTI): The Fund includes a five-year re-
search and technology initiative to reduce the
Nation’s emissions of greenhouse gases. Led
by the Energy Department (DOE) and the En-
vironmental Protection Agency (EPA), the ef-
fort also includes activities of the National

BUDGET AUTHORITY IN BILLIONS
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Table 6-1. RESEARCH FUND FOR AMERICA
(Budget authority, dollar amounts in millions)

Percent Percent
1998 1999 2003 Change: Change:
Estimate Proposed Proposed 1998 to 1998 to
1999 2003
Health and Human Services:
National Institutes of Health ...........cccccoiiiiiiiiiiiine 13,648 14,798 20,188
Agency for Health Care Policy and Research .......c.....ccc..  veviieeins 46 56
Centers for Disease Control and Prevention .............cc..  cooeieiinen. 25 30
AGENCY TOTAl ..o 13,648 14,869 20,274 +8% +48%
National Science Foundation (NSF)? ..........cccccevevinnne. 3,366 3,710 4,183 +10% +24%
Department of Energy:
SCIENCE Program ......cccocieiiiiiie it 2,236 2,296 2,420
Fusion Research ........cccccoecveiviieennnnn. 232 228 200
National Spallation Neutron SOUICe .........cccccovieeiiiiienies rveerieeenns 157 195
AQENCY TOTAl ...ooiiiiiiiii 2,468 2,681 2,815 +9% +14%
National Aeronautics and Space Administration:
SPACE SCIBMCE ..vviveiiiieeiiiee ettt e stte e stee et e et e e seee e sraeeas 2,034 2,058 2,568
Earth SCIENCE .......coooiiiiiiiiiiieece e 1,417 1,372 1,407
Advanced Space Transportation Technology ................... 417 389 490
Aeronautics Research and Technology ........cccccceiiiiennns 920 786 775
AQENCY TOtAl ..o 4,788 4,605 5,240 —4% +9%
Department of Agriculture:
CSREES Research and Education ..........cccccooevvniiiinenne. 430 423 423
Economic Research Service ................... 533 56 56
Agricultural Research Service (ARS) ... 745 770 770
Forest Service Research .........coccoeiiiiiiniieeee 188 195 195
AQeNCY Total .......ccoeiiiiiiii e 1,416 1,444 1,444 +2% +2%
Department of Commerce:
Oceanic and Atmospheric Research .........cccccccevvcieennnnnn. 278 251 251
National Institute of Standards and Technology ? 563 600 689
AQeNCY TOtal .......ccueiiiiiiiii 841 851 940 +1% +12%
Department of Interior: U.S. Geological Survey ............ 759 807 796 +6% +5%
Environmental Protection Agency: Office of Research
and Development ... 538 487 578 -9% +7%
Department of Veterans Affairs: Medical Research ..... 272 300 300 +10% +10%
Department of Education: Education Research ............. ..., 50 50 NA NA
Climate Change Technology Initiative:
ENEIQY oo 729 1,060 1,144
Environmental Protection Agency .. 90 205 241
Housing and Urban Development ........... 10 e
Agriculture (ARS and Forest Service) ..... 10 21
COMIMEICE ..evieiiiieeiiree ettt et e et e e et e e e e e e e nnneees 7 8
Multi-agency total .........ccccooiiiiiiiiiiiee 819 1,292 1,414 +58% +73%
TOTAL .o e 28,915 31,096 38,034 +8% +32%

2Does not include Manufacturing Extension Partnership.

1 NSF data excludes $63 million per year in Function 054, Defense-related activities.

®Excludes transfer in 1999 of research function from Agriculture Department feeding programs.
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Institute of Standards and Technology (NIST)
and the Departments of Agriculture (USDA)
and Housing and Urban Development (HUD).
The budget proposes a combined $2.7 billion
increase over five years for these agencies for
R&D on energy efficiency, renewable energy,
and carbon-reduction technologies. The budget
also proposes $3.6 billion in tax incentives over
five years to stimulate the adoption of more
efficient technologies in buildings, industrial
processes, vehicles, and power generation.

An example of efforts to develop break-
through technologies to cut greenhouse gases
and improve energy efficiency is the Partner-
ship for a New Generation of Vehicles—
a Government-industry effort to develop an
attractive, affordable car that meets all appli-
cable safety and environmental standards
and is up to three times more fuel efficient
than today’s cars, reaching roughly 80 miles
per gallon. The budget proposes a similar
Government-industry effort to develop more
efficient heavy truck engines. Other key parts
of the CCTI are Government-industry partner-
ships on energy-efficient technologies for com-
mercial buildings and homes; stronger labeling
and efficiency requirements for appliances
and office equipment; the deployment of new
technologies in the industrial sector to capture
waste heat and convert it into electricity;
and R&D spending and incentives for renew-

photovoltaics, and fuel cells (See Tables 6-2
and 6-3)

National Aeronautics and Space Admin-
istration (NASA): The Fund supports several
ongoing activities, including: $2.1 billion for
Space Science, a program that has out-
performed all expectations in 1997 with the
highly successful Mars Pathfinder mission;
$1.4 billion for Earth Science (formerly Mission
to Planet Earth), which explores the influence
of natural processes and human activities on
the environment, and which will launch the
first of NASA’s new generation of Earth Ob-
serving System Satellites, known as AM-1, in
1998; $389 million for Advanced Space Trans-
portation Technology, including funds for the
X-33 and X-34 reusable launch vehicle tech-
nology demonstrations; $786 million for
NASA'’s Aeronautics Research and Technology
programs, including Aviation Safety R&D; and
$760 million in future-year funds to support
launch vehicles that would lower NASA's
launch costs.

National Science Foundation (NSF): The
Fund provides $3.7 billion, 10 percent more
than in 1998, for NSF, whose broad mission
is to promote science and engineering research
and education across all fields and disciplines.
NSF supports nearly half of the non-medical
basic research conducted at academic institu-

able energy sources like biomass, wind, tions, and provides 30 percent of Federal sup-
Table 6-2. CLIMATE CHANGE TECHNOLOGY INITIATIVE
(AGENCIES)
(In millions of dollars)

Dollar Dollar
: 1997 1998 1999 Change: Change:
Selected Agencies Actual Estimate Proposed 1998 to 1999 to

1999 2003

Discretionary Budget Authority:

ENErgy .ot 657 729 1,060 +331 +1,899
Environmental Protection Agency ............. 86 90 205 +115 +677
Housing and Urban Development ............. .cccceies eviiieeeene 10 +10 +10
AQFICUITUNE i e ariieeee e 10 +10 +86
(0] 1910 0= ol P OTPPR N 7 +7 +38
Subtotal, budget authority ..................... 743 819 1,292 +473 +2,710
TaX INCEBNTIVES ... es e ees e e eaas 421 +421 +3,635
Total Initiative .........cccoeeviiiiieiiiiienes 743 819 1,713 +894 +6,345
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Table 6-3. CLIMATE CHANGE TECHNOLOGY INITIATIVE
(SECTORS)
(In millions of dollars)

Dollar

1998 1999 Change:

Key Sectors Estimate Proposed 1998 to

1999
Discretionary Budget Authority:

BUIAINGS .ot 146 264 +118
INAUSTIY .o 156 216 +60
TranSPOrtaAtiON ......cc.ueiiiiiiiiiii e e e 246 356 +110
| 1=Tod o g o1} PP OTPPPR 220 332 +112
Carbon Sequestration and Cross-Cutting Research .........cc.... e 42 +42
Policy Analysis, Market InCentives ...........ccoccceeiiiiiiieeiiniiieenn. 6 26 +20
Program DireCtion ........cccccooiiiiiiie i 45 57 +12
TOTAD oo 819 1,292 +473

port for mathematics and science education.
Because most NSF awards go to colleges and
universities, they not only generate knowledge,
they also train the next generation of scientists
and engineers.

Department of Energy: The Fund provides
the resources for DOE's science research and
nuclear fusion programs, for constructing the
National Spallation Neutron Source, for the
international partnership on the Large Hadron
Collider, and for DOE research under the Cli-
mate Change Technology Initiative (discussed
earlier in this chapter).

Department of Agriculture: The Fund pro-
vides $777 million for the Agricultural Re-
search Service, $33 million more than in 1998,
and $56 million for the Economic Research
Service, which conduct a broad range of food,
farm, and environmental research programs.
The budget also provides $423 million for Co-
operative State Research, Education, and Ex-
tension Service (CSREES) programs, including
$130 million for the National Research Initia-
tive, a 34 percent increase over the 1998 level.
CSREES provides grants for agricultural, food,
and environmental research, and for higher
education. National Research Initiative com-
petitive research grants improve the quality
and increase the quantity of USDA's farm,
food, and environmental research. The budget
proposes a Food Genome Initiative to expand
efforts to understand the genomes of important
plants, animals, and microbes. In addition, it

increases funding for the Forest Service's For-
est and Rangeland Research program to con-
duct research on sensitive and complex natural
resource management issues, forest health res-
toration, wildland fire fuels reduction, wildlife
habitat restoration, alternative uses of forest
and rangeland resources, and inventory and
monitoring methods.

Department of Commerce’s NIST: The
Fund provides $260 million for NIST's Ad-
vanced Technology Program (ATP), growing to
$399 million by 2003, to promote unique, rigor-
ously competitive, cost-shared R&D partner-
ships between Government and private indus-
try to more quickly develop high-risk tech-
nologies that promise significant commercial
payoffs and widespread economic benefits. The
Fund also provides $340 million for NIST's
Standards and Technology Laboratories, in-
cluding $300 million for ongoing programs and
new initiatives in disaster mitigation, semi-
conductors, and trade-related standards and
$40 million to build an Advanced Measure-
ment Laboratory on the NIST campus in
Gaithersburg, Md.

Department of Commerce’s National
Oceanic and Atmospheric Administration/
Office of Oceanic and Atmospheric Re-
search (OAR): The Fund provides $251 mil-
lion for OAR to conduct research to provide
the scientific basis for national policy decisions
in areas such as climate change, air quality,
and stratospheric ozone depletion, as well as
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research to promote economic growth through
efforts in marine biotechnology and environ-
mental technologies.

Department of the Interior's U.S. Geo-
logical Survey (USGS): The Fund provides
$807 million for science that directly supports
natural resource and environmental decision
making. Increases for USGS support research
on pollutant transport in ground water; en-
hanced understanding of species habitat; and
improved monitoring of water quality, species
habitat, and natural hazards. USGS plans to
use its mapping, remote sensing, and natural
resources monitoring capabilities to develop
new ways to improve the availability and dis-
semination of domestic natural disaster haz-
ards information, as well as to support NASA’s
Earth Observing System satellites.

EPA: The Fund provides $487 million for
EPA’'s Office of Research and Development
(ORD), which performs most of EPA's research
and provides a sound scientific and technical
foundation for environmental policy and regu-
latory decision-making. ORD also provides
technical support to EPA’s mission, integrates
the work of its own scientific partners, and
provides leadership in addressing emerging en-
vironmental issues.

Department of Veterans Affairs’ Medical
Research: The Fund provides $300 million—
about a third of the Department’s overall re-
search program of nearly $1 billion—for clini-
cal, epidemiological, and behavioral studies
across a broad spectrum of medical research
disciplines.

Department of Education: The Fund in-
cludes $50 million a year for five years for
the Education Research Initiative, a partner-
ship between the Education Department and
the National Science Foundation—consistent
with recommendations by the President's Com-
mittee of Advisors on Science and Technology,
the National Academy of Education, and the
National Research Council's Committee on the
Federal Role in Education Research. The ini-
tiative will support large-scale research fo-
cused on the best approaches to raising stu-
dent achievement through, for example, learn-
ing technologies and innovative approaches to
reading and mathematics instruction that take
advantage of the latest research findings on
brain function and learning.

Department of Health and Human Serv-
ices’ (HHS) Agency for Health Care Policy
and Research (AHCPR): The Fund provides
$46 million for AHCPR to support research
on the outcomes and effectiveness of clinical
treatments, health care quality, and the orga-
nization, financing, and delivery of health care.
AHCPR works primarily through peer-re-
viewed grants to academic health centers, uni-
versities, and non-profit research organiza-
tions.

HHS’ Centers for Disease Control and
Prevention (CDC): The Fund includes a $25
million increase for CDC'’s population-based re-
search activities to provide new peer-reviewed
grants that will enable academic centers to
perform population-based research to help pre-
vent diabetes, heart disease, workplace inju-
ries, and cancers.

Science and Technology Highlights

Federal investments in science and tech-
nology contribute to the Administration’s eco-
nomic, educational, health, environmental, and
national security goals. Along with programs
of the Research Fund for America, the budget
proposes increases for a host of other impor-
tant activities. (For total Federal R&D fund-
ing, see Table 6—4; for science and technology
highlights, see Table 6-5.)

Increasing Total Support for Science
and Technology: The budget marks the sixth
straight year that the President has proposed
increases in R&D—at $78.2 billion, $2 billion
or three percent more than in 1998. The budg-
et also provides an increasing share for civilian
R&D investments, which comprise 48 percent
of the total.

Boosting Funding for Basic and Applied
Research: The budget proposes $17 billion for
basic research and $16.4 billion for applied re-
search—increases of $1.2 billion and $848 mil-
lion, respectively, over 1998. These invest-
ments, which include increases of nine percent
for NIH, 11 percent for NSF, and 11 percent
for DOE, reflect the Administration’s commit-
ment to obtaining knowledge that will provide
future economic and social benefits and im-
prove our ability to meet economic needs with-
out adversely affecting health and the environ-
ment.
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Table 6-4. RESEARCH AND DEVELOPMENT INVESTMENTS
(Budget authority, dollar amounts in millions)

By Agency:
Health and Human Services
National Science Foundation
Agriculture .......ccoccevviveeiiinenne
Commerce ......

Transportation
INtErior .....cccooviiiiiiieeeeee

By R&D Type:
Applied Research .

Development .....
Equipment ..

By Civilian Theme:

Applied Research .
Development .....

By Defense Theme:

Development
Equipment .....

By R&D Share:

Civilian ....

DEFENSE e

National Aeronautics and Space Administration .......
ENBIQY oo

Environmental Protection Agency .......ccccceeeveeviveeennnnn.
Veterans Affairs ...
OB e

Basic Research .........cccccceeiiiiiiiiiei e

FaCilities ....cccvviiiiiiee e

Basic RESEAICh .......cccccveveiiiie et

EQUIPMENT ..o
FaCIlITIES ..ovviiiieiiiee e

SUBtOtal e

Basic RESEAICH ......ccocviviiiiieiiieeee e
Applied Research ........ccccccoiiiiiiii e

FaCilities ....ccovveiiiiie e

Subtotal ...

DEfENSE e

TORAD oo
Civilian (Percent) .......occcceiiiieeiiiie e

R&D Support to Universities ........c.cccccceiviieiiineenns
Merit (Peer) Reviewed R&D Programs ...................

Dollar Percent

1997 1998 1999 Change: Change:

Actual Estimate Proposed 1998 to 1998 to

1999 1999

..... 37,238 37,430 37,010 —420 -1%
12,941 13,836 15,136 +1,300 +9%
..... 9,348 9,752 9,501 —-251 -3%
..... 6,234 6,477 7,174 +697 +11%
2,463 2,607 2,893 +286 +11%
1,562 1,559 1,552 —7 +*%
978 1,079 1,080 +1 +*%
612 676 775 +99 +15%
592 609 631 +22 +4%
..... 564 637 631 -6 -1%
..... 588 608 670 +62 +10%
..... 883 928 1,106 +178 +19%
..... 74,003 76,198 78,159 +1,961 +3%
..... 15,017 15,773 16,966 +1,193 +8%
14,393 15,553 16,401 +848 +5%
42,352 42,474 42,161 -313 -1%
688 721 837 +116 +16%
..... 1,553 1,677 1,794 +117 +7%
..... 74,003 76,198 78,159 +1,961 +3%
..... 13,927 14,673 15,811 +1,138 +8%
10,348 11,244 11,772 +528 +5%
7,896 8,010 8,229 +219 +3%
..... 542 577 693 +116 +20%
..... 1,243 1,252 1,318 +66 +5%
..... 33,956 35,756 37,823 +2,067 +6%
..... 1,090 1,100 1,155 +55 +5%
..... 4,045 4,309 4,504 +195 +5%
34,456 34,464 34,057 —-407 -1%
146 144 144 i e
..... 310 425 476 +51 +12%
..... 40,047 40,442 40,336 -106 —*%
..... 40,047 40,442 40,336 -106 —*%
33,956 35,756 37,823 +2,067 +6%
..... 74,003 76,198 78,159 +1,961 +3%
..... 46% 47% 48% NA NA
..... 12,682 13,633 14,471 +838 +6%
..... 21,438 22,689 24,324 +1,635 +7%

NA =Not applicable.
*Less than 0.5 percent.

Strengthening  University-Based  Re-
search: University-based research—a mixture
of basic and applied science, development,
equipment procurement, and facilities invest-
ment—is key to America’s future. While foster-

ing innovation and expanding the scientific
frontier, university-based research also trains
the next generation of scientists and engineers.
The budget proposes $14.5 billion, an increase
of $838 million over 1998.
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Table 6-5. SELECTED PROGRAM HIGHLIGHTS
(Budget authority, dollar amounts in millions)

Dollar Percent
1997 1998 1999 Change: Change:
Actual Estimate Proposed 1998 to 1998 to
1999 1999
National Aeronautics and Space Administration:
International Space Station ...........cccccevieiiieniniieee i, 2,149 2,301 2,270 -31 -1%
Department of Commerce:
Manufacturing Extension Partnership ...........ccccoceenee. 95 114 107 -7 —6%
National Telecom. and Info. Admin. NIl Grants ............ 21 20 22 +2 +10%
Department of Transportation:
Intelligent Transportation System Initiative .................. 235 326 250 -76 —-23%
Flight 2000 Demonstraton Program .........cccccieiiiiiiies vevieeiiees veerieesnees 90 +90 NA
Department of Defense:
Dual Use Applications Program/Commercial Operations
and Support Savings Initiative .........cccceevveiiieciiieees 123 120 158 +38 +31%
Advanced Concept Technology Demonstrations .............. 57 7 116 +39 +50%
National Science and Technology Council Initia-
tives:
U.S. Global Change Research Program:
Health and Human Services ..........cccccvvviiieiiienienienne 4 4 5 +1 +25%
National Aeronautics and Space Administration ........ 1,369 1,417 1,372 —45 -3%
ENEIQY oot 109 108 113 +5 +5%
National Science Foundation 166 167 187 +20 +12%
AGFICUITUNE ..o 57 58 59 +1 +2%
COMIMEICE ...ooiiiiiii i 62 62 71 +9 +15%
INTEFIOr ..o 29 29 29 i e
Environmental Protection Agency . 14 15 21 +6 +40%
Smithsonian ........cccccovveviiiinncee 7 7 7
Tennessee Valley AULhOFitY ......ccccooviiiiiiiicniiinicie 1 s e
SUDTOtAl ..o 1,818 1,867 1,864 -3 —*%

Large Scale Networking; and High-end Comput-
ing and Computation:
DEFENSE .o 187 NA NA

Health and Human Services .........ccccovviriieeerineennnnnn. 107 NA NA
National Aeronautics and Space Administration ........ 91 NA NA
ENEIQY oot 128 NA NA
National Science Foundation 310 NA NA
COMIMEICE ...vveeiiiieeeieee e 22 NA NA
Environmental Protection Agency ..........cccccvvevecuvennne. 5 NA NA
101 o] (o] 7 1 PP 850 NA NA
Partnership for a New Generation of Vehicles .......... 234 227 277 +50 +22%
Emerging Infectious DiSEases ..........c.ccccvvvveeriieresiiineens 314 339 370 +31 +9%

NA = Not applicable.
*Less than 0.5 percent.
1 Meaningful comparisons between 1999 and earlier years are not possible because of significant program restructuring.

Protecting Human Health: The budget re-
flects the Administration’s continued focus on
R&D to protect human health. It funds merit-
based, peer-reviewed research programs at the
NIH that have made the United States the
world’s leader in medical research, and it also
supports the development of an AIDS vaccine,
the fight against emerging infectious diseases,

research on cancer, efforts to reduce the de-
mand for drugs, and a food safety initiative.

Investing in Innovation to Create New
Jobs and Industries: Many of the new jobs
created under this Administration have been
high-tech, high-wage jobs in industries like
biotechnology and computing. The budget
maintains a strong investment in technology
to foster these high-priority, civilian science
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and technology industries and jobs. Along with
funding the ATP program as part of the Re-
search Fund for America, the budget continues
funding for Manufacturing Extension Partner-
ships to help small businesses become more
competitive by adopting modern technologies
and production techniques, and for high per-
formance computing research.

Investing in Environmental Research:
Environmental research is critical for develop-
ing the scientific understanding and techno-
logical tools to allow the Nation to enhance
environmental quality for current and future
generations. The budget supports vital re-
search on safe and clean food, air, and water,
and on ecosystem management, biological di-
versity, and ozone depletion. The budget in-
creases support for energy efficiency and re-
newable energy programs, and for programs
to help us understand, prepare for, and miti-
gate the effects of changing climate conditions
and natural disasters. These investments pro-
vide a scientific basis for developing cost-effec-
tive environmental policies, create the knowl-
edge base for citizens to make wise environ-
mental decisions, and enable new and better
approaches to environmental protection.

Investing in a 21st-Century Education:
Information technology has revolutionized
America’s businesses, but has not yet had as
profound an effect in America’s classrooms.
Through the President’'s Education Technology
Initiative, the Federal Government is helping
to ensure that America’'s classrooms are
equipped with modern computers and con-
nected to the Internet, that educational soft-
ware becomes an integral part of the curricu-
lum, and that teachers will be ready to use
and teach with technology. Federal science and
technology investments contribute to these
goals; they include the Education Research Ini-
tiative—a joint Education Department and
NSF partnership (described earlier in this
chapter)—and NSF's activities in Knowledge
and Distributed Intelligence. (For more discus-
sion of education technology, see Chapter 1,
“Investing in Education and Training.”)

Investing in Research to Keep Our Na-
tion Secure: The budget furthers the Admin-
istration’s investments in defense research to
ensure that our military maintains its techno-
logical superiority. The budget also supports

programs to keep nuclear weapons out of the
hands of terrorists, use science-based tech-
niques to ensure the safety and reliability of
our nuclear weapons stockpiles, support re-
search in critical infrastructure protection, and
promote global stability by bolstering strong
international science and technology partner-
ships. The budget also supports the Dual Use
Applications Program (DUAP), which puts
commercial industry’s technical know-how and
economies of scale at the service of national
defense.

Other Program Highlights

The Administration continues to support
a wide variety of science and technology
programs at individual agencies.

NASA International Space Station: With
the first launch to assemble this unique orbital
laboratory only a few months away, the budget
includes $2.3 billion to keep subsequent assem-
bly missions on schedule. It also includes funds
in later years to minimize the risk and cost
of the project. NASA is developing the Space
Station with the European Space Agency,
Japan, Canada, and Russia.

Department of Commerce:

Manufacturing Extension Partnership: The
budget proposes $107 million for this Nation-
wide network of 75 centers and 300 field
offices that offer technical assistance and
information about the newest business prac-
tices to help the Nation's 382,000 smaller
manufacturers compete more effectively, lead-
ing to stronger economic growth and job
creation.

National Telecommunications and Informa-
tion Administration’s National Information In-
frastructure Grants Program: The budget pro-
poses $22 million for grants to fund innovative
projects that demonstrate how information
technology can improve the delivery of edu-
cational, health, and other social services.
These grants are highly competitive and
have stimulated several hundred million dol-
lars in non-Federal matching funds.

Department of Transportation:

Intelligent Transportation System (ITS) Ini-
tiative: The budget proposes $250 million
for the ITS initiative—a package of tech-
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nologies to enhance the safety and efficiency
of our surface transportation infrastructure.
The budget includes $100 million for the
Deployment Incentives program, which will
begin the Nation-wide deployment of “intel-
ligent infrastructure,” such as interactive traf-
fic signals and traveler information systems.

Flight 2000 Demonstration Program: Re-
sponding to recommendations of the White
House Commission on Aviation Safety and
Security, the budget proposes $90 million
for the Flight 2000 Demonstration Program,
which will test and validate equipment and
operating procedures over Alaska and Hawaii.
The program will lead to a revolution in
air traffic control known as “free-flight,” which
promises significant savings and will allow
travelers to reach their destinations more
safely, quickly, and efficiently.

Department of Defense (DOD):

DUAP and Commercial Operations and Sup-
port Savings Initiative (COSSI): The budget
proposes $158 million to develop dual-use
technologies and adapt cost-saving commercial
technology for military uses, enabling DOD
to use commercial technologies, products, and
services more widely. The military services
would fund most of DUAP and COSSI directly,
reflecting Administration efforts to increase
the services’ direct involvement in all phases
of the programs.

Advanced Concept Technology Demonstra-
tions (ACTDs): The budget proposes $116
million for demonstrations to quickly harness
technology and innovation for military use,
at less cost. ACTDs bring technology experts
and military operators together early in sys-
tem development to eliminate communication
barriers, improve the management of develop-
ment programs, and address key warfighter
challenges. ACTDs focus on three key objec-
tives: to evaluate the military utility of
new technology applications before committing
to buy them; to develop corresponding battle-
field operation concepts and doctrine in order
to use new capabilities as wisely as possible;
and to provide new capabilities to combat
forces. Forty ACTDs are now under way,
while six have been completed.

National Science and Technology Council
Interagency Initiatives

Science and technology is a primary focus
of many Federal agencies. The National
Science and Technology Council provides the
management oversight that will ensure effi-
cient and effective inter-agency coordination
for key science and technology initiatives
that involve multiple agencies, such as:

U.S. Global Change Research Program
(USGCRP): The budget proposes $1.9 billion
to increase understanding of climate change
and variability, atmospheric chemistry, and
ecosystems. USGCRP results help develop cli-
mate change policies. The 1997 launch of the
Tropical Rainfall Measurement Mission sat-
ellite will provide previously unavailable, de-
tailed, and accurate rainfall measurements,
filling a significant gap in our understanding
of the Earth system. In 1998 and 1999,
USGCRP will launch more satellites, and will
focus on investigating regional climate
changes.

Large Scale Networking and High-end
Computing and Computation: The budget
provides $850 million for this R&D effort,
originally called High Performance Computing
and Communications, which the Administra-
tion has restructured to focus on clearer goals,
milestones, and performance measures. As
part of this effort, the budget provides $110
million for the Next Generation Internet Ini-
tiative, which will create a research network
that is 100 to 1,000 times faster than today’s
Internet, and invests in R&D for smarter, fast-
er networks that support new applications,
such as telemedicine, distance learning, and
real-time collaboration.

Partnership for a New Generation of Ve-
hicles: The budget proposes $277 million, a
22-percent increase over 1998, for this cost-
shared, industry partnership, which centers on
three research goals: to develop advanced man-
ufacturing techniques; to use new technologies
for near-term emissions improvements; and to
develop production prototype vehicles three
times more fuel-efficient than today's cars,
with no sacrifice in comfort, performance, or
price. Federal funding focuses mainly on the
third goal. The program will lead to “concept
cars” in the year 2000 and production proto-
types in 2004.
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Emerging Infectious Diseases: The budget  and control emerging infectious diseases and
proposes $370 million, nine percent over the on the biology and pathology of infectious
1998 level, for research on new tools to detect  agents.
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crime in 35 years.

We said that we had to keep being tough on criminals, but we had to do some intelligent
things. We said that we had to punish people more, but we have to give children something to say
yes to, and we've had five years of declining crime rates and last year the biggest drop in violent

President Clinton
July 1997

Over the past five years, the Administration
has made significant progress in cutting crime
across the Nation. The strategy has been
simple: put more community police officers
on the streets to involve citizens in partner-
ships with the law enforcement authorities;
impose punishments that fit the crime for
people who break the law; and develop preven-
tion programs to give children alternatives
to crime and drugs and a chance for a
positive future. The results have been extraor-
dinary—five years of falling crime rates and,
in 1996, the biggest drop in violent crime
in 35 years.

Although crime remains mainly a State
and local responsibility, the last five years
show that the Federal Government can play
an important role in reducing crime. The
budget continues the Administration’s aggres-
sive anti-crime efforts, with a particular em-
phasis on reducing juvenile crime and violence.
It builds on the success of community-based
efforts such as the Community Oriented Polic-
ing Services (COPS) program, which will
put 100,000 more police officers on the street
by the year 2000, with a new Community
Prosecutors Initiative to help prosecutors reori-
ent their emphasis from simply processing
cases to addressing quality-of-life issues and
preventing crimes from occurring in the first
place. The budget also proposes funds to
prevent violence against women, help States
and Indian Tribes build prisons, and address
the growing law enforcement crisis on Indian
lands.

The budget strengthens the Administration’s
aggressive efforts to control illegal immigration
by targeting resources to stop those who
want to enter the United States illegally,
detain and quickly remove those who slip
by, and make it harder for illegal immigrants
to get jobs. It proposes to strengthen border
enforcement in the South and West, increase
efforts to identify and remove incarcerated
illegal aliens, and expand efforts to verify
the employment eligibility of newly hired
non-citizens.

The budget also continues the Administra-
tion’s commitment to combat drug use, particu-
larly among young people. It devotes resources
to youth prevention programs in order to
change permissive attitudes toward drugs
and reverse the trend of increased drug
use by youth. The budget proposes to expand
programs that stress treatment and preven-
tion, domestic law enforcement, international
assistance, and interdiction. It continues to
build on the innovative Drug Courts initiative,
provides $50 million for a new School Drug
Prevention Coordinators initiative, and pro-
poses $85 million for drug testing and treat-
ment of those in the criminal justice system.
It also provides increased funds for targeted
interdiction efforts that enhance port and
border security and disrupt drug trafficking
overseas. The budget increases spending for
drug control efforts by about $1.1 billion,
to $17.1 billion.

105
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Fighting Crime

The budget proposes $25.7 billion to control
crime, a $1.5 billion increase over 1998
(see Chart 7-1). Of the total, $5.8 billion
would go for programs authorized in the
1994 Crime Act, an increase of $300 million
over 1998 (see Table 7-1). While enhancing
Federal anti-crime capabilities, the budget
seeks to empower States and communities,
which play the central role in controlling
crime, particularly violent crime.

Community Policing: The cornerstone of
the President’s program to fight crime, particu-
larly violent crime, is his plan to place 100,000
more police officers on the streets by 2000.
Putting the idea of community policing into
action, the program seeks to cut crime, vio-
lence, and disorder by applying proven, effec-
tive programs and strategies. The COPS initia-
tive will fund almost 83,000 more police offi-
cers by the end of 1998 and, for 1999, the
budget proposes $1.4 billion to put 16,000
more officers on the street. COPS also enables
local law enforcement agencies to buy sophisti-

cated crime equipment and hire support per-
sonnel, which, in turn, enable communities to
deploy more officers.

Community Prosecutors Initiative: Com-
munity prosecution is the natural next step
to community policing. The budget provides
$50 million, on a competitive basis, for local
prosecutors’ offices to work directly with neigh-
borhood residents, join forces with police and
other criminal justice agencies to solve local
crime problems, and shift their emphasis from
simply processing cases to preventing crimes
from occurring in the first place.

Law Enforcement on Indian Lands:
Homicide and violent crime rates on Indian
lands are rising, even as crime rates in the
rest of the country fall. Indian lands have only
1.3 police officers per 1,000 citizens, compared
with the average of 2.9 officers per 1,000 citi-
zens in non-Indian areas with similar popu-
lation density. Moreover, jails on Indian lands
fall far short of basic standards in such areas
as staff and inmate safety. The budget pro-
poses a $182 million initiative within the Jus-
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Table 7-1. VIOLENT CRIME REDUCTION PROGRAM SPENDING BY
FUNCTION
(Budget authority, dollar amounts in millions)
Dollar Percent
1997 1998 1999 Change: Change:
Actual Estimate Proposed 1998 to 1998 to
1999 1999
Prevention:
Violence Against WOmen ..........ccccoceeviieiiieeennenenn 259 415 415 s
Drug COUIES ..ooeiiiiiiiiiiieeeeee e 30 30 30 s s
Residential State Prison Drug Treatment ............. 30 63 72 +9 +14%
Drug Testing/Drug Treatment .........ccccooeiiiiieiiiiiiis erveeeeesiis cvvveeeeeans 85 +85 NA
Juvenile Justice Substance Abuse Prevention ...... ....ccccceeeee ceveeiiiinnns 5 +5 NA
Other Prevention Programs .........cccccceeviieeeniiieennns 34 27 28 +1 +4%
Subtotal, Prevention ........ccoooooeveiiiiiiiieeeeiieeeeeeenn, 353 535 635 +100 +19%
State and Local Assistance:
Community Policing ......ccccceeeiiiiiiiieee e, 1,420 1,430 1,420 -10 -1%
Incarceration of Violent Offenders ...........cccccuuuee... 670 721 711 -10 1%
Prosecutors/Violent Youth COUrtS ......cccccoviiiiiiiiiiii e e, 210 +210 NA
Incarceration of Undocumented Criminals ............ 330 420 350 -70 -17%
Other State and Local Assistance ...........cccccccueee... 789 873 673 —-200 —22%
Subtotal, State and Local Assistance ................. 3,209 3,444 3,364 -80 —2%
Federal Law Enforcement Assistance:
Department of JUSTICE ........cceeveeiiiiiiiieiiiiiee e 1,002 1,350 1,609 +259 +19%
Department of the Treasury 89 131 132 +1 +1%
Judicial Branch ...........ccccoeiiiiiiiiiiieeeeeeee e 30 40 60 +20 +50%
Subtotal, Federal Law Enforcement ................... 1,122 1,521 1,801 +280 +18%
Total, Violent Crime Reduction Program
SPENAING ..eeiiiiiiiiiiee e 4683 5,500 5,800 +300 +5%
NA = Not applicable.

tice and Interior Departments to address the
public safety crisis in Indian country by
strengthening Indian country law enforcement
in such areas as the number of officers per
capita and the quality of detention facilities,
primarily through anti-crime grants to Indian
jurisdictions.

Violence Against Women: Violence against
women is a continuing problem. Studies show
that law enforcement intervention often breaks
the cycle of domestic violence, preventing sub-
sequent incidents. The budget proposes $415
million to maintain efforts to combat gender-
based crime. Funding for these programs will
also enable States to further expand outreach

to previously under-served rural, Indian, and
other minority populations.

Juveniles: The budget proposes $291 mil-
lion for ongoing programs to fight juvenile
crime and $95 million to support more local
community prevention programs such as
mentoring, truancy prevention, and gang inter-
vention. To prevent young people from becom-
ing involved in the juvenile justice system, the
budget expands programs that provide super-
vised afternoon and evening activities for
youth. These programs include $200 million
for community schools, supervision, and youth
services grants, an increase of $40 million over
1998.
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Gangs: The President has worked hard to
crack down on violent youth gangs and to keep
guns out of the hands of criminals and away
from children. He launched a tough Anti-Gang
and Youth Violence Strategy to help commu-
nities hire more prosecutors and probation offi-
cers, and to keep schools open later when
youth crime rates peak. The budget provides
$100 million for prosecutorial initiatives to tar-
get gangs and $50 million for court-related ac-
tivities such as more probation and parole offi-
cers and special court programs to expedite
youth violence and gun cases.

¢ Youth Crime Gun Interdiction Initiative:
The budget provides $28 million to crack
down on illegal gun traffickers in 27 cities.
Of the $28 million, $12 million would go
to trace firearms used by youth in crimes
and give law enforcement the crucial in-
vestigative leads about the sources of
these firearms, and $16 million would go
to hire over 160 new agents of the Treas-
ury Department’s Bureau of Alcohol, To-
bacco, and Firearms to help follow up on
these leads.

« Safe Streets Task Forces: The budget pro-
poses $105 million to continue the Safe
Streets program, which blends the efforts
of the FBI and other Federal law enforce-
ment agencies with those of State and
local police departments to investigate
street crime and violence.

Crime in Public Housing: The budget also
targets violence in public housing, proposing
$310 million to support anti-drug and anti-
crime activities, including Operation Safe
Home and the One Strike, You're Out pro-
gram.

e Operation Safe Home: The Department of
Housing and Urban Development’'s Offices
of Public and Indian Housing and Inspec-
tor General jointly administer Operation
Safe Home, which brings together resi-
dents, managers, and various Federal and
local law enforcement agencies to rid pub-
lic housing communities of crime.

* One Strike, You're Out: The President be-
lieves that public housing is a privilege,
not a right, and residents who commit
crime and peddle drugs should be evicted
immediately.

Fraud in Agriculture (USDA) Programs:
USDA estimates that over $50 million a year
in Food Stamps go illegally to convicted felons
and prison inmates, and that a sizable number
of retailers who accept Food Stamps make
money off of them illegally. The budget in-
cludes $23 million to crack down on fraud and
abuse in Food Stamps and other USDA pro-
grams, such as child nutrition, rural rental
housing, and emergency and disaster assist-
ance payments.

Violent Offenders: The Administration
seeks to ensure that convicted violent offenders
serve at least 85 percent of their sentences
behind bars. The budget proposes $711 million
in State and Tribal grants to build new prisons
and jail cells under the Violent Offender Incar-
ceration and Truth in Sentencing (VOI/TIS)
Program; the 1999 funding level finances
about 9,500 new prison beds. The VOI/TIS pro-
posal also would provide $150 million to reim-
burse States for the costs of incarcerating
criminal aliens and $25 million to improve
State and local correctional facilities that hold
Federal prisoners and detained illegal aliens.

Terrorism: While acts of domestic terrorism
have been isolated events, such as the Okla-
homa City and World Trade Center bombings,
the Administration has sought more Federal
resources to ensure the safety and security of
the public and the Government from these vio-
lent and devastating criminal acts. The budget
builds on the President's 1997 Antiterrorism/
Counterterrorism/Security initiative by provid-
ing $6.7 billion to combat terrorism, of which
$4.3 billion would support the Defense Depart-
ment's (DOD) terrorism-related and force pro-
tection efforts. While much of the proposed
funding continues current terrorism-related
programs in physical protection and law en-
forcement activities, the budget also funds ini-
tiatives in the following high-priority areas:

* Weapons of Mass Destruction Terrorism:
The budget proposes $16 million for the
Justice Department to improve State and
local response capabilities to weapons of
mass destruction, and increases of $49
million for DOD domestic preparedness
and response capabilities; $7 million for
the Energy Department's emergency re-
sponse capabilities for nuclear terrorist
events; and $2 million for the Department
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of Health and Human Services’ Metropoli-
tan Medical Strike Teams, which handle
the medical response to an incident involv-
ing weapons of mass destruction.

e Cyber Crime/Critical Infrastructure: To
improve the Government's ability to detect
and counter cyber crime and other threats
to the Nation’s critical infrastructure, the
budget proposes $27 million to enhance
the investigative and prosecutorial efforts
of the FBI, the U.S. Attorneys, and the
Justice Department’s Criminal Division,
and $37 million to enable the Justice De-
partment's Counterterrorism Fund to sup-
port critical infrastructure protection ef-
forts. The budget also supports DOD’s and

other agencies’ critical infrastructure-
related research and development pro-
grams.

« Aviation Security: The budget provides an
increase of over $110 million to the Fed-
eral Aviation Administration for explosives
detection security equipment and cargo
screening research and development—sup-
porting recommendations of the White
House Commission on Aviation Security
and Safety.

Technology Improvements: Technology im-
provements give law enforcement agencies the
tools to fight crime. The Communications As-
sistance for Law Enforcement Act ensures that
law enforcement agencies can conduct court-
authorized wiretaps as the Nation converts
from analog to digital communications tech-
nology. With $114 million available in 1998
to help develop the technology changes to pro-
vide this capability, the budget proposes $100
million in 1999 to continue the effort. The
budget also proposes $100 million to enable
the Treasury and Justice Departments to up-
grade their wireless communications systems’
efficiency, security, and compatibility with the
radio systems of State and local public safety
agencies.

Meeting the Challenges of Immigration

The Administration has sought to control
our Nation's borders and stop illegal entry.
Working through the Immigration and Natu-
ralization Service (INS), it has reversed dec-
ades of neglect with an aggressive border
control strategy. Since 1993, the Administra-

tion has added over 3,800 new Border Patrol
agents—almost doubling the agent workforce—
and introduced innovative border deterrents
and advanced technology to stop illegal entry
along the Nation’s Southwest border.

As a Nation of immigrants, the United
States will continue to welcome those who
seek legal entry and refugees who seek
protection. In 1997, the Nation welcomed
nearly one million new naturalized U.S. citi-
zens. INS is redesigning the naturalization
process to meet the challenges of processing
over a million new applications for citizenship
a year in a way that ensures uncompromising
integrity.

Since 1993, working with Congress, the
Administration has increased INS funding
by 148 percent. The budget, which proposes
$4.2 billion for INS, 10 percent more than
in 1998, continues to support efforts to ad-
vance border control, improve illegal alien
detention and removal capabilities, and
achieve efficient processing of those seeking
citizenship (see Table 7-2).

Border Control and Enforcement: By the
end of 1998, Border Patrol agents will number
over 7,800, a 98-percent increase over the
3,965 who patrolled the Nation’s 5,000 miles
of border in 1993. With more agents needed
to fill enforcement gaps and enhance Border
Patrol presence along the Southwest border—
especially in border States like Texas, New
Mexico, and Arizona—the budget proposes to
add 1,000 new Border Patrol agents (see Chart
7-2).

The budget maintains the Administration’s
commitment to “force-multiplying” technolo-
gies, including ground sensors, high-resolution
color and infrared cameras, and state-of-
the-art command centers, which will increase
the effectiveness of these agents and enable
INS to better control the border. Agents
will be able to shift their focus from observing
the border to responding to known border
incursions and raiding smuggler operations
and holding areas. Multi-year funding for
these force-multiplying technologies will have
the equivalent effect of adding over 1,300
agents to the Southwest border.

The budget provides funds to expand border
fencing and barriers, install permanent light-
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Table 7-2. IMMIGRATION AND NATURALIZATION SERVICE
FUNDING BY PROGRAM
(Budget authority, dollar amounts in millions)
Dollar Percent
1993 1997 1998 1999 Change: Change:
Actual Actual Estimate Proposed 1998 to 1998 to
1999 1999
Appropriated Funds:
Border Patrol ........ccccccovciveiiieeeiie e 354 730 877 998 +121 +14%
Investigations and intelligence ............ 142 254 269 305 +36 +13%
Land border inspections ....................... 83 151 168 182 +14 +8%
Detention and deportation ................... 161 476 428 554 +126 +29%
Program support and construction ..... 227 564 600 684 +84 +14%
Subtotal, Apropriated Funds ........... 967 2,175 2,342 2,723 +381 +16%
Fee Collections and Reimburse-
ments:
Citizenship and benefits ...................... 308 626 787 827 +40 +5%
Air/sea inspections and support .......... 255 355 427 486 +59 +14%
Immigration SUPPOrt ........ccccceeiiiiiiiis i 11 242 152 -90 -37%
Subtotal, Fee Collections and Reim-
bursements ........cccoeeeeeiiiiiiiiiiiiiiinn, 563 992 1,456 1,465 +9 +1%
Total, Immigration and Naturaliza-
tion Service resources .................... 1,530 3,167 3,798 4,188 +390 +10%

ing, and construct support roads along the
Southwest border. These deterrents help con-
trol the border by increasing the chances
that Border Patrol agents will apprehend
those trying to enter illegally. Since 1993,
INS has added over 189 infrared night scopes,
4,675 ground sensors, 63 miles of fencing,
and 17 miles of border lighting, and has
added or improved over 1,000 miles of roads
to help control drug trafficking, alien smug-
gling, and illegal entry. The budget provides
funds for another nine miles of border lighting
and additional fencing, and for maintaining
border deterrents now in place.

Border Patrol and Detention Construc-
tion: Over the past year, INS has focused on
meeting its infrastructure needs by building
more Border Patrol stations, border enforce-
ment checkpoints, and detention facilities. The
budget supports INS’' construction program by
providing funds to build and renovate eight
Border Patrol stations, construct four new
highway checkpoint systems and a rail yard

inspection facility, and expand detention capa-
bilities at four facilities.

Detention and Removal of Illegal Aliens:
The Administration is committed to removing
those who have entered the country illegally.
With the resources of the past two years, INS
has focused on removing criminal aliens held
in Federal, State, and local facilities to ensure
these criminals are not allowed back on the
street. In 1997, INS removed 111,794 aliens,
including 50,165 criminal aliens. It estimates
that it will remove over 127,300 aliens in 1998,
and 134,900 in 1999. The budget supports INS’
detention program by proposing a $90.8 mil-
lion increase for facility, transportation, and
bedspace improvements to detain and swiftly
remove those who have entered illegally.

State and Local Alien Incarceration:
Through the State Criminal Alien Assistance
Program (SCAAP), the President has provided
unprecedented help to reimburse State and
local governments for the costs of incarcerating
illegal criminal aliens. In 1997, the Federal
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Chart 7-2. IMMIGRATION AND NATURALIZATION SERVICE
BORDER PATROL AND LAND BORDER INSPECTION STAFFING
STAFF IN THOUSANDS
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Government provided $500 million to reim-
burse 47 States and over 200 localities—cover-
ing most costs associated with incarcerating
aliens in non-Federal facilities. The budget
continues this commitment, providing $500
million for reimbursements. The Federal Gov-
ernment plans to ensure that States and local-
ities receiving SCAAP funds fully cooperate
with INS in its efforts to expedite criminal
alien removals.

Citizenship and Benefits: INS estimates
that with so many more people now seeking
to naturalize, the Nation will welcome about
a million new citizens a year over the next
few years. To process new applications, INS
is reengineering the naturalization process and
plans to have significant pieces of its rede-
signed system in place by spring 1998. It will
ensure that applicants are: (1) given accurate
and timely information; (2) processed through
the system correctly; and (3) adjudicated swift-
ly and fairly. The system will also ensure that
INS is handling each case—from initial re-
guest through oath-taking—responsively and

with uncompromising integrity. INS also plans
an extensive community outreach effort that
will target immigrant population centers to en-
sure that they are served efficiently.

Organization and Structure: The final re-
port of the Commission on Immigration Re-
form called for major changes in how the Fed-
eral Government sets and implements immi-
gration policy. In particular, it urged a separa-
tion of the enforcement and benefit functions
that INS now performs.

The Administration has studied these and
other reform proposals and is developing
a plan to enhance immigration law enforce-
ment while improving the delivery of immigra-
tion services and benefits. It recognizes that
enforcement and benefits are interrelated and,
thus, neither should be addressed without
the other in mind. The plan, however, will
make Federal immigration activities more
efficient and effective by separating enforce-
ment and benefit and service operations—
both in headquarters and in the field—
thereby strengthening accountability and lines
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of authority. In addition, the plan will enhance
coordination among Federal agencies involved
in immigration and establish greater account-
ability within each agency. Together, these
reforms within individual agencies and across
the Government will support and sustain
the Administration’s progress over the last
five years in enforcing our immigration laws
and fulfilling the Nation's commitment to
its immigration heritage.

Combating Drug Abuse and Drug-Related
Crime

Drug use and drug-related crime cost our
society about $67 billion a year® and poison
the schools and neighborhoods where our
youth strive to meet their full potential.
Hlicit drug trafficking thrives on a culture
of crime, violence, and corruption throughout
the world. Drug use is a major contributing
factor in the spread of AIDS and other
deadly diseases. All Americans, regardless
of economic, geographic, or other position
in society, feel the effects of drug use and
drug-related crime.

The budget proposes $17.1 billion for drug
control programs, a seven-percent increase
over 1998, including increases for all elements
of the fight against drug use, such as drug
treatment and prevention, especially for chil-
dren and adolescents; domestic law enforce-
ment; international programs; and interdiction
(see Table 7-3).

Community-Based Prevention: The budget
proposes $2.4 billion for drug prevention pro-

1“Substance Abuse: The Nation’s Number One Health Problem,”
Key Indicators for Policy, Institute for Health Policy, Brandeis Uni-
versity (1993).

grams, 12 percent more than in 1998. Al-
though drug use among youth fell steadily, and
dramatically, in the 1980s, teenage drug use
has since increased and anti-drug attitudes
have softened—due partly to drug glamoriza-
tion in the media and highly publicized drug
legalization efforts. The Administration re-
mains committed to sending a single “no use”
message to America’s youth.

e National Youth Anti-Drug Media Cam-
paign: The Office of National Drug Control
Policy, in conjunction with other Federal,
State, local, and private experts, is devel-
oping a $195 million national media cam-
paign, including paid advertisements,
targeting youth and their parents on the
consequences of illicit drug use. Anti-drug
messages have already aired in 12 target
cities and on the Internet.

« Safe and Drug Free Schools and Commu-
nities Program: Students can reach their
full potential only in safe, disciplined
learning environments. The Safe and Drug
Free Schools and Communities program
helps 97 percent of school districts imple-
ment anti-drug and anti-violence programs
in schools. The budget proposes $556 mil-
lion for this program, including $125 mil-
lion in competitive grants to high-need
areas that use proven program designs.

e School Drug Prevention Coordinators: The
budget provides $50 million for a new
School Drug Prevention Coordinators pro-
gram to ensure that half of the Nation’'s
middle schools will have a knowledgeable
director of drug and violence prevention
programs. These coordinators will ensure
that local programs are effective and link

Table 7-3. DRUG CONTROL FUNDING

(Budget authority, dollar amounts in millions)

Dollar  Percent
1997 1998 1999 Change: Change:
Actual Estimate Proposed 1998 to 1998 to

1999 1999
Demand reduction .........ccccoovieeeiiieiiiieeeeeeee e 4,943 5,376 5,867 +491 +9%
Supply reduction ... 10,090 10,601 11,203 +602 +6%
Total, Drug Control Funding ...........ccceeee.. 15,033 15,977 17,070 +1,093 +7%
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school-based prevention programs to com-
munity-based programs.

e Drug Free Communities Act: The budget
proposes $20 million for activities under
this Act, which helps increase citizen par-
ticipation in our efforts to reduce sub-
stance abuse among youth and provides
funds to help community anti-drug coali-
tions carry out their important missions.

Drug Intervention: The budget proposes
$3.4 billion to treat drug abuse, seven percent
more than in 1998. The Administration real-
izes that an effective treatment system must
confront drug abuse where the challenge is the
hardest—in the streets of urban, suburban,
and rural drug markets, and in the criminal
justice system. Closing the treatment gap be-
tween those who could benefit from substance
abuse treatment and the current capacity of
the public treatment system remains a top pri-
ority. These chronic drug users consume a dis-
proportionate amount of illicit drugs and inflict
a disproportionate share of drug-related costs
on society.

e Substance Abuse Treatment: The budget
provides $3.4 billion for substance abuse
treatment activity, seven percent more
than in 1998. The increase is based not
only on the need to close the treatment
gap, but on a body of evidence showing
that treatment is the most cost-effective
way to reduce drug abuse. These efforts
will enable hundreds of thousands of preg-
nant women, high-risk youth, and other
under-served Americans to get drug treat-
ment services.

e Drug Courts: The budget proposes $30 mil-
lion for Drug Courts. In an effort to break
the cycle of drugs, crime, and violence,
these courts present an alternative to
incarceration for people who commit non-
violent crimes and express a desire to
participate in, and would benefit from, re-
habilitative drug treatment. Drug Courts
encourage serious commitment to the
treatment process through graduated
sanctions such as increased drug-testing
and supervision, and, when necessary, in-
carceration.

Domestic Drug Law Enforcement: The
budget proposes $8.8 billion for drug-related

domestic law enforcement, four percent more
than in 1998, to help bolster community-based
law enforcement efforts, shield the Southwest
border from illicit drugs, target major domestic
organizations trafficking in heroin, and en-
hance coordination among Federal, State, and
local law enforcement agencies. The budget
proposes an increase of $13 million, or 30 per-
cent, for the Drug Enforcement Agency (DEA)
to enhance domestic anti-heroin efforts. The
Federal Government will continue its focus on
providing leadership and training; facilitating
multi-agency cooperative efforts through the
High Intensity Drug Trafficking Areas pro-
gram, the Southwest border initiative, and
other efforts; and offering incentives to States
and localities to use the most effective drug
control methods.

e Methamphetamine: Methamphetamine is
quickly becoming the growth drug of the
1990s. The DEA trains its agents, as well
as State and local law enforcement agen-
cies, to seize clandestine methamphet-
amine laboratories. The budget proposes
to continue the DEA's anti-methamphet-
amine efforts with a $25 million increase,
more than doubling the 1998 figure.

International Programs and Interdic-
tion: The Administration’s comprehensive ap-
proach to combating drug use includes an en-
hanced international strategy, making it hard-
er for drug-criminals to smuggle illicit drugs
into the United States. The budget includes
funds to upgrade interdiction efforts along the
Southwest border and in the Caribbean, and
to provide heightened assistance to foreign
governments to curtail drug cultivation and
production.

e Source Nation Efforts: Internationally, the
United States focuses primarily on inter-
diction in source countries and transit
zones, disrupting the drug organizations
and their production, marketing, and
money laundering structures. The budget
proposes to increase funding for counter-
narcotics programs in Peru to $50 million,
66 percent more than in 1998, to continue
illicit coca crop eradication efforts and
support alternative crop development. It
proposes increased funding for counternar-
cotics programs in Colombia to $45
million, 50 percent more than in 1998, to
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continue enhanced coca, opium poppy, and
marijuana crop eradication efforts. And it
proposes $247 million, 20 percent more
than in 1998, to provide training, logistics,
equipment, intelligence, and communica-
tions support to source nations, mainly
Columbia, Peru, and Bolivia.

Southern Tier of the United States: The
Administration remains committed to
shielding the Nation's Southern tier from
the drug threat. The budget proposes to

enhance the Customs Service’s border en-
forcement efforts at land and sea ports-
of-entry by providing $54 million for ad-
vanced technology, which includes auto-
mated targeting systems and non-intrusive
inspection systems, to improve narcotics
interdiction. The budget further solidifies
the interdiction effort by providing $104
million for another 1,000 border patrol
agents and an increase of $36 million, or
nine percent over the 1998 level, for the
Coast Guard’s interdiction activities.
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that? We have to do that.

We need to say that in the poorest neighborhoods of this country, people still have a chance to
start a business, free enterprise still has a chance to take hold, people still have a chance to build
a framework of community. And if we can't do that when the economy is strong, when can we do

President Clinton
August 1997

Most Americans are enjoying the fruits
of our strong economy. Poverty, welfare, and
unemployment are down. Incomes and home-
ownership are up.

But progress is not uniform. While many
urban and rural areas are doing better,
too many others have grown disconnected
from opportunity and prosperity, and their
isolation—the poor from the well-off, the
jobless from those who work, those from
one race or ethnicity from those of another—
threatens to fray the fabric of our culture.

In the early 20th Century, cities fueled
America’s economic growth. Still today, their

future, and that of rural areas, remains
central to our future as a Nation and,
thus, to the future of all Americans, no

matter where they live or work. We must
connect residents of distressed neighborhoods
to the jobs and opportunities of the regional
marketplace, and replace economic distress
with opportunity.

The Administration believes the Federal

Government can, and should, work with
States, localities, businesses, non-profits,
schools, families, and individuals to help

create opportunities and offer incentives for
addressing local problems. Across the Nation,
the Government is working in partnership
with other governments and institutions,
whether to encourage volunteerism through
the National Service program or provide
communities with economic and tax incentives
to encourage private investment through the
Empowerment Zones and Enterprise Commu-
nities initiative.

In the Nation’s capital, the Administration
is making a special effort to make Washington,
D.C. a city of which all Americans can
be proud. Having worked with Congress to
restructure the Federal Government's relation-
ship to the District last year, the Administra-
tion is focusing on how Federal departments
and agencies can provide the District with
technical help in such areas as education
and law enforcement.

National Service

National Service builds strong communities,
educates children, develops citizen responsibil-
ity, and expands educational opportunity. The
Corporation for National and Community Serv-
ice, established in 1993, encourages Americans
of all ages and backgrounds to help solve
community problems and provides opportuni-
ties to engage in community-based service.
The budget proposes $781 million for the
Corporation, a 14-percent increase over 1998,
with the increase targeted to the President's
America Reads initiative—an effort through
which volunteer tutors will help children
read well and independently by the end
of the third grade.

AmeriCorps enables young Americans of
all backgrounds to serve in local communities
through programs sponsored by local and
national nonprofits. Participants serve full-
or part-time, generally for at least a year.
In return, they earn a minimum living allow-
ance set at about the poverty level of a
single individual and, when they complete
their service, they earn an education award
to help pay for postsecondary education or

115
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repay student loans. Over 100,000 individuals
will participate through AmeriCorps's first
four years, and the budget supports an
AmeriCorps program of 56,000 members in
1999. The AmeriCorps program includes Vol-
unteers in Service to America (VISTA) and
the National Civilian Community Corps
(NCCQ).

Among other national service programs:

e Service-learning programs supported by
Learn and Serve America grants engage
students from kindergarten through col-
lege to serve their communities and learn
citizenship. The budget proposes to fund
opportunities for more than a million stu-
dents.

e The National Senior Service Corps pro-
vides opportunities for citizens age 55 and
older to use their time and talents to meet
community needs. The budget funds the
Retired and Senior Volunteer Program,
the Foster Grandparent Program, and the

Senior Companion Program, enabling
more than half a million older Americans
to serve.

Most important of all, national service

participants are getting things done.

« In one Tennessee project, AmeriCorps
members helped improve the health of 500
children by advising parents on proper nu-
trition and early childhood health, assess-
ing family health risks, and increasing ac-
cess to health education.

¢ In Washington State, AmeriCorps mem-
bers helped cut violent crime in one hous-
ing project by 30 percent through a pro-
gram that addresses juvenile crime, gang
activity, school success, and youth home-
lessness. The program offers a late-night
program for 400 high-risk youth, a street
school that operates six days a week, out-
of-school time activities for K-12 youth,
and a program to enhance student success
in schools.

« In New York City, a team of 30 older
Americans that works directly with chil-
dren through tutoring and mentoring has
developed literacy programs, encouraged
parent and grandparent involvement, led
community service events for the children,

organized afterschool and summer pro-
grams, and recruited additional volun-
teers.

Empowerment Zones (EZs) and
Enterprise Communities (ECs)

As part of his 1993 economic program,
the President proposed, and Congress enacted,
the Empowerment Zones and Enterprise Com-
munities program. Communities develop a
strategic plan to help spur economic and
community development and expand opportu-
nities for their residents, and in return
they receive Federal tax benefits, social service
grants, technical assistance, and more flexibil-
ity in how they use Federal funds.

EZs and ECs are parts of urban or rural
areas with high unemployment and high
poverty rates. For EZs, the Federal Govern-
ment provides tax benefits for businesses,
and offers grants to community groups for
job training, day care, and other purposes.
For ECs, the Government provides grants
to community groups for the same array
of purposes. Both EZs and ECs can apply
for waivers from Federal regulations, enabling
them to better address their local needs.
In addition, special set-asides from Agriculture
Department rural development programs are
available to rural EZ/ECs.

The 1994 competition for the first round
of EZ and EC designations generated over
500 applications and created new local part-
nerships for community revitalization—even
in communities not chosen. The 105 selected
communities made well over $8 billion in
private-public commitments (in addition to
the promised Federal resources), bringing
greater economic opportunity to both dis-
tressed urban and rural areas.

The Kentucky Highlands rural EZ, for
instance, is using $11 million of EZ funds
to expand the amount of development venture
capital available in its borders. From the
$5.6 million obligated to date, the EZ has
leveraged $38 million in additional capital
for 11 new manufacturing enterprises that
have created 575 jobs and committed to
create another 1,600. In the six urban EZs,
the private sector has made or committed
over $2 billion in new investment, bringing
greater opportunity to those cities. The Detroit
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Celebrating the Millennium and America’s Treasures

The new White House Millennium Council will lead the country in a celebration of the new
millennium—initiating and recognizing national and local projects and efforts that contribute to
the celebration in educational, creative, and productive ways. By stressing the creative achieve-
ments and accomplishments of Americans in exploration, innovation, and discovery, and by edu-
cating Americans, especially children, about our history, democracy, and civil society, the Coun-
cil can help ensure that these values and traditions endure into the next century. The Council
will work with Federal agencies, Congress, States, Tribes, elected officials, communities, citi-
zens, and private and non-profit organizations to recognize the Nation’'s historical accomplish-
ments, reflect on the forces shaping our society, and encourage thoughtful planning for the fu-
ture.

The budget proposes $50 million for the National Park Service Historic Preservation Fund,
working with the Council, to help public and private entities to commemorate the Millennium.
These funds will support one of the most important tasks facing America at the turn of the cen-
tury—to preserve America’s treasures for future generations. These treasures include the his-
toric buildings, sites, documents, objects, manuscripts, photographs, works of art, maps, jour-
nals, still and moving images, and sound recordings that document and illuminate our Nation’s
history and our cultural heritage.

The budget also funds important cultural institutions and programs. It provides the resources
to complete the Mall Museum of the National Museum of the American Indian, a public-private
partnership between the Federal Government and the Native American community that will
open to the public in 2002. It also provides increased funds to help the Smithsonian address the
backlog of needed repairs at several of its major museums, such as the National Museum of
Natural History. In addition, the budget provides funds for the Kennedy Center to continue
mayjor interior renovations that will permit greater access by the disabled persons and better use
of its space. Finally, the budget provides increases for cultural institutions, such as the Smith-
sonian and the National Endowment of the Arts, to digitize portions of collections and, in turn,

enhance public access to them.

EZ alone has supported thousands of new
jobs, helping to drop the city’s jobless rate
from 11 percent to 8.7 percent since 1994.
In a recent report card on EZs in general,
Standard and Poor’s, the credit rating agency,
concluded that, “when executed successfully,
[EZs] can contribute to the local economy
and lead to an improvement in the issuer’s
credit rating.”

But many communities that were not des-
ignated as EZs or ECs lack the seed capital
to begin their revitalization efforts. Thus,
in last year's budget, the President proposed
a second round of EZs/ECs to stimulate
further private investment and economic op-
portunity in distressed urban and rural com-
munities and to connect residents to available
local jobs. Congress authorized 22 additional
EZs, and made qualified businesses in these
EZs eligible for tax incentives, including up-
front deductions for qualifying capital invest-
ments, new tax-exempt facility bonds, a new
deduction for environmental remediation costs,

and a new tax credit for holders of qualified
Zone education “academy” bonds. This budget
proposes flexible block grant funds, $100
million per urban EZ and $40 million per
rural EZ over 10 years, to complement the
tax incentives and encourage comprehensive
planning to revitalize these distressed areas.

The program will continue to challenge
communities to develop their own comprehen-
sive, strategic plans for revitalization, with
input from residents and a wide array of
community partners. The Administration will
invest in communities that develop the most
innovative plans and secure significant local
commitments. It will offer a competitive appli-
cation process to stimulate the public-private
partnerships needed for large-scale job cre-
ation, business opportunities, and job connec-
tions for families in distressed communities.
Also, communities will receive priority consid-
eration for funds from Federal economic devel-
opment programs and for waivers of Federal
requirements from the President’'s Community
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Empowerment Board, which the Vice Presi-
dent chairs. The upcoming competition will
build on the President’s Brownfields initiative,
which promotes the clean-up and redevelop-
ment of contaminated industrial and commer-
cial sites. (For more information on the
Brownfields program, see Chapter 4, “Protect-
ing the Environment.”)

Community Development Lending

The Community Development Financial In-
stitutions (CDFI) Fund, which the President
proposed and Congress established in 1994,
expands the availability of credit, investment
capital, financial services, and other develop-
ment services in distressed urban and rural
communities. By creating and expanding a
diverse set of CDFIs, the Fund helps develop
new private markets, create healthy local
economies, promote entrepreneurship, restore
neighborhoods, generate tax revenues, and
empower residents. The Fund represents a
new approach to community development that
uses limited Federal resources to leverage
significant private sector and local resources,
promotes self-sustaining CDFIs, and catalyzes
new community lending and investment activ-
ity by conventional financial institutions.

CDFIs provide a wide range of financial
products and services, such as mortgage fi-
nancing to first-time home buyers, commercial
loans to start or expand small businesses,
loans to rehabilitate rental housing, and
basic financial services. CDFIls include a
broad range of institutions—e.g., community
development banks, low-income credit unions,
community development loan and venture
capital funds, and microenterprise loan funds.

The budget proposes $125 million for the
CDFI Fund, a $45 million increase over
the 1998 level; the new funds would expand
a training and technical assistance initiative
and, in part, help accelerate the development
of a secondary market for community develop-
ment loans. To date, the CDFI Fund has
received requests for almost $500 million
in assistance—over six times the amount
available—from over 400 applicants. In 1997,
the Fund chose 48 CDFIs to receive $38.3
million in financial and technical assistance.
In addition, the Fund awarded $17 million
to 55 traditional banks and thrifts for increas-

ing their activities in economically distressed
communities and investing in CDFIs.

The Fund can dramatically leverage private
funds in distressed communities. For example,
its $3 million investment in Self-Help of
Durham, N.C., helped leverage $24 million
in mortgage financing and commercial lending.
In addition, the Fund can strengthen CDFIs
themselves and expand their ability to lend
and invest. The Santa Cruz Community Credit
Union is using $1 million from the Fund
to open a new branch to serve mostly low-
income, Hispanic residents of Watsonville,
California. With a $1 million loan from
the Fund, the Tlingit-Haida Regional Housing
Authority will begin home mortgage lending
in southeast Alaska's three urban areas—
providing one of the first sources of affordable
mortgage loans to Alaska Natives in these
markets.

The budget also provides $400 million for
the Department of Housing and Urban Devel-
opment’'s (HUD) Economic Development Initia-
tive, including the resources for a new Commu-
nity Empowerment Fund to support economic
development efforts and help create a second-
ary market for HUD’s Community Develop-
ment Loan Guarantee (Section 108) program.
Through grants and loans, this new program
would help State and local governments stand-
ardize the underwriting and documentation
of loans to businesses in distressed areas,
and expand credit for economic and community
development lending.

Urban and Rural Development

The Administration has worked to give
communities flexible tools to develop affordable
housing, revitalize their economies, and pro-
mote equal housing opportunity for all.

Hoping to reverse a decline in homeowner-
ship, for instance, the Administration in 1994
launched an unprecedented partnership with
58 key public and private organizations to
form a National Homeownership Strategy.
The partners are reducing barriers to home-
ownership by cutting mortgage closing costs
and down payment requirements; simplifying
the process of financing home purchases and
repairs; and opening markets for women,
minorities, central-city home buyers, and oth-
ers traditionally locked out of conventional
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Enforcing Civil Rights

Federal civil rights laws reflect the Nation’s respect for core values that bind together diverse
segments of the American community. These laws protect Americans’ rights to equal access to
educational opportunities and equal opportunity in the workplace, and their rights to live where
they want and practice the religious faith they choose. As the population grows more and more
diverse, the Nation must continue to ensure that all of its citizens have the same chance to pros-
per.

Federal civil rights agencies enforce our laws against discrimination. Effective enforcement
promotes the economic well-being of Americans who seek good jobs, a better education for their
children, and the chance to become self-sufficient. The Nation must enforce its civil rights laws
fairly, consistently, and aggressively, and that requires adequate funding for these agencies.

The budget proposes $602 million for civil rights enforcement agencies, an increase of $86
million, or 17 percent, over the 1998 level, including the necessary funds to improve compliance;
expand the use of alternative dispute resolution methods; improve information systems; and
develop better data collection capabilities for research and enforcement.

The budget provides a 15-percent increase, to $279 million, for the Equal Employment Oppor-
tunity Commission to more quickly resolve private sector complaints; a 70-percent increase, to
$52 million, for the Department of Housing and Urban Development to crack down on housing
discrimination; and a 10-percent increase, to $72 million, for the Justice Department’s Civil
Rights Division to better coordinate Federal civil rights enforcement and to expand investiga-
tions and prosecutions of police brutality and violations of the Americans with Disabilities Act.
(For more information on these initiatives, see Chapter 12 of Analytical Perspectives, “Civil

Rights Enforcement Funding.”)

lending markets. Along with a strong economy
and low interest rates, this effort has helped
boost homeownership to 66 percent—an all-
time high; 5.8 million Americans have become
homeowners under this Administration, in-
cluding record numbers of minorities.

But the job is not done. Homeownership
in central cities and among women, minorities,
and lower-income Americans hovers at or
below 50 percent. Consequently, to boost
homeownership among these groups, the budg-
et proposes $25 million for a Neighborhood
Reinvestment Corporation pilot program to
help renters with solid payment track records
own their own homes. The budget also pro-
poses a Home Loan Guarantee program to
allow States to use HOME funds to leverage
private loans for large-scale, affordable hous-
ing developments in distressed areas. To
expand housing opportunities and combat
discrimination, the budget proposes that HUD
fund fair housing enforcement using paired
testers—a proven method to detect discrimina-
tion—in 20 communities in order to develop
local indices of discrimination, identify and
pursue violations of fair housing laws, and

promote new community fair housing enforce-
ment initiatives.

To spur the private sector to develop more
affordable rental housing for low-income Amer-
icans, the budget proposes a major expansion
of the Low Income Housing Tax Credit,
which will help develop another 150,000 to
180,000 affordable housing units over the
next five years. Currently, the credit helps
develop 75,000 to 90,000 affordable units
a year. The proposal, which will cost $1.6
billion over the next five years, will restore
the value of the tax credit, which has eroded
over the last decade due to an increase
in building costs. The credit helps to reduce
the cost of rent by an average of $450
a month for the average housing credit
renter who, in turn, earns $13,300 a year.

For public housing, the Administration has
advanced the most profound changes in over
a generation, replacing the most dilapidated
developments with smaller scale, affordable
housing and portable vouchers; restoring man-
agement excellence to troubled housing agen-
cies; providing incentives for tenant self-
sufficiency; and strengthening occupancy and
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eviction rules. The budget builds on the
progress by supporting efforts to demolish
54,000 of the worst public housing units
in the next three years and replace them
with portable subsidies or newly constructed
mixed income housing. The budget also pro-
poses $283 million for 50,000 portable housing
vouchers for families seeking to move from
welfare to work. Local housing agencies that
work in partnership with State and local
welfare agencies will get the flexibility to
design programs to serve welfare families
for whom housing assistance is critical for
getting and retaining jobs.

Because their needs are so different, no
single approach will help both urban and
rural communities. The Administration has
proposed to give States, localities, and Tribes
more flexibility in how they use USDA's
Rural Development grants and loans for busi-
nesses, water and wastewater facilities, and
community facilities such as day care centers
and health clinics. The 1996 Farm Bill author-
ized this approach through a new Rural
Community Assistance Program (RCAP), com-
bining 12 separate USDA programs into a
Performance Partnership that can tailor assist-
ance to the unique economic development
needs of each rural community. The budget
proposes $2.9 billion in loans and grants
for RCAP, four percent more than in 1998,
and the full flexibility that the 1996 Farm
Bill envisioned.

The budget also boosts funding for the
Commerce Department’'s Economic Develop-
ment Administration (EDA). The EDA would
create an Office of Community and Economic
Adjustment Assistance to work directly with
communities adversely affected by major plant
closings and international trade agreements

and increase the number of grants available
to communities.

Government-to-Government Commitment
to Native Americans

The Administration honors its government-
to-government relationship with Tribes by
protecting critical, reservation-level programs,
turning back congressional threats to Tribal
sovereignty, and bringing together government
leaders and resources to address important
Tribal concerns. The budget protects these
priorities and proposes more assistance to
combat crime, foster educational opportunities,
and promote environmental conservation. The
budget proposes $7.8 billion, four percent
more than in 1998, for Government-wide
programs addressing basic Tribal needs and
encouraging self-determination (see Table 8-1).

A joint law enforcement initiative of the
Interior (DOI) and Justice Departments, for
which the budget proposes $182 million in
1999, will address sharply increasing crime
rates in Indian country with more resources
for drug and youth crime prevention programs,
police investigators and officers, Tribal courts,
and detention facilities. The Administration
also proposes a new school construction initia-
tive and more resources for school operations;
education opportunity zones; early intervention
partnerships; child care; technology to link
schools, classrooms, and libraries; and teacher
preparation and recruitment. Finally, the Inte-
rior and Commerce Departments recently is-
sued a Secretarial Order to assist Tribes
in promoting healthy ecosystems and develop-
ing conservation measures.

DOI's Bureau of Indian Affairs (BIA) and
the Health and Human Services Department’s
Indian Health Service (IHS) comprise nearly

nomic growth for much of the past 40 years.

viability of the Delta Region.

Investing in the Delta Region

The budget proposes $26 million to apply the successful economic development model of the
Appalachian Regional Commission (ARC) to help 219 distressed counties in the seven-State
Lower Mississippi Delta Region, which has suffered from persistently high poverty and low eco-

The ARC's Federal-State partnership is a proven economic development tool that embodies
balanced, equitable fiscal decision-making and that could dramatically improve the economic
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Table 8-1. GOVERNMENT-WIDE NATIVE AMERICAN PROGRAM
FUNDING

(Budget authority, dollar amounts in millions)

Dollar Percent
1997 1998 1999 Change: Change:
Actual Estimate Proposed 1998 to 1998 to
1999 1999
BlA 1,639 1,702 1,844 +142 +8%
THS L ettt 2,351 2,431 2,476 +45 +2%
PAN 0] 1 5 1] G 2,925 3,357 3,507 +150 +5%
Total .o 6,915 7,490 7,827 +337 +4%

tions.

1IHS program level includes both budget authority and Medicaid, Medicare, and private insurance collec-

two-thirds of Federal funding for Native Amer-
ican programs.

For the BIA, the budget proposes $1.8
billion, eight percent over the 1998 level,
including a five-percent increase for Tribal
priority allocations, to meet basic local needs
and improve the quality of life of a growing
population; build strong Tribal governments;
promote Tribal self-sufficiency; and fulfill the
Federal trust responsibility to Native Ameri-
cans. Over 90 percent of BIA operations
funding goes for basic, high-priority reserva-
tion-level programs such as education, social
services, law enforcement, housing improve-
ment, and natural resource management.

For IHS, the budget proposes $2.5 billion,
a two-percent increase over the 1998 level,
enabling IHS to continue to uphold the
Federal Government's responsibility to pro-
mote the health of American Indian and
Alaska Native people, communities, and cul-
tures by providing quality curative and preven-
tive medical care. In some cases, IHS is
the only source of medical care available
on remote reservation lands.

IHS facilities continue to provide quality
medical care. The budget proposes funds
to help construct the Keams Canyon Service
Unit on the Hopi reservation and a replace-
ment for the Fort Defiance Hospital, an
antiquated facility, on the Navajo reservation.
In addition, the $30 million a year in diabetes-
related funding that IHS receives under the
new Children's Health Insurance Program

will help alleviate complications from diabetes,
such as blindness, foot amputation, and End
Stage Renal Disease among American and
Alaskan Natives.

BIA and IHS will continue to promote
Tribal self-determination through local deci-
sion-making. Tribal contracting and self-gov-
ernance compact agreements now represent
half of BIA’s operations budget, and over
a third of IHS' budget. The self-governance
agreements, which give Tribes greater flexibil-
ity to administer Federal programs on reserva-
tions, will likely grow in number to 74
in BIA in 1999, a 16-percent increase from
1998. BIA and Tribes are negotiating to
permanently implement the self-governance
program, ensuring its strong future and con-
tinued growth.

Finally, after Tribal consultations on its
December 1996 report, DOl submitted its
“Recommendations of the Secretary of the
Interior for Settlement of Disputed Tribal
Accounts” to Congress in November 1997.
This proposal reflects the Administration’s
commitment to resolve disputed Indian trust
fund account balances through informal dis-
pute resolution. The budget also supports
the recently introduced Indian Land Consoli-
dation Act Amendments, to address the prob-
lem of highly fractionated land ownership
by individual Indians on reservations. Also,
within the Administration’s three-pronged ap-
proach to address trust fund-related issues,
the budget supports DOI's Office of Special
Trustee’s trust fund management improvement
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project to resolve problems in individual In-
dian accounts, convert to a commercial-grade
accounting system, and strengthen the man-
agement of the underlying trust assets.

The District of Columbia

As President Clinton told congregants at
Metropolitan Baptist Church in Washington,
D.C. recently, the Administration is committed
to being “a better neighbor” to the District
of Columbia.

The President’s comprehensive plan for the
District, which Congress largely funded last
year, was an important step along the way.
By relieving the District of major financial
burdens that it should never have had,
the plan lays the groundwork for the District
to restore its fiscal health.

Under the plan, the Federal Government
assumed certain functions in which it has
a clear interest.

e Criminal Justice: The Federal Government
now funds D.C.'s Court System and other
key elements of the District criminal jus-
tice system, including the incarceration of
sentenced felons and supervision of all
adult offenders.

¢ Medicaid: The Federal Government has
assumed the role typically played by both
Federal and State governments under this
health insurance program, paying 70 per-
cent of Medicaid spending in the District
(compared to the previous 50 percent).

* Pensions: The Federal Government is re-
suming responsibility for an estimated
$5.9 billion unfunded pension liability that
it transferred to the District in 1979.

In exchange, the Federal Government elimi-
nated its annual payment to D.C., which
totaled $660 million in 1997, though it pro-
vided a one-time, $190 million payment for
District operations in 1998.

Under the President’s plan, the District
government estimates that it will save about
$200 million in 1998 alone. To balance its
budget in 1998 and maintain balance there-
after, the District plans to launch major
management reforms, cut spending, and fi-
nance part of its $528 million accumulated
deficit.

The Administration—through its depart-
ments and agencies—will continue to provide
technical help and other assistance to the
District in specific areas, such as education
and law enforcement. The budget, for instance,
proposes $20 million to help D.C. public
schools implement reforms that hold the
promise of improving student achievement,
including expanding summer school, training
teachers and principals, and placing reading
specialists in every school.

The upcoming year is a pivotal one for
the Federal and District governments to imple-
ment the landmark changes in their relation-
ship, and for D.C. to implement vital manage-
ment reforms. The Administration, which
strongly supports the District's right to self-
governance, is committed to do its part,
and it proposes to pay for certain special
expenses that arise from District implementa-
tion of the President's plan in the areas
of District Corrections, Courts, and Offender
Services Agency operations.

Moreover, the budget proposes to build
on last year's plan by providing $100 million
for economic development initiatives, including
$50 million to fund an economic development
entity created by the District; $25 million
to make the proposed Washington Convention
Center more accessible to the public through
Washington’s Metro subway system; and $25
million to fund management reform initiatives
to improve the city’s economic development
infrastructure.
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Expanding Public Television

The budget provides $450 million over five years to help the public broadcasting system make
the transition to digital technology, which will greatly expand educational, community service,
and cultural programming. New digital technology will set the stage for four to six more chan-
nels and new innovative television applications, including high definition and interactive tele-
vision.

These funds—for the Corporation for Public Broadcasting and the Commerce Department—
will ensure that public broadcasting can take advantage of the transition while continuing to
meet four core principles: education, non-commercialism, universal access, and localism in the
digital era.







9. ADVANCING UNITED STATES
LEADERSHIP IN THE WORLD

Nations are now setting the international ground rules for the 21st Century, laying a founda-
tion for security and prosperity for those who live within them, while isolating those who
challenge them from the outside. This system will develop and endure only if those who follow the
rules of peace and freedom fully reap their rewards. Only then will our people believe that they
have a stake in supporting and shaping the emerging international system.

President Clinton
September 1997

Americans have a tremendous stake in
world events. The establishment of democracy
and market economies in the former Soviet
bloc, the safe disposal or storage of weapons
of mass destruction in Russia and elsewhere,
the identification and control of deadly tropical
diseases in Africa, and the maintenance of
healthy economies in Asia and Latin Amer-
ica—all of these are important to the security,
health, and prosperity of the American people.

American diplomacy, implemented through
international affairs programs, is the means
by which the United States leads abroad
on many important issues. For several years,
the resources that Congress provided were
inadequate to ensure that leadership. In
1998, however, the Administration and Con-
gress worked successfully to build major bipar-
tisan support for an increase in international
affairs spending, including special legislative
provisions to facilitate support of international
financial institutions and the United Nations
(UN) and other international organizations.

Despite welcome congressional action on
international affairs programs, an unfinished
agenda remains in areas critical to U.S.
national interests. Most striking, the Federal
Government must provide more resources
for key programs. To support continued U.S.
economic growth, Congress should continue
to support the decisive action of the Inter-
national Monetary Fund (IMF) and U.S. lead-
ership in that institution by providing the

supplementary contingent IMF funding that
the Administration sought and replenishing
the IMF's basic financial resources. For the
UN, whose Security Council deals with secu-
rity issues from Irag to Bosnia, and for
related international organizations dealing
with such issues as health and labor condi-
tions, Congress should take steps to pay
$1 billion in U.S. arrears on treaty-mandated
contributions. Congress should also continue
to pay off arrears to the multinational develop-
ment banks and the Global Environment
Facility (GEF), which total $638 million.

In the area of trade, where the growth
in exports has been so critical to our recent
economic prosperity, Congress should give
the President traditional negotiating authority
to help fuel our surging exports into the
next century. Congress also should enact
legislation promoting trade with Africa and
the Caribbean Basin. The Administration pro-
poses more export financing to take advantage
of opportunities emerging in regions such
as the New Independent States (NIS) of
the former Soviet Union and to match the
government financing offers of other countries.
The Administration also proposes to maintain
or expand programs that support democracy
and free market economic systems in the
former communist countries and in Africa
by encouraging trade and investment, not
only for America’'s security but also for creat-
ing sources of future export demand.

125
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In providing $19.6 billion for regular inter-
national affairs programs and $502 million
for arrears, the budget proposes an activist
approach to advance U.S. leadership around
the world (see Table 9-1). It would complete
last year's unfinished business and target
funding increases to the most effective pro-
grams to achieve foreign policy objectives,
rejecting outmoded activities and poorly-
performing projects. This request would
strengthen U.S. leadership and benefit the
American people, while costing just a third
of one percent of our national income.

Protecting American Security and
Promoting Democracy

Protecting America’s key strategic interests
remains a timeless goal of our diplomacy.
As we move toward the 21st Century, we
have a great opportunity to expand the
scope of democracy, further ensuring that
our interests remain unthreatened. Facing
the dilemmas of peacekeeping, regional crises,
and economic change, the international com-
munity has generally been unable to act
effectively without the United States as a

leader and a full partner. Advancing U.S.
interests in a global economy brings expanded
missions to our diplomacy, our trade strategy,
and our assistance programs. A less-orderly
world also creates new challenges to our
security—such as the proliferation of weapons
of mass destruction, international terrorism
and crime, narcotics, and environmental deg-
radation.

Developments in the NIS will prove impor-
tant to U.S. national security. Progress in
most of those countries toward democracy
and free markets has been steady, but some-
times slow and uneven. In Russia, the key
to regional security, a freely elected govern-
ment is gradually creating the legal framework
and governmental infrastructure for democracy
and a sound economy. Across the NIS, Ameri-
ca's continued leadership will be key to
maintaining international support for this
crucial transition.

The budget proposes $925 million for assist-
ance to the NIS, 20 percent above the
1998 level. These funds will advance work
under the Partnership for Freedom program

Table 9-1.

INTERNATIONAL DISCRETIONARY PROGRAMS

(Budget authority, dollar amounts in millions)

International security assistance

Subtotal, International

International development and humanitarian as-
SISTANCE™ oo

Conduct of foreign affairs® ............cccceocevevevreenennn.
Foreign information and exchange activities? ...
International financial programs ...............ccoc......

discretionary pro-
OFAMS it
Multilateral Development Bank arrears ..........
International Organization arrears® ................

Total, including Arrears ........ccccccooviiieeennnnne.

Dollar  Percent

1997 1998 1999 Change: Change:

Actual Estimate Proposed 1998 to 1998 to
1999 1999

6,494 7,036 7,427 +391 +6%

5,980 6,044 6,159 +115 +2%

3,890 3,741 4,146 +405 +11%

1,116 1,134 1,134 s e,

670 619 782 +163 +26%

18,150 18,574 19,648 +1,074 +6%
.............. 360 502 +142 +39%
.............. 100 ....ccoeeeen. NA NA
18,150 19,034 20,150 +1,119 +6%

ANA = Not applicable.
1Excluding arrears payments.

States.

2pursuant to Section 309(g) of the Foreign Relations Authorization Act, 1994 and 1995, the President
hereby determines that continuation of funding for Radio Free Asia for 1999 is in the interest of the United

2The Administration will transmit its request for arrears later.
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to use trade and investment measures, private
sector partnerships, and cooperation with non-
governmental organizations to stimulate free
market economic growth. One new activity
is the Presidential Management Training Ini-
tiative, to which Presidents Clinton and
Yeltsin recently agreed, that will enable NIS
business managers to receive training and
internships with U.S. firms, benefitting the
managers, the firms, NIS economies, and
U.S. foreign policy.

After nearly a decade of U.S. and inter-
national support, the transition to democracy
and free markets in Central and Eastern
Europe has been remarkably successful. Our
assistance to the governments of most of
the countries in the northern portion of
the region has ended, or will soon. These
countries are moving toward economic integra-
tion with the United States and Western
Europe. Last year's highlight was NATO's
decision to accept three countries—the Czech
Republic, Hungary, and Poland—as members.
As a result, the budget will provide over
$100 million in security assistance to help
integrate these countries’ military forces and
to aid other potential candidates for NATO
membership. In addition, this budget projects
increases in NATO’s three common-funded
budgets for the coming years to reflect certain
costs associated with NATO'’s enlargement.
In December, NATO estimated that the costs
of enlargement that it will bear within these
three budgets will be about $1.5 billion
over the next 10 years, of which the United
States will pay about one-quarter, or less
than $40 million a year on average during
this period, from Defense Department funds.

The budget proposes $465 million in eco-
nomic aid for Eastern Europe and the Baltic
States, $225 million of which would support
the firm U.S. commitment to see the Dayton
Accords fully implemented for Bosnia. Assist-
ance to Bosnia will complement the continu-
ation of U.S. troops in that troubled nation,
particularly by financing training and other
support for local police to foster effective,
fair, and professional public safety forces.
Economic assistance will strengthen the emer-
gence of a vital private sector. The Bosnians

are beginning to realize the benefits of free
markets, and we must strongly foster their
nascent prosperity to demonstrate that a
return to hostilities will hurt all Bosnians.

For the other southern-tier countries of
Eastern Europe, U.S. assistance will apply
the lessons learned elsewhere in the region
to accelerate economic reform, particularly
in Romania, where the United States has
offered a reform-oriented partnership with
the newly elected government. During the
Cold War, private civil institutions in Eastern
Europe eroded greatly, and fully reconstructing
them within the short time since then has
not been easy. Thus, the budget proposes
to create an innovative $100 million Civil
Society Trust Fund, financed half by Federal
funds and half by private contributions, mainly
from foundations. In countries where our
official aid has ended, the Fund will foster
grass roots political activity and viable non-
governmental organizations.

Our strategic interest in peace in the
Middle East is as strong as ever. The peace
process has achieved much already. The need
for reconciliation remains urgent, and America
continues to play a unique leadership role
in the effort to craft a durable, comprehensive
regional peace. The budget proposes $5.3
billion for security assistance to sustain the
Middle East peace process. The assistance
program provides $100 million for the third
year of a Middle East Peace and Stability
Fund that will provide aid mainly to Jordan
in recognition of that country’'s needs and
King Hussein’s important continuing contribu-
tions toward peace and reconciliation.

The rest of our security assistance programs
are designed to support peace and democracy
in countries and regions where our leadership
has helped those processes emerge. Under
the budget, economic support funding for
Haiti would double, to $140 million, to ensure
the success of that country’'s hard-won democ-
racy. The budget also would support reconcili-
ation and peace in Guatemala and strengthen
the capacity of African governments to provide
regional peacekeeping on that troubled con-
tinent.
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Ensuring America’s Leadership in the
International Community

Following World War 11, the United States
assumed a unique leadership role in building
international institutions to bring the world's
nations together to meet mutual security,
economic, and humanitarian needs. We spon-
sored and provided significant funding for
the UN, NATO, the IMF, and the World
Bank, along with other specialized regional
security and financial institutions that became
the foundation of international cooperation
during the Cold War.

To ensure financial stability for this inter-
national community, members of many of
the UN and related international organizations
(10s) entered into treaties or similar instru-
ments committing them to pay specified shares
(or, “assessments”) of 10 budgets. Congress
ratified these agreements, making them bind-
ing on the United States. For the multilateral
development banks (MDBs—that is, the World
Bank, its regional development bank partners,
and the GEF), the developed countries, includ-
ing the United States, make firm commitments
to regular replenishments of their resources,
in our case subject to the congressional
authorization and appropriations processes.

By 1997, America’s leadership in this inter-
national institutional network had seriously
eroded due to past congressional cuts in
appropriations needed to meet our assess-
ments and commitments. The resulting arrears
to the 10s had accumulated to almost $1.5
billion, and arrears to the MDBs were nearly
$900 million. In the 1998 budget, the Adminis-
tration proposed to pay off the bulk of
our arrears on assessments over two years
if the 10s undertook budget and management
reforms, including lowering the U.S. annual
assessment percentage in the future. It also
proposed to pay off MDB arrears over three
years in light of program and management
reforms already under way.

As part of last year's bipartisan budget
agreement, Congress provided room in the
budget resolution to pay most of the accumu-
lated arrears while still funding ongoing
international affairs programs at an adequate
level. Under this arrangement, Congress
cleared over a third of the Nation's MDB

arrears. The Administration and Congress
also developed bipartisan support for authoriz-
ing legislation to clear many of the assessment
arrears over three years in return for specified
10 reforms, and Congress passed an initial
1998 appropriation of $100 million, subject
to enacting the authorization. But the legisla-
tion stalled, thus undermining U.S. diplomatic
efforts to achieve budgetary reforms and
leading to a serious loss of U.S. credibility
in the UN and other 10s.

With the U.S. failure to address its sizable
arrears, the UN General Assembly in Decem-
ber 1997 established assessment rates for
the next three years without reducing the
U.S. percentage. Due to a major U.S. diplo-
matic effort, however, UN members agreed
to reconsider the three-year decision in June
1998—provided that the United States resolves
its arrears situation. To effect UN rate
changes, the Administration and Congress
must enact legislation by May 1998. The
Administration will shortly transmit a pro-
posal that seeks early legislative action to
pay over $1 billion of the $1.5 billion of
accumulated arrears. The proposal will give
the Administration the statutory flexibility
it needs in June to reduce our assessment
rates and achieve other key reforms over
the next two years. The Administration is
prepared to work with Congress to shape
the legislation. In addition, Congress must
appropriate $931 million to meet 1999 assess-
ments—more than would have been required
if Congress had passed last year's authorizing
package.

In addition, the budget proposes $502 mil-
lion to continue the planned payoff of MDB
and GEF arrears and $1.15 billion to pay
current commitments to these institutions,
which provide most of the assistance to
those poor countries around the world that
are undertaking promising economic reforms.
The United Sates has convinced the MDBs
to do more, while asking less from the
American taxpayer. As a result of recent
negotiations, U.S. commitments for all the
MDBs have been cut by 40 percent and
are now below what we once paid for the
World Bank’s International Development Asso-
ciation affiliate alone.



9. ADVANCING UNITED STATES LEADERSHIP IN THE WORLD 129

Supporting International Monetary
Programs

As the world becomes more economically
integrated, the smooth functioning of its mone-
tary system becomes more critical to every
nation’s economy. Severe disruptions in Asian
economies demonstrate the world-wide impact
of crises in major economies. Even the U.S.
economy is not immune, despite its size,
strength, and depth. The Administration is
having urgent consultations with Congress
on the most effective means to foster an
early, tenable return to more stable inter-
national monetary conditions.

For 1998, the Administration proposed a
one-time appropriation to a special inter-
national facility, the New Arrangements to
Borrow (NAB). With credit commitments from
24 other nations, including most industrialized
countries and several emerging market econo-
mies, NAB would provide a set of contingent
credit lines to supplement IMF resources,
if necessary, when a monetary crisis in
one or more countries threatens the entire
system. Congress did not enact the appropria-
tion. These funds are urgently needed as
a reserve in case the emergency demands
on IMF quota resources deplete the IMF's
liquidity so much that it cannot maintain
international monetary stability.

As the global economy and capital markets
expand, the IMF's basic (quota) resources
must rise so that it can carry out its
ongoing responsibilities to promote monetary
stability and healthy economies. Since its
inception in 1945, the IMF has played a
major role in fostering the unprecedented
growth in world prosperity. Recent IMF pro-
grams to provide crisis assistance in Asia
have drawn heavily on the Fund's quota
resources. The United States needs to provide
its share of the IMF's proposed $87 billion
increase in regular resources so that the
IMF can continue to meet members’ antici-
pated demands while coping with additional
exceptional calls under current crisis condi-
tions should they arise. In consultation with
Congress, the Administration expects to re-
quest a 1998 supplemental appropriation of
$14.5 billion for a U.S. quota increase for
the IMF and of $3.4 billion for the U.S.
credit commitment to the NAB. Because they

are monetary exchanges, neither the quota
increase nor the credit commitment to the
NAB would entail budget outlays.

Increasing American Prosperity Through
Trade

The Administration remains committed to
opening global markets and integrating the
global economic system, which has become
a key element of continuing economic prosper-
ity here at home. This goal is increasingly
central to America’s diplomatic activities. The
Administration is helping to lay the ground-
work for sustained, non-inflationary growth
into the next century by implementing the
North American Free Trade Agreement and
the multilateral trade agreements concluded
during the Uruguay Round. Specifically, the
Administration is working hard to ensure
that America receives the full benefit of
these agreements, as recently illustrated by
the December 1997 conclusion of a key agree-
ment on financial services.

To promote more mutually-beneficial trade
relationships, the Administration last year
proposed fast track legislation to give the
President authority to negotiate trade agree-
ments on which Congress would get a simple
up-or-down vote, without amendments that
would require renegotiation. Such trade agree-
ments would further promote U.S. export
growth, creating high-wage jobs for Americans.
Congress should give the President this tradi-
tional negotiating authority.

The Administration also will propose to
extend the Generalized System of Preferences,
which cuts tariffs on many imports from
the developing countries, beyond its current
expiration date of June 30, 1998, and to
give expanded trade benefits to the eligible
countries under the Caribbean Basin Initia-
tive. Also, as part of a larger trade and
investment initiative for Africa, the Adminis-
tration will propose special trade benefits
to African countries that are reforming their
economies to encourage economic growth.

As various trade agreements offer opportuni-
ties for exports, the demand for trade finance
and investment support increases. The main
U.S. trade finance agency, the Export-Import
Bank, has expanded its direct and guaranteed
loans and export insurance to countries that
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Investing in Trade Promotion

Trade plays a growing role in the U.S. economy. A third of America’s economic growth of the
last five years has come from trade, while exports of manufactured goods, high-technology prod-
ucts, and agricultural goods have risen by over 40 percent. Exports grew to 11.4 percent of
Gross Domestic Product (GDP) in 1996, compared to 4.8 percent in 1960, while imports grew to
12.6 percent in 1996, compared to 4.3 percent in 1960. Today, exports support over 11 million
U.S. jobs—including one in five manufacturing jobs—and have generated nearly two million new
jobs in the past four years alone.

But the Nation has huge opportunities for further growth. While America accounts for 22 per-
cent of the world’s wealth, it has only four percent of its consumers. The greatest export oppor-
tunities lie in the emerging market economies of Latin America, Asia, the Middle East, Africa,
Central and Southern Europe, and the New Independent States of the former Soviet Union.
Middle- and lower-income countries accounted for 80 percent of the rapid U.S. export growth of
the past eight years.

Trade barriers in these new markets often remain high, however, while some developed na-
tions provide export subsidies to their home-grown businesses. U.S. trade promotion programs
are designed to open foreign markets, combat foreign subsidies, finance and insure U.S. trade
and investment where the private sector does not, provide information, develop foreign markets,
and provide government-to-government advocacy.

This budget invests heavily in trade promotion. It provides substantial increases for the
Export-lmport Bank, which finances U.S. exports, and funds the Overseas Private Investment
Corporation, which insures U.S. investments abroad. In addition, the budget proposes increases
for the Commerce Department’s International Trade Administration, which promotes U.S. trade
through its Export Assistance Centers and overseas foreign commercial offices. The multi-agen-
cy Africa Initiative and higher funding for the Agency for International Development will help
foster growing economies and future trading partners. Also, the budget proposes to extend the
Generalized System of Preferences and to provide expanded trade benefits for Caribbean Basin

Initiative countries.

cannot get import financing at reasonable
terms and to match the government export
financing offers of other industrialized coun-
tries. The Bank expects particularly heavy
demand from the NIS for exports that will
benefit both the U.S. and the countries
that receive them, and contribute to economic
and political reform across the NIS. The
budget proposes $825 million for the Bank,
18 percent above the 1998 level. It also
continues support for the investment insurance
and finance programs of the Overseas Private
Investment Corporation, which also increase
exports, and for the Trade and Development
Agency’'s (TDA) grants for feasibility studies
of capital investments abroad that can gen-
erate follow-on exports. A special TDA pro-
gram will focus on creating trading opportuni-
ties in China. In addition, the budget provides
an 18-percent increase, to $20 million, for
the Commerce Department’s Market Access
and Compliance Unit, whose members monitor

trade agreements and
problems.

identify compliance

Supporting Development Assistance

Development assistance through the MDBs
and, bilaterally, through the U.S. Agency
for International Development (USAID) helps
many of the poorest countries give their
peoples more effective governments and higher
living standards. This assistance, including
projects that create the conditions for economic
growth, promote democracy, enhance human
health, and provide basic education, serves
long-term U.S. interests and diminishes the
need for short-term crisis intervention.

The Administration has streamlined USAID
lending as well, focusing it on countries
most vigorously committed to the reforms
that will generate sustainable development.
The budget proposes $1.8 billion for USAID’s
development assistance programs. Along with
ongoing African aid programs, the budget
proposes $30 million of special development
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aid programs to support the broader trade
and investment initiative for the continent.
In addition, the budget proposes $35 million
in special debt relief to African countries
eligible for the initiative. Complementing these
programs, another $35 million of security
assistance will go to the Great Lakes region
in the interior of Africa to promote the
rule of law and conflict prevention among
the warring parties there, thus creating politi-
cal conditions favorable to achieving the eco-
nomic growth that the area so badly needs.

The Peace Corps has helped spur the
development of many countries while promot-
ing better understanding among nations, and
the American people strongly support the
program. The budget proposes $270 million,
20 percent more than in 1998, to enable
the agency to begin increasing the number
of volunteers abroad—with the goal of 10,000
volunteers by the year 2000.

Leading the Response to New
International Challenges

Another fundamental goal, and an increas-
ing focus of our diplomacy, is meeting the
new transnational threats to U.S. and global
security—the proliferation of weapons of mass
destruction, drug trafficking and the spread
of crime and terrorism on an international
scale, unrestrained population growth, and
environmental degradation.

In 1997, the Administration sought and
obtained Senate ratification of the Chemical
Weapons Convention, which will begin impos-
ing controls on a class of destructive weapons
not well regulated in the past. Congress
has not ratified the Comprehensive Nuclear
Test Ban Treaty, which the Administration
transmitted in September 1997 and which
is so important to our national security.
U.S. diplomacy and law enforcement activities
are playing a key role in preventing the
spread of weapons of mass destruction to
outlaw states such as Libya, lIraq, Iran,
Syria, and North Korea. In addition, U.S.
support for such organizations as the Inter-
national Atomic Energy Agency and the Ko-
rean Peninsula Energy Development Organiza-
tion is critical to meeting our non-proliferation
goals.

U.S. bilateral assistance programs are criti-
cal to tackling other important transnational
problems. Our international counter-narcotics
efforts are making continued progress in
drug-producing countries. After several years
of cutting deeply the Administration’s funding
proposals for counter-narcotics, Congress has
begun providing the requested increases in
order to cut the supply of illegal drugs,
particularly cocaine. The budget proposes a
20-percent increase in anti-drug funding, to
$255 million, which will permit the United
States to intensify its efforts to curb cocaine
production in the Andean countries by offering
growers attractive economic alternatives.

In addition, USAID development assistance
and U.S. contributions to international efforts,
such as the GEF, support large and successful
programs to improve the environment and
reduce population growth. The GEF works
closely with the MDBs, promoting sound
responses to climate change, depletion of
the ozone layer, and the extinction of species.
The United States is the recognized world
leader in promoting safe, effective family
planning projects.

Conducting and Administering Diplomacy

Effective diplomacy is the critical foundation
for meeting our foreign policy goals. The
budget supports a strong U.S. presence at
over 250 embassies and other posts overseas,
promoting U.S. interests abroad and protecting
and serving Americans by providing consular
services. The basic work of diplomacy at
these posts—the reporting, analysis, negotia-
tions, and other efforts that often go unno-
ticed—are at the core of all U.S. foreign
policy achievements, allowing us, among other
things, to anticipate and prevent threats
to our national security as well as discover
new opportunities to promote American inter-
ests. The overseas posts also serve as the
administrative platform for the many other
U.S. agencies with personnel abroad, from
USAID to the Departments of Defense, Justice,
and the Treasury.

In 1997, the Administration took two major
steps to improve the management of our
diplomacy. First, a new management system,
the International Cooperative Administrative
Support Services, will more fairly allocate—
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among all agencies with an overseas pres-
ence—the administrative costs that the State
Department used to bear on its own. Agencies,
in turn, will be able to use the administrative
services that most suit them. Second, the
State Department will reengineer its procure-
ment system, eliminating cumbersome proce-
dures, providing services much quicker, and
significantly cutting costs.

The budget proposes $2.8 billion for the
State Department to maintain its world-
wide operations, take major steps to modernize
its information technology and communications
systems and ensure year 2000 compliance,
and accommodate security and facility require-
ments at posts abroad. It proposes two major
initiatives—construction of a new embassy

building in Berlin, where U.S. personnel
have been in temporary facilities since their
move to the new German capital, and an
embassy and related facilities in Beijing,
where current arrangements are inadequate
to house the representation appropriate to
diplomacy with an important world power
and to ensure security.

Finally, the Administration expects Congress
to enact legislation in early 1998 to implement
its proposal to consolidate the Arms Control
and Disarmament Agency and the U.S. Infor-
mation Agency into the State Department,
thus better integrating arms control and
public diplomacy into the mainstream of
foreign policy.



10. SUPPORTING THE WORLD'S
STRONGEST MILITARY FORCE

There will always be threats to our well-being, to the peaceful community of nations to which
we belong. Indeed, in the years ahead, we will see more and more threats that cross national bor-
ders—terrorism, weapons of mass destruction proliferating around the world, the growth of orga-
nized crime and drug trafficking. We will have to find new ways to meet these security threats.

President Clinton
November 1997

As the world’s most powerful fighting force,
our Nation’s military serves as the backbone
of U.S. national security strategy, safeguarding
America’s interests, deterring conflict, and
securing the peace. Maintaining a strong
and capable military remains essential to
protecting our freedoms and ensuring Ameri-
ca’'s global leadership role as we approach
the 21st Century.

As the security partner of choice for many
countries in all regions of the world, America
remains the “indispensable nation” of the
post-Cold War era. Consistent with our global
responsibilities, the U.S. military must deter
our adversaries and reassure our friends
and allies that America is prepared to put
force behind the defense of its interests.
American forces must prevail when committed
to combat: they must be ready to meet
the threat of major theater war; they must
be prepared for newly emerging threats, such
as the proliferation of weapons of mass
destruction; they must be able to undertake
demanding contingency or humanitarian oper-
ations; and they must be supported by a
modern defense infrastructure that utilizes
efficient management and business practices.

This Nation has built, and the Administra-
tion continues to support, a military second
to none. But while the United States remains
the only nation with the combat, logistical,
mobility, intelligence, and communications ca-
pabilities to conduct effective military oper-
ations worldwide, we must continue to prepare
for tomorrow's challenges. The Department
of Defense (DOD) recently completed the

Quadrennial Defense Review (QDR), a strate-
gic plan to ensure that our forces remain
capable of executing the full range of global
military operations into the next century.
Consistent with the QDR, the defense program
embraces three key elements:

e Shaping the international environment:
Along with diplomacy and economic initia-
tives, the U.S. military plays an essential
role in shaping the international security
environment. U.S. forces are involved in
a wide variety of activities that bolster our
own national security and the security of
others. Such activities include overseas de-
ployments and programs that reduce or
eliminate the nuclear, biological, and
chemical capabilities of other countries.
These important efforts, which the budget
supports, make it less likely that our mili-
tary will be committed to combat.

* Responding to the full spectrum of crises:
Despite U.S. efforts to prevent conflict, our
forces at times must respond to crises in
order to protect our national interests,
demonstrate U.S. resolve, and reaffirm the
Nation’s role as global leader. As Chart
10-1 shows, U.S. forces must be able to
address the full spectrum of possible mili-
tary crises, including smaller-scale contin-
gency missions, counterterrorism opera-
tions, and major theater wars.

e Preparing now for an uncertain future:
While maintaining the capability to
confront today's dangers, we must con-
tinue to transform our military to meet

133
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Chart 10-1. POSSIBLE MILITARY OPERATIONS
THEATER
WAR
COUNTER-
TERRORISM PEACE
OPERATIONS
& U.s. ﬂ
MILITARY
LIMITED HUMANITARIAN
STRIKE ASSISTANCE

emerging threats. But, in the face of near-
term demands to protect U.S. interests
within the constraints of available re-
sources, we must pursue this trans-
formation prudently. The budget provides
resources for a focused modernization ef-
fort to replace aging systems in order to
incorporate cutting-edge technologies. In
addition, the budget continues the Admin-
istration’s emphasis on reengineering our
military's infrastructure to support U.S.
warfighters in a faster, better, less-costly
manner.

The budget fully supports the recommenda-
tions of both the QDR and of DOD’s recently
released Defense Reform Initiative (DRI), a
plan to achieve a leaner, more efficient,
and more cost-effective organization through
improved management and business practices.
To implement these business improvements,
DOD will submit legislation to Congress in
conjunction with the budget—including legisla-
tion for two more rounds of base closures
and realignments, in 2001 and 2005. In

a constrained fiscal environment, retooling
DOD to achieve greater efficiencies will save
funds that can go to modernize U.S. military
forces (see Table 10-1).

Providing the Necessary Funding

For DOD, the budget proposes discretionary
funding of $258.4 billion in budget authority
and $253.9 billion in outlays for 1999. The
budget continues the Administration’'s plan,
as reaffirmed by the QDR, of completing
the careful resizing of U.S. military forces,
fully supporting military readiness, enhancing
quality of life programs, and increasing fund-
ing to modernize our forces as new tech-
nologies become available after the turn of
the century. Over this period, the budget
reflects savings from lower estimates of infla-
tion, which will go to finance increases in
counterproliferation, counterterrorism and
counter-drug programs, and new weapons
procurement.
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Table 10-1. MILITARY FORCE TRENDS
Cold War
(1990) 1999 2003 Target

Army:

Divisions (active/National Guard) ..........ccccccceoeee... 18/10 10%/82 10%/82
Air Force:

Fighter wings (active/reserve) .......ccccccccovvvveeeeeiiinnns 24/12 12+/7+ 12+/8
Navy:

Aircraft carriers (active/training) ..........ccccccoeviineeee. 15/1 1111 1111

AIr wings (active/reServe) .......cocccccceeviiiieeeeenncinenn. 13/2 10/1 10/1

Total battle force ships® .......ccocoveeoveiicieieeeeen 546 314 306
Marine Corps:

Divisions (aCtivVe/reServe) .......cccccoceeeeeriiiiiieeeeniinns 3/1 3/1 3/1

WinNgs (aCtive/rESEIVE) .....cceeeviiiiiiiieieeiiiieee e 3/1 3/1 3/1
Strategic nuclear forces:

Intercontinental ballistic missiles/warheads .......... 1,000/2,450 550/2,000 500/500 4

Ballistic missile submarines ............cccccovviiiiiiinnnnne 31 18 144

Sea-launched ballistic missiles/warheads .............. 568/4,864 432/3,456 336/not

over 1,750*

Heavy BOMDErs ........c.cccccovveviieieeceee e 324 89° 92°
Military personnel:

ACTIVE oo 2,069,000 1,395,800 1,365,500

Selected reSEIVe .......ccccvviieieiiiee e 1,128,000 877,100 837,100

1Plus two armored cavalry regiments.

2Plus 18 separate brigades (15 of which are at enhanced readiness levels).

%Includes active and reserve ships of the following types: aircraft carriers, surface combatants, sub-
marines, amphibious warfare, ships, mine warfare ships, and combat logistics force and other support ships.

4Upon entry-into-force of START II.

5Does not include 95 B-1 bombers dedicated to conventional missions.

Preparing Military Forces in the Post-
Cold War Era

Providing Humanitarian and Disaster
Assistance: Given its global presence and
unique capabilities, America’s military is often
asked to respond to international disasters and
human tragedies. Such responses may come
at the direction of U.S. commanders, who can
respond quickly to regional problems, or at the
President’s direction when he determines that
DOD is the appropriate agency to provide U.S.
support. The proposed $63 million for the
Overseas Humanitarian, Disaster, and Civic
Aid account, an increase of $16 million over
the 1998 level, will allow DOD to provide criti-
cal humanitarian and disaster assistance to
support U.S. interests without cutting into the
resources available for readiness. Of the $63
million, $34 million will support the Presi-

dent’s initiative to expand the U.S. Humani-
tarian Demining Program.

Executing Counter-drug Programs: DOD
participates fully in the President’s National
Drug Control Strategy, designed to stem the
flow of illegal drugs into the country and re-
duce demand. DOD fulfills its primary mis-
sions—to eliminate foreign and domestic drug
supply sources and prevent drugs from enter-
ing the country—by detecting and monitoring
ships and aircraft moving drugs to the United
States, supporting domestic and foreign law
enforcement, collecting and analyzing foreign
intelligence, and supporting the activities of
the National Guard under State counter-drug
programs. DOD continues to fight illegal drug
use in the military through prevention, edu-
cation, and testing. The budget proposes $883
million for DOD's counter-drug efforts.
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Shaping the Environment Through Arms
Control and Cooperative Threat Reduc-
tion: The Cooperative Threat Reduction Pro-
gram (also called the Nunn-Lugar Program)
helps build a safer world by dismantling nu-
clear forces, securing nuclear weapons and ma-
terials, and destroying chemical weapons in
the former Soviet Union. The budget proposes
$442 million to continue this vital program.
The President also remains strongly committed
to reducing the threat from weapons of mass
destruction through existing or anticipated
arms control agreements. Over the past five
years, the Administration has worked hard to
implement the START 1 treaty; bring the
START Il treaty into force; oversee the ratifi-
cation of, and begin to implement, the Chemi-
cal Weapons Convention; indefinitely and un-
conditionally extend the Nuclear Nonprolifera-
tion Treaty; and obtain the signing of the Com-
prehensive Test Ban Treaty (CTBT). The
START Il treaty awaits Russia’s approval,
after which the President plans to seek a sub-
sequent agreement to further reduce warhead
levels.

Ensuring Successful Contingency Oper-
ations: U.S. forces have provided leadership
in contingency operations that support our
interests. As in previous years, the budget pro-
poses funding for ongoing contingency oper-
ations in Southwest Asia in the Overseas Con-
tingency Operations Transfer Fund; for 1999,
the budget proposes $747 million to fund the
Southwest Asia operations. Congressional ap-
proval would allow DOD to avoid redirecting
funds from operations and maintenance pro-
grams to contingency operations, thereby help-
ing to maintain the readiness of our force.

While the President has announced his
intention that United States forces participate
in a NATO follow-on force in Bosnia, starting
in July 1998, NATO has not yet finalized
the exact structure required for the force.
Consequently, DOD has not been able to
determine the specific American contribution
to that force. Once NATO makes these force
structure decisions, the Administration will
send Congress a supplemental funding request
to cover the additional costs, as prescribed
by the 1998 National Defense Authorization
and DOD Appropriations Acts.

Countering the Proliferation of, and
Defending Against, Weapons of Mass De-
struction: The President remains committed
to developing capabilities to locate and neu-
tralize nuclear, biological, and chemical weap-
ons before they can be used, and to protect
U.S. troops against their effects. The budget
proposes over $800 million for the effort. High-
priority activities include gaining the means
to identify and destroy underground produc-
tion and storage sites, refining methods to
detect and track weapons shipments, and im-
proving the means to detect and identify bio-
logical warfare agents. In response to the
emerging terrorist threat of chemical or bio-
logical attacks on American cities, the budget
also funds improvements to domestic prepared-
ness and response capabilities.

Protecting our Forces and Combating
Terrorism: The protection of U.S. service
members, deployed or at home, against the
threat of terrorism is a fundamental task. The
budget proposes $3.9 billion to fully fund
DOD's programs to combat terrorism, includ-
ing routine force protection. The resources will
improve our preparedness to respond to a ter-
rorist attack that employs weapons of mass
destruction, and enable DOD to continue a
comprehensive vulnerability assessment pro-
gram to identify additional force protection
needs.

Developing Technologies to Defend
Against Strategic Ballistic Missiles: The
budget proposes $963 million to continue de-
veloping a national missile defense to protect
the United States from a limited ballistic mis-
sile attack. This contingency capability will
allow DOD to deploy an effective system rap-
idly if a threat should emerge sooner than U.S.
intelligence now estimates.

Developing and Deploying Defenses
Against Theater Ballistic Missiles: The
budget proposes over $2.4 billion to develop
and deploy systems to defend against missiles
that directly threaten U.S. and allied forces
deployed to specific theaters. While the fund-
ing is primarily for research and development
of advanced systems to meet future threats,
it includes $343 million to procure an ad-
vanced version of the Patriot missile and $43
million for the Navy's Area Theater Missile
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Defense System that can be deployed imme-
diately.

Maintaining the Nation’s Nuclear Deter-
rent: Although funding for nuclear forces is
at its lowest level in over 30 years, these forces
remain an essential component of our military
capability. Within treaty-imposed limits, their
primary mission is to deter nuclear attack
against the United States and its allies, and
to convince potential adversaries that they will
never gain a nuclear advantage against our
Nation.

The budget proposes $4.5 billion for the
Department of Energy (DOE) to maintain
confidence in the safety, reliability, and per-
formance of the nuclear weapons stockpile.
DOE will perform this mission without under-
ground nuclear testing to comply with the
proposed CTBT. To make up for the loss
of testing, DOE plans to build new non-
nuclear test facilities while upgrading the
computer models it uses to predict the per-
formance of nuclear weapons. The budget
includes: $284 million to continue construction
of the National Ignition Facility at the Law-
rence Livermore National Laboratory; $518
million, $140 million more than in 1998,
for the Advanced Strategic Computing Initia-
tive; and $157 million for a new source
of tritium for nuclear weapons.

Modernizing Our Military Forces

Addressing the Modernization Impera-
tive: Modernizing weapons systems is critical
to the future readiness of U.S. military forces.
In the 1970s and 1980s, the Nation invested
heavily in a wide range of equipment—includ-
ing fighter aircraft, attack submarines, surface
ships, attack helicopters, and armored vehi-
cles—enabling us to reduce weapons pur-
chases, and total defense spending, in the
early 1990s as we cut the size of U.S. forces
after the Cold War. But the equipment bought
in the prior two decades, the backbone of to-
day's forces, is aging and must be replaced.
When complex military equipment ages, it be-
comes costlier and more difficult to maintain
and operate. More importantly, the decisive
military advantage that new, superior equip-
ment provides will help reduce casualties and
may permit a quick, successful resolution of
conflict. For these reasons, weapons system

modernization continues to be a high Adminis-
tration priority.

The QDR determined that the Nation needs
roughly $60 billion a year in weapons procure-
ment funding, beginning in 2001, to modernize
U.S. forces. The budget provides $48.7 billion
for the 1999 procurement program, $3.9 billion
more than the 1998 level, and achieves
the $60 billion goal by 2001. In addition,
the budget funds basic and applied research
and development of advanced technologies
that will lay the groundwork for procuring
next-generation systems and that are vital
to the Nation’s engineering, mathematics,
and computer science efforts.

Modernizing Ground Forces: In the near
term, Army modernization emphasizes digiti-
zation of battlefield systems (discussed later
in this chapter) and upgrades to existing com-
bat equipment so that our ground forces will
have a clear advantage over potential oppo-
nents. The Army will extend the useful life
and improve battlefield performance of pri-
mary combat systems, such as the Abrams
tank, the Bradley Fighting Vehicle and the
Apache Longbow helicopter, by integrating
new navigation and data transfer technology,
improving weapons and targeting systems, and
increasing vehicle protection systems.

The centerpiece of the Marine Corps mod-
ernization program is the V-22 tilt-rotor
aircraft that will replace the CH-46 and
CH-53A/D helicopters now used to transport
troops and equipment. The V-22's increased
range, payload, and speed will significantly
enhance Marine Corps tactical operations.

A sometimes overlooked, but no less impor-
tant, part of ground force modernization is
the replacement of aging combat support
systems such as trucks. The Army is replacing
its fleet of medium trucks by procuring
new models, while the Marines have under-
taken a truck remanufacturing program.

In the long term, ground force research
and development programs aim to take advan-
tage of leaps in technology to enhance mission-
essential equipment. Critical programs, which
will lead to procurement in the middle of
the next decade, include the Army’'s Comanche
helicopter for armed reconnaissance, the Cru-
sader self-propelled artillery howitzer, and
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the Marines’ Advanced Amphibious Assault
Vehicle.

Modernizing Naval Forces: The budget
continues procurement of several ship classes,
including three DDG-51 Aegis destroyers, a
New Attack Submarine, and an LPD-17 Am-
phibious Transport Dock Ship. The Navy budg-
et continues advance funding for the major re-
fueling overhaul of the second Nimitz-class nu-
clear aircraft carrier to enable the ship to stay
in service another 25 years. The Navy also
will procure long-lead material to construct the
last Nimitz-class nuclear aircraft carrier. In
addition, the Navy is undertaking long-term
development efforts to design next generation
destroyers and carriers, to be procured in the
middle of the next decade. Both of these new
ship classes will operate at lower costs and
will be more capable than their predecessors
by taking advantage of innovative tech-
nologies.

Along with new ships, the Navy will con-
tinue to develop and procure highly-capable
weapons for a number of missions. For defense
against missiles and aircraft, the budget
continues procurement of Standard Missiles.
It also continues procurement of Tomahawk
cruise missiles for use against land targets.
The budget supports investments in the Ship
Self-Defense System to provide close anti-
air defense for surface ships, and in gun
and missile technologies to improve the Navy's
delivery of fire support for marines and
soldiers ashore.

Modernizing Air Forces: For the United
States to maintain its ability to dominate bat-
tles in the next century, substantial invest-
ment in new tactical combat aircraft is nec-
essary. The budget supports three new aircraft
programs. First, it continues low rate produc-
tion of the F/A-18E/F Super Hornet, which
will become the Navy’s principal fighter/attack
aircraft in the next decade. Second, the pro-
curement of the first two F-22 Raptors, the
Air Force’s new air superiority fighter, will
begin in 1999. Full-rate production of the F-22
should come early in the next century. Third,
research and development into new materials
and manufacturing processes for the Joint
Strike Fighter (JSF) will continue. The JSF
is DOD'’s largest, most ambitious tactical air-
craft program and is designed to produce a

family of aircraft for the Air Force, Navy, and
Marine Corps. It is scheduled to start
replacing about 3,000 aging aircraft
(F-16s, F/A-18C/Ds and AV-8Bs) in 2005.

The budget also funds a major effort to
improve the weapons carried by combat air-
craft. Joint missile procurement programs
include the Advanced Medium Range Air-
to-Air Missile and the Joint Standoff Weapon.
Procurement continues for the Joint Direct
Attack Munition—an inexpensive guidance Kit,
which transforms unguided bombs into preci-
sion guided munitions. In addition, the Navy's
program to upgrade existing Harpoon missiles
into Standoff Land Attack Missiles Expanded
Response continues in 1999. The budget also
funds research and development into various
munitions programs of the future, such as
the AIM-9X Sidewinder missile for short
range air-to-air combat, and the Joint Air-
to-Surface Standoff Missile.

To help ensure continued access to space,
DOD plans to develop the Evolved Expendable
Launch Vehicle program with industry, en-
hancing U.S. competitiveness in the space
launch market and providing DOD with more
efficient, economical access to space.

Establishing Information Dominance:
America’s preeminence in using information on
the battlefield has helped us establish the
world’'s strongest military. The commander
who can better observe and analyze the battle
while disseminating highly accurate informa-
tion to his forces has a powerful advantage
over the adversary. Joint Vision 2010, DOD’s
vision for the future, focuses on the continued
development of command, control, communica-
tions, computers, intelligence, surveillance,
and reconnaissance capabilities. This effort
will enhance the accuracy of weapons and
allow for the more effective use of forces. The
Army plans to “digitize” a division by the year
2000—that is, equip it so that accurate, timely
information about the battle can be transferred
rapidly between U.S. forces. The budget
includes funding for Navy and Air Force auto-
mated command and control systems and land
and space-based communications networks. It
also includes funds for battlefield surveillance
assets, such as unmanned aerial vehicles, and
navigation systems, like the Global Positioning
System for all military departments. The
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budget provides funds to purchase national
sensors (e.g., satellites) to help our leaders bet-
ter anticipate, monitor, and respond to crises.
These assets will play a key role in both mili-
tary operations and national security decision-
making, and will enable commanders to more
effectively direct the battle and respond to
threats.

Supporting the President’s Initiatives on
Landmines: To implement the policy that the
President outlined last September, DOD is ac-
celerating its research and development on
demining technology and on alternatives to
anti-personnel landmines. The budget proposes
$40 million for these efforts.

Maintaining Military Readiness

Ensuring Adequate Resources for Readi-
ness: Maintaining high levels of readiness is
our top defense priority. To allow U.S. forces
to accomplish a wide range of missions, the
budget provides full funding for key operations
and support programs, including unit training
activities, recruiting and retention programs,
joint exercises, and equipment maintenance. In
addition, DOD continues to monitor its current
and future military readiness through the Sen-
ior Readiness Oversight Council and the Joint
Monthly Readiness Review process. These ef-
forts enhance the Department’'s ability to en-
sure that critical readiness programs receive
sufficient resources and that our forces remain
prepared to accomplish their missions and
achieve our Nation’'s military strategy.

Enhancing the Quality of Life of Mili-
tary Personnel: The Administration is strong-
ly committed to strengthening the quality of
life of military personnel, which is important
for retaining and recruiting high-quality per-
sonnel. The budget proposes a 3.1 percent pay
raise, effective January 1999, to help ensure
that military compensation remains competi-
tive with private sector wages. The budget in-
cludes substantial funding to improve the
quality of health care, military housing, and
child care programs. Enhancements to family
support programs can help reduce the stresses
associated with military life, such as frequent
family separations. The budget also increases
funding for improving educational activities for
military and eligible civilian dependents, in-
cluding the construction and maintenance of

schools and support for the President’s School
Technology Initiative, which has the long-
range goal of putting one computer in every
classroom for every four students and one for
every teacher.

Managing Our Defense Resources More
Efficiently

Implementing Management and Busi-
ness Practice Reform: Under the DRI and
other efforts, DOD continues to implement im-
provements to its management and business
practices, including increased privatization and
outsourcing of support functions, personnel re-
ductions associated with infrastructure and
support activities, greater use of electronic
commerce, and expanded use of government
purchase cards. A new inter-agency working
group will help to identify and eliminate im-
pediments to business practice reform.

Outsourcing and Privatizing: DOD has
begun to implement an aggressive outsourcing
and privatization program for its infrastruc-
ture and support activities, including base util-
ity services, general base operations, family
housing, logistics support, training, property
maintenance, and distribution depots. These
efforts will save an estimated $6.4 billion over
the next five years and improve support for
U.S. troops.

Eliminating Excess Infrastructure: DOD
has facilities that it no longer needs because
infrastructure reductions have lagged behind
force reductions. Excess facilities drain re-
sources that could otherwise go to moderniza-
tion, readiness, and quality of life. To address
the problem, DOD will send legislation to Con-
gress to seek two more rounds of base closures
and realignments, in 2001 and 2005.

Improving Financial Management: The
Administration remains committed to reform-
ing DOD’s financial management activities and
systems, and has developed a comprehensive
strategy to do so. The Administration has iden-
tified shortcomings in such areas as contractor
overpayments, fraud detection and controls,
and standardized finance and accounting sys-
tems. The Department is taking significant
steps to improve the integrity of its financial
practices. For example, DOD has cut the cat-
egory known as problem disbursements from
a total of $34.3 billion in June 1993 to $9.2
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billion in June 1997. Such steps will provide
managers with more accurate and timely fi-
nancial information.

Streamlining the Civilian Work Force:
Since 1993, DOD has cut its work force by
nearly 22 percent, or about 201,000 positions,
and it will continue to streamline its civilian
work force while maintaining quality. As the
QDR and DRI recommended, DOD plans to
implement further reductions of 97,000 full-
time-equivalent civilian positions. During this
drawdown, DOD will provide transition assist-
ance for affected employees.

Implementing the Information Tech-
nology Management Reform Act (ITMRA):
Also known as the Clinger-Cohen Act, the

ITMRA is designed to help agencies improve
mission performance by effectively using infor-
mation technology. One example is the Global
Command and Control System, which supports
U.S. forces by improving their ability to proc-
ess and transfer critical military information
quickly and accurately. The Secretary of De-
fense has established a DOD Chief Information
Officer Council to manage DOD’s annual $11
billion information technology budget and pro-
vide advice on ITMRA-related issues. In addi-
tion, DOD is continuing to restructure its work
processes while applying modern technologies
to maximize the performance of information
systems, achieve a significant return on invest-
ments, cut costs, and produce measurable
results.
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11. OVERVIEW

The commitment of the President and Con-
gress to balance the budget—and keep it
in balance—means that, if all Federal pro-
grams want to continue receiving funds, they
will have to distinguish themselves by dem-
onstrating good, measurable performance. Pol-
icy makers will have to allocate resources
to programs that can prove they are well-
run and can successfully produce results.

The Administration’'s focus on results is
not new. As the Administration said in
last year's budget:

Led by Vice President Gore's National Perform-
ance Review, the Administration has made real
progress in creating a Government that, in the
words of the NPR, “works better and costs less.”
We have eliminated layers of bureaucracy, cut pa-
perwork burdens, scrapped thousands of pages of
regulations and, most important, improved service
to Government's customers—the American people.

The President’'s commitment to better per-
formance was a key reason that he actively
supported, and eagerly signed, the 1993 Gov-
ernment Performance and Results Act (GPRA).
In this budget, the Administration highlights
three aspects of performance:

» Fiscal performance (see Section Ill, “Cre-
ating a Bright Economic Future”);

* Management performance (see Section 1V,
“Improving Performance Through Better
Management”); and

* Program performance, which is contained
in this section.

Together, these sections constitute what
GPRA contemplated—the Nation’s first com-
prehensive, Government-wide Performance
Plan.

The performance of Government programs
is inextricably linked to the fiscal and eco-

nomic environment and the management
framework in which they operate. The Presi-
dent’s commitment to not only balance the
budget but to invest in the future while
improving public management—to do more
with less—has prompted the Administration
to maintain or expand programs that dem-
onstrate good performance.

Often, experts look at performance only
across single organizational units, such as
departments or agencies. In this section,
the budget categorizes activities according
to budget “functions” in order to group similar
programs together and begin to present the
relationship between their goals. This year,
for the first time, the Administration relied
heavily on key performance measures and
annual performance goals that were drawn
from agency Annual Performance Plans. They
were first articulated in the context of the
long-term goals and objectives in the Strategic
Plans that agencies submitted to OMB and
to Congress in September 1997.

In preparing this budget, the Administration
studied the measures and goals of the Annual
Performance Plans and took a hard look
at what the public is getting for what it
is financing. Thus, the Administration has
made a good start on the process that
GPRA envisioned. Nevertheless, more work
remains. Agencies will modify Annual Per-
formance Plans to reflect changing circum-
stances and resource levels, the plans will
provide a backdrop for further discussion
about allocating resources, and the President’s
future budgets will contain new and better
information.

The Administration looks forward to working
with Congress and other stakeholders to
use these tools to create better performance.
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Table 11-1. FEDERAL RESOURCES BY FUNCTION

(In billions of dollars)

Estimate
Function AlcgtEZI
1998 1999 2000 2001 2002 2003
NATIONAL DEFENSE:
Spending:
Discretionary Budget Authority ...........ccocceviiieeniinenn. 266.2 268.6 271.6 277.0 284.8 288.1 298.0
Mandatory Outlays:
EXIStiNg 1AW ...ccoooiiiiiiiiicce e -1.2 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0
Credit Activity:
Direct loan disbursements ..........cccceviiiiiieniciiiciiis e e 0.2 0.3 0.3 0.3
Guaranteed loans * 0.2 0.2 1.2 1.2 1.2
Tax Expenditures:
EXISTING JaW ..ooviiiiiiiicc e 21 2.1 2.1 2.1 2.2 2.2 2.2
INTERNATIONAL AFFAIRS:
Spending:
Discretionary Budget Authority .........cccooceeciiniiiiiene 18.2 19.0 20.2 19.2 18.9 18.8 18.8
Mandatory Outlays:
EXIStING 1AW oo -3.8 -4.5 -4.1 -3.8 -3.6 -3.4 -3.2
Credit Activity:
Direct loan disbursements ..........cccccooeiiiiiiiiinennns 1.8 21 2.0 2.8 1.8 15 15
Guaranteed 10aNS .........ccccoveeienieien e 13.0 12.8 12.2 12.7 13.4 13.9 13.9
Tax Expenditures:
EXIStiNg [aW ..o 8.3 9.0 9.6 10.3 11.0
Proposed legislation -0.6 -1.4 -1.5 -1.5 -1.6
GENERAL SCIENCE, SPACE, AND
TECHNOLOGY:
Spending:
Discretionary Budget Authority ..........ccccceviiiennineenn. 16.6 17.9 18.5 18.5 18.7 19.0 19.1
Mandatory Outlays:
EXIStiNg 1AW ..oocooiiiiiiiiicee * * * * * * *
Tax Expenditures:
EXIStING JaW ..o 11 2.6 14 11 0.9 0.8 0.8
Proposed 1egislation ........cccccveeviiiiiiiiei e veeriee e 0.4 0.8 0.6 0.3 0.1 *
ENERGY:
Spending:
Discretionary Budget Authority ..........cccocceecieniiiinnens 4.2 2.8 3.5 3.2 3.1 3.0 3.0
Mandatory Outlays:
EXIStiNG [aW .....ooviiiiiiiiie e -3.4 -2.8 -4.6 -3.3 -3.3 -3.3 -3.3
Credit Activity:
Direct loan disbursements .............ccccocoiviiiiiiiniinens 1.0 2.0 1.6 14 1.3 13 15
Tax Expenditures:
EXIStING [QW ..o 2.0 2.0 2.0 2.1 2.0 2.0 1.9
Proposed legislation ..........cccccoiiiiiiniiniiic e e —* 0.4 0.6 0.6 0.8 1.2
NATURAL RESOURCES AND ENVIRONMENT:
Spending:
Discretionary Budget Authority ..........cccocceecieniiicnens 22.4 23.2 22.6 22.3 22.0 22.0 22.3
Mandatory Outlays:
EXIStiNg 1AW ..cccooiiiiiiiiicc e 0.1 11 0.7 0.8 0.7 0.5 0.7
Proposed 1egislation ...........cccoiiiiiiiiiiiicieis e e 0.2 0.2 0.3 0.3 0.3
Credit Activity:
Direct loan disbursements ..........c.cccoceviiiiniienennns * * * * * * 0.1
Tax Expenditures:
EXISTING [aW ..ooviiiiiiiiiiec e 1.7 1.7 1.7 17 1.7 1.7 1.7
Proposed 1egislation ... e e -0.1 -0.1 -0.1 -0.1 -0.1
AGRICULTURE:
Spending:
Discretionary Budget Authority ...........ccoceviiiiniiieenn. 4.2 4.3 4.1 3.9 3.9 3.9 3.8
Mandatory Outlays:
EXIStiNg [aW ......ooiiiiiiiiiiie e 5.0 6.4 7.0 6.8 5.4 5.4 5.6
Proposed 1egislation ...........ccooiiiiiiiiiiiiis e e -0.2 -0.3 -0.2 -0.2 -0.2
Credit Activity:
Direct loan disbursements ..........c.cccocviiiniiiinnns 6.4 7.4 8.7 8.5 7.7 7.2 6.9



11. OVERVIEW

145

Table 11-1.

FEDERAL RESOURCES BY FUNCTION—Continued

(In billions of dollars)

Estimate
Function A}gﬁ;
1998 1999 2000 2001 2002 2003
Guaranteed 10aNS ........ccocciiiiiiiiin 4.0 7.3 6.9 6.9 6.9 6.9 6.9
Tax Expenditures:
EXIStiNG [aW ..o 0.7 0.7 0.7 0.8 0.8 0.8 0.8
COMMERCE AND HOUSING CREDIT:
Spending:
Discretionary Budget Authority ...........ccocceviiieniiinenn. 2.8 3.2 3.3 5.1 2.9 2.9 2.9
Mandatory Outlays:
EXIStING 1AW ..o -17.6 0.2 0.7 7.1 8.2 8.4 7.7
Proposed 1egislation ............cccoiiiiiiiiiiiees e —* -0.3 -0.4 -0.4 -0.4 -0.4
Credit Activity:
Direct loan disbursements ...........cccccoeiveniiiiinnieiinene 8.7 2.7 15 14 1.3 1.3 1.3
Guaranteed 10ans ........ccocceoiiiiiiiieriee e 180.1 190.5 200.7 203.8 205.9 206.4 210.4
Tax Expenditures:
EXIStING JaW ..o 186.9 183.6 182.7 188.7 196.1 203.5 210.3
Proposed 1egislation ........ccccceeviiiiiiiiii e v -0.3 -04 -04 -0.3 -0.3 -04
TRANSPORTATION:
Spending:
Discretionary Budget Authority ........cccccceeeeviiieeiinnenne 38.7 41.4 41.8 42.3 42.6 43.1 43.7
Mandatory Outlays:
EXIStING 1AW ..ooiveiiiieeeieeeeee e 2.3 2.4 2.2 2.2 1.9 1.2 1.8
Proposed 1egislation ...........ccccoviiiiiiiiiiiicies e * 0.1 0.1 0.1 * —*
Credit Activity:
Direct loan disbursements ...........cccocoeiiiiiiiiniiee e 0.2 0.2 0.2 * * * *
Guaranteed 10aNS ........ccoccieiiiiiiiiie e 0.3 0.5 0.5 0.5 0.5 0.5 0.5
Tax Expenditures:
EXIStiNG [aW ..o 1.4 1.4 14 15 15 1.6 1.6
Proposed 1egisSIation ...........ccccooiiiiiiiiii i e e * * * * *
COMMUNITY AND REGIONAL DEVELOPMENT:
Spending:
Discretionary Budget Authority ...........cccccoviiieeniieenn. 13.0 8.7 9.2 8.0 7.8 7.7 7.8
Mandatory Outlays:
EXIStiNG [aW .....ooviiiiieiiiiee e 0.3 -0.1 -0.4 -0.4 -0.1 -0.2 -0.5
Proposed 1egislation ...........ccooiiiiiiiiiiiiieis e e * 0.1 0.1 0.2 0.2
Credit Activity:
Direct loan disbursements ...........cccccovvienieiiiinciines 2.2 2.2 2.0 2.3 24 2.3 2.3
Guaranteed 10anS ........ccceoviiiiiiniei 0.9 1.8 2.0 2.0 2.2 2.3 2.3
Tax Expenditures:
EXIStING [AW ...ooviiiiiiiiiceeee e 14 1.7 1.9 2.0 2.0 19 1.7
Proposed 1egislation ............ccocoioiiiiiiiiiiic e e e * * 0.1 0.2 0.2
EDUCATION, TRAINING, EMPLOYMENT, AND
SOCIAL SERVICES:
Spending:
Discretionary Budget Authority ...........cccccoviiieeniieenn. 42.5 46.4 48.6 49.1 49.4 49.3 48.9
Mandatory Outlays:
EXISTING [aW ..oovviiiiiiiiii e 13.7 13.1 12.1 11.2 10.9 10.1 12.1
Proposed legislation ...........ccooeiiiiiiiiniiie e -0.2 1.8 2.9 35 4.0 4.4
Credit Activity:
Direct loan disbursements ...........cccccviiniiiiiiniiicnens 10.3 13.3 13.7 145 15.3 16.1 17.0
Guaranteed 10ans ........cccceoviiiiiiiien 19.5 25.1 25.7 27.3 28.8 30.4 32.0
Tax Expenditures:
EXIStING [aW ...oooeiiiiiiiiicicc e 274 33.8 57.3 59.5 61.1 62.9 64.6
Proposed 1egislation ... e * 1.0 2.9 3.2 2.8 2.7
HEALTH:
Spending:
Discretionary Budget Authority .........cccocceevieniiiiiens 25.1 26.4 275 28.3 29.2 30.5 33.0
Mandatory Outlays:
Existing law ............... 115.0 122.4 131.6 141.3 152.4
Proposed legislation * 0.1 0.2 -0.1 -0.1
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Table 11-1. FEDERAL RESOURCES BY FUNCTION—Continued

(In billions of dollars)

Estimate
Function AlcgtEZI
1998 1999 2000 2001 2002 2003
Credit Activity:
Direct loan disbursements ...........cccccoeiviienieene Etetittrees teeeeesrrees eesreeesiees eessreesssre eeessreeesies beeessseeesns
Guaranteed 10aNS ........ccccceveeriiiiience e 0.1 0.2 0.1 * ol
Tax Expenditures:
EXIStiNG [aW ..coveiiiiiiiiicc e 75.5 80.6 85.9 915 97.6 104.4 112.1
MEDICARE:
Spending:
Discretionary Budget Authority .........cccccceveeene 2.6 2.7 2.6 2.6 2.6 2.6 2.7
Mandatory Outlays:
EXIStiNG 1aW .oooveeiiieeeeeee e 187.4 195.4 204.7 214.2 230.1 2325 253.4
Proposed 1egisSIation ..........ccceveiiiieeiiiie s e e -0.1 —* -0.2 -0.3 -0.3
Credit Activity:
INCOME SECURITY:
Spending:
Discretionary Budget Authority .........c.cccceveene 22.7 31.9 33.0 36.7 37.8 39.0 40.3
Mandatory Outlays:
EXIStiNG 1aW .oovveeiiiieeceeeeeee e 1914 198.4 210.0 219.7 227.6 233.7 243.1
Proposed legislation ...........ccccoeviieiiiiie i e 0.1 15 1.8 2.3 2.6 2.7
Credit Activity:
Direct loan disbursements ...........cccccoeinieennnnne 0.1 0.1 * e e e
Guaranteed 10ans ........cccccceeiiieeiiiiie e * * 0.1 0.1 0.1 0.1 *
Tax Expenditures:
EXIStiNg [aW ......cooviiiiiiiiciiccc e 101.4 104.0 103.7 105.6 106.5 107.6 109.1
Proposed 1egislation ..o e * 0.1 0.2 0.3 0.3 0.3
SOCIAL SECURITY:
Spending:
Discretionary Budget Authority .........ccccceverne 35 3.2 3.2 3.2 3.2 3.2 3.2
Mandatory Outlays:
EXIStING 1aW ..oovviiiiieicieccee e 362.3 378.1 392.8 409.2 427.0 446.9 467.4
Proposed 1egislation ............ccccooiiiiiiiiiies e e * 0.1 0.1 0.2 0.2
Tax Expenditures:
EXIStiNg [aW ......cooviiiiiiiiciiccc e 23.6 24.8 26.0 27.2 28.4 29.8 313
VETERANS BENEFITS AND SERVICES:
Spending:
Discretionary Budget Authority ............ccccc....... 18.9 19.0 18.9 18.9 18.9 18.9 19.6
Mandatory Outlays:
EXIStING 1aW ...oovviiiiiiieieececeee e 20.7 24.0 24.4 25.4 26.7 30.8 31.9
Proposed 1egislation ..........ccccoiiiiiiiiiiiiiiis e e -0.2 -0.4 -0.9 -4.3 -39
Credit Activity:
Direct loan disbursements ...........c.ccccoevniienieene 1.3 2.0 0.2 0.2 0.2 0.2 0.1
Guaranteed 10ans ........cccccceeeiiiiiiiiie e 24.3 24.8 234 22.9 23.4 22.8 23.3
Tax Expenditures:
EXISting [aw .......oooiiiiii e 3.0 3.1 3.3 35 3.7 3.9 4.2
ADMINISTRATION OF JUSTICE:
Spending:
Discretionary Budget Authority ............ccccco.ee... 22.9 24.2 25.7 24.6 24.4 24.6 251
Mandatory Outlays:
EXISting 1aw .......oooiiiiiiiiieiie e 0.1 1.4 0.6 0.3 0.1 0.2 0.2
Proposed legislation ...........cccoceeiiiiiiniiiiicnce e * 0.1 0.1 * * *
Credit Activity:
GENERAL GOVERNMENT:
Spending:
Discretionary Budget Authority .........ccccceveene 11.8 12,5 13.0 12.1 12.2 12.0 12.1
Mandatory Outlays:
EXIiSting 1awW ....c.cooviiiiiiiiiiiccc e 0.7 0.4 1.0 12 0.9 0.9 1.0
Proposed 1egislation ...........ccociiiiiiiiiiiiicieis e e 3.5 4.0 4.7 5.1 5.5
Credit Activity:
Direct loan disbursements ...........cccccecvniiennenne 0.2 i s e e e aee e
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Table 11-1. FEDERAL RESOURCES BY FUNCTION—Continued

(In billions of dollars)

Function 1997

Estimate

Actual 1998

1999

2000

2001

2002

2003

Tax Expenditures:
EXIStING [aW ...ocveiiiiiiiiicec 47.2 49.2
Proposed 1egiSlation ...........cooiiiiiiiiiiie e e e

51.0

*

52.9
0.1

54.8
0.1

56.7
0.2

58.5

NET INTEREST:
Spending:

Mandatory Outlays:
Existing law ...............
Proposed legislation

Tax Expenditures:

EXISTING [aW ..ooviiiiiiiicc e 0.9 1.0

241.8
*

1.0

236.5
*

11

233.5
*

1.1

2271
*

1.2

220.6
*

1.2

ALLOWANCES:
Spending:
Discretionary Budget AUTNOMITY .....ccccoovviieiiiiicciiiiiies ceviieeeiies ceeviveeanns
Mandatory Outlays:
Credit Activity:

3.2

UNDISTRIBUTED OFFSETTING RECEIPTS:
Spending:
Mandatory Outlays:
EXIStiNg [aW ......oooiiiiiiiiiie e -50.0 -46.4
Credit Activity:

-42.5

-45.8

-47.2

-55.5

—48.3

FEDERAL GOVERNMENT TOTAL:
Spending:
Discretionary Budget Authority ..........cccoceviiiniiiinene 536.3 555.4
Mandatory Outlays:
EXISTiNG 1AW ..ooviiiiiiiic e 1,053.0 1,115.2
Proposed 1egislation ... e —*
Credit Activity:
Direct loan disbursements .............ccccocoeiiiiiiiiiniinens 32.2 32.0
Guaranteed 10anS ........ccoceiviiiiieniei 242.3 262.9

570.6

1,160.5
6.5

29.8
271.6

575.0

1,202.8
8.4

31.3
276.5

582.5

1,249.5
9.8

30.5
282.5

588.6

1,275.7
7.1

30.2
284.4

604.2

1,341.6

30.9
290.6

*$50 million or less.






12. NATIONAL DEFENSE

Table 12-1.

FEDERAL RESOURCES IN SUPPORT OF NATIONAL
DEFENSE
(In millions of dollars)

. 1997 Estimate
Function 050 Actual
1998 1999 2000 2001 2002 2003

Spending:

Discretionary Budget Authority .... 266,180 268,598 271,616 276,957 284,786 288,090 298,048

Mandatory Outlays:

Existing law .......cccceevviieeiiieenns -1,169 -997 -1,035 -1,033 -1,020 -1,009 -978

Credit Activity:

Direct loan disbursements .............. .cccoveeeen. T, 175 345 319 334

Guaranteed 10ans .........cccccviiieiiiies veviieeennns 20 176 216 1,236 1,164 1,205
Tax Expenditures:

EXxisting law .......ccccoooeeviiiiiiiiiee 2,080 2,095 2,120 2,140 2,160 2,180 2,200

The Federal Government will allocate over
$271 billion in 1999 to defend the United
States, its citizens, its allies, and to protect
and advance American interests around the
world. National defense programs and activi-
ties ensure that the United States maintains
strong, ready, and modern military forces
to promote U.S. objectives in peacetime, deter
conflict, and if necessary, successfully defend
our Nation and its interests in wartime.

Over the past half-century, our defense
program has deterred both conventional and
nuclear attack on U.S. soil, and brought
a successful end to the Cold War. Today,
the United States is the sole remaining
superpower in the world, with military capa-
bilities unsurpassed by any nation. As the
world’s best trained and best equipped fighting
force, the U.S. military continues to provide
the strength and leadership that serve as
the foundation upon which to promote peace,
freedom, and prosperity around the globe.

Department of Defense (DOD)

The DOD budget provides for the pay,
training, operation, basing, and support of
U.S. military forces, and for the development
and acquisition of modern equipment to:

e Shape the international environment by
sustaining U.S. defense forces at levels
sufficient to undertake our strategy of en-
gagement, and conducting programs to re-
duce weapons of mass destruction, prevent
their proliferation, and combat terrorism;

* Respond to the full spectrum of crises by
deploying forces overseas and maintaining
capabilities to mobilize forces stationed on
U.S. soil;

* Prepare for an uncertain future by giving
U.S. forces the military hardware that em-
ploys the best available technologies; and

e Ensure that the U.S. military remains the
world’'s most prepared and capable force
by sustaining force readiness levels and
reengineering business practices to im-
prove operations.

To achieve these objectives, DOD sustains
the following capabilities.

Conventional Forces: Conventional forces
include ground forces such as infantry and
tank units; air forces such as tactical aircraft;
naval forces such as aircraft carriers, destroy-
ers, and attack submarines; and Marine Corps
expeditionary forces. The Nation needs conven-
tional forces to deter aggression and, when
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that fails, to defeat it. Funds to support these
forces cover pay and benefits for military per-
sonnel; the purchase, operation, and mainte-
nance of conventional systems such as tanks,
aircraft, and ships; the purchase of ammuni-
tion and spare parts; and training.

Mobility Forces: Mobility forces provide the
airlift and sealift that transport military per-
sonnel and materiel throughout the world.
They play a critical role in U.S. defense strat-
egy and are a vital part of America’s response
to contingencies that range from humanitarian
relief efforts to major theater wars. Airlift air-
craft provide a flexible, rapid way to deploy
forces and supplies quickly to distant regions,
while sealift ships allow the deployment of
large numbers of heavy forces together with
their fuel and supplies. The mobility program
also includes prepositioning equipment and
supplies at sea or on land near the location
of a potential crisis, allowing U.S. forces that
must respond rapidly to crises overseas to
quickly draw upon these prepositioned items.

Strategic Nuclear Forces: Strategic nu-
clear forces are also important to our military
capability. They include land-based interconti-
nental ballistic missiles, submarine launched
ballistic missiles, and long-range strategic
bombers. Within treaty-imposed limits, the pri-
mary mission of strategic forces is to deter
nuclear attack against the United States and
its allies, and to convince potential adversaries
that they will never gain a nuclear advantage
against our Nation.

Supporting Activities: Supporting activi-
ties include research and development, com-
munications, intelligence, training and medical
services, central supply and maintenance, and
other logistics activities. In particular, the De-
fense Health Program provides health care
through DOD facilities as well as through the
CHAMPUS medical insurance program and
TRICARE—its companion program.

DOD Performance

DOD has identified broad objectives and
key performance indicators and quantitative
measures that will determine whether it
is achieving its major goals.

Shaping the International Environment:
DOD’s first goal is to shape the international

environment by participating in international
security organizations, such as NATO, and im-
proving our ability to work cooperatively with
our friends and allies. Such efforts are de-
signed to promote regional stability and secu-
rity, and reduce the threat of war. Their fail-
ure could lead to a major conflict affecting U.S.
interests.

Evaluating DOD’s performance in this area
includes an assessment of:

e The ability of U.S. forces to enhance and
sustain security relationships with friends
and allies, enhance coalition warfighting,
promote regional stability and support
U.S. regional security objectives, deter ag-
gression, and prevent or reduce the threat
of conflict. For example, in 1999, the Unit-
ed States and Russia will conduct one
Joint Theater Ballistic Missile Defense
command post exercise.

« DOD’s success in implementing threat re-
duction programs and arms control agree-
ments, including inspection, verification,
and monitoring programs.

* DOD’s achievement of the force structure
objectives of the Quadrennial Defense Re-
view (QDR).

Responding to the Full Spectrum of Cri-
ses: DOD must be able to respond to the full
spectrum of crises, from small-scale contin-
gencies to two nearly simultaneous major thea-
ter wars.

In 1999, DOD and the relevant services
will meet the following performance goals:

e The Air Force will maintain 20 Air Force
Fighter wing equivalents, four air defense
squadrons, 89 strategic bombers, and 550
intercontinental ballistic missiles.

e The Navy will maintain 11 aircraft wings
and 314 battle force ships, including 12
aircraft carriers and 18 ballistic-missile
submarines.

e The Army will maintain four active corps
headquarters, 18 active and National
Guard divisions, two active armored cav-
alry regiments, and 15 National Guard en-
hanced readiness brigades.

e The Marine Corps will maintain three ac-
tive and one reserve divisions, three active
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and one reserve wings, and three active
and one reserve force service support
groups.

Overseas presence, mobility, and the sus-
taining of a capable force structure are all
key to DOD’'s ability to respond effectively
to crises. DOD’s effectiveness will be deter-
mined, in part, by the ability of U.S. forces
“forward deployed” (that is, on site around
the world) and those deploying from U.S.
bases to rapidly converge at the scene of
a potential conflict to deter hostilities and
protect U.S. citizens and interests in times
of crisis.

* In the Pacific, DOD will deploy one Army
division, one Marine expeditionary force,
two Air Force fighter wing equivalents,
one Navy carrier battle group, and one
amphibious ready group with an embarked
Marine expeditionary unit.

* In Europe, DOD will maintain one Army
armor division and one Army mechanized
infantry division, two Air Force fighter
wing equivalents, one carrier battle group,
and one amphibious ready group with an
embarked Marine expeditionary unit.

* In Southwest Asia, DOD will deploy at
least one Air Force fighter wing equiva-
lent, one carrier battle group, and one am-
phibious ready group with an embarked
Marine expeditionary unit, in addition to
materiel prepositioned in the region.

The amount of sealift and airlift capacity
must be sufficient to meet deployment
timelines for deterring and defeating large-
scale, cross-border aggression in two distant
theaters in overlapping time frames, and
to sustain U.S. forces engaged in two major
theater wars.

e In 1999, DOD will attain an organic stra-
tegic airlift capability of 26.5 million ton
miles a day and will attain a surge sealift
capacity of 7.8 million square feet.

Preparing Now for an Uncertain Future:
U.S. forces must maintain a qualitative superi-
ority over potential adversaries by pursuing
a focused procurement and research and devel-
opment program. Achieving this goal depends
on ensuring that:

« DOD will acquire modern and capable
weapon systems and will deliver them to
U.S. forces in 25 percent less time, while
ensuring that costs do not grow more than
one percent a year by the year 2000 and
meeting required performance specifica-
tions.

Remaining the World’s Most Ready and
Capable Force: Attaining this goal depends
on four elements: ensuring the readiness of
military units; retaining and recruiting high-
quality personnel; strengthening and enhanc-
ing quality of life programs for military mem-
bers and their families; and providing equal
opportunity throughout the armed services.

DOD has identified specific milestones to
measure progress in each area, such as
the amount of training that individual units
accomplish, the availability and operability
of equipment, and the achievement of recruit-
ing and retention goals.

o Several factors determine overall unit
readiness, such as training, quality and
availability of equipment, and number of
personnel and, in 1999, DOD will ensure
that all of its units meet their specified
readiness goals.

¢ On average, the Army will attain 800 tank
miles a year; the Air Force will achieve
20 flying hours per crew a month; the Ma-
rine Corps will fully execute its mission
training syllabus; and the Navy will exe-
cute 50.5 deployed and 28 non-deployed
ship steaming days per quarter.

In 1999, DOD also will:

¢ Recruit 191,300 new members of the
armed services, obtain 60 percent of re-
cruits from the top half of those tested
for service, and achieve a 50 percent en-
listed retention rate after the first term.

e Achieve all of its projected targets for its
civilian work force reductions.

Exploiting the Revolution in Military Af-
fairs: DOD will follow the strategy of Joint
Vision 2010, developed by the Chairman of the
Joint Chiefs of Staff, to transform U.S. forces
for the future, and it will exploit emerging in-
formation technologies to reshape the way it
fights and prepares for war.
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Reengineering DOD’s Infrastructure:
DOD must develop new, innovative approaches
to manage and reduce infrastructure costs.
Following the end of the Cold War, the United
States began a major reduction of its military
forces. DOD’s cuts in infrastructure costs, how-
ever, have not kept pace. To make further
cuts, DOD plans to adopt innovative manage-
ment techniques and technological practices.
In addition, DOD will submit legislation to
Congress proposing two more rounds of base
closures and realignments in 2001 and 2005.

DOD has identified specific goals around
which to focus the reform of business affairs.

By 1999, DOD will:

* Produce a Facility Strategic Plan to guide
the acquisition, operation, maintenance,
repair, renovation, and replacement of its
physical plant.

By 2000, DOD will:

* Ensure that U.S. forces can achieve visi-
bility of 90 percent of DOD materiel as-
sets, while resupplying military peace-
keepers and warfighters and reducing the
1997 average order-to-receipt time by half.

* Dispose of $2.2 billion in excess National
Defense Stockpile inventories and $3 bil-
lion in unneeded Government personal
property, while reducing supply inventory
by $12 billion.

« Simplify purchasing and payment by using
purchase card transactions for 90 percent
of all DOD micropurchases, while re-
engineering the requisitioning, funding,
and ordering processes.

* Create a world-class learning organization
by offering 40 or more hours a year of
continuing education and training to
DOD’s acquisition-related work force.

e Complete the disposal of half of the sur-
plus real property, while privatizing
30,000 housing units.

* Cut paper acquisition transactions by half
from 1997 levels through electronic com-
merce and electronic data interchange.

e Eliminate layers of
streamlining  processes,

management by
while cutting

DOD’s acquisition-related work force by 15
percent.

Department of Energy (DOE)
Performance

DOE contributes to our national security
mainly by reducing the global danger from
nuclear weapons and other weapons of mass
destruction. DOE is committed to maintaining
confidence in the nuclear weapons stockpile
without testing, as required under the Com-
prehensive Test Ban Treaty; to strengthen
the nuclear nonproliferation regime; to work
with states of the former Soviet Union to
improve control of nuclear materials; to de-
velop improved technologies to detect, identify,
and respond to the proliferation of weapons
of mass destruction and illicit materials traf-
ficking; and to aggressively clean up the
environmental legacy of nuclear weapons pro-
grams.

The budget proposes $12.1 billion to meet
DOE’'s national security objectives, of which
$6.1 billion is for ongoing national security
missions to support DOD and other agencies.

DOE will achieve the following performance
goals:

¢ Maintain and refurbish specific warheads
in 1999, and certify that standards for
safety, reliability, and performance of the
nuclear weapons stockpile are met.

« Develop advanced simulation, modeling,
and experimentation technologies to re-
place underground testing by 2004, includ-
ing installing a computer system capable
of three trillion operations per second in
1999.

« Dismantle about 500 nuclear weapons.

« Jointly, with Russia, test and demonstrate
technologies to dispose of surplus weapons
plutonium and begin to develop a pilot
scale plutonium conversion system in Rus-
sia, design a full-scale pit disassembly and
conversion facility, and procure mixed-
oxide irradiation services in the United
States.

e Complete 85 percent of the development
of the next generation nuclear reactor
plant for the Navy's new attack sub-
marine.
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The remaining $6 billion of DOE’s national
security funding addresses the environmental
legacy of nuclear weapons activities.

DOE will meet the following performance
goals:

¢ Reduce the number of geographical sites
requiring high-risk environmental cleanup
from 87 to 42 by the end of 1999.

e Close one high-level waste storage tank
at the Savannah River site; and

« Stabilize and safely store or dispose of ra-
dioactive and hazardous wastes, including
37 tons of spent fuel, 134,000 cubic meters
of low-level waste, about 150 canisters of
high-level waste, 0.3 tons of plutonium at
the Hanford site, and initial shipments of
transuranic wastes at the Waste Isolation
Pilot Plant, which will be opened for dis-
posal in May 1998.

Other Defense-Related Activities

Other activities that support national de-
fense and that are implementing performance
measurement include programs involving the:

e Coast Guard, which supports the defense
mission through overseas deployments for

engagements with friends and allies, port
security teams, boarding and inspection
teams for enforcing U.N. sanctions, train-
ing, aids to navigation, international
icebraking, equipment maintenance, and
support of the Coast Guard Reserve;

Federal Bureau of Investigation, which
conducts counterintelligence and surveil-
lance activities;

Maritime Administration, which helps
maintain a fleet of active, military useful,
privately owned U.S. vessels that would
be available in times of national emer-
gency;

Arlington National Cemetery, which is de-
veloping an expansion plan for using con-
tiguous land sites that will be vacated by
the Army, Navy, and Marine Corps; and

Selective Service System, which is mod-
ernizing its registration process to promote
military recruiting among registrants.
This spirit of volunteerism will be
achieved in partnership with the Ameri-
ca’'s Promise group, private corporations,
and the armed services.
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Accurately Recognizing and Reporting Veterans Benefits

The Nation has long viewed veterans programs as a key way to attract the high-quality people
needed for our volunteer armed forces. Americans recognize veterans benefits as an appropriate
part of the compensation provided for service in the military. Veterans programs are inextrica-
bly linked with national defense; without defense, veterans programs would not exist.

Because the Veterans Affairs Department funds and administers these benefits, however, the
Federal Government has accounted for them differently than other defense-related budget costs.
They appear in the budget's Veterans Benefits and Services function, not the National Defense
function.* Also, the budget does not report the full size of these obligations. Rather than recog-
nize the benefits and future Federal obligations that military members earn through their serv-
ice, the budget reports only the amounts paid in a single year to veterans. Thus, neither the
Defense Department (DOD) nor Congress gets a full picture of defense personnel costs when
making decisions about the size and scope of our military, making it far harder to consider
which package of benefits might best attract and retain quality military personnel. Finally, the
1993 Government Performance and Results Act encourages policy makers to align missions and
related Government programs in the budget.

The Administration, which plans to work with Congress this year to address this problem, be-
lieves that any of the following four options would improve the current budgetary treatment of
veterans programs, enabling the Government to more accurately measure the true cost of our
national defense: (1) move the veterans-related discretionary accounts into the Defense function;
(2) fund veterans entitlements on an accrual basis in DOD’s budget and fund discretionary vet-
erans programs in the Defense function; (3) fund veterans entitlements on an accrual basis in
DOD’s budget and display veterans spending in related functions (e.g., Education); or (4) fund
veterans entitlements on an accrual basis in DOD’s budget and continue to reflect veterans
spending in its current function.

Table 12—-2 below shows the estimated annual charges to DOD’s military personnel account
from pre-funding veterans benefits.

Table 12-2. ACCRUING VA BENEFITS FOR CURRENT MILITARY
PERSONNEL

(Notional Costs of Accruing and Actuarially Funding VA Benefits in DOD Budget)

Program P%?cgrgaDge Not}gr?ag}l Dc(gg (in
Basic Pay 2 m(;lllons of
ollars)

VA COMPENSALION ..iiiiiiiiiiiiiie et e e s et e e e e st e e e e s sarraeeeesennns 11.6% 3,960
Active Duty EAUCALION .......ooiiiiiiiiieiiicc e 1.6% 546
VA LOGNS ..ottt 0.2% 68
Vocational Rehabilitation and Counseling ... 0.9% 307
VA PENSIONS ..ooiiiiiiiiiiee e 2.5% 853
VA BUFIAL oot 0.1% 34
Total VA BENETIS .....ooiiiiiii e 16.9% 5,768

For a more detailed discussion of veterans programs, see Chapter 26, “Veterans Benefits and Services.”
2Basic pay for military personnel does not include benefits, special and incentive pay or bonuses, or hous-
ing and subsistence allowances.
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INTERNATIONAL AFFAIRS

Table 13-1. FEDERAL RESOURCES IN SUPPORT OF
INTERNATIONAL AFFAIRS
(In millions of dollars)
Estimate
Function 150 A}cgtﬁgl
1998 1999 2000 2001 2002 2003

Spending:

Discretionary Budget Authority .... 18,150 19,034 20,150 19,234 18,947 18,836 18,777

Mandatory Outlays:

EXisting law ......cccccoveiiiiiiiciiene -3,754 4,464  -4,130 3,764 3,637 -3,396  -3,201

Credit Activity:

Direct loan disbursements ............. 1,755 2,148 2,050 2,770 1,831 1,548 1,524

Guaranteed loans ...........cccceeveennee. 13,022 12,826 12,188 12,747 13,357 13,867 13,884
Tax Expenditures:

EXxisting law .......ccccoooeeviiiiiiiiiee 7,090 7,685 8,305 8,950 9,625 10,335 11,045

Proposed legislation .........cccccccvviies vvvviiieeiiies e -580 -1,356 —1,456 -1,545 -1,634

The Administration proposes $20.2 billion
for International Affairs programs in 1999,
including arrears on contributions to the
multilateral development banks (MDBs). By
fully funding these programs, the United
States can continue to provide critical inter-
national leadership to accomplish key strategic
goals, such as enhancing national security,
fostering world-wide economic growth, support-
ing the establishment and consolidation of
democracy, and improving the global environ-
ment and addressing other key global issues.
The State Department outlined these goals
more fully in its September 1997 report,
“United States Strategic Plan for International
Affairs.”

The performance goals that follow are from
agency strategic or performance plans. In
addition to these goals, agencies have estab-
lished other performance goals for themselves
to ensure that they fulfill their legislative
mandates in ways that also contribute to
U.S. national interests.

National Security

U.S. security depends on active diplomacy,
steps to resolve destabilizing regional conflicts,
and vigorous efforts to reduce the continuing

threat of weapons of mass destruction. Strong
diplomatic engagement depends on a clear
foreign policy vision, built on a vigorous,
carefully coordinated process of formulating
policy.

A strong, active United Nations enhances
U.S. diplomatic efforts, and the budget pro-
poses to fund assessed contributions to this
and other international organizations, as well
as annual assessed and voluntary peacekeep-
ing contributions. The budget also proposes
the necessary funds to support the Middle
East peace process through the Economic
Support Fund (ESF) and the Foreign Military
Financing (FMF) programs. ESF also provides
direct assistance to address the root causes
of other regional conflicts, such as the lack
of fair and effective systems of justice, and
FMF also provides funds to help the incoming
NATO members—Poland, Hungary, the Czech
Republic, and other East European nations.

Economic and reconstruction assistance and
police training are critical to our effort to
support the Dayton Accords on Bosnia, and
funding under the FREEDOM Support Act
helps foster the transition to market democ-
racies in the former Soviet Union. Finally,
the budget fully supports further progress
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on our efforts to control weapons of mass
destruction by funding the Arms Control
and Disarmament Agency (ACDA) and other
programs that seek to negotiate cuts in,
or the elimination of, such weapons.

Relevant agencies will meet the following
performance goals in 1999:

e The State Department, in seeking to ad-
vance the Middle East peace process, will
achieve significant progress towards fulfill-
ing the goals of the Oslo Accord.

* The State Department will avert or defuse
regional conflicts where critical national
interests are at stake through bilateral
U.S. assistance and U.N. peacekeeping ac-
tivities.

* The State and Defense Departments will
ensure that the armed forces of NATO’s
“candidate countries” can operate in a
fully integrated manner with other NATO
forces upon their planned entry into
NATO.

e The State and Defense Departments and
the Agency for International Development
(USAID) will achieve significant progress
toward implementing the Dayton Accords
in Bosnia.

* The State Department and USAID will
help Russia and the other former Soviet
republics strive to achieve a per capita
Gross Domestic Product (GDP) growth
rate, a share of GDP generated by the pri-
vate sector, and an average of Freedom-
House indicators of democratic and politi-
cal liberties higher than the comparable
1997 levels.

* The State Department and ACDA will
achieve full compliance with, and verifica-
tion of, treaties regarding weapons of mass
destruction and, if necessary, combat sus-
pected development programs.

* The State Department will fully certify
mission critical systems for year 2000 com-
pliance and complete a world-wide up-
grade of the information technology infra-
structure that supports U.S. embassies
and consulates.

Economic Prosperity

International affairs activities increase U.S.
economic prosperity in four ways.

First, the U.S. Trade Representative
(USTR), supported by the State Department
and other agencies, works to reduce barriers
to trade in U.S. goods, services, and invest-
ments by negotiating new trade liberalizing
agreements and strictly enforcing existing
agreements.

Second, the Export-Import Bank (Eximbank)
and the Trade and Development Agency (TDA)
provide grant and credit financing to correct
market distortions that can put U.S. exports
at a competitive disadvantage, and the budget
provides a major increase in Eximbank fund-
ing to cover increased demand from U.S.
exporters. The Overseas Private Investment
Corporation (OPIC) provides investment insur-
ance and financing for development projects
with U.S. trade benefits.

Third, development assistance from the
MDBs and USAID, along with debt reduction,
help increase economic growth in developing
and transitioning countries, creating new mar-
kets for U.S. goods and services and reducing
the economic causes of instability in these
regions.

Fourth, the International Monetary Fund
(IMF) is instrumental in maintaining the
underlying economic prerequisites for prosper-
ity world wide by mitigating the effects
of country and regional financial crises, such
as those recently experienced in Asia, while
helping individual developing countries to
create and maintain stable market-oriented
economies.

Relevant agencies will meet the following
performance goals in 1999:

« USTR will negotiate cuts in specific, iden-
tified barriers to U.S. and global trade,
and will effectively enforce international
trade agreements.

e The Export-lmport Bank will develop new
mechanisms to expand the availability of
financing for U.S. exports by pioneering
joint ventures with the private sector, as
well as innovative financing programs that
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will increase the Bank’s support for small
and medium-sized exporters.

* OPIC will increase, from 1997 levels, the
amount of U.S. investment in developing
countries assisted through OPIC-spon-
sored projects.

* TDA will increase, from 1997 levels, the
ratio of TDA-supported exports to TDA ex-
penditures and the percentage of TDA
projects that ultimately yield U.S. exports.

e USAID, through bilateral assistance, and
the Treasury Department, through its con-
tributions to the MDBs, will provide as-
sistance that helps to increase the real an-
nual per capita GDP growth rate from
1997 levels in developing countries.

e Treasury will work to provide the IMF
with sufficient resources to address mone-
tary crises in Asia and other parts of the
world and reduce the amount of supple-
mental U.S. bilateral resources needed to
address these crises.

American Citizens and U.S. Borders

The State Department, through the U.S.
passport office and the network of embassies
and consulates overseas, helps and protects
Americans who travel and reside abroad—
most directly through various consular serv-
ices, including citizenship documentation and
help in emergencies. The Department also
helps to control how immigrants and foreign
visitors enter and remain in the U.S. by
effectively and fairly administering U.S. immi-
gration laws overseas and screening appli-
cants, in order to deter illegal immigration
and prevent terrorists, narcotics traffickers,
and other criminals from entering the United
States.

The State Department will meet the follow-
ing performance goals in 1999:

* Improve U.S. passport security by issuing
U.S. passports with a digitized passport
photo.

* Maintain uninterrupted screening capa-
bilities to ensure that only qualified appli-
cants receive visas for travel to the United
States.

e Complete the world-wide modernization of
consular systems and meet year 2000 re-
guirements, thus ensuring border security.

Law Enforcement

The expansion and rising sophistication
of transnational crime represents a growing
threat to the property and well-being of
U.S. citizens. In particular, the threat of
terrorism and the continued supply of illegal
drugs to the United States represent direct
threats to our national security. The budget
funds the State Department’s diplomatic ef-
forts to convince other countries to work
cooperatively to address international criminal
threats; it also funds assistance and training
that helps other countries combat corruption,
terrorism, and illegal narcotics, and provides
the developing countries with economic alter-
natives to narcotics cultivation and export.

The State Department, working with the
Departments of Justice, Treasury, and De-
fense, will meet the following performance
goals in 1999:

* Increase, from 1997 levels, the number of
foreign governments that enact and en-
force legislation to combat corruption,
money laundering, and other transna-
tional criminal activities.

* Reduce, from 1997 levels, the hectares of
coca and opium poppies being cultivated
in producing countries.

Democracy

Advancing U.S. interests in the post-Cold
War world often requires efforts to support
democratic transitions, address human rights
violations, and promote U.S. democratic val-
ues. The budget supports these efforts in
two ways. First, it funds the State Depart-
ment’'s diplomatic efforts that discourage other
nations’ interference with the basic democratic
and human rights of their citizens, and
it funds direct foreign assistance through
USAID and other agencies that helps countries
develop the institutions and legal structures
for the transition to democracy. Second, it
promotes democracy by funding exchanges
of people and ideas with other countries.
The exchange, training, and foreign broadcast-
ing programs of the U.S. Information Agency
(USIA) seek to spread U.S. democratic values
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throughout the world and ensure that Ameri-
cans understand and value the peoples and
cultures of other nations.

Relevant agencies will meet the following
performance goals for 1999:

e The State Department, USAID, and USIA
will provide assistance that lead to the im-
provement of Freedom House ratings of
countries in which the United States is
assisting the transition to democracy.

* As a result of State Department diplomacy
and direct assistance, the instances of
human rights abuses as reported by the
State Department in the annual U.S. Re-
port on Human Rights will be reduced
from 1997 levels.

* USIA will increase, from 1997 levels, the
support for democracy, democratic institu-
tions, and human rights in selected coun-
tries that participate in USIA programs,
as measured through polling.

Humanitarian Response

U.S. values demand that we help alleviate
human suffering from foreign crises, whether
man-made or natural, even in cases with
no direct threat to U.S. security interests.
The budget provides the necessary funds
to address and, where possible, try to prevent,
humanitarian crises through USAID’s Foreign
Disaster Assistance and Transition Initiatives
programs, through the State Department’s
Migration and Refugee Assistance program,
and through food aid provided under “Public
Law 480" authorities. Much of this funding
is implemented through U.S. private voluntary
organizations that provide humanitarian, as
well as development, assistance overseas. The
budget also funds a significant contribution
to the UNICEF program of the United Na-
tions, and a significant increase for U.S.
bilateral demining efforts to address the grow-
ing humanitarian crisis caused by landmines
in areas of former conflict.

Relevant agencies will meet the following
performance goals for 1999:

e USAID, in conjunction with other public
and private donors, will provide humani-
tarian assistance that will maintain the
nutritional status of children aged five or

under living in regions affected by human-
itarian emergencies.

e The State Department will reduce refugee
populations, from 1997 levels, through
U.S.-sponsored integration, repatriation,
and resettlement activities.

e The State Department will increase, from
1997 levels, the number of mines detected
and neutralized.

Global Issues

The global problems of environmental deg-
radation, population growth, and the spread
of communicable diseases directly affect future
U.S. security and prosperity. As a result,
the Nation has targeted significant diplomatic
and assistance efforts to address these issues.
For example, the State Department’s negotia-
tion of the Kyoto global climate change
treaty and USAID's five-year, $1 billion global
climate change assistance effort will reduce
the threat of this global problem. Full funding
of current commitments and arrears to the
Global Environment Facility remains critical
to this effort.

Similarly, U.S. leadership, USAID assistance
efforts, and funding of the U.N. Population
Fund are critical to maintain the rate of
increase in global prosperity, reduce the pres-
sures of illegal immigration on the U.S.
economy, and help alleviate the causes of
regional conflict. U.S. support, mainly through
USAID, for bilateral and multilateral activities
to reduce the global threat of AIDS, malaria,
tuberculosis, and other communicable diseases
not only saves the lives of millions of children
world-wide but also reduces the direct threat
to the United States that these diseases
pose if they spread unchecked.

Finally, the volunteer programs of the Peace
Corps serve U.S. national interests by promot-
ing mutual understanding between Americans
and the people of developing or transitional
nations and providing technical assistance
on a range of issues to interested countries
that request it.

Relevant agencies will meet the following
performance goals in 1999:

e The State Department and USAID, work-
ing with the Environmental Protection
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Agency and with other bilateral and multi-
lateral donors, through diplomacy and for-
eign assistance will slow the rate of in-
crease, from 1997 levels, of climate change
gas emissions among key developing na-
tion emitters.

USAID will provide assistance in conjunc-
tion with other donors that will cut, from
1997 levels, the total fertility rates in de-
veloping countries.

USAID, working with the Department of
Health and Human Services and with
other bilateral and multilateral donors,
will provide assistance that will reduce,
from 1997 levels, the infant mortality rate

and the rate of new cases of AIDS, ma-
laria, tuberculosis and other critical com-
municable diseases in developing coun-
tries.

The Peace Corps will provide opportunities
for 50 percent more Americans than in
1997 to enter service as new volunteers.

The Peace Corps will increase Americans’
understanding of other peoples by tripling,
from 1997 levels, the number of American
teachers participating in the World Wise
Schools partnership with Peace Corps vol-
unteers, bringing the total number of
teachers to 10,000.
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Table 14-1.

FEDERAL RESOURCES IN SUPPORT OF GENERAL
SCIENCE, SPACE, AND TECHNOLOGY

(In millions of dollars)

. 1997 Estimate
Function 250 Actual
1998 1999 2000 2001 2002 2003

Spending:

Discretionary Budget Authority .... 16,641 17,914 18,459 18,479 18,735 18,977 19,091

Mandatory Outlays:

EXisting law .........ccccoiiiiiiineenns 25 40 37 37 34 31 31

Tax Expenditures:

Existing law .......ccccoooveviiiiiiiiee 1,075 2,555 1,440 1,055 905 820 795

Proposed legislation ...........ccccceeees criiiennnn. 365 802 608 261 124 49

Science and technology are the principal
agents of change and progress, with over
half of the Nation’s economic productivity
in the last 50 years attributable to techno-
logical innovation and the science that sup-
ported it. Appropriately enough, the private
sector makes many investments in technology
development. The Federal Government, how-
ever, also has a role to play—particularly
when risks are too great or the return
to companies is too small.

Within this function, the Federal Govern-
ment supports areas of science at the cutting
edge, through the National Aeronautics and
Space Administration (NASA), the National
Science Foundation (NSF), and the Depart-
ment of Energy (DOE) science programs.
The activities of these agencies contribute
to greater understanding of the world we
live in, ranging from the edges of the universe
to the smallest imaginable particles, and
to new knowledge that may or may not
have immediate applications to improving
our lives. Because the results of basic research
are unknowable in advance, the challenge
of developing performance goals for this area
is formidable.

Each of these agencies has a tradition
of funding high-quality research and contribut-

ing to the Nation’'s cadre of skilled scientists
and engineers. To continue this tradition,
and as a general goal for activities under
this function, at least 80 percent of the
research projects® will be reviewed by appro-
priate peers and selected through a merit-
based competitive process.

An important Federal role in this area
is to construct and operate major scientific
facilities and capital assets for multiple users.
These include telescopes, satellites, oceano-
graphic ships, and particle accelerators. Many
of today's fast-paced advances in medicine
and other fields rely on these facilities.

As general goals:

* Agencies will keep the development and
upgrade of these facilities on schedule and
within budget, not to exceed 110 percent
of estimates.

* In operating the facilities, agencies will
keep the operating time lost due to un-
scheduled downtime to less than 10 per-
cent of the total scheduled possible operat-
ing time, on average.

1 Measured by the amount of funds allocated, not the number of
projects.
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The budget proposes $18.5 billion to conduct
these activities. The Government also seeks
to stimulate private investment in these activi-
ties through over $2 billion a year in tax
credits and other preferences for research
and development (R&D).

National Aeronautics and Space
Administration

The budget proposes $12.3 billion for NASA
activities in this function. While NASA'’s
funding represents just 12 percent of total
Federal funds for R&D, NASA serves as
the lead Federal agency for R&D in civil
space activities, working to expand frontiers
in air and space to serve America and
improve the quality of life on Earth. NASA
pursues this vision through balanced invest-
ment in space science, Earth science, space
transportation technology, and human explo-
ration and development of space.

The 1999 goals for these enterprises follow.

Space Science programs, for which the
budget proposes $2.1 billion, are designed
to enhance our understanding of how the
universe was created, the formation of planets,
and the possible existence of life beyond
Earth. NASA has enjoyed major successes
of late, including the landing on Mars with
Mars Pathfinder.

« NASA space science will successfully
launch its four planned spacecraft mis-
sions—Mars 98 lander, Stardust, and two
Explorer missions—within 10 percent of
its schedule and budget.

* NASA space science will increase its con-
tribution to the general knowledge base
and to education, as reflected by its con-
tributions to a college space science text-
book, to a level at least equal to the 1996
level of 27 percent.

 The NASA Advisory Council will rate all
near-term space science objectives as being
met or on schedule. Examples of objectives
include: investigate the composition, evo-
lution and resources of Mars, the Moon,
and small solar system bodies such as as-
teroids and comets; identify planets
around other stars; and observe the evo-
lution of galaxies and the intergalactic me-
dium.

Earth Science programs, for which the
budget proposes $1.4 billion, focus on increas-
ing our understanding of the total Earth
system and the effects of natural and human-
induced changes on the global environment
through long-term, space-based observation
of Earth’'s land, oceans, and atmospheric
processes. NASA will launch the first in
a new series of Earth Science spacecraft
in 1998.

« NASA Earth Science will successfully
launch its four planned spacecraft mis-
sions—Quikscat, the Advanced Land
Imager, a Geostationary Operational Envi-
ronmental Satellite, and the Shuttle Radar
Topography mission—within 10 percent of
its schedule and budget.

« NASA will obtain new data on precipita-
tion, land surface, and climate, and will
deliver the data to users within five days.

* NASA's Advisory Council will rate all
near-term earth science objectives as being
met or on schedule. Examples of objectives
include: observe and document land cover
and land use change and impacts on sus-
tained resource productivity; and under-
stand the causes and impacts of long-term
climate variations on global and regional
scales.

Space Transportation Technology programs,
for which the budget proposes $400 million,
work with the private sector to develop
and test experimental launch vehicles that
cut the cost of access to space.

e The X-33 program will begin flight tests
in 1999 and demonstrate, by year-end, key
technologies to cut the cost of space trans-
portation. These technologies will be di-
rectly scaleable to the mass fraction (less
than 10 percent empty vehicle weight) re-
quired for future reusable launch vehicles
and meet the following operational re-
guirements: flights faster than Mach 13;
48-hour and seven-day ground turn-
arounds; and 50-person maintenance
crews.

e The X-34 program will perform 25 flight
tests in one year, starting no later than
March 1999, to demonstrate the oper-
ational parameters of future reusable
launch vehicles. These parameters include:
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recurring costs under $500,000; 24-hour
ground turnarounds; safe abort landings;
landings in cross winds up to 20 knots;
and flights through rain and fog.

Human Exploration and Development of
Space (HEDS) programs, for which the budget
proposes $5.8 billion, focus on human space
exploration. In 1997, HEDS programs sup-
ported the successful launch of eight Space
Shuttle flights, a continuous U.S. presence
on the Russian Mir space station, and contin-
ued construction of the International Space
Station. In 1998, assembly of the International
Space Station will begin in Earth orbit.

For 1999, the performance goals include
the following:

* NASA will successfully complete Phase 2
(the first ten assembly flights) of the Inter-
national Space Station within perform-
ance, schedule, and budget targets.

* NASA will ensure that space shuttle safe-
ty, reliability and cost will improve, by
achieving seven or fewer flight anomalies
per mission, successful on-time launches
85 percent of the time, and a 13-month
flight manifest preparation time.

« NASA will expand human presence and
scientific resources in space by increasing
the amount of crew time in orbit to 185
weeks.

* NASA-supported scientific research in life
and microgravity sciences will broaden, as
indicated by a rise in the number of re-
sulting journal publications to 1,600.

National Science Foundation

NSF-supported activities have led to break-
throughs and advances in many areas, includ-
ing superconducting materials, Doppler radar,
the Internet and World Wide Web, medical
imaging systems, computer-assisted-design, ge-
netics, polymers, plate tectonics, and global
climate change. While NSF represents just
three percent of Federal R&D spending, it
supports nearly half of the non-medical basic
research conducted at academic institutions.
NSF also provides 30 percent of Federal
support for mathematics and science edu-
cation. NSF programs involve over 25,000
senior scientists; 50,000 other professionals,

graduate students, and undergraduate stu-
dents; and 120,000 K-12 teachers.

The budget proposes $3.7 billion in 1999
for NSF, which it would invest in four
key program functions:

Research Project Support: Over half of NSF's
resources support research projects performed
by individuals and small groups, instrumenta-
tion, and centers.

* An independent assessment will judge
NSF's portfolio of research programs to
have the highest scientific quality and an
appropriate balance of projects character-
ized as high-risk, multidisciplinary, or in-
novative.

* NSF will ensure that all of its new an-
nouncements of research opportunities and
proposal solicitations will contain an ex-
plicit statement encouraging proposers to
integrate their research activities with im-
proving education or public understanding
of science.

* NSF will increase the percentage of com-
petitive awards going to new investigators
to at least 30 percent, a 2.6-percent rise
over a baseline of 27.4 percent.

Facilities: Facilities such as observatories,
particle accelerators, research stations, and
oceanographic research vessels provide the
platforms for research in fields such as
astronomy, physics, and oceanography. About
20 percent of NSF's budget supports large,
multi-user facilities required for cutting-edge
research. NSF facilities will meet the function-
wide goals to remain within cost and schedule,
and to operate efficiently.

Education and Training: Education and
training activities, accounting for 20 percent
of NSF's budget, revolve around efforts to
improve teaching and learning in science,
mathematics, engineering, and technology at
all education levels. Education and training
projects develop curriculum, enhance teacher
training, and provide educational opportunities
for students from pre-K through undergradu-
ate degrees. NSF also contributes to the
education of future scientists and engineers
by supporting graduate students and postdoc-
toral programs.
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e Over 80 percent of schools participating
in a systemic initiative program will: 1)
implement a standards-based curriculum
in science and mathematics; 2) further
professional development of the instruc-
tional workforce; and 3) improve student
achievement on a selected battery of tests,
after three years of NSF support.

« NSF will fund intensive professional devel-
opment experiences for at least 75,000 pre-
college teachers.

Administration and Management: NSF does
not operate programs or laboratories; rather,
the agency supports research and education
activities, conducted primarily at colleges and
universities, selected through a competitive,
merit-based process.

Performance goals for 1999 include:

e processing 70 percent of grant proposals
within six months of receipt, and

e publishing 95 percent of program an-
nouncements at least three months before
proposals are due.

Department of Energy

DOE provides major scientific user facilities
and sponsors basic scientific research in spe-
cific fields, such as high energy and nuclear
physics and materials, chemical, biological,
and environmental sciences. It supports over
60 percent of federally-funded research in
the physical sciences.

The budget proposes $2.5 billion for DOE
science programs, which include high energy
and nuclear physics, basic energy sciences,
biological and environmental research, and
computational technology research. These pro-
grams support scientific facilities for high
energy and nuclear physics, and also support
the research performed by the users of the
facilities. They also provide and operate syn-
chrotron light sources, neutron sources, super-
computers, high-speed networks, and other
instruments that researchers use in fields
ranging from biomedicine to agriculture, geo-
science, materials, and physics. These state-
of-the-art scientific facilities provide the cut-
ting edge experimental and theoretical tech-
niques that provide insights into dozens of
applications, and they are available, on a

competitive basis, to researchers funded by
NSF, other Federal agencies, and public and
private entities. DOE's facilities will meet
the function-wide goals to remain within
cost and schedule, and to operate efficiently.

The 1999 goals for these programs follow.

Basic Energy Sciences (BES) supports basic
research in the natural sciences for new
and improved energy techniques and tech-
nologies, and to understand and mitigate
the environmental impacts of energy tech-
nologies.

« BES will start construction of the Spal-
lation Neutron Source to provide beams
of neutrons used to probe and understand
the physical, chemical, and biological prop-
erties of materials at an atomic level—
leading to better fibers, plastics, catalysts,
and magnets and improvements in phar-

maceuticals, computing equipment, and
electric motors.
* An independent assessment will judge

BES research programs to have high sci-
entific quality.

Computational Technology Research (CTR)
performs long-term computational, technology,
and advanced energy projects research through
an integrated program in applied mathemati-
cal sciences, high performance computing and
communications, information infrastructure,
advanced energy projects research, and labora-
tory technology research.

¢ CTR will complete prototype development
of the “virtual lab” approach and imple-
ment at least three program trial applica-
tions.

e Users will judge that computer facilities
and networks have met 75 percent of their
requirements.

Biological and Environmental Research
(BER) provides fundamental science to develop
the knowledge to identify, understand, and
anticipate the long-term health and environ-
mental consequences of energy production,
development, and use.

« BER will complete sequencing of 40 mil-
lion subunits of human DNA to submit
to publicly accessible databases.
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* BER will complete 70 percent of the ge-
netic sequencing of over 10 additional mi-
crobes with significant potential for waste
cleanup and energy production.

High Energy and Nuclear Physics (HENP)
strives to deepen understanding of the nature
of matter and energy at the most fundamental
level, as well as understanding of the structure
and interactions of atomic nuclei.

* An independent assessment will judge
HENP research programs to have high sci-
entific quality.

* HENP will begin operating the B-factory
at the Stanford Linear Accelerator Center,
the Main Injector for the Tevatron at
Fermilab, and the Relativistic Heavy lon
Collider at Brookhaven National Labora-
tory, and will deliver on the 1999 U.S./
DOE commitments to the international
Large Hadron Collider project. These fa-
cilities will provide cutting-edge scientific
capabilities to further study the fun-
damental constituents of matter. For ex-
ample, the B-factory will illuminate the

basic question of why matter exists in the
universe.

Tax Incentives

Along with direct spending on R&D, the
Federal Government has sought to stimulate
private investment in these activities with
tax preferences. The law provides a 20-
percent tax credit for private research and
experimentation expenditures above a certain
base amount. The credit, which was extended
in 1997, is due to expire on June 30,
1998. The President proposes to extend it
for one year—that is, through June 1999.
Under current law, the credit will cost $2.1
billion in 1998 and $860 million in 1999.

A permanent tax provision also lets compa-
nies deduct, up front, the costs of certain
kinds of research and experimentation, rather
than capitalize these costs; this tax expendi-
ture will cost $580 million in 1999. Finally,
equipment used for research benefits from
relatively rapid cost recovery; the cost of
this tax preference is calculated in the tax
expenditure estimate for accelerated deprecia-
tion of machinery and equipment.
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Table 15-1. FEDERAL RESOURCES IN SUPPORT OF ENERGY
(In millions of dollars)
Estimate
Function 270 A}cgtﬁgl
1998 1999 2000 2001 2002 2003

Spending:

Discretionary Budget Authority .... 4,222 2,823 3,500 3,164 3,111 3,015 3,009

Mandatory Outlays:

Existing law .......cccocoovniiienennn. -3431 -2830 4569 3,280 3,337 3,347 -3,268

Credit Activity:

Direct loan disbursements ............. 1,029 1,992 1,562 1,401 1,337 1,255 1,451
Tax Expenditures:

EXiSting law .......ccccvviiiniiieen, 1,960 1,965 1,990 2,070 2,045 2,040 1,880

Proposed legislation ...........ccccceeees criiiennnn. -10 411 563 556 776 1,183

Federal energy programs contribute not
just to energy security, but to economic
prosperity and environmental protection.
Funded mainly through the Energy Depart-
ment (DOE), they range from protecting
against disruptions in petroleum supplies,
to conducting research on renewable energy
sources, to developing advanced semiconduc-
tors. The Administration proposes to spend
$3.5 billion for these programs. In addition,
the Federal Government allocates about $2
billion a year in tax breaks mainly to encour-
age development of traditional and alternative
energy sources.

The Federal Government has a longstanding
and evolving role in energy. Most Federal
energy programs and agencies have no State
or private counterparts and clearly involve
the national interest. The federally-owned
Strategic Petroleum Reserve, for instance,
protects against supply disruptions and the
resulting consumer price shocks, while Federal
regulators protect public health and safety
and the environment and ensure fair, efficient
energy rates. DOE’'s applied research and
development (R&D) programs in fossil, nu-
clear, and solar/renewable energy and energy
conservation speed the development of tech-
nologies, usually through cost-shared partner-
ships with industry, that provide social bene-

fits that industry would not undertake alone.
The programs not only open new opportunities
for American industry, but reach beyond
what the marketplace demands today, putting
the Nation in a better position to meet
the demands of tomorrow.

Corporate Management

Because DOE spends over 90 percent of
its budget through management and operating
(M&O) contracts, it is working hard to improve
its management practices and achieve more
for less cost. DOE is undertaking important,
Department-wide management improvement
initiatives in two areas—contract reform and
information technology management:

* In 1999, to improve contracting practices,
DOE will increase competition and convert
all M&O contracts as they are extended
or completed and half of its service con-
tracts to performance-based contracts; and

* In 1999, to improve its management of in-
formation technology systems, DOE will
eliminate year 2000 computer problems for
all mission critical systems and integrate
information technology investment and
management decisions under its Chief In-
formation Officer.
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DOE corporate management also ensures
that its work is done with a concern for
the environment, safety, and health (ES&H)
of its workers and the public. DOE is shifting
from a reactive approach to ES&H matters
to one that stresses prevention and integrates
sound ES&H management practices into
DOE's day-to-day work.

e In 1999, DOE will implement integrated
safety management systems at 10 priority
facilities and in all major M&O contracts.

e In 1999, DOE will conduct self-assess-
ments at all DOE sites to identify ES&H
deficiencies and vulnerabilities, and de-
velop and pursue corrective action plans.

Energy Resources

DOE maintains the Strategic Petroleum
Reserve (SPR) and operates various R&D
investments to protect against petroleum sup-
ply disruptions and reduce the environmental
impacts of energy production and use. Created
in 1975, the SPR now has 563 million
barrels of crude oil in underground salt
caverns at four Gulf Coast sites. The SPR
helps protect the economy and provide flexibil-
ity for the Nation’s foreign policy in case
of a severe energy supply disruption. As
the United States entered the Persian Gulf
War in 1991, for instance, President Bush
announced an energy emergency, prompting
a SPR draw-down that—along with the Allied
nations’ early, overwhelming military suc-
cess—caused oil prices to drop by $10 per
barrel (or, by about a third of their price).

¢ In 1999, DOE will maintain its capability
to reach its SPR drawdown rate of about
four million barrels a day within 15 days
and to maintain this rate for at least 90
days.

DOE's energy R&D investments cover a
broad array of resources and technologies
to make the production and use of all forms
of energy—including solar and renewables,
fossil, and nuclear—more efficient and less
environmentally damaging. As the President’s
Committee of Advisors on Science and Tech-
nology has noted, Federal R&D support can
help develop these technologies that benefit
society by cutting emission rates of greenhouse
gases, acid rain precursors, and air pollutants.

These investments not only lay the foundation
for a more sustainable energy future but
also open major international markets for
manufacturers of advanced U.S. technology.

Energy conservation programs, for which
the budget proposes $809 million, are designed
to improve the fuel economy of various trans-
portation modes, increase the productivity
of our most energy-intensive industries, and
improve the energy efficiency of buildings
and appliances. They also include grants
to States to fund energy-efficiency programs,
low-income home weatherization, and the ad-
ministration of minimum energy-efficiency
standards for many major home appliances.
Each of these activities benefits our economy
and reduces emissions of carbon dioxide and
other greenhouse gases. Many of the programs
rely on partnerships with the private sector
to leverage Federal spending with industry
cost-sharing and to increase the likelihood
that the technologies will be used commer-
cially. Energy-efficiency technologies that have
already come to market include heat-reflecting
windows, high-efficiency lights, geothermal
heat pumps, high-efficiency electric motors
and compressors, and software for designing
energy-efficient buildings. Meanwhile, five
other technologies available for at least five
years have generated over $11 billion in
total consumer and business energy savings
to date.

In 1999, DOE's Energy Conservation pro-
gram will:

« Expand the Clean Cities program to create
continuous corridors of alternative trans-
portation fuel availability in and between
10 major urban centers;

« Bring together over 600 utility partners
in a Climate Challenge forum in which
the utilities exchange lessons-learned on
voluntary efforts to reduce greenhouse gas
emissions; and

* Weatherize 77,000 low-income homes.

Solar and renewable energy programs, for
which the budget proposes $372 million, focus
on technologies that will help the Nation
use its abundant renewable resources such
as wind, solar, and biomass to produce low-
cost, clean energy that contributes no net
carbon dioxide to the atmosphere. The United
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States is the world's technology leader in
wind energy, with a growing export market
and production costs that have fallen below
five cents per Kkilowatt-hour. In addition,
photovoltaics are becoming more useful in
remote power applications, and construction
is beginning on the first large-scale facilities
to produce ethanol from cellulosic agricultural
waste. DOE also is coordinating the Presi-
dent's Million Solar Roofs initiative, and
States, cities, and Federal agencies to date
have pledged 470,000 solar roof installations
(@ mixture of solar heat/hot water and
photovoltaics) over the next 10 years.

In 1999, DOE’s Solar and Renewable Energy
program will:

e Support the President's Million Solar
Roofs initiative through partnerships and
technical assistance so that at least 7,000
solar roofs will be installed in 1999;

* Complete five commercial-scale dem-
onstrations of the use of biofuels in power-
plants by co-firing coal with at least five
percent biomass fuel; and

* Install 20 manufacturing prototype and
four advanced prototype 25-kW dish/en-
gine solar thermal systems at utility/field
sites through the Utility-Scale Joint Ven-
ture Program.

Both the energy-efficiency and renewable
energy (EERE) programs have established
goals to ensure that their research programs
are cost-effective and high quality.

Performance measures include:

* Continued use of cost-sharing as a major
program criterion in cooperative agree-
ments and industry partnerships. In 1999,
DOE/EERE will maintain an industry
cost-share level of over 40 percent, when
averaged across all work with industry.

 Every EERE program will develop prog-
ress milestones and estimates of energy-
related program benefits annually. At
least 25 percent of the milestones and esti-
mated benefits will undergo external peer
review each year, with a goal of having
all milestones and estimated benefits peer-
reviewed at least once every four years.

e Cumulative consumer economic savings
from past and current EERE programs
will exceed $11 billion in 1999.

DOE's energy efficiency and renewable en-
ergy programs form a major part of the
Administration’s Climate Change Technology
Initiative, which aims to find ways to reduce
emissions of carbon dioxide and other green-
house gases in ways that benefit our economy
rather than constrain it. (For more details,
see Chapter 6, “Promoting Research.”) For
most of this century, America’'s comparative
advantage in international competition has
been technology, and DOE's research and
development programs are designed to main-
tain that advantage into the next century.

Fossil fuel energy R&D programs, for which
the budget proposes $383.4 million, help
industry develop advanced technologies to
produce and use coal, oil, and gas resources
more efficiently and cleanly. Federally-funded
development of clean, highly-efficient gas-
fired and coal-fired generating systems aim
to reduce greenhouse gas emission rates,
while reducing electricity costs compared to
currently available technologies. The programs
also help boost the domestic production of
oil and natural gas by funding R&D projects
with industry to cut exploration, development,
and production costs.

In 1999, DOE will:

« Demonstrate four advanced drilling and
completion technology systems that could
ultimately add six trillion cubic feet (TCF)
of domestic gas reserves, including one
TCF through 1999;

« Demonstrate four advanced production en-
hancement technologies that could ulti-
mately add 190 million barrels of domestic
oil reserves, including 30 million barrels
during 1999; and

e Complete full-scale component testing of
two advanced, utility-scale turbines with
over 60 percent efficiency when used in
combined cycles and with ultra-low nitro-
gen oxides emissions.

Nuclear fission power is a widely used
technology, with the potential for further
growth, particularly in Asia. Fission tech-
nology provides over 20 percent of the electric
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power consumed in the United States and
about 17 percent worldwide without generat-
ing greenhouse gases. If fossil plants were
used to produce the amount of electricity
generated by these nuclear plants, more than
300 million additional metric tons of carbon
would be emitted each year. Since World
War 1l, the United States has been the
international leader in all nuclear energy
matters. World leadership in nuclear tech-
nologies and the underlying science is vital
to the United States from the perspectives
of national security, international influence,
and global stability. R&D will help determine
whether nuclear fission can fulfill its potential
as a contributor to the goal of reducing
greenhouse gas emissions. In 1999, DOE
will:

 Work with its laboratories, universities
and industry to develop a competitive
R&D program to address problems that
may prevent continued operation of cur-
rent nuclear plants and fund the initiative
at $10 million a year, to be matched by
industry.

e Establish a peer-reviewed Nuclear Energy
Research Initiative, initially funded at $25
million a year, for investigator-initiated
ideas to address the difficult issues of
waste, safety, proliferation, and cost.

¢ Complete a demonstration of electrometal-
lurgical methods to permanently immo-
bilize spent nuclear fuel from the shut-
down Experimental Breeder Reactor-l|
and evaluate whether the technology is a
cost-effective means of processing DOE
spent nuclear fuels.

Environmental Quality

DOE manages the Nation’s most complex
environmental cleanup program, the result
of over four decades of research and production
of nuclear energy technology and materials
at both Federal and private sector locations.
(For information on DOE's Defense Environ-
mental Management program, see Chapter
12, “National Defense.”) The Department must
also develop a long-term solution to the
problem that the Nation's commercial spent
nuclear fuel poses.

In the area of Environmental Management,
the budget proposes $934 million to reduce
environmental risk and manage the waste
at: (1) sites run by DOE’s predecessor agencies
that involved researching and producing ura-
nium and thorium; (2) sites contaminated
with uranium production from the 1950s
to the 1970s; and (3) DOE’'s uranium process-
ing plants that the United States Enrichment
Corporation runs. In recent years, the clean-
up and safe disposal of radioactive and hazard-
ous wastes and materials has progressed
substantially.

In 1999, DOE will:

* Have over 60 percent of the contaminated
sites associated with 11 large facilities
cleaned up, allowing these sites and facili-
ties to return to productive use;

* Make ready for disposal about 70 percent
of the high-level waste at its West Valley,
New York site; and

* Complete surface remediation of the eight
remaining Uranium Mill Tailings Reme-
dial Action (UMTRA) sites to complete this
part of the UMTRA project.

DOE's Civilian Radioactive Waste Manage-
ment Program oversees the management and
disposal of spent nuclear fuel from commercial
nuclear reactors and high-level radioactive
waste from Federal cleanup sites. With the
completion of the viability assessment for
Yucca Mountain in 1998, DOE expects to
emphasize data syntheses and analysis and
engineering and design in 1999.

In particular, in 1999, DOE will:

e Complete a draft Environmental Impact
Statement for the Yucca Mountain site for
public review and comment, develop a
more complete design for a mined geologic
disposal system at Yucca Mountain, and
complete independent expert reviews of
overall repository system performance
models—further crucial steps in the long
process that eventually will produce a
DOE site recommendation to the President
and a DOE license application to the Nu-
clear Regulatory Commission.
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Energy Production and Power Marketing

The Federal Government is reshaping pro-
grams that produce, distribute, and finance
oil, gas, and electric power. The Naval Petro-
leum Reserve, commonly known as Elk Hills,
is a federally-owned oil and gas field located
in California. Set aside early this century
to provide an oil reserve for Navy ships,
Elk Hills is no longer needed for that purpose,
and Congress voted in 1996 to require its
sale. In October 1997, DOE opened private-
sector bids for Elk Hills and identified Occi-
dental Petroleum’s offer of $3.7 billion as
the high offer. Following notification of Con-
gress, the sale should be completed by Feb-
ruary 1998, marking the largest privatization
in U.S. history. It will allow DOE to maximize
the productivity of Federal oil fields, one
of its 1998 performance objectives.

The five Federal Power Marketing Adminis-
trations, or PMAs, (Alaska, Bonneville, South-
eastern, Southwestern, and Western) market
electricity generated at 129 multi-purpose
Federal dams over 33,000 miles of federally-
owned transmission lines, in 35 States. The
PMAs sell about six percent of the Nation’'s
electricity, primarily to preferred customers
such as counties, cities, and publicly-owned
utilities and power authorities. The PMAs
face growing challenges as the electricity
industry moves toward open, competitive mar-
kets. Concerns focus on fundamental changes
that may be required to integrate the PMAs
into a deregulated industry. As authorized
by Congress, the sale of the Alaska Power
Administration to current customers and the
State of Alaska will be completed in 1998.

e In 1999, each PMA will operate its trans-
mission system to ensure that service is
continuous and reliable (that is, that the
system achieves a “pass” rating each
month under North American Reliability
Council performance standards).

The Tennessee Valley Authority (TVA) is
a Federal Government corporation and the
Nation’s single largest electric power genera-
tor. It generates four percent of the electric
power in the country and transmits that
power over its 15,000 mile transmission net-
work to 159 municipal utilities and rural
electric cooperatives that serve some eight
million customers in seven States.

e The budget reflects specific cost-cutting
measures that TVA is taking to implement
its 10-Year Business Plan and improve its
ability to supply power at competitive
prices. For example, TVA will cut costs
by reducing its outstanding debt by $2 bil-
lion by the end of 1999. It will cut its
$28 billion debt in half by 2007.

« TVA is working closely with regional
stakeholders to develop and recommend to
DOE reform proposals to include in the
Administration’s legislation to restructure
the Nation’s electric power industry. The
proposals will redefine TVA's role, while
preserving the value of the Government's
investment in TVA.

(For information on TVA's non-power activi-
ties, see Chapter 20, “"Community and Re-
gional Development.”)

In 1999, the Agriculture Department’s Rural
Utilities Service (RUS) will make $1.7 billion
in direct loans to nonprofit associations, rural
electric cooperatives, public bodies, and other
utilities in rural areas for generating, trans-
mitting, and distributing electricity. Its main
goal is to provide modern, affordable electric
service to rural communities.

In 1999, the RUS will:

e Ensure that RUS borrowers continue to
provide service in 523 of the 540 poorest
counties in rural America and 655 of 700
counties suffering the most from popu-
lation out-migration;

e Upgrade 116 rural electric systems, bene-
fitting over 1.6 million customers and gen-
erating about 21,000 jobs; and

e Continue to cut the high cost of electric
service to rural customers that results
from low customer density in rural areas
by charging interest at or below Treasury
rates for debt of comparable maturity.

Energy Regulation

The Federal Government's regulation of
energy industries is designed to protect public
health and safety and promote fair and
efficient interstate energy markets. For exam-
ple, DOE seeks to improve the Nation's
use of energy resources through its appliance
energy efficiency program. Federal regulations
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specify minimum levels of energy efficiency
for all major home appliances, such as water
heaters, air conditioners, and refrigerators.

The Federal Energy Regulatory Commission
(FERC), an independent agency within DOE,
regulates the transmission and wholesale
prices of electric power, including non-Federal
hydro-electric power, and the transportation
of oil and natural gas by pipeline in interstate
commerce. Over the long run, FERC seeks
to increase economic efficiency by promoting
competition in the natural gas industry and
in wholesale electric power markets. FERC's
recent reforms give consumers competitive
choices in services and suppliers that were
not available just a few years ago. Its actions
will cut consumer energy bills by $3 billion
to $5 billion a year.

In 1999, to evaluate the success of its
initiative to restructure interstate natural
gas and electricity markets, FERC will meas-
ure:

* Increases in the number of new products
and range of suppliers customers may
choose from in both the natural gas and
electric industries;

* The extent to which natural gas and elec-
tricity prices more clearly and quickly re-
flect changing supply and demand condi-
tions;

* The extent to which natural gas prices
within each trading region will tend to
converge, except where there are demon-
strable transportation constraints or costs;
and

* The reduction in wholesale electricity price
differences among regions.

The Nuclear Regulatory Commission (NRC),
an independent agency, regulates the Nation's
civilian nuclear reactors, the medical and
industrial use of nuclear materials, and the
transport and disposal of nuclear waste to
ensure public health and safety and to protect
the environment. Safety performance reflects
the collective efforts of the NRC and the
regulated nuclear community.

The NRC has the following 1999 goals
for safety performance:

* No civilian nuclear reactor accidents, and
no deaths due to radiation or radioactivity
releases from civilian nuclear reactors;

* No radiation-related deaths due to civilian
use of source, byproduct, and special nu-
clear materials, no increase in significant
radiation exposures due to the loss of such
materials, and no increase in misadminis-
tration events causing significant radi-
ation exposure;

* No significant accidental releases of radio-
active material from storage and transpor-
tation of nuclear waste, and no offsite re-
lease of radioactivity beyond regulatory
limits from low-level waste disposal sites;

e« The establishment of the regulatory
framework for high-level waste disposal
consistent with current national policy;

* No loss or theft of special nuclear mate-
rials; and

* No offsite releases from operating facilities
of radioactive material that may adversely
impact the environment, and no release
of sites until satisfactorily remediated in
accordance with NRC criteria.

Tax Incentives

Federal tax incentives are mainly designed
to encourage the domestic production or use
of fossil and other fuels, and to promote
the vitality of our energy industries and
diversification of our domestic energy supplies.
The largest incentive lets certain fuel produc-
ers cut their taxable income as their fuel
resources are depleted. An income tax credit
helps promote the development of certain
non-conventional fuels. It applies to oil pro-
duced from shale and tar sands, gas produced
from a number of unconventional sources
(including coal seams), some fuels processed
from wood, and steam produced from solid
agricultural byproducts. Another tax provision
provides a credit to producers who make
alcohol fuels—mainly ethanol—from biomass
materials. The law also allows a partial
exemption from Federal gasoline taxes for
gasolines blended with ethanol. The Climate
Change Technology Initiative proposes $3.6
billion in new tax incentives over five years
to help reduce greenhouse gases (see Table
S—-6 in “Summary Tables.”)
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Table 16-1. FEDERAL RESOURCES IN SUPPORT OF NATURAL
RESOURCES AND ENVIRONMENT
(In millions of dollars)
Estimate
Function 300 Alciagl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 22,426 23,180 22,613 22,284 21,990 22,027 22,343
Mandatory Outlays:
EXisting law .........ccccoiiiiiiineenns 51 1,059 712 846 739 544 682
Proposed legislation .......c.cccccceces vvviveviiies e 203 223 304 337 327
Credit Activity:
Direct loan disbursements ............. 31 42 40 44 46 48 51
Tax Expenditures:
Existing law ......ccooceiiiiiiiie, 1,700 1,710 1,740 1,740 1,735 1,725 1,710
Proposed legislation ..........cccccceiees i e -86 -78 -78 -83 -91

The Federal Government spends over $20
billion a year to protect the environment,
manage federal land, conserve resources, pro-
vide recreational opportunities, and construct
and operate water projects.® The Federal
Government manages about 700 million
acres—a third of the U.S. continental land
area.

Federal lands include the 376 units of
the National Park System, with such unique
resources as Grand Canyon National Park,
Yellowstone National Park, and Gettysburg
National Military Park; the 156 National
Forests; the 510 refuges in the National
Wildlife Refuge System; and land managed
by the Bureau of Land Management (BLM)
in 11 Western States (see Chart 16-1).

Within this function, Federal efforts focus
on providing cleaner air and water, conserving
natural resources, and cleaning up environ-
mental contamination. The major goals in-
clude:

1 The Natural Resources and Environment function does not re-
flect total Federal support for the environment and natural re-
sources. It does not include, for instance, the environmental clean-
up programs at the Departments of Energy and Defense.

« Protecting human health and safeguarding
the natural environment—air, water, and
land—upon which life depends.

e Restoring and maintaining the health of
federally managed lands, waters, and re-
newable resources.

« Providing recreational opportunities for
the public to enjoy natural and cultural
resources.

National Parks

The Federal Government invests over $1.6
billion a year to maintain a system of
national parks that covers over 83 million
acres in 49 States, the District of Columbia,
and various territories. Although funding for
the National Park Service (NPS) has steadily
increased (almost five percent a year since
1986), the popularity of national parks has
generated even faster growth in the number
of visitors, new parks, and additional NPS
responsibilities.

With demands growing faster than available
resources, NPS is taking new, creative, and
more efficient approaches to managing parks
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Chart 16-1. FEDERAL LAND MANAGEMENT BY AGENCY
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and has developed performance measures
against which to weigh its progress.

e Using higher funding from the proposed
Environmental Resources Fund for Amer-
ica, the NPS will begin systematically ad-
dressing the backlog of priority construc-
tion and maintenance projects at national
parks and, in 1999, will develop a five-
year list of the highest priorities to ad-
dress and allocate funds to address about
20 percent of them.

* NPS is focusing construction and mainte-
nance funds on the highest priorities
based on objective criteria and, in 1999,
will implement controls, reengineer the
measurement process, and establish cap-
ital plans with approved cost, schedule,
and project goals for each major construc-
tion project.

* NPS will use the receipts from recreation
and user fees to finance park improve-
ments and, in 1999, will increase the re-

ceipts by 14 percent, compared to 1997
levels.

¢ NPS will implement park management re-
forms that will increase returns to the
Government from park concessions to
eight percent in 1999, compared to a base-
line of six percent in 1997.

*« NPS is establishing broader cooperative
arrangements through partnerships with
public and private groups and, in 1999,
will use those partnerships to protect an
additional 220 miles of trails, 240 miles
of rivers, and 7,000 acres of parks and
open spaces.

Conservation and Land Management

The 75 percent of Federal land that com-
prises the National Forests, National Grass-
lands, National Wildlife Refuges, and the
BLM-administered public lands also provides
significant public recreation. BLM provides
for nearly 55 million recreational visits a
year, while over 30 million visitors watch
wildlife each year at National Wildlife Refuges.
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With its 125,000 miles of trails, the Forest
Service is the largest single supplier of public
outdoor recreation, providing 348 million rec-
reational visitor days last year.

Federal lands provide other benefits. BLM
and the Forest Service, with combined annual
budgets of about $4.4 billion, manage for
multiple purposes. Federal laws require that
the Forest Service manage the National For-
ests for outdoor recreation, range, timber,
watershed, wildlife and fish, and wilderness,
and that the BLM manage the public lands
that it administers for multiple uses.

The agencies concentrate on the long-term
goal of providing sustainable levels of multiple
uses while ensuring and enhancing ecological
integrity. Their performance measures include
the following:

e The Forest Service will target its higher
funding to needed watershed restoration
work by increasing acres of watershed res-
toration work by 43 percent (to 40,000
acres) over 1998 levels of 28,000 acres; in-
creasing the acres of range restoration by
24 percent (to 42,000 acres) over 1998 lev-
els of 34,000 acres; increasing the number
of miles of road obliterated to 3,500 miles,
as compared to a 1998 baseline of 1,200
miles in 1998; and increasing the number
of acres treated for fire hazard reduction
to 1.6 million, compared to a 1998 planned
level of 1.3 million.

e For priority watersheds, BLM will en-
hance the ecological integrity of 25 percent
more miles of riparian areas and 35 per-
cent more acres of wetlands in 1999, com-
pared to 1996, and increase the number
of acres treated for fire hazard reduction
by prescribed fire and mechanical means
by 12 percent.

The Interior Department’s Fish and Wildlife
Service (FWS), with a budget of $1.3 billion,
manages 93 million acres of refuges and,
with the Commerce Department’s National
Marine Fisheries Service (NMFS), protects
species on Federal and non-Federal lands.

* Proposed 1999 funding increases will en-
able the refuge system to protect, enhance,
and restore 661,000 more acres, over the
1997 baseline of 96 million acres.

* FWS' 1999 funding increase will double
the number of acres covered by Habitat
Conservation Plans (HCPs); improve the
development and implementation of HCPs
through increased public participation,
monitoring, and adaptive management; ex-
tend Candidate Conservation Agreement
protections to another 80 species; keep 20
candidate species off the endangered spe-
cies list; and help ensure that 60 percent
of listed species are stabilized or improved
in status.

* NMFS will implement programs in 1999
to continue fully assessing 79 percent of
fish stocks, cutting commercial by-catch by
15 percent, and increasing the number of
listed species that improve in status to 15,
over a baseline of 12.

Half the continental United States is crop,
pasture, and range land owned and managed
by two percent of Americans—farmers and
ranchers. The Agriculture Department's
(USDA) Natural Resources Conservation Serv-
ice provides technical assistance to ensure
sound management of this land:

Under USDA's Wetlands Reserve Program
(WRP), the Federal Government buys long-
term or permanent easements from land-
owners for cropland, which is taken out
of production and restored to wetlands. Land-
owners receive fair market value for the
land and cost-share assistance to cover the
restoration expenses. The budget proposes
to enroll another 164,000 acres, bringing
total cumulative enrollment to over 655,000
by the end of 1999. The Administration’s
goal for WRP remains one of reaching total
enrollment of 975,000 acres by the end of
calendar 2000.

* To enhance water quality along streams
and lakes, and provide important new ri-
parian wildlife and fish habitat, USDA
will retire at least 50,000 miles of con-
servation buffers in 1999, the same high
level as in 1998.

* In 1999, USDA will restore two million
acres of native grassland vegetation (the
same as the 1998 level), and complete con-
servation management systems for grazing
lands, which help control erosion and
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benefit habitat, on 6.4 million acres, com-
pared to six million acres in 1998.

In 1999, the Environmental Quality Incen-
tives Program, which provides funds to farm-
ers and ranchers to adopt sound conservation
practices and comply with environmental re-
guirements, will better target areas of environ-
mental need requiring that funding be allo-
cated in conservation priority areas.

Federal and non-Federal agencies are carry-
ing out long-term restoration plans for several
nationally significant ecosystems, such as
those in South Florida and the California
Bay-Delta. The South Florida ecosystem is
a national treasure that includes the Ever-
glades and Florida Bay. Its long-term viability
is critical for the tourism and fishing indus-
tries, and for the water supply, economy,
and quality of life for South Florida’s six
million people. Low water quality in the
San Francisco Bay-San Joaquin Delta eco-
system has degraded wildlife habitat, endan-
gered several species, and reduced the
estuary’s reliability as a water source.

e The U.S. Army Corps of Engineers will
complete its comprehensive review of the
central and southern Florida project by
July 1, 1999, thus providing a master plan
for restoring the Everglades while accom-
modating other demands for water and re-
lated resources in South Florida. By Sep-
tember 30, 2002, 10 percent of all known
federally endangered and threatened spe-
cies in South Florida will be able to be
“down listed.”

The Bay-Delta program is undergoing Na-
tional Environmental Policy Act review of
three major alternatives for the Bay-Delta,
and it will develop specific, measurable goals
after the analysis is complete and an alter-
native is selected.

The Land and Water Conservation Fund
(LWCF) is an important tool for species
and habitat conservation. It uses the royalties
of offshore oil and gas leases to help Federal,
State, and local governments acquire land
for conservation and outdoor recreation.

e In 1999, LWCF funds will provide for the
acquisition of parcels to enhance National
Parks, provide habitat for species, protect
our natural and cultural resource heritage,

and improve land ownership patterns for
greater efficiency.

The management of lands, the availability
and quality of water, and improvements in
the protection of resources is based on sound
natural resources science. The U.S. Geological
Survey (USGS) provides research and informa-
tion to land managers and the public to
better understand ecosystems and species
habitat, land and water resources, and natural
hazards.

* In 1999, USGS, in partnership with other
Federal natural hazards information pro-
viders, will develop an integrated disaster
information network to improve mitigation
and preparedness for natural disasters.

* In 1999, USGS will provide water quantity
and quality information on 1,000 U.S. wa-
tersheds that the Clean Water Action Plan
identified as impaired (half of the Nation’s
watersheds). These data, together with
completed water quality assessments, will
help develop water quality management
models that resource managers need to
forecast results from changing land use.

The Commerce Department’'s National Oce-
anic and Atmospheric Administration (NOAA)
manages ocean and coastal resources in the
20-mile Exclusive Economic Zone. Its National
Ocean Service and National Marine Fisheries
Service manages 201 fish stocks and 163
marine mammal populations. NOAA's National
Weather Service (NWS), using data collected
by the National Environmental Satellite and
Data Information Service, provides weather
forecasts and flood warnings. Its Office of
Oceanic and Atmospheric Research provides
science for policy decisions in areas such
as climate change, air quality and ozone
depletion.

* In 1999, NWS’ ongoing modernization will
increase the lead time of flash flood
warnings to 32 minutes and the accuracy
of flash flood warnings to 82 percent; in-
crease the lead time of severe thunder-
storm warnings to 19 minutes and the ac-
curacy of severe thunderstorm warnings to
84 percent, and achieve a six-month lead
time for EI Nino Southern Oscillation fore-
casts.
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Pollution Control and Abatement

The Federal Government helps achieve the
Nation’s pollution control goals by: (1) taking
direct action; (2) funding actions by State,
local, and Tribal governments; and (3) imple-
menting the Nation’s environmental regulatory
system. The Environmental Protection Agen-
cy's (EPA) $7.8 billion in discretionary funds
and the Coast Guard's $100 million Oil
Spill Liability Trust Fund (which funds oil
spill cleanups in U.S. waters) finance these
activities. EPA's discretionary funds include
three major components—the operating pro-
gram, Superfund, and water infrastructure
financing.

EPA’'s $3.6 billion operating program pro-
vides the Federal funding to implement most
Federal pollution control laws, including the
Clean Air, Clean Water, Solid Waste Disposal,
Safe Drinking Water, and the Toxic Sub-
stances Control Acts. EPA protects human
health and the environment by developing
national pollution control standards, largely
enforced by the States under EPA-delegated

authority. For example, under the Clean
Air Act, EPA has developed health-based
National Ambient Air Quality Standards
(NAAQS) for six air pollutants: ozone, particu-
late matter, carbon monoxide, sulfur dioxide,
lead, and nitrogen dioxide. Among these,
ground-level ozone and particulate matter
are the most complex, difficult to control,
and pervasive. EPA recently revised the stand-
ard for ozone and promulgated a new standard
for particulate matter to further protect
human health.

* In 1999, EPA will certify that eight of the
estimated 38 remaining nonattainment
areas have achieved the current NAAQS
for ozone (See Chart 16-2).

* In 1999, EPA will certify that 13 of the
58 estimated remaining nonattainment
areas have achieved the NAAQS for car-
bon monoxide, sulfur dioxide, or lead.

Under the Resource Conservation and Re-
covery Act (RCRA), EPA and authorized States
prevent dangerous releases to the environment

Chart 16-2. AIR QUALITY TRENDS
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of hazardous, industrial nonhazardous, and
municipal solid wastes by requiring proper
facility management. EPA and authorized
States also implement the RCRA corrective
action program to clean up environmental
contamination at sites where hazardous wastes
are being stored, treated, or disposed.

* In 1999, 153 more hazardous waste man-
agement facilities will have approved con-
trols in place to prevent dangerous re-
leases to air, soil, and groundwater, for
a total of 2,080 facilities (62 percent of
the total outstanding).

Superfund’'s $2.1 billion program pays to
clean up hazardous spills and abandoned
hazardous waste sites, and to compel respon-
sible parties to clean up. The Coast Guard
implements a smaller but similar program
to clean up oil spills. Superfund also supports
the Federal “Brownfields” program, designed
to assess, clean up, and re-use formerly
contaminated sites.

e In 1999, EPA will complete 136 cleanups,
in order to reach 900 completed cleanups
(60 percent of those outstanding) by the
end of 2001.

* In 1999, EPA will fund Brownfields site
assessments in 100 more communities, in
order to reach 300 communities by the end
of 2000.

¢ In 1999, the Coast Guard will reduce the
amount of oil that marine sources spill
into the water by 20 percent below the
1993 level of 7.76 gallons per million gal-
lons shipped.

Federal water infrastructure funds provide
capitalization grants to State revolving funds,
which make low-interest loans to help munici-
palities pay for wastewater and drinking
water treatment systems required by Federal
law. The Administration plans to capitalize
these funds to the point where the Clean
Water State Revolving Funds and the Drink-
ing Water State Revolving Funds provide
a total of $2.5 billion in average annual
assistance. The more than $68 billion in
Federal assistance since passage of the 1972
Clean Water Act has dramatically increased
the portion of Americans enjoying better
quality water.

* In 1999, another three million people will
receive the benefits of secondary treatment
of wastewater, for a total of 183 million.

* In 1999, 85 percent of the population
served by community water systems will
receive drinking water meeting all health-
based standards, up from 81 percent in
1994.

USDA gives financial assistance to rural
communities to provide safe drinking water
and adequate wastewater treatment facilities
to rural communities. The budget proposes
$1.3 billion in combined grant, loan, and
loan guarantees for this assistance.

* The Water 2000 initiative is bringing in-
door plumbing and safe drinking water to
under-served rural communities, and
USDA plans to fund 250 Water 2000 facili-
ties in 1999.

Water Resources

The Federal Government builds and man-
ages water projects for navigation, flood con-
trol, irrigation, and hydropower generation.
The Army Corps of Engineers operates Nation-
wide, while Interior's Bureau of Reclamation
operates in the 17 Western States. The
budget proposes $4.1 billion for the agencies
in 1999—%$3.2 billion for the Corps, $0.9
billion for the Bureau. The Administration
will work with Congress to address the
problem of project delays and growing future
liabilities that result from Congress’ addition
of many new projects in 1998.

While navigation and flood damage reduc-
tion remain the Corps’ major focus, its
projects, programs, and regulatory responsibil-
ities increasingly address environmental objec-
tives, including wetlands protection.

¢ In 1999, the Corps expects to maintain
its commercial navigation and flood dam-
age facilities so that they will be fully
operational at least 95 percent of the time.

¢ In 1999, the Corps’ regulatory program ex-
pects to achieve “no net loss” of wetlands
by creating, enhancing, and restoring wet-
lands functions and values that are com-
parable to those lost when the Corps al-
lows wetlands to be developed.
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Congress created the Bureau of Reclamation
to support economic development in the West
by financing and constructing reliable water
supplies for irrigation and power generation.
The West is now developed, and the Bureau
is remaking itself into a customer-oriented
“water resources management” agency by pro-
viding expertise on improved water manage-
ment practices. The budget also proposes
funding for several local projects that reclaim
and reuse wastewater in urban areas in
order to demonstrate the benefits of this
alternative to constructing more dams and
reservoirs.

* In 1999, the Bureau plans to complete
evaluations of current practices on at least
one project in each of its 26 area offices,
with the goal of finding ways to more ef-
fectively manage competing demands for
water.

Tax Incentives

State and local governments (and private
companies) benefit from a tax break, costing
about $600 million in 1999, that allows
State and local governments to construct
private waste disposal facilities with tax-
exempt bonds. The tax code also offers incen-
tives for natural resource industries, especially
timber and mining. The timber industry can
deduct certain costs for growing timber, pay
lower capital gains rates on profits, take
a credit for investments, and quickly write-
off reforestation costs—in total, costing about
$600 million in 1999. The mining industry
benefits from percentage depletion provisions
(which allow deductions that exceed the eco-
nomic value of resource depletion) and can
deduct certain exploration and development
costs—together, costing about $400 million
in 1999.
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Table 17-1. FEDERAL RESOURCES IN SUPPORT OF AGRICULTURE
(In millions of dollars)
Estimate
Function 350 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 4,225 4,310 4,074 3,949 3,883 3,862 3,780
Mandatory Outlays:
Existing law .......cccceevviieeiiieenns 4,960 6,391 6,973 6,765 5,440 5,425 5,649
Proposed legislation .........c.cceee i v, —-155 -299 -170 -161 -163
Credit Activity:
Direct loan disbursements ............. 6,402 7,450 8,651 8,505 7,738 7,177 6,856
Guaranteed loans ..........cccccoeeeeenns 3,961 7,255 6,895 6,894 6,894 6,894 6,894
Tax Expenditures:
Existing law ......cccccocvevviieeviiee e, 660 680 730 750 760 750 765

Since early in the Nation's history, the
Federal Government has helped increase U.S.
agricultural productivity. Agriculture Depart-
ment (USDA) programs focus to a large
extent on ensuring that markets function
fairly and that farmers do not face unreason-
able risk. Federal programs disseminate eco-
nomic and agronomic information, ensure the
integrity of crops, inspect the safety of meat
and poultry, and help farmers face risks
from weather and variable export conditions.
The results are found in the public welfare
that Americans enjoy from an abundant,
safe, and inexpensive food supply, free of
severe commodity market dislocations.

Conditions on the Farm

Agriculture and its related activities account
for 16 percent of the Gross Domestic Product.
With strong demand and record market prices
for several crops in 1996, gross crop cash
receipts exceeded $109 billion in 1996, a
new record, and up nearly $10 billion from
1995. Net cash income also set a record
in 1996 at $60 billion. Forecasts for 1997
put net cash income down $5 billion from
the record level, but still within the last
five year's average. Farmers will earn slightly
less from 1997 crop sales due to lower
feed grain prices. Livestock receipts in 1997

will increase from the $93 billion of 1996;
higher beef cattle prices, the result of reduc-
tions in the beef herd, will be the most
important influence. After three years of
steady declines in cattle and calf receipts,
this year will mark the turnaround point.

Farm assets, debt, and equity continue
to rise. Farm sector business assets rose
six percent in value in 1996, to $1 trillion.
Farm asset values will grow another five
percent in 1997, while farm real estate values
will rise for the tenth straight year. Farm
business debt will rise $5 billion in 1997,
the highest level since 1986, but growing
debt shows few signs of precipitating a repeat

of the widespread financial stress in the
farm sector of the 1980s.
Exports are key to future farm income.

The Nation now exports 30 percent of its
farm production, and agriculture produces
the greatest balance of payments surplus,
for its share of national income, of any
economic sector. Agricultural exports reached
a record $60 billion in 1996. Lower world
market prices and bulk export volume will
reduce exports by an estimated $3 billion
in 1997 but, in 1998, exports will grow
by a projected $2 billion, to $59 billion.
Pacific Asia, including Japan, is the most
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important region for U.S. farm exports, ac-
counting for 42 percent of total U.S. export
sales in 1996. Consequently, the financial
turmoil in certain Asian countries could affect
U.S. exports.

The 1996 Farm Bill

Known officially as the Federal Agriculture
Improvement and Reform Act (FAIR) of 1996,
the Farm Bill was a milestone in U.S.
agricultural policy. The bill, effective through
2002, fundamentally redesigns Federal income
support and supply management programs
for producers of wheat, corn, grain sorghum,
barley, oats, rice, and cotton. It expands
the market-oriented policies of the previous
two major farm bills, which have gradually
reduced the Federal influence in the agricul-
tural sector.

Under previous laws dating to the 1930s,
farmers who reduced plantings when prices
were low could get income support payments,
but farmers had to plant specific crops in
order to receive support payments. Even
when market signals might have suggested
planting a different crop, farmers had limited
flexibility to do so. By contrast, the 1996
Farm Bill eliminated most such restrictions
and, instead, provides fixed, but declining
payments to eligible farmers through 2002,
regardless of market prices or production
volume. Thus, the law *“decouples” Federal
income support from planting decisions and
market prices. Not surprisingly, the law has
brought significant changes in cropped acreage
in response to market signals. In 1997,
wheat acreage fell by seven percent, or almost
five million acres, from the previous year,
while soybean acreage rose by 10 percent,
or almost seven million acres.

Federal Programs

USDA seeks to enhance the quality of
life for the American people by supporting
production agriculture; ensuring a safe, afford-
able, nutritious, and accessible food supply;
caring for agricultural, forest, and range
lands; supporting sound development of rural
communities; providing economic opportunities
for farm and rural residents; expanding global
markets for agricultural and forest products
and services; and working to reduce hunger
in America and throughout the world. (Some

of these missions fall within other budget
functions and, thus, are described in other
chapters.)

Farming is a risky business. Farmers not
only face the normal vagaries of supply
and demand, but also uncontrollable risk
from Mother Nature. Federal programs are
designed to accomplish two key economic
goals: (1) enhance the economic safety net
for farmers and ranchers; and (2) open,
expand, and maintain global market opportu-
nities for agricultural producers.

The Government mitigates risk through
a variety of programs:

Farm Commodity Programs: Since Fed-
eral payments are now fixed, farm income
could fluctuate more from year to year due
to supply and demand changes. Farmers will
need to rely more on marketing alternatives.
To better use Federal assistance to protect
against risk and stabilize farm income, produc-
ers should set aside funds from, or otherwise
develop strategies to utilize, the income-sup-
port payments, allocating savings from years
of high income for use when income falls. (See
Chart 17-1 for the estimated increased Fed-
eral income-support payments due to the 1996
Farm Bill.) The Federal Government, however,
continues to provide other safety-net protec-
tions, such as the marketing assistance loans
that guarantee a minimum price for major
commodities.

Insurance: USDA helps farmers manage
their risks by providing subsidized crop insur-
ance, delivered through the private sector.
Farmers pay no premiums for coverage against
catastrophic production losses, and the Gov-
ernment subsidizes their premiums for addi-
tional coverage. Over the past three years, an
average 80 percent of eligible acres have been
insured, with an average gain of $0.10 for
every $1 in insurance premiums—down from
the historical average of $0.40 loss for every
$1 in premium. Crop insurance costs the Fed-
eral Government about $1.4 billion a year, in-
cluding USDA payments to private companies
for costs tied to administering Federal crop in-
surance. Since the Farm Bill ended major ele-
ments of USDA's traditional price and income
support programs, producers now bear most
of the price risk. In 1997, USDA expanded
several insurance products that mitigate “reve-
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MILLIONS

Chart 17-1. PRODUCTION FLEXIBILITY CONTRACT
PAYMENTS EXCEED PROJECTED DEFICIENCY PAYMENTS
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nue risk”—price and production risk combined.
These “revenue insurance pilots” showed that
farmers generally want these types of prod-
ucts, and USDA will continue to expand their
application and availability.

Trade: The trade surplus for U.S. agri-
culture has grown faster in recent decades
than for any other civilian sector of the econ-
omy, and USDA'’s international programs
helped to shape that growth. The Foreign Agri-
culture Service's efforts to negotiate, imple-
ment, and enforce trade agreements have
played a large role in creating a strong market
for exports.

In 1999, USDA will:

» take action to overcome 660, or 17 percent,
more trade barriers than in 1998;

* help 5,000, or 25 percent, more U.S. com-
panies in U.S. agricultural export sales;
and

* help in 1,545, or 13 percent, more projects
to build U.S. export markets in developing
countries.

USDA spends about $750 million a year
on export activities, including subsidies to
U.S. firms facing unfairly-subsidized overseas
competitors, and loan guarantees to foreign
buyers of U.S. farm products. USDA also
helps firms overcome technical requirements,
trade laws, and customs that often discourage
the smaller, less experienced ones from taking
advantage of export opportunities. USDA will
help less experienced firms develop their
export capacity by increasing the number
of outreach events.

In 1999, USDA will:

* increase the number of its trade shows by
13 percent, to 400; and

e increase the number of firms that the
Market Assistance Program (MAP) sup-
ports in establishing marketing and dis-
tribution channels by eight percent, to
1,700 firms.

In addition, USDA shares some of the
risk when firms or trade organizations experi-
ment in the export market. USDA helps
educate firms about the requirements and



184

THE BUDGET FOR FISCAL YEAR 1999

process of developing an overseas market.
By participating in the MAP or USDA-orga-
nized trade shows, firms can more easily
export different products to new locations
on their own.

The programs have helped U.S. firms, espe-
cially smaller-sized ones, export more aggres-
sively, and high-value products now make
up a growing share of export value (see
Chart 17-2). Small and medium-sized firm
recipients (those with annual sales of under
$1 million) now represent 84 percent of
the MAP-branded promotion spending, up
from 70 percent in 1996, and USDA expects
to raise that figure to 100 percent by 1999.

Agricultural Research: The Federal Gov-
ernment spends over $1.5 billion a year to sup-
port agricultural research and enhance U.S.
and global agricultural productivity. The aver-
age annual return to publicly-funded agricul-
tural research exceeds 35 percent, according
to recent academic estimates.

The Agricultural Research Service (ARS)
is USDA'’s in-house research agency, address-
ing a broad range of food, farm, and environ-
mental issues. It puts a high priority on
transferring its research findings to the pri-
vate sector.

e In 1999, ARS expects to submit 60 new
patent applications, participate in 85 new
Cooperative Research and Development
Agreements, license 25 new products, and
develop 70 new plant varieties to release
to industry for further development and
marketing.

The Cooperative State Research, Education,
and Extension Service provides grants for
agricultural, food, and environmental research;
higher education; and extension activities.
The National Research Initiative competitive
research grant program, launched in 1990
on the recommendation of the National Re-
search Council, works to improve the quality
and increase the quantity of USDA's and
the private sector's farm, food, and environ-
mental research.

Chart 17-2. U.S. AGRICULTURAL EXPORT PROFILE
AND TRADE SURPLUS
DOLLARS IN BILLIONS
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Economic Research and Statistics: The
Federal Government spends about $160 mil-
lion to improve U.S. agricultural competitive-
ness by reporting and analyzing economic in-
formation. The Economic Research Service pro-
vides economic and other social science infor-
mation and analysis for decision-making on ag-
riculture, food, natural resources, and rural
America. The National Agricultural Statistics
Service (NASS) develops estimates of produc-
tion, supply, price, and other aspects of the
farm economy.

* In 1999, NASS will include over 95 per-
cent of national agricultural production in
its annual commodities program, up from
92 percent in 1997.

Inspection and Market Regulation: The
Government spends a half-billion dollars a
year to secure U.S. cropland from pests and
diseases and make U.S. crops more market-
able. In addition, USDA’s Food Safety and In-
spection Service ensures that U.S. meat and
poultry do not threaten consumers’ health. The
Animal and Plant Health Inspection Service
(APHIS) inspects agricultural products that
enter the country; controls and eradicates dis-
eases and infestations; helps control damage
to livestock and crops from animals; and mon-
itors plant and animal health and welfare. The
Agricultural Marketing Service (AMS) and the
Grain Inspection, Packers, and Stockyards Ad-
ministration help market U.S. farm products
in domestic and global markets, ensure fair
trading practices, and promote a competitive,
efficient marketplace.

In 1999, APHIS will:

* make about 48 million inspections of air-
line passengers, aircraft, commercial ves-
sels, trucks, and rail cars to prevent the
entry of illegal plants and animals that
could endanger U.S. agriculture, a slight
increase over estimated 1998 levels.

e clear most international air passengers
through its inspection process in 30 min-
utes or less, an estimated 20-percent im-
provement over 1997 rates.

» clear most passengers crossing U.S. land
borders in non-peak traffic periods in 20
minutes or less on the northern border,

and 30 minutes or less on the southern
border.

In 1999, the AMS Pesticide Data Program
will:

 initiate a microbiological surveillance pro-
gram on domestic and imported fruits and
vegetables as part of the President’s Food
Safety Initiative.

e perform about 55,000 analyses on 14 dif-
ferent commodities, collecting 9,200 sam-
ples to measure pesticide residues, an in-
crease from the estimated 1998 activities
of 51,000 analyses, 13 commodities, and
8,900 samples.

Conservation: The 1996 Farm Bill is the
most conservation-oriented farm bill in history,
enabling USDA to provide incentives to farm-
ers to protect the natural resource base of U.S.
agriculture. Farmers can now use crop rota-
tions, which earlier price support programs
had severely limited. Also, the bill created sev-
eral new programs. The Environmental Qual-
ity Incentives Program (EQIP), with $200 mil-
lion in annual spending (and another $100 mil-
lion proposed for 1999) provides cost-share and
incentive payments to encourage farmers to
adopt new and improved farming practices or
technology, and it reduces the environmental
impact of livestock operations. Farmers may
use different nutrient management or pest pro-
tection approaches, with USDA offering finan-
cial assistance to offset some of the risk. The
Conservation Farm Option program helps
landowners adopt innovative approaches to im-
proving environmental quality; groups of farm-
ers may submit proposals to create comprehen-
sive conservation farm plans, with a host of
different land use and funding alternatives.

USDA’s conservation programs give tech-
nical and financial help to farmers and
communities. They include the Conservation
and Wetlands Reserve Programs, which re-
move land from farm uses; and the Conserva-
tion Operations program, which provides tech-
nical assistance.

In 1999, USDA will:

* increase the number of acres enrolled each
year for riparian buffers and filter strips
to 3.76 million, from an estimated 3.36
million acres in 1998; and
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* increase the acreage of restored wetlands
to 1.34 million acres, from an estimated
1.2 million acres in 1998.

For more information on conservation, and
USDA's investments in public land manage-
ment, see Chapter 16, “Natural Resources
and Environment.” USDA programs also help
to maintain vital rural communities, as de-
scribed in Chapter 20, “Community and Re-
gional Development.”

Agricultural Credit: USDA provides about
$600 million a year in direct loans and over
$2.5 billion in guaranteed loans for farm oper-
ating and ownership. Direct loans, which carry
interest rates at or below those on Treasury
securities, generally go to beginning or socially
disadvantaged farmers who cannot secure pri-
vate credit.

In 1999, USDA will:

* increase the proportion of loans made to
beginning and  socially-disadvantaged
farmers to 14.4 percent, from an estimated
12.6 percent in 1998 and nine percent in
1996; and

* reduce the delinquency rate on farm loans
to 17 percent, from an estimated 18 per-
cent in 1998 and 20 percent in 1996.

The Farm Credit System and “Farmer
Mac"—both  Government-Sponsored  Enter-
prises—enhance the supply of farm credit
through ties to national and global credit

markets. The Farm Credit System (which
lends directly to farmers) has recovered strong-
ly from its financial problems of the 1980s,
in part through Federal help. Farmer Mac
increases the liquidity of commercial banks
and the Farm Credit System by purchasing
agricultural loans. In 1996, Congress gave
the institution authority to pool loans as
well as more years to attain required capital
standards, which it has largely achieved al-
ready.

Personnel, Infrastructure, and the Regu-
latory Burden: USDA administers its many
farm programs through 2,500 county offices
with over 17,000 staff. The Farm Bill signifi-
cantly cut USDA's workload, prompting the de-
partment to re-examine its staff-intensive field
office-based infrastructure. In 1998, USDA
will: (1) conduct a study to find ways to oper-
ate more efficiently; (2) continue an Adminis-
tration initiative to scrap duplicative and un-
necessary regulations and paperwork; and (3)
review and upgrade its computer systems to
streamline its collection of information from
farmers and better disseminate information
across USDA agencies.

In 1999, USDA will:

* merge the headquarters and State office
administrative support staffs for its field
office agencies (Farm Services Agency,
Natural Resources Conservation Service,
Rural Development) to provide more effi-
cient and coordinated support services.
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Table 18-1. FEDERAL RESOURCES IN SUPPORT OF COMMERCE
AND HOUSING CREDIT
(In millions of dollars)
Estimate
Function 370 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 2,787 3,204 3,336 5,100 2,923 2,858 2,859
Mandatory Outlays:
Existing law .......cccceevviieeiiieenns -17,624 201 689 7,074 8,167 8,372 7,734
Proposed legislation ...........cccece. ieiiennen. —6 -336 -357 -363 -371 —-388
Credit Activity:
Direct loan disbursements ............. 8,666 2,662 1,500 1,381 1,341 1,322 1,314
Guaranteed loans ...........cccceeeennee. 180,090 190,463 200,662 203,825 205,906 206,412 210,442
Tax Expenditures:
EXisting law ........ccoccovvvviiiiciens 186,870 183,555 182,730 188,705 196,095 203,500 210,320
Proposed legislation ..........cccccceees iviiiennen. -260 -403 -358 -340 -348 -386

The Federal Government provides financing
and encourages private support for commerce
and housing in many ways. It provides direct
loans and loan guarantees to ease access
to mortgage and commercial credit; sponsors
private enterprises that support the secondary
market for home mortgages; regulates private
credit intermediaries, especially depository in-
stitutions; and offers tax incentives. In total,
the Government provides about $750 million
a year in support for housing credit that,
in turn, supports over $100 billion in housing
loans and loan guarantees. (Another $20
billion in subsidies for low-income housing
programs is classified in the Income Security
function.)

The Federal Government also dedicates
over $2 billion a year to promote business
and maintain the safety and soundness of
our financial markets and institutions. The
Commerce Department helps expand U.S.
sales and create jobs by promoting techno-
logical development and policies that enhance
U.S. industrial competitiveness and expand
exports. Government regulators protect deposi-
tors against losses when insured commercial
banks, thrifts, and credit unions fail.

As general goals:

» Federal housing credit programs will con-
tinue their efforts to expand homeowner-
ship Nation-wide and will continue to pro-
vide homeownership opportunities to un-
derserved people in low-homeownership
areas.

« Financial regulators will work to promote
the fairness and integrity of U.S. financial
markets and ensure the safety and sound-
ness of federally-insured deposits.

Mortgage Credit

The Government provides loans and loan
guarantees to expand access to homeowner-
ship, and helps low-income families afford
suitable apartments. It helps meet the needs
of would-be homeowners who lack the savings,
income, or credit history to qualify for a
conventional mortgage. It also helps provide
credit to finance the purchase, construction,
and rehabilitation of rental housing for low-
income persons. Housing credit programs of
the Departments of Housing and Urban Devel-
opment (HUD), Agriculture (USDA), and Vet-
erans Affairs (VA) supported over $100 billion
in loan and loan guarantee commitments

187
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in 1997, helping over 1.3 million households
(see Table 18-2). All of these programs
have contributed to the success of the Presi-
dent's National Homeownership Initiative
which, along with a strong economy, has
helped boost the national homeownership rate
to 66 percent—its highest ever.

* In 1999, through its Mortgage Credit pro-
grams, the Federal Government will ap-
proach the goal set by the President's Na-
tional Homeownership Initiative, which is
a 67.5 percent homeownership rate in the
year 2000.

HUD’s Mutual Mortgage Insurance (MMI)
Fund, run by the Federal Housing Administra-
tion (FHA), helps increase access to single-
family mortgage credit in both urban and
rural areas. In 1997, the MMI Fund guaran-
teed over $61 billion in mortgages for over
740,000 households. Over three-fourths of
such mortgages went to first-time homebuyers.
Fees and premiums paid to the MMI Fund
fully offset program costs.

* The FHA/MMI fund will continue to re-
main solvent and self-sustaining.

* FHA will work with the Government Na-
tional Mortgage Association (Ginnie Mae)
to increase the share of first-time home-
buyers in each HUD Field Office by one
percent a year over 1995 levels, and in-
crease lending in distressed communities
by 10 percent.

USDA's Rural Housing Service (RHS) offers
direct and guaranteed loans and grants to
help very low- to moderate-income rural resi-
dents buy and maintain adequate, affordable
housing. One RHS goal is to reduce the
number of rural residents living in sub-
standard housing. The number of substandard
housing units in rural areas has fallen from
just over three million units in 1970 to
just over one million in 1990, paralleling
the increase in Federal housing assistance
over the same period.

RHS’ direct loan program provides sub-
sidized loans to very-low and low-income
rural residents. Its single family guaranteed
loan program guarantees up to 90 percent
of a private loan for buying new or existing
housing. Together, the two programs provided

$2.7 billion in loans and loan guarantees
Table 18-2. SELECTED FEDERAL COMMERCE AND HOUSING CREDIT
PROGRAMS: CREDIT PROGRAMS PORTFOLIO CHARACTERISTICS
(Dollar amounts in millions)
Numbers of hous-

Dollar volume of ing units/small t[c)mfc)éllaoru\{gltlejlrr?c?ir?f

direct loans/  business financed 9

loans/guarantees

guarantees by loans/ as of the end of

written in 1997 guarantees 1997
written in 1997
Mortgage Credit:

HUD/FHA Mutual Mortgage Insur-

ance Fund ........cccocciini, 61,175 740,320 306,530
HUD/FHA General Insurance and

Special Risk Insurance Fund .......... 13,318 271,655 87,079
USDA/RHS Sec. 502 single-family

10ANS oiiiiieee e 2,706 55,500 22,526

USDA/RHS multifamily loans ............ 165 2,083 11,901

VA guaranteed loans ...........cccccceeennene. 24,287 238,833 146,576

Subtotal, Mortgage Credit ........... 101,651 1,308,391 574,612

SBA Guaranteed Loans .......ccccoceevvveeerennnnn. 10,782 47,146 31,181

Total Assistance ...........cccoceenee. 112,433 1,355,537 605,793
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in 1997, providing 55,500 decent, safe afford-
able homes for rural Americans.

In 1999, RHS will continue to reduce
the number of rural residents living in sub-
standard housing by:

 providing $4 billion in loan and loan guar-
antees for 65,000 new or improved homes,
a 9,500, or 14.6 percent, increase over
1997.

VA recognizes the service that veterans
and active duty personnel provide to the
Nation by helping them buy and retain
homes. The Government partially guarantees
the loans from private lenders, providing
$26 billion in loan guarantees in 1997.

« To meet the goal of ensuring that the pro-
gram meets veterans’ needs, VA will im-
prove credit and program management. In
1999, VA will begin implementing elec-
tronic data interchange in loan origination
and servicing.

* To meet the goal of improving opportuni-
ties for veterans to achieve homeowner-
ship, VA will collaborate with interested
agencies to provide more and better oppor-
tunities to finance veteran home pur-
chases. In 1999, VA will collaborate with
the Departments of Housing and Urban
Development and of Defense.

Congress created Ginnie Mae in 1968 to
support the secondary market for FHA, VA,
and USDA mortgages. Ginnie Mae guarantees
the timely payment of principal and interest
on securities backed by pools of mortgages
issued by private institutions. The program
raises liquidity in the secondary market and
attracts new sources of capital for loans.
To date, Ginnie Mae has originated over
$1.3 trillion in securities, of which over
$530 billion remain outstanding. It has helped
over 20 million low- and moderate-income
families buy homes.

¢ In 1999, Ginnie Mae will continue to pool
95 percent of FHA and VA loans for sale
to investors, increasing the efficiency of
the mortgage markets and lowering fi-
nancing costs for home buyers.

The Federal National Mortgage Association
(Fannie Mae), the Federal Home Loan Mort-
gage Corporation (Freddie Mac), and the

Federal Home Loan Bank System (FHLBS)
are congressionally chartered, shareholder-
owned corporations known as Government
Sponsored Enterprises (GSEs). GSEs were
chartered to provide stability in the secondary
market for residential mortgages, and promote
access to mortgage credit throughout the
Nation, including under-served areas. Fannie
Mae and Freddie Mac issue and guarantee
mortgage-backed securities (MBS), and they
hold debt-financed portfolios of mortgages,
MBS, and other mortgage-related securities.
The FHLBS provides liquidity to mortgage
lenders by making collateralized loans, called
advances, which totaled $182 billion at the
end of 1997. Because they are classified
as private, the Federal Government does
not include GSEs in the budget totals.

Each year, HUD sets housing goals for
Fannie Mae and Freddie Mac with regard
to lower-income families and under-served
communities. For a discussion of these goals,
see Chapter 8, “Underwriting Federal Credit
and Insurance,” in Analytical Perspectives.

Rental Housing and Homeless Assistance

The Federal Government provides housing
assistance through a number of HUD pro-
grams in the Income Security function. HUD’s
rental programs provided subsidies for over
4.8 million low-income households in 1997—
1.4 million for units in conventional public
housing projects; 1.8 million in rental subsidies
attached to privately-owned multifamily hous-
ing projects; and 1.6 million in rental vouchers
not tied to specific projects. In addition,
USDA's RHS rental assistance grants to
low-income rural households provided $524
million to support 39,860 new and existing
rental units in 1997.

For 1999, agencies will meet the following
performance goals:

¢ Continue RHS' commitment of 40,000 new
and existing units in 1999.

* Increase the percentage of families with
children in public housing deriving most
of their income from work from 37 percent
in 1997 to 43 percent by 2000.

* Reduce the isolation of low-income groups
within a community or geographic area by
increasing the percentage of Section 8
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families with children living in low-pov-
erty Census tracts from 60 percent in 1997
to 65 percent in 2000.

The Federal Government also makes grants
to help the homeless, supporting emergency
shelters and transitional and permanent hous-
ing. Four agencies—HUD, VA, the Department
of Health and Human Services (HHS), and
the Federal Emergency Management Agency—
provide 98 percent of the Federal help targeted
to the homeless. For 1997, HUD provided
$823 million in homeless assistance grants,
representing 58 percent of the $1.42 billion
targeted Government-wide funding total.

¢ In 1999, HHS will expand its outreach of
services from 80,000 persons contacted in
1997 to 92,000 in 1999.

Housing Tax Incentives

The Government provides significant sup-
port for housing through tax preferences.
The two largest tax benefits are the mortgage
interest deduction for owner-occupied homes
(which will cost the Government $299 billion
from 1999 to 2003) and the deductibility
of State and local property tax on owner-
occupied homes (costing $100 billion over
the same five years).

Other tax provisions also encourage invest-
ment in housing: (1) capital gains of up
to $500,000 on home sales are exempt from
taxes (costing $51 hillion from 1999 to 2003);
(2) States and localities can issue tax-exempt
mortgage revenue bonds, whose proceeds sub-
sidize purchases by first-time, low- and mod-
erate-income home buyers; and (3) installment
sales provisions let some real estate sellers
defer taxes. Finally, the low-income housing
tax credit provides incentives for constructing
or renovating rental housing that helps low-
income tenants for at least 15 years. This
tax expenditure costs about $2.4 billion a
year. The President proposes to raise the
volume cap on the low-income housing tax
credit, thus providing more credits and more
housing for low-income families.

Commerce, Technology, and International
Trade

The Commerce Department promotes the
development of technology and advocates
sound technology policies. Commerce’s Patent

and Trademark Office (PTO) protects U.S.
intellectual property rights around the world
through bilateral and multilateral negotiation,
and through its domestic patent and trade-
mark system.

* In 1999, PTO will issue over 120,000 pat-
ents, and reduce the average pendency
time for each invention from 22.7 months
to an average of 20.9 months.

* In 1999, PTO will reduce the average
pendency for each trademark from the cur-
rent 16.5 months to an average of 15.5
months.

* To promote intellectual property protection
overseas, PTO will provide technical as-
sistance to 52 developing countries.

Commerce’s National Institute of Standards
and Technology (NIST) works with industry
to develop and apply technology, measure-
ments, and standards. NIST administers the
Manufacturing Extension Partnership (MEP),
which provides technological information and
expertise to its clients among the Nation’s
382,000 smaller manufacturers.

¢ In 1999, NIST will increase sales of its
collected standard reference materials to
38,142, and its labs will perform 8,900
calibrations and tests, yielding $7 million
in revenue.

* In 1999, MEP will improve its coverage
of small business by supporting 33,473
completed provider activities, and increase
client sales by $389 million.

The International Trade Administration
(ITA) strives to promote an improved trade
posture for U.S. industry and develop the
export potential of U.S. firms in a manner
consistent with U.S. foreign and economic

policy.

* In 1999, ITA estimates that it will review
15 more applications for free trade zones
than in 1998, supporting a gross increase
of 25,000 jobs.

* ITA's U.S. Foreign Commercial Service
will increase the number of companies
that receive export assistance from 11,500
in 1997 to about 14,000 by the end of
1999.
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Commerce’'s Census Bureau collects, tab-
ulates, and distributes a wide variety of
statistical information about Americans and
the economy, including the constitutionally-
mandated decennial census. In 2000, the
Census Bureau will conduct a decennial census
that will reduce the net undercount by almost
1.6 percent, compared to the 1990 Census.
In addition, Commerce’s Bureau of Economic
Analysis (BEA) prepares and interprets U.S.
economic accounts, including the Gross Domes-
tic Product (GDP), wealth accounts, and the
U.S. balance of payments.

e In preparation for the 2000 Census, the
Census Bureau will canvass 94 million
city-style addresses in 1999.

e In 1999, BEA will ensure the timely dis-
semination of economic data by publishing
12 monthly Surveys of Current Business
and 32 national GDP and personal income
news releases.

Small Business Administration (SBA)

SBA, which Congress created in 1953 to
aid, counsel, assist, and promote small busi-
ness, expands access to capital by guarantee-
ing private loans. The loans carry longer
terms and lower interest rates than small
businesses would otherwise receive. SBA guar-
anteed over $10.8 billion in small business
loans in 1997.

¢ In 1999, SBA will work to increase the
number of small businesses receiving
counseling and training to 1.2 million, a
10-percent increase over the estimated
1998 level.

« SBA will guarantee 56,400 new Sec. 7(a)
and Sec. 504 business loans in 1999, a
seven-percent increase over the expected
1998 volume of 52,500.

Financial Regulation

The Government protects depositors against
losses when insured commercial banks, thrifts,
and credit unions fail. Deposit insurance
also wards off widespread disruption in finan-
cial markets by making it less likely that
one institution’s failure will cause a financial
panic and a cascade of other failures. From
1985 to 1995, Federal deposit insurance pro-
tected depositors in over 1,400 failed banks

and 1,100 savings associations, with total

deposits of over $700 billion.

The Federal Deposit Insurance Corporation
(FDIC) insures the deposits of banks and
savings associations (thrifts) through two sepa-
rate insurance funds, the Bank Insurance
Fund and the Savings Association Insurance
Fund. The National Credit Union Administra-
tion (NCUA) insures deposits at credit unions.
These varied kinds of deposits are insured
for up to $100,000 per account. The FDIC
insures deposits at over 9,200 commercial
banks and over 1,800 savings institutions,
with a total value of $2.7 trillion. The
NCUA insures deposits in 11,300 credit unions
with a total value of $290 billion.

Because the Government bears the risk
of losses, it regulates banks, thrifts, and
credit unions to ensure that they operate
in a safe and sound manner. Five agencies
regulate federally-insured depository institu-
tions: The Office of the Comptroller of the
Currency regulates national banks; the Office
of Thrift Supervision regulates thrifts; the
Federal Reserve regulates State-chartered
banks that are Federal Reserve members;
the FDIC regulates other State-chartered
banks; and the NCUA regulates credit unions.

e In calendar 1998, the FDIC will perform
3,081 safety and soundness inspections.

Other financial regulatory institutions in-
clude the Securities and Exchange Commission
(SEC) and the Commodity Futures Trading
Commission (CFTC). The SEC oversees U.S.
capital markets and regulates the securities
industry, protecting investors and maintaining
the fairness and integrity of domestic securi-
ties markets by preventing fraud and abuse
and ensuring the adequate disclosure of infor-
mation. The CFTC regulates U.S. futures
and options markets, protecting market users
and the public from fraud and abuse and
fostering open, competitive, and financially
sound commodity futures and options markets.

e The SEC will work to examine every in-
vestment company complex and every in-
vestment advisor at least once every five
years.

e The CFTC will work to ensure 100-percent
compliance from market professionals, fi-
nancial intermediaries, and Self-Regu-
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latory Organizations with CFTC standards
for registration, sound financial practices,
and effective enforcement programs.

e The CFTC will review every designation
application and rule change request, with
the exception of stock index futures (which
require SEC approval) within 10 to 45
days and respond to trading exchanges
(e.g., Chicago Board of Trade) with an ap-
proval or deficiency letter.

Federal Trade Commission (FTC)

The FTC enforces various consumer protec-
tion and antitrust laws that prohibit fraud,
deception, anticompetitive mergers, and other
unfair and anticompetitive business practices
in the marketplace.

« In 1999, the FTC will save consumers
$200 million by stopping fraud and other
unfair practices, and another $200 million
by stopping anticompetitive behavior.

Federal Communications Commission
(FCO)

The FCC works to encourage competition
in communications and to promote and support
every American’s access to telecommunications
services. The FCC executes its mission through
four main activities: Authorization of Service,
Policy and Rulemaking, Enforcement, and
Public Information Services.

e In 1999, the FCC will work to achieve 90
percent of customer speed of disposal proc-
essing goals to improve its authorization

of services activities. The Commission will
re-engineer and integrate licensing
databases and implement electronic filing
to further increase efficiency in the licens-
ing process.

e In 1999, the FCC will improve the connec-
tion of classrooms and libraries and rural
healthcare facilities to the Internet while
maintaining affordable service to rural
Americans. The FCC will also strive to
make telecommunications services more
accessible to persons with disabilities.

Commerce Tax Incentives

The tax law provides incentives to encourage
business investment. It taxes capital gains
at a lower rate than other income, which
will cost the Government $139 billion from
1999 to 2003. In addition, the law does
not tax gains on inherited capital assets
that accrue during the lifetime of the original
owner, which will cost $51 billion from 1999
to 2003. The law also provides more generous
depreciation allowances for machinery, equip-
ment, and buildings. Other tax provisions
benefit small firms generally, including the
graduated corporate income tax rates, pref-
erential capital gains treatment for small
corporation stock, and write-offs of certain
investments. Credit unions, small insurance
companies, and insurance companies owned
by certain tax-exempt organizations also enjoy
tax preferences. Tax benefits for other Kkinds
of businesses are described in other chapters
in Section VI.
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Table 19-1. FEDERAL RESOURCES IN SUPPORT OF
TRANSPORTATION
(In millions of dollars)
Estimate
Function 400 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 38,674 41,423 41,849 42,255 42,606 43,143 43,722
Mandatory Outlays:
Existing law .......cccocoovniiienennn. 2,342 2,438 2,236 2,248 1,901 1,244 1,771
Proposed legislation ...........cccece. ieiiennen. 25 90 91 59 16 -14
Credit Activity:
Direct loan disbursements ............. 164 181 167 a7 30 27 27
Guaranteed loans ...........cccceeeennee. 319 477 477 477 477 477 477
Tax Expenditures:
Existing law ................. 1,360 1,405 1,440 1,485 1,535 1,585 1,640
Proposed legislation ..........ccccccieer v e, 4 11 16 23 30

America’s transportation network consists
of public and private systems financed by
Federal, State, and local governments, and
the private sector. The Federal Government,
which spends about $40 billion a year on
transportation, has five major goals in shaping
this system, the foremost of which is transpor-
tation safety. Federal programs also advance
mobility, economic growth and trade, the
human and natural environment, and our
national defense. Today, our greatest challenge
is to advance these five goals as we build
the transportation system for the 21st Cen-
tury.

Safe Operations

The Federal Government works both directly
and with State and local governments and
private groups to minimize the safety risks
inherent in transportation. The Federal Gov-
ernment regulates motor vehicle design and
operation, inspects commercial vehicles, edu-
cates the public, monitors railroad safety,
directs air and waterway traffic, conducts
safety-related research, and rescues mariners
in danger.

A range of Federal activities work to reduce
highway deaths and injuries, which number
about 42,000 and over three million a year,
respectively. Federal programs reach out to
State and local partners to identify the
causes of crashes and develop new strategies
to reduce deaths, injuries, and the resulting
medical costs. Such partnerships yield results;
through Federal, State, local, and private
efforts, safety belt use reached an all-time
high of 68 percent in 1996. In addition
to coordinating national traffic safety efforts,
the National Highway Traffic Safety Adminis-
tration (NHTSA) regulates the design of motor
vehicles, investigates reported safety defects,
and distributes traffic safety grants to States.
The budget proposes $406 million for NHTSA,
a 22-percent increase over 1998, and fully
funds the Presidential Initiative for Increasing
Seat Belt Use Nation-wide from 68 percent
to 85 percent in 2000 and 90 percent in
2005.

Perhaps the Federal Government's most
visible safety function is operating the air
traffic control and air navigational systems.
The Federal Aviation Administration (FAA)
handles about 173,000 flights a day, moving
1.5 million passengers each day. Through
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its regulatory and certification authorities,
the FAA also promotes aviation safety. In
1999, the FAA will perform over 340,000
safety-related inspections. To meet safety
needs in 1999, the Administration plans to
spend $7.8 billion on FAA operations and
capital, eight percent more than in 1998.

The National Motor Carriers Program, for
which the budget proposes $100 million in
1999, provides grants to States to enforce
Federal and compatible State standards for
commercial motor vehicle safety inspections,
traffic enforcement, and compliance reviews.
Uniform standards help coordinate law en-
forcement activities, and simplify the safety
requirements of interstate trucking.

The Federal Government also plays a key
safety role on our waterways. The Coast
Guard is recognized as the world leader
in maritime search and rescue, saving over
5,000 lives in 1997 alone. It operates radio
distress systems, guides vessels through busy
ports, regulates vessel design and operation,
provides boating safety grants to States, and
supports a 35,000-member voluntary auxiliary
that educates boaters. The budget proposes
$3.2 billion for Coast Guard operations and
capital.

The Federal railroad safety program, for
which the budget proposes $62 million in
1999, works in partnership with the rail
industry. The Safety Assurance and Compli-
ance Program brings together rail labor, man-
agement, and the Federal Government to
determine root causes of problems. From
1993 to 1996, railroad-related fatalities, on-
the-job casualties, and the train incident
rate fell by 19, 42, and 17 percent, respec-
tively.

Similarly, in 1999, the Federal pipeline
safety program will have in progress several
risk management projects, whose goal is
to provide safety and environmental protection
better than under existing Federal regulations.

For each of these areas, the Federal Govern-
ment seeks to promote public health and
safety by working to eliminate transportation-
related deaths and injuries. To measure
progress towards these goals, the Department
of Transportation (DOT) will seek to:

* reduce the total number of transportation-
related fatalities in calendar 1999 to below
43,549, the 1995 level, despite increased
passenger miles traveled; and

* reduce the total number of transportation-
related injuries in calendar 1999 to below
3,438,000, the 1995 Ilevel, despite in-
creased passenger miles traveled.

Infrastructure and Efficiency

America has about four million miles of
roads, 580,000 bridges, 180,000 miles of rail-
road track, 5,500 public-use airports, over
6,000 transit systems, 350 commercial ports,
and 25,000 miles of commercially-navigable
waterways. This extensive, intermodal network
is essential to the Nation's commerce, and
enhancing its efficiency advances economic
growth and international competitiveness.

The Federal Government has helped develop
large parts of the system, with funding
mainly through user fees and transportation
taxes. The total Federal investment represents
about half of all public investment in transpor-
tation—that is, $27 billion of the $54 billion
of total Federal, State, and local spending
on transportation infrastructure in 1994. In
1999, infrastructure investment would rise
to a level 42 percent higher than the annual
average of $21.1 billion from 1990 to 1993,
with the rising investment of recent years
targeted to advance the safety, quality, effi-
ciency, and intermodal character of transpor-
tation infrastructure.

Highways and Bridges: About 955,550
miles of roads and all bridges are eligible for
Federal support, including the National High-
way System (NHS) and Federal lands roads.
In 1999, the Federal Government plans to
spend over $23 billion to maintain and expand
these roads, with funding from motor fuels
taxes, mainly the gasoline tax. The Federal
gas tax is 18.4 cents a gallon, of which 15.45
cents goes to the Highway Trust Fund's high-
way account to finance formula grants to
States for highway-related repair and improve-
ment.

State and local governments provide 58
percent of total highway and bridge infrastruc-
ture spending, most of which they generate
through their own fuel and vehicle taxes.
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The average State gasoline tax was 19.6
cents per gallon in 1996. State and local
governments accelerate their infrastructure
projects through debt financing, such as bonds
and revolving loan funds. Under the State
Infrastructure Banks program, the Federal
Government provides funds to help States
underwrite debt issuance for highway and
transit projects. Under the new Transportation
Infrastructure Credit Enhancement Program,
the Federal Government would provide grants,
which could be supplemented by non-Federal
contributions, to create Revenue Stabilization
Funds to help secure private debt financing
for nationally significant projects.

In 1999, the Federal Government will work
with State and local governments to:

 increase the percentage of NHS miles that
meet pavement performance standards for
acceptable ride quality (based on the Inter-
national Roughness Index) to 91.5 percent,
from the 1996 baseline of 91.1 percent, to
reach the overall goal of ensuring that 93
percent of NHS pavement has acceptable
ride quality by 2008; and

» reduce the percentage of NHS bridges that
are classified as deficient to 24.3 percent,
from the 1996 base level of 25.8 percent,
to reach the overall goal of ensuring that
less than 20 percent of NHS bridges are
deficient by 2008.

Transit: As with highways, the Federal
Government works with State and local gov-
ernments to improve mass transit. Of the Fed-
eral motor fuels tax, 2.85 cents a gallon goes
to the Highway Trust Fund’'s Mass Transit Ac-
count, which funds transit grants to States
and urban and rural areas. Federal capital
grants comprise about half of total spending
each year to maintain and expand the Nation’s
6,000 bus, rail, trolley, van, and ferry systems.
Together, States and localities invest over $3
billion a year on transit infrastructure and
equipment.

In 1999, the Federal Government plans
to spend $4.6 billion on transit capital. In
particular, the Federal Government finances
capital-intensive urban bus and rail transit
systems and rural bus and van networks.
About 80 million Americans depend on public
transportation due to age, disability, or in-

come. Furthermore, transit use by commuters
eases roadway congestion and reduces pollut-
ing emissions. Capital investment cuts mainte-
nance and operating costs and gives more
mobility to Americans.

In 1999, to improve the quality and avail-
ability of transit services, DOT will seek
to:

* reduce the average age of the motor bus
fleet from a calendar 1995 base level of
8.1 years to 7.6 years by calendar year
2002 while increasing bus service, and

« maintain the average age of the rapid rail
fleet at 19.3 years through calendar year
2002.

Passenger Rail: The Federal Government
will invest $621 million in 1999 to support
the Nation’s passenger rail system (in addition
to the $2.2 billion that the 1997 Taxpayer Re-
lief Act provides for capital improvements and
equipment maintenance). The extension of the
Northeast Corridor high-speed rail service
from New York to Boston highlights the Fed-
eral-private partnership to improve passenger
rail service. The Federal Government funds
the electrification of the rail line, while the
private sector helps to finance the high-speed
trainsets that will begin operating in late
1999.

To improve Amtrak’s Northeast Corridor,
in 1999 the Federal Government will strive
to complete electrification of the New York-
Boston segment and introduce new high-
speed trainsets, reducing travel time between
New York and Boston from the four-hours-
and-45-minutes of today to three hours in
the year 2000.

Aviation and Airports: The Federal Gov-
ernment seeks to ensure that the aviation sys-
tem is accessible, integrated, efficient, and
flexible. To reach those goals, and to begin
to address a White House Commission on
Aviation Safety and Security recommendation
to modernize the air traffic control system by
2005, the budget proposes to increase invest-
ments in aviation facilities and equipment by
about 10 percent a year for five years. In addi-
tion, about 3,300 airports throughout the coun-
try are eligible for the Airport Improvement
Program (AIP), which funds projects that en-
hance capacity, safety, security, and noise miti-
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gation. These funds augment other airport
funding sources, such as bond proceeds, State
and local grants, and passenger facility
charges. With 98 percent of the population liv-
ing within 20 miles of one of these airports,
most citizens have excellent access to air
transportation.

e In 1999, DOT will seek to reduce the num-
ber of volume- and equipment-related
delays to 30.7 per 100,000 flight oper-
ations, from a 1994 base level of 36.9
delays per 100,000 flight operations.

Other Transportation: For the Nation's
commercial shipping infrastructure, Federal
loan guarantees make it easier to build and
renovate vessels. Port development is left
largely to State and local authorities, which
have invested over $14 billion in infrastructure
improvements over the past 50 years.

e To help make the shipyard industry more
competitive, the Federal Government will
strive to attain two percent growth in U.S.
commercial shipbuilding (measured by
tonnage) in 1999, compared to 1998.

Research and Technology

The Federal Government helps advance
transportation technology. Federal research
focuses on building stronger roads and bridges,
designing safer cars, reducing human error
in operations, and improving the efficiency
of the existing infrastructure. In 1999, the
Federal Government will spend over $1 billion
on transportation research and technology.

DOT's Intelligent Transportation Systems
(ITS) program is developing and deploying
technologies to help States and localities
improve safety, increase capacity, and enhance
traffic flow on their streets and highways.
In an era of constrained Federal resources,
ITS provides a cost-effective way to improve
the management of our infrastructure, boost-
ing efficiency and capacity. The private sector,
which works closely with the ITS program,
will initially deploy many of the technologies
that it develops jointly with Federal funding.

FAA's research, engineering, and develop-
ment programs help improve safety, security,
capacity, and efficiency in the National Air-
space System. For example, the development
of an advanced traffic management system

and the demonstration of revolutionary routing
and navigation procedures will enhance not
only safety, but air system capacity and
efficiency. In 1999, the budget proposes the
Flight 2000 free-flight demonstration program,
which promises operational improvements to
deliver passengers and cargo more quickly
and safely. Free-flight improves aviation sys-
tem efficiency by giving pilots the tools
to plot their own flight paths. Other FAA
research will focus on the causes of human
error, aircraft safety, fire protection, aviation
weather, engine noise, aircraft emissions, and
security and explosives detection systems.

The National Aeronautics and Space Admin-
istration’s (NASA) Aeronautical Research and
Technology Program funds partnerships with
industry that may revolutionize the next
generation of planes, making them safer,
faster, more efficient, and more compatible
with the environment.

The Federal Government seeks to balance
new physical capacity with the efficiency
and safety of the existing infrastructure.
With this goal in mind:

« DOT will seek to expand the integration
of ITS technology in six metropolitan areas
by 20 percent in 1999, compared to a 1997
survey baseline, and

« DOT, NASA, the Defense Department, and
private industry will work together on re-
search to reduce the fatal aviation acci-
dent rate by a factor of five in 10 years;
the 1995 baseline is 0.35 per 100,000 de-
partures. Research will focus on prevent-
ing equipment malfunctions, reducing
human error, and ensuring the separation
between aircraft and potential hazards.

Transportation Regulation

Federal rules greatly influence transpor-
tation. In the past two decades, deregulation
of the domestic railroad, airline, and interstate
and intrastate trucking industries has boosted
economic growth.

The Federal Government also issues regula-
tions to spur safer and cleaner transportation.
The safety regulations—of cars, trucks, ships,
trains, and airplanes—have substantially cut
the number of transportation-related deaths
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and injuries—for example, saving over 100,000
lives since 1966.

The Federal Government has taken regu-
latory steps to meet transportation-related
environmental and safety goals in a cost-
effective manner. For example, during the
transition to double hulled tank vessels be-
tween now and 2015, the costs of meeting
oil pollution requirements will decline due
to “lightering zone” regulations that tempo-
rarily permit older, single-hull vessels to
offload oil under stringent, environmentally
safe conditions within certain areas in the
Gulf of Mexico.

Tax Expenditures

For the most part, employees do not pay
income taxes on what their employers pay
for parking and transit passes. These tax
expenditures will cost the Government an
estimated $7.1 billion from 1999 to 2003.
To finance infrastructure, State and local
governments issue tax-exempt bonds; the Fed-
eral costs in lost revenues are included
in the calculations for Function 450, “Commu-
nity and Regional Development,” and Function
800, “General Government.”






20. COMMUNITY AND REGIONAL
DEVELOPMENT

Table 20-1. FEDERAL RESOURCES IN SUPPORT OF COMMUNITY
AND REGIONAL DEVELOPMENT
(In millions of dollars)
Estimate
Function 450 Alcgtagl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 13,034 8,660 9,204 8,011 7,805 7,675 7,816
Mandatory Outlays:
EXisting law .........ccccoiiiiiiineenns 312 -119 -418 —-411 -52 —222 —-455
Proposed legislation .......c.cccccceces vvviveviiies e 3 61 139 162 168
Credit Activity:
Direct loan disbursements ............. 2,192 2,153 1,984 2,278 2,392 2,273 2,299
Guaranteed loans ..........cccceveveeenns 896 1,828 1,976 2,005 2,229 2,322 2,320
Tax Expenditures:
EXisting law .......ccccceeviiiiiiiiece, 1,365 1,715 1,870 2,030 1,990 1,885 1,730
Proposed legislation .........cccccccvviies vvvviiieeiiies e 44 19 133 205 196
Federal support for community and regional housing, and promote economic oppor-
development helps build the Nation’s economy, tunity; and

and helps economically distressed urban and
rural communities earn a larger share of
America’s prosperity. The Federal Government
spends over $10 billion a year, and offers
about $1.7 billion in tax incentives, to help
States and localities create jobs and economic
opportunity, and build infrastructure to sup-
port commercial and industrial development.

The needs of States and localities are
varied and hard to measure. Still, Federal
programs have helped create stable, healthy
communities that offer greater economic oppor-
tunity. Communities hard hit by natural
disasters receive Federal assistance to rebuild
infrastructure, businesses, and homes. States
and localities also use these Federal funds
to leverage private resources for their commu-
nity revitalization strategies.

As general goals:

* the Government will help create viable
communities and economic empowerment
through job creation, provide affordable

« the Government will help protect lives and
prevent the loss of property from disaster
hazards; and minimize suffering and has-
ten recovery when disasters occur.

Department of Housing and Urban
Development (HUD)

HUD provides communities with flexible
funds to promote commercial and industrial
development; enhance infrastructure; clean
up abandoned industrial sites, or Brownfields;
and develop strategies for providing affordable
housing close to jobs.

Community Development Block Grant
(CDBG): CDBG, for which the budget pro-
poses $4.7 billion, provides flexible funds for
activities that meet one of three national objec-
tives: (1) benefit low- and moderate-income
persons, (2) help prevent or eliminate slums
or blight, or (3) meet other urgent community
needs that pose immediate threats to public
health. CDBG funds go to improving housing,
public works and services, economic develop-
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ment, and acquiring or clearing land. Seventy
percent of CDBG funds go to over 950 central
cities and urban counties, the remaining 30
percent to States to award to smaller localities.
CDBG'’s Section 108 Loan Guarantee Program,
along with Economic Development Initiative
Grants, gives Federal guarantees to private in-
vestors who buy debt obligations issued by
local governments, thus giving communities ef-
ficient financing for housing rehabilitation,
economic development, and large-scale phys-
ical development projects. The Indian CDBG
program focuses mainly on public infrastruc-
ture, community facilities, and economic devel-
opment. In 1997, 131 Tribes received a total
of $67 million in CDBG grants through com-
petition.

HOME: The budget proposes $1.5 billion in
flexible grants to States and communities to
address their most severe housing needs. Eligi-
ble activities of this program (which is classi-
fied in the Income Security function) include
new construction, rehabilitation, acquisition of
standard housing, assistance to home buyers,
and tenant-based rental assistance. From its
inception in 1992 through June 1997, the pro-
gram’s recipients have committed or used
HOME funds to build or rehabilitate 262,000
housing units and to help 37,000 families pay
their rent.

The 1999 goals for the CDBG and HOME
programs include:

* Increasing the number of CDBG grantees
who incorporate milestones with time-
tables in Consolidated Plans that can help
demonstrate progress in improving locally
defined conditions in their neighborhoods
and communities.

* Developing a standardized HUD assess-
ment of Consolidated Plans.

* Ensuring that communities keep HOME
rental housing affordable to low-income
families during the affordability period
that the program requires.

Also by the end of 1999, HUD will establish
baseline measures against which to judge
the contributions these programs make to
community development and affordable hous-

ing.

Empowerment Zones (EZs) and
Empowerment Communities (ECs): The EZ
program provides tax incentives and grants to
carry out 10-year, community-wide strategic
plans to revitalize designated areas. In Decem-
ber 1994, six urban areas and three rural
areas were designated as EZs. Two supple-
mental urban Zones were designated to receive
a combination of Economic Development Initia-
tive grants, grants, and new tax-exempt bond
financing. In addition, 65 urban and 30 rural
communities were designated as ECs. These
EZs and ECs have begun to leverage resources
to attract private investment, generate job
growth, stimulate business openings and ex-
pansions, construct new housing, expand
homeownership opportunities, and stabilize
neighborhoods.

e In 1999, practically all EZs and ECs will
show satisfactory progress toward locally
defined benchmarks consistent with na-
tional policy goals (e.g., increasing employ-
ment, improving safety, improving edu-
cation levels).

Department of Agriculture

The Agriculture Department (USDA) gives
financial assistance to rural communities and
businesses to boost employment and further
diversify the rural economy, and the budget
proposes $1.5 billion in such assistance. The
Rural Community Advancement Program’s
grants, loans, and loan guarantees help build
rural community facilities, such as health
clinics and day care centers, and create
or expand rural businesses. USDA also pro-
vides loans through the Intermediary Relend-
ing Program (IRP), which provides funds
to an intermediary such as a State or local
government that, in turn, provides funds
for economic and community development
projects in rural areas.

¢ In 1999, USDA will provide 49,000 new
jobs, compared to 37,000 in 1997, through
the IRP and community facilities pro-
grams.

Department of the Interior

The Interior Department’'s Bureau of Indian
Affairs (BIA) helps Tribes manage and gen-
erate significant revenues from mineral, agri-
cultural and forestry resources; a recent inde-
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pendent study estimates that timber harvests,
reforestation, pest management, and fire con-
trol activities provided 49,000 jobs on or
near reservations. BIA also promotes Tribal
and individual self-sufficiency by developing
Tribal resources and obtaining capital invest-
ments. Finally, BIA maintains housing for
needy Tribal members; over 7,000 other build-
ings, including 185 schools and 3,000 housing
units for BIA and Tribal staff, over 100
high-hazard dams, and (with the Transpor-
tation Department and State and local govern-
ments) about 50,000 miles of roads and
745 bridges.

* BIA will measure the success of its eco-
nomic development program by guarantee-
ing about $35 million in loans to establish,
expand, and refinance businesses and
boosting their success rate to 91 percent.

* BIA will measure the success of its facili-
ties programs by providing a 60-percent
increase in high-priority school repairs and
new school construction; its roads program
by implementing a maintenance manage-
ment system and inspections of at least
half of all bridges and 80 percent of roads;
and its dam safety program by repairing
or planning repairs on seven dams and
inspecting at least 25 dams.

* BIA will measure the success of its trust
programs by implementing or maintaining
about 150 Tribal resource management
plans, projects, co-management programs,
and fishing access sites; supporting 15 irri-
gation projects; developing 46 million acres
for farming and grazing; completing the
first phase of a comprehensive environ-
mental audit; funding 20 water rights ne-
gotiation teams; and reducing probate and
land title backlogs by at least 20 percent.

Tennessee Valley Authority (TVA)

TVA operates an important set of integrated
navigation, flood control, water supply, and
recreation programs that, with TVA'’s electric
power program, contributes to the prosperity
of the seven-State region it serves. The
budget provides $77 million for the agency’s
non-power programs, ensuring that they retain
funding as the Administration and Congress
consider alternatives for the agency in both
the power and non-power areas.

e TVA will maximize the number of days
the Tennessee River is open to commercial
navigation from Knoxville, Tennessee to
Paducah, Kentucky, with a 1999 perform-
ance target of full availability 93 percent
of the time.

* TVA will minimize flood damage by oper-
ating the river system with flood control
as a priority, maintaining a 1999 target
of 79 percent of flood storage availability.

Commerce Department’s Economic
Development Administration (EDA)

EDA creates jobs and stimulates commercial
and industrial growth in economically dis-
tressed areas—rural and urban areas with
high unemployment, high poverty rates, or
sudden and severe distress. EDA’s public
works grants help build or expand public
facilities to stimulate and foster industrial
and commercial growth, such as industrial
parks, business incubators, access roads, water
and sewer lines, and port and terminal
developments. EDA, working with State and
local governments and the private sector,
has completed over 40,000 projects, creating
or retaining over three million private sector
jobs. EDA has invested over $16 billion
in grants and generated over $36 billion
in private investment. From 1992 to 1997,
EDA awarded 1,006 public works grants,
totaling $975 million, to economically dis-
tressed communities to build these types
of infrastructure projects.

EDA works with State and local govern-
ments, businesses, economic development dis-
tricts, and non-profit organizations to identify
and fund high-priority projects in the neediest
communities. The grants also provide technical
assistance to communities and firms on prob-
lems that stifle economic growth. In addition,
EDA'’s economic adjustment assistance grants
help communities solve severe adjustment
problems, such as those resulting from natural
disasters and industry relocations or major
downsizings. To date, EDA has provided
almost $500 million in disaster recovery grants
to help speed the recovery of disaster-impacted
communities Nation-wide.

¢ In 1999, EDA projects that it will create
or retain 22,500 jobs directly and 7,500
jobs indirectly, for a total of 30,000 jobs.
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Disaster Relief and Insurance

The Federal Government provides financial
help to cover a large share of the Nation’s
losses from natural hazards. In recent years,
spending from the two major Federal disaster
assistance programs—the Federal Emergency
Management Agency's (FEMA) Disaster Relief
Fund and the Small Business Administration’s
(SBA) Disaster Loan program—has risen sig-
nificantly, largely because demographic and
economic growth has been great in hurricane-
and earthquake-prone areas. The Federal Gov-
ernment shares the costs with States for
infrastructure rebuilding; makes disaster loans
to individuals and businesses; and provides
grants for emergency needs and housing
assistance, unemployment assistance, and cri-
sis counseling. In addition, the National Flood
Insurance Program enables property owners
to purchase flood insurance that the commer-
cial market does not offer. To mitigate future
losses, and in exchange for flood insurance,
communities must adopt and enforce floodplain
management measures that protect lives and
new construction from flooding.

In 1997, FEMA began Project Impact, a
national effort to shift the focus of emergency
management from post-disaster response to
pre-disaster activities that reduce potential
future damage. FEMA is expanding the pro-
gram in 1998, and will strive for at least
one ‘“disaster resistant community” in each
State by the end of 1999. In 1999, SBA
proposes to support FEMA's mitigation project
by making available disaster loans for small
businesses in the targeted communities to
finance mitigation improvements for perma-
nent or fixed business properties.

FEMA's 1999 goals include:

« Decreasing, by 10 percent, the average
time from disaster declaration to Hazard
Mitigation Grant Program grant obliga-
tion, using the average grant delivery time
through 1997 as a baseline;

e Completing 12 hurricane evacuation stud-
ies and achieving 60 percent of the man-
dated review of community flood map
needs; and

e Answering 95 percent of claimant ques-
tions on the first call and cutting, in half,

disaster claimant transcription time and
costs billable to the disaster relief fund.

SBA's 1999 goals include:

e Increasing the number of disaster loans
processed within 21 days from 85 percent
to 90 percent of applications.

* Increasing the percentage of disasters in
which effective field presence is estab-
lished within three days of a declaration
from 85 percent to 90 percent.

Appalachian Regional Commission (ARC)

Established in 1965, ARC targets its re-
sources to highly distressed areas, focusing
on critical development issues on a regional
scale, and making strategic investments that
encourage other Federal, State, local and
private participation and dollars. When com-
pared with “twin counties” outside the 13-
State region, ARC counties have grown 17
times faster in private sector employment,
seven times faster in population, and 34
times faster in per capita income. From
1950 to 1960, before the ARC was in place,
employment fell 1.5 percent in Appalachia
but grew 15 percent Nation-wide. During
the most recent reporting period, 1988 to
1996, Appalachian employment grew at the
national rate of 10.6 percent.

In 1999:

e As a result of ARC training, 7,500 people
will retain or get jobs; and

e ARC will place 100 physicians in the re-
gion’s health professional shortage areas,
to serve another 50,000 patients a year.

The Administration proposes to apply the
proven ARC model to the Mississippi Delta
Region, an adjoining section with tremendous
and wide-ranging needs, in order to: (1)
target the Nation’'s truly poor; (2) provide
economic development opportunities in a re-
gional, multi-State context; (3) provide flexible
assistance to address local economic develop-
ment decision-making; (4) create a partnership
that links communities, States, and the Fed-
eral Government in a coordinated response
to economic distress; and (5) leverage other
resources to foster self-sustaining economies.
The budget proposes a Delta Region Develop-
ment Program, under the auspices of the
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ARC that would establish the Delta Regional
Commission to assist in the Region’s economic
development.

Tax Expenditures

The Federal Government provides several
tax incentives to encourage community and
regional development activities: (1) tax-exempt
bonds for airports, docks, high-speed rail
facilities, and sports and convention facilities
(costing $5.6 billion from 1999 to 2003);
(2) tax incentives for qualifying businesses
in economically distressed areas that qualify
as Empowerment Zones—including an em-
ployer wage credit, higher up-front deductions
for investments in equipment, tax-exempt

financing, and accelerated depreciation—as
well as capital gains preferences for certain
investments in the District of Columbia and
incentives for first-time buyers of a principal
residence in D.C. (costing $3 billion over
the five years); (3) a 10-percent investment
tax credit for rehabilitating buildings that
were built before 1936 for non-residential
purposes (costing $335 million over the five
years); (4) tax exemptions for qualifying mu-
tual and cooperative telephone and electric
companies (costing $335 million over the
five years); and (5) up-front deductions of
environmental remediation costs at qualified
sites (costing $305 million over the five
years).
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EDUCATION, TRAINING, EMPLOYMENT,

AND SOCIAL SERVICES

Table 21-1. FEDERAL RESOURCES IN SUPPORT OF EDUCATION,
TRAINING, EMPLOYMENT, AND SOCIAL SERVICES
(In millions of dollars)
Estimate
Function 500 Alciagl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 42,488 46,365 48,608 49,139 49,420 49,297 48,883
Mandatory Outlays:
EXisting law .........ccccoiiiiiiineenns 13,690 13,126 12,090 11,157 10,867 10,067 12,085
Proposed legislation .........cccccceeees cvviiveennen. -158 1,789 2,877 3,490 3,968 4,442
Credit Activity:
Direct loan disbursements ............. 10,286 13,338 13,671 14,483 15,280 16,093 16,951
Guaranteed loans ...........cccceeveennee. 19,542 25,052 25,690 27,301 28,841 30,402 32,035
Tax Expenditures:
EXisting law .......ccccceeviiiiiiiiece, 27,430 33,755 57,295 59,510 61,140 62,905 64,625
Proposed legislation ..........cccceceees cvviveennnen. 15 1,010 2,859 3,205 2,839 2,738

The Federal Government helps States and
localities educate young people, helps the
low-skilled and jobless train for and find
jobs, helps youth and adults of all ages
overcome financial barriers to postsecondary
education and training, helps employers and
employees maintain safe and stable work-
places, and helps provide social services for
the needy.

The Government spends over $62 billion
a year on grants to States and localities;
on grants, loans, and scholarships to individ-
uals; on direct Federal program administra-
tion; and on subsidies leveraging nearly $40
billion in loans to individuals. It also allocates
about $58 billion a year in tax incentives
for individuals.

Education

Education is the principal means of upward
mobility for Americans who want better lives
for themselves and their families. While educa-
tion is mainly the province of State and
local governments, and of families and individ-

uals, the Federal government plays an essen-
tial role.

The Federal role is focused in the following
areas.

Pre-School: Head Start gives low-income
children a comprehensive approach to child de-
velopment, stressing language and cognitive
development, health, nutrition, and social com-
petency.

e In 1999, Head Start will serve an addi-
tional 30,000 to 36,000 children, for a total
of 860,000 to 866,000 children, continuing
progress toward the Administration’s goal
of one million children served in 2002.

* Within the overall total of children served,
in 1999 an additional 10,000 children
under age three will participate in the
Early Head Start component, for a total
of nearly 50,000—the first step toward the
Administration’s goal of doubling Early
Head Start participation from its 1998
level of nearly 40,000 to 80,000 by 2002.
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National evaluation studies of both the
regular Head Start program and the Early
Head Start component are under way, for
which preliminary results are expected in
the spring and summer of 1998.

Elementary and Secondary Education:
Federal spending for elementary and second-
ary education targets important national
needs, such as equal opportunity and higher
academic standards to improve student
achievement. For example, most low-perform-
ing children in low-income schools get extra
educational assistance through the Title I-Edu-
cation for the Disadvantaged program. Other
programs provide related support for children
with disabilities and limited English proficient
children; support teacher and administrator
training; help finance and encourage State,
school, and system reforms; and support re-
search and technical assistance.

The Administration’s long-term goal is to
help all children, and especially low-income
and minority children, make steady gains
over time. Federal programs make a signifi-
cant contribution to improved learning results.

e Citing Title I, as well as Head Start and
child nutrition programs, a 1994 RAND
study found that “the most plausible” way
to explain big education gains of low-in-
come and minority children in the past
30 years is “some combination of increased
public investment in education and social
programs and changed social policies
aimed at equalizing educational opportuni-
ties.”

e Minority students have made substantial
gains in science, math, and reading since
the 1970s, narrowing the gap between mi-
nority and Caucasian student achievement
by about a third.

The Federal focus began to change in
1994 from supporting individual programs
to emphasizing school-wide and school system
reforms, through the President’s Goals 2000
Educate America Act and his Improving Amer-
ica’s Schools Act. These laws support State
and local standards-based reform efforts and
speed the use of technology in education
to help raise learning gains. Overall, these
new approaches freed States and schools
from Federal restrictions, providing greater

flexibility while requiring more accountability
for results. Early results show that the
new approaches are having a significant im-
pact:

e A 1997 review of State plans showed that
44 had content standards in at least read-
ing and math, and 26 States had perform-
ance standards.

< All States have established school support
teams that provide high-quality guidance
to Title I schools.

e All States now have plans to ensure that
(1) classrooms are equipped with modern
computers and connected to the Internet,
(2) software is an integral part of the cur-
riculum, and (3) teachers are ready to use
and teach with technology.

« Business-school partnerships are develop-
ing new software and new ways to use
technology to raise student achievement.

* By the end of the 1998-1999 school year,
nearly all States will have challenging
content and performance standards in
place for two or more core subjects, and
by 2001 nearly all States will have assess-
ments aligned to the standards. Before
Goals 2000, almost no States had chal-
lenging academic standards in place.

e In 1999, Title |1 grants to school districts
will provide educational services to over
10 million students in high poverty com-
munities, over half a million more children
than in 1998.

e Each year, the National Assessment of
Education Progress (NAEP) will help
measure progress toward achieving the
goal that rising percentages of all students
will meet or exceed basic, proficient, and
advanced performance levels in national
and State assessments of reading, math,
and other core subjects, and the goal that
students in high-poverty schools will show
improvement gains comparable to those
for all students.

Title VI Education Block Grant: This pro-
gram provides general resources for education.
It does not have clear, measurable goals and
is not designed in law to produce specific re-
sults in terms of student achievement gains.
Evaluations of the program show that school
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districts generally use the funds for routine
activities that do not improve teaching and
learning. As a result, the budget eliminates
funding for this program in order to support
other programs, such as Title I, for which
there are strong indicators of results in terms
of student achievement gains.

Individuals with Disabilities: Under the
Individuals with Disabilities Education Act,
the Education Department works with States
to ensure that children with disabilities benefit
from the Act's requirement for a “free appro-
priate public education” and are part of all
accountability systems. The Education Depart-
ment and the States actively work to monitor
and improve the performance of those stu-
dents. In 1998, all States will have perform-
ance goals and strategies in place for children
with disabilities aged three to 21, and will
begin to report their progress toward meeting
those goals.

e In 1999, all States will participate in regu-
lar assessments of children with disabil-
ities and in reporting the results.

Limited English-Proficient Children:
With regard to the growing population of chil-
dren with limited English proficiency, the Ad-
ministration proposes that rising percentages
of teachers and other staff have the skills
needed to enable these students to meet chal-
lenging standards.

e In 1999, the Administration will help
States hire and train 4,000 new teachers
for children with limited English pro-
ficiency.

Reading: A student's most basic skill to
master is reading. Although reading problems
are particularly severe for disadvantaged stu-
dents, students with reading difficulties rep-
resent a cross-section of American children. In
1994, only 30 percent of 4th graders scored
at the proficient level in reading on NAEP,
while 40 percent scored below the basic level.
In 1998, the President launched the America
Reads Challenge to provide extra help to meet
the goal that every child will read well and
independently by the end of the third grade.

e In 1999, America Reads will continue to
help increase the percentages of fourth-
graders that meet basic, proficient, and
advanced levels in reading on the 4th

grade NAEP (administered in 1998 and
every two years thereafter).

Public School Choice: Charter schools in-
troduce innovation and choice into public
schools. In 1997, about 700 charter schools
were operating around the Nation, of which
about 420 received Federal funding. In 1999,
at least 1,500 charter schools will be operating,
continuing progress toward the President’s
goal of 3,000 charter schools by 2001.

Voluntary National Tests: The Adminis-
tration’s proposed voluntary national 4th grade
reading and 8th grade mathematics tests for
students will help students and their parents
and teachers know, for the first time, how well
students perform compared to other students
nationally and internationally. They will also
provide important information about how well
education reform efforts are working.

Postsecondary Education: The economic
returns to a college education are dramatic.
Full-time male workers over 25 years old with
at least a bachelor’s degree earned 89 percent
more in 1993 than comparable workers with
just a high school degree. Moreover, the bene-
fits of college extend beyond the college grad-
uates themselves. The resulting higher socio-
economic status of parents with college degrees
leads to greater educational achievement by
their children.

Since the 1960s, the Federal Government
has played a growing role in helping Ameri-
cans go to college. Federal programs finance
two-thirds of all direct student aid (i.e.,
excluding general State and local support
for public higher education). From 1964 to
1993, these programs have helped nearly
triple college enrollment, increasing by a
third the share of high school graduates
who attended college, and raise college enroll-
ment rates for minority high school graduates
by nearly two-thirds.

e In 1999, the Education Department will
help an estimated 8.8 million students
under its student aid programs.

e In 1999, an estimated 12.6 million stu-
dents will receive college tax credits.

Scholarships for Low-lIncome Students:
Research shows that, at the levels of median
income and below, Pell Grant recipients are
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twice as likely to earn a bachelor's degree as
are non-recipients. The President has pro-
posed, and Congress has enacted, increases in
the maximum Pell Grant award from $2,300
in 1993 to $3,000 in 1998. In 1998, an esti-
mated 3.9 million needy students will receive
Pell Grants to finance their college educations.

¢ In 1999, the Pell Grant maximum award
will total $3,100 and 3.9 million students
will receive Pell grants.

Easing Loan Repayment: The President
proposed, and Congress enacted, the 1993 Stu-
dent Loan Reform Amendments that created
the Income Contingent Repayment (ICR) op-
tion for loans. With ICR, students who have
significant debt burdens and who want to take
lower-paying community service jobs can make
their payments affordable through ICR. In ad-
dition, students who have trouble repaying
loans under other schedules can switch to ICR.
By the end of calendar 1997, the third year
ICR was available, 65,000 borrowers had al-
ready signed up for this repayment option.

e In 1999, ICR will continue to be available
to as many students who want it.

Modernization of the Student Aid Deliv-
ery System: The Education Department man-
ages the delivery of student aid benefits to
over seven million students in nearly 7,000
postsecondary schools, and oversees the direct
and guaranteed loan systems affecting 37
million individuals, 4,800 lenders, and 36
guarantee agencies. The Department has made
modernization of student financial aid manage-
ment one of its highest priorities. Major parts
of the effort include improving customer serv-
ice at lower cost through better contracting
practices and using new information tech-
nology. For example, students can now apply
for student financial aid electronically and ac-
cess their direct student loan information over
the Internet.

In 1999, the Department expects to continue
to make progress toward the goals it has
set for 2000, including to:

* increase, to three million, the annual num-
ber of students applying for Federal aid
electronically;

* enable students and families applying for
Federal aid electronically to have their eli-

gibility determined in four days, cutting
in half the current processing time;

« make the Department’'s website the most
comprehensive and efficient source of in-
formation on Federal student aid and pro-
gram requirements, reducing hard copies
of materials that now must be printed and
mailed by at least a third;

e test a multi-year promissory note for stu-
dent loans to streamline application proce-
dures, minimize delays in receiving funds,
and provide better consumer information
for borrowers; and

 establish, with its partners in the financial
aid community, mutually agreed upon in-
dustry-wide standards for data exchanges
needed in administering student aid.

Student Loan Defaults: In recent years,
the Education Department has made great
progress in reducing defaults and increasing
collections from defaulters. The national stu-
dent loan cohort default rate used for institu-
tional eligibility dropped for the fifth straight
year to 10.4 percent for 1995, down from 10.7
percent for 1994. The 1995 rate represents the
group of borrowers whose first loan repay-
ments came due in 1995 and who defaulted
before October 1, 1996.

Over the most recent five-year period, the
default rate has fallen by over half, from
22.4 percent in 1990. This dramatic reduction
is due, in large part, to the Education
Department’s improved institutional oversight
that has, in turn, led to the removal of
875 schools, including 672 schools from all
student aid programs and 203 schools from
the Federal loan programs. In addition, the
department has implemented rigorous recer-
tification standards for institutions to partici-
pate in the student aid programs. As a
result, it has rejected about a third of
initial applications to participate in the stu-
dent aid programs over the last three years—
twice the rate in 1990.

e In 1999, the default rate will continue to
decline toward the goal of 10 percent or
less by 2002.

Direct Loan Consolidations: By relying
more on performance-based contracting, the
Education Department is ensuring the smooth
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running of the loan consolidation contract. The
Department is also improving the loan consoli-
dation process by improving the accuracy of
its data, strengthening managerial controls
through better tracking and reporting, increas-
ing the number and expertise of consolidation
contractor staff, and speeding up the loan cer-
tification process. As a result of new proce-
dures in 1998, the department will average
no more than 60 to 90 days to complete a
loan consolidation application.

e In 1999, average time to complete a loan
consolidation application will continue to
decline.

e In 1999, surveys of borrowers will show
that applicants for loan consolidation are
highly satisfied with the timeliness and
accuracy of the loan consolidation process.

Education Department Year 2000 Com-
pliance: The Department has launched a
major effort to ensure that its systems are not
adversely affected by the year 2000 date
change.

e In March 1999, all of the Education De-
partment's mission-critical and mission-
important systems will be verified as year
2000 compliant.

Labor

Elementary, secondary, and postsecondary
investments enable Americans to acquire the
skills to get good jobs in an increasingly
competitive global economy. In addition, most
workers acquire more skills on the job or
through billions of dollars that employers
spend to enhance worker skills and productiv-
ity.

Some workers however, also benefit from
special, targeted assistance. In addition to
Pell Grants, student loans, and tax credits,
the Federal Government spends nearly $7
billion a year through Department of Labor
(DOL) programs that finance job training.
In addition, workers who want to learn
about job openings can tap into the State
Employment Service and One-Stop Career
Center System, a labor exchange that's univer-
sally available through DOL’s popular Ameri-
ca’'s Job Bank (AJB) website, which lists
over 750,000 job vacancies every day and
receives 40 to 45 million “hits” a month.

DOL has launched several longitudinal eval-
uations of its job training programs over
the past two decades, including major impact
evaluations of the Job Corps and Dislocated
Worker Assistance programs. Past studies
have found mixed, but generally positive,
results for the DOL job training programs.

While impact evaluations are the best meas-
ure of program effectiveness, DOL also sets
annual performance goals for its major job
training programs. Performance goals for 1999
will continue to emphasize job placement,
employment retention, and earnings levels.

The Job Training Partnership Act’'s
(JTPA) Dislocated Worker Assistance: This
program provides training and employment
services to about 685,000 displaced workers a
year.

* In 1999, about 76 percent of those who
receive services will be working three
months after leaving the program, earning
an average hourly wage that represents
97 percent of the wage in their previous
job.

JTPA’s Adult Training Grants: This pro-
gram helps over 400,000 low-income individ-
uals get training, support services, and job
placement assistance.

* In 1999, about 60 percent of those who
receive services will be working three
months after leaving the program, with
weekly earnings averaging $270.

Job Corps: The Corps provides skill train-
ing, academic and social education, and sup-
port services in a structured, residential set-
ting to nearly 70,000 very disadvantaged youth
a year at 118 centers.

* In 1999, about 75 percent of those who
leave the program will get jobs or pursue
further education, while those beginning
work will start at an average hourly wage
of $6.25.

Employment Service/One-Stop Career
Centers: The Employment Service provides a
free labor exchange for all workers and job
seekers, and is growing more and more effec-
tive by expanding its implementation of One-
Stop Career Centers.
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* In 1999, DOL will continue to expand the
One-Stop Career Center System to include
40 percent of all local employment service
and JTPA offices, compared to 16 percent
in 1997, and increase the number of em-
ployers listing jobs with the AJB website
by 20 percent over the 1997 level.

School-to-Work: All States are implement-
ing school-to-work systems, using the five-year
Federal “venture capital”’ grants to devise new
collaborations between schools and the private
sector. In 1996, the program, which began in
1994, was serving one million youth and 23
percent of schools.

e In 1999, 1.5 million youth will be actively
engaged in school-to-work activities, and
25 percent of high schools will offer key
school-to-work components.

Workplace Protections

DOL regulates compliance with various laws
that give workers certain workplace protec-
tions—a minimum wage for virtually all work-
ers, prevailing wages and equal employment
opportunity for workers on government con-
tracts, overtime pay, restrictions on child
labor, and time off for family illness or
childbirth. In these areas, the Federal Govern-
ment is working to increase industry’s compli-
ance with labor protections through voluntary
compliance initiatives (coupled with continued
strong enforcement), outreach to new and
small business, and targeted enforcement in
specific industries, with specific measurable
goals.

e In 1999, compared to 1997, labor law com-
pliance will increase by five percentage
points in such industries as domestic gar-
ments in certain targeted cities, and in
poultry processing.

National Service

The Corporation for National and Commu-
nity Service supports programs providing serv-
ice opportunities Nation-wide for Americans
of all ages and backgrounds. Through Corpora-
tion-supported projects, over 1.5 million par-
ticipants work to address the Nation’s unmet,
critical needs. The Corporation organizes its
programs into three streams of service, with
various annual performance goals.

AmeriCorps: AmeriCorps will engage
56,000 Americans of all ages and backgrounds
in community service, and provide education
awards in return for such service.

¢ In 1999, AmeriCorps VISTA members will
generate cash and in-kind resources for
their sponsoring organizations at a rate
of $2.50 for every $1 of Federal funds.

Learn and Serve America: This program
provides opportunities for one million students
to improve their academic learning while par-
ticipating in service-learning projects in
schools, universities, and communities.

e In 1999, 200,000 high school and college
students in Learn and Serve projects will
provide literacy tutoring to children in
grades K-3.

National Senior Service Corps: The
Corps, comprising over 500,000 people age 55
and older, encourages seniors to use their ex-
perience, skills and talents while serving as
Foster Grandparents, Senior Companions, and
the Retired and Senior Volunteers.

e In 1999, the program will serve 150,000
special needs youth and frail elderly.

Social Services

Vocational Rehabilitation Services: The
Vocational Rehabilitation program provides
funds to States to help about 750,000 individ-
uals with disabilities prepare for independent
living or gainful employment each year. In
1997, the program helped to rehabilitate
217,500 individuals with disabilities. The pro-
gram has not had consistent performance goals
and measures of progress.

e In 1999, under proposed legislation, all
States will develop challenging State-spe-
cific goals based on a comprehensive as-
sessment of the vocational rehabilitation
needs of individuals with disabilities in
the State, describe the strategies it will
use to address those needs, and report on
progress made towards those goals.

Social Services Block Grant: The budget
targets funding to programs that can better
demonstrate positive performance. The Social
Services Block Grant supports a broad range
of social service programs, but without statu-
tory performance goals or measures of prog-
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ress. As a result, the budget reduces funding
for this program in order to help provide fund-
ing for other higher priority programs with
greater demonstrated outcomes, such as Head
Start and child care.

Tax Incentives

The Federal Government helps individuals,
families, and employers (on behalf of their
employees) plan for and buy education and
training through numerous tax benefits, which
will cost an estimated $57.3 billion in 1999.
Along with the new Hope and Lifetime Learn-
ing tax credits for college costs, the tax
code provides other ways to pay for education

and training. State and local governments,
for instance, can issue tax-exempt debt to
finance student loans or to build the facilities
of non-profit educational institutions. Interest
from certain U.S. Savings Bonds is tax-
free if the bonds go solely to pay for education.
Many employers provide employee benefits
that do not count as income. Starting in
1998, many taxpayers can deduct the interest
on student loans. Finally, the tax code gives
employers a Work Opportunity Tax Credit
and a Welfare-to-Work Tax Credit, letting
them claim a tax credit for part of the
wages they pay to certain hard-to-employ
people who work for them for a minimum
period.
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HEALTH

Table 22-1. FEDERAL RESOURCES IN SUPPORT OF HEALTH
(In millions of dollars)
Estimate
Function 550 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 25,086 26,355 27,515 28,276 29,221 30,479 32,957
Mandatory Outlays:
Existing law .......cccocoovniiienennn. 100,882 106,339 115,050 122,450 131,564 141,347 152,447
Proposed legislation .........c.cceee i v, 44 124 224 -110 -120
Credit Activity:
Direct loan disbursements ............. 21 it s e e e e
Guaranteed loans ...........cccceeeennee. 140 152 74 13 6 e
Tax Expenditures:
EXisting law ........ccoccovvvviiiiciens 75,506 80,580 85,925 91,480 97,585 104,356 112,109

Federal health programs work to improve
America’s health. In 1999, the Federal Govern-
ment will spend about $141 billion and
allocate about $86 billion in tax incentives
to provide direct health care services, promote
disease prevention, further consumer and occu-
pational safety, conduct and support research,
and help train the Nation's health -care
work force. Together, these Federal activities
have generated considerable progress in ex-
tending life expectancy, cutting the infant
mortality rate to historic lows, preventing
and eliminating infectious diseases, leveling
fatality among those with HIV/AIDS, and
maintaining the quality of life of individuals
suffering from chronic diseases and disabil-
ities.

In 1995, estimated life expectancy matched
the record high, 75.8 years, of 1992. The
steady rise since the early 1900s is partly
attributable to advances in medical science,
health technologies, and public health adminis-
tration. Furthermore, infant mortality has
reached a record low of 7.5 infant deaths
per 1,000 live births, a six-percent reduction
from the previous year. For the first time,
HIV/AIDS death rates did not increase from
the previous year. The age-adjusted death

rate from HIV infection was 15.4 deaths
per 100,000 population in 1995.

President Johnson and Congress created
Medicaid in 1965 as a Federal-State partner-
ship to provide health insurance for the
low-income elderly and the poor. Since then,
the Nation’s leaders have expanded the pro-
gram from time to time to meet emerging
needs. In 1986, for instance, they answered
public concerns about high infant mortality
rates and the decline in private insurance
coverage by expanding Medicaid coverage for
prenatal and child health services. In 1997,
the President and Congress created a new
children’s health program that builds on
the success of previous Medicaid expansions
for children.

The Federal Government also helps expand
health care coverage to those with which
it has a special obligation (including veterans,
uniformed military personnel, and American
Indians and Alaska Natives). To foster signifi-
cant advances in treatments and cures, Fed-
eral health grants help sponsor biomedical
research that would not otherwise take place.
Together, Federal assistance in health im-
proves the public welfare and health status.
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The Department of Health and Human
Services (HHS) is the Federal Government's
lead agency for health programs. HHS’ Strate-
gic Plan states the agency mission as: “to
enhance the health and well-being of Ameri-
cans by providing for effective health and
human services and by fostering strong, sus-
tained advances in the sciences underlying
medicine, public health, and social services.”

HHS’

(1) Reduce the major threats to health
and productivity of all Americans;

Strategic Plan includes six goals:

(2) Improve the economic and social well-
being of individuals, families, and com-
munities in the United States;

(3) Improve access to health services and
ensure the integrity of the Nation’s
health entitlement and safety net pro-
grams;

(4) Improve the quality of health care and
human services;

(5) Improve public health systems; and

(6) Strengthen the Nation’s health sciences
research enterprise and enhance its pro-
ductivity.

Health Care Services and Financing

Of the estimated $141 billion in Federal
health care outlays in 1999, 88 percent
finances or supports direct health care services
to individuals.

Medicaid: This Federal-State health care
program served about 33 million low-income
Americans in 1997, with the Federal Govern-
ment spending $95.6 billion (57 percent of the
total) while States spent $72 billion (43 per-
cent). States that participate in Medicaid must
cover several categories of eligible people, in-
cluding certain low-income elderly, people with
disabilities, low-income women and children,
and several mandated services, including hos-
pital care, nursing home care, and physician
services. States also may cover optional popu-
lations and services. Under current law, Fed-
eral experts expect total Medicaid spending to
grow an average of 7.2 percent a year from
1998 to 2003.

1 Excluding Medicare and the military and veterans medical pro-
grams.

Medicaid covers a fourth of the Nation’s
children and is the largest single purchaser
of maternity care as well as of nursing
home services and other long-term care serv-
ices; the program covers almost two-thirds
of nursing home residents. The elderly and
disabled made up less than a third of Medicaid
beneficiaries in 1996, but accounted for almost
two-thirds of spending on benefits. Other
adults and children made up over two-thirds
of recipients, but accounted for less than
a third of spending on benefits. Medicaid
serves at least half of all adults living
with AIDS (and up to 90 percent of children
with AIDS), and is the largest single payer
of direct medical services to adults living
with AIDS.

States increasingly rely on managed care
arrangements to provide health care through
Medicaid, with enrollment in such arrange-
ments rising from 7.8 million in 1994 to
13 million in 1996.

The 1997 Balanced Budget Act (BBA) made
important changes to Medicaid in order to
reduce spending, mainly by reducing the
Disproportionate Share Hospital program, and
giving States more flexibility. Specifically,
the Act gave States the option of requiring
most beneficiaries to enroll in managed care
plans without seeking a Federal waiver. It
repealed the Boren Amendment, giving States
more flexibility to set hospital and nursing
home reimbursement rates. It added a State
option of guaranteeing Medicaid eligibility
to children for 12 months, regardless of
changes in the child's family income, and
restored Medicaid benefits for certain groups
of immigrants who would otherwise lose them
under the 1996 welfare law.

The Health Care Financing Administration
(HCFA), which administers Medicaid, will
work with the States to develop and test
Medicaid performance goals in accordance
with the 1993 Government Performance and
Results Act. Because Medicaid's success is
integrally related to States’ decisions on eligi-
bility, reimbursement rates, delivery systems,
and services, HCFA must select performance
goals in consultation with States to ensure
that they are compatible with State goals
and objectives.
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In 1998, HCFA and the National Association
of State Medicaid Directors will conduct three
formal consultation meetings to:

* identify areas of performance measure-
ment;

* identify potential performance measures;
and

e reach consensus on performance measures
for HCFA's 2000 Annual Performance
Plan.

In 1999, HCFA will work with the States
to establish performance measurement base-
lines and performance targets.

Medicaid supports HHS' first three strategic
goals.

Children’s Health Insurance Program:
Ten million American children lack health in-
surance. To increase the number of children
with insurance, the BBA established the State
Children’s Health Insurance Program (CHIP),
which provides $24 billion over the next five
years for States to expand health insurance
coverage to low-income, uninsured children.
The new program strikes a balance between
providing States with broad flexibility in pro-
gram design and protecting beneficiaries
through basic Federal standards. States have
great flexibility to choose to expand Medicaid,
create a separate State program, or use a com-
bination of the two. At the same time, the
new law ensures that States provide a mean-
ingful benefit package, limit cost sharing,
maintain their current Medicaid programs,
and provide accountability.

Each State may receive CHIP funding after
HCFA approves its child health plan. State
child health plans must describe the strategic
objectives, performance goals, and performance
measures used to assess the effectiveness
of the plan. In preparation for its 2000
Annual Performance Plan, HCFA will work
with the States to develop a consensus for
a performance measure related to cutting
the number of uninsured children and increas-
ing the enrollment of eligible children in
CHIP and Medicaid.

In developing such a measure, HCFA and
the States likely will consider such factors
as:

« How much CHIP has increased the num-
ber of children with creditable health cov-
erage;

¢ The characteristics of the children and
families who were helped;

e The quality of coverage and types of bene-
fits provided;

» The level of State contributions; and
* Recommendations to improve the program.

HCFA will work with the States to identify
possible sources of data for performance meas-
urement. In 2002, the Secretary of Health
and Human Services will issue a report,
based on State evaluations, with conclusions
and recommendations.

HHS also is working to develop performance
measures for CHIP. As does Medicaid, CHIP
supports HHS' first three strategic goals.

Other Health Care Services: HHS supple-
ments Medicare and Medicaid with a number
of ‘“gap-filling” grant activities to support
health services for low-income or specific popu-
lations, including Consolidated Health Center
grants, Ryan White AIDS treatment grants,
the Maternal and Child Health block grant,
Family Planning grants, and the Substance
Abuse block grant. In addition, the Indian
Health Service (IHS) delivers direct care to
about 1.3 million American Indians and Alas-
ka Natives as a part of the Federal Govern-
ment’'s trust obligations. The IHS system, lo-
cated primarily on or near reservations, in-
cludes 49 hospitals, 195 health centers, and
almost 300 other clinics.

HHS agencies have sought to ensure that
specific populations have access to high-quality
Federal health services. Similar to health
insurance programs, these supplemental
health service programs support HHS' first
three strategic goals. HHS agencies have
developed performance measures to help plan,
track, and evaluate program effectiveness.

In 1999, HHS agencies will work to meet
the following goals:

¢ IHS: Cut the incidence of amputation and
blindness linked to diabetic neuropathy
and retinopathy by five percent in the Na-
tive American and Alaska Native diabetic
populations, compared to the 1996 rate,
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which varies from 45 percent among the
Sioux to 18 percent among the Pima Indi-
ans.

e Substance Abuse and Mental Health Serv-
ices Administration: Reverse the upward
trend and cut monthly marijuana use
among 12 to 17-year-olds by 25 percent,
from the 1995 baseline of 8.2 percent to
6.2 percent, by the end of 2002.

* Health Resources and Services Administra-
tion (HRSA): Increase the percent of in-
fants born to pregnant women receiving
prenatal care, beginning in the first tri-
mester, from the 1995 rate of 81.3 percent.

« HRSA: Cut, by eight percent, the number
of AIDS cases in children as a result of
perinatal transmission, compared to the
1996 baseline of 678 cases.

e Agency for Health Care Policy and Re-
search: Release and disseminate Medical
Expenditure Panel Survey data and asso-
ciated products to the public within nine
to 12 months of data collection.

» Office for Civil Rights: Increase the num-
ber of managed care plans in compliance
with Title VI, Section 504 and the Ameri-
cans with Disabilities Act.

Also in 1999, the Consumer Product Safety
Commission will reduce product-related head
injuries to children by 10 percent.

Prevention Services: Prevention can go far
to improve Americans’ health. Measures to
protect public health can be as basic as provid-
ing good sanitation and as sophisticated as
preventing bacteria from developing resistance
to antibiotics. State and local health depart-
ments traditionally lead such efforts, but the
Federal Government—through HHS’ Centers
for Disease Control and Prevention (CDC)—
also provides financial and technical support.
For a half-century, CDC has worked with
State and local governments to prevent syphi-
lis and eliminate smallpox and other commu-
nicable diseases.

More recently, CDC has focused on prevent-
ing a host of diseases, including breast cancer,
prostate cancer, lead poisoning among chil-
dren, and HIV/AIDS. Furthermore, CDC is
working to reduce the prevalence of chlamydia
among high-risk women under age 25 in

federally-funded family planning and Sexually
Transmitted Disease (STD) clinics from nine
percent in 1996 to below six percent. HHS’
prevention programs support its first, fourth,
and fifth strategic goals.

e Working with HCFA, CDC will continue
to help States ensure that, by age two,
at least 90 percent of all U.S. children re-
ceive each recommended basic childhood
vaccine.

Biomedical Research: The National Insti-
tutes of Health (NIH) is among the world’s
foremost biomedical research centers and the
Federal focal point for the Nation’s biomedical
research. NIH research is designed to gain
knowledge to help prevent, detect, diagnose,
and treat disease and disability. NIH conducts
research in its own laboratories and clinical
facilities; supports research by non-Federal sci-
entists in universities, medical schools, hos-
pitals, and research institutions across the Na-
tion and around the world; helps train re-
search investigators; and fosters communica-
tion of biomedical information.

NIH supports over 50,000 grants to univer-
sities, medical schools, and other research
and research training institutions while con-
ducting over 1,200 projects in its own labora-
tories and clinical facilities. NIH-supported
research has helped to achieve many of
the Nation’s most important public health
advances. Examples of recent research ad-
vances include the identification of a gene
that predisposes men to prostate cancer;
the development of potentially life-saving new
therapies for HIV-infected individuals; the
identification of certain risk factors for breast
cancer which result from mutated genes;
and the development of new technology for
detecting defects in human chromosomes.

In continuing to make new discoveries
in these and other research areas, NIH
has set forth its vision of biomedical and
behavioral research in the HHS strategic
plan. Also, as a steward of public funding
for research, NIH helps grantee institutions
improve their internal business systems so
they can more easily comply with Federal
grant requirements. NIH programs support
HHS' first, fourth, and sixth strategic goals.
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NIH has set bold performance goals for
the next century of research, such as:

« completing the sequencing of the human
genome project by 2005 by initially reach-
ing a production rate of 100 million base
pairs in 1999, growing to a production rate
of over 300 base pairs a year by 2003;
and

* leading the national effort to meet the
President's goal of developing an AIDS
vaccine by 2007.

Public Health Regulation and Safety In-
spection: The Food and Drug Administration
(FDA) spends $1 billion a year to promote pub-
lic health by helping to ensure through pre-
market review and post-market surveillance
that foods are safe, wholesome, and sanitary;
human and veterinary drugs, biological prod-
ucts, and medical devices are safe and effec-
tive; and cosmetics and electronic products
that emit radiation are safe. FDA also helps
the public gain access to important new life-
saving drugs, biological products, and medical
devices. It leads Federal efforts to ensure the
timely review of products and ensure that reg-
ulations enhance public health, not serve as
an unnecessary regulatory burden. In addition,
the FDA supports research, consumer edu-
cation, and the development of both voluntary
and regulatory measures to ensure the safety
and efficacy of drugs, medical devices, and
foods. With the 1997 reauthorization of the
Prescription Drug User Fee Act, FDA will con-
tinue to collect pharmaceutical industry fees
to accelerate the review of drug applications.

FDA programs support HHS' first and
fifth strategic goals.

To speed the review process, FDA has
set the following performance goals for 1999:

* review and process 90 percent of complete
new drug applications within a year of
submission;

* review and process 90 percent of complete
new drug applications for priority drugs
within six months of submission; and

* review and process 75 percent of new med-
ical device applications (know as pre-mar-
ket applications) within 180 days, com-
pared to 54 percent in 1996.

To give the public useful health information,
FDA has set the following performance goal:

e Ensure that, by the year 2000, 75 percent
of consumers receiving drug prescriptions
will get more useful and readable informa-
tion about their product.

FDA will define the term “usefulness” in
terms of: scientific accuracy, unbiased content
and tone, specificity and comprehensiveness,
and timeliness. Based on the FDA’'s own
national surveys, only 32 percent of consumers
received useful information on new drug
prescriptions in 1992.

The Food Safety and Inspection Service
(FSIS) inspects the Nation's meat, poultry,
and egg products, ensuring that they are
safe, wholesome, and not adulterated. With
$600 million in annual funding, agency staff
inspect all domestic livestock and poultry
in slaughter plants; conduct at least daily
inspections of meat, poultry, and egg product
processing plants; and inspect imported meat,
poultry, and egg products. In 1996, FSIS
issued a major regulation that will begin
shifting responsibility for ensuring meat and
poultry safety from FSIS to the industry.
The regulation should allow FSIS to better
target its inspection resources to the higher-
risk elements of the meat and poultry produc-
tion, slaughter, and marketing processes.

e« By 1999, 92 percent of all federally-in-
spected meat and poultry products will be
under a Hazard Analysis Critical Control
Point (HACCP) system and, by 2000, all
plants will produce products under
HACCP.

Workplace Safety and Health

The Federal Government spends $550 mil-
lion a year to promote safe and healthy
workplaces for over 100 million workers in
six million workplaces, mainly through the
Labor Department’'s Occupational Safety and
Health Administration (OSHA) and Mine Safe-
ty and Health Administration (MSHA). Regu-
lations that help businesses create and main-
tain safe and healthy workplaces have signifi-
cantly cut illness, injury, and death from
exposure to hazardous substances and dan-
gerous employment. In 1996 (the most recent
year for which data are available), workplace
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injuries and illnesses fell to the lowest rate
on record. OSHA and MSHA will work to
continue this trend by enforcing their regula-
tions and helping employers and workers.

« By focusing on the most hazardous indus-
tries and workplaces and the most preva-
lent workplace injuries and illnesses,
OSHA over the next two years will reduce
workplace injuries and illnesses by 20 per-
cent in 50,000 workplaces.

« MSHA will, in 1999, reduce fatalities and
lost workdays in all mines to below the
average number recorded for the previous
five years.

Tax Expenditures

Federal tax laws help finance health insur-
ance and care. Most notably, employer con-
tributions for health insurance premiums are
excluded from employees’ taxable income. In

addition, self-employed people may deduct
a part (45 percent in 1998, rising to 100
percent in 2007 and beyond) of what they
pay for health insurance for themselves and
their families. Individuals who itemize also
may deduct certain health-related expenses—
such as insurance premiums that employers
do not pay; expenses to diagnose, treat,
or prevent disease; and expenses for certain
long-term care services and insurance poli-
cies—to the extent that they exceed 7.5
percent of the individuals’ adjusted gross
income. Total health-related tax expenditures,
including other provisions, will reach an esti-
mated $86 billion in 1999, and $491 billion
from 1999 to 2003; the exclusion for employer-
provided insurance and related benefits (in-
cluding deductions by the self employed)
accounts for most of these costs ($76 billion
in 1999 and $438 billion from 1999 to
2003).
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Proposed legislation ...................

Table 23-1. FEDERAL RESOURCES IN SUPPORT OF MEDICARE
(In millions of dollars)
Estimate
Function 570 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:

Discretionary Budget Authority .... 2,623 2,724 2,648 2,640 2,627 2,609 2,652
Mandatory Outlays:

Existing law .......cccocoovniiienennn. 187,441 195,383 204,691 214,249 230,075 232,504 253,450

..... =79 -33 -152 —257 -326

Created by the Social Security Amendments
of 1965 (and expanded in 1972), Medicare
is a Nation-wide health insurance program
for the elderly and certain people with disabil-
ities. The program, which will spend an
estimated $207 billion in 1999 on benefits
and administrative costs, consists of two
complementary but distinct parts, each tied
to a trust fund: (1) Hospital Insurance (Part
A) and (2) Supplementary Medical Insurance
(Part B).

Over 30 years ago, Medicare was designed
to address a serious, national problem in
health care—the elderly often could not afford
to buy health insurance, which was more
expensive for them than for other Americans
because they had higher health care costs.
Medicare was expanded in 1972 to address
a similar problem of access to insurance
for people with disabilities. Through Medicare,
the Federal Government created one insurance
pool for all of the elderly and eligibile
disabled individuals while subsidizing some
of the costs, thus making insurance much
more affordable for almost all elderly Ameri-
cans and for certain people with disabilities.

Medicare has very successfully expanded
access to quality care for the elderly and
people with disabilities. Still, even though
the Balanced Budget Act (BAA) of 1997
improved Medicare’s financial outlook for the
near future, its trust funds face financing
challenges as the Nation moves into the

21st Century. Along with legislative proposals
discussed elsewhere in the budget, the Health
Care Financing Administration (HCFA), which
runs Medicare, is working to improve Medicare
through its regulatory authority and dem-
onstration programs.

The Department of Health and Human
Services (HHS), which houses HCFA, is the
Federal Government’s lead agency for health
programs. HHS' Strategic Plan states the
agency mission as: “to enhance the health
and well-being of Americans by providing
for effective health and human services and
by fostering strong, sustained advances in
the sciences underlying medicine, public
health, and social services.”

Medicare supports HHS’ first, second, third,
and fourth strategic goals, as described in
Chapter 22, "Health.”

Part A

Part A covers almost all Americans age
65 or older, and most persons who are
disabled for 24 months or more and who
are entitled to Social Security or Railroad
Retirement benefits. People with end-stage
renal disease (ESRD) also are eligible for
Part A coverage. About 99 percent of Ameri-
cans aged 65 or older are enrolled in Part
A, along with an estimated 93 percent of
ESRD patients. Part A reimburses providers
for the inpatient hospital, skilled nursing
facility, home health care related to a hospital

219
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stay, and hospice services provided to bene-
ficiaries. Part A’'s Hospital Insurance (HI)
Trust Fund receives most of its income from
the HI payroll tax—2.9 percent of payroll,
split evenly between employers and employees.

Part B

Part B coverage is optional, and it is
available to almost all resident citizens age
65 or older and to people with disabilities
who are entitled to Part A. About 96 percent
of those enrolled in Part A have chosen
to enroll in Part B. Enrollees pay monthly
premiums that cover about 25 percent of
Part B costs, while general taxpayer dollars
subsidize the remaining costs. For most bene-
ficiaries, the Government simply deducts the
Part B premium from their monthly Social
Security checks.

Part B pays for medically necessary physi-
cian services; outpatient hospital services;
diagnostic clinical laboratory tests; certain
durable medical equipment (e.g., wheelchairs)
and medical supplies (e.g., oxygen); home
health care; physical and occupational therapy;
speech pathology services; and outpatient men-
tal health services. Part B also covers kidney
dialysis and other services for ESRD patients.

Fee-for-Service vs. Managed Care

Beneficiaries can choose the coverage they
prefer. Under the “traditional,” fee-for-service
option, beneficiaries can go to virtually any
provider in the country. Medicare pays provid-
ers primarily based on prospective payment,
an established fee schedule, or reasonable
costs. About 87 percent of Medicare bene-
ficiaries now opt for fee-for-service coverage.

Alternatively, beneficiaries can enroll in
a Medicare managed care plan, and the
13 percent who do are concentrated in several
geographic areas. Generally, enrollees receive
care from a network of providers, although
Medicare managed care plans may offer a
point-of-service benefit, allowing beneficiaries
to receive certain services from non-network
providers. Most managed care plans receive
a monthly, per-enrollee “capitated” payment
that covers the cost of Part A and B services.
As of June 1997, 67 percent of all Medicare
beneficiaries lived in a county served by
at least one Medicare managed care plan.

Due to the BBA, Medicare managed care
(renamed “Medicare+Choice” or Part C) will
provide new health plan options for Medicare
beneficiaries, including provider-sponsored or-
ganizations (PSOs) and preferred provider
organizations (PPOs). Part C also will feature
improved beneficiary information and will
be fully operational by January 1, 1999.

Successes

Medicare has dramatically increased access
to health care for the elderly—from slightly
over 50 percent of the elderly in 1966 to
almost 100 percent today.

According to the Physician Payment Review
Commission’s latest report, 96 percent of
Medicare beneficiaries reported no trouble
obtaining care. Further, less than 1 percent
of beneficiaries reported trouble getting care
because a physician would not accept Medicare
patients. Medicare beneficiaries have access
to the most up-to-date medical technology
and procedures.

Medicare also gives beneficiaries an attrac-
tive choice of managed care plans. Today,
managed care is a major, and growing, part
of Medicare. As of December 1, 1997, over
5.2 million beneficiaries have enrolled in
307 Medicare managed care plans. During
the 12-month period ending December 1,
1997, enrollment in the capitated managed
care plans called “risk contracts” grew by
27 percent. Managed care plans can provide
coordinated care that is focused on prevention
and wellness.

In addition, Medicare is working to protect
the integrity of its payment systems. Building
on the success of Operation Restore Trust,
a five-State demonstration aimed at cutting
fraud and abuse in home health agencies,
nursing homes, and durable medical equip-
ment suppliers, Medicare is increasing its
efforts to root out fraud and abuse. Recent
legislation provides mandatory Federal funds
and greater authority to prevent inappropriate
payments to fraudulent providers, and to
seek out and prosecute providers who continue
to defraud Medicare and other health care
programs.
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Spending and Enrollment

Net Medicare outlays will rise by an esti-
mated 30 percent from 1998 to 2003—from
$194.2 billion to $252 billion.* Part A outlays
will grow by an estimated 23 percent over
the period—from $130.3 billion to $160 bil-
lion—or an average of 4.2 percent a year.
Part B outlays will grow by an estimated
44 percent—from $63.8 billion to $92 billion—
or an average of 7.6 percent a year.

Medicare is consuming a growing share
of the budget. In 1980, Federal spending
on Medicare benefits was $31 billion, compris-
ing 5.2 percent of all Federal outlays. In
1995, Federal spending on Medicare benefits
was $156.6 billion, or just over 10 percent
of all Federal outlays. By 2003, assuming
no changes in current law, Federal spending
on Medicare benefits will total an estimated
$252 billion, or almost 13 percent of all
Federal outlays.

Medicare enrollment will grow slowly until
2010, then explode as the baby boom genera-
tion begins to reach age 65. From 1995
to 2010, enrollment will grow at an estimated
average annual rate of 1.5 percent, from
37.6 million enrollees in 1995 to 46.9 million
in 2010. But after 2010, average annual
growth will almost double, with enrollment
reaching an estimated 61.3 million in 2020.

The Two Trust Funds

HI Trust Fund: As noted earlier in this
chapter, the HI Trust Fund is financed by a
2.9 percent payroll tax, split evenly between
employers and employees. In 1995, HI expend-
itures began to exceed the annual income to
the Trust Fund and, as a result, Medicare
began drawing down the Trust Fund's ac-
counts to help finance Part A spending. Prior
to the BBA, the Government’s actuaries pre-
dicted that the HI Trust Fund would become
insolvent in 2001. The BBA, however, ensured
the solvency of the Trust Fund for another
nine years—until 2010.

Medicare Part A still faces a longer-term
financing challenge. Since current benefits
are paid by current workers, Medicare costs

1 These figures cover Federal spending on Medicare benefits, but
do not include spending financed by beneficiaries’ premium pay-
ments or administrative costs.

associated with the retirement of the baby
boomers, starting in 2010, will be borne
by the relatively small number of people
born after the baby boom. As a result,
only 2.2 workers will be available to support
each beneficiary in 2030—compared to today’s
four workers per beneficiary. The President
plans to work with Congress and the Medicare
Commission to develop a long-term solution
to this financing challenge.

SMI Trust Fund: The SMI Trust Fund re-
ceives about 75 percent of its income from gen-
eral Federal revenues and about 25 percent
from beneficiary premiums. Unlike HI, the
SMI Trust Fund is really a trust fund in name
only; the law lets the SMI Trust Fund tap
directly into general revenues to ensure its an-
nual solvency.

Demonstrations and Regulations

HCFA also conducts demonstration pro-
grams to determine the efficacy of new service
delivery or payment approaches. For example,
Phase Il of the Social Health Maintenance
Organization demonstration project is testing
alternative mechanisms for adjusting the man-
aged care capitated payment, including the
beneficiary’s functional status. In another dem-
onstration project, Centers of Excellence,
HCFA has experimented with bundled pay-
ments for hospital and physician costs for
selected procedures performed at certain high-
quality facilities.

Through its regulatory authority, HCFA
continually improves Medicare. For example,
HCFA has finalized regulations specifying
additional standards that home health agen-
cies must meet to participate in Medicare,
including securing surety bonds, and it expects
to issue similar regulations for durable medical
equipment suppliers this year. By reducing
the amount of fraud and abuse in the program,
the Administration is making important
changes to strengthen Medicare.

Performance Plan

HCFA has developed a comprehensive set
of performance goals to measure its progress
in ensuring that Medicare beneficiaries receive
the highest quality health care. HCFA's 22
performance goals relate to quality assurance,
access to care for the elderly and disabled,
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administrative efficiency, and a reduction in
fraud and abuse—four areas critical to the
administration of Medicare.

* Continuing to shift Medicare contractors’
nine different claims processing systems
to one Part A and one Part B standard

For example, HCFA’'s 1999 goals include:

e Increasing the percentage of Medicare
beneficiaries who receive a mammogram
once every two years from 49 percent in
1994 to 59 percent in 1999 and 60 percent
in 2000;

¢ Increasing the number of Medicare bene-
ficiaries receiving vaccinations for influ-
enza from 41 percent in 1995 to 59 per-
cent;

¢ Reducing the payment error rate under
Medicare’s fee-for-service program from 14
percent in 1996 to 13 percent, with a five-
year goal of 10 percent;

system (by the end of 1999, HCFA will
have one Part A system and two Part B
systems, with the final Part B transition
coming later); and

Ensuring that no significant interruptions
to Medicare claims payments occur be-
cause information systems under HCFA's
control were not year 2000 compliant. For
systems not under HCFA's direct control,
HCFA will continue to work with its Medi-
care contractor community and perform
oversight activities directing them to
achieve and verify compliance. HCFA will
again seek legislative changes to increase
its control over contractor systems.
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INCOME SECURITY

Table 24-1. FEDERAL RESOURCES IN SUPPORT OF INCOME
SECURITY
(In millions of dollars)
Estimate
Function 600 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 22,687 31,933 32,984 36,721 37,750 39,012 40,318
Mandatory Outlays:
Existing law .......cccocoovniiienennn. 191,445 198,446 210,002 219,733 227,561 233,748 243,064
Proposed legislation ...........cccece. ieiiennen. 100 1,516 1,843 2,269 2,554 2,706
Credit Activity:
Direct loan disbursements ............. 71 62 33 11 s i e
Guaranteed loans ...........cccceeeennee. 11 31 72 144 145 71 40
Tax Expenditures:
EXisting law ........ccoccovvvviiiiciens 101,350 103,950 103,690 105570 106,475 107,645 109,095
Proposed legislation ..........cccccceees iviiiennen. 42 130 250 267 256 273

The Federal Government provides about
$245 billion a year in cash or in-kind benefits
to individuals through income security pro-
grams, including about $130 billion for pro-
grams of the “social safety net.” Since the
1930s, these safety net programs, plus Social
Security, Medicare, and Medicaid, have grown
enough in size and coverage so that even
in the worst economic times, most Americans
can count on some form of minimum support
to prevent complete destitution. The combined
effects of these programs represent one of
the most significant changes in national social
policy in this century, improving the lives
of millions of lower-income families.

The remaining $115 billion for income secu-
rity programs include general retirement and
disability insurance (excluding Social Security,
which is described in Chapter 25), Federal
employee retirement and disability programs,
and housing assistance.

Major Programs

The largest means-tested income security
programs discussed in this chapter are Food
Stamps, Supplemental Security Income (SSI),
Temporary Assistance for Needy Families

(TANF), and the Earned Income Tax Credit
(EITC). The various kinds of low-income hous-
ing assistance are discussed in Chapter 18,
“Commerce and Housing Credit.” These pro-
grams, along with unemployment compensa-
tion (which is not means-tested), form the
backbone of cash and in-kind “safety net”
assistance in the Income Security function.

Food Stamps: Food Stamps help most low-
income people get a more nutritious diet. The
program reaches more people than any other
means-tested income security program; in an
average month in 1997, 22.9 million people,
or 9.5 million households, received benefits
and that year, the program provided total ben-
efits of $20 billion. Food Stamps is the only
Nation-wide, low-income assistance program
available to essentially all financially-needy
households that does not impose non-financial
criteria, such as whether households include
children or elderly persons. (The new welfare
law limits the number of months that child-
less, able-bodied individuals can receive bene-
fits while unemployed.) The average monthly,
per-person Food Stamp benefit was about $71
in 1997.
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e In 1999, the program will provide an aver-
age projected benefit of $76 to 21.6 million
persons a month.

Child Nutrition Programs: The National
School Lunch and Breakfast Programs provide
free or low-cost nutritious meals to children
in participating schools.

e In 1999, the programs will serve an esti-
mated 27 million lunches daily.

Supplemental Security Income: SSI pro-
vides benefits to the needy aged, blind, and
disabled adults and children. In 1997, 6.3 mil-
lion individuals received $26.2 billion in bene-
fits. Eligibility rules and payment standards
are uniform across the Nation. Average month-
ly benefit payments range from $234 for aged
adults to $450 for blind and disabled children.
Most States supplement the SSI benefit.

e In 1999, SSI will serve an estimated 6.3
million respondents, costing $28 billion in
benefits.

Temporary Assistance for Needy Fami-
lies: In the 1996 welfare reform law, the Presi-
dent and Congress enacted TANF as the suc-
cessor to the 60-year-old Aid to Families with
Dependent Children (AFDC) program. TANF,
on which the Federal Government will spend
about $16.5 billion in 1999, is designed to meet
the President’s goal of dramatically changing
the focus of welfare—from a system focused
on determining eligibility to one that helps re-
cipients move from welfare to work. TANF
grants give States broad flexibility to deter-
mine eligibility for assistance and the kind of
cash, in-kind, and work-related assistance they
provide.

» States cannot yet project the number of
persons who will receive TANF assistance
in 1999.

Earned Income Tax Credit: The EITC, a
refundable tax credit for low-income working
families, has two broad goals: (1) to encourage
families to move from welfare to work by mak-
ing work pay; and (2) to reward work so par-
ents who work full-time do not have to raise
their children in poverty. In 1997, the EITC
provided $27.9 billion of credits, including
spending on tax refunds and lower tax receipts
for non-refunded portions of the credit. For
every dollar that low-income workers earn—

up to certain limits—they receive between
seven and 40 cents as a tax credit. In 1997,
the EITC provided an average credit of nearly
$1,470 to nearly 19 million workers and their
families.

e In 1999, an estimated 19 million house-
holds will receive an average credit of
$1,500.

Unemployment Compensation: Unemploy-
ment compensation provides benefits, which
are taxable, to individuals who are temporarily
out of work and whose employer has pre-
viously paid payroll taxes to the program. The
State payroll taxes finance the basic benefits
out of a dedicated trust fund. States set benefit
levels and eligibility criteria, which are not
means-tested. Regular benefits are typically
available for up to 26 weeks of unemployment.
In 1997, about 7.6 million persons claimed un-
employment benefits that averaged $185 week-
ly.

e In 1999, an estimated 8.3 million persons
will receive an average benefit of $199 a
week.

By design, benefits are available to experi-
enced workers who lose their jobs through
no fault of their own. Thus, unemployment
compensation does not cover all of the unem-
ployed in any given month. In 1997, on
average, the “insured unemployed” represented
about 35 percent of the estimated total number
of unemployed. Those who are not covered
include new labor force entrants, re-entrants
with no recent job experience, and those
who quit their jobs voluntarily without good
cause and, thus, are not eligible for benefits.

Other important income security programs
include the Special Supplemental Nutrition
Program for Women, Infants, and Children
(known as WIC); child care assistance; refugee
assistance; and low-income home energy as-
sistance.

Recent Changes in Income Security
Caseloads

Due largely to a strong economy and signifi-
cant changes to Federal welfare and Food
Stamp programs, the caseload in each has
continued to fall in the past year. Most
detailed analyses have attributed these case-
load reductions to the strong economy and
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new efforts to move people from welfare
to work. Indeed, welfare caseloads, which
fell by a record 1.9 million in the President’s
first three-and-a-half years in office, dropped
by more than two million in the year after
he signed the new welfare reform law. The
law created TANF, repealed AFDC, increased
child care payments, and created a new
time-limited work-oriented public assistance
program. States must now require and reward
work, impose time limits, and demand per-
sonal responsibility.

In addition, the welfare reform law also
limited Food Stamp benefits for able-bodied
childless adults to three months of assistance
in a 36-month period. The 1997 Balanced
Budget Agreement provided funds to provide
qualifying work slots to individuals facing
the time limits, but only enough to serve
a portion of affected individuals. The welfare
reform law banned most legal immigrants
from receiving Food Stamps. The budget
would restore these benefits for families with
children, and for disabled and elderly legal
immigrants who entered the country before
the law was signed.

Like TANF, Food Stamp caseloads have
continued to fall. In September 1997, the
Food Stamp program recorded its 41st straight
month of declining enrollment, reflecting a
longstanding trend: Food Stamp enrollments
rise and fall with the poverty rate. At
its peak in March 1993, Food Stamps served
27.4 million participants a month, or one
in every 10 Americans. By September 1997,
participation had fallen to 20.9 million, or
one in every 13 Americans.

Due also to the economy and low unemploy-
ment, the unemployment insurance (Ul) case-
load has fallen significantly. Between 1993
and 1997, the average weekly number of
individuals claiming Ul benefits declined from
4.4 million to 2.4 million.

While caseloads have fallen in various
safety net programs, the Administration has
continued to target resources at infants and
children. WIC, for example, reaches nearly
7.5 million persons a year, providing nutrition
assistance, nutrition education and counseling,
and health and immunization referrals. WIC
funding increases since 1993 have enabled
participation to grow by nearly 30 percent.

The budget proposes $4.1 billion to serve
7.5 million through 1999, fulfilling the Presi-
dent's goal of full participation in WIC.

Effects of Income Security Programs

What effect do safety net programs have
on poverty, and to what extent do they
target assistance to the poor? Chapter 25,
“Social Security,” explores the impact of Social
Security alone on the income and poverty
of the elderly. This chapter looks at the
cumulative impact across the major programs.

For purposes of this discussion, “means-
tested benefits” include AFDC, SSI, certain
veterans pensions, Food Stamps, child nutri-
tion meals subsidies, rental assistance, and
State-funded general assistance. Medicare and
Medicaid greatly help eligible families who
need medical services during the year, but
experts do not agree about how much addi-
tional income Medicare or Medicaid coverage
represents to the covered. Consequently, these
benefits are not included in the analysis
that follows. “Social insurance programs” in-
clude Social Security, railroad retirement,
veterans compensation, unemployment com-
pensation, Pell Grants, and workers’ com-
pensation. The definition of income for this
discussion (cash and in-kind benefits), and
the notion of pre- and post-Government trans-
fers, do not match the Census Bureau's
definitions for developing official poverty sta-
tistics. Census counts income from cash alone,
including Government transfers.

Effectiveness in Reducing Poverty: Based
on special tabulations from the March 1997
Current Population Survey (CPS), 57.5 million
people were poor in 1996 before accounting for
the effect of Government programs. After ac-
counting for Government transfer programs,
the number of poor fell to 30.3 million, a drop
of 47 percent.

After large declines in poverty in 1994
and 1995, 1997 CPS data suggests that
the poverty rate did not fall significantly
in 1996. Some experts were surprised, given
large declines in the unemployment rate,
increases in real weekly wages of production
and nonsupervisory employees, and a higher
minimum wage that took effect in October.
But, while the overall poverty rate did not
fall, the strong economy lowered the pre-



226

THE BUDGET FOR FISCAL YEAR 1999

transfer poverty rate and has enabled more
people to leave welfare for work. Thus, fewer
individuals have had to rely on safety net
programs to pull themselves out of poverty.

Efficiency in Reducing Poverty: The pov-
erty gap is the amount by which the incomes
of all poor people fall below the poverty line.
“Efficiency” in reducing poverty is defined as
the percentage of Government benefits of a
particular type (e.g., social insurance pro-
grams) that help cut the poverty gap. For ex-
ample, if $1 out of every $2 in Category A
helps cut the poverty gap, the “efficiency” of
Category A is 50 percent.

Before counting Government benefits, the
poverty gap was $194.5 billion in 1995.
Benefits from Government programs cut it
by $135 billion, or 69 percent. Of the $135
billion cut, social insurance programs ac-
counted for $90 billion, means-tested benefits
for $43 billion, and Federal tax provisions
for $2 billion.

All told, according to Census Bureau data,
social insurance benefits totaled $338 billion
in 1995. Thus, 26 percent of their funding
(the $90 billion, above) helped cut the poverty
gap. Means-tested benefits totaled $78 billion,
according to Census data. Thus, 56 percent
of the funding (the $43 billion, above) helped
cut the poverty gap.

The evidence is clear: whether measured
by their impact on poverty gaps, or on
moving families out of poverty, income security
programs largely succeed. Social insurance
programs play the largest role in cutting
poverty, but means-tested programs—targeted
more narrowly on the poor—are more efficient.

Employee Retirement Benefits

Federal Employee Retirement Benefits:
The Civil Service Retirement and Disability
Program provides a defined benefit pension for
1.8 million Federal civilian employees and
800,000 U.S. Postal Service employees. In
1997, the program paid $42 billion in benefits
to 1.7 million retirees and 600,000 survivors.
Along with the defined benefit, employees can
participate in a defined contribution plan—the
Thrift Savings Plan (TSP). Employees hired
since 1983 are also covered by Social Security.
(For a discussion of military retirement pro-

grams, see Chapter 26, “Veterans Benefits and
Services.”)

Private Pensions: The Pension and Welfare
Benefits Administration (PWBA) establishes
and enforces safeguards to protect the roughly
$3.5 trillion in pension assets. The Pension
Benefit Guaranty Corporation (PBGC) protects
the pension benefits of nearly 42 million work-
ers and retirees who earn traditional (i.e., “de-
fined benefit”) pensions. Through its early
warning program, PBGC also works with sol-
vent companies to more fully fund their pen-
sion promises, protecting the benefits of 1.2
million people in 1996 alone. To encourage re-
tirement savings, the President signed legisla-
tion in 1996 that establishes a new, simplified
pension plan for small businesses.

In 1999, the PWBA will:

e reduce, to 12 percent, the percentage of
employee benefit plan audits that do not
comply with professional accounting and
auditing standards, compared to 1996; and

e increase, by 2.5 percent, the number of
fiduciary investigations closed in which
plan assets are restored, compared to
1996.

Tax Treatment of Retirement Savings:
The Federal Government encourages retire-
ment savings by providing income tax benefits.
Generally, earnings devoted to workplace pen-
sion plans and to many individual retirement
accounts (IRAs) are exempt from taxes when
earned and ordinarily are taxed only in retire-
ment, when lower tax rates usually prevail.
Moreover, taxpayers can defer taxes on the in-
terest and other gains that add value of these
retirement accounts, including all forms of
IRAs. These tax incentives amount to $84 bil-
lion a year—one of the three largest sets of
preferences in the income-tax system.

Child Support Enforcement Financing:
The Federal Government has a strong interest
in ensuring that the national child support
system is effective. Funding of the Child Sup-
port Enforcement (CSE) program, however, re-
mains complicated. States get Federal pay-
ments to cover administrative costs at several
different matching rates. States also get Fed-
eral incentive payments, levy user fees, keep
a portion of TANF-related collections, and re-
turn a portion to the Federal Government.
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Federal retention of TANF-related payments
is a legacy of the old AFDC program in
which States and the Federal Government
shared in funding AFDC and, thus, in collect-
ing child support for AFDC recipients. With
welfare reform, States have great freedom
to design assistance for families with depend-
ent children. States, however, must continue
to share a portion of child support collections
with the Federal Government. The need to
share collections may serve as a disincentive
for States to pass through the full amount
of child support to families, and it creates
an unintended incentive for States to serve
needy families through programs funded only
with State dollars. Spending on these “State-
only” programs continues to count under
the TANF maintenance-of-effort requirement,
but child support collections on behalf of
these families do not need to be shared
with the Federal Government.

The Administration will hold a dialogue
with the stakeholders of the child support
program to look at ways to address these
problems and, working with Congress, will
prepare legislation. The budget takes a first
step towards simplifying the child support
funding structure by 1) conforming the match
rate for paternity testing with the basic
administrative match rate; and 2) repealing
the hold harmless provision established under
the welfare reform law.

Under current law, States have resources
equal to about 110 percent of the amount
that they spend on their State Child Support
programs. The proposed changes would reduce
the State windfall by less than two percent
of program costs and save the Federal Govern-
ment about $300 million over five years.

Finally, the Administration supports cost-
neutral changes to the pending Child Support

Incentives legislation, as the Department of
Health and Human Services proposed in
its 1997 report to Congress, mandated by
the welfare reform law.

Allocation of Administrative Costs
Among Welfare Programs: The budget pro-
poses to address projected Federal cost in-
creases in Food Stamps and Medicaid that
arise from changes in the way States charge
costs to the Federal Government to administer
these programs as well as TANF.

Before welfare reform, States charged most
common costs of the three programs to AFDC.
With TANF—which consolidated cash welfare
assistance and related programs and limited
the amount of funds that could go for adminis-
trative purposes—many States have sought
to charge fewer of their expenses to TANF
and more to Food Stamps and Medicaid,
which still provide open-ended matching funds
for State administrative costs.

To date, HHS has not approved State
requests to change their cost allocation plans
in order to increase administrative reimburse-
ments under Food Stamp and Medicaid. Nei-
ther the Administration nor Congress envi-
sioned such cost increases—which would ex-
ceed a projected $500 million a year—in
crafting welfare reform.

In 1999, the Administration plans to let
States change their cost allocation plans
to charge more of their common administrative
costs to Food Stamps and Medicaid. But
to prevent Federal costs from rising, the
budget proposes Food Stamp and Medicaid
changes that would cover the costs. Specifi-
cally, it would cut the matching rates for
administrative costs in Food Stamps and
Medicaid from 50 percent to 47 percent.
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Table 25-1.

FEDERAL RESOURCES IN SUPPORT OF SOCIAL
SECURITY
(In millions of dollars)

. 1997 Estimate
Function 650 Actual
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 3,457 3,205 3,163 3,211 3,201 3,192 3,194
Mandatory Outlays:
Existing law .......cccocoovniiienennn. 362,296 378,099 392,848 409,235 427,005 446,860 467,351
Proposed legislation .........c.cceee i v, 20 102 137 151 151
Tax Expenditures:
EXisting law ........ccoccovvvviiiiciens 23,565 24,825 25,960 27,210 28,400 29,795 31,315

The Old-Age, Survivors, and Disability In-
surance (OASI) program, popularly known
as Social Security, will spend about $392
billion in 1999 to provide a comprehensive
package of protection against the loss of
earnings due to retirement, disability, or
death.

OASDI provides monthly benefits to retired
and disabled workers who gain insured status
and to their eligible spouses, children, and
survivors (see Table 25-2). The Social Security
Act of 1935 provided retirement benefits,
and the 1939 amendments provided benefits
for survivors and dependents. These benefits
now comprise the Old Age and Survivors
Insurance Program (OASI). Congress provided
disability benefits by enacting the Disability
Insurance (DI) program in 1956 and benefits
for the dependents of disabled workers by
enacting the 1958 amendments.

Social Security was founded on two impor-
tant principles: social adequacy and individual
equity. Social adequacy means that benefits
will provide a certain standard of living
for all contributors. Individual equity means
that contributors receive benefits directly re-
lated to the amount of their contributions.
These principles still guide Social Security
today.

What Social Security Does

Social Security helps alleviate poverty, pro-
vide income security, and maintain the life-
styles of beneficiaries.

Alleviating Poverty: Social Security is
largely responsible for reducing poverty among
the elderly. In 1996, 16 percent of elderly, un-
married beneficiaries had family incomes
below the poverty line. Without Social Security
retirement benefits, 61 percent of them would
have fallen into poverty. For elderly couples,
Social Security has had a similar effect. In
1996, three percent of the elderly who were
married had incomes below the poverty line.
Without Social Security retirement benefits, 41
percent of them would have had such incomes
(see Table 25-3).

Income Security: Social Security was origi-
nally designed to provide a continuing income
base to help eligible workers maintain a house-
hold when they retired. In 1935, personal sav-
ings, family support, and Federal welfare pro-
grams were the main sources of income for
those 65 and older who did not work. Social
Security supplemented private savings and
employer-provided pensions to ensure an ade-
guate level of retirement income. While these
other vehicles are still important today, two-
thirds of those over 65 now get the major por-
tion of their income from Social Security. The

229
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Table 25-2.

MILLIONS BENEFIT FROM SOCIAL SECURITY
(Number of OASDI beneficiaries)

Thousands of
beneficiaries

1997 1999
Actual Estimate
Retired workers and families:
RELIFTEA WOIKEIS ..iviiiiiiiiiiiiiieiee e e e e e e e e e e e e 26,927 27,583
Wives and hUSDANAS .......ooovuiiiiiiii e 2,953 2,911
(O a1 [0 1 =] o TR 444 451
Survivors of deceased workers:
(O 11 (o [ =T o KOOSR 1,907 1,948
Widowed mothers and fathers with child beneficiaries in their care ........ 233 235
Aged widows and widowers, and dependent parents ...........ccccocenieiennnennn 5,004 5,040
Disabled Widows and WIAOWELS ...........eieiiiieiiiiieeiceeee e eeeaaens 183 193
Disabled workers and families:
[ ET=1o] (=10 IR (0] g X1 N 4,397 4,776
Wives and hUSDANAS ........oovuviiiiie et e e 218 201
(01 o [ o [ =T o 1,451 1,448
Total OASDI FeCIPIENTS oo 43,717 44,786

Table 25-3. SOCIAL SECURITY PROTECTS OLDER AMERICANS
FROM POVERTY

(Percentage of older Americans in poverty with Social Security and the percent that would be in
poverty in the absence of the program)

Without With
Social Social
Security  Security

Aged Individuals .........cccooeiiiiiiii e,
Aged COUPIES ...

................................................... 41% 3%

61% 16%

average retiree receives a Social Security bene-
fit equal to 43.6 percent of pre-retirement in-
come. In 1997, Social Security paid about $257
billion in benefits to over 30 million retired
workers and their families. Along with retire-
ment benefits, Social Security also provides in-
come security for survivors of deceased work-
ers. In 1997, Social Security paid about $56
billion in benefits to over seven million survi-
Vors.

DI also provides income security for workers
and their families who lose earned income
when the family provider becomes disabled.
Before DI, workers often had no such protec-

tion. To be sure, employees disabled on
the job may have benefits from State work-
men’s compensation laws. Congress enacted
DI to protect the resources, self-reliance,
dignity, and self-respect of those suffering
from non-work-related disabilities. DI protec-
tion can be extremely valuable, especially
for young families that could not sufficiently
protect themselves against the risk of the
worker’s disability. In 1997, Social Security
paid about $45 billion in benefits to over
six million disabled workers and their families.

Maintaining Lifestyles: Before Social Secu-
rity, about half of those over 65 depended on



25. SOCIAL SECURITY

231

others, primarily relatives and friends, for all
of their income. The same was often true for
people with disabilities. Now, with Social Secu-
rity, the vast majority of those over age 65
and those with disabilities can live relatively
independent lives. Moreover, their families no
longer carry the sole responsibility of providing
their financial support.

Growth in Retirement Benefits

Social Security’s retirement component is
facing financial stress due to changing demo-
graphics and its own financing. The retirement
program is largely “pay as you go'—current
retirement benefits are financed by current
payroll contributions. Such financing worked
well in the past, when five workers paid
for every retiree. But, when the baby boom
generation retires, eventually only two workers
will pay for every retiree (see Chart 25-1).
Furthermore, while the system’'s financial
burden will increase greatly with the baby
boomers’ retirement, the Social Security Trust-
ees do not expect demographic trends to
improve markedly in later periods.

Adding to the financial stress, baby boomers
are having fewer babies and living longer.
In 1957, women had an average of 3.7
babies, compared to 1.99 today. In 1935,
life expectancy was 63 years for females,
60 for males. By contrast, baby boomers
have a much longer life expectancy—73 years
for females and 67 for males. The longer
people live, the longer they will collect Social
Security. The more time that people spend
retired, the more people there are to support
at any one time, and the fewer there are
working and contributing to provide that
support.

Growth in Disability Benefits

Social Security’s disability component has
grown rapidly since its inception. The program
provided about $45 billion to about six million
disabled beneficiaries and their families in
1997, compared to $57 million for 150,000
disabled workers in 1957. Growth has been
especially rapid in the last 10 years, with
the number of beneficiaries rising by 75
percent and benefits rising by 125 percent.

WORKER/BENEFICIARY RATIO

Chart 25-1. OASDI: COVERED WORKERS
TO BENEFICIARIES
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What has caused the growth? More and
more baby boomers are reaching the age
at which they are increasingly prone to
disabilities; the number of women insured
has risen; and laws, regulations, and court
decisions have expanded eligibility for benefits.
In addition, the annual share of beneficiaries
leaving the rolls has fallen steadily, making
it more important to ensure that those remain-
ing on the rolls are all, in fact, eligible
for benefits. To maintain DI's integrity, the
Administration proposes to maintain support
for continuing disability reviews (CDRs)—
a periodic review of individual cases that
ensures that only those eligible continue
to receive benefits.

The budget proposes a Ticket to Independ-
ence pilot program to encourage DI bene-
ficiaries and Supplemental Security Income
(SSI) disabled recipients to re-enter the
workforce. Currently, the Social Security Ad-
ministration (SSA) refers these beneficiaries
to State and, in limited cases, private Voca-
tional Rehabilitation agencies. Under this
proposal, beneficiaries could choose their own
public or private vocational rehabilitation pro-
vider—and the provider could keep a share
of the DI and SSI benefits that the Federal
Government no longer pays to these individ-
uals after they leave the rolls.

A Long-range Problem, but No Crisis

The OASDI trust funds are not in balance
over the next 75 years—the period over
which the Social Security Trustees have tradi-
tionally measured Social Security’'s well-being.
In their 1997 report, the Trustees estimated
that the combined OASDI trust funds would
have a cash imbalance in 2012 and be
insolvent in 2029. Much of the deterioration
arises from changes described above in demo-
graphics over the measurement period. The
President wants to work with Congress on
a bipartisan basis to develop a long-term
solution to the financing challenge. Acting
sooner rather than Ilater to address the
long-term inadequacies of OASDI financing
will reduce the magnitude of changes needed.

Social Security Administration (SSA)

SSA administers OASI and DI as well
as SSI, which is part of the Income Security
function. SSA also provides services to Medi-
care on behalf of the Health Care Financing
Administration, which is part of the Medicare
function.

SSA’s Performance Plan for 1999 generally
reflects its commitment to maintain the qual-
ity of its program administration, reflected
in terms of customer service delivery, oper-
ational efficiency, and program integrity. SSA’s
key performance measures and commitments
for 1999 include the following.

For customer service delivery:

* SSA will maintain its current performance
level of ensuring that 95 percent of callers
access the 800-number within five minutes
of their first call.

e The average processing time for complet-
ing hearings on appeals of disability
claims decisions will be 284 days by year-
end, compared to 398 days at the end of
1997.

For operational efficiency:

« SSA will process 3,143,000 claims for
Social Security retirement and survivors
benefits, compared to 3,129,000 in 1997.

For program integrity:

¢ SSA will process 1,637,000 reviews of the
eligibility of recipients of DI and SSI disa-
bility benefits, compared to 690,000 dis-
ability reviews in 1997.

Tax Expenditures

Social Security recipients pay taxes on
their Social Security benefits only when their
overall income, including Social Security, ex-
ceeds certain income thresholds. These thresh-
olds reduce total Social Security beneficiary
taxes by $26 billion in 1999 and $143 billion
from 1999 to 2003.
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Table 26-1. FEDERAL RESOURCES IN SUPPORT OF VETERANS
BENEFITS AND SERVICES
(In millions of dollars)
Estimate
Function 700 A}cgtﬁgl
1998 1999 2000 2001 2002 2003
Spending:
Discretionary Budget Authority .... 18,908 18,973 18,941 18,939 18,925 18,927 19,584
Mandatory Outlays:
Existing law .......cccocoovniiienennn. 20,705 24,010 24,409 25,391 26,742 30,820 31,904
Proposed legislation .........c.cceee i v, -188 -356 -915 -4,311 -3,903
Credit Activity:
Direct loan disbursements ............. 1,341 1,950 174 220 198 154 112
Guaranteed l0ans ........c.cccoccveeennene 24,287 24,844 23,440 22,895 23,399 22,786 23,287
Tax Expenditures:
EXisting law ........ccoccovvvviiiiciens 2,966 3,136 3,310 3,505 3,710 3,930 4,160

The Federal Government provides benefits
and services to veterans (and their survivors)
of conflicts as long ago as the Spanish-
American War and as recent as the Gulf
War, recognizing the sacrifices of wartime
and peacetime veterans during their military
service. The Federal Government spends over
$40 billion a year on veterans benefits and
services, and provides over $3 billion in
tax benefits, to compensate veterans and
their survivors for service-related disabilities,
provide medical care to low-income and dis-
abled veterans, and help returning veterans
prepare for reentry into civilian life through
education and training. In addition, veterans
benefits provide financial assistance to needy
veterans of wartime service and their survi-
vors.

About six percent of veterans are military
retirees, who can receive both military retire-
ment from the Department of Defense (DOD)
and veterans benefits from the Department
of Veterans Affairs (VA). Active duty military
personnel are eligible for veterans housing
benefits, and they can contribute to the
Montgomery Gl Bill (MGIB) program for
education benefits that are paid later. VA
employs about 20 percent of the non-Defense

workforce of the Federal Government—almost
250,000 people, about 217,000 of whom deliver
or support medical services to veterans.

VA’'s mission is “to administer the laws
providing benefits and other services to veter-
ans and their dependents and the beneficiaries
of veterans. To serve America’'s veterans
and their families with dignity and compassion
and be their principal advocate in ensuring
that they receive medical care, benefits, social
support, and lasting memorials promoting
the health, welfare and dignity of all veterans
in recognition of their service to this Nation.”

The veteran population is declining, with
most of the decline among draft-era veterans,
meaning that a rising share of veterans
comes from the All-Volunteer Force (see Chart
26-1). Thus, the types of needed benefits
and services will likely change. Further, as
the veteran population shrinks and technology
improves, access to, and the quality of, service
should continue to improve.

Medical Care

VA provides health care services to 3.1
million veterans through its national system
of 22 integrated health networks, consisting
of 172 hospitals, 439 ambulatory clinics, 131
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VETERANS IN MILLIONS

Chart 26-1. ESTIMATED VETERAN POPULATION
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nursing homes, 40 domiciliaries!, and 206
readjustment counseling centers. VA is an
important part of the Nation’'s social safety
net because over half of its patients are
low-income veterans who might not otherwise
receive care. It also is a leading health
care provider for veterans with substance
abuse problems, mental illness, HIV/AIDS,
and spinal cord injuries because private insur-
ance usually does not fully cover these condi-
tions.

VA’'s core mission is to meet the health
care needs of veterans who have compensable
service-connected injuries or very low incomes.
The law makes these ‘“core” veterans the
highest priority for available Federal dollars
for health care. However, VA may provide
care to lower-priority veterans if resources
allow and if the needs of higher-priority
veterans have been met.

In recent years, VA has reorganized its
field facilities from 172 largely independent

! Domiciliaries serve homeless veterans and veterans who re-
quire short-term rehabilitation.

medical centers into 22 Veterans Integrated
Service Networks, charged with giving veter-
ans the full continuum of care. Recent legisla-
tion eased restrictions on VA's ability to
contract for care and share resources with
Defense Department hospitals, State facilities,
and local health care providers.

To move further toward improving the
health care of our Nation's veterans, VA
will continue to enhance the efficiency, access,
and quality of care. Through 2002, VA will
pursue its “30/20/10" goal:

* reduce the cost per patient by 30 percent
(and by 11 percent in 1999);

* increase the number of patients treated
by 20 percent (and by nine percent in
1999); and

¢ increase resources from outside sources to
10 percent (and by five percent in 1999).

In addition, VA has formed a national
partnership with the American Hospital Asso-
ciation, the American Medical Association,
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the American Nurses Association, and other
national associations to ensure patient quality
of care.

By 2003, VA plans to:

* increase the number of patients with high
volume common disease entities who are
treated using clinical guidelines to 90 per-
cent (and to 60 percent in 1999);

¢ increase the scores on the Chronic Disease
Index to 95 percent (and to 91 percent
in 1999); and

e increase the scores on the Prevention
Index to 95 percent (and to 87 percent
in 1999).

Medical Research: VA's research program
provides about $300 million to conduct basic,
clinical, epidemiological, and behavioral stud-
ies across the entire spectrum of scientific dis-
ciplines, seeking to improve veterans medical
care and health and enhancing our knowledge
of disease and disability. VA is reorganizing
its research to ensure that all projects clearly
relate to the health care of veterans. In 1999,
VA will focus its research efforts on aging,
chronic diseases, mental illness, substance
abuse, sensory loss, trauma related impair-
ment, health systems research, special popu-
lations (including Persian Gulf veterans), and
military occupational and environmental expo-
sures.

* At least 99 percent of funded projects will
be relevant to VA's mission in 1999,
achieving the VA's goal.

Health Care Education and Training:
The Veterans Health Administration is the
Nation’s largest trainer of health care profes-
sionals, with about 107,000 students a year
who get some or all of their training in VA
facilities through affiliations with over 1,000
educational institutions. The program trains
medical, dental, nursing, and associated health
professions students to ensure an adequate
supply of clinical care providers for veterans
and the Nation as a whole. The program will
continue to realign its academic training and
update its curriculum, focusing more on pri-
mary care to better meet the needs of the Vet-
erans Health Administration and its patients,
students, and academic partners.

e In 1999, VA will train 44 percent of its
residents in primary care and, in 2003,
increase that figure to 48 percent.

Veterans Benefits Administration (VBA)

VBA processes veterans claims for benefits
in 58 regional offices across the country.
Its workload peaked in 1993 and 1994, when
it needed 214 days to process a claim.
As the veteran population declines, the num-
ber of new claims and appeals will also
likely decline. In 1997, the number of days
to process a new claim averaged 133. VBA
is developing a comprehensive strategic plan
to further improve processing performance.
Its current strategic goals include:

e improving responsiveness to customer

needs and expectations;

e improving service delivery and benefit
claims processing;

e ensuring best value for the available tax-
payers’ dollar; and

e ensuring a satisfying and rewarding work
environment.

Income Security

Several VA programs help veterans and
their survivors maintain their income when
the veteran is disabled or deceased. The
Federal Government will spend over $21
billion for these programs in 1999, including
the funds Congress approves each year to
subsidize life insurance for veterans who
are too disabled to get affordable coverage
from private insurance. Veterans can receive
these benefits along with the income security
that goes to all Americans, such as Social
Security and unemployment insurance.

Compensation: Veterans with disabilities
resulting from, or coincident with, military
service receive monthly compensation pay-
ments, based on the degree of disability. The
payment does not depend on the veteran’s in-
come or age, or on whether the disability is
the result of combat or a natural-life affliction.
It does, however, depend on the average fall
in earnings capacity that the Government pre-
sumes for veterans with the same degree of
disability. Survivors of veterans who die from
service-connected injuries receive payments in
the form of dependency and indemnity com-
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pensation. Benefits are indexed annually by
the same cost-of-living adjustment (COLA) as
Social Security, which is an estimated 2.2 per-
cent for 1999.

The number of veterans and survivors
of deceased veterans receiving compensation
benefits will total an estimated 2.7 million
in 1999. While the veteran population will
decline, the compensation caseload will remain
relatively constant due to changes in eligibility
and better outreach efforts. COLAs and in-
creased payments to aging veterans will in-
crease compensation spending by about $3
billion from 1999 to 2003.

 In 1999, VA will process original com-
pensation claims in 106 days, dropping to
53 days in 2002.

Pensions: The Government provides pen-
sions to lower-income, wartime-service veter-
ans, or veterans who became permanently and
totally disabled after their military service.
Survivors of wartime-service veterans may
qualify for pension benefits based on financial
need. Veterans pensions, which also increase
annually with COLAs, will cost over $3 billion
in 1999. The number of pension recipients will
continue to fall from an estimated 673,000 in
1999 to less than 600,000 in 2003, as the num-
ber of veterans drops.

e In 1999, VA will process original pension
claims in 80 days, dropping to 29 days
in 2002.

Insurance: VA has provided life insurance
coverage to service members and veterans
since 1917 and now directly administers or su-
pervises eight distinct programs. Six of the
programs are self-supporting, with the costs
covered by premium payments from the policy-
holders and earnings from investments in
Treasury securities. The other two programs,
designed for service-disabled veterans, require
annual congressional appropriations to meet
the costs of claims. Together, these eight pro-
grams will provide $488 billion in insurance
coverage to over 4.7 million veterans and serv-
ice members in 1999. The program is designed
to provide insurance protection and best-in-
class service to veterans who can’'t purchase
commercial policies at standard rates because
of their service-connected disabilities. To reach
this goal, the program is designed to provide

disbursements (death claims, policy loans, cash
surrenders) quickly and accurately, meeting or
exceeding customer expectations.

e In 1999, VA will pay insurance claims in
three and a half days, dropping to 2.8 days
in 2002.

Veterans Education, Training, and
Rehabilitation

Several Federal programs support job train-
ing and finance education for veterans and
others. The Labor Department runs several
programs just for veterans. In addition, several
VA programs provide education, training, and
rehabilitation benefits to veterans and military
personnel who meet specific criteria, including
the Montgomery Gl bill (the largest of these
programs), the post-Vietham-era education
program, the Vocational Rehabilitation pro-
gram, and the Work-Study program. Spending
for all VA programs in this area will total
an estimated $1.5 billion in 1999.

The Montgomery GI Bill: The Government
originally created MGIB as a test program,
with more generous benefits than the post-
Vietnam-era education program, to help veter-
ans move to civilian life as well as to help
the armed forces with recruitment. Service
members who choose to enter the program
have their pay reduced by $100 a month in
their first year of military service. The VA ad-
ministers the program, paying basic benefits
once the service member leaves the military.
Basic benefits now total over $16,000 (about
13 times the original reduction in the service
member’s pay).

MGIB beneficiaries receive a monthly check
based on whether they are enrolled in school
on a full- or part-time basis. They can
get 36 months worth of payments, but they
must certify monthly that they are in school.
DOD may provide additional benefits to help
recruit certain specialties and critical skills.
Nearly 310,000 veterans and service members
will use these benefits in 1999. The MGIB
also provides education benefits to reservists
while they are in service. DOD pays these
benefits, and the VA administers the program.
In 1999, over 76,000 reservists will use
the program. Over 90 percent of MGIB bene-
ficiaries use their benefits to attend a college
or university. The Administration will propose
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legislation to enact a one-time, 20-percent
rate increase for all MGIB beneficiaries, de-
pendents, and survivors.

« In 1999, VA will increase the participation
rate of eligible veterans in the MGIB from
its current 37 percent to 45 percent, and
increase the figure to 69 percent in 2003.

Veterans Housing

Along with the mortgage assistance that
veterans can get through the Federal Housing
Administration insurance program, the VA-
guaranteed loan program in 1999 will help
an estimated 222,000 veterans get mortgages,
totaling almost $24 billion. The Federal Gov-
ernment will spend an estimated $264 million
on this program in 1999, reflecting the Federal
subsidies implicit in loans issued during the
year. Slightly over 40 percent of veterans
who have owned homes have used the VA
loan guaranty program. To increase veteran
home ownership and the program'’s efficiency,
VA will cut its administrative costs.

* In 1999, VA will reduce the servicing cost
of each loan to $193, from its 1997 level
of $334.

National Cemetery System

The VA provides burial in its National
Cemetery System for eligible veterans, active
duty military personnel, and their depend-
ents—with the VA managing 115 national
cemeteries across the country. VA will spend
over $90 million in 1999 for VA cemetery
operations, excluding reimbursements from
other accounts. Over 73,000 veterans and
their family members were buried in National
Cemeteries in 1997. The system is working
to ensure that all eligible veterans have

reasonable access to a burial option. The
program will complete construction of four
new national cemeteries, expand existing
cemeteries, develop more effective use of
available burial space, and encourage States’
participation in the State Cemetery Grants
Program.

* In 1999, VA will increase the percentage
of veterans served by a burial option with-
in a reasonable distance to 75 percent.

Related Programs

Many veterans get help from other Federal
income security, health, housing credit, edu-
cation, training, employment, and social serv-
ice programs that are available to the general
population. In addition, a number of these
programs have components specifically de-
signed for veterans. Some veterans also receive
preference for Federal jobs. Starting in 1999,
the children of Vietnam veterans will receive
compensation if they are afflicted with spina
bifida, which the Government will presume
was caused by a veteran parent's exposure
to herbicides.

Tax Incentives

Along with direct Federal funding, certain
tax benefits help veterans. The law keeps
all cash benefits that the VA administers
(disability compensation, pension, and Gl bill
benefits) free from tax. Together, these three
exclusions will cost about $3 billion in 1999.
The Federal Government also helps veterans
obtain housing through veterans bonds that
State and local governments issue, the interest
on which is not subject to Federal tax.
In 1999, this provision will cost the Govern-
ment an estimated $75 million.
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Table 27-1.

FEDERAL RESOURCES IN SUPPORT OF
ADMINISTRATION OF JUSTICE
(In millions of dollars)

. 1997 Estimate
Function 750 Actual
1998 1999 2000 2001 2002 2003
Spending:

Discretionary Budget Authority .... 22,942 24,229 25,728 24,554 24,381 24,551 25,075
Mandatory Outlays:

Existing law .......cccceevviieeiiieenns 78 1,359 640 287 149 174 160

Proposed legislation ...........cccece. ieiiennen. 10 51 55 49 42 35

While States and localities bear most of
the responsibility for fighting crime, the Fed-
eral Government also plays a critical role.
Along with supporting State and local activi-
ties, the Federal Government investigates
and prosecutes criminal acts that require
a national response. In 1998, anti-crime ex-
penditures will consume 4.6 percent of all
Federal discretionary spending, compared with
about two percent in 1988.

Total Federal, State, and local resources
devoted to the administration of justice—
including law enforcement, litigation, judicial,
and correctional activities—grew from $71.8
billion in 1989 to an estimated $141.7 billion
in 1998—by 97 percent or, as Chart 27-1
shows, by 46 percent in constant 1992 dollars.
During this period, the Federal law enforce-
ment component, including transfer payments
to State and local law enforcement activities,
more than doubled, from $10.1 billion in
1989 to $25.3 billion in 1998. Nevertheless,
Federal resources account for only 18 percent
of total governmental spending for administra-
tion of justice.

The number of criminal offenses that law
enforcement agencies reported fell by three
percent from 1995 to 1996—marking the
fifth straight year that the crime rate has
fallen. The number reported in the first
six months of 1997, the most recent period
for which figures are available, was four

percent lower than in the same period in
1996. The drop in crime, when compared
with increases in anti-crime spending during
the same period, appears to suggest a general
relationship, although crime is affected by
varying factors. The budget builds upon this
record of success by continuing to provide
substantial funding for proven anti-crime pro-
grams.

Federal Activities

Federal funding for the Administration of
Justice function includes: (1) Federal law
enforcement activities; (2) litigative and judi-
cial activities; (3) correctional activities; and
(4) financial assistance to State and local
entities (see Chart 27-2). In 1998, 70 percent
of these funds went to the Justice Department
(DOJ), while most of the rest went to the
Treasury Department and the Judicial Branch.

Law Enforcement: The budget proposes in
1999 to enforce a wide range of laws, reflecting
the unique Federal role in law enforcement.
Some responsibil