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M. Chairman, we appreciate the opportunity to appear before
this Subcomittee to update our testinmony on mlitary educational
benefits. Snce we last testified, OBO has received final data
reflecting the Army's fiscal year 1981 recruiting successes, and
the Congress has enacted a major mlitary pay raise. W have also
refined and extended our earlier estimtes, especially those
concerning the so-called "transferability" provision. Qur najor
findings are:

o If the favorable 1981 recruiting trends continue, and if
end strengths remain constant, the Army-—which has had the
nost serious recruiting problems--should neet its nuneri-
cal goals for enlisted recruits and the quality goals
mandated by the Congress in each of the next five years.

0 Additional recruiting incentives, such as inproved educa-
tional benefits, would be needed by the Arny only after
1982, and then mainly as a hedge against end strength
increases or a reversal of favorable 1981 trends.

0 Inproved educational benefits in HR 1400, if targeted
mainly on the Arny, could provide such a hedge, but
at an eventual cost of as nuch as $2.8 billion a year in
today's dol | ars.

0 Concerns about the retention effects of educational

benefits, which pronpted inclusion of a transferability



provision in HR 1400, might nore cheaply be met through
increases in selective reenlistnent bonuses.

Let me address each of these findings in nmore detail.

WPDATED ENLI STED RECRU TI NG FCRECASTS

Resul ts Favor abl e

Fiscal year 1981 was an excellent year for Arny recruiting.
The Arny enlisted 48,000 high-quality nale recruits (that is,
those holding high school diplomas and scoring above the 70th
percentile on the recruit entrance test). BOs forecast prepared
last spring anticipated only about 38000 such recruits. The
increase in high-quality recruits stens in part frommlitary pay
raises, although (BOs previous forecast allowed for increases in
pay. The Army's recruiting success nmay also have resulted from
intense managenent attention, particularly regarding the test
scores of recruits. In late fiscal year 1980, the Departnent of
Def ense (DoD announced errors in the normng of the recruit
entrance test, which led the Arny inadvertently to accept |arge
nunbers of lowscoring recruits. Fiscal year 1981 was the first
full year that Arny recruiters were aware of this problem and
t hey appear to have corrected it.

The other three services also enjoyed a good recruiting year
in 1981, although their levels did not show the significant

i nprovenents that the Arny achieved. Snce the other services



should not face severe recruiting problens in the next few years,
our testinmony today wll concentrate on Arny recruiting.

[f the 1981 trends continue, and if the Arny enlisted end
strength remains at the level of 674,000 currently planned for
1982, the Arny should neet its nunerical goals for enlisted
recruits over each of the next five years. It should also
meet the quality goals mandated by the Congress (see base case
results in Table 1). 1/

These projections assune that pay raises in future years
keep pace with those in the private sector, an inportant assump-
tion that was not always realized in the 1970s. The projections
also account for the expected decline in the youth population
of enlistment age. And the projections reflect CBO's |atest
unenpl oyment assunptions, which show overall unenploynent at 7.3
percent in calendar year 1982, then dropping to 6.0 percent by

cal endar year 1986.

Added Recruiting Incentives Minly a Hedge

The favorable recruiting results in 1981 suggest that any

additional recruiting incentives, such as inproved educational

1/ Current law requires that no nore than 25 percent of all
" recruits without prior nilitary service can score in test-
score Category IV (10th to 29th percentiles) in 1982 and no
more than 20 percent in 1983 and beyond. A so, the conference
report on the fiscal year 1982 defense authorization bill
requires that at least 65 percent of nale, non-prior-service
recruits be high school graduates, essentially a continuation
of the mninum standard established for fiscal year 1981



TABLE 1. ARW ENLISTED RECRUTING FCRECASTS (Percent of nale,

non-prior-service recruits holding high school diplomnas,
by fiscal year)

1982 1983 1984 1985 1986 1987

Base Case a/ 77 67 70 70 69 70

Base Case but
Less Favorabl e
Recruiting Trends b/ 73 61 63 63 62 63

Base Case but
Varying End
Strengths c/ 77 73 71 65 64 62

Base Case bhut

Varying End

Strengths and Limts

on Careerists d/ 72 68 66 60 58 57

Base Case but Using
Adm ni stration

Unenpl oynent
Assunptions e/ 77 67 69 69 68 69
a/ Assunes that fiscal year 1982 end strengths continue through

1987; that Category IV recruits conprise no nore than 25
percent of recruits in 1982, and no nore than 20 percent
thereafter; and that mlitary pay raises keep pace wth
private sector wage grow h.

Sane assunptions as in a/. These lower figures account for
uncertainty about the future course of recruiter effectiveness
and productivity.

Sane assunptions as in a/, except end strengths dip bel ow the
1982 level in 1983 and 1984, return to that level in 1985 and
exceed it thereafter.

Sane as in ¢/, but assumes the Arny linits its career force to
about 323,000 in 1987 (46 percent of enlisted end strength),
in contrast to about 353,000 careerists under the base case.

The Administration's md-session review of the 1982 budget
shows unenpl oynent declining from7.3 percent in cal endar year
1982 to 5.5 percent in 1986  Qher assunptions as in a/.



benefits, would be needed by the Arny only after 1982, and then
mai nly as a hedge agai nst unexpected devel opnents that m ght
worsen recruiting.

If, for exanple, the intense nanagenent effort that accom
panied the 1981 success is relaxed, recruiting could suffer in
future years. W cannot forecast with confidence what part, if
any, of the 1981 recruiting inprovenents wll not continue. But,
if only one-half of the recruiting inprovenment not explained by
pay raises and unenpl oyment continues in the years after 1982 and
all other assunptions of the base case remain the same, the
percentage of recruits holding high school diplonmas could fall
bel ow the 65 percent target in 1983 and beyond (see Table 1).

Increases in the Arny's enlisted end strength could also
produce less favorable trends. The current Arny plan calls for
decreases in enlisted end strength through 1984, followed by sharp
increases in 1985 through 1987. Such a pattern would inprove the
recruiting outl ook for 1983 and 1984, but coul d prevent the Arny
frommeeting the 65 percent target for high school graduates in
1985 and beyond (see Table 1).

The favorable base-case results also assunme continued
i nprovenents in career retention, and hence |ess denmand for
recruits. Alimt on increases in nunbers of careerists, pronpted
by demands for nore young soldiers in conbat skills, could worsen

recruiting problens significantly (see Table 1). Recruiting coul d



also suffer if the unenploynent rate declines as sharply as the
Adm nistration predicts (see Table 1). The base-case forecasts
al so make assunptions about recruiting policies for females
and those with prior mlitary service. Changes in recruiting
objectives for these categories could alter CBOs results,
al t hough probably less dramatically than factors such as end

strength increases.

HR 1400 AS A POSS BLE RECRU Tl NG HEDCGE

Recruiting Effects

Inproved mlitary educational benefits could provide a hedge
against the risk of future recruiting problens. For exanple, HR
1400-—the bill now before this Subcommittee--would provi de a $300
monthl'y benefit for up to 36 nmonths to those who conpl ete at |east
two years of active-duty mlitary service. Those who conplete
six or nore years would be eligible for a substantially higher
benefit. HR 1400 also contains a transferability provision,
which allows qualified mlitary personnel to "transfer" their
benefits to their spouse or children.

If HR 1400 were extended only to Arny recruits, CBO
forecasts an increase of as nuch as 15 percent in the nunber of
hi gh-quality recruits. Actual increases mght well be |ower,
since the 15 percent estinmate assumes that benefits are fully

i ndexed to inflation, that the effects of benefits are not reduced



through conpetition with non-nmlitary educational benefits, and
that potential recruits expect to use all of their entitlements.
Nonetheless, an increase of even 5 to 10 percent in the nunmber of
high-quality recruits should give the Army a good chance of
neeting its recruiting goals through the md-1980s, even if its
1981 recruiting success falls off or end strengths increase.

These results would apply if eligibility were restricted
to Arny recruits. If, however, benefits were extended across
the board to all the services (as HR 1400 would do), Arny
recruiting mght actually suffer. Last year the Congress author-
ized a test of various educational benefits. Prelimnary results
of the test show that, when a uniform benefit was offered to all
the services, the Army's acquisition of high-quality recruits fell
by about 7 percent bel ow the base-case level, while Navy and Ar
Force recruiting increased over the base case by about 8 percent
and 5 percent, respectively. The base case assuned continuation
of today's educational benefits, which offer nore to Arny re-
cruits. It nmay be that the other services appear relatively nore
attractive when a conmon benefit is offered.

The test results, of course, should be interpreted with care.
Nonet hel ess, the dramatic results of the test--a poor show ng
by the service nmost in need of recruiting help—-do suggest that
the Congress avoid across-the-board benefits and target any added

mlitary educational benefits heavily toward those occupations



that are nost difficult to fill, nost of which are in the Arny.
Such a targeted approach would enhance the chances of inproving

recruiting where that hel p i s needed nost.

Costs

Because at least two years of active-duty service would be
required to earn benefits under HR 1400, the cost of the bill
would be mninal in the first fewyears. BO estinates, however,
that, when costs approach their peak in the md-1990s, annual
spending would range between $650 mllion and $2.8 billion in
constant fiscal year 1982 dollars. The range depends nostly on
whether the benefits are indexed to inflation. HR 1400 does not
provide for indexing, but the Congress has traditionally increased
veterans' benefits as the cost of living has risen.

(BO estimates that benefits paid directly to veterans woul d
account for about 60 percent of total program costs. The trans-
ferability provision would account for another 25 percent,
and the provision permtting in-service use of benefits by career
personnel woul d absorb the remaining 15 percent.

These cost estinmates are lower than those CBO submtted to
the Huse Veterans' Affairs Commttee last My. The difference
results prinarily froma lower estinmate of the cost of the trans-
ferability provision, which we wll discuss further in a moment.

Educational benefits may not be the cheapest way to inprove

enlisted recruiting. @BOestinates that a substantially expanded



enlistment bonus program could yield a 15 percent increase in
hi gh-quality recruits in each of the services--the sane as
HR 1400 could produce-—and would cost $700 nillion annually in
constant 1982 doll ars. This is one-third the cost of benefits
paid directly to veterans under HR 1400. Enlistment bonuses are
less costly because the benefits are "up front" rather than
deferred, and young persons have a strong preference for noney now
rather than later. Mreover, enlistnent bonuses could be targeted
only on high-quality recruits (that is, high school graduates in
the upper test-score categories), whereas educational benefits
woul d be available to all those who conpl ete hi gh school.

An additional $700 million in enlistnent bonuses woul d
represent a six-fold increase in spending on such bonuses. Such a
| arge programmay have inportant disadvantages. For exanple, the
bonus is usually paid upon the conpletion of basic training and
thus may be difficult to recover from those who |eave before
completing their first enlistnent term Mreover, sonme have
expressed concern that substantial cash bonuses could be used
unwi sely by 18-year-old recruits. Nonet hel ess, the cost figures
do suggest that bonuses would be a less expensive way of neeting

recruiting goals than educational benefits.

TRANSFERABILITY

This Subcommittee and the Congress have shown strong interest

in a transferability provision, which would permt mlitary



personnel to transfer their educational benefits to their spouse
or dependents. Wiile educational benefits may be an incentive to
join the nlitary, they are also an inducement to |eave in order
to attend school and nmake full use of the benefits. Trans-
ferability is one way to offset this incentive and so avoid
harming career retention, which has been a major concern of the

Congress in recent years.

Retention Effects

(BO s forecasts show that, even in the absence of any further
special pay increases, career retention should inprove substan-
tially. For exanple, the nunber of careerists in the Navy, which
has had the nost severe retention problens, should increase by 15
percent between 1981 and 1986. (Careerists are defined here as
those mlitary personnel with nmore than four years of active-duty
service.) This inprovenent in overall nunbers of careerists does
not rule out some shortages in highly technical occupations, but
t hese problens should be quite limted.

Nonet hel ess, the Congress nay want to be sure that these
inprovenents in retention are not jeopardized by the introduction
of a new educational benefits program Wuld HR 1400 harm

retention, and could transferability remedy any such harn? The

answer varies with the person's years of service. 2/

2/ The results presented below depend on HR 1400's specific
pr ovi si ons. To transfer a benefit under HR 1400, the

10



After four years of mlitary service, when nost personnel
face their first reenlistment decision, H.R. 1400 offers only a
nodest incentive to leave. Wthout transferability, the amount of
this incentive to leave is equivalent to a "negative bonus" of
about $1,200. Transferability would reduce this negative bonus to
$200. The anount of the incentive to leave is small at the
fourth year largely because educational benefits would double,
from $300 to $600 a nonth, for those who reenlist and conplete
nore than six years of service.

After eight or twelve years of service, when active-duty
personnel often face subsequent reenlistment decisions, the
benefits in HR 1400 woul d produce a stronger incentive to |eave.
Wthout transferability, the incentive wuld be equivalent to a
negative bonus of about $4,200 at the eighth year and $3,500 at
the twelfth year. Transferability would offset about two-thirds
of this negative bonus at the eighth year and offset it conpletely

at the twelfth year.

Cost s
The advantages of transferability would cone at sone cost.

CBO estimates that, if benefits under HR 1400 were fully

service nmenber nust have conpleted at |east ten years of
active-duty service and renmain on active duty, or be retired,
while his spouse or dependent uses the benefits. Benefits
transferred by retirees nmust be used within ten years of the
date of retirenent.

11



i ndexed, the cost of the transferability provision would eventu-
ally reach about $750 mllion a year in today's dollars. This is
substantially lower than the $1.25 billion cost estimte we
subnmitted to the Veterans' Affairs Committee several nonths ago.

Qur revised estimate is lower because it reflects a substan-
tially smaller population of eligible users. Wen utilization
levels out in the late 1990s, we estinmate that about 1.0 mllion
active-duty and retired military personnel would be eligible
to transfer benefits to about 1.3 mllion spouses and coll ege-age
chi | dren. (These figures reflect expected inprovenments in
retention over the next few years.) But only about 10 percent of
the 1.3 mllion eligible recipients would actually use their
benefits each year. The percentage is |ow because college-age
children, who are likely to attend school, nake up only about
one-third of the 1.3 mllion potential users. The renaining
two-thirds woul d be spouses over age 26, and Census data show that
only 3 to 5 percent of narried fenales in this age group attend
coll ege. Wen attendance rates for spouses are adjusted upward to
reflect the availability of educational benefits, their projected
attendance rate still renains relatively |ow

Even with this reduced estinate of the cost of transfera-
bility, selective reenlistnment bonuses nmay still be a cheaper way
to offset the incentive to leave. fering reenlistment bonuses

at the fourth, eighth, and twelfth years of service, in anounts
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equal to the value of transferability at these points, should
offset nuch of the incentive to leave. The bonuses would add
about $500 million a year to costs, conpared to the $750 million
annual cost of HR 1400's transferability provision. GCosts could
be reduced still further if these bonuses were linted to occupa-
tions with retention problems. As we noted earlier, only a
limted nunber of occupations are suffering such problens.

We have tried to present our findings on the costs and
effects of transferability as sinply as possible. But | should
note that they are based on many highly uncertain factors that
are extrenely difficult to quantify, including a preference
for educational benefits now rather than later, the chances of
remaining in the mlitary long enough to transfer benefits, and
the likelihood of having a spouse and/or children who plan to
attend school. Thus, our results, which are preliminary, shoul d
be viewed only as rough guides to the costs and effects of

educational benefits and transferability.

SUMVARY

M. Chairman, (BOs revised recruiting forecast has changed
the urgency associated with providing inproved educational bene-
fits. It now appears that the Arny will need added recruiting
incentives only beyond fiscal year 1982, and then mainly as a
hedge against increases in end strengths or a reversal of favor-

able 1981 trends. Moreover, the recent test results raise the
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risk that providing equal benefits to all the services could
actually reduce recruiting in the Arny below | evels that would be
achieved with today's benefits.

The results suggest that, if the Congress chooses to enact an
i nproved educational benefits program the inprovenents should be
targeted heavily on categories of recruits that are difficult to
attract, nost of which would be in the Arny. The Congress night
also want to keep any initial package of benefits nodest, so as to
hol d down costs, while leaving open the possibility of increasing
benefits should recruiting problens in the years after 1982

warrant greater incentives.
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