St at enent  of
Robert F. Hale and Daniel F. Huck
National Security and

International Affairs D vision
Congressi onal Budget Ofice

Before the
Subcommttee on Mlitary Personnel and Conpensation
of the

House Committee on Armed Services
US House of Representatives

September 10, 1981



M. Chairman, | ampleased to appear before this Subcommittee
to discuss the manpower and cost inplications of proposals to
‘increase educational benefits for our mlitary personnel. Y
testinony today wll summarize the prelimnary results of a
CBO study of this issue, undertaken at the request of the full
Commttee. | wll focus on four major areas:

o First, the mlitary nanpower problens that educational

benefits coul d address;

0 Second, weaknesses in the current Veterans FEducational

Assi stance Program (VEAP);

o Third, the costs and effects on recruiting and retention

of a nore generous educational benefits program and

o Fnally, key issues before the Congress.

A nmore detailed presentation of our prelimnary findings is
included in the staff nmenorandum | am submtting for the record.

THE KEY PROBLEM--MEETING FUTURE DEMANDS FOR BETTER QUALI FI ED
M LI TARY RECRU TS

As this Subcommittee knows, the mlitary services—-especially
the Army-—-have had considerable difficulties since the inception
of the all-volunteer force in recruiting adequate nunbers of
qualified enlisted personnel and in retaining career personnel
in critical skills, such as the conmbat arns. According to our

forecast, retention problens in specific skills are likely to



remain, but the aggregate enlisted career popul ation should be
adequate to meet currently stated service objectives, at |east at
today's force levels.

In our judgment, enlisted recruiting--especially in the
Army--will probably be the nore pressing probl emover the next few
years. |Inprovenents in the econony, coupled with a decline in the
youth popul ation of prine enlistment age, wll account for sone of
this difficulty, but recruiting adequate nunbers of personnel
under increasingly tighter enlistnment entry standards poses the

greatest challenge.

Pay Raise Should Help Recruiting

The Cct ober' pay raise proposed by this Subconmittee shoul d
hel p recruiting. If a 14.3 percent across-the-board mlitary
pay raise is granted for fiscal .year 1982, the Arny could probably
meet its nunerical goals for enlisted recruits in 1982 while
also achieving the various quality standards inposed by the
Congress. |In fiscal years 1983 to 1986, however, the Arny may
not achieve both its nunerical objectives and the quality stan-
dards, even if future mlitary pay raises keep pace with those in
the private sector. By 1986, the Arny could fall 5 to 6 percent-
age points short of the 65 percent target for male high school
graduat es. Moreover, these projections assune no increase

in force levels beyond those proposed for the end of fiscal year



1982, the results could be nuch worse if Arny force levels were
increased substantially. Al these recruiting results are based
on trends through fiscal year 1980, the last full year available
for anal ysis.

Enlistment results for fiscal year 1981 to date, however,
show a significant inprovement in quality over 1980 results. If
sustained over the next several years, this inprovenent could
increase the chances of meeting the recruit quality standards
established by the Congress. In its final report on educationa
benefits, CBO plans to analyze the full effects of the 1981

results on future recruiting.

Additional Policies and Prograns WI| Be Needed to Help Recruiting

These results suggest that if the Arny is to neet its future
numerical objectives and sustain today's quality standards,
additional policies and programs nmay be needed. This would be
particularly true if inproved trends in 1981 are not sustained, or
if end strengths increase. For exanple, policies that reduce the
demand for hard-to-attract qualified male recruits, such as
recruiting nmore fenmales and nore personnel with prior mlitary
service, could bring the Arny closer to its recruiting targets.
Li kewi se, across-the-board mlitary pay raises or bonuses and
special pay incentives targeted on recruits could inprove recruit-
ing results. An inproved educational benefits package could also

be an inportant recruiting incentive.



THE EFFECTI VENESS CF VEAP | N DOJBT

On Decenber 31, 1976, the Congress terninated the Vietnamera
Gl. Bill for new recruits and replaced it with a contributory
pl an, the Veterans Educational Assistance Program (VEAP).

There appears to be wi despread di sappointnent in VEAP within
the defense community for several reasons. A primary criticismis
that the program has induced fewer enlistnents than expected. e
study, for exanple, found that the programhas led to no nore than
a 5 percent increase in enlistrments of nale high school graduates
wi th above-average test scores. A second and related reason is
the lower than expected enrollnment rate in VEAP. Only 20 to
25 percent of new recruits have elected to participate in the
program |In contrast, alnost two-thirds of veterans eligible for
the Mietnamera GI. Bill have used sone of their benefits. Sill
another reason for concern has been the considerably higher than
expected dropout rate, anounting to nore than 40 percent of all
participants since the program's inception.

These difficulties can be partially attributed to the
required nonthly contribution-—equivalent to between 5 and 20
percent of a new recruit's after-tax basic pay. Perhaps even nore
inmportant, the anount of financial aid offered under the basic
benefit may sinply be an inadequate recruiting incentive, although
this deficiency can be partially alleviated by the Defense Depart -

nment's authority to nake supplemental, or "kicker," contributions



to encourage enlistnents into critical skills. As you know |[ast
year's defense authorization bill nandated a test of alternative
approaches ranging from an enhanced VEAP plan to new, nore
generous programs. Results are now being evaluated by the
Defense Departnent, and | wunderstand that, during his testimony
today, Dr. Korb wll share with us some of the prelimnary

findings fromthese tests.

RECRU TI NG EFFECTS CGF | MPROVED EDUCATI ONAL  BENEFI TS

The Effects of a VietnamEra-Type G.I. Bill Program

Despite the problems with VEAP, a package of nore generous
educational benefits mght inprove enlisted recruiting. CBO has
anal yzed an illustrative, noncontributory program that would of fer
a $375 nonthly stipend, roughly equivalent to benefits available
to Vietnamera veterans under the GI. Bll. W estimate that
such a program woul d increase the supply of male high school
graduate recruits by 10 to 15 percent. If such an inproved
program were coupled with a special 14.3 percent pay raise and
~continued conparability increases thereafter, this should allow
the Arny to meet or exceed the 65 percent target for high school
graduates over the forecast period of fiscal years 1982 through

1986.



S mlar Inprovenents Possible with HR 1400

HR 1400, which is now before this Subcommittee, could
result in simlar improvements. Anong other provisions, the bill
would offer a noncontributory 36-nonth educational entitlenment
paying a $300 nonthly benefit in exchange for conpletion of an
initial three-year enlistnent term At the Defense Department's
discretion, a supplenmental monthly stipend could be offered for
enlistnents into critical skills. Over the first-term enlistnent,
the average basic benefit plus the supplenental stipend m ght
wel | approach $375 a nmonth.  This benefit level could increase
high-quality enlistments by 10 to 15 percent, simlar to the

results under the CBO hypothetical plan | just discussed.

Ef fects of Educational Benefits on Career Retention

CBO's findings on the adverse retention effects of an educa-
tional benefit are very tentative at this point, but suggest
they may not be too large. Qur analysis shows that a program
offering a 36-nonth entitlement and paying a $375 nonthly bene-
fit--an anmount conparable to that under the Vietnamera GI. Bill
and possibly to HR 1400--would increase the Army's annual
recruiting requirenents by only about 3 percent over fiscal years
1982 through 1986. W& have not evaluated the effects on the other
services at this point, but we believe the resulting increase in

recruiting would be proportional.



The Department of Defense has al so been exploring the effect
of an earned educational benefit on retention, and its tenta-
tive findings suggest a somewhat |arger effect than our estinates.
But, again, | should stress this issue deserves further research
before any firm conclusions can be drawn.

Like nost of the educational benefit bills introduced during
this Congress, HR 1400 contains a provision pernmtting transfer
of a service nmenber's earned entitlement to a spouse and/or
dependents. Qur analysis of HR 1400 does not yet fully reflect
the effects of this "transferability™ provision, which was
designed to inprove career retention and |essen the incentive for
service personne] to leave the mlitary and make use of their
earned benefits. V& expect to analyze this provision for our

final report.

Estinmates Could Be Optimstic

Aside from the retention problem our estinmates of inprove-
ments in recruit quality due to educational benefits could be
optimstic. Larger force sizes, for exanple, would increase
overall recruiting requirements and jeopardize the quality objec-
tives. A so, potential recruits may not place as high a val ue on
mlitary educational benefits because of the availability of other

federal student aid prograns.



QOSTS CF M LI TARY EDUCATI ONAL BENEFI TS

The cosf of a new educational assistance program has been a
source of considerable concern both to the Congress and to the
Administration. Qur estinmates underscore this concern, especi-
ally with respect to long-run costs. In the near term however,
many of the proposals before the Congress, including HR 1400,
would incur no costs, given the two- or three-year active-duty

termrequired to earn the benefit.

CBOs Cost Estinmate of HR 1400

Qur cost estimate of HR 1400, supplied to the House
Veterans' Affairs Conmttee last May, shows current dollar
outlays of $245 mllion beginning in fiscal year 1984 and reaching
$1.4 billion during 1994. The costs in constant fiscal year 1982
dollars would be $205 mllion in 1984, rising to $05 nillion by
1994. Constant dol lar costs would reach stable levels in the md
to late 1990s.

Qur cost estimate of $1.4 billion by 1994 assumes a fixed
monthly benefit that is not indexed to inflation and 'a r obust
econony and a declining unenpl oyment rate. A grow ng econony and
rising prices would erode the purchasing power of a fixed benefit,
thus tending to discourage training in favor of enploynent. Under
these conditions, veteran participation rates would |ikely decline

over the entire forecast period.



Al ternative Econom ¢ Assunptions Can Raise Future Costs of
HR 1400

W also provided the Veterans' Affairs Conmittee with an
alternative set of estimates showng that costs could be much
hi gher under different economc assunptions. [f, for exanple,
one assumes no change from today's |evel of unenploynent or real
wages and a benefit fully indexed to inflation, the nunber of
veterans who would choose to use their benefits could nearly
triple from CBOs estinate. Under these assunptions, costs in
constant fiscal year 1982 dollars would rise to $3.3 billion by
1994. Most of this growh in costs can be attributed to the
assunption that benefit levels are indexed to inflation. @ ven
the wllingness 6f the Congress to raise behefit | evel s under the
Vietnamera GI. Bill in response to inflation, this assunption

may prove realistic.

Conponent Costs and Agency Qost-Sharing Under HR 1400

Under the provisions of HR 1400, costs would be shared by
the Defense Departnent and Veterans Administration. The bill
stipulates that the Veterans Admnistration would pay the basic
$300 nonthly stipend and that the Defense Department woul d absorb
all remaining costs, including any supplenmental benefits and
the costs of the entitlenent transfer provision. Benefits paid

directly to veterans would account for only about one-half the

cost of HR 1400. The transferability provision would consune



another 40 percent, and the provision permtting in-service use of
benefits by career personnel would account for the remaining 10
percent. Thus, because of this cost-sharing arrangenent and the
actual allocation of costs by provision, the Defense Departnment
woul d pay about two-thirds of the total program cost and the

Veterans Admnistration the renaining one-third.

Costs Under a ProgramSmlar to the VietnamEra G.I. Bl

The CBO illustrative program which is simlar to the
Vietnamera GIl. Bill, wuld cost less than the $3.3 billion
estimate for HR 1400 because it would not permt transfer of the
earned entitlement. If such a programwere fully indexed to
inflation, GBO éstimates the cost in 1994 woul d be about $1.0
billion in constant fiscal year 1982 dollars. This estimte is
tentative, and CBOw Il provide detailed cost estimtes of various

options inits final report to the full Commttee.

KEY |1SSLES TO GONSI DER

M/ renmarks today have concentrated on the costs and recruit-
ing effects of HR 1400 and a new GI. Bl wth Vietnamera
benefit levels. | have not tried to identify specific alterna-
tives, which would go beyond our work to date. Nonetheless, |
would like to conclude ny statenent with some key issues that may

suggest alternative approaches.
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Targeting of Benefits. As a general rule, nanpower costs

can be held down by focusing inprovements in pay and benefits on
those skills with the greatest recruiting and retention problens.
Mst of the legislative proposals on educational benefits, includ-
ing HR 1400, do not fully adopt this approach. Instead, they
extend eligibility to all mlitary personnel after a specified
period of service, regardl ess of recruiting and retention condi-
tions. Uhder HR 1400, for exanple, all officer and enlisted
personnel who conplete three years of active-duty service, after
the date of the bill's enactnent, would be eligible for a basic
benefit worth $10,800, even though officer recruiting problens are
very limited. HR 1400 does, however, move in the direction of
targeting by proposing supplenmental benefits to recruit and retain
personnel in critical skills.

Transferability of Benefits. Most of the educational

benefit bills, including HR 1400, would further increase
the eligible population of users, and thus raise costs, by allow
ing career personnel to transfer their earned benefits to their
spouses and/or dependents. Proponents contend that such provi-
sions wll encourage career retention, but analysis to date |eaves
the effects of this provision unclear. dven the high costs, the
Congress may wish to await further research before considering

enact ment of such a provision.
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Coupling Educational Benefits with Other Incentives.

Given their potentially high cost and selective appeal, educa-
tional benefits should probably be coupled with other incen-
tives to ensure that the services can reach the broadest possible
market of enlistable youths. College-bound youths, who are
most likely to find a military educational benefit appealing, may
also be less inclined to enlist in the combat arms skills, which
have had the most problems attracting recruits. Under these
conditions, providing cash bonuses for enlistments into critical
skills may prove to be an effective recruiting incentive for
qualified high school graduates who do not plan to attend college.

Adopting an Accrual Accounting Approach. Because of the re-

quired term of active-duty service before the entitlement is
earned, an improved educational benefits program will not increase
federal outlays in the first few years after enactment. Yet the
long-run costs could be quite substantial. The Congress may,
therefore, wish to adopt an accrual accounting approach, so that
future liabilities will be more clearly reflected in the current
budget. This could greatly improve management of the educational
benefits program and would be consistent with Administration
proposals for an accrual accounting system for military retire-

ment.



M. Chairman, our analysis suggests that inproved mlitary
educational benefits wll enhance mlitary recruiting. At the
sane time, the costs of these proposals could eventually anount to
several billion dollars a year, and there are inportant reasons
for believing that the actual recruiting effects woul d be nodest.
These concerns argue for careful scrutiny of HR 1400, perhaps

with focus on the key issues that | have outlined today.
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