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THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 

TUESDAY, APRIL 23, 1963 

CONGRESS OF THE UNITED STATES, 
SUBCOMMITTEE ON ECONOMIC STATISTICS 

OF THE JOINT ECONOMIC COMMITTEE, 
Washington, D.O. 

The subcommittee met, pursuant to notice, at 2 :05 p.m., in room 
AE-l, U.S. Capitol, Senator William Proxmire (chairman of the sub-
committee) J>residing. . 

Present: Senators Proxmire (presiding), Douglas, and Miller. 
Also present: Roy E. Moor, economist, Donald A. Webster, minority 

economist, Hamilton D. Gewehr, administrative clerk. 
Senator PROXMIRE. The subcommittee will come to order. 
The Statistics Subcommittee today begins hearings on the subject 

of the Federal budget. These hearings are timely in view of the cur
rent interest in Congress and in the Nation generally concerning the 
level of Federal expenditures and the size of the Federal deficit. We 
hear a great deal about Government expenditures and deficits. Yet, 
very little information is available on either the nature of these ex
penditures and deficits or their economic consequences. 

The purpose of these hearings is to attempt to determine techniques 
by which the Federal budget can be a more meaningful document for 
citizens, for students of government, for businessmen, and for Con
gressmen. At the present time, the Federal budgct is virtually the 
only source of information on Federal policies, especially as these 
polIcies affect the national economy. This document must be re
examined in order that greater understanding can be obtained con
cerning the role of the Government in our economy. Everyone who 

. is interested in examining Federal policies should be able to use the 
budget to obtain information about specific economic activities of the 
Government. 

It is our hope that these hearings will contribute to an understand
ing of the Federal budget and, at the same time, develop proposals 
by which the budget can become a more useful document. 

Now I would like to quote from a highly respected publication, the 
Weekly Bond Buyer for the capital market investor, about the signifi
cance of these hearings, because I think this statement is accurate, 
although it may not be as widely appreciated as we would like it to be. 
This is an article entitled the "JEC [Joint Economic Committee] 
Hunts Techniques To Size Up Federal Finances." 

It is directly related to the hearings which begin this afternoon. 
In this article the following is stated: 

All the committee is really trying to do is to find a way to revise the Federal 
Government's budget system so that responsible officials in the administration 
and Congress, and of course the taxpayer, will know with fair accuracy how 
much the Government takes in and what it spends in any given period. 

1 



2 THE FEDERAL BUDGET AS AN ECONOMIC DOCUMEN'l' 

In this sense the JEC hearings could prove to be the most important that this 
or any recent Congress has held, for if it produces new budgetary guidelines not 
only will future appropriations and taxing policies be more meaningful, but 
for the first time in the Nation's history the public will have some real idea 
of how Government spending and taxing actually affect the private economy. 

Dr. Break, we will begin with you. I see all you gentlemen have 
short statements. You can handle it any way you wish, read your 
statement, summarize it, or ad lib from it. 'Ve are happy to have 
you; go ahead, Dr. Break. 

STAmMENT OF GEORGE BREAK, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF CALIFORNIA 

Mr. BREAK. Thank you, :Mr. Chairman. My statement has to do 
with the Federal loan programs, and their treatment in the budget. 
The first two sections of it simply summarize the present treatment in 
the different documents. Several of the special analyses at the end 
of the budget deal with the Federal credit programs, not. only the 
special analysis E in the present budget which deals entirely wit.h 
them but special analysis C, which deals with the availability of 
foreign currencies and their use, analysis D that distinguishes between 
investment and operating expenditures, and F, which shows Federal 
activities and publie works, and H "'hich summarizes Federal aid to 
State and local governments. So there is quite a bit of information 
no,,, in the budget. I think it is unfortunately uncoordinated; t.here 
are inconsistencies between the different sources that one can look at. 

It is frequently difficult to untangle these inconsistencies and the 
very variety of presentation leaves the user uncertain about the true 
significance of Federal loans. 

I think much could be accomplished by treating them in a consistent 
fashion, and by integrating the results and totals in a meaningful way, 
and I hope that the suggestions that I haye here today ,,,ill be of some 
help in this regard. I have essentially 10 suggestions. 

1. For each individual program both disbursements and loan 
purchases should be shown separately on the expenditure side of the 
accounts, and principal repayments and loan sales on the receipts side. 
These are the most important operations of any loan program, and 
each has its separate and distinctive set of economic effects. 

2. All of the above amounts should be brought too-ether and shown 
in the summary statement of Federal expenditures ~'lnd receipts as a 
separate part with its own positive or negative balance. In fiscal 
1962, for example, this Federal loan accoIDlt would have shown an 
excess of loan acquisitions over retirements of 2.8 billion, an amount 
that was 48 percent of the consolidated cash deficit of -$5.8 billion 
for the same period. The reason for segregating these loan trans
actions is that, unlike many other Federal expenditures and receipts, 
they do not alter the Government's net wealth position 'Vhen dis
bursements exceed repayments, the cash account does indeed suffer a 
deficit, but the financial asset account enjoys an equal, and offsetting 
surplus. On the other hand, the $2.8 billion net expenditures in fiscal 
] 962 presumably did have an important expansionary impact on 
private incomes and output, and this is the main economic reason for 
including them with other expenditures in the budget. 
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3. The balance of the Federal loan account for any period can also 
be estimated by subtracting the amount of loans outstanding at the 
beginning from the amount outstanding at the end. These differ
ences should be reconciled with the balance obtained by dealing with 
loan disbursements and repayments, loan purchases and sales, and loan 
writeoffs. 

4. Just as investment in physical assets can be shown both gross and 
net of depreciation, Government investment in financial assets can, 
and should, be shown both gross and net of losses on bad loans. For 
either type of asset, disinvestment occurs to the extent that its market 
value declines. 

5. Operating budgets should be constructed, at least for the major 
lending programs, showing administrative expenses, interest, and fee 
income, and capital gains and losses resulting from loan sales and de
faults. Interest payments to the Treasury, if any, should not be in
cluded in admilllstrative expenses. Total income of the program, 
however, can be divided into that part transferred to the Treasury in 
the form of interest payments and that part retained by the ag,ency. 

G. For economic analysis seasonally adjusted quarterly estimates 
for the major kinds of lending activities "'ould be extremely useful. 
Four statistical series would provide much of the information needed: 
Loan authorizations (i,e., commitments to make new loans) , disburse
ments, principal repayments, and the amount of loans outstanding. 
Unadjusted quarterly estimates of the latter are now available for 
many loan programs in the Treasury Department's very useful state
ments of "Financial Condition for Corporations and Certain Other 
Business-Type Activities," published regularly in the Treasury 
Bulletin. 

7. It would also be helpful if present budgetary forecasts of future 
loan operations would distinguish between developments expected 
under existing laws and those anticipated if certain proposed legisla
tive changes are adopted: In addition, prine-ipa.l repayments on loans 
already made should be separated from other expeeted repayments. 

8. Detailed statements covering both income and expense and the 
sources and applications of funds, formerly included in the budget 
document, should be reintroduced into the appendix for the major 
lending programs. Similar statements are now published semian
nually in the Treasury Bulletin, 'but they frequently do not show the 
amount of detail needed for economic analysis. 

9. In addition to the amounts of new commitment 'authority now 
given for each major credit program in special analysis E, it would 
be useful to have a summary statement of the amounts of unused 
authority and the size of the backlog of loan applications awaiting 
approval. 

10. Finally, there is a good deal of background information that 
',"ould greatly increase the fiscal analyst's 'ability to estimate the 
economic impact of different lendina' programs tabulations such as 
the number and amount of loans made at different interest rates and 
terms to maturity, to different kinds of borrowers and for different 
purposes, and distributions showing the different amounts of time 
taken for loans to go through .the various program stages. The im
portant thing, of course, is that these data be made available some-
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where, and space limitations may shift that task from the budget docu
ment itself to agency annual reports. 

Thank you, Mr. Chairman. 
Senator PROXMIRE. I thank you very much, Dr. Break. 
Professor Brown. 

STATEMENT OF E. CARY BROWN, PROFESSOR OF ECONOMICS, 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY 

Mr. BROWN. Thank you very much, Mr. Chairman. I will just read 
the statement if I may. 

Budget techniques and information have undergone continual im
provement over the past decades. Many suggestions have come from 
a wide variety of sources, including the helpful work of this commit
tee, to take further steps in the direction of making the budget a 
more meaningful and useful document. Instead of surveying this 
ground, a work already admirably performed in your publication, 
"The Federal Budget as an Economic Document," let me as a student 
of fiscal policy merely record myself in favor of or opposed to some 
of the major proposals that are currently under discussion insofar 'as 
the budget relates to problems of fiscal policy. 

The impact of Federal fiscal action on economic activity cannot be 
determined, of course, by any single numerical aggregate. Yet judg
ments, toa first approxImation at least, of this impact must be based 
on certain financial magnitudes. These magnitudes should be signif
icant for the formulation of overall fiscal policy and should be con
tained in the budget document itself, rather than scattered through 
the Economic Report of the President, various hearings before con
gressional committees, 'and internal administrative memorandums. 

What numbers seem most useful in the formation of fiscal policy ~ 
Obviously, those which most precisely conform with fiscal action as 
it affects private spending decisions. This means that the budget 
should display the character of the fiscal action as well as its timing. 

1. THE CHARACTER OF FISCAL ACTION 

It is a commonplace in economic analysis to distinguish the employ
ment-creating effects of governmental fiscal actions which increase de
mand for output directly and also affect private disposable income, 
namely, Governmental purchases of goods and services, from those 
which affect only private disposable incomes, namely, taxes and trans
fer expenditures, from those which do not affect disposable incomes 
but alter liquidity and the structure of assets and liabilities, through 
lending and borrowing activities or the purchase of existing assets. 

How well do the various budget concepts present this classifica
tion ~ The administrative budget, though still the most publicized of 
the various budget concepts, is inadequate because it omits a large 
segment of taxes and expenditures in the trust accounts and fails to 
classify expenditures in an economically significant way. The budget 
showing cash receipts from and payments to the publIc while an im
provement over the administrative budget in its comprehensiveness, 
makes no distinction between the character of expenditures under
taken by the Government. 
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The budget on national income account is our best current aggregate 
measure of the impact of fiscal action on the private economy. It 
classifies expenditures in a useful way for economic analysis. I am 
pleased to see increasing emphasis being given to it. While some may 
object to its omission of lending activIties and purchases of existing 
assets, these activities are more closely related to monetary and credit 
policy than to fiscal policy. If monetary and credit actions are to be 
included in the budget document, then the actions of the Federal Re
serve System should also be brought in. 

2. TIMING OF FISCAL ACTION 

The timing of fiscal action is as crucial as its character and amount. 
In two respects the present budget document, regardless of concept 
used, could be improved in an important way to give more informa
tion on timing. We can find both expenditures and appropriations 
in it, but it is not clear which of these two steps in the expenditure 
process are most significant in influencing economic activity, or 
whether some stage in between is a more preCIse gage, such as contract 
awards, deliveries, and the like. 

The other weakness of the budget document is its emphasis on the 
fiscal year rather than shorter periods of time, say, quarters. Within 
a given year, for example, taxes may be increased in the early part of 
the period, exercising a deflationary impact, and reduced later in the 
year when they would exert an expansionary influence, although their 
timing may come too late to make up for the initial deflation. Yearly 
totals of tax receipts would not exhibit this contractive-expansion 
pattern, yet it may be crucially important to an understanding of the 
behavior of economic activity III any particular year. On a calendar
year basis, for example, this may happen in 1963 if the tax reduc
tion bill is passed in time to offset the deflationary impact of the in
crease in O.A.SI contributions on January 1. 

3. FULL-EMPLOYMENT BUDGET 

The effect of fiscal action on economic activity cannot be determined 
by reference only to the actual budget deficit or surplus. Deficits 
or surpluses can arise passively from changes in GNP with a given 
tax expenditure structure as well as from an active policy which shifts 
the tax expenditure structure with or without changes in GNP. Fur
thermore, the size of the deficit or surplus will have differing impacts 
on the economy depending on the size of Government purchases of 
goods and services as well. 

Since movements are taking place continually in GNP from year 
to year, a user of the budget document has a hard time determining 
whether governmental fiscal action has shifted as between years from 
an expansive to a deflationary posture, or to a more or less expansive 
or contractive position. Changes in GNP, and the consequent in
duced effects on taxes and transfer payments make the actual out
come of the budget a combination of passive and active fiscal action. 

I would, therefore, recommend implementing a proposal made 
many years ago by the Committee for Economic Development. They 
would have the budget document contain an estimate of the full-
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employment budget position, making it possible to determine whether 
fiscal policy has become tighter or easier. The 1962 Economic Re
port of the President contained estimates of the full-employment 
budget surplus or deficit for the period from 1956 to 1962, but this 
should be expanded to include purchases of goods and services, trans
fer expenditures and receipts, and a further refinement would be to 
express them as percentages of, say, GNP. The anticipated budget 
position could also be shown as at the present time based on the likeliest 
GNP level or range. These assumed levels should be clearly set forth 
as they were in the 1964 budget. 

4. LEGISLATIVE PROPOSALS 

Proposed legislation and its effect on both expected and full
employment budget receipts and expenditures should be shown sep
arately from the budget position under existing laws. For example, 
the precise consequences of the pro}!osed tax revision on the 1964 
budget are difficult to disentangle. On the expenditure side, on the 
other hand, both the 1963 and 1964 budgets have made important 
strides to fill this need. In this connection, longrun budgets should 
be developed to depict more fully the consequences for 5 or 10 years 
ahead of prospective budget receipts and expenditures, not only for 
new programs but also for existing ones. 

5. CAPITAL BUDGETS 

Despite the utility for State and local finance, capital budgeting at 
the Federal level does not seem to me to be desirable for fiscal policy 
decision. It runs the danger of justifying borrowing for capital 
outlays when fiscal policy may call for such expenditures to be tax 
financed; or prevent tax reduction below current outlays when ex
pansive policy is needed. It also raises the arbitrary problem of 
classifying expenditures into current and capital items and determin
ing depreciation on governmental durable goods. Expenditures on 
physical plant would be more apt to be categorized as capital outlays, 
whereas research and development, or education, would be more likely 
found in the current section of the budget. A bias toward hard goods 
might well be imparted to fiscal policy in a recession when other types 
of expenditures or tax reduction might lead to more optimal policies. 

This is not to say that a capital-budget annex might not be signifi
cant and interesting. Cost comparisons of different programs can 
only be made when depreciation is treated as a cost item, rather than 
including the total capital outlay when made. Such comparisons 
could improve resource allocation decisions made between different 
ways of carrying out particular functions. 

Senator PROXl\fIRE. Thank yon very much, Mr. Brown. 
Doctor Ohm. 

STATEMENT OF ARTHUR OKUN, PROFESSOR OF ECONOMICS, YALE 
UNIVERSITY 

Mr. OKUN. In discussing the meaning of the Federal budget as a 
document, we are obliged to consider the meaning of the Federal 
budget as an instrument of policy to promote the economic objectives 
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or our society. We want budgetary policies that will promote stability 
at 3: high level of ac~ivity an~ growth of our .national productive c~
paClty, and we need mformatlOn and accountmg techmques that wIll 
help us to evaluate the performance of fiscal policy. , 

THE BUDGET AND ECONOl\IIC STABILIZATION 

In considering the overall impact of the budget, I should first ask 
whether it contributes to a balance bet,,·eell aggregate demand and 
total supply in the national economy. If we are to achieve the goals 
of the Employment Act, total spending on goods and services by con
sumers, investors, and Government must match our national produc
tive capacity to produce goods and services. If the scales are tipped 
in the direction of insufficient demand, we find persistent unemploy
ment and excess capacity, as we have throughout the past 6 years. If 
demand is excessive, we experience inflation., The Federal Govern
ment influences total effective demand directly by its purchases of 
goods and services and indirectly, but even more significantly, by 
transfer payments and taxes which alter the purchasing power, and 
hence the purchasing decisions, of individuals and firms in the private 
economy. 

Both in its objectives and its instrumentalities, Federal budgetary 
policy works through the stream of total spending in affecting em
ployment, production, and the price level. This analysis should 
demonstrate that no amount of information, however comprehensive, 
about the Federal sector alone can ever tell us whether the budget is 
doing its job. Whether a budget is appropriate or not depends on 
business conditions: if total spending is pressing hard on productive 
capacity, and inflation threatens, we should want the Federal budget 
to exert a restraining influence. 'When resources are underemployed, 
however, we want a higher level of demand and should welcome a 
stimulus prov lded by appropriate budgetary policies. ·When yrivr.te 
demand is especially weak, a budget in deficit may simply reflect the 
depressive effect of a slack economy on tax collections. ,\Vhen private 
demand is especially ebullient, a budget moderately in surplus may 
not be sufficiently restrictive. 

In short, the budget should be appraised as a part of the whole pat
tern of income and product flows of the Nation. Federal activities 
should be viewed in the context of total demand, both private and pub
lic. A number of corollaries about budgetary information follow 
rather directly from this principle. 

(1) ,Economic assumptions: The Budget should supply informa
tion concerning the assumptions about national income and product 
on which fiscal policies and budgetary estimates were formulated. 
These assumptions have been specified in the last two budget docu
ments and they have been discussed in detail in the Economic Report. 
This is a welcome development. Forecasts have always been required 
in order to derive budget estimates. Indeed, whenever ,plans are made 
for the future, they necessarily involve predictions and assumptions. 
The decision to make these explicit aids the apprai$al of the fiscal 
program. 
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. (2) National income budget: The national income and product 
accounts provide an integrated framework for viewing the income 
and spending flows of all sectors-including the Federal Govern
ment. Because they present the Government as part of a meaningful 
whole, data recording the Federal sector's activities on a national in
come basis are indispensable to the economic analyst. The inclusion 
of these data in the budget documents of the past 2 years in an impor
t.ant forward stride. 

The national income accounts budget is a necessary, but not a suffi
cient, body of information about fiscal policy. Indeed, no single 
budgetary system Or concept is sufficient. The administrative budget 
is needed in the congressional appropriations process. But the 
economic impacts of expenditures out of the general fund are not 
qualitatively different from those made by trust funds. This fact 
supports the shift of emphasis toward the consolidated cash presenta
tion that was incorporated in this year's budget. 

The national income budget is currently a different kind of data 
system from the cash budget. It is based on statistical estimation 
rather than a direct summation of accounting records. In its present 
form, it is not a suitable framework for program management and 
control. For this reason I believe that the cash budget should remain 
the core of the budget document. But I should strongly recommend 
the development of a data system that would permit closer linkage of 
the cash and the national income account budgets. In the case of 
accrued receipts for example, tax liabilities not yet paid, the reliance 
of the national income budget on statistical estimation is inevitable. 
In the case of expenditures, however, the national income entries could 
emerge from the accounting system if all disbursements were system
atically classified as purchases, transfers, loans, etc. 

(3) Monetary and credit aspects: In appraising fiscal policy, we 
need to know the future prospects and plans for the second most im
portant instrument of stabilization, namely monetary policy. Under 
the present division of authority over economic policymaking, the 
budget cannot state the intentions or views of the monetary authori
ties. The absence of such information reflects a cost of decentralized 
policymaking. It is not a deficiency in data collection or an unwill
ingness to make explicit projections that keeps such information out 
of the budget. 

Federal lending activities are one area where budgetary actions have 
important direct consequences on money and credit. The national 
income and product account, in omitting Government loans, does not 
deny their importance but merely recognizes that they are not income 
payments or income receipts. Federal loans are one aspect of the 
credit and monetary policies of the Federal Government, most of which 
lie outside the budget, in the hands of the Federal Reserve System. 
Government lending activities are properly shown in the cash budget 
and are includ~d in the flow-of-funds approach to national economic 
accounting. It is regrettable, however, that the budget cannot discuss 
Federal lending or loan-guarantees in the broad context of the total 
financial outlook. 

(4) Economic statistics: The evaluation of fiscal policy requires the 
best possible data for all sectors of the economy. Any improvement in 
our economic indicators and intelligence covering private demand is 
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an aid to the appraisal of the budget, because it helps to determine 
where the economy stands, where it is heading, and what policies are 
appropriate. We also need the best possible data for the public sector. 
The data and projections covering Federal obligations m the recent 
budget are most welcome. It would be most helpful if these annual 
data could be supplemented with projections of expenditures and 
obligations on a quarterly basis. It is not necessary that these quar
terly data be included in the budget documents; but it is important 
that such information be available. 

THE BUDGET AND ECONOMIC GROWTH 

Federal expenditure programs affect the supply, as well as the de
mand, side of our national economy. Our productive capacity is en
larged by the provision of public capital facilities for an improved 
and increased flow of Government services, and by Government pro~ 
grams which enhance the quality and efficiency of our natural and 
human resources in the private and public sectors .. An appraisal of 
the growth impact of Federal outlays requires information on public 
investment-expenditures whose benefits extend over a number of 
years and which contribute to productivity in Government or in the 
private sector. Such information is currently available in Special 
Analysis D of the budget, but many further details could be useful. 
In particular, just as some current Federal activities build for the 
future, some activities use up or wear down the public capital accumu
lated in previous years. 'Ve need estimates of depreciation on public 
capital to show the net investment outlays of the Federal Govern
ment. The problems of estimating depreciation, or capital consump
tion, are enormous, but not insuperable. I hope the Bureau of the 
Budget will successfully complete a program to develop such estimates. 

It is important to recognize that many of the most important public 
contributions to growth are made by expenditures that do not create 
durable tangible assets. I should advocate a concept of public invest
ment which includes outlays for education, scientific research, et cetera. 
Public capital formation should build minds and bodies-as well as 
bricks and steel-for our future welfare. 

Fiscal policy also influences growth through the tax structure. An 
ide~l b~dgetary. policy shoul~ .raise its revenues. through taxe~ that 
mamtam mcentIves for our CItIzens to work effiCIently and to mvest 
productively. Because our tax laws do not change dramatically from 
year-to-year, we may not require a formal and detailed annual review 
of the incentive effects of taxation. But we must be constantly alert 
to these issues in the appraisal of the budget. 

A comprehensive handling of public investment should lead toward 
the development of national wealth accounts that include both private 
and public assets and liabilities. A national balance sheet would be 
a most instructive set of data. It would help to show the significance 
of public assets-from schools to defense establishments-in total 
wealth. It would make clear how the public debt enters simultane
ously as a liability of the Government and as an asset for the private 
sector. Some of the most heated discussions of fiscal policy mIght be 
tempered in the light of such simple accounting identities. 
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I have emphasized the importance of capital accounting for the 
Federal Government, but I do not consider this sufficient grounds for 
capital budgeting. vVe need detailed information on public invest
ment, but we need not segregate public investment outlays in our 
budgetary totals or seek to finance them separately. It is true that 
many of our most prosperous and profitable business firms would 
show persistent deficits if they followed the accounting system em
ployed by the Government, lumping current and capital expenditures. 
On the other hand, there are essential differences between Govern
ment and business operations and these may justify different account
ing systems. The Government does not obtain its receipts through 
voluntary payments on the market; it does not sell its output by means 
of price tags; it does not seek profits or slum losses as a business does. 
Indeed, the very existence of collective consumption items reflects the 
social judgment that certain wants and needs cannot be met effectively 
through private production and market distribution. 
If people insisted adamantly on reading the Federal budget as 

though it were a business income statement, it would probably be de
sirable to shift toward business accounting practices. But that is, 
I think, a counsel of despair. I am optimistic enough to believe that, 
with increased education about the budget, we can have an improved 
public understanding that focuses on the truly significant issues: how 
fiscal policy contributes to the national balance between supply and 
demand; how it influences the growth of our productive capacity; 
how well and how efficiently it meets urgent public needs for collective 
services; and how it affects income and wealth distribution. Such an 
understanding is the best antidote to the idle search for a single profit 
or loss figure to summarize the success or failure of the budget 
program. 

There is much to be done in the improvement of information on Fed
eral fiscal activities and I have mentioned some of the tasks which 
strike me as deserving priority: (a) improved estimation of items in 
the national income budget and closer linkage of the income account 
data to the cash budget; (b) integrated and coordinated information 
on the relation between fiscal policies and credit policies; (c) quarterly 
projections of expenditures and obligations over the forthcoming fiscal 
year; (d) more comprehensive information on public capital forma
tion and capital consumption; (e) the development of a national bal
ance sheet including the Federal sector. In closing, I should like to 
note that an equally important task remains to be accomplished in the 
promotion of better understanding of information already available. 
Education on the nature and objectives of fiscal policy is a key requisite 
to better budgeting and the educational mission deserves the utmost 
efforts of economists and statesmen. 

Senator PROXMIRE. Thank you very much, Mr. Okun. Professor 
Shoup. 

STATEMENT OF PROF. CARL S. SHOUP, COLUMBIA UNIVERSITY 

Professor SHOUP. Does there exist a particular kind of Government 
budget that is especially helpful for presenting questions of fiscal pol
icy to Congress and the public? This question is usually answered in 
the affirmative, and the search then proceeds for the appropriate type 
of budget. But perhaps we should pause for a moment at that que.'i-
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tion. In the present statement I shall suggest some general rules that 
might apply in building up a fiscal-policy budget, then try to see where 
an application of such rules would lead us. The kind of budget that 
emerges will, I fear, seem SO strange and even incomprehensible that 
we may decide that no suitable fiscal-policy budget exists after all. 
This does not mean that no suitable fiscal policy exists. It means, 
rather, that fiscal-policy items are to be found, here and there, within 
a budget, and that they may well be segregated and brought together 
for fiscal-policy analysis, but that they hardly make up by themselves 
a budget in the accepted sense of that term. 

Another implication of this line of thought is that neither the ad
ministrative budget, nor the cash budget, nor the national-income 
budge is a "best budget," for fiscal-policy purposes. Fiscal policy, in 
other words, like defense, or intergovernmental fiscal relations, is in
herent in all budgets, but must be implemented through only a part, 
sometimes a restricted part, of the budget. 

Selection of items for a fiscal-policy budget involves two questions: 
What transactions shall be included, and what dates shall be attached 
to them? Shall trust-fund transactions, business-type transactions, 
liquidity-altering transactions be part of the budget? Shall the year 
of inclusion be that of announcement of policy, enactment of legisla
tion, accrual of liability, or payment? 

WHAT TO INCLUDE 

On the first question, a rule that merits consideration is: Do not 
include the item if nothing can be done about it for fiscal policy. 
Consider, for example, a nationalized steel industry run by a board 
appointed for a long term who have no intention of raising or lower
ing prices for countercycle purposes, or scheduling capital projects 
by the level of unemployment. A recession is at hand: the nationalized 
industry is estimated, for the coming year, to show a certain surplus, 
or deficit. Will it be helpful to include that surplus, or deficit, in 
the fiscal-policy budget? If it is included, it might best be put in a 
special category, to indicate that it is a figure that the Government 
of the day cannot affect. It is background information, on a part 
with estimates of the amount by which exports will exceed imports, 
or of the expected difference between gross retained business earnings 
and gross private domestic investment. There is, to be sure, this 
distinction: The nationalized industry's deficit or surplus has implica
tions for the Government's debt or cash balance, if the industry 
finances itself partly through the Treasury. But even this element 
of change in Government debt or cash balance is itself a background 
figure, to be taken as given. 

Moving closer to the center of GoYermnent, let us consider the Post 
Office. The Government's hands are not legally tied; yet we must 
assume that the public would not tolerate frequent changes in postal 
rates for countercycle purposes, or delay and inconvenience from tim
ing and locating new post office buildings to accord with unemploy
ment. Again, the expected postal deficit or surplus could be included 
in the fiscal-policy budget, but only as background information. 



12 THE FEDERAL BUDGET AS AN ECONOMITC DOC~ENT 

Consider next the trust-fund transactions. They are excluded from 
the administrative budget. In fact, Congress cannot "administer" 
them; Congress has tied its own hand-loosely, to be sure-has 
renounced, for the time being, a power to alter the flows of funds. 
It can of course alter them, by new legislation, but the implication of 
the trust fund is that here is a settled policy of segregating certain 
receipts and certain expenditures, at specified levels, and linking them 
in some way, to reach a designated goal over a period of years. A 
temporary increase of the pay toll taxes for OASI, unaccompanied by 
any change in prospective pensions, and enacted solely for the fiscal 
policy purposes, would run counter to the philosophy of the trust 
fund. Similarly, a decrease of highway trust fund excises and a speed
up of that part of the Federal highway program that is linked with 
them, if done solely for fiscal policy purposes, would contradict the 
trust-fund principle to highway finance. One may oppose use of a 
trust fund for Federal highway finance, and I do oppose it, but 
that is not the point at issue here. 
If the trust fund is itself a countercycle instrument, for example, 

the unemployment compensation trust fund, it may be included in 
the fiscal-policy budget if it is thought of as subject to change for 
fiscal-policy purposes. 

These considerations lead to contemplation of an "active" or "effica
cious" fiscal-policy budget that would resemble the administrative 
budget of the United States, although it would presumably exolude 
business-type deficits or surpluses, like those of the Post Office, and 
dividends and interest from Government-sponsored enterprises.1 

Moreover loans by Government and repayments to Government raise 
another question, that of alterations in liquidity rather than income, 
to be considered below. 

In general, then, a fiscal-policy budget might appear in two parts: 
First, a completely comprehensive budget, embracing even the pro
spective surplus or deficit of a nationalized industry; that is, includ
ing everything that has direct implications for the Government's 
debt or cash position, but doing so as a matter of background informa
tion; second, a section of the budget, this section being the "active," 
or "efficacious," fiscal-policy budget, which excludes those items that 
are not available for countercycle operation for reasons legal-the 
nationalized industry of the kind assumed above; practical-Post 
Office; or philosophical-trust fund flows. 

But if the "active" fiscal-policy budget is to suggest truly the al
ternative policies available, it should exclude certain taxes and ex
penditures that are clearly unsuitable for countercycle action, even 
though legal, practicable, and acceptable in principle. Thus, excises 
and general srules taxes might be excluded because the public's antici
pation of changes in the tax rates would intensify the cycle. The 
corporation income tax might be excluded because changes in its 
rate would have little immediate effect on either consumer or business 
spending. We should not be surprised if, on the revenue side, a fiscal
policy budget came eventually to include only the personal income 
tax. On the expenditures side the fiscal-policy budget would include, 
similarly, only those kinds of Government expenditure that were suit-

1 See Joint Economic Committee, "The Federal Budget as an Economic Document" 
(by Dr. Roy E. Moor), 1962, p. 111. 
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able for countercycle change; thus, for example, it would not include 
long-term debt service, or, presumably, military outlays. 

Fiscaol policy formulators are concerned with those items that can 
be changed for fiscal-policy purposes. From this point of view, the 
total prospective Government deficit or surplus is only an information 
item, like an estimate of the country's export surplus. 

Much of what is said above may seem to run contrary to a generally 
acknowledged preference for the cash budget-aside from loans and 
repayments-over the administrative budget, for formulating fiscal 
policy. The need for a cash budget statement is genuine, but it ex
presses a background information need, much the same need as that 
for information on prospective income and outgo in the private sector. 
In other words, I question whether we have distinguished sufficiently 
our need for background information from our need for data con
cerning those items on which fiscal policy can in practice operate. 

Another aspect of the problem, what to include, refers to liquidity 
changes in the economy, including Government purchase and sale of 
indebtedness and of existing tangible assets such as land and buildings. 
The present administrative and cash budgets exhibit some asymmetry 
in this regard, with respect to debt instruments. To some extent, 
loans from Government to the private sector and repayments from 
the private sector to Government. are taken into account in arriving 
at the deficit or surplus of these budgets, but, in general, loans from 
the private sector to the Government and repayments by Govern
ment to the private sector are excluded. If the fiscal-policy budget is 
to be designed to include liquidity information, it should be reason
ably inclusive in this respect. Perhaps the most helpful device would 
be a presentation of liquidity changes in an annex to the fiscal-policy 
budget, or, alternatively, formulation of a fiscal-policy "statement" 
that would have its "income account," the budget, without loan or 
repayment items, and its "liquidity account," showing issuance of debt 
by and to Government and repayment of debt by and to Government. 

Insofar as loans by Government are not entirely genuine loans, for 
instance, nonrecourse loans made under the farm program, they might 
be listed in a separate schedule, an attempt being made to estimate 
that proportion of such transactions that constitutes genuine loans. 

Incidentally, in public presentation of the data on Government debt, 
the distinction between that part of the debt held by the Federal 
Government itself, or its agencies, and the remainder of the debt 
should be emphasized. 

TIMING 

The question of timing can be answered, public relations aside, by 
estimating the reaction date of the private sector for each type of 
fiscal-policy measure. The fiscal-policy budget, asa technical tool to 
help the executive and Congress act effectively, need not be committed 
a priori to just one timing basis for all items, whether cash basis, 
accrual, or whatever. For example, let us suppose that the changes 
in spending and saving touched off by changes in the personal income 
tax take effect close to the date of tax payment, even when there is a 
considerable lag between accrual and payment, as with farm income. 
Suppose further that changes in corporate spending date closer to the 
accrual of taxes. The fiscal-policy budget, as a technical tool for 

99·375-63--2 
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policy formulation, should then include the one tax on a cash basis, 
the other on accrual. If it does not do so, an adjustment will have 
to be made somewhere along the line, in computations of dated effects 
of a combined change in personal and corporate income tax rates. 
The national-income budget may prove fortuitously to contain the 
optimum mix of cash and accrual bases, but if it does not, we should 
not hesitate to design a special mix for a fiscal-policy budget. These 
remarks apply both to the revenue side of the budget and the expendi
tures side. 

CONCLUSION 

The prospective surplus or deficit in a budget will always need to 
be emphasized by the President, with its implications for countering 
depression, or inflation. Must there not, then, be some one best con
cept of surplus or deficit for this purpose ? No, there is not; for, 
whatever concept of surplus or deficit the President uses, he will have 
to explain its significance against the background of the Nation's 
budget. Using one concept of the Government's surplus, he will have 
to call special attention to certain items in the Nation's budget that 
help explain why this amount of this kind of surplus is desirable. 
If instead he uses another concept of the Government's surplus, he 
will need to point more to certain other aspects of the Nation's budget. 
A fiscal policy can never be explained or defended without juxtapos
ing the Government figures with other, non-Government figures. The 
search for the one best concept of Government surplus or deficit for 
explaining fiscal policy to the country betrays, perhaps, a hope-an 
unfounded hope-that we can escape the need to present a re'ason
ably detailed Nation's budget simultaneously with the Government's 
budget. Once we admit this need, we can use the administrative, 
the cash, or the national-income budget concepts with equal useful
ness, making, in each case, the necessary connections with those items, 
governmental 'and nongovernmental, that lie outside the particular 
type of budget chosen. Meanwhile the formulators of fiscal policy, 
searching for alternative concrete measures to implement fiscal policy, 
will confine themselves to what I have termed the "active," fiscal
policy budget, or, rather, "active," collection of items, for they do not 
really constitute a budget in the usual sense. 

Senator PROXMIRE. Thank you very much, Dr. Shoup. 
Professor Break, you list a series of proposals that are very specific 

and constructive. ",~Thy in your judgment aren't these proposals in 
effect now? ",~T ould that take additional personnel, additional cost? 

Mr. BREAK. Some of the suggestions certainly would. The con
struction of seasonally adjusted quarterly estimates, for example, 
would, I would guess. Some of it would require mainly a reorganiza
tion of the information that is now available. 

Some of the agency annual reports, for example, give you the figures 
that I would like to have. They are not always in the budget docu
ment, however. 

Senator PROXl\IIRE. Would this have to be done on a comprehensive 
basis for the entire budget, or would it be helpful if it is done in an 
increased extent, or if it is done on a modest basis so that we can 
determine its value? Incidentally, what would be the principal sig
nificance in value of these. 
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Mr. BREAK. vVell, to answer the first part first, I would suggest 
starting with the most important loan programs and organizing them 
along the lines I have suggested, and there are a great many relatively 
minor programs that I would not be especially worried about leaving 
them in their present condition. But for the major ones, I would 
hope that some of these changes could be made. 

The reasons for doing this, for instance, you take disbursements and 
repayments of loans which the Government itself authorizes, it would 
be nice if yon could distinguish between loans going to private spend
ing units who could not otherwise have obtained any loan from the 
private sector, these loans increase their spending power, and pre
sumably induce them to do things they otherwise wouldn't have done. 

Senator PROXMIRE. That is extremely difficult. 
Mr. BREAK. That is very difficult, and I haven't suggested it here. 
Senator PROXMIRE. I am chairman of the Small Business Subcom-

mittee and the Banking Subcommittee and I know the Small Business 
Administration claims that none of their loans would be made if the 
SBA didn't make them, and technically they can prove it by saying 
they only make a loan if the applicant is turned down at a bank. But 
I think anybody who has any practical experience knows that this is 
a matter of form. 

Mr. BREAK. Yes. 
Senator PROXMIRE. The banker does this for a friend. He may 

participate on a lO-percent basis, so that it would be extremely hard 
to determine with any precision or any reliability--

Mr. BREAK. True. 
Senator PROXMIRE (continuing). vVhether or not this loan would 

or would not be made. 
Mr. BREAK. Indeed I didn't put that in. 
Senator PROXMIRE. It is my hunch that the SBA makes very little 

difference in the terms of the overall economy. 
Mr. BREAK. If the loan doesn't add funds to that particular private 

borrower, it adds funds to the private lender. Otherwise he would 
have loaned money to that person, and the Government does it, so 
he has funds to loan to somebody else. So I think it adds funds to 
someplace in the private sector. 

Senator PROXMIRE. Depending upon whether or not this might have 
its influence on our monetary authorities-might otherwise follow 
policies which would result in private lending. 

Mr. BREAK. True. 
Senator PROXMIRE. That would compensate for this. 
Mr. BREAK. You have to also consider whether the Treasury is go

ing to be financing these expenditures by debt sales or whether the 
Congress is going to react to these loan programs by holding down 
other kinds of expenditures that they otherwise would have or make 
taxes higher than they otherwise would have been. It is an extremely 
complex business. 

My hope was simply to get as much useful information centrally 
available in the budget, and let the fiscal analysts play with it, and 
try to come up with whatever they can. 

Senator PRonIIRE. I notice in your item 7 you say: 
It would also be helpful if present budgetary forecasts of future loan opera

tions would distinguish between developments expected under existing laws and 
those anticipated in certain proposed legislative changes are adopted. 
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I think that is a very good suggestion. Is it your understanding 
that the President simply takes his proposals and assumes they are 
all going to pass, then makes his estimates based on this assumption ~ 
I presume he does that. 

Mr. BREAK. Yes. 
Senator PROXMlRE. For instance, the Youth Employment Act
Mr. BREAK. I have really been unable to untangle what the figures 

mean, but then I have never needed to do so in detail. Presumably 
you could go to the agencies and try to find out whether the forecasts 
included or did not include proposed legislation. 

Senator PROXMffiE. Of course so many of these new bills, the effect 
on the budget for the first year is likely to be quite small. 

Mr. BREAK. Yes. 
Senator PROXMffiE. Nevertheless there is at least a modest mistake. 

I don't want necessarily to get you gentlemen involved in a dispute 
but it seemed to me there was a little bit of difference between you on 
the one hand, and Mr. Brown and Mr. Okun on the other on whether 
or not these loan programs should be characterized as fiscal Or mone
tary impact primarily, and I understood you to feel that their effect 
is primarily a fiscal effect and they should remain in the budget and 
I understood Mr. Brown to say that in his judgment the effect was 
primarily monetary in that the fiscal standpoint would be excluded ~ 

Mr. BROWN. I wouldn't go so far as to say would be excluded. I 
think Professor Okun stated that better, namely, that it seems to me 
they affect the economy in a way similar to money and credit policies 
as you have indicated. Therefore if this is going to be included in the 
budget, then you ought to bring in an integrated monetary and fiscal 
annex, if you wish, into the budget to give us a better integrated pic
ture of both fiscal and monetary action at one time. 

Senator PROXMIRE. Why is the difference so great ~ After all, if 
loans are made for a housing program or we have a big loan program, 
the President is proposing now -for higher education, for example, 
what is the big difference as far as the effect on our economy is con
cerned as to whether these are loans on the one hand, or grants on the 
othed Don't they in both cases have the effect of providing the kind 
of stimulation in demand, the kind of increase in employment which 
is quite similar whether they happen to be loans or happen to be 
grants~ 

Mr. BROWN. Well, if an expenditure is made that would otherwise 
not be made, and nothing else happens in the money and credit sphere, 
then I would agree. But I think the basic difference is that these ex
penditures, if they are loans, don't change your net worth position, 
and therefore we expect them to have a different effect on your spend
ing behavior than would be the case if we just gave you money to build 
a house, for example. 

In other words, if you give me money to build a house or lend me 
money to build a house, my other actions are going to be different, 
noticeably. 

I will have resources free to buy other kinds of durable goods. 
Senator PROXMffiE. I think this is perhaps true when you are talk

ing about private individuals, or somewhat true. I am not so sure it 
is true when you are talking about school districts, when you are talk
ing about public bodies. 
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They build a school because they need it, and their tax rate may be 
higher or lower ~ 

Mr. BROWN. Well, even there it seems to me that I would expect 
public bodies to make a decision in terms of ultimate repayment, which 
would affect their decision in a different way from the way it would 
be affected if you simply reduced the price of the school, you see. 
That is, you are cheapenmg the cost of ultimate school expenditures. 

Senator PROXMffiE. Yes. I recognize the difference. 
Mr. BROWN. Yes. 
Senator PROXl\ImE. I am just concerned with whether-
Mr. BROWN. A difference in kind. 
Senator PROXl\ImE. I am concerned with whether the difference is 

just in degree. Doctor Break, what is your judgment on this ~ 
Mr. BREAK. I would say a loan is capable of having as much stimu

lating impact as a grant. The differences I would see are, first, that 
the loan is a sort of self-policing device. You charge an interest rate 
on that and you presumably restrict the recipient to income-earning 
projects that are at least better than that interest rate. 

If you give them a grant, unleRS you police it yourself he can do 
whatever he likes with it. 

The second is that the loan has to be repaid in future years, and 
this will affect the behavior of the recipient in future years. It may 
even affect his behavior right now if he is going to try to Rrovide for 
that repayment. As Professor Brown just said, it doesn t make the 
recipient better off except by opening up an income-earning prospect 
to him that he otherwise couldn't undertake. 

And from the point of view of the Government, it doesn't make the 
Government worse off. The Government acquires a financial asset 
which may be an earning asset, it typically is an earning asset, and 
for that reason I would view the loan differently from the grant even 
though they both have the same stimulating effect. 

In the one case the Government is acquirmg an asset and in the other 
it isn't. 

Mr.OKuN. It may be worth pointing out that the Government can 
exercise the same effect without any cash disbursement at all by a loan 
guarantee program. 

I think that loan guarantee programs have had an important effect 
on the housing market. There it is clear that we wouldn't want to add 
that to budgetary totals. 

Senator PROXMmE. Well, except that certainly notice should be 
taken of it somehow in the budget. 

Mr.OKUN. Yes. 
Senator PROXMmE. This mass transit bill we had, a $375 mililon 

loan guarantee as you know, and many expect it to have a substantial 
effect on the economy. 

Dr. Brown, in your statement you say: 
I would recommend implementing a proposal made many years ago by the 

OED. They would have the budget document contain an estimate of the full 
employment budget poSition, making it possible to determine whether fiscal 
policies become tighter or easier 

and so forth. 
Now if you rely on this full employment budget concept, don't you 

have to make some pretty firm assumptions about monetary policy 9 
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Mr. BROWN. Oh, I don't propose this as a rule to be followed. I am 
not saying that the budget-what the OED did was to go farther and 
say that the budget should be balanced or a surplus was to be run at 
full employment. . 

Senator PROX::\IIRE. Their notion was the budget should not be 
balanced as I understand it, until we reach some level, maybe 4 per
cent unemployed. 

Mr. BROWN. Right. 
Senator PROX::\IIRE. Then balance, get a surplus over that, deficit 

below it? 
Mr. BROWN. Mind you, I am not saying there should be any rule 

attached to this balance, you see. All I would like to know is what the 
balance is at full employment so that I will know when the tax 
schedules have been shifted up and down. 

Sena;tor PROXl\IIRE. How can you know that if you don't know what 
the momentary policy is? 

Mr. BROWN. Well, if full employment tax yields rise, you see, if 
you show me a budget this year and show me a budget next year, and 
full employment tax yields have risen, adjusted for growth but let's 
waive that for the moment, then I would infer that there has been an 
upward shift in the tax schedule. There has been some legislation 
which has increased tax yields, regardless of what has happened to 
momentary policy. Now whether or not that is an adequate defla
tionary or inflationary effect will depend upon monetary policy. 

Then you have to look at the two together. But at least I can judge 
what is going on with fiscal policy which I can't do now because I am 
running up and down a schedule as well as perhaps having a schedule 
shift on me, and I can make no unambiguous judgment. 

Senrutor PROXUIRE. But, as I wlderstand, the whole notion of this 
full-employment surplus was that you would calculate your tax rates, 
one of the things the administration is proposing now that I oppose. 
You would reduce taxes with the idea in mind that you would stimu
late the economy sufficiently with the deficit that would be involved 
and increased spending too, so that you would increase business activity 
and bring in more revenue, and balance the budget. Now what I am 
saying is how can you determine that a tax cut of a certain amount 
is going to aehieve a balanced budget when you don't have any idea 
what your monetary policy is? 

Mr. BROWN. Mind you, if a full employment budget were computed 
under existing law and under the proposal, I would assume that the 
full employment budget would show a larger deficit after the smoke 
ha d cleared, after the tax legislation. 

Therefore, I would say that there ,,-ould be :m expansive fOl'ce on 
the fiscal side from the tax reduction, which would, might, be offset by 
monetary action. I would have to then look at monetary action. 
But it wouldn't show a balance. I mean, the full employment budget 
would show a bigger deficit or a smaller surplus as a result of the 
action of the Federal Government if it cut taxes. 

Senator PROXl\fIRE. You also argue the other way, that no matter 
how much you reduce taxes or increase your spending, that you are 
not going to reduce unemployment if you have a stringent enough 
monetary policy? 
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Mr. BROWN. That is right; yes; all I am saying is I would like to 
see what fiscal policy is doing. Then I also want to see what monetary 
policy is doing. But if I were going to implement a rule like the 
CED did, then I think what you are saying is very important. 

Senator PROXMIRE. I have to leave for a rollcall. I will be back in 
about 10 minutes. 

Dr. Mooor, who is our economist and, as you know, an outstanding 
expert and who wrote, if not perhaps a definitive work but a great 
work in this field, will carry one with some questions. 

Mr. MOOR. I am curious if I can get some agreement or disagreement 
among you. 

One of the things that I was interested in, Professor Shoup, is this 
distinction that you drew between those things which you can take 
actions on and those which are predetermined. First, the obvious 
question is, have you attempted to draw up any list as to the types of 
items that you might include ~ 

Senator Proxmire, for example, rcacted when you were giving this 
idea that he was Vel'y surprised you had apparently excluded the cor
pOl'ate tax in those things where you might take fiscal action. 

Mr. SHOUP. Yes. 
""Vell, I don't come out with a very lengthy list of items as you can 

probably infer. . 
Mr. MOOR. Is there anything left? 
Mr. SHOUP. The personal income tax yields almost $50 billion so 

that is not a bad place to start on the receipts side. And on the cx
penditures side we have something called public works, which aTe sup
posed to be adjustable now and then. 

And as far as I am concerned, that is almost it for an active fiscal 
policy of any magnitude. I am probably omitting something on the 
expenditures side I should think of, but on the whole, the expenditure 
>,ic1e doesn't seem to me to be very flexible for a short-term counter
cycle action, always excepting such items as advances to the States for 
unemployment compensation and other stopgaps that will continue as 
long as we have an inadequate unemployment insurance program, and 
excepting, too, of course, possible increases in transfer payments for 
weHare, anf] so on, that must grow as a depression continues, but I am 
assuming that we are now talking about things which we change, 
simply because w'e want to influence the cycle and not because of events 
the cycle has brought with it, like unemployment. 

Mr. MOOR. You would exclude as part of that latter, then, the items 
that change in the budget as a result of changes in the economy, the 
passive changes? 

Mr. Snoup. Of course, those passive changes would be part of the 
background information, wouldn't they, to take into account ~ 

I think the eSSEnce of my argument is that whatever type of com
prehensive budget we use, "e find we will have to link it to the national 
income accounts, the Nation's accolUlts, so that, if I presented an ad
ministration budget to the Congress, I would have to say, the surplus 
or deficit here is inadequate because on the one hand, the Nation's ex
port surplus is such and the prospective capital formation is such, and 
the social security and trust fund cash flows are such, and none of these 
can we expect to change very markedly. 
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I have to make the same kind of explanation with modifications, 
whatever type of comprehensive budget I submit. 

Mr. MOOR. But there is another part implied in your proposal that 
the administration should also tick off the various things they are going 
to do. . 

Mr. SHOUP. That is right. 
Mr. MOOR. Recognizing the inadequacies that you have described 

here? 
Mr. SHOUP. Yes; and as I say, a list of those items can hardly be 

called a budget. It is rather a series of items for fiscal policy action. 
Mr. MOOR. But as part of the discussion that has occurred elsewhere 

with respect to the budget, one of the interesting things here is that 
this would put a little more responsibility on the administration in 
presenting its budget to indicate those areas where it both could and 
will be taking action? 

Mr. SHOUP. Yes. 
Mr. MOOR. The second type of question that I was interested in, and 

this I present to all of you, I think everybody with the possible ex
ception of Professor Shoup for the reasons he has just indicated was 
emphasizing the relative desirability of the national income account. 
I would be curious to ask each of you in turn what sort of changes 
you might want to make in the national income accounts insofar as 
the Federal sector is concerned. Professor Break? 

Mr. BREAK. I think the major change would be that I would add 
on a loan account along the lines I have suggested showing the dis
bursements and purchases of loans and repayments and sales of loans 
as a financial investment activity and then the income account, income 
and expense for the agencies involved, and I would also include the 
debt operations of the Treasury as a separate--

Mr. MOOR. I will ask the question Senator Proxmire did not ask. 
What would you do with the Federal Reserve Board? 

Mr. BREAK. I wouldn't do anything with the Federal Reserve Board 
but I would like to know what they are doing, and have statistics about 
their debt operations as well, and those are available in different 
pu blications. 

Mr. MOOR. Some of the material with respect to loan operations are 
in the national income accounts but not in the Federal sector of the 
national income accounts; isn't that right? 

Mr. BREAK. I think it is impossible, isn't it, to find the loan opera
tions. They are in the flow of funds accounts in some form, but I 
don't believe you can distinguish them in the national accounts-

Mr. MOOR. 'That is correct. 
Mr. BREAK (continuing). Any of those. The effects are in there. 
Mr. MOOR. Yes. Well, not only effects--
Mr. BREAK. Attributed to no one. 
Mr. MOOR. But some of the expenditures that they are incurring are 

included. Professor Brown? 
Mr. BROWN. Well, I wouldn't take exception to having a lending 

or credit supplement if it were generalized to include all of the 
actions that are relevant, including the Federal Reserve Board. I 
suppose that the only other things that I would change, at least for 
the moment, would be to have shorter run quarterly data in the national 
income budget on a national-income basis forecast, and have that in 
the budget document, too. 
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Secondly, to have longrun projections at, say full employment and 
have a full-employment national income budget. 

Mr. MOOR. Beyond the current fiscal year ~ 
Mr. BROWN. Right. But to do this on a full-employment basis, 

which means that we are not making precise forecasts, and may be 
off a good bit, but the degree Of error would be much less, I would 
assume, than trying to forecast what the level of effective demand will 
be next year. 

Mr. MOOR. Professor Okun ~ 
Mr. OKUN. I certainly think that we could use the information on 

loans and that these can be shown as a supplement to the accounts; 
but the whole conceptual framework of income accounting-as I 
learned it from Professor Shoup several years ago-does distinguish 
loans from income payments, and I don't see any way of viewing 
loans as income-generating expenditures. They just aren't. I think 
there may be places in which ,ve do need to distinguish between "hard" 
and "soft" loans to the private sector as well as to foreign countries. 
Where loans aren't treated seriously as implying an obligation on the 
part of the borrower to repay, they should be treated as income 
payments. 

Mr. MOOR. Going back, Professor Break, then, to the loan question, 
there are several additional questions about this, one of which is very 
current, as you know. 

How would you really distinguish in the budget between, let us say, 
repayment of loan as contrasted with selling off of the paper by the 
Federal loan agency ~ I mention this because of the proposed selling 
off of loan paper that the administration is now doing. 

Is this dIfferent in its economic effects, and if so, would you treat 
it differently in the budget ~ That is what I am asking. 

Mr. BREAK. I think it might well be different. I am not prepared. 
I don't know enough about the effects of either type of transaction to 
tell YOli what the difference is or say exactly what the difference is, 
but for instance, repayments coming from prIvate spending units may 
have different effects from the purchase by lenders, private lenders, 
of Government loans, and for the moment all we can do I think is to 
show the two separately and hope that in the future we will know 
more than we now know about their separate effects. 

I would certainly argue against combining them so that one couldn't 
see the separate amounts in question. 

Mr. MOOR. Basically you would show them just on a cash basis ~ 
Mr. BREAK. I guess so, yes. 
Mr. MOOR. Professor Brown, with respect to the full employment 

budget, this is another area of general agreement between you and I 
wanted to go into this a little bit. 

Would you make these with respect to different assumptions 
concerning full employment ~ 

Mr. BROWN. Well, I would presume that if we wanted to use 4 
percent as the general agreed target, then I would make them on a 4-
percent basis. If we are prepared to move up to 3 percent, why then 
I would move up with that. 

But it seems to me there is an administrative consensus more or 
less as to what they are trying to achieve ultimately, and I would use 
that as the target. But the major point is that the target not be 
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changed all he time, so that then we have the same problem as we 
have now of trying to interpret what is going on in the economy. 

Mr. MOOR. 'What are the advantages, and again this i.s a question 
I think Senator Proxmire wanted to ask, what are the advantages of 
having the quarterly data if you make longer run projections? 

Mr. BROWN. ",VeIl, just a specific instance, it seems to me, is what is 
happening this year. 

Mr. MOOR. Yes. 
Mr. BROWN. The first quarter we have increased old-age and sur

vivors' insurance contributions substantially. Maybe by the end of 
the year we will have cut taxes. The current estimates indicate these 
will just about offset each other. 

And yet, it seems to me, that in terms of the effect on, the shortrun 
effect on, the economy, there is a world of difference between having 
a tight fiscal policy or a tighter fiscal policy at the beginning of the 
year and a looser one at the end than if you had had a stable policy 
throughout the period, and the quarterly data would reveal this to 
you. 

Mr. MOOR. This can be stated in another way as saying that you are 
placing more emphasis on the nature of rates of change and so on, in 
the various components. 

One of the things t.hat you came out with as a consenSllS, and I think 
thi.s comes as something of a surprise. Are you all in more or less 
general agreement that with respect to the budget document it would 
be useful to try and put in depreciation of capital assets? 

Mr. BRJ.JAK. Yes. 
l\fr. "MOOR. You would say yes? 
MI'. BREAK. I would say yes. 
Mr. BROWN. Yes. I think that in terms of, well, ultimately, wealth 

accounting as Mr. Ohm stated it, I think this is a very useful piece 
of information. 

There have been attempts, as you undoubtedly know, to make de
preciation estimates. 

I think we can perhaps do it at the Federal level, and it is im
portant, I think, for llS to know what the capital stock of the Federal 
Government is as far as growth and other concepts are concerned. 

Mr. MOOR. And then, as part of that presumably, the next step 
would also be to try and deduce the nature of the returns, prospec
tively, on a year-by-year basis to be obtained from the capital-

MI'. BROWN. That might be done, too. 
MI'. MOOR. ""Tell, just to make an individual comment at this point, 

I was gratified to see some of these comments simply because we said 
them in the earlier staff study. 

And now we will wait for just a minute or two for Senator Proxmire 
to return from the rollcall. 

That is alL 
(A slight pause.) 
Senator PROXllURE (presiding). Dr. Okun, in your statement, you 

say: 
In considering the overall impact of the budget, I should first ask w\1ether it 

contributes to a balance between aggregate demand and total supply in the 
national economy. 
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Now, you are asking this as your first question in terms of viewing 
the budget as an economic document, I take it? 

Mr. OKUN. Well, the first question--
Senator PRonHRE. Or would you say that this should be the first 

priority of a budget, that it should be the first criteria that we should 
apply to a budget? 

Mr. OKUN. 'Well, the first criterion I would apply to the overall 
impact of the budget. I think here, perhaps, most all of us rather 
focused on these aggregate--

Senator PRonIlRE. Perhaps it is unfair if I do not preface what I 
have in mind with this: 

You know that this notion, of trying to stimulate our economy or 
stabilize our economy or prevent inflation, by fiscal action is relatively 
new, and I mean new as far as Members of the Congress are concerned 
in the last couple of years. 

People have talked about it before but the President-I remember 
as recently as this President of the United States talked about the 
budget in different terms only a little more than a year ago. So that 
what you are talking about is something that, to many of us, is a 
pretty drastic doctrine, however orthodox it might be among 
economists. 

So what I have in mind in the first place is to ask you whether or 
not it is possible for a budget, even as big as ours is, to achieve pretty 
m11ch full employment, in our society. 

In view of our record in the 1930's, when we had deficits for 10 
years which averaged 4 percent of our gross national product, and 
we ended up with a 14 percent of our work force out of work. In 
view of the fact that we have had big deficits in the last 4 or 5 years, 
and still have a stagnant economy, do you think it is possible for us 
'to adopt a budget policy that we can count on by itself as achieving this 
objective that you have in mind ~ 

Mr. OKUN. I think we can adopt a budget policy that win help 
promote full employment. 

I do not think we can give, in our present state of knowledge
that we can thread the needle to the point of saying just how much 
stimulus is required and exactly when it should he applied and ex
actlv when it should be removed. 

Senator PROXl\HRE. I am not talking about threading a needle. I 
am talking about--

Mr. OKUN. Well--
Senator PROXMIRE. I am talking about 'whether you can really get 

any stimulation of our economy out of it. 
Mr. OKUN. It seems to me the best evidence on that is what hap

pened in the early 1940's, when we got more stimulus than we wanted 
and more stimulus than we needed. The nature of the budgetary 
actions there were not qualitat.ively different from t.he kind of thing 
that we have had--

Senator PROXl\HRE. There was certainly a whale of a difference in 
quantity. We had a $150 billion deficit one year. 

,These days we would have to have $120 billion deficit to have the 
equipment. 

We are talking about deficits that. are a small fraction of t.hat. 
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Mr. OKUN. That was clearly an overdose of stimulative medicine, 
and the economy needed to be contained by--

Senator PROXMIRE. In light of the situation we need a $30 or $40 
billion deficit to reach full employment? 

Mr. OKUN. Well, I would hope that would not be the case. I do 
not think that is the case today. 
If that were the case it would indicate such an extreme wealrness 

on the part of private demand that we might have to look at what 
the causes were and what kinds of fundamental institutional changes 
could have taken place that would account for anything like a poten
tial $30 billion excess of private saving over private investment. 

Senator PROXMIRE. You see, there are contradictory elements in 
this thing. 

In other words, if you embark on a policy of achieving a budget 
balance-I mean, an economic balance and an end of unemployment 
through deficit spending you may undermine the confidence on the 
part of the entrepreneurs and others who are very important in the 
economy and represent 80 percent of the GNP or more. 

So that is it not perfectly possible that if you do this you are 
going to have to have a perfectly enormous deficit to achieve what 
you wish, and if you are going to have to have that you might have 
to have fundamental changes III the economic nature of Our society? 

Mr. OKUN. Granted; any policy, however wise in principle, de
pends for its efficiency on the way people react to it. 

I think we have come a long way in the business community's re
ceptiveness toward a flexible fiscal policy. I read most of the state
ments the business community has been making in favor of tax re
duction, at least not matched by expenditure reduction, as an agree
mentthat--

Senator PROXMIRE. Well, they do not quite put it that way. They 
want a tax cut if you can cut the spending first, and they are awfully 
vague in terms of matching. 

I think that most of the businessmen I have talked to would like 
to see a spending cut at least matching the tax cut. 

Let me ask you another question about this: 
If we follow this philosophy do we not tend to destroy any real in

centive for Government economy? 
Do you not begin to eat away at the drive for trying to operate your 

Government effiCIently? 
What argument can you really give to an agency that comes be

fore the Appropriations CommIttee and asks for 5,000 more em
ployees, as most of them are doing, or a lot of them are doing? 

Mr. OKUN. This is an argument for full employment. 
The place where you can really see the cost of waste is in a fully 

employed society. It is hard to make a case against waste in an un
employed society where the parables about leaf racking and digging 
holes and refilling them are quite accurate; that any sort of waste 
may be good for the society if that is the only way you can get to 
full employment. 

I think there are lots of stimulative measures that are efficient
particularly tax reduction, which permits the private sector to make 
its decisions. 

Senator PROXM:IRE. Well, that is a very good answer. 



THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 25 

In other words, you would like all alternatives like tax reduction, 
monetary policy programs, and other things that would stimulate 
the economy without engaging in wastefu1 public activities ~ 

Mr. OKUN. Right. However, if there are extra Government ex
penditures which are productive, they ought to be under considera
tion, too. 

Senator PROX!tIIRE. One other question along that same line. 
President Kennedy in 1961 tried to do this, what I might call, a 

zigzag policy. 
We were in a period of recession and he proposed that we step 

up our Federal expenditures and it did not amount to very much. 
I think I tried to make an analysis and it was a third of a billion 

dollars. It was not very much. 
If you do follow your prescription, as you put it on page 2-
If total spending is presing hard on productive capacity, and inflation threat

ens, we should want the Federal budget to exert a restraining influence. When 
resources are underemployed, however, we want a higher level of ilemand and 
should welcome a stimulus provided by appropriate budgetary policies. 

Can you really do this except for a tax cut or a tax increase, both 
of which are extraordinarily hard to engineer through Congress ~ 

Can you do it through the expenditure part of your budget ~ 
Mr. OKUN. Well, the Ileeway is marginal, as you suggest. 
I worked with the figures on the 1961 experience, too, and I think 

I can add up to a total somewhat larger than $300 million. 
Wehad--
Senator PROXUIRE. It was pretty infinitesimal in view of the size of 

our GNP, was it not ~ 
Mr. OKUN. Yes, I grant that. 
But even our $10 billion tax cut package is less than 2 percent 

oftheGNP--
Senator PROXUIRE. I agree with that. That is another reason-
Mr.OKuN. The difference between a buoyant and progressive econ

omy and one that is not performing up to par is 5 or 6 percent of 
GNP, and it is the frosting on the cake that we are looking for, but 
that frosting makes a great deal of difference in the economic 
atmosphere. 

Some policies that can give us even a small fractional increment 
to GNP are worth pursuing. 

The President is on record with a request for temporary tax au
thority. Now, whether there should be a change in the traditional 
division of powers, the authority between the Congress and the Presi
dent, or not, I think there is an argument for entertaining temporary 
tax reduction and temporary tax increases in the situation where 
there seems to be a transitory danger of either inflation or recession. 

I do not think that is a problem as most people diagnose it today. 
Senator PROXUIRE. Unfortunately there is a rollcall now. 
I think I can wait another couple of minutes. Senator Douglas 

will be back while I am downstairs. 
Mr. OKUN. From year to year, the growth of Federal revenues 

that would take place under constant employment c~mdi~ions p~r
mits a rather sharp movement of the budget m the dlrectlOn of m
creased restriction without any change in expenditures. 
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I~ is easier to be restrictive by not doing anything over a period 
of tIme. 

vVe have an economy which should grow with constant employment 
by about three and a half percent a year, and in current prices, even 
with price stability, that means about a 5 percent increase in current 
dollar GNP and in tax collections. 

This means that you have about a $6 billion swing in the budget 
if expenditures do not rise at all. 

Senator PROXl\IIRE. 'V'ell, from the standpoint of expenditures ris
ing at all we should not have too much of a problem in achieving that. 

We have had a steady rise in spending and it is far more in pro
portion than any increase or proposed increase of what we should 
have in the GNP. 

The rise last year in spending was 8 or 9 or 10 percent. It is a big 
increase, and each year it has been substantial, far more than the 3-
or 4-percent increase in GNP. 

So that the proportionate increase in Government spending lately 
has been bigger. 

It is distorted by what happened in vVorld War II and the Korean 
war, of course, when we had colossal military expenditures, but in 
terms of the expansiveness of 1"he Government ,,'e seem to be 
getting--

Mr. OKUN. ,V' ell, there was a 2-year period, from late 1958 to late 
1960, in which Government expenditures were on a very flat plateau. 

For better or for worse. This does indicate that the upward trelld 
of Government expenditures is not inexorable. 

Senator PROXl\IIRE. Now, you had a. very interesting notion in your 
sta.tement where you discussed investment, a.nd this is one of the 
difficulties, it seems to me, with the idea. of having a capital budget. 

You said you would advocate a concept of public investment which 
includes outlays for education, scientific research, et cetera. 

It is a wonderful idea but where do you stop ~ 
You get into a situation where you put almost everything in the 

capital part of your budget. I think you are right that probably the 
best investment we can make is in training and education, but how 
can you really call it capital ~ 

Mr. OKUN. In the ~rofessionalliterature of economics, there is in
creasing attention to ' human capital," and we are getting figures on 
the wealth embodied in human beings through education. 

And I think this can be applied, not easily but feasibly, to the public 
sector. Any--

Senator PROXl\fIRE. vVould you actually isolate educational expendi
tures and say the Youth Employment Act, the expenditures involved 
in this manpower training, and any aid for education, all as part of 
the capital investment? 

You certainly would not say there was an increase in the Govern
merut's net-worth position? 

Mr. OKUN. Well, that is certainly true. Perhaps I did make this 
sound much easier than it is. I will grant that it is a very difficult 
problem, but the inclusion of a zero amount for building human 
capital is surely the wrong answer. We can do it better than settle 
for zero. . 
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Senator PROXl\URE. I am going to have to run downstairs, unfor
tunately, or I will miss a rollcall. 

Dr. Moor again will carry on. Senator Douglas will be back short
ly and so will I. 

Mr. MOOR. There is one specific question that is going to come up in 
our hearings later. 

An economic analysis of the budget certainly must include, among 
other things, an analysis of the efficiency with which resources are 
being used by the Government and virtually no mention was made of 
this in any of your papers, I think, in large part just because economists 
tend to concentrate largely on the fiscal aspects and the effect of the 
(iovernment on the economy. 

Do you have any comments that you would like to make in this 
discussion concerning techniques by which we could judge a little more 
the efficiency with which resources are being used in the public sector, 
Professor Brown? 

Mr. BROWN. ",Yell, I do not have any easy ways of doing this. 
I did make one small suggestion, and that is that if you used de

preciation on Government capital then this will help you in a cost 
analysis; that is, if I were making an analysis of the cost of schools 
I would not want to put in capital outlays, I would put in depreciation 
of the schools so I could make a sensible decision. 

That is purely a mechanical thing. As to how efficient you are, 
we have a pricing system in the private sector which gives us signals. 
In the puhlic sector we do not. 

Therefore, we are involved in this very difficult process of making 
estimates of costs and benefits from different kinds of programs. 

I do not see that there is any way out of that except to expand re
search in this area and, as you know, it has been expanded over the 
last 10 years in universities and so forth, but still it is an enormously 
difficult problem. 

In some cases it is fairly simple. I mean, we could perhaps make 
estimates of whether it is better for the Government to rent auto
mobiles or own its own, and so forth. 

But on the big questions then you get into this very difficult problem 
of estimating future benefits and future costs. 

Mr. MOOR. Anyone else? 
Mr.OKuN. There are some suggestions in your study of the Federal 

budget as an economic document for getting more of the cost [md 
benefit calculations into the budget. 

Such calculations are made continuously in the Budget Bureau. 
They are obviously very speculative, and very hypothetical kinds of 
calculations. 

They are a good deal better than the absence of a calculation though. 
The difficulty is that once such figures are published they have to be 
defended and they are very hard to defend. 

Some of the attempts to get quantification of important budgetary 
information, I think, awaIts a more sympathetic attitude toward 
quantification of concepts which are hard to measure and where the 
margins of error are bOlmd to be large. 

Mr. MOOR. I think this is a point, and I do not want to put words 
in your mouths, but one way to summarize a lot of what all of you 
have said is that the budget-and disagree with me if this is wrong-
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that the budget should include much more analytical material as well 
as simply raw data, only the point I take as being made by Professor 
Okun, is that somehow you have to be sympathetic to this analytical 
material that would go in. 

I have one other question which arose as a result of a question by 
Senator Proxmire and then an answer by you, Professor Okun. 

I, too, remember the 1961 period. The new administration came 
into office and they wanted to stimulate the economy which was then 
at a relatively low point. 

They took a great deal of administrative action which was of a 
fiscal-policy nature. . 

Do you have any comments as to either the extent to which that 
ouO'ht to be in the budget or the ways in which it might come into the 
buaget, those types of actions which they took which, if I remember 
the list, virtually none of them ever appeared in the budget? 

Mr. OKUN. Bygones are forever bygones in the budget document. 
Mr. MOOR. Yes. 
Mr. OKUN. Your study made me realize how a student of U.S. fiscal 

policy, who had never lived through the fiscal policy events, would 
~lave a very difficult time piecing together the evolution of things dur
mg a year. 

By January 1962 everything was looking forward, and this was true 
even in the budget review of the faU of 1961. 

We need somewhere to get a more systematic review of the develop
ments during the year and put on record the changes that were made in 
light of changing economic developments. 

Senator PROXMlRE. Senator Douglas? 
Senator DOUGLAS. Mr. Okun, in your statement, you say that the 

budget should be judged as to whether it contributes to a balance be
tween aggregate demand and total supply, and you imply that there 
may be a discrepancy between aggregate demand and total supply. 

Now, I remember years ago reading a book by three eminent mem
bers of your department at Yale, "Principles of Economics," by Fair
child, Furniss, and Buck, which laid down, as a central tenet, that sup
ply and demand always balanced and that, in accordance with Say's 
law, the production of goods constituted the demand for goods. 

Now, do you repudiate the economic gospel of your department? 
Mr. BROWN. Plead the fifth amendment. 
Mr. OKUN. Traditions are rather short. 
Senator DOUGLAS. No, but what is wrong with that theory? 
It is fundamentally based on Say's law, that the production of goods 

constitutes the demand for goods. 
Mr. OKUN. There has been a good deal of thinkin~ about this in 

the past generation, and I think the data, the facts of hfe of economic 
fluctuations are perhaps the best refutation we have-

Senator DOUGLAS. Well, that may be attributable to physical factors. 
The question is: Can there be a chronic shortage of demand? 
In other words, granted that Keynes' first book was correct and 

the theory of money is correct, the general theory of employment 
interests to money is correct, and implying the chronic defiCIency-

Mr.OKuN. Well, a possibility of a defiCIency. I think saving deci-
sions and investment decisions do have a considerable measure of in
dependence in our economy. 
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Senator DOUGLAs. Well, that is the first part of it, that the savings 
may exceed the investments and, therefore, it sterilizes the monetary 
purchasing power of the banks. 

Now, of course, the Englishman who died yesterday, Robertson, 
argued that this might be true for 1 year but the savings of 1 year 
became the investments of the next year so that, therefore, there 
was not a permanent discrepancy for this reason and, as a matter of 
fact, it more or less accepted this principle of Robertson. 

No, you have to do better than that, Mr. Okun, to prove that there 
is insufficient aggregate demand. 

This is the basic assumption virtually on which most Keynesians 
rest, but it has got to stand on more than an assumption or else it will 
be as empty as you say Say's law is. 

Is it a cliche or is it the truth ~ 
Mr.OKuN. The truth is that there need not be an automatic, reliable 

balance between aggregate demand and the nation's productivity-
Senator DOUGLAS. In money terms ~ 
Mr. OKUN. In money terms. 
Senator DOUGLAS. But could not this be resolved by a decrease in 

interest rates, a decrease in wages, a decrease in price, so that the price 
levels would then be adjusted so that they would be equal to the total 
supply of monetary purchasing power ~ 

Mr. OKUN. The possibility of that is an interesting puzzle that 
fascinates some academic economists. 

The realities are that prices are not responsive to excess supply in 
the aggregate. They may be in J?articular markets. 

Even if they were responsive m the aggregate, it is really question
able whether the cumulative spiral downward would not have adverse 
effects on expectations and investment demand, and whether we would 
be any better off. 

Senator DOUGLAS. What is the meaning if you say that the aggregate 
demand is not equal or not sufficient to take off the market the total 
supply; what is the meaning of it in money ~ 

Could you put that in ~ 
Mr.OKuN. Well, I am using aggregate-"total supply" here in the 

sense of national productive capacity, a full employment measure of 
what we can produce. And what business firms would be happy to 
produce at existing prices. 

Now, there is excess capacity--
Senator DOUGLAS. What are you speaking of, aggregate demand or 

aggregate potential supply, now ~ 
Mr. OKUN. I am comparin~ the aggregate demand that would 

emerge at full employment WIth the aggregate supply that would 
take place at full employment. We infer from the fact that we have 
remamed below full employment that demand and supply have, in 
fact, been balanced, only at underemployment rates. There remains, 
as you put it, a potential supply, a willingness to produce, a willing
ness to sell goods and to utilize capacity. 

There is clearly a willingness to work on the part of an excessive 
number of unemployed people that would permit an expansion of 
production if the demand were there to buy it. 

Senator DOUGLAS. Well, I would like this put in money terms. 

99-375-63-3 
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I would like to think of this situation as one where the sum total 
of goods, which are produced or could be produced, the sum total of 
price tags on goods which are produced and could be produced, in 
excess of the sum total of monetary purchasing power in the pockets 
of consumers--I like to put it that way-but if there is the situation 
where there is not enough aggregate money demand to purchase goods, 
that could be produced at full employment at current prices, could 
not this be solved very simply by a reduction in current prices with 
a corresponding reduction in wage rates and interest rates? 

May not the trouble be due to either (a) monopoly or (b) to wages 
and capital receiving more than their marginal productiveness and 
Fairchild, Furniss, and Buck, upon which I am sure you are brought 
up, which say that this could be readiusted and effected through the 
medium of unemployment, and if you have employment the wage rates 
could come down, the business could not sell its full output, but they 
would reduce prices and then you would get a readjustment. 

Really, was not the Yale School right in adopting this principle? 
Mr. BROWN. One catch, I think, is about the general price reduc

tion-I mean, this may be one reason for inadequate demand, for sure. 
But I think our modern version of Say's law would be that full em
ployment of the goods and services produced create income which 
could take the goods off the market. The whole issue is what is in
hibiting spending power. If we reduce prices we reduce incomes as 
well, in money terms, and this may not be a solution to the problem. 

Instead, you may have to take more drastic action. Monopoly may 
be one. Foreign exchange rates may be another. Fiscal polIcies may 
be another. Monetary policies may be another. 

Distribution of income, and so forth, may be others. 
Senator DOUGLAS. Well, I am a little pained to find that Yale Uni

versity has departed from the pure milk of the gospel according to 
",Villiam Graham Sumner, Irving Fisher, and Fairchild, Furniss, and 
Buck. 

Mr.OKUN. We call that progress, Senator. 
Senator DOUGLAS. One other question I would like to ask, and I 

think it is probably or should be probably addressed to Mr. Shoup, 
but perhaps also to Mr. Break. 

I have been very much interested in the so-called capital budget 
picture. 

I wondered if you would have a general comment on that, and then 
we will try to define what items should be regarded as capital 
investments. 

Mr. SHOUP. Well, I believe a capital budget is especiallv useful at 
State and local levels for determining methods of financing the proj
ects, whether by borrowing or by taxation; that there are often reasons 
for linking borrowing with capItal projects at the State and local level 
that we do not find at the Federal level. 

At the Federal level I would be interested in a capital budget as 
an information document, let's say. -

Senator DOUGLAS. Which we are getting more and more since last 
year in the report of the Director of the Bureau of the Budget. 

The budget last year and this year makes efforts to classify, on the 
basis not merely of covering outlays but capital investments. 
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)Ir. SHOUP. Yes, and the more "e have of this distinction of types 
of outlays the better off we will be in making estimates of our progress 
nationally, and for appraising results of expenditures, but I do not 
believe that at the Federal level we should have a capital budget in 
the sense that it should be set aside and financed in a particular way 
differently from current outlays. 

Senator DOUGLAS. \¥ ell, you see the difficulty we get into, "ith 
people who still believe in annually balanced budgets, is that they 
apply this to capital investment as well as to current outlays, and I 
would like to ask you this-do you think that capital inyestments
assuming that a balanced budget is correct over a period of time, and 
I would tend to feel that way, over a period of time but not necessarily 
in each and every year, do you not think that it would be well to draw 
a distinction between current outlays over a period of time and capital 
investments for a period of time, and that capital investments, at 
least in the short run, not in the run of a business cycle, need not be 
financed out of c.urrent revenues? 

They might be financed out of borrowings? 
Mr. SHOUP. ·Well, I "'ould rather say that, in the first place, it is 

difficult for me to accept an assumption that the budget must be just 
balanced over the long run because I would prefer to say that the aim 
is maintenance of full employment with price stability; that this 
may--

Senator DOUGLAS. You do not believe in Say's law then, either, 
do you ? 

Mr. SHOUP. No, I cannot say that I feel bound--
Senator DOUGLAS. I am not conducting an inquisition here, but do 

you believe in Say's law, Mr. Break? 
Mr. BREAK. I would agree with what Professor Shoup just said. 
Senator DOUGLAS. And Mr. Brown? 
Mr. BROWN. No, I could not. 
Senator DOUGLAS. ,VeIl, Fairchild, Furniss, and Buck seem to be in 

for a very hot afternoon. 
Senator MILLER. I wonder if we could have someone define "Say's 

law," so we will know what it is that we are talking about? 
Senator DOUGLAS. It is just that the production of goods essen

tially constitutes the demand for goods, and that there cannot be a 
discrepancy between demand, so-called, and supply so-called. 

Senator MILLER. Do our panelists agree with the definition of that? 
Mr. BROWN. Oh, yes, that there cannot be a deficiency in demand 

because supply creates its own demand. 
Senator MILLER. May I say that I have heard that economists some-

times differ on the meaning of the words in definitions. 
Senator DOUGLAS. Well, are you satisfied now, my colleague? 
Senator MILLER. Yes, sir. 
Senator DOUGLAS. Well, now, to come back-if you pay for a capital 

budget for State and local governments why not for the Federal 
Government? 

Mr. SHOUP. Well, the reason for favoring a capital budget for 
State and local governments is largely this, that in a State or locality 
you have a constant inmigration and outmigration of persons. 

Over a period of 10 years quite different sets of persons will bene
fit from a given highway or a given school, and one can distribute 



32 THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 

the load of paying for that highway or school among the successive 
sets of persons by a borrowing technique, coupled with taxation 
through service and refunds. 

Now, on the Federal level the projects the Federal Government un
dertakes, which are mostly after all defense and a certain number of 
transfer payments are for the people of the whole, we do not have 
this transient population problem, and I do not see the same necessity 
for financing by borrowing that I do for some State and local pro
jects in order to spread the burden equally over successive-I do not 
say "generations" but groups of users. 

At the Federal level we do not have that need. 
But even if you do not have movement of people in and out of 

different generations-but there it is quite different because when 
you have that, one generation inherits the wealth from the preceding 
generations, whereas the people that move in and out of New York 
City over a period of years do not inherit wealth from each other 
and, therefore, you must use borrowing in order to get an equitable 
distribution of payments for the roads and highways and schools 
often; whereas, you can, in fact, cannot get that same pattern at the 
Federal Government level because the transients are related to each 
other by inheritance and it makes quite a difference. 

Senator DOUGLAS. You seem to agree with what I take it is the con
tention of Dr. Okun, that primarily deficit budgets, the purpose, 
should be to get as near as possible to full employment without pro
ducing full inflation ~ 

Mr. SHOUP. Well, that should be one of the major aims. 
Senator DOUGLAS. What else? 
Mr. SHOUP. Surely, another one would be the proper allocation of 

the Government's resources among the various types of expenditures, 
and the efficient allocation of those resources, surely, so that the full 
employment, stable price level problem is only one budgetary aspect, 
and it is the one that would determine largely the amount of surplus 
or deficit you wanted--
. Senator DOUGLAS. Would you be frightened at all by having con

tinuing governmental deficits decade after decade in the quest for full 
employment ~ 

Mr. SHOUP. If that proved necessary in order to obtain full em
ployment I would certainly feel that something was wrong with the 
structure in operation of the private sector, and that we should try 
to find out what that trouble is. 

But let us note the assumption, that if it· were possible to have 
deficits over decades, without inflation, and while maintaining full 
employment, if that could be done then we would have to say that 
it should be done unless some way could be found to change the work
ing of the private economy. 

But let's hope that the private economy will not ever get to that 
level. 

Senator DOUGLAS. ';Vell, may not monopoly be one of the reasons 
for the sum total of price tags on goods, both produced and potential, 
exceeding the sum total of monetary purchasing power on the part 
of the consumers? 

May it not be monopoly or oligopoly resulting in a jacked-up price 
level , 
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Mr. SHOUP. Possibly to some degree, but I am not inclined to put 
much emphasis on the-on it quantitatively in view of the share of the 
rrational Income that goes to profits and the much smaller part of that 
share that we would have to attribute to monoply or oligopoly profits. 

But, surely, it is one among many. 
I would only urge that the present situation could not be improved 

by one-half, say, if we could by some magic wand eliminate monopoly 
and oligopoly. 

Senator DOUGLAS. Suppose the Federal Government runs a deficit 
either -well, suppose the Federal Government runs a deficit through 
a tax cut and then the Congress-or tries to run a deficit through a 
tax cut and then Congress cuts expenditures by the same amount as 
the tax cut. 

Is there any net stimulation ~ 
Mr. SHOUP. No, there is a net destimulation then. 
'Ve probably would plunge deeply into a depression under those 

conditions. 
Serrator DOUGLAS. So you would not favor a reduction in expendi

tures equal to the reduction in tax receipts? 
Mr. SHOUP. In fact, I see no point in reducing expenditures at all if 

we are attempting to stimulate the economy. 
Senator DOUGLAS. Well, now, one further question-you see, I never 

believed Fairchild, Furniss, and Buck. So this is very interesting 
testimony. 

Suppose the Federal Reserve Board decides that the total supply of 
bank credit will not be increased and, therefore, that any increase in 
expenditures by the Federal Government will be exactly compensated 
for by decreases in the amount of credit available to private industry ~ 

'Will there be any stimulation under those conditions ~ 
Mr. Snoup. There might be a little but there would surely be an 

unfortunate circumstance to have two branches of the Government 
working at cross purposes. 

Senator DOUGLAS. Would you be willing to write to Mr. William 
McChesney Martin to that effect ~ 

Mr. SHOUP. As I recall, the statement was a decrease in credit to 
business, not a mere maintenance of the existing levels of credit. 

Senator DOUGLAS. Well, the next question is-the effect of the mul
t.iplier is presumably to increase the volume of private transactions. 
Indeed, a tax cut does just that. 

It results in increased purchases by taxpayers which, in tmn, has 
a multplicative effect, so that the volume of private business tries to 
expand. 

Now, if the total supply of bank credit is kept constant, is there any 
net stimulative effect ~ 

Mr. SHOUP. I should say that it would be more difficult to obtain 
the stimulative effect if the total of bank credit was kept constant, 
since this would imply an increase in the velocity of the circulation 
of money to achieve the ends. 

And I should hope that a deficit financing program, to stimulate 
the economy, would be coupled with some easing of the credit situa
tion and some increase in the supply of money. 

Senator DOUGLAS. Well, this is something that some of us have been 
contending for for some time, but we meet with very little success when 
we talk to the Chairman of the Federal Reserve Board. 
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This is said to be inflationary. Do you regard it as inflationary? 
Mr. SHOUP. The only thing I regard as inflationary is something 

that leads to a rise in prices, and I do not think that a certain in
crease in the stock of money now, if kept to certain limits, would 
lead to an increase in the price level. 

Senator DOUGLAS. In other words, you are depending upon the in
crease of the real gross national product to offset any increase in total 
monetary purchasmg? 

Mr. SHOUP. Yes. 
Senator DOUGLAS. Well, I would say economics have progressed 

very far, even at Yale, since Fairchild, Furniss, and Buck. 
I have no more questions. 
Senator Miller? 
Senator MILLER. Thank you. 
Mr. Shoup, I have a few questions. Did I just hear you, in effect, 

equate inflation to an increase in prices ? 
Mr. SHOUP. Yes. 
Senator MILLER. What about services? 
Mr. SHOUP. Pardon me? 
Senator MILLER. What about services? 
Mr. SHOUP. Well, by an increase in prices, I mean an increase in 

the prices of all goods, either services or commodities. 
Senator MILLER. Fine. 
Mr. SHOUP. So that I would expect if there were an increase in 

the price of services, that should go in the index and be a marker of 
inflation. 

Senator MILLER. So I presume when we talk about inflation we 
are talking about increases in prices of goods, increases in prices of 
services, and also increases in prices of governmental services, State, 
local, and Federal. 

Mr. SHOUP. I do not believe I would count the latter in because 
we have no way of pricing the units of service that the State, local, 
and Federal governments turn out. 

The number of crimes prevented, the amount of health achieved, 
the number of wars prevented, are all outputs, but we have no prices 
on those. 

Senator MILLER. Well, what do you do, though, when you analyze 
the reason why there has been an increase in the implicit price de
flator or "when you analyze the reason why there has been an actual 
period of inflation, and you know about how much that is, and the 
prices of goods and ordinary commercial services appear to have been 
about the same? 

Are you not almost forced over to the conclusion that governmental 
services are the reason for the result? 

Mr. SHOUP. My understanding is a little different, and that is that 
the implicit deflator or inflator of governmental input, not services, 
governmental costs, is derived from what has been happening in the 
private economy, and that it is because prices have been going up in 
the private sector that we have this deflator or inflator applied to the 
Government figures. In the private economy, the cost of services 
has been rising steadily per unit, because they ·nsually are not subject 
to technological improvement as is the produ·ction of automobiles and 
other things like that. 
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So that to induce people to stay in the service industry, such as the 
barbering trade, for example, you have to keep raising their wages and 
that means raising the price of haircuts, while the price of automobiles 
can remain constant with an increase in hourly wages. 

So I would say it is the inflation in the private sector that is the 
inflation that we know about, and that we do not really know 
whether it costs more or less per unit of output for Government now 
than it did before, because we have no measure of units of output for 
Government. 

Senator MILLER. I heard the other day that we could have a period 
of relative retail price stability and comparative price stabilIty, as 
far as commercial goods are concerned, but because Government is 
increasing so much in its costs, both Federal, State, and local, that 
we might still have inflation and reduce the purchasing power of our 
money as the result of that situation. 

1Vould you agree with that observation? 
Mr. SHOUP. Not unless we had far too little taxation to accompany 

the Government expenditures. 
If we have the appropriate amount of taxation withdrawn from 

people's pockets to accompany the Government's expenditures, then 
what remains in our private pockets would not be enough to cause 
inflation in the private sector. 

Senator MILLER. But if we do not have the accompanying taxa
tion--

Mr. SHOUP. It does not have to be dollar for dol1n.r. I merelv 
indicated an appropriate amount of taxation. It might be 80 or 9·0 
cents of taxation, or, it might be $1.10, depending on the state of the 
economy. 

Senator MILLER. But, by the same token, you would suggest, I sup
pose, that you might not have an appropriate balance of taxation 
and as a result, you might have this inflation? 

Mr. SHOUP. Certainly you can; absolutely. 
Senator MILLER. Now, you also indicated that if we had a deficit, 

as a result of a tax cut, and if we cut Federal expenditures to balance 
off the tax cut, that, in your judgment, would not have any stimulating 
effect--

Mr. SHOUP. It would be worse than that. It would actually in
crease the depressive effects now existing. 

Senator MILLER. In other words, you would agree with the state
ment that the President made last week, that if we cut $5 billion of 
spending out of the Federal budget, that it would have very serious 
consequences, as far as unemployment is concerned. 

Mr. SHOUP. I should think so. 
Senator MILLER. Why ~ 
Mr. SHOUP. Because if the Federal Government stops spending, it 

directly or indirectly stops business firms and others from hiring em
ployees who are producing the things that the Government purchases. 

Senator MILJ~ER. Might we not have an equivalent sad effect because 
that much money is going to be drained out of the private economy to 
buy the Federal Government bonds to finance the deficit? 

Mr. SHOUP. In the first place, I would not favor financing the deficit 
completely that way. 
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But suppose we did finance it that way, there is a certain amount of 
idle money around and its velocity of circulation can be increased by 
corporations and others who might purchase these bonds, which money 
might not have been spent but would have been held idle. 

But nevertheless, I would not favor financing the deficit increment 
entirely by bonds issued to the nonbanking public. 

Some of it, I think, should go to the banking system to increase the 
stock of money. 

Senator MILLER. You mean you would monetize the debt ~ 
Mr. SHOUP. I would monetize some part of the increase in debt; yes. 
Senator MILLER. Do you think you could have this price stability or 

stability in the purchasing power of Our money if you did that ~ 
Mr. SHOUP. Oh, I think so; as long as we have substantial unem

pl~yment there should not be much difficulty in holding prices in line. 
Senator MILLER. Well, the tragic part of it is, Dr. Shoup, that dur

ing the last 2 years, Economic Indicators-not my figures, but the 
figures of the President's Council of Economic Advisers-indicate that 
We have had about $14 billion of inflation. 

And I know that some people say that we have had relative or com
parative price stability. But the fact of the matter is that the dollar 
has gone down. 

It is about as low now as it has ever been. So the purchasing power 
of the money is steadily going down. 

I must say that I thoroughly agree with your statement about the 
desirability of budget purpose, aiming at full employment. You 
coupled that with price stability, and I hope you mean .by "price 
staoility," or at least would include in that "stability," the purchasing 
power of our money. 

Mr. SHOUP. That is what I mean by it. 
Senator MILLER. Now, I must say that I thoroughly agree with 

that as an objective, but when the dollar continues to slide in its value 
we are not attaining that objective even though we do have, unfortu
nately, 5.7 percent of our people unemployed. 

Mr. SHOUP. Yes, we seemed to have failed in both objectives, haven't 
we~ 

And my view is that we will always fail to some degree in both ob
jectives; that we will probably never get absolute price stability. 

We will probably never get complete elimination of unemployment. 
And, in saying that we could hold prices in line, this was a shorthand 
statement for saying that the financing I would propose over the next 
few years would not cause prices to rise more than they will in any 
event, because, in any event, I would look for some small upward creep 
in the price level, whether we have unemployment or do not have it. 

Senator MILLER. Well, then if you proceed on the assumption that 
we are going to have some increase in prices and some diminution in 
the value of the dollar I presume you would,a least, strive to keep 
that at an absolute minimum ~ 

Mr. SHOUP. I would certainly strive not to increase it. 
I would not adopt measures that would increase that. 
Senator MILLER. Well, if you thought that monetization of some 

of this debt that you and I have been talking about, would have that 
effect would you then still favor monetization of the debt ~ 
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Mr. SHOUP. I would certainly not be as forthright in my policy 
recommendations as I now am. 

I would then have to balance off the disadvantages of a further 
rise in prices with the advantages of a decline in unemployment. 

Senator MILLER. Might it be that if we have a continued diminution 
in our dollar that this could have a bad effect on private business and 
as a result we might have an aggravation of the unemployment ~ 

Mr. SHOUP. Oh, possibly, but history seems to show that business
men are more active and invest more in times when prices are rising 
than when prices are falling, but I do not advocate rising prices on 
those grounds, you understand. 

I am simply attempting to answer your question directly. 
I think the more dangerous problem of rising prices would be with 

respect to our international balance of payments, and that is a very 
difficult situation which complicates any fiscal policy recommenda
tion at the present time. 

But even taking this into account, it seems to me that the unem
ployment situation is so tragic and so large and so profound in its 
implications that we simply cannot stand by and allow it to remain 
at the level that it has reached. 

Senator MILLER. Well, let me share with you the concern about the 
tragedy of unemployment, but I am sure that you and I also would 
be concerned about the tragedy of the squeeze on the people living 
on fixed incomes, social security retirement, pensions, who cannot 
make ends meet because the purchasing power of their money is being 
whittled away. 

So we might end up having to balance tragedies. 
Mr. SHOUP. We do. Every year we must balance the tragedies and 

we have been doing it and will have to continue to do it, I am afraid. 
Senator MILLER. And where would you say that the balance is now ~ 
Would you s~l it is in balance or would you say--
Mr. SHOUP. No, I would say it is definitely out of balance now. 
There is too much unemployment tragedy relative to the inflation 

tragedy. 
Senator MILLER. Well now, we have a 5.7 percent unemployment 

rate now, as I understand it. 
And in their appearances before us it appears that administration 

spokesmen tell us that a 3 percent unemployment rate represents "full 
employment. " 

I think it is 3-or 4 percent, rather. 
So we are only 1.7 percent away from "full employment." 
It does not seem to me that we are terribly far out of balance there. 

But there are millions of people, Dr. Shoup, who are being squeezed 
by inflation, finding it difficult to meet their hospital and doctor bills, 
millions of them. 

And it is so serious that every once in a while Congress is asked to 
increase the social security payments so that these people can just 
make ends meet. 

I wondered if you considered that or do you agree with the defini
tion of "full employment" that the administration--

Mr. SHOUP. Assuming that the prices will drift upward, in any 
event, my belief is that we can eliminate a part of this unemployment 
without causing a further increase in prices. 
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That is the point, it seems to me. Maybe I am too pessimistic about 
the price level. 

Let's assume that it is going to remain constant if we continue the 
present policy, and I would then say it would still remain constant if 
we eliminated one or two I?oints on the unemployment index. 

So it is my point of VIew at the present moment that there is no 
great conflict. The conflict would come when we have gotten down 
to about 4 percent unemployment and wanted to reduce it still further, 
and then faced, perhaps, a definite choice between a further slight rise 
in the price level and further slight decrease in the unemployment. 

As to the definition of what "full employment" is, my feeling is 
that it is rather fruitless to attempt to establish a level like that. 

I would say let's see what we can do with fiscal policy, toward 
whittling that percentage of unemployment down, and at the same 
time-and I think this is quite important-let's see what we can do 
concurrently with spending money for training and retraining, and 
educating people to be able to fill jobs that are now available which 
they cannot fill. 

Sometimes this is as simple as teaching somebody how to read and 
write, to enable them to fill a job, and I am sure that a large part of 
our unemployment is because of inadequate training of those who are 
unemployed, but I am also sure that that is not the whole story. 

Senator MILLER. Let me go back to this theory of not cutting back 
Federal expenditures. 

I presume that we might cut some Federal expenditures without any 
particular effect upon employment; whereas we might cut others with 
substantial effect upon employment. 

Would you agree with that? 
Mr. SHOUP. Doubtless, Federal expenditures vary in that regard, 

yes. 
Senator MILLER. I have in mind, for example, let's say a power

plant which private industry is ready, willing and able to build and 
operate. 

Now, if there is a Federal appropriation being requested for the 
purpose of having the Federal Government build that we might, I 
presume, safety cut that out of the budget as far as employment is 
concerned, because it looks like in either event the people are going 
to be put to work. 

vVould you go along with that type of an example? 
Mr. SHOUP. Well, surely there must be many types of Federal 

expenditures that are rival to private expenditures. 
If then Federal expenditure is being undertaken it must be for 

some policy reason, having nothing to do with unemployment. And 
the issue would be settled on that basis. 

I would only add, to be quite sure of this, that we would have to be 
most careful in our selection of these projects because, by and large, 
one can assume that the immediate effects of Federal reduction in 
spending would be a net decrease in employment. 

Senator MILLER. Would you pardon me just a moment? 
Mr. SHOUP. Surely. 
Senator MILLER. Well, the point I am making here, Dr. Shoup, is 

that for somebody to just say, "Well, if you cut $1 billion out of 
Federal expenditures you are going to have a hardship"-and that is 
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maybe yes and maybe no-we had better start talking a,bout getting 
down to cases, and when we talk about cutting $1 billion, we had better 
not act too quickly on concluding that this is going to have an adverse 
effect on employment. 

The point I want to make further is that if, let's say, the $1 billion 
is cut in an area of Federal expenditure, which the private sector is 
going to take on anyhow, and we cut that so we can have a $1 billion 
tax cut for stimulating effects, might we not end up with more employ
ment as a result of that refined type of an approach in cutting back 
expenditures to make room for the tax cut? 

Mr. SHOUP. I am afraid not, because the taxpayers who were relieved 
of this tax load would then have to shoulder the burden of paying 
for the services produced by this private plant. 

Senator MILLER. The taxpayers would have to shoulder the burden 
of paying for the services of the private sector? 

Mr. SHOUP. Somebody would have to pay- them, in the end, for 
this private plant that is now going to be bUIlt siIJce the Government 
plant is not going to be built. 

Somebody will have to buy the services of that private plant. 
They will have to spend money for it and their money will be spent 

to engage the workers on that plant. 
Had the private plant not been built, and the Government plant been 

built instead, the workers would have been engaged with the tax 
money. 

So I think you come out on the same general level of employment 
and spending in either case, assuming you have a precise one-to-one 
correspondence here between Federal cut in spending and the private 
firm's increase in spending. 

The consumer takes the place of the taxpayer, you might say. 
Senator MILLER. Yes, sir; but where I would question it is your 

assumption of the dollar for dollar, because the point would be that 
while the tax cut would affect a certain number of people over here 
who, in turn, would have to finance that project, and you would have 
the dollar for dollar there, a great mass of other taxpayers, who have 
no particular interest in this project at all, would have more money 
leftto invest as a result of that tax cut. 

Mr. SHOUP. 'VeIl, then we would seem to be cutting taxes more than 
we are cutting expenditures and that, of course, would be all right with 
me. 

Senator MILLER. Not quite. The point would be that you can ha.ve 
a tax cut and the cut in expenditures balance out but because only 
some of those people, affected by the tax cut, will end up having to 
contribute to that particular project, and the other taxpayers would 
be encouraged to invest and to grow. 

If I understand the philosophy behind a tax cut I would think that 
that would follow. 

If the tax cut had no stimulating effect then there is no point in 
having it. 

Mr. SHOUP. 'VeIl, perhaps we are not thinking of the same set of 
implicit figures here but if taxes are cut by $1 million so that the Gov
ernment does not spend the $1 million on the plant and the services 
that it would give away free of charge then, it seems to me, that if the 
private enterprise would undertake the plant somebody has to give it 
$1 million. 
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Now, if you say that only part of the taxpayers are so affected, 
granted, but then that means that somebody else in the economy has 
got to contribute to keep this private enterprise going. 

So far as I see it, it is still the total amount, $1 million, in either 
case and that by cutting taxes $1 million and Government expendi
tures $1 million, and disregarding certain refinements in the theory of 
this, it comes out with certainly no stimulating effect. 

Senator MILLER. All right. Now, if that IS so then why would you 
not argue the same way about the cutting of the Federal expenditures 
and say we can cut the Federal expenditures to make room for the tax 
cut because the Federal expenditures otherwise would draw this money 
out except for the money position of the national debt ~ 

Is that what you come to ~ 
Mr. SHOUP. No, I do not think so, if I understand what you are 

saying. 
Are you attempting to suggest that there is some way of stimulat

ing the economy by equal cuts in taxes and the Government expendi
tures ~ Is that it ~ 

It is difficult for me to understand quite how that is going to take 
place. 

Perhaps, as I say, we are not using the same example. 
Senator MILLER. Dr. Shoup, let me go back to this situation-as I 

understand it, your position would be that in order to make room for 
a tax cut of, let's say, $1 million, that if we cut Federal expenditures 
by $1 million this would have a bad effect, in fact, a worse effect than 
if there had been no tax cut. 

Mr. SHOUP. Well, let us say that it would counterbalance the tax 
cut. 

I think it would have a slightly worse effect but for technical rea
sons, which we perhaps do not have to go into here, and let us just say 
that it would be a rough offset. 

Senator MILLER. Well, then my point back to you was that this 
failure to cut Federal expenditures, which leaves us in the deficit situ
ation, would mean that we would be in about the same boat anyhow 
because we would have to find $1 million which otherwise would be 
utilized in the economy to finance the national debt. 

And then, as I understand it, you said that we would not expect to 
buy Government bonds to finance all of the national debt; that we 
would monetize some of it. 

Well, then are we at this point-WOUld you agree that except for 
the monetization part of this that you are stuck either way you go as 
far as taking money out of the economy is concerned ~ 

Mr. SHOUP. Not quite, Senator Miller, for the reason that much 
of the money that would come out of the economy would come from 
cash balances that would have remained idle, that would have re
mained in the hands of corporations and others as, you might say, 
excess working capital. 

I would agree on this, which I think is one of the points if I under
stand it, that you . wish to make, and that is that it is quite likely 
that some part of the 'bonds issued to the public to you and me and 
others, to finance the deficit would come out of the spending we would 
otherwise have done. 
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And to that extent that type of bond issue would tend to offset the 
beneficial effects of the tax cut. 

So that I would say that we--
Senator MILLER. You mean the beneficial effects of the tax cut or 

the Government expenditures ~ 
Mr. SHOUP. No, I am speaking now with the assumption that we 

have a tax cut, thereby increasing the deficit and that we have to get 
money from somewhere to cover the deficit, to continue the same level 
of expenditures that we had before. 

And the question was how to finance this increment of deficit, this 
increase in deficit caused by the tax cut. 

And that if we finance it entirely by selling bonds to you and me 
and the rest of the public, we will decrease spending hy us to some 
degree, and that decrease of spending will tend to offset, to some de
gree, the beneficial effects of the tax cut. 

So I would hope that we would finance part of it by selling bonds 
to the banking system and the balance by selling bonds to those who 
held idle balances. 

And in that way we could avoid largely causing a decrease in pri
vate spending through the bond issue. 

Senator MILLER. When you used that J?hrase "idle funds" I am 
wondering if you were talking about cash m a vault or are you talk
ing about funds in a bank's savings account drawing interest, which 
fWlds through the bank are being put to use. 

Mr. SHOUP. I am referring to, for example, bank deposits held by 
a large business corporation, which the corporation holds as bank de
posits because the going interest rates do not attract it to put that 
money into short-term securities. 

If the Government is selling more short-term debt or medium-term 
debt and it puts interest rates up slightly, and it might need only a 
slight increase, this corporation might then be willing to turn over to 
the Government's use this bank deposit which the corporation would 
otherwise have literally held idle. 

Since corpora.te comptrollers will vary the assets that they hold in 
cash as agamst Government securities in some degree with respect to 
the interest that they can get, and I might say also with respect to 
the intensity of effort by the private sector and the Government bond 
dealers and so on in finding places for Government bonds, this some
times happens. 

I understand that in the last decade, for example, the dealers in 
Government bonds have been quite successful in finding idle pools of 
cash that have been persuaded to take up Government bonds, pools 
which never would have been activated if the Government bonds had 
never been issued. 

Senator MILLER. If the monetization portion of this would indeed 
result in an inflation would you then advocate it ~ 

Mr. SHOUP. Let me say that if it would result in inflation I would 
then have to rethink the entire policy program and ask myself how 
much inflation, how much rise in prices, and what would be the price 
we would have to pay to reduce unemployment, and we are back to 
our discussion of some time earlier, I think, where it became a ques
tion of balancing one against the other. 
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In other words, I am not willing to say that any amount of un
employment is preferable to even a 10th of a percent rise in price per 
year. I am not willing to be an extremist in price stability to that 
extent, but I do prize price stability highly, and would not want to 
incure the cost of rising prices to eliminate. unemployment without 
first searching for all other. possible methods of curing it. 

But, as I said before, we should do that anyway. 
We should be active in our retraining and other methods toelimi

nate unemployment. 
Senator MILLER. Oh, yes. Well, I would thoroughly agree with 

you on that. 
There is one other factor that enters into this. 
Now, we talked about balance of tragedies. There is another tragedy 

that is looming on the horizon, and that is this tragedy of the outflow 
of our gold, an outside phenomenon which some people seem to think 
is a harbinger of great tragedy ahead if we do not stop it, and which 
the diminution in the value of the purchasing power of our money 
seems to be aggravating at least. 

Now, if the failure to preserve the purchasing power of our money 
resulted in a continued outflow of this gold would you take that 
into very serious account in balancing this off against the unemploy
ment problem, too ~ 

Mr. SHOUP. Yes, if I understand your question correctly, Senator 
Miller. 

That is, assuming there was a rise in :prices as a result of a certain 
fiscal policy and that that rise in prices, m turn, so disturbed foreign
ers with respect to our position that they withdrew gold, then indeed, 
that is one more reason why we would not want to have a rise in 
prices. 

I might say that I think the balance-of-payments problem, however, 
is fundamentally due to very strong underlying forces that do not 
have too much to do with whether prices rise in this country by a 
half of a percent or 1 percent a year but, perhaps, that is a little 
outside the scope of our present discussion. 

Senator MILLER. Well, I was not necessarily referring to the rise 
in prices of goods that we would support. 

I was just referring to the continued whittling away of the pur
chasing power of the money as a result of which foreign creditors 
might be inclined to call on us for payment in gold rather than in 
dollars. 

Mr. SHOUP. Well, the foreign purchasers, of course, are facing in 
their own home countries much the same kind of steady increase in 
prices that we are facing. 

In fact, I think rather more so in most of the countries. 
And one has to ask oneself what they do with this gold that they 

get. 
This gets us again rather far afield, but I think there is no dis

agreement, is there, on the score that none of us would like to see 
a steady increase in the price level and that none of us want to adopt 
a fiscal policy that would cause a further increase in prices than will 
occur, in any event. 

Senator MILLER. Well, I have the feeling that we are in agreement 
on objectives, and that where we are having our real problem, and 
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one reason for these hearings, is in the way we are trying to solve 
that problem. 

Now, the fact remains that we have not been solving these problems. 
We have unemployment. It could be worse but it is not what our 

target is. 
We have continued diminution in the purchasing power of our 

money which some people do not think is anything to be concerned 
about. 

Others do, and we have this continued outflow of gold, runnin!.!: 
about $900 million a year, in each of the last 2 years, and something 
about $2 billion a year in each of the 2 previous years and possibly 
something that could have been worse had it not been for the accelera
tion of some payments of debts by foreign debtors. 

And so this cannot go on. At least we have been told that it cannot 
go on without tragic effects and now ,ye are trying to do something 
about it. 
. Now we get down to this situation. Nobody seems to know pre

CIsely what the results will be. 
My gracious chairman, Senator Douglas, stressed the multiplier 

effect and yet we have been told by other economists appearing before 
this committee that the multiplier effect depends ultimately upon the 
psychology of the American people to work. 

For example, an extra dollar in the hands of a consumer might, 
under the multiplier theory, result in paying out 90 cents of it and 
saving 10 cents, and, on the other hand, if the psychology was a little 
different it might result in it going into the bank instead of being 
spent. 

So we are into a problem of calculations on probabilities. 
And we are also, in making the calculation of probabilities, going 

to be weighing risks of tragic consequences. 
·What I am suggesting is whether or not we should give a 'little 

greater emphasis to the risks of continued outflows of gold and con
tinued diminution in the purchasing power of our money than perhaps 
we have been heretofore. 

Mr. SHOUP. Yes. "Wel'l, I would agree, certainly, that it becomes a 
matter ultimately of weighing the respective aims that we all seek in 
attaching relative values to them so that some will be much more 
concerned over a possible further outflow of gold than they will be 
over a continuation of the present level of unemployment, and others 
wi'll feel the other way. 

For my own part, as you see, I am quite concerned over the level of 
unemployment and, as to the outflow of gold, I think that that is due to 
other forces, other factors rather than fiscal policy, and will have to be 
met ultimately by policy measures that have very little to do directly 
with our prescription of whether or not we should have a tax cut for 
the next year. 

Senator :MILLER. Do you think we should have a tax cut? 
Mr. SHOUP. Definiteiy, yes. 
Senator MILLER. Do you think we should have a cutback in any of 

our Federal spending~ 
Mr. SHOUP. Only if we are spending for something that we do not 

need to spend for, in which case I would then advocate a still further 
tax reduction. 
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Senator MILLER. ',,"ell, of course, Dr. Shoup, you have put your 
finger on the word that is causing this difficulty and that is the word 
"need." 

Some people would translate that into terms of direct expenditures 
for anuament and others are translating it into tenus of financing proj
ects to understand the mother love of monkeys. 

So what do we mean by this word "need." 
Mr. SHOUP. 'Well, Senator Miller, I do not consider myself at all 

qualified, at least this afternoon, to pass any judgment on a nonfiscal 
policy matter on the nature of Federal expenditures. 

That is to say, I might have my own personal ideas on the subject, 
but I do not want to appear as a witness at the present time advocating 
this or that Federal expenditure or opposing this or that Federal ex
penditure. 
~lat I do want to testify to is the need for an increase in the Fed

eral deficit, whether achieved by a decrease in taxes, which I would 
prefer, Or whether achieved by an increase in Federal expenditures. 

Senator MILLER. You say you would advocate an increase in the 
deficit~ 

Mr. SHOUP. Yes, I think the current rate of the deficit is too low to 
stimulate the economy appropriately, and I would hope that it will be 
increased. 

Senator MILLER. Would you hope that it will be increased if it 
would aggravate or would cause a diminution in the purchasing power 
of our money ~ 

Mr. SHOUP. In that case I would have to rethink the whole problem 
and assign weights. 

But I do not think that it will cause an increase in prices more than 
will otherwise occur. 

Senator MILLER. In other words, are you saying that the defiicit 
would not necessarily be accompanied by a diminution in the purchas
ing power of Our money ~ 

Mr. SHOUP. In fact, I am saying that it almost surely would not be 
accompanied by any further increase in the diminution than will occur, 
in any event. 

Senator MILLER. Well, then, how is it that we can point to the eco
nomic indicators for the last 2 years, which the Council of Economic 
Advisers has published, and find that while we were going about $14 
billion deeper into debt we were sufferi~ a reduction in the purchasing 
power of our money by a little over $14 bIllion ~ 

Mr. SHOUP. Well, I do not believe that cause and effect are as simple 
as those figures might indicate. 

We can go back and find periods when we had Government surpluses 
or practically balanced budgets and still find prices rising. 

The level of prices in the private sector, I think, will continue to rise 
slightly for reasons that I tried to suggest some time ago, whether you 
have a superbalanced budget or a balanced budget or an unbalanced 
budget. 

My only concern is that, in adopting our fiscal :policy, our deficit 
policy, we do not add to these upward pressures on prIces. 

We want to keep the price level just as stable as we can. 
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Senator MilLER. Well, may I say that I thoroughly agree with that 
statement, that we want to keep it just as stable as we can, but the 
question, of course, then arises: 

How do you determine when the amount of the deficit is going to 
push you over the inflation that would otherwise occur? 

Mr. SHOUP. Well, first of all, I think we would keep a close eye 
on the unemployment index and, as simply a rough rule of thumb, if 
we dropped it down to, say, 4 percent and prices were not moving 
up any faster than they had been anyway, I would say that at about 
that level we should take an entirely fresh look at the situation and 
see whether we dared to proceed further in deficit financing. 

Meanwhile, I would hope that we would have been eliminating 
some of that remaining 4 percent by retraining and other structural 
changes. 

Finally, the only ultimate test is what happens to the price level, 
and if prices do start going up more than they have been or would 
have anyway, and by that I mean more, let us say, than-shall I try 
to be precise-more than, say~ a half of a percent a year, possibly I 
might want a leeway of three-quarters of a percent or 1 percent, but 
we could be more precise if we had more time to study it-but if prices 
started rising faster than that then, indeed, the entire fiscal policy 
needs to be reexamined right away. 

Senator MILLER. And if the outflow of the gold problem still 
persists--

Mr. SHOUP. Well, if that still persists my view on that is that it 
can be allowed to persist a while longer, but if it continues to persist 
after a substantial period of time then I do not think we should call 
upon the unemployed to stop the flow of gold. 

I think that there are-in other words, we should not ask people 
to be unemployed in order that gold would not flow out of the country 
and, rather, we should ask ourselves what funda..rnentally is causing 
this outflow of gold and seek the remedy. 

Senator MILLER. Well, Dr. Shoup, you have been very patient in 
answering these questions of mine, and I apologize to the other two 
gentlemen there, that I have not directed any questions to them, but 
let me wind up on this one final question: 

Well, I might lead into it with another question. 
This outflow-of-gold problem is something that we both recognize 

that cannot continue ad infinitum. Sooner or later there is going to 
be a day of reckoning. 

Mr. SHOUP. Right. 
Senator MILLER. What would be your suggestions as to the conse

quences if it persists? 
Mr. SHOUP. Well, there are many, so many, possible alternative 

answers to that question that I hesitate to embark upon it, Senator 
Miller, at this hour. 

Senator MILLER. Well, for example, Senator Byrd has said that the 
devaluation of our money might well occur, either devaluation by 
Government direction or devaluation, in fact, because of the world 
money market. 

Mr. SHOUP. Well, it might occur, but I do not think it will be of 
much use in stopping the gold outflow if it did occur, because I think 
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if we devalued, everybody else would devalue, and we would l;>e right 
back where we were before. . 

The fundamental cause of the gold outflow, aside from capital 
movements which again is too vast an area for us to get into this 
afternoon is, of course, the fact that we have a demand for foreign 
currencies owing to outlays such as our necessary spending on,foreign 
military a.nd economic aid. I am not suggesting that the immediate 
remedy is a cut in those outlays. 

I am only suggesting that the gold outflow is a symptom of some 
very powerful forces that work throughout the world that have, Oll 

the whole, little to do with our current fiscal policy problem for the 
next year or two. 

Senator MILLER. And the final question then: 
Are we in a position where the only way we are going to get these 

people back to work is to have increased Federal spending or is it 
possible that, either voluntarily or by some kind of Government en
couragement, possibly through a technical revision in our tax laws, 
as distinguished from a tax rate cut, the Government could stimulate 
the private sector to do the job? 

Mr. SHOUP. I think we have done well to revise the depreciation 
policy as we have in the income tax law. 

I am not sure that the so-called investment credit is very helpful 
considering all the consequences but, to answer your question more di
rectly, I ',ould say that I am inclined to think that private investment 
which we need so badly will come only when business firms see plenty 
of consumers storming their gates to buy their goods and that that is 
the biggest stimulus that we can give to private business. 

And consumption will increase if we cut the taxes on consumers 
appreciably. . 

Meanwhile, further incentives to business firms probably will be 
fairly weak in their results. Later on, they might be much stronger 
once the level of consumption has risen appreciably. 

Senator PROXMIRE. May I interrupt just a moment? 
Senator MILLER. Surely. 
Senator Proxmire has a problem which I do not have, and let's let 

Senator Proxmire put in his questions now. 
Senator PROXl\ITRE. This fine article that I read, at the very begin

ning of the meeting, in the Weekly Bond Buyer makes this state
ment, that the unhappy fact of the matter is, however, that no one in 
the Government, irrespective of his post or title, knows how much the 
Government takes in each year or how much it spends; what is worse, 
as matters stand today, no one can find out; if the President called 
the Postmaster General and sa.id, "How much does it cost to run the 
postal service?" Mr. Day would have to say "I do not know"; more
over, it would not do the President any good to get rankled, because 
Mr. Day cannot find out and they indicate that this is pretty much 
true throughout, that not only the President or the Post Office, the 
FHA Admmistrator, Robert "Veaver, has no idea how much the Gov
ernment is taking in and how much it is spending. 

Now, I would like to know if this statement is precise and accurate 
in your judgment-that is, you three outstanding experts on the 
budget, as economists-or ,Yhether you think it overstates the case 
somewhat? 
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That is all I have to ask. 
Mr. BROWN. Well, I would say it probably overstates the case but 

I do not know the Post Ofli.ce situation, but there is a definitional 
problem--

Senator PROXMIRE. How about the Housing Administration? 
Mr. BROWN. I would not know that specifically in detail. But, ob

viously, theseleople have to account to the Government, but there are 
many ways 0 accounting; that is, whether you net out expenditures 
or whether you gross them up, and you could say the same thing 
about a business fum with many departments. 

It might appropriate funds for wages to a department and the 
department might then spend these or allocate them to subdepart
ments, you see. 

Senator PROXMIRE. This goes much further than that. 
It says that a few days after President Eisenhower took office in 

1952 former Postmaster General Arthur Summerfield called for the 
office books and he was politely advised that a rough estimate of the 
expenditures might be put together in a few months, but it would only 
be an estimate. And he said this would be true of department after 
department. 

Mr. BROWN. vVell, I know of only some departments that I have had 
contact with, and they keep quite careful records on that. In fact, 
they have to, to stay within the law. I would be very surprised if 
they were writing checks against accounts or using funds that were 
not appropriated to them and they have very careful records. 

Senator PROXMffiE. Mr. Okun, would you like to comment on that? 
Mr.OKuN. I think there are areas where it can be said that we do 

not know what the grosses are, and we should. I think though the 
impression that there may be dollars "under the rug" in the Post Office 
certainly is inaccurate. The accounting for public funds--

Senator PROXMffiE. Well, heaven knows, we have dollars under the 
rug and behind the wall and poked in the ceiling somewhere in the 
Defense Department. 

We had the Comptroller General testify to us that they have no 
idea, the Army, Navy, and Air Force, that is, no idea of what their 
inventories were. 

They came before our committee some time ago and said that the 
Air Force lost $140 million of inventory on just one item, and the 
feeling was that because we have computers now you do not have to 
worry about inventories. The difficulty is that it still takes human 
beings to feed this into the computers and the inventories are not be
ingtaken. 

This is not precisely the same question I was asking but it is about 
the same thing. 

The Government is so enormous I wonder if it is not true that we 
do not have a precise or even a close approximation of what is being 
spent and what is being received. 

Mr.OKuN. Well, the inventory area is certainly one area we do not 
have the information we should. I think this is a reflection of the 
absence of capital accounting in the Government sector, a situation that 
all of us have lamented. 

Senator PROXMIRE. Dr. Shoup ~ 
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Mr. BROWN. Excuse me, but I think another' aspect on this Post 
Office cost is a thing besides inventory; namely, depreciation. And I 
think they may very well be referring to that. That there is an 
absence of depreciation accounting. But I think as far as flow of 
funds is concerned there are different concepts, checks issued and war
rants issued, and all of this sort of business, but my impression is that 
this is very carefully done though goods may be lost, heaven knows, 
and it may be difficult to cost items. Cost accounting is very difficult 
in any field or situation where there are joint costs. 

Mr. SHOUP. It is my impression that it is mainly a matter of gross or 
net figures, and a good deal of netting goes on in the process so we only 
get, you might say, the net results of the Post Office. 

But I suppose it is possible to know what the gross flows in the 
Post Office are and, accordingly, I would think that the tone of the 
statements read here would seem to me to be a little overemphasizing 
the problem or perhaps not stating it precisely enough in terms of to 
what degree should we ask for and get gross figures rather than con
tent ourselves with figures that are netted out. 

Senator PROXMIRE. I would like to recommend that when you get 
a chance you might read this whole article. I think it is certainly 
a very provocative article and it would be good for you to read it. 

Mr. SHOUP. It is in the Bond Buyed 
Senator PROXMIRE. Yes, in the April issue. 
I 'am going to leave now as I have to. 
Senator Miller? 
Senator MILLER. All right, thank you. Thank you very much, Dr. 

Shoup, also. Thank you, gentlemen. 
We will adjourn the hearings now until 2 p.m. tomorrow afternoon, 

at which time we will take up the subject of "Use of the Budget in 
Economic Planning." 

Mr. William Butler, vice president of the Chase Manhattan Bank; 
David Novick, head of the Cost Analysis Department of the Rand 
Corp.; Maurice Stans, investment counselor, and formerly Director 
of the Bureau of the Budget; and Murray Weidenbaum, senior eco
nomist of Stanford Research Institute, will be the witnesses. 

(Whereupon, at 4: 50 p.m., the committee adjourned to reconvene 
at 2 p.m. Wednesday, April 24, 1963.) 
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WEDNESDAY, APRIL 24, 1963 

CONGRESS OF THE UNITED STATES, 
SUBCOMMITTEE ON ECONOMIC STATISTICS, 

OF THE JOINT ECONOMIC COMMITTEE, 
W (J.,shington, D.O. 

The subcommittee met, pursuant to recess, at 2. 08 p.m. in Room 
AE-l, U.S. Capitol, Senator William Proxmire (chairman of the 
subcommittee) presiding. 

Present: Senators Proxmire (presiding) and Miller. 
Also present: Roy E. Moore, economist, Donald A. Webster, minority 

economist, Hamilton D. Gewehr, administrative clerk. 
Senator PROXMIRE. This afternoon we meet on the meaning of the 

Federal budget and its economic implications, and this afternoon the 
subject is "Use of the Budget in Economic Planning." 

We have three distinguished economists. 
"lVe had hoped that we could hear from Mr. Maurice Stans but Mr. 

Stans, I understond, is on safari in Africa. While the committee goes 
far afield sometimes, it usually cannot afford to go quite that far 
afield while rollcal1s are going on. 

So our first witness is Mr. 'William Butler, now vice president of 
the Chase Manhattan Bank. 

STATEMENT OF WILLIAM BUTLER, VICE PRESIDENT, CHASE 
MANHATTAN BANK: 

Senator PROXMIRE .. Mr. Butler, we are very happy and honored to 
have you here, and you may proceed. 

Mr. BUTLER. Thank you. 
Much of our economic planning at the bank involves the preparation 

of short-term economic forecasts. We look ahead a year or two to 
see where the economy is going, projecting such economic aggregates 
as gross national product, industrial production, personal income, 
profits and investment. This work is very important. The bank's 
budget is based on these projections. 

Many of our decisions as to portfolio policy and general investment 
policies rest on the short-term forecast. 

As a part of these forecasts, Government plans for spending and 
taxing are important. Federal expenditures on goods and services 
alone account for over a tenth of all U.S. spending, and when transfer 
payments, grants to State and local governments and the like are 
included, almost a fifth. Furthermore, both expenditures and taxes 
have a very significant impact on private income and spending. 

49 
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Today, I propose to address my remarks to the problem of using 
the Federal budget as a source of information on Government spend
ing plans and on expected tax receipts, and to the question of obtaining 
better information on these plans and their impact on the economy. 

In recent years, changes have been made in the budget toward mak
ing it a more useful instrument for economic analysis and planning. 
For forecasting, one of the most useful additions has been the inclusion 
of the national income and product budget. This budget makes it 
possible to fit Federal expenditures, receipts and cash flow into the 
GNP type accounting systems which are used as a basis for forecast
ing. However, much remains to be done. For, in spite of the progress 
which has been made, it is virtually impossible, using the budget itself, 
to translate fiscal estimates which are made as much as a year and a huH 
in advance into currently reliable estimates of Government spending" 
and receipts. A means of obtaining continuously updated information 
is needed, and this information is needed on a quarterly basis. Quar
terly estimates are essential for short-term forecasts, but at present 
such estimates can neither be obtained nor made from information 
published by the Bureau of the Budget. Nor can they be obtained 
from other interpretive sources such as the Department of Commerce. 
Quarterly projections at present can only be made by interpolation, 
extrapolation, through expert or inside opinion, or by guesswork. 

Publication of quarterly projections in the annual budget, and more 
frequent budget reviews are needed. But it seems to me that more 
than this is required. The services of a staff within the Bureau of 
the Budget, charged with keeping continuously abreast of fiscal plans 
and economic developments would seem to me essential. The services 
of such a staff could be indispensable not only to the public, interested 
in making economic forecasts, but also the administration, Congress, 
and State and local governments. 

Specifically, such a staff should be charged with obtaining and mak
ing available continuously update'd quarterly estimates of Federal 
expenditures and receipts. And the staff should be charged with 
assessing the possible impact of different economic developments in 
the economy on Federal expenditures and receipts. This would give 
individual forecasters a basis for gaging changes in Federal expendi
tures and receipts related to their individual forecasts of economic 
developments. 

Federal budget expenditures are the largest component of total 
Government spending, and, as such, first attention should be given 
to seeing that budget receipts and expenditures, both current and 
projected, are presented in a form useful to economic forecasters and 
financial planners. 

However, Government at all levels encompasses a great deal more 
than Federal budget expenditures, and it would seem that we need 
more information about trends in and the impact of nonbudget Fed
eral transactions and receipts and expenditures at the State and local 
level. Altogether, only a little more than half of total Government 
spending at all levels of Government is accounted for by the Federal 
budget. 

Trust fund spending at the Federal level will have increased by $21 
billion or 290 percent in the 1954-64 fiscal decade compared with a 
$31 billion but only 31 percent increase for budget expenditures. In 
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the 5-year period 1959-64 the discrepancy is smaller but still there-
45 percent for trust funds, 23 percent for budget spendin~. Since the 
trust funds are to some extent automatically countercychcal in move
ment, it would seem that projections of outlays and receipts would be 
useful; further, since this is also an area in which "one-shot" anti
recession measures can be quickly effected (e.g. prepayment of GI 
dividends, temporary extension of unemployment benefits), we should 
be able to relate the impact of "autonomous" actions to the national 
income accounts. 

TRANSFER PAYMENTS 

Similar considerations apply if Government spending is divided 
into transfer payments and purchases of goods and services. Be
tween the 1954-64 decade transfer payments will have grown from a 
little more than one-fifth of Federal expenditures to more than two
fifths. It seems important not only to be able to project trends in this 
area, but to be able to estimate the impact of projected spending (and 
receipts) on gross national product. In this connection, it should 
be pointed out how dubious the division between purchases of goods 
and services and transfer payments can be. For example, Govern
ment expenditures for research and development contracted to in
dividullJs or nonprofit institutions are considered transfer payments 
while such outlays to profit-making companies are purchases of a 
service and appear in the national product accounts. 

STATE AND LOCAL GOVERNMENTs 

Spending in this area has shown a steady uptrend, and through 
1962 had grown faster than Federal spending for a decade. In 1962, 
State and local purchases of goods and services equaled 47 percent of 
total Government purchases and 32 percent of total Government ex
penditures. One reason for the extremely steady rise in spending 
that appears in current quarterly data in the national income accounts 
is that State and local purchases are for the most part extrapolated, 
rather than developed from data reflecting the current rate of 
spending. 

Material should be developed so that we can better assess develop
ments at the State and local level. This seems to be particularly vital 
if Federal tax and spending policy is being designed to create one set 
of stimuli for the economy which is negated by trends at the State and 
local level. Thus, if the Federal Government is cutting taxes, but 
State and local governments increasing them, what is the net effect 
on the economy ~ Further, in considering revisions of the Federal 
tax structure, the whole system of tax distribution and tax burdens (by 
income tax bracket, for example) should be examined with State and 
local government included. 

Thank you. 
Senator PROXMIRE. Thank you very much. 
Now our next witness is David Novick, head of the cost analysis 

department of the Rand Corp. 
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STATEMENT OF DAVID NOVICK, HEAD COST ANALYSIS 
DEPARTMENT, THE RAND CORP. 

Senator PROXMIRE. Mr. Novick, I understand you have quite an 
elaborate statement. Now we are very grateful for it, and it is my 
understanding that you will deliver the portion of your statement 
through page 7. 

Mr. NOVICK. Right. 
Senator PROXMIRE. And without objection the remainder will be 

put into the record. 
Mr. NOVICK. Thank you. 
You have invited me here today to talk about the 1964 budget as an 

economic document and possible improvements in its concepts, docu
mentation, and presentation which can be made in future years. With 
your permission, I will read a brief statement that I have prepared 
which summarizes my views in this matter and then I will be only too 
happy to discuss with the committee such questions as it may wish to 
raise and about which I believe myself competent. I would also like 
to supplement this very brief summary with a more complete statement 
to be included in the record. 

The opening paragraph of the 1964 edition of the "Budget in Brief" 
probably is an approprIate point of departure as it stands today: 

The budget serves several purposes. It is both a financial report and a plan 
for the future. It is also a request for legislation, since congressional action 
is necessary if the proposals in the budget are to be carried out. Further, it is 
an important aid in the management and administration of the Government's 
activities. Finally, it is an economic document, for it must take into account 
the many ways in which Government taxation and spending affect the efficiency 
with which our economic system operates. 

From this statement I would like to pick out two points which I 
feel merit serious attention. The first, the budget as a plan for the 
future. The second, the budget as an economic document. 

Let me start with the second because I think it can be handled more 
quickly. From the above quotation it is apparent that the economic 
document that the Executive undertakes to present relates entirely to 
the problems of Government taxation and the overall spending effect 
on the efficiency with which our economic system operates. Although 
.the budget has probably been used for these purposes within the halls 
of Government, there is very little in the document as it is available 
.either in the compact volume which is described as "containing the 
facts and figures most users of the budget would normally require or 
desire," or in the appendix which presents the complete details of the 
budget to permit the outsider to do economic analysis of a specific or 
detailed kind. 
. With respect to receipts,. even though there is a breakdown of 
receipts by source, this simply relates the total revenues required to 
overall measures of ability to pay, such as gross national product, 
personal income and corporate profits before taxes. To determine 
the economic effect of the proposed legislation, substantial additional 
information is required to determine the possible economic impact of 
the proposed schedule of appropriations. This is weH illustrated by 
the current discussion of the President's recent proposal for tax reduc
tion. You gentlemen know better than I the many questions this 
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raises with respect to timing, amount, and distribution to specific 
Sources and schedules of taxation. 

The budget statement is even more deficient when applied to the 
effect of the proposed spending on the operation of our economic sys
tem. Although in 1964 the military budget is presented in program 
terms-i.e., a summary of major military programs and the activities 
required for each of these objectives-the major portions of the 
budget are still presented in terms of major functions in which it is 
very difficult to identify the specific end objective sought by the ex
penditures. If we are to do a good job of allocating our resources it 
is important that we identify not only the functional objectives of 
expenditures such as personnel, property, travel, etc., but also that 
we identify rather definitely the specific purpose which certain por
tions of these functional expenditures will serve-national security, 
airway safety, recreat.ion, education, etc. In addition, as an aid to 
economic planners in Government and industry, serious consideration 
should be given to inclusion in the budget of the expected distribution 
of funds by industry and by regional area. 

Although there is a general plan upon which the budget is based, 
it is not easy to identify specifically the funding requests to the specific 
objectives. Furthermore, treating the budget on a departmental basis 
means that there can be substantial overlap of end objectives in the 
purposes for which the funds are to be applied by several departments 
and agencies. For example, research and development appears in 
some form in practically every departmental budget. However, as 
has been demonstrated in the National Science Foundation studies of 
this subject, it is very difficult to single out all of the research and 
development and to identify it in terms of either the major objectives 
sought or the kinds of work to be performed. For several years now 
this has been an area of major study by the Departments of Commerce, 
Labor, Defense and others. 

The presentation of the Department of Defense budget in the form 
initiated in 1961 is an excellent beginning in identifying major out
puts rather than just the inputs. I think the approach introduced by 
the Defense Department can be successfully adapted to many other 
departments of Government. If this were done we would then be 
able to identify common end objectives sought and to do this regard
less of the department in which the task has performed. As you 
know, Defense Department programs are stated not in terms of the 
four military forces but rather in terms of objectives such as strategic 
retaliation, continental air and missile defense, and the like. 

Another important feature of the Defense Department approach 
is that it projects next year's budget on the basis of a plan which 
extends 5 and more years into the future. Although such plans are 
now called for rather generally in the Federal Establishment, I know 
of no place where this activity has been lursued either with the 
commonness of purpose or effective deman for :performance as has 
been the case in the Department of Defense. It mIght be appropriate 
to require either the Bureau of the Budget or some other executive 
agency to draw the nonmilitary departments into a planning and pro
graming structure similar to that now used by the Department of 
Defense. 
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If planning were in fact projected into the future, the budget could 
then appropriately identify the financial implications of current re
quests which extend beyond the next fiscal year. As the budget is 
now presented this is a major omission. Projecting the financial re
quirements 5 or so years would permit both the executive and Congress, 
as well as businessmen and economic analysts, to make better studies 
of the future implications of the Government's current intentions to 
make financial commitments. 

The question of future implications of current financial commit
ments is probably the point on which the present budget is most de
ficient. In the dIscussion of new obligational authority in the budget 
it is pointed out that not all of the obligational authority enacted for 
a fiscal year is spent in the same year. Also, that the expenditures 
in the current year will be significantly affected by unspent new obli
gational authority enacted in prior years. This means, then, that only 
by very careful and well-informed analysis is it possible to identify 
the relationship between NOA and expenditures. This is important 
since each of these has a quite different economic impact. The one is 
both current and future; the other is current only. 

This problem could be dealt with rather easily if we were to dis
tinguish clearly between the one-time outlays and the recurring an
nual expenditures. Although this has the implications of a two-budget 
structure, that need not be the case. As you know, current planning 
in the Department of Defense is in terms of three major money flows. 
The first, research, development, test, and evaluation; i.e., the one
time outlays necessary to create a capability. Second, investment; i.e., 
the one-time outlays necessary to install the capability in the military 
inventory. And third, annual operating expenses; i.e., the expendi
tures required each year to operate the capability already in the force. 

These same concepts of major money flows can be adapted rather 
generally, and the request for appropriations can be so labeled, which 
would give a major indication with respect to the one-time or con
tinuing nature of the expenditures. Perhaps more important, such an 
identification of the money flows would permit us to know the extent 
to which the current investments carry with them an obligation for 
future recurring operating expenses. And obviously if this relation
ship is identified it would then be appropriate to require that at the 
time the investment obligation was under discussion, there also be 
exposed to view the long-range considerations and the implications 
for future recurring outlays. 

In summary, I do not belive the current budget to be very useful 
as an economic document. It would seem to me that it could be sub
stantially improved, first, by requiring and identifying the long-range 
plans which are the basis for the budget. Second, by incorporating 
into the budget document at least 5-year projections of the funding 
implications of the plans. Third, by identifying specific money 
flows, that is, the one-time outlays such as research and development 
and investment, and distinguishing these from the recurring annual op
erating expenses. Finally, I think it extremely important that the 
budget document identify current requests for investment commit-
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ments and the future implications of these commitments for either 
associated investment or recurring annual operating expenses in the 
years to come. 

·With your permission, I would like to extend my remarks for the 
record with the more complete statement already distributed to the 
members of the committee. 

(The balance of Mr. Novick's statement follows:) 

EXTENSION OF STATEMENT OF DAVID NOVIK, HEAD, COST ANALYSIS 
DEPARTMENT, THE RAND CORP., SANTA MONICA, CALIF. 

Generally speaking, my view on the budget as an economic document is fairly 
clear cut. With some few exceptions, the present budget is not very useful 
for economic planning since it does not serve as a very definitive indicator of 
Government intentions or the implications of intentions. The principal reasons 
for this are the following (not necessarily in order of relative importance, and 
certainly not mutually exclusive): 1 

1. Lack of an "end product" or "activity" oriented budget structure or format. 
2. Too much of an administrative and/or organizational orientation in the 

budget structure. 
3. Timespan covered by the budget is too short. 
4. Insufficient distinction between one-time investment and recurring operat

ing outlays. 
5. Budget concepts and language are too complicated. 
Each of these points is discussed briefly. 

LACK OF AN "END PRODUCT" OR "ACTIVITY" ORIENTED BUDGET STRUCTURE 

Although significant improvement has been introduced in recent years in one 
major area (the Department of Defense), the general lack of meaningful "end 
product" or program identifications in the budget format is still probably the 
major deficiency in the present approach. Further improvements-and major 
ones in certain areas-will have to be made if the budget is to provide those 
engaged in economic planning with something more than a very general indicator 
of Government intentions and of the implications of these intentions. 

The present Department of Defense approach remedies these deficiencies by 
recasting the basic objectives and their economic implications into a program 
budget which is prepared in addition to the regular budget. The Secretary of 
Defense uses the program budget as the basis for his deliberations in making 
his allocation of resources to the national security objectives which are his re
sponsibility. As you know from the Secretary's classified and unclassified 
presentations, he also uses this for his explanation of the Defense Department's 
part of our national security objectives and the resources required for them. 
The significant feature of the new planning and programing concept that was 
initiated in the Department of Defense early in 1961 is the approach taken to 
decisionrnaking and control in the vital area of defense expenditures. Planning 
is considered in long-range terms of missions, forces and weapon system
resource outputs-rather than in terms of the standard appropriation categories 
of procurement, construction, personnel, etc.-resource inputs. The time period 
is 5 or more years in the future, not just next year's budget. 

Planning in terms of missions such as strategic defense or continental warfare 
has diminished the relevance of separate military service boundaries. Each one 
is now viewed in terms of its contribution to the overall Department of Defense 
1I11SSlon. Under this new approach, the military services-the Air Force, Army. 
Navy. and Marines-are required to estimate the cost implications of individual 
weapon systems for 5 and more years into the future. 

1 Here we are concerned primarily with the budget as available from the U.S. Govern
ment Printing Office, and not with the generally unavailable detailed backup to the budget. 
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The new approach is based on the premise that effective planning and pro
graming require a full understanding of the long-range implications of decisions 
to allocate resources." A decision to procure a given quantity of hardware carries 
with it requirements for facilities, acquisition and training of personnel, per
sonnel housing, support equipment and a host of other related items, all of which 
must be paid for. In addition, a procurement decision implies a decision to 
incur annual recurring costs so long as the system remains in the inventory. A 
clear identification of the timing and cost of these requirements is essential to 
a full understanding of the resource impact of a given decision. It is to provide 
the Secretary of Defense and his military advisers with this understanding that 
the new programingjbudgeting system has been instituted. 

TOO MUCH OF AN ADMINISTRATIVE AND/OR ORGANIZATION ORIENTATION IN THE 
CURRENT BUDGET STRUCTURE 

Closely associated with the lack of an end-product orientation, except for the 
Department of Defense and a few other exceptions,' is the fact that the current 
budget format is heavily influenced by administrative (and hence organizational) 
considerations. The main pOint here is not that the administrative facets of 
budgeting are unimportant, but rather that these matters should not be permitted 
to dominate the budget structure for all purposes. 

To be more specific, a distinction should at least be made between (1) the 
budget as a management tool to assist in making major allocation decisions, and 
(2) the budget as an administrative device to facilitate carrying out and manag
ing programs and activities after Congress has made the appropriations. Clearly 
these two purposes involve different sets of considerations, which in turn imply 
that two types of budget presentation may be desirable: (1) A format oriented 
toward end products or tasks to be performed-a program budget-and (2) a 
presentation in terms of organizations and administrative budget categories
the existing Federal budget. 

Having two objectives in mind for budget presentation and format does not 
make for an impossible task in preparing the budget. It is done regularly in 
developing budgets in many industrial corporations.' Basically, what is in
volved here is that in preparing the various components of the budget at the 
working level, the proper identifications (usually through coding devices) would 
be made which will permit pulling the budget together in different ways. 

Many of the management problems reflected in the Federal budget and the 
decision processes that accomplish their resolution, closely resemble the prob
lems and decision processes reflected in the DOD budget. The Federal budget, 
like the DOD budget, is concerned with the allocation of scarce resources. As in 
the DOD budgetary process prior to 1961, the Federal budgetary process today 
is characterized by the organization of information along departmental, rather 
than mission, program, or natural function lines. Inevitably, therefore, manage
ment decisions bearing on specific problem clusters are made piecemeal, lacking 

• For a more detailed discussion of program budgeting, see D. NoviCk, "Efficiency and 
Economy in Government Through New Budgeting and Accounting Procedures," the Rand 
Corp., R-254, Feb. I, 1954; "Which Program Do We Mean In 'Program Budgeting?'" the 
Rand Corp .. P-530, May 12, 1954; "New Approach to the Military Budget," the Rand 
Corp., RM-1795, June 12, 1956; program budgeting: "Long-Range Planning In the Depart
ment of Defense," the Rand Corp., RM-3359-ASDC, November 1962; "New Tools for 
Planners and Programers," the Rand Corp., P-2222, Feb. 14, 1961; G. H. Fisher, "The 
New OASD (Comptroller) Programing/Budgeting Process," the Rand Corp., RM-3048-PR, 
March 1962; "Statement of Assistant Secretary of Defense Charles J. Hitch Before the 
Subcommittee on National Policy Machinery of the Senate Committee on Government 
Operations," July 24, 1961. published In the hearings before the Subcommittee on National 
Policy Machinery of the Committee on Government Operations, U.S. Senate, 87th Cong., 
1st sess., 1961, pt. VIII; "Statement of Assistant Secretary of Defense Charles J. Hitch 
Before the House of Representatives, Military Operations Subcommittee of the Committee 
on Government Operations," July 25, 1962, and "Extract From Secretary McNamara's 
Statement on the Fiscal Years 1963-67 Defense Program and 1963 Defense Budget Pre
sented to the House and Senate Appropriations and Armed Services Committees In Jan
uary and February 1962," both published In the hearings before the Subcommittee of the 
Committee on Government Operations. House of Representatives, 87th Cong., 2d sess., 1962. 
pt. II (pp. 513-547 and pp. 642-804) ; Hugh McCullough, "New Concepts In Defense 
Planning Programing and Budgeting," the Federal Accountant, vol. 12, No. I, September 
1962, pp. 70-84. 

• For example, Agricultural Research Service, Soil Conservation Service, Bureau of Land 
Management and Bureau of Reclamation. 

• The Ford Motor Co. is a good example. This company has several types of budgets, 
including an "administrative-organizational" budget and a budget presented In terms of 
"end products" or "product lines"; Ford, Thunderbird, Lincoln, etc. 
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a consistent goal-oriented policy framework, lacking comprehensive study of 
supply requirements balances for scarce resources-lacking, in short, the in
formation-decision structure essential for rational, efficient, and flexible choice 
among alternative options. 

Many examples could be cited, but for dramatic object lessons one need go no 
further than (1) the multiple, interlaced, overlapped, often internally incon
sistent foreign economic activities embedded in so many departmental budgets; 
(2) the unmeasured aggregate Federal funding of R. & D. activities, with the re
sulting competitive, even inflationary, presSures on the scarce supply of R. & D. 
talent; or (3) the numerous easy commitments to initial spending for incom
pletely analyzed programs (such as farm price supports, veterans' benefits, or 
HEW activities) whose future costs are seldom brought into the decision focus 
in the appropriate time anq magnitude perspectives. 

These management omissions resemble those that existed in DOD prior to the 
introduction of the program budget structure. If their elimination was im
portant and useful in that area, it is surely equally important and potentially 
useful in the balance of the Federal Government's budget structure. The case 
is made stronger by the observation that some elements of the military budget 
are related to and competitive with some elements of the nonmilitary budget. 

Important public and private benefits would be secured from more general use 
of the program budget approach. The executive and legislative branches of the 
Government would find in the budget information efficiently organized for man
agement analysis, planning, operating, and controlling-administrative functions 
now only partially, often ineffectively, serviced by the existing budget format. 
In addition, managers, economists, and social scientists outside the Government 
would have available for a variety of significant uses information about the 
scope, character, and projection of Federal fiscal commitments-information not 
provided in meaningful terms in the existing budget format. Corporate plan
ning, both short and long term, would be strengthened. Economic a~alysis based 
on the relation of the Federal budget to the total performance of the domestic 
economy would be improved. The planning and management of economic and 
social resources in the private sector and for the service of national security 
requirements would be strengthened. 

In addition, it would be highly desirable, from the standpoint of planning in 
both Government and industry, if information could be provided as to the ex
pected distribution of budgeted funds by major industry and regional area 
categories. Although such projections would be difficult to develop and imple
ment-and would necessarily be subject to greater uncertainties than other 
budget projections-their importance for planning purpose!! would appear to 
warrant serious consideration. Even in summary form, such projections would 
provide extremely valuable tools for management and economic planning in both 
Government and industry. 

It is appropriate to observe, finally, that the transformation of the total 
Federal budget into a program-structured, decision-oriented information array 
would be an essential and powerful step toward the potential ultimate trans
formation of the entire gross national product statistical structure into a much 
more informative and utilitarian instrument for understanding and managing 
scarce resources in all parts of our economy. . 

The existing Federal budgetary structure (outside DOD) is primarily designed 
to present an accounting for departmental appropriations in terms of such 
administrative categories as personnel, travel, equipment, etc. It does not 
clearly distinguish between operating and investment outlays, or adequately 
identify R. & D. expenditures. Its forward time horizon is short, with no por
trayal of the long-term (say, 3- to 5-year) implications of current budget com
mitments. Above all, it is not organized in terms of end objectives, tasks, or 
missions. As a result, it does not provide an aggregation and display of informa
tion in a form that would substantially assist top-level Government decisions 
on resource allocation or on the accomplishment of meaningful task objectives. 
For the same reasons, it does not reveal the Government's economic and social 
commitments in terms that would facilitate extragovernmental interpretation 
and analysis. 

It should be particularly noted that the present budgetary information display 
does not aggregate expenditures for common program objectives in two or more 
executive departments or agencies. For example, the total Federal commitment 
to foreign economic programs can be discovered only by identifying and aggregat
ing such related programs in State, Agriculture, Commerce, Defense, and other 
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budgets. This identification and aggregation is not facilitated by the existing 
budgetary structure. Similarly, transportation assistance programs are scat
tered through several budgets. So are R. & D. expenditures. 

'Vith respect to these deficiencies, the Ifederal budget I;?tructure differs from 
good current budgetary practice in private industry where similar management 
problems of resource allocation continually confront top-level administrators. 
Here, identification of cost or investment "packages" organized in ter:ms of 
meaningful groupings of end products., services, or missions-including forward 
projections for several years to reflect the total time-phased commitments that 
are related to current outlays and proposals in a continuing cost stream-is 
widely recognized as good practice. 

TIME SPAN COVERED BY THE BUDGET IS TOO SHORT 

Under current procedures, the budget is presented for the past, current, and 
one future fiscal year. While it is true that in terms of obligational authority 
many of the procurement funds in the next year's budget refer to items to be 
delivered 2 to 3 years hence, this future impact is not made explicit and the 
budget as a whole is extremely short-range oriented. 

From the standpoint of making major allocation decisions, and also from the 
standpoint of the budget as an indicator of intentions and the implications of 
intentions, the short-range orientation of the present budget represents a very 
real deficiency. With regard to any of these purposes, and many others, it 
would be very useful (perhaps mandatory) that at least a general notion about 
the probable long-range financial implications of the current budget be portrayed. 

For example, many types of major procurement items provided in the budget 
for the forthcoming fiscal year very definitely imply further procurements in 
future years as well as substantial recurring outlays to operate and maintain 
the activity being procured as long as it is kept in operation. 

To be more specific, most major military weapon systems generate a "life 
cycle" funding pattern over a long span of years covering three principal phases: 
(1) Research, development, test and evaluation (R.D.T. & E.) ; (2) procurement 
for the combat force;' and (3) operation of the system after it has been in
troduced into the force. (See chart.) Thus, while a decision to undertake sys
tem R.D.1.'. & E. does not necessarily imply a decision to procure the system, a 
procurement decision-if and when it is made-automatically implies a decision 
to incur recurring or annual operating costs as long as the system is in the combat 
force. The annual operating cost implications of a proposed investment program 
are an example of the type of "future" considerations that should be taken into 
account by those making major resource allocation decisions and by those engaged 
in budgetary review of these decisions. But this cannot be done effectively if the 
budg-et is as short-range oriented as it is at present." 

The above argument in favor of increasing the time horizon of the budget 
should not be construed as recommending that budget appropriations actually 
be granted for, say, 5 or 10 years into the future, or that long-range estimates 
can be very precise. The actual granting of appropriations could be carried 
out in an "incremental" fashion, much as is done at present, but it would be 
done in the context of a long-range projection and hence with some knowledge 
of the probable future budget implications stemming from what is being decided 
currently. 

• That Is. If the system Is actually procured for the active force. Not all systems that 
have been developed are Introduced Into the combat Inventory. 

6 Again a distinction shonld be made between the budget as a tool for assisting In making 
major allocations decisions and the budget' as an administrative device after the major 
decisions have been made. From the administrative budgeting viewpoint, the time horizon 
can appropriately be a fairly short one. 
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It is, of course, a virtue of the program budget process that it does not require 
a change in budget format. Planning and programing are simply superimposed 
on the budget and govern its substance, though not its form. The relationship is 
explicity stated in a recent House Appropriations Committee report.' 

"Basically, each annual appropriations bill is simply an additional annual 
increment to the longer range Defense program." 

INt:! Research, develop
ment, testing and 
evaluation 

m~lli~illlnvestment 

Ff.~$,(~~ Annual operating 
outlays 

Example of weapon system "life-cycle" funding 

In its study of the national policy machinery, the Jackson subcommittee of 
the Senate Committee on Government Operations invited the testimony of 
officials from the Department of Defense and the Bureau of the Budget. The 
subcommittee expressed firm support for extended time horizons in budgetary 
projections, and for improved presentation of information to make the budget 
more useful in illuminating program choices and in measuring program per
formance. The final report emphasized the need for coordinating planning and 
budgeting: 8 

, 87th Cong., 2d sess., Department of Defense appropriation bill, 1963, House of Repre
sentatives Rept. 1607, p. 7. 

8 "Organizing for National Security," staff reports and recommendations submitted to 
the Committee on Government Operations, U.S. Senate, by its Subcommittee on National 
Polley Machinery, vol. 3, p. 97. 
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"Forward budgeting can be no better than the forward planning which under
lies it. Many departments and agencies have had little experience with long
range programing-and relating such planning to budgeting. Departmental 
planning staffs, traditionally, have only occasionally viewed themselves as 
coworkers of budgetary officers. The problem of developing the necessary plan
ning skills and of creating a productive partnership between the planner and 
the budget officer is a vexing one. Its solution deserves, and will require, 
sustained effort." 

The need was especially emphasized for more forward planning in the Depart
ment of State. The report also pointed out the importance of relating aid to 
foreign governments to a nation's self-help development programs and to 
assistance from international agencies or other outside sources: 

"Moreover, each part of the U.S. effo_rt--economic or military aid, loans or 
grants, or food-for-peace sale8--Qught to be seen in the light of an overall 
program." 

A longer time span for foreign aid planning was urged. 
The need for an extended budgetary time horizon was recognized in a study 

of the Federal budget by Senator Proxmire's Subcommittee on Economic Statistics 
of the Joint Economic Committee. The generalized use of cost-benefit relation
ships was advocated as a means of achieving better budgets." 

INSUFFICIENTLY CLEAR DISTINCTION BETWEEN INVESTMENT AND OPERATING OUTLAYS 

Although there are exceptions, and although the fiscal year 1964 budget 
(especially the military component) reflects some improvement over previous 
years, the present budget structure does not provide a very definitive distinction 
between "one-time" or investment and "recurring" or annual operating outlays. 
This deficiency is, of course, closely related to the lack of a long-range time 
horizon just discussed. It is mainly in a longer range time context that the 
distinction between investment and operating outlays becomes fully significant 
and most useful. 

The reasons for making such a distinction are fairly well established. Some 
of them stem directly from accounting and budgeting concepts set forth in almost 
any standard textbook on accounting principles and p)"actices. Probably of 
more fundamental importance than the accounting concepts per se, however, 
is the underlying relation to basic types of management decisions that have to 
be made in almost any kind of activity, whether Government or private. 

In the context of basic management decisions for modern-day business and 
Government it is very often necessary to set up a third major category, research 
and development,'" which in a sense may be viewed as a special class of the 
investment category. We therefore end up with three general types of basic 
management decision areas which are applicable to a wide range of activities, 
both military and nonmilitary. The following sequence of events is typical: (1) 
We decide to perform research and development on an item--e.g., the major 
equipment in a weapon system. (2) If the prototypes or test items show up 
favorably in the testing and evaluation program, we may decide to put the 
developed item into production and introduce It, along with all its required sup
porting activities, into an operational environment. (This is the procurement or 
investment decision.) (3) When the item or system is placed in its operational 
environment, a number of additional decisions concerning maintenance and 
operation must be made over a period of years. 

The above represents a quite logical classification of major considerations 
involved in general sequential decisionmaking processes. In this context, it 
makes a lot of sense to introduce explicitly the three discisionmaking categories 
into the budget format-especially since these three areas involve varying de
grees of uncertainty and the use of different types of management techniques. 
In addition, with the budget format set up in this way, a basis is provided for 
viewing certain activities and programs in terms of "life cycle" funding pat
terns,ll provided the budgetary time horizon extends far enough into the future . 

• 87th Cong .• 2d sess., "The Federal Budget as an Economic Document." study paper 
prepared for the Subcommittee on Economic Statistics of the Joint Eeonomlc Committee, 
Congress of the United States, Government Printing Office, 1962. 

10 Here we define "development" to Include "test and evaluation" and related activities 
required to bring the Item or system to ehe point where It Is ready for Introduction Into an 
opera tlonal environment. 

11 See illustration. 
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BUDGET CONOEPTS AND LANGUAGE ARE TOO COMPLICATED 

To anyone except those intimately familiar with the budget and budgetary 
process, the present document tends to appear as a hopelessly cOilfusing con
glomeration of overly complicated concepts and jargon. For example, within 
a relatively few pages of the 1964 budget the reader is confronted with the 
following set of funding concepts and classifications: 

1. Budget authorizations. 12. Intragovernmental funds. 
2. Expenditures. 13. Revolving funds. 
3. Direct obligations. 14. Reimbursements. 
4. New obligational authority. 15. Reimbursable obligations. 
5. Net expenditures. 16. Unobligated balances. 
6. Appropriations. 17. Supplemental appropriations. 
7. New authorizations. 18. Obligations incurred. 
8. Permanent authorizations. 19. Recoveries of prior-year obligations. 
9. Current authorizations. 20. Total obligations. 

10. Reappropriations. 21. Object classification. 
11. Receipts from operations. 

Even though this list is not complete, this is clearly a formidable list, and one 
that is likely to baffle even the most discerning and persistent reader. :Many 
of these terms are "defined" on pages 6 to 8 of the 1964 budget; but others are 
not. And even though many of the terms are defined in a formal sense, it is 
still difficult to comprehend their substantive meaning and to be able to trans
late from one funding concept to another. 

A key question arises from this: Are all of these funding concepts and jargon 
necessary? Here it is again useful to distinguish between two major aspects 
of bndgeting. 

1. The purely administrative aspects-particularly those involved in 
carrying out and administering the numerous programs after Congress 
has passed the appropriations. 

2. The major resource allocation decisionmaking aspects of budgeting, 
either within the executive or the legislative branches of the Government. 
(The question of the budget as an indicator or intentions and the implica
tions of intentions also falls in this category.) 

From a purely administrative viewpoint, undoubtedly many of the numerous 
{:oncepts and categories listed above are useful and perhaps necessary. But 
even here it is difficult to belive that things must be as complicated as they are 
now. 

In contrast, when we consider the budget as a major factor in the resource 
allocation decision process and as an indicator of intentions, then clearly the 
budget presentation should not be cluttered up with numerous different and 
complexly interrelated funding concepts. For this purpose, perhaps two con
cepts-"obligational authority" and "expenditures"-would be sufficient; and 
in fact it is conceivable that only one may be adequate. If only one concept is 
to be used, expenditures is probably preferable to obligational authority." The 
principal reasons for preferring expenditures are that they give a more accurate 
reflection of the time-phased economic impact of the budget, and they also tie in 
closely with the fiscal operations of the Government as viewed by the Treasury 
Department. This latter consideration can be extremely important, especially 
when the administration, as in recent years, is forced to operate under a national 
debt ceiling and hence must keep close surveillance over Government expendi
ture rates.'" 

12 Actually, the distinction is only Important with respect to the R.D.T. & E. and Invest· 
ment parts of the budget. For the remainder, obligational authority and expenditures 
tend to coincide for a given Item In the budget for a given fiscal year. 

13 In this connection, It Is Vitally Important to recognize that obligational authority 
tends to "lead" expenditures In the R.D.T. & E. and procurement parts of the budgPt. 
T.~plcally, when obligational authority Is reduced In a given year, the Impact on expendi
tures does not show up until considerably later. Conversely. when obligational authority 
is Increased markedly (as during the Korean war). the peak In expenditures OCCllrs several 
fiscal years later. For a discussion of this point, along with illustrative examples. see 
David Noblck, "Leadtlme In Modern Weapon$," the Rand Corp .. paper P-1240, Dec. 26, 
19;;7 (also published In "Federal Expenditure Policy for Economic Growth and Stability," 
.Tolnt Economic Committee, Congress of the United States. 85th Cong., 1st sess .. U.S. 
Government Printing Office, Washington, D.C., Nov. 18-27. 1957). 

99-375-63---5 
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A SUGGESTION FOR IMPROVEMENTS 

In this brief review the present budget structure was examined from the stand
point of how well it served as an indicator of Government intentions and the 
implications of intentions. It was also pointed out that this purpose of the 
budget is essentially synonymous with that aspect of budgeting associated with 
making major resource allocation decisions. In such a context-apart from 
the purely administrative considerations of the budget-the present budget struc
ture was found to be deficient in several major respects. 

These deficiencies provide the basis for making suggestions about how the 
present budget format might be improved. Converting the deficiencies into posi
tive recommendations, we obtain a list somewhat as follows: 

1. The budget structure should provide for packaging of meaningful end
product activities, reflecting the financial requirements for accomplishing major 
tasks, missions, etc. 

2. For this purpose, the budget should not be burdened with purely admin
istrative categories, funding concepts, and jargon. 

S. The time horizon should be extended considerably further into the future, 
even though the specific appropriations should probably continue to be granted 
incrementally as at present. 

4. A more clear-cut distinction should be made between investment-type out
lays and recurring or annual operating-type outlays; and in many cases a third 
category, research and development (including test and evaluation), should be 
delineated. 

5. Serious consideration should be given to inclusion in the budget of expected 
distribution of funds by industry and by regional area. 

Senator PROXMIRE. Thank you very much. 
Our last witness is Mr. Murray Weidenbaum, senior economist with 

the Stanford Research Institute. 

STATEMENT OF MURRAY WEIDENBAUM, SENIOR ECONOMIST, 
STANFORD RP.SEARCH INSTITUTE 

Senator PROXMIRE. Mr. Weidenbaum, we welcome you. 
Mr. WEIDENBAUM. Thank you, Mr. Chairman. 
I should like to briefly review the uses of Federal budget information 

for the purposes of economic analysis and then to recommend some 
innovations which may improve the usefulness of the data. 

A more complete paper IS submitted for your consideration. 
My statement is based on a twofold view of the Federal budget as 

an economic document. 
First and most essentially, the budget is a tool of management. It 

is the primary vehicle through which the President assembles his 
program for the coming year and transmits his recommendations to 
the Congress. 

The budget is thus also a tool for decisionmaking by the Congress 
in the area of economic policy. 

Secondly, and subsidiary to the management aspect, the budget is 
also a major source of information for economic planning by Govern
ment, busmess, labor, and other groups and individuals. 

I should like to describe some of the uses. 
The measures of the budget totals are important for making analysis 

of the current and future performance of the economy because of the 
size and the volatility of the Federal sector. 

In addition, the trends in the various components of the budget are 
essential planning inputs for a very wide variety of regions, industries, 
and organizations. 
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For the companies who are major Government suppliers, changes in 
the amount and composition of Federal purchases are critical planning 
data, and often strongly influence company investments in plant and 
equipment and research and development. 

Companies who are closely related to Government contractors
suppliers, subcontractors, et cetera-may be similarly affected. 

Planning and development of specific regions may be heavily in
fluenced by Federal natural resources, housing, and transportation 
programs, as well as by the location of major Government contractors 
and subcontractors. 

Union and Government employment agencies may gear their activ
ities to the manpower implications of budgetary data, especially re
gional and industrial shifts in Government procurement. 

Although the amount of budgetary data available for economic 
analysis is very considerable, significant gaps still remain. 

Consistent with the twofold view of the Federal budget presented 
earlier, my first several recommendations deal primarily with improve
ments in the budget as a tool for decisionmaking. 

Concentration in the budget document and elsewhere on a single, 
comprehensive concept of the budget totals would avoid much con
fusion and provide a better indicator of Federal financial activity. 

Over the years, the traditional, administrative budget has omitted 
a growing number of major governmental programs, such as social 
security, highways, housing, and agricultural credit. 

The emphasis in the 1V64 document on the cash budget is an im
portant step forward. 

However, the claim that Federal spending, except for defense, 
space, and interest, is being reduced from fiscal year 1963 to 1964 is 
made using the administrative budget. On the basis of the cash 
budget such spending is scheduled to rise-another possible bit of 
confusion in presenting and using budgetary data. 

Even the present cash concept is a halfway house between the net 
deficit, or surplus, and the grand totals of payments and receipts. 
Receipts of Government enterprises and agenCIes might well be shown 
on the revenue side rather than being deducted from gross expendi
tures, as Dr. Moor has analyzed in great detail. 

Some recent advances in the economic analysis of Government 
spending programs may well be incorporated into the budget process 
and the budget document. 

Military systems analysis, now being utilized in determining the 
military budget recommendations, no doubt also has application to 
nonmilItary programs. 

In the area of natural resource development much good work has 
been done in recent years in developing criteria for evaluating new 
projects, particularly improved methods for comparing costs and 
benefits. 

In contrast, much of the current descriptive material in the detailed 
appropriation requests serves no useful analytical purpose. The nar
rative statements justifying appropriation requests all too often are 
merely routine recitals of organization and operations in the style of 
the Government Organization Manual. 

The identification of meaningful workload data in the calculation 
of unit costs would provide a sounder hasis for determining and re
viewing appropriation requests for many programs. 
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However, workload figures should not be a fetish, and should not be 
cited in the absence of a significant relationship between the items of 
work and the funds requested. 

In a tongue-in-cheek remark at a hearing of the Joint Economic 
Committee I once stated that there is a rule of thumb in Federal 
budgeting whereby the smaller the item under consideration, the 
greater the amount of detail made available in justification of it. 

Unfortunately, there is more than a germ of truth to that jibe. 
We are told more about the $34 million to be spent by the Bureau 

of the Census, almost seven pages, than the $2.1 billion for missile 
procurement by the Air Force, a little over one page. 

The format should be flexible. Small, relatively routine programs 
should receive less attention than large, volatile activities. 

In recent years the budget document has overemphasized accrued 
expenditures as the focal point of the budget process. I believe that 
changes along these lines, although well intended, have been unfor
tunate and undesirable. 

Paradoxically, the suggestions concerning accrued expenditures 
were made primarily by private accountants at a point in time when 
very useful and original work was being pioneered in the fields of 
business budgeting. 

Essentially, this new work in the field of private accounting focuses 
on the early stages of the expenditure process, the appropriation by 
the company's board of directors for items to be constructed or pro
duced over a relatively long period of time. 

The effective points of control over Federal spending also are at 
the earlier stages of the process-the enactment of authorizing legis
lation, the approval of new obligational authority, apportionments of 
funds to the agencies, and the placing of contracts. 

Much of the folklore concerning the un controllability of Govern
ment spending can be eliminated if actions were taken on the basis of 
a proper understanding of the cycle of Government spending. It is 
a far greater period than a single fiscal year. 

The future implications of currE'nt and prospective budgetary de-
cisions need to be made more explicit. . 

The 10-year budget projections. issued by the outgoing Eisenhower 
administration, despite limitations of some of the individual esti
mates, were a landmark in this direction. 

Because of the natural reluctance of an administration in office 
to make such overall projections, this task might be assigned to a 
congressional committee professional staff, such as that of the pro
posed .T oint Committee on the Budget or of an existing committee. 

The next set of recommendations relates primarily to improving 
budgetary informa,tion as tools of economic analysis. 

kll of the budgetary concepts currently in use-the administrative 
budget, the consolidated cash budget, and Government receipts and 
expenditures on national income and product account-are adjusted 
forms of disbursements. 

Under varying underlying economic and political conditions the 
economic impact of Government expenditures, especially those for 
procurement of durable goods, may occur during any of the phases 
of the process, but very often prior to the actual governmental 
.disbursements. 
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A major gap in our information is the absence of a currently avail
able, regularly issued series on the total contracts 'let by the Federal 
Government, and the composition of these contracts. 

The annual totals of obligations incurred are now reported in the 
budget document. This is extremely useful information both in pro
jecting future expenditure levels and in evaluating the economic im
pact of, and progress on, Goyernment programs. 

Yet, this is a broader concept than contracts let, covering such 
other items as transfer payment and Government employee wages 
and salaries. 

It would be most helpful if each of these types of obligations were 
separately identified. . 

Some attention might be devoted to adjusting the current data on 
new obligational authority and on obligations incurred to make them 
more consistent with the expenditure concepts. 

This would improve their usefulness as lead indicators. 
Another major gap in our information is the absence of dab\, on the 

volume of Government-ordered production, that is, business inven
tories on Government account. 

Such information would aid in analyzing inventory changes, which 
constitute a major portion of the fluctuations in overall business 
activity. 

Finally, because of the important uses in business planning, it is 
recommended that a monthly, or at least quarterly, report be made 
on the distribution of current and prospectivp- Federal purr-hasp-s. 

Such data would represent a major addition to the information 
available to guide the planning and investment decisions of the wide 
variety of companies, agencies, and other organizations which are 
so strongly influenced by changes in Federal expenditures and 
procurement. 

Thank you, Mr. Chairman. 
I would like to submit for your consideration a longer paper which 

I have prepared. 
Senator PROXMIRE. Thank you. 
'We will be very happy to have that printed in the record, too. 
1fl'. WEIDENBAU~I. Thank you. 
(The paper referred to follows: ) 

THE FEDERAL BUDGET AND ECONOMIC ANALYSIS 

(By Murray L. Weidenbaum, senior economists. Stanford Research Institute, 
Menlo Park, Calif.) 

(A statement prepared for the Subcommittee on Economic Statistics of the 
.Joint Economic Committee of the U.S. Congress, Apr. 24, 1963) 

'rhis paper attempts to review the uses of Federal budget information for pur
poses of economic analysis and to recommend some innovations which may im
prove the usefulness of the data. 

SUMMARY 

1. Essentially, the Federal budget is a tool of management. It is prepared as 
the primary vehicle through which the President assembles his program for the 
coming year and transmits his recommendations to the Congress. 

2. Although inherently subsidiary to the management aspect, the Federal 
budget is also a major source of information for economic planning by Govern
ment. business, labor, and other groups and individuals. 
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3. The measures of the budget totals are important for making analyses of 
the current and future performance of the economy because of the size and the 
volatility of the Federal sector. 

4. The trends in the various components of the budget are essential planning 
inputs for a very wide variety of regions, industries and organizations. 

(a) For companies who are major Government suppliers, changes in the 
amount and composition of Federal purchases are critical planning and market 
research data, and often strongly influence company investments in plant and 
equipment and research and development. 

(b) Compauies who are closely related to Government contractors--suppliers, 
subcontractors, etc.-may be similarly affected. 

(c) Planning and development of specific regions may be heavily influenced 
by Federal resource, housing and transportation programs, as well as by the 
location of major Government contractors and subcontractors. 

(d) Unions and Government employment agencies may gear their activities 
to the manpower implications of budgetary data, especially regional and indus
trial shifts in Government procurement. 

5. Although the amount of budgetary data available for economic analysis is 
very considerable, significant gaps still remain. 

(a) At the aggregate level, additional data are still required for the stages 
of the governmental spending process prior to the actual disbursements--obliga
tions incurred, contracts awarded, and private production on Government ac
count-as aids in forecasting and analyzing both budget and national economic 
trends. In addition, more detailed data on contracts let are needed for analysis 
by business firms and other elements of the private sector of the economy 
affected. 

(b) Concentration on a single, comprehensive concept of the budget totals 
would provide a better indicator of Federal financial activity. The 1964 budgct 
did emphasize the cash-consolidated budget, but then backslided in claiming 
a reduction in nondefense spending on an administrative budget basis only. 

(c) The detailed budget submissions could be improved by a greater use of 
economic analysis in arriving at program determinations, rather than excessive 
reliance on routine descriptive material. The addition of unit costs to work
load data also would provide a more effective method of arriving at and re
viewing the appropriation requests. 

(d) More effective budgetary control can be exercised at the early stages of 
the Government spending process-appropriations and obligations-rather than 
emphasizing accrued expenditures and similar accounting reconciliations. 

(e) The future implications of current and prospective budgetary decisions 
need to be made more explicit. Published 5- and lO-year projections, such as 
those pioneered by the outgoing Eisenhower administration, would be most yalu
able. Because of the natural reluctance of an administration in office to make 
such overall projections, the task might be assigned to a congressional committee 
professional staff, such as that of the proposed Joint Committee on the Budget 
or of an existing committee. 

INTRODUCTION 

This paper is based on a twofold view of the Federal budget as an economic 
document: 

1. As a tool for decisionmaking in economic policy.-Essentially, the Federal 
budget is a tool of management. It is prepared as the primary vehicle through 
which the President assembles his program for the coming year and transmits 
his recommendations to the Congress. Here the focus is on the requirements 
of the Congress, especially the appropriations committees, for detailed informa
tion to assist them in passing on budget proposals and in controlling the flow 
of Government expenditures. 

2. As a tool of economic alnalysis.-Although inherently subsidiary to the 
management aspect, the Federal budget is also a major source of data and in
formation for economic planning and analysis by Government, business, labor, 
and other groups and individuals in the Nation. Here, the focus is on the various 
concepts and measures of the budget totals and on meaningful "economic" cate
gories within these totals. This type of information is used primarily by econ
omists, statisticians, magazine and newspaper writers, and various other cate
gorips of researchers for developing or criticizing economic policy or in other 
ways relating the budget to the national economy or to speCific regions, in
dustries, or firms. 
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SOME USES OF THE BUDGET DOCUMENT 

Rather than exhaustively catalog the various specific ways in which the 
Federal budget is used, most of which are well known and have been analyzed 
previously, this paper will concentrate on some of the important uses which 
may not be apparent to analysts and policymakers who are primarily concerned 
with trends in the budget totals. 

Certainly, the various measures of the budget totals are important for making 
analyses of the current and future performance of the national economy. The 
importance is due to both the absolute size of the Federal sector and its tend
ency often to fluctuate independently of the private economy, to be an exogenous 
or relatively independent variable in any aggregate analysis. 

In addition, the trends in the various components of the budget are essential 
planning inputs for a very wide variety of regions, industries, and organizations. 
This very diversity may have escaped the attention of persons mainly concerned 
with the budget totals. 

TABLE 1.-Industries for which the Federal Government is an important customer 
Shipment8 to 

Federal Govern
ment as percent 

Industry of total 
Complete aircraft _______________________________________________________ 95 
Aircraft propellers______________________________________________________ 75 
Engines for aircraft and missiles ________________________________________ 54 
Shipbuilding and repair _________________________________________________ 39 
Scientific instruments____________________________________________________ 38 
Rice mill products ______________________________________________________ 30 
Radio and TV equipmenL _______________________________________________ 27 
Electrical measuring instruments ________________________________________ 15 
Trucks and trailers_____________________________________________________ 10 
Optical instruments_____________________________________________________ 9 
Primary batteries_______________________________________________________ 9 
Electronic tubes________________________________________________________ 8 
Photographic equipment_________________________________________________ 8 
Computing machines____________________________________________________ 7 
Internal combustion engines____________________________________________ 6 
lliachine tools___________________________________________________________ 6 
Storage batteries________________________________________________________ 6 
Appliance wire and cord_________________________________________________ 6 
Envelopes_______________________________________________________________ 6 
lliisceHaneous general industrial machinery_______________________________ 5 
:\iechanical measuring instruments______________________________________ 5 
Wiring devices and supplies_____________________________________________ 5 
Boatbuilding and repair_________________________________________________ 5 
Truck and bus bodies____________________________________________________ 5 

Source: 1958 Censlls of Manufactures (latest year available). 

Gdvernment 8uppUers 
For companies who are major suppliers to the Federal Government, changes 

in the amount and composition of Government expenditures which result in 
purchases from private industry are critical planning and market research data. 
Table 1 lists 24 industries for which the Federal Government represents at least 
one-twentieth of the total market (in several cases one-half or more). For 
individual firms in these industries, the Government may represent a far more 
important market than indicated by industry averages. Also, the relative im
portance of the Federal Government as a customer is underestimated in the 
table, as it is limited to shipments made directly by the manufacturer to the 
Government and does not take account of the portion of the output of these 
industries which is purchased by the Government through retailers, wholesalers, 
and other "middlemen." 

In the case of many of the firms in these industries, a very great deal of effort 
is devoted to developing the maximum relationships between the limited pertinent 
budgetary data available and the resultant business potential they may rep
resent. In the case of the major defense equipment suppliers, for example, 
estimated budget expenditures for aircraft or missiles or space systems or ships 
represent the best available guide as to the very size of the markets in which they 
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are competing. The usual census or other current economic statistical sources 
generally do not identify Government purchases by industry category. Table 2 
shows how budgetary data can be used to indicate market potential. Note that 
obligations rather than expenditure figures are used, a point that is developed 
further below. 

Because about 85 percent of Federal purchases from private industry is cur
rently for military programs, it may be useful to devote some attention to this 
aspect. 

Of course, Government suppliers require very detailed knowledge as to the 
particular types of products and services to be procured. Often, the authoriza
tion and appropriation hearings by congressional committees provide a wealth 
of data on specific weapon systems and related items to be procured. The pub· 
lished hearings do not comprise a comprehensive body of consistent data, but 
are a veritable gold mine of information (the needle in the haystack comparison 
may be more appropriate). 

TABLE 2.-Market for aerospace systems, direct obligations (millions of dollars), 
fiscal year8 1962--64 

Product category 

Military aircraft: 

Fiscal year 
1962 actual 

Direct obligations 

Fiscal year 
1963 

estimated 

Fiscal year 
1964 

estimated 

ProcuremenL_____________________________________________ $6,276 $6,185 $6,244 
753 Research, development, test, and evaluation______________ 615 689 

1---------1----------1---------
TotaL__________________________________________________ 6,891 6,874 6,997 

Military missiles: 
ProcuremcnL_____________________________________________ 3,4i7 4,005 3,895 
Research, development, test, and evaluation______________ 2,753 2,446 2,233 

1--------1---------1---------
TotaL_________________________________________________ 6,230 6,451 6,128 

\=======\======\======= 
Astronautics: 

Research, development, test, and evaluation (military) _ __ 785 1,247 1,277 
NASA____________________________________________________ 1,354 2,718 4,520 

1---------1 1---------
TotaL__________________________________________________ 2,139 3,965 5,797 

Grand totaL ___________________________________________ 1===15=,=26=0=1====17=,=29=9=1====18=,=92=2 

Source: Budget of the U.S. Government for the fiscal year ending June 30, 1964. 

Because of the long leadtimes required for the design, development, and pro
duction of military weapon systems, often the critical knowledge desired is not 
so much current procurement plans but those years in the future. Again, current 
and historical budget data which reveal Federal purchasing patterns and trends 
provide important starting pOints or benchmarks for market research and plan
ning by private industry. 

A widely used methodology for military market forecasts is based on a three
fold process: (1) a long-term projection of the GNP, and Federal revenues and 
expenditures, (2) a projection of the military budget on the basis of the economic 
forecasts, and (3) a statistical analysis of the composition of the military budget.' 
Statements made in conjunction with appropriation and authorization justifica
tions are often important qualitative inputs to such projections. 

Company investments in plant and equipment and re"P!lfch and development 
are often strongly influenced by the outlook for overall levels of Federal exnendi
tures, as well as for very specific types of purchases. 

Subcontractor8 and related firms 
Companies who are closely related to Government contractors-suppliers and 

subcontractors, banks and other investment sources, and firms who supply goods 
and services to the employees of Government contractors-also follow very 
closely changes in governmental spending patterns. In the case of suppliers of 

ll\f. L. Weldenbaum, "The Role of Economics In Business Planning." Business Topics, 
Michigan State University, summer 1962, pp. 50-51. 
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major "subsystems," such as aircraft powerplants, missile guidance, or ship
board equipment, the firms involved must essentially go through the entire analyt
ical process as do the prime contractors and then carry the work a step for
ward-relating the likely purchases of end products to the resultant market 
potential for the component portions. As in the case of firms selling directly to 
the Federal Government, these "related" companies frequently adjust their long
range planning and investment patterns to likely trends in the budget. 

Regional planning agencies 
State and local governmental planning agencies and other organizations con

cerned with regional development frequently monitor Federal expenditure trends. 
Federal programs of natural resource development, housing and urban renewal, 
and transportation have important and obvious implications to regional planning. 
In areas where Government contracts are or have been a major source of local 
employment, Federal budgetary trends are studied in considerable detail. The 
informational (or interpretive) lag here is quite noticeable. Rather belatedly, 
there has been a growing public and governmental concern with the shift that 
took place in the past decade in Government contracts from the automotive 
industry in the upper midwest to the aircraft and electronics industries along 
the east and west coast, most noticeably in California. Actually, the shift in 
emphasis that apparently is now taking place is from all of these regions to the 
emerging space complex along the gulf coast from Cape Canaveral to Houston. 

'With the growing use of economic base studies as tools of regional planning, 
detailed analysis and forecasting of the industrial and geographic composition of 
Federal procurement and other expenditures are increasingly required. 

1J1 anpower agenCies 
Labor unions, State and local employment departments, and other agencies 

concerned with manpower utilization also analyze the employment implications 
of budgetary data, especially regional and industrial shifts iii Government pro
curement. Essentially, this type of manpower data must be inferred from the 
expenditure data. In a more specialized case, the last two Federal budgets 
have presented an aggregate of the estimated direct Federal employment. Al
though useful, this type of data is only compiled by agency. 

SOME GAPS IN FEDERAL BUDGETARY DATA 

Although the amount of budgetary data available for economic planning is 
very considerable, significant gaps still remain. Recognition should be given 
to the important improvements which have been made in the budget and the 
budget process in recent years. In presenting the suggestions below, some 
attention is given to changes which have been made, partly as an indication of 
the possibilities for future improvements. Th~ writer is also chastened by the 
knowledge that it is far easier to point out shortcomings or even to suggest 
improvements than to put them into effect. Also, the resources available are 
limited and some "tradeoffs" may be necessary between low-priority current 
procedures and possibly more useful innovations. 

Consistent with the twofold view of the Federal budget presented at the outset 
of this paper, the first several recommendations deal primarily with improve
ments in the budget as a tool for decisionmaking. 

The budget totals 
Concentration in the budget document and elsewhere on a single, comprehenRive 

concept of the budget totals would avoid much confusion and provide a better 
indicator of Federal financial activity. Over the years, the traditional, admin
istrative budget has omitted a growing number of major governmental programs, 
such as social security, highways, housing, and agricultural credit. Although 
the consolidated ('ash statement has a number of drawbacks, it represents a 
major advance. Hence, the emphaSis in the 1964 budget document on the cash 
"budget" is an important step forward. 

However, it should be noted that the administration's claim that Federal 
spending (except for defense, space, and interest) is being reduced from fiscal 
year 1963 and 1964. is made using the administrative budget. On the basis of the 
cash budget, such spending is scheduled to rise-another possible bit of con
fusion in presenting and using budgetary data. 
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Even the present "cash" concept is a halfway house between the net deficit 
(or surplus) and the grand totals of payments and receipts. Receipts of 
Government enterprises and agenCies might well be shown on the revenue side 
rather than being deducted from gross expenditures." 

The detailed submissions 
Some recent advances in the economic analysis of Government spending pro

grams may well be incorporated into the budget process and the budget document. 
Military systems analysis, pioneered by such organizations as Rand, is now be
ing utilized in determining the military budget recommendations. Within the 
limits of security, this type of analysis should be drawn upon in providing the 
public and the Congress generally with an improved basis for reviewing these 
recommendations. 

This entire line of endeavor no doubt also has application to nonmilitary pro
grams. In the area of natural resource development, much good work has been 
done in recent years in developing criteria for evaluating new projects, partic
ularly improved methods for comparing costs and benefits." This type of analysis 
might initially be introduced as a method of arriving at the budget recommenda
tions for purely internal administrative use. 

In contrast, much of the current descriptive material in the detailed appropri
ation requests serves no useful analytical purpose. The narrative statements 
justifying appropriation requests all too often are merely routine recitals of 
organization and operations in the style of the "Government Organization 
Manual." Also, many justifications of appropriations are now dressed up with 
workload data. A riSing workload is associated with a higher appropriation re
quest. In the absence of any information on unit costs, this is merely window 
dreSSing. 

The identification of meaningful workload data and the calculation of unit 
costs would provide a sounder basis for determining and reviewing appropria
tion requests for many programs. However, workload figures should not be a 
fetish and should not be cited in the absence of a significant relationship between 
the items of work and the funds requested. 

In a tongue-in-cheek remark at a hearing of the Joint Economic Committee, 
I once stated that there is a rule of thumb in Federal budgeting whereby the 
smaller the item under consideration, the greater the amount of detail made avail
able in justification of it. Unfortunately, there is more than a germ of truth 
to that gibe. The tendency in the budget documents is for each appropriation 
account to have about the same amount of space in the budget. As a result, we 
are told more about the $34 million to be spent by the Bureau of the Census 
(nine appropriation accounts stretching over almost seven pages) than the $2.1 
billion for. missile procurement by the Air Force (one appropriation account and 
a Ii tUe over one page) .' 

The format should be fiexible. Small, relatively routine programs should 
receive less attention than large, volatile activities. 

Budgetary control 
In recent years, the budget document has incorporated much of the philosophy 

embodied in the second Hoover Commission report on budget and accounting with 
respect to emphasizing accrued expenditures as the focal point of the budget 
process. While I do not intend to make a blanket indictment of recent develop
ments in Federal budget accounting, I strongly believe that changes along these 
lines, although well intended, have been unfortunate and undesirable. These 
changes have resulted in an overemphasis on detailed accounting reconciliations 
in the budget submissions. 

Paradoxically, the suggestions concerning accrued expenditures were made 
primarily by private accountants at a point in time when very useful and original 
work was being pioneered in the fields of budgeting, financial control, and capital 
asset planning in private industry. Essentially. this new work in the field of 
private accounting focuses on the early stages of the expenditure process. The 

2 For a complete treatment of the TJo~"lbllltles for A. morp "goros~" concppt of the blld<;"et 
totals. see Roy E. Moor. the "Federal Budget as an Economic Document," Joint Economic 
Committee stall' study. 1962. 

3 U.!'!. COllgoress .. Toint Economic Committee. "Federal Expendib,re Policv for Economic 
Growth And Stabllitv." papHS submitted by pan"list~. 1957. TJp. 239-241. 657-667. 

• "Budget of the U.S. Government for the Fiscal Year Ending June 30, 1964," ap!lendlx, 
1963, pp. 193-200 and 283-285. 
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control point is seen to be the appropriation by the company's board of directors 
for items to be constructed or produced over a relatively long period of time.· 
The parallel to the Federal expenditure process, as described below, is striking. 

The effective points of control over Federal spending also are at the earlier 
stages of the process-the enactment of authorizing legiSlation, the congressional 
approval of new obligational authority, executive apportionments of funds to the 
agencies, and the placement of contracts and other obligating actions by the 
agencies. Much of the folklore concerning the uncontrollability of Government 
spending can be eliminated if actions are taken on the basis of a proper under
standing of the cycle of Government spending-and it is a far greater period 
than a single fiscal year. 
Budget planning 

The future implications of current and prospective budgetary decisions need 
to be made more explicit. The lO-year budget projections issued by the outgoing 
Eisenhower administration, despite limitations of some of the individual esti
mates, were a landmark in this direction." Additional attempts might be made 
at the basis of such available material as the social security program actuarial 
projections and the estimates of the cost of the backlog of authorized public works 
projects. 

Reclln!';e of the natural reluctance of an administration in office to make such 
overall projections, this task might be assigned to a congressional committee pro
fessional staff, such as that of the proposed Joint Committee on the Budget or 
of an existing committee. 

Along these lines, it would be helpful if the impact of an individual appropria
tion requested for a given year on future years' expenditures and on subsequent 
funding requirements be shown. This type of information would especially be 
useful in connection with the undertaking of new programs and projects, the 
initial requirements for which may appear to be quite small. The eventual cost 
might be quite substantial and exceed the value of the benefits to be derived. 

The next set of recommendations relates primarily to improving budgetary 
information as tools of economic analYSis. Unlike the preceding suggestions, it 
may not be necessary or even desirable for all of the types of data covered below 
to be included in the budget document. Certainly, some of them might be appro
priately included in the Survey of Current Business, the Federal Reserve 
Bulletin, or other standard compendia of economic statistics. The Economic 
Heport of the President may be a more appropriate vehicle for extended analyses 
of the relationship of the budget and of major governmental programs to economic 
developments and economic policy. 
Some leading indicator8 

All of the budgetary concepts currently in use-the conventional or adminis
trative budget, the consolidated cash "budget," and the statement of Government 
receipts and expenditures on national income and product account-are adjusted 
forms of series on disbursements. Actually, the Government procurement and 
expenditure process generates a flow of activity-Presidential program and 
budget requests, congressional authorization and appropriation, departmental 
contract letting, private production, and Treasury disbursements. 

Under varying underlying economic and political conditions, the economic im
pact of Government expenditures, espeCially those for procurement of durable 
goods, may occur during any of the phases of the process, but very often prior 
to the actual governmental disbursements. 

The very act of announcing or authorizing a new or increased procurement 
program can give rise, by affecting expectations, to changes in business and con
sumer spending. More usually, economic activity will be affected soon after 
contracts are let with private producers. The private contractor undertaking to 
fill the order will, at the time the order is placed (or perhaps even before, if 
intent to place the order has been expressed to him), begin to acquire the re
sources needed for its completion. 

6 )forrlR Cohen. "The National Industrial Confereuce Board Survey of Capital Apnroprl
:ltlons," In National Bnreau of Economic Reeearch. "The Qualltv and Economic Sl!mlfl
cance of AntiCipations Data," 1960. pp. 299-324: Morrie Cohen, "An Economist LookR at 
Budgeting." Business Budgeting. Septemher 1957, pp. 20-25; Nationlll Indllstrlnl Con
ference Board, "Controlllnl\' Capital Exnendltnres." Studies In Business Policv No. 112. 1!l51l. 

• U.S. Bureau of the Budget, "10·Year Projection of Federal Budg .. t Expenditures," 
January 1961. . 
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It is at the order stage that the governmental procurement action normally 
will have its initial and often major impa':l .m the markets for labor, raw mate
rials, and financial resources. The actual production on Government order will 
show up as an increase in business inventories. Only as production is completed 
and the finished items delivered will the transaction appear as a Government 
purchase. It also is simultaneously recorded as a decline in business inventories, 
with no net effect on GNP, the contribution to economic activity having been 
made earlier.' 

Data on the various stages of the Government procurement and expenditure 
process are available in varying degrees. The annual budget document shows 
appropriations and other forms of new obligational authority on a yearly basis. 
The absence of monthly or quarterly totals may not be important ordinarily, 
because the bulk of the funds is appropriated within a few months around the 
beginning of the fiscal year. 

A major gap in our information is the absence of a currently available, regu
larly issued series on the total contracts let by the Federal Government, and the 
composition of these contracts. However, this is an area in which significant 
progress has been made in recent years. 

The annual totals of obligations incurred are now reported in the budget docu
ment. This is extremely useful information both in projecting future expendi
ture levels and in evaluating the economic impact of and progress on Government 
programs. Yet, this is a broader concept than contracts let, covering such other 
items as transfer payments and Government employee wages and salaries. It 
would be most helpful if each of these types of "obligations" were separately 
identified. 

More recently, the Treasury Department has issued a quarterly release on the 
obligations incurred and on unpaid obligations outstanding, by agency.· This 
relatively little known report would be more valuable if the breakdowns were 
by "economic" categories rather than by agency. Nevertheless, it represents an 
addition to our current knowledge on Federal budgetary operations. The data 
are derived from reports which the Government agencies are required to submit 
to the Bureau of the Budget for budgetary control purposes and, hence, present 
no additional reporting burden. 

Another major gap in our information is the absence of data on the volume of 
Government-ordered production; that is, business inventories on Government 
account. A considerable number of problems would arise in obtaining this data 
and some sampling procedures might offer the most feasible solution.· Neverthe
less, such additional information would aid in analyzing inventory changes, 
which constitute a major portion of the fluctuations in overall business activity. 

Concerning the measurements of Federal expenditures, this is the stage to 
which most of the work in terms of fiscal policy and public finance statistics 
has been devoted. We are in relatively good shape here, although certain 
refinements were considered above. 

Some attention might be devoted to adjusting the current data on new obliga
tional authority and on obligations incurred to make them more consistent with 
the expenditure concepts. Problems here arise from such items as ptogram 
revenues which reduce the net expenditure without being reflected in NOA or 
obligations. A greater consistency among the NOA, obligations, and expenditures 
series would improve the usefulness of the two "lead" series as indicators of 
future levels of expen"ditures. 

Federo.t procurement data 
Because of the important uses in business planning it is recommended that a 

monthly (or at least quarterly) report be made on the distribution of current 
.and prospective Federal purchases. 

The Defense Department's Monthly Report on Status of Funds, an important 
step in this direction, is a widely used tool of market research and planning in 
the defense industries. Especially useful is the breakdown of obligations incurred 

1 For a more completp treatment. RPe l\L L. Weidenbaum. "Tbe Economic Impact of the 
Go,"prnment Spending Process," University of Houston Business Review. spring 1961, 
pp. :1-47. 

8 U S. 'T'reasllr.v Department. Bureau of Accounts. "Gross and Net Obligations Incurred 
and Net Unpaid Obllgatlous of Executive Agencies of the Government" (quarterly). 

• Cf .. "Inventory Fluctuations and Economic Stabilization," hearings before the Sub
committee on Economic Stabilization, Automation and Energy Resources of the Joint Eco
nomic Committee, 1962, pp. 170-216. 
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for construction and for procurement of aircraft, ships, missiles, and other major 
categories of weapon systems. 

These budgetary statistics have certain limitations. They do not differentiate 
between in-house efforts and obligations incurred as the result of contract 
letting, or between procurement of routine supplies and wage and salary pay
ments to Government employees, or i.;etween compensation of servicemen and 
the services supplied to them. 

Nevertheless, the monthly report could be an important starting point. With 
the cooperation of the other major procrrement agencies, such as the General 
Services Administration and the National Ae"onautics and Space Administration, 
a comprehensive report on procurement could be prepared. Such data would 
represent a major addition to the information available to guide the planning 
and investment decisions of the wide variety of companies, agencies, and other 
organizations which are so strongly influenced by changes in Federal expenditures 
and procurement. 

Senator PROXl\URE. Now, Mr. Butler, in your statement you say 
that quarterly estimates are essential for short-term forecasts but 
present adjustments need to be obtained or made from information 
published by the Bureau of the Budget. . . 

On the oasis of your experience, )11'. Butler, do' you think the short
term forecasts have been sufficiently accurate so that you think that 
even this modest amount of effort is worthwhile? 

Do you think that they could be made sufficiently accurate or, 
perhaps, would be with an addition of this kind ~ 

Mr. BUTLER. ",V"ell, it is hard to get a good standard by which to 
judge accuracy. 

I ,,,ould say that these forecasts have been very useful to the bank 
in makin~ operating decisions and that while our forecasts of GNP 
may be ott by several percent, I think ,,'e have made the right operat
ing decisions more of the time than ,,-e did before w'e had such 
forecasts. 

Senator PROXl\fIRE. Have you kept any kind of a record over the 
years to determine whether or not the estimates or predictions have 
been pretty good ? 

I do not mean at all to question your own competence as an economist, 
but I do feel that over the years the economists just have not done 
very well in looking into that crystal ball for us on any kind of a 
forecast, short term or long term. 

Now, maybe my bias is too strong about it. 
Mr. BUTLER. Well, we have a record. I have been engaging in this 

perilous practice since the end of the war, and I do have a record and, 
in general, have been making GNP projections once every calendar 
quarter. 

Now, Arthur Okun, at Yale--
Senator PROXMlRE. Yes, he was here yesterday. 
Mr. BUTLER (continuing). Did a paper in which he took forecasts 

made by people who have been so unfortunate as to have been in this 
business for a long time, and he analyzed this and published the re
sults. This was done some years ago. We gave him our experience. 
I think there were six others. 

And I think that again there are errors in the figures, errors in the 
projections, but I think the real test is the operatmg decision that a 
company makes based on the numbers, and I think I could demonstrate 
on this basis that we have improved the bank's record in handling its 
portfolio-primarily that is where it would show up most specifi-
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cally-and that our forecasts, in general, have been in the right direc
tion but the errors have been in degree. 

Now, I would say there are three sectors of the national accounts 
that have given us the most trouble. One is Government. I mean, we 
have not been able to see in advance some of the shifts in Government 
that were big enough to affect the overall total. 

Senator PROXMIRE. You mean Federal only ~ 
Mr. BUTLER. Federal, because State and local has been going up 

steadily, but someday it may not. So we are a little concerned about 
that. 

But I think that the cut in spending, under the Eisenhower admin
istration, for example, we did not foresee in advance and that had a 
big enough impact to be very significant. 

Another very important area of error has been inventory change, 
which is the most difficult one. Surprisingly enough, in Okun's study 
the error in net exports was quite a large proportion of the total error, 
and up until that time we had used that as a sort of a balancing figure. 

Senator PROXMIRE. How about inventory ~ 
Mr. BUTLER. Well, inventory I mentioned. 
Senator PROXMIRE. I missed that. I am sorry. 
Mr. BUTLER. That is very, very difficult. 
Senator PROXMIRE. You see, what I have in mind, and I do not want 

to dwell on this too long, but I just have one more point on it, and 
I think these are very fine economists-I do not mean to be sarcastic
I think the Government economists are very effective and were, both 
under President Eisenhower and President Kennedy. But in 1960 
they estimated a surplus of practically a washout of $70 million, and 
we had a surplus of $1 billion 2. 

In 1961 they estimated a surplus of $4 billion. We had a deficit of 
$3.8 million. In 1962, a surplus of 1.4 billion. We had a deficit of 1.4. 

Last year they estimated a surplus of about a half a million, and we 
ended up with a deficit of about $9 billion. 

So this is ahout as bad a record over the years, without any reflec
tion at all on these very able men, as there can be. 

What are they predicting ~ They are trying to estimate the gross 
national product, the same thing you are. 

It is true they have to make certain adjustments, but their records 
have just been very, very bad and while I am all for predictions I 
just wonder if the Good Lord really wants us to be accurate, no matter 
how hard we try. 

Let me-
Senator MILLER. If my colleague will permit me at this point-
Senator PROXMIRE. I will be happy to yield. 
Senator MILLER. Of course, there is a limit to what people can do 

as far as estimating what Congress will do. 
I mean, it does no good to forecast, let's say, a $500 million surplus 

if it is premised on certain spending and Congress comes along 
and--

Senator PROXMIRE. That is right, but the errors have not been on 
the spending side. They have been on the revenue side, and the error 
has been pretty consistent in overestimating the GNP, although you 
.are right, too. ' 
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I would like to ask you, sir, about your call for a staff within the 
Budget Bureau to, as you say, keep continuously abreast of fiscal plans 
in economic developments, and so forth. 

How big a staff would this be ~ What did you have in mind ~ 
How many people? 
Mr. BUTLER. I would not think it would be very big. Four or 

five professional people, I think, could do the job. 
Senator PROXMlRE. And what qualifications do you think would be 

appropriate? 
Mr. BUTLER. Oh, I think first, competent economists; secondly, with 

some experience in government. 
Senator PROXMIRE. And hire them at Government salaries? 
Mr. BUTLER. Yes. 
Mr. NOVIOK. Mr. Chairman, there was such an organization in the 

Bureau of the Budget until roughly 1946 or 1947. It was called the 
Division of Fiscal Policy, and was headed by Gearhard Colm. It in
cluded such people as Arthur Smithes, and was quite a notable group. 

It ran afoul, I think, of the 1947 Congress and its appropriations 
were specifically abolished. 

Mr. BUTLER. This is what I have in mind, to more or less recon
stitute--

Senator PROXMIRE. Well, I like the idea very much. I am just 
wondering, however, if maybe in view of the perfectly understandable 
desire on the part of the Executive Department, to make things come 
out in a certain way and to give a certain view to the economy, that 
maybe this bias has been reflected in the estimates made by Govern
ment officials. 

But, at least, there is a tendency not to be too pessimistic because 
of adverse psychological conditions and maybe not too optimistic at 
other times. 

Would it not be better for a foundation to do this or some indepen
dent agency or some university? 

After all, if you omy have a few economists involved and it is a 
matter of a budget of a relatively small amount, such as a couple of 
hundred thousand dollars a year, do you think this would be a fine 
service to be performed by an independent agency and that it could 
do a better job? 

Mr. BUTLER. Well, I think they would operate at a disadvantage. 
The reason for suggesting the Bureau of the Budget is that the 

Bureau is in intimate contact with all Government agencies, and I 
think that they are thus in a much better position to make good and 
reliable estimates. The staff that Dave mentioned, I think, answered 
my request at that time for good, intelligent and generally reliable 
information on what the Government was doing. 

Since that staff was disbanded you have had no place to go to get 
the same sort of advice and counsel, and I thought some about this, 
and you could place it somewhere else but the Bureau of the Budget 
seems to me to be the proper place to have it. 

Senator PROXMIRE. Senator Miller would like to ask a question on 
this point. 

Senator MILLER. I was wondering what Mr. Butler would think, 
and also the other members of the panel, about the possibility of hav
ing the Council of Economic Advisers within the Bureau of the 
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Budget in this capacity, because it seems to me, that exis6ng as it 
does, as a separate office, it can very weB go at cross purposes with the 
Burea"!l of the Budget, and the Bureau of the Budget is, I think, much 
more Important as far as what we have been talking about this 
afternoon. 

So what about the idea of abolishing the Council of Economic Ad
visers and setting it up, maybe, as this staff within the Bureau of 
the Budget ~ 

I am getting at Mr. Butler's--
Senator PROXl\URE. If the Senator will yield--
Senator MILLER. May I say, I understand that there were some dif

ferences of opinion in the Bureau of the Budget with respect to the 
Council of Economic Advisers' projections for this current year. 

Now, if you have them in the same house I do not think you would 
have that disparity. 

And the Bureau of the Budget, of course, is the one that has the 
responsibility. . 

Senator PROXMIRE. If the Senator wi'B yield on that point, of abol
ishing the Council of Economic Advisers, if we do that in the field 
of law we, accordingly, repeal ourselves, because we set ourselves up, 
too, at the same time. 

Senator MILLER. "VeIl, I am sure we could work that law out. 
Senator PROXMIRE. Yes, I am sure we could. 
Sena,.tor MILLER. But I must say this, speaking only for myself, if 

I thought one of the consequences of having something that would 
give us better management in our Federal Government would be that 
I might suffer the 10ss of a job on the committee, I would not worry 
about that one bit. 

But I do think I would like to get this question answered because 
it may be that we could have both, but I am just wondering ,,,hat the 
possibilities would be and I would like to get your comments on it. 

Senator PROXMIRE. Dr. 1Veidenbaum has an answer. 
Mr. WEIDENBAUl\:L It is my impression that this fiscal analysis staff 

was not abolished but reduced, particularly when the Council of Eco
nomic Advisers was established. In fact, I believe there is stilI a 
small fiscal analysis staff in the Bureau of the Budget, staffed by 
economists, which is charged with analyzing the external environ
ment, doing economic studies relating to the budget, doing and pre
paring much of the economic materials which are in the budget 
message. 

Senator PROXMIRE. How big a staff is this? 
Mr. WEIDENBAUM. Oh, my guess would be about a half a dozen. 

I should qualify my testimony. 
I am one of the less distinguished alumni of that group. So I may 

be speaking with a little bias toward the activity, but essentially, this 
was a good part of the effort. 

Sentaor PROXMIRE. Yes, but apparently you operate with an ano
nymity and with a lack of public association so that what you do is 
made available to the Bureau of the Budget and maybe to one or two 
other Government agencies, but not to the banks and industrial people 
who are so anxious to get the facts on which they can make predictions 
that are so important. 
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Mr. WEIDENBAUM. Well, of course, in general, with just a few ex
ceptions, the output of the staff which is published is part of the 
budget document or the midyear review but, of course, this is essen
tially the role of the Bureau as an assistant to the President. 

So most of what comes out comes out under the President's name. 
I am sure there would be plenty of opportunity for improving this 

kind of service in the Bureau, but economic assumptions are prepared 
for guidance in developing the estimates of both the revenues and ex
penditures which are used III the budget. 

Senator MILLER. vVell, how much of a tragedy would it be to just 
take the Council of Economic Advisers, lock, stock, and barrel, and put 
them under the Bureau of the Budget, where they would be operating 
under their policies and guidance, performing the same work, but now 
they would be in the same house ~ 

How tragic would that be or would it, perhaps, be an improvement ~ 
Mr. WEIDENBAUl\L I think it is a question of balance. 
I can see some advantages and disadvantages but on balance I think 

there would be a disadvantage in that we would be losing a strong rela
tively autonomous economic adviser operation which is now in the 
Council of Economic Advisers and having that become just a part, 
maybe a very important part, but just a part of what is basically a 
management organization. 

It would strike me that the President does require, and certainly 
has used increasingly since the Council was established, this separate 
economic advisory operation, although it is also my understanding 
that as the Bureau of the Budget and the Council are part of the 
Executive Office of the President, that there is a tremendous amount 
of interchange among both the heads of the agencies and the staff level, 
so that the economic assumptions which are used in the budget reflect 
the joint efforts of the economists in Treasury, the Budget, as well as 
the Council of Economic Advisers. 

Senator MILLER. Do you think there is some duplieation of effort? 
Mr. WEIDENBAUM. Technically, yes; insofar as some of the same 

ground is covered, but I think-I do not think there is any unnecessary 
duplication of effort to the extent that I have any present know ledge of. 

~enator MILLER. Mr. Novick or Mr. Butler? 
Mr. NOVICK. I would just like to pick up on this point of duplication 

of effort. 
I think we usually assume economy and efficiency is achieved by 

avoiding duplication. 
In a black art, such as economics, and particularly the economics 

of forecasting, duplication can play an extremely important role. 
It provides a means of both checking and casting further enlighten

ment on the points at issue. 
With respect to your specific question on abolishing the Council, 

and putting it in the Bureau of the Budget, I frankly am not prepared 
to talk to the question. 

The Council came into being in 1947 or thereabouts. The Bureau 
of the Budget had preceded it by roughly 6 or 7 or 8 years. I cannot 
remember how many. 

I think actually they have both developed quite different types of 
jobs. 

99-375-63-6 
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The Bureau of the Budget of 1921, established under Charlie Dawes, 
bears little relationship to the Bureau of the Budget that was estab
lished in the Executive Office of the President under Murphy, of 
Michigan, in roughly 1937 or thereabouts. 

And I think to talk about the Bureau of the Budget as a compiling 
and listing agency, which is all that it was from 1921 to 1937 and 
campare it to an analyzing and projecting agency such as it became 
in 1937 is to talk about dogs and cats. 

They are both four-legged animals, but they bear very little 
resemblance, one to the other. I just do not know. 

I think the Council has developed its role of economic advice to the 
Executive. I think of it as an important agency. 

Sometimes I think it has been too vocal, as it was 15 years ago. 
Sometimes I think it has been too quiet, as it has been in other years. 

But I think the need for good, objective, analysis in Government 
is almost unlimited. 

And I think the two problems are quality and objectivity. It is very 
difficult to establish these kinds of agencies. 

It is even more difficult, once established, to continue them. 
And I think when you have one that seems to be rather vigorous, as 

the Council is today, it would be extremely undesirable to do anything 
that would demote it or demobilize it. 

Mr. BUTLER. I would agree with this. 
I think it would be a mistake to put the Council under the Bureau 

of the Budget. I think it has a separate function to perform. 
I think it could perform it better, perhaps, than it has sometimes 

but it seems to me on balance, and it has been a very useful addition 
to the structure of Government. 

The President needs competent economic advice. It would be very 
hard to get the degree of competence required if it were merely an 
arm of the Bureau of the Budget. 

Its independence gives it a status which is necessary and desirable. 
I am not so sure that it should be the function of the Council to 

prepare the sort of analyses of the budget, and so forth. I think 
inevitably the Council, being attached so directly to the President-l 
think it has somewhat more difficulty in being objective about these 
matters than a staff in the Bureau of the Budget might. It is a matter 
of degree. 

I suppose it could be done by the Council. 
Senator MILLER. Well, in reverse, what about taking this staff 

recommendation of yours and having it performed by the Council of 
Economic Advisers ? 

Mr. BUTLER. I think it could be done there. The only reason I 
thought-well, there were two reasons for thinking of the Bureau of 
the Budget. 

First, the fact that locating it in the Bureau of the Budget I think 
would be of some advantage in the contacts with other officers of the 
Bureau of the Budget who are working very closely with all agencies. 

This, of course, could be done by a staff inside the Council. 
Secondly, I have in mind the experience of the day you mentioned 

in the early postwar period when there was a large and very big staff 
which did appear to do more independent work and talk more with 
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outside people than the Bureau of the Budget people have more re
cently. 

I understood that a large part of that staff was dispersed to other 
parts of the Bureau of the Budget, so that the central staff was re
duced. 

Mr. WEIDENBAUM. That is right. 
Mr. NOVICK. That is right. Their budget was virtually eliminated, 

and the key people left, and some of the lesser lights remained and 
took on other roles. 

Senator PROXMlRE. Then you do not feel, Mr. Butler, that what re
mains of this staff, as Mr. Wiedenbaum described it, is adequate ~ 

You would like to have it beefed up or you would like to have it do 
more than it has done, and you would also like to have it communicate 
more with the outside world. 

Mr. BUTLER. That is right. 
Senator PROXMIRE. Now, I would like to ask each of you gentlemen 

if you could tell me how you would improve this economic forecasting 
by our Government ~ 

What can we do ~ After all, the subject is the "Use of the Budget 
in Economic Planning," and I think your papers are all very helpful 
in indicating how the budget might be modified. 

Do you have any views on what we can do about getting a better 
record of economic forecasting or is it something that you just have 
to work on very slowly and gradually, and it takes so many years to 
evolve~ 

Mr. BUTLER. I think a lot of progress has been made but more re
mains to be done, and I think the three critical areas are, first, inven
tories. 

And this is perhaps the most important and some work is being 
done in this field. 

The Commerce Department has a survey asking businessmen what 
they plan to do about inventories which is now, I think, useful, and 
with time, I think can become more useful. 

The second one, I would say, is the area of the Federal budget and 
we need to increase the accuracy of forecasts in this area. And I 
think--

Senator PROXMIRE. And how do you do that ~ 
Mr. BUTLER. Well, I think the only way to do it is to set up the 

staff I am talking about and assign the responsibility for both fore
casting and for research on the question of how to improve the fore
casts. 

The third area which I think is probably much less important is the 
net export segment, although that can be important at particular 
periods of time. 

Now, again, a lot of work is being done in this area but it is a very 
difficult sort of area. 

Senator PROXMIRE. But does it not so very much depend on the 
psychological developments which are very hard to foresee or does it ~ 

For example, the incident that took place regarding the President's 
attitude on the steel price increases. Then the subsequent stock mar
ket drop, and developments that take place on an international basis, 
maybe a Cuban crisis or a Berlin crisis ~ 
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Is this not likely to dwarf these other elements which can be reduced 
to statistical analyses? 

Mr. BUTLER. Oh, certainly. Again, I think the question is how 
accurate do you have to be to make accurate operating decisions, and 
again in our case, while we would like to be more accurate, we strive 
for greater accuracy, and I think that on the whole our foreacsts have 
been accurate enough to lead to the proper operating decisions. 

Now, you cannot say that this is true every day or for every month 
but, on the whole, I think it has been. 

Senator PROXl\URE. I would like to call on Dr. Moor. 
Mr. MOOR. To help you, perhaps, in answering the Senator's ques

tion, let me ask you this question: 
In your statement, you said: 
Publication of quarterly projections in the annual budget, and more frequent 

budget reviews are needed. 

I take it that the accuracy of the forecasts might be improved some
what if they were more currently revised? 

Mr. BUTLER. I think that is true, yes. 
Senator PROXMIRE. Did either of you other gentlemen want to 

comment on that? 
Mr. 'VEIDENBAUl\L I would. 
Incidentally, just as an observation, if I recall correctly, earlier fore

casts of the budget totals, particularly on the expenditure side, I 
think have been more accurate than the later forecasts. 

So I do not know if that gets you far, but so far as the accuracy is 
concerned, even though we are discussing the budget as an economic 
document, I do not think we can ignore the fact that the budget is a 
political document and I say this having served under both Republi
can as well as Democratic administrations. 

Inevitably, at least in the past, political factors have influenced the 
estimated budget totals both on the receipts and on the expenditures 
side, and that is a limiting factor no matter how greatly you can im
prove the quality of the economic analysis which the staff may pro
duce in any agency. 

Personally, I think there is more opportunity for improving the 
quality of the budgetary information for economIC planning, as I have 
tried to indicate in my paper, by attention to the types of information 
contained in the budget document. 

I know there is a lot of attention paid to the relationship of the 
budget to the GNP but certainly for business planning this is often 
merely an initial starting point. 

There are so many regions, industries, companies, that either depend 
on or are very heavily mfluenced by Government spending and Gov
ernnIent procurement and more detailed analysis of the future spend
ing and procurement plans of the Government, I think, \Tould be a 
great aid to business planning for research and development as well 
as long-term investments. 

Senator PROXMffiE. Now, this is what Mr. Novick is calling for on 
page 4 of his statement, I take it, and I would like to ask Mr. Novick 
in that connection: 

You say, as an aid to economic planners in Government, serious con
sideration should be given to inclusion in the budget of the expected 
distribution of funds by industry by regional area. 
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N ow, to what extent can this be done? 
·What about the steel industry? I can see how you can make a 

breakdown of prime contracts but would it not take a tremendous 
amoWlt of analysis and a lot of manpower to trace this all the way 
back to the ore that you take out of the ground and the effect on 
transportation or can this be done relatively--

Mr. NOVICK. vVell, you have two levels of activity. 
One is the planning operation or what I like to think of as the GNP 

level of abstraction, and the other is the administrative level. 
Now, at the higher level of abstraction you can develop factors, and 

we have all been doing this for a great many years, and you cannot do 
too badly because if you identify a dollar of military procurement to 
the Army, to the Navy, to the Air Force, to be sure this will not hold 
constant over a 10-year period, but over any reasonably short period 
of time you can get a pretty good relationship between the amount of 
steel that is involved and the amount of aluminum or the amount of 
other metals, and the amount of labor that is involved and things of 
that kind. 

One of the difficulties at present is that we really do not know 
enough about what part of the budget is going to be spent this year. 

Essentially, what we know is what new obligational authority you 
are going to commit. You have a general idea of the unused obliga
tional authority accrued from prior years. 

For example, let us say you make an appropriation for missiles 
this year of $2 billion. This is not going to have much of an impact 
on the steel mills for at least 18 months or so. 

Now, again, you can make leadtime adjustments at this time but it 
is important to know just what part--

Senator PROXMIRE. Of course, the longer it takes, the more accurate 
and useful the planning can be. 

If you are going to authorize an aircraft carrier which you are 
going to start construction on in a couple of years, and now it is 
going to take 4 or 5 years to construct it, it seems to me then you 
can get a pretty accurate reflection of the effects in 1964, 1965, 1966, 
and 1967. 

Mr. NOVICK. No, no; do not use the word "accurate." 
I think "reasonable" would be more appropriate. 
Senator PROXMIRE. Well, I mean of this particular weapon, that 

could be quite helpful? 
Mr. N OVICK. ',","ell, all I am saying is-
Senator PROXMIRE. Is it worthwhile to carry it away back through-

out the economy? 
You talk about industries and regions
Mr. NOVICK. Right. 
Senator PROX~IIRE. And I am wondering if you just nwan the 

Norfolk shipyards or whether you mean you would carry it back to 
ore mine in Hibbing, Minn., and the lake steamers, and so forth? 

Mr. NOVICK. 'Well, I think this woU'ld be a question of the degree 
of local interest. 

I do not think the N ationrul Government need necessarily do that. 
Actually, we do make, in our total Government activity, at one place 
or another, estima tes of all kinds of things of this sort. 
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For example, the Bureau of Mines is continuously trying to esti
mate the requirements for iron ore. The Inland Waterways and the 
Maritime Commission are continuously trying to estimate the ship
ping requirements. 

To the people in an area like-oh, I have forgotten the name of 
the locks that the ore obats go through-but it is very important for 
them to make an estimate. 

I think each of these things require different steps of activity. For 
example, if the Government showed what part was going to-not just 
the aircraft industry but broke it out as between various major com
ponents of the aircraft industry and time phased it, and this is the 
important thing, and here you would have to make an estimate of 
expenditures as opposed to NOA-in other words, someone in Govern
ment would have to make a guess as to at what point in time the 
obligational authority would be translated into contractual activity. 

And even that is not very meaningful unless you can time phase 
the contracts so that you can take a guess as to whether it is going to 
be 1966, 1967, or 1968. 

Senator PROXMIRE. Now, from the standpoint of you as an expert, 
and Mr. Weidenbaum, as an expert, both in defense procurement, it 
would seem to me that one of the most useful types of information 
you can get from this is the availability of scarce materials and par
ticularly the availability of scarce people, personnel. 

Mr. NOVICK. Well, people is the rea'l shortage today. 
Senator PROXMIRE. Where we need engineers, technicians of vari

ous kinds, and we do have them. This kind of thing could be enor
mously useful. 

And where we may have done some of it in defense-I do not know 
how much-it seems to me we have done very little of it in the area 
where the Government is spending an enormous amount in health 
and education. 

Mr. NOVICK. Or agriculture or commerce. They all have research 
and development programs. 

They are all employing these same short skins and we really have 
no way of identifying, with any assurance, what the impact is going 
to be. 

Now, the National Science Foundation has put forth a great deal 
of effort in this direction. You have the BLS manpower survey. 

You have the Bureau of Census' production manufacturing survey. 
However, both of these suffer from a lack of detail. 

Now, a great many people would say they are overdetailed now but 
one of the difficulties at the administrative level of analysis is to try 
and get enough detail to be able to get hold of something. 

Senator PROXMlRE. Is it practicall to do this as a budget or as a 
part of the budget or as a separate study growing out of the budget? 

Is the budget the place to do it? 
Mr. NOVICK. Well, Bill Butler and I were workers in a vineyard 

called War Production Board some 15 years ago-l8, I guess it is, 
now-and at that time we undertook an enterprise that I think bears 
attention at this time. 

"\Ve first developed the production requirement plans and then the 
control materials plan. 
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The first became operative in the spring of 1942; the second in the 
summer of 1943. 

In this we canvassed, every quarter, every metalworking establish
ment in this country. 

In addition, we canvassed most of the major producers of things 
like steel, lumber, and 'anything that was scarce at the time. For 
example, it was carbon black. 

The significance of this operation was that each quarter we sent 
a schedule to each of the important vendors. We operated on the 
principle, that is a pretty sound one, that 15 percent of your pro
ducers fabricate 85 percent of your product. 

If we found a little fellow who was important in aluminum or in 
lumber or in something else, he was included, too. 

But each quarter a form was sent-a questionnaire-not a ques
tionnaire, but an application form was sent out which required the 
recipient to identify all of his inventory,all of his material consump
tion of the prior quarter, all of his products produced in final salable 
form in the prior quarter. 

He then had a quarter of turn around, that is, the quarter in which 
he was filing and he now projected for the next 16 quarters or 4 years, 
what he expected to do by quarters. 

In other words, the manufacturer supplied a statement of his antic
ipated rate of output, his anticipated requirements in terms of-

Senator PROXMIRE. Now, is this the kind of thing you would ex
pect to have as the raw material for what you propose here in the 
budget~ 

Mr. NOVICK. I do not expect to have that. 
Senator PROXMIRE. I mean, would you like to have it ~ 
Mr. NOVICK. That is what I would like to have. 
Senator PROXMIRE. Do you think it would be too much of a burden 

on industry to provide it in peacetime. 
Mr. NOVICK. No, I do not think so. 
Senator PROXMIRE. Would they think it would be too much of a 

burden~ 
Mr. NOVICK. I think they would object to providing it. 
Senator PROXMIRE. I mean, it would be useful to them--
Mr. NOVICK. Well, I think the one result of that exercise was that 

for the first time, believe it or not, in 1940 very few comp'anies in this 
country had sufficient internal control to really know what their inven
tories were and what their bills of material requirements were. 

One major result of that exercise was that in 1946 and 1947 many 
firms-in fact, I would say the majority of them-installed the system 
they griped about during the war, as a regular way of doing business. 

Senator PROXMIRE. The extent that we have established the cost 
accounting system--

Mr. NOVICK. It is not a cost accounting system. 
Senator PROXMIRE. I should say the comprehensive inventory sys

tem and the projection system of what their needs are going to be in 
the future, to the extent that we have done that, and that this has 
become customary since then, it might be a lot easier now than it was 
then~ 

Mr. NOVICK. I would say it can be done. 
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For example, any major firm that does any significant amount of 
planning has to have this type of information. 

Any firm that--
Senator PROXl\URE. And you would confine this to the major. You 

would not impose this on the small businessman? 
It would not be necessary, from what you say. 
Mr. NOVICK. Again, I have not looked at the figures recently. 
Senator PROXl\URE. You said if you found a firm that was signifi-

cant in aluminum you would require it to retort, and you would take 
it where you could get it, and if you could do that with 10 or 15 
percent of the producers it would be all right. 

Mr. NOVICK. Right. 
Senator MILLER. Do you know of any of the governments, other 

governments, doing this today? 
Mr. NOVICK. Frankly, I do not, but the last time I looked at the 

Russian system, which was some 10 years ago, their system was much 
like this. 

Senator MILLER. Which system is that? 
Mr. NOVICK. The Russian system. 
Senator MILLER. Yes. 
Mr. NOVICK. Incidentally, some of the best books on internal man

agement that I have ever seen have been produced by the Russians. 
I have not seen any recently, but about 10 years ago there were 

several of them that had come into the Library of Congress and had 
been translated and published in this country. 

One of the troubles with this type of system is that it bothers every
one who submits a report, because he fears that he is nOW giving the 
Government enough information to run his business. 

And that, I think, can be a real and justifiable fear. 
I think the other side of it is that if the Government does not have 

this kind of information it may make decisions that are not appro
piately oriented to the economic well-being which every businessman 
seeks. 

Senator MILLER. Do you think the Soviets are doing this to a greater 
degree than we are? 

Mr. NOVICK. I am reasonably sure they are, sir, because the system 
that was written up in book form and was distributed as pamphlets 
in 1949 or 1950 is likely to still be in place, with certain improvements. 

Senator PROXl\URE. Mr. Butler? 
Mr. BUTLER. The French--
Senator PROXl\URE. Now, Mr. Weidenbaum wants to comment too. 
Mr. BUTLER. The French planning system, too, I think, has de-

veloped this information and I have not actually looked at the forms 
that are filled out, but I have talked with the director of the plan. 

And I am Sure that they get much of the same sort of information 
from about a thousand French firms. 

They do not attempt to cover all French industry but mostly the 
larger firms and, in general, about one thousand of the largest French 
industrial firms. 

And there they make projections or they made projections 5 years 
ago of investment, output, capacity, and use of various key materials. 

I think in this country if you could-you would have to have a 
large number, but I think you could do this very well with a sample 
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of eight or nine thousand firms which would not be unwieldy with the 
mechanical equipment that we have today. 

Mr. NOVICK. "VeIl, aside from the mechanical equipment, Bill, in 
1943-

Senator PROXMlRE. I just asked, Mr. Novick, did you have in mind 
a sample or did you have in mind a comprehensive report from all of 
them? 

Mr. NOVIcK. I am not a great believer in samples. 
I am willing to take a universe and from that universe extract a 

sample, and that is actually what we did. 
Senator PROXMIRE. But you want to do the extracting? 
Mr. NOVICK. That is right. I am a great practitioner of model 

building, and the mathematical calculus, but I believe that it requires 
a certain basis in fact before you can get very far. The word "em
pirical" does not impress me because if you collect a few numbers you 
mayor may not have what is required. 

Now, again going back to this War Production Roard svstem. I 
designed much of it and the first step was a form called PD-27"5, whIch 
was designed to give us an economic inventory, to find out how much 
we had, where it was, and what it was going into. 

We turned out-we questionnaired 28,000 metalworking firms. 
We processed those reports with no advance computing equipment. 
We used old IBM machines. The Census Bureau was then housed 

in the Department of Commerce Building. 
vVe processed all the returns in a matter of 3 weeks. 
We analyzed them in another 3 weeks. 
Now, to be sure, a lot of people worked very hard. There were less 

than 300 people engaged in the total activity of editing the schedules, 
punching the cards, running them through the machines, tabulating 
them and analyzing them. 

Now, after that, when we went to the production requirements' plan, 
which used PD25-A we still were on a universal basis and everybody 
except users of less than 5 tons of carbon steel, 1 ton of alloy steel, 
500 pounds of aluminum, and numbers of that kind was required to 
file. 

This still gave us in the neighborhood of 28,000 firms. We turned 
that over every quarter for the next 6 quarters and we got the sched
ules in. 

We tabulated them, and we analyzed them in less than 6 weeks. 
Now, this is largely a question of how you plan your schedule and 

how seriously your respondent takes these schedules. The critical 
point here was that this was not a questionnaire. 

This was an application for scarCe materials and without an 
authorization--

Senator PRonnRE. I see. 
Mr. NovICK (continuing). The respondent could not get scarce ma

terials in the future. 
Senator PROXMlRE. You got at lot better cooperation then than you 

might get under present circumstances? 
Mr. NOVICK. Well, furthermore, we had a very important gimmick 

here, and I would like to take credit for this. 
That is, we used an identical document for the collection of the in

formation and the authorization of the action. In other words, what. 
came in went out. 
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So that everyone could follow it at every stage of the game, not 
only the basis of action but the decisionmaking and account for the 
decisions that had been made. 

Now, this is a level of information that is not essential to a great 
many economic planning activities. 

However, it is pretty important in the area that you were just talk
ing about, scarce manpower. 

Now, today we have very few critical materials problems. By and 
large the size of our defense effort today, although significant, is not 
such that it takes all or the major part of materials which are used else
where. To be sure, it takes a great percentage of the columbium, the 
titanium, and the tantalum, but these have little use outside of the 
defense industry. So that there isn't that kind of pressure at this time. 

Senator PROXl\HRE. Mr. Weidenbaum. 
Mr. WEIDENBAUM. Before we go too far afield in reestablishing the 

War Production Board to provide us with better economic statistics, 
I would like to present two relatively modest proposals for getting a 
lot of the information we need without putting such a reporting burden 
on industry, or maybe opening up doors of economic regulation that 
might frighten a lot of people. My two proposals are as follows: 

One relates to inventory statistics, which also gets to the point Mr. 
Butler made earlier. At the present time the Commerce Department 
does send a questionnaire to a large sample, as I understand, of busi
ness firms asking them to report and also to project their inventories. 
If we could add a question to that existing questionnaire asking the 
manufacturers to submit their inventories on an estimated basis be
tween inventories for Government contracts, for Government use and 
inventories, for non-Government use, we would be provided with a 
large bit of the information we need, that is, we would have a current 
report on the volume of private production on Government account. 
If we had a large enough sample, this could be broken down-that is, 
the replies, without any additional reporting burden whatever, could 
be sorted bY' industry as well as by region. So you would be getting a 
material pIcture of the geographic and industrial distribution of pri
vate production for the Government. 

To the extent you had the same kind of question on the forecast, you 
would also be getting a forecast of it, without again setting up a whole 
new reporting apparatus and another organization to analyze it. 

Incidentally, this is a question we went through at the hearings last 
year on inventories that Mr. Reuss conducted. I know in the panel I 
participated in there was a wide agreement on the part of the panelists 
that this would be a relatively low-investment, high-payoff kind of 
operation. Our panel actually included a man from the Office of 
Business Economics. And I would suggest strongly that this be 
pursued. 

The other suggestion: It is my understanding that the Defense De
partment has or is in the process of moving from what was called the 
"Aircraft Manufacturers' Progress Report" and also the "Missile 
Manufacturers' Progress Report," essentially current l'eporting by 
major defense contractors, to a composite questionnaire called "De
fense Contractors' Progress Report." 
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Again, it is my understanding that details of this are classified. It 
would be my suggestion that soma effort and attention be given to 
developing some aggregation of this data so as to avoid disclosing the 
detailed information which is classified, yet again giving us some 
industrial and geographic breakdowns of current and prospective 
private production for our military programs. 

Senator PROXMIRE. You see, the difficulty here is, I asked Mr. 
Novick about determining the availability of manpower. Now, as I 
understood it, you are telling us-and what you say is very persua
sive-that in terms of economic forecasting this inventory statistic pro
gram you suggest, and then the "Defense Contractors' Progress 
Report," that these are the kind of elements that you need now, at 
least that would be most easily available, to base your economic 
forecasting on. 

But in terms of getting at the real shortages and doing something 
about what is perhaps the most serious problem that faces us in our 
defense and in our industry, too, the manpower shortage, this wouldn't 
climb that hill very far, would it? 

Mr. WEIDENBAUM. Again, it is my impression that the "Defense 
Contractor Progress Report" does ask the contractor to provide a 
good deal of not only the number of man-hours to be assigned to 
various categories of production, but the types of manpower-scien
tists, engineers, as well as manufacturing employees, quality control, 
et cetera, which again I don't think would answer our questions, but 
would provide us with more data on the subject of manpower than 
we have available publicly today. 

Mr. NOVICK. Mr. vVeidenbaum's statement is correct. However, if 
you really want to forecast the manpower situation, the data in the 
DCPR are not adequate. Nor are the data in the BLS survey of 
scientific and professional personnel. And you have very real difficul
ties here of a reporting type. These are not quid pro quo reports. 
They are statistical reports. They frequently are turned out by people 
in the plant whose sole function is to provide the Government with 
statistical reports. 

Frequently these people are neither particularly well informed, 
nor have access to the people who might be informed. As a conse
quence, in the work we have been doing in the last year trying to deal 
with this problem we have found that there just isn't any data that 
is worth anything for this purpose. 

Now, this again gets you back to the question of, do you want to do 
gross analysis, or do you want to do refined analysis that permits use 
of the results in an actual problem involving atmosphere. It is one 
thing to say that we are short of engineers. It is quite another thing 
to say where we are short of them, and what the precise shortage is. 
Is the shortage in Los Angeles, is it in Seattle? Is it because of an 
overloading of plant A in Seattle as opposed to plant B? Is the skill 
ca]]ed machinist class A the same as defined in one union contract as 
it is another contract? Is one man's scientist another man's engineer? 

These are the kind of questions that just beat you down when you 
try to analyze data into administrative terms. 

Senator PROXl\IIRE. Senator Miller. 
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Senator MILLER. I ,,"ould like to ask Mr. 'Veidenbaum a question or 
two, and if Mr. Novick or Mr. Butler would care to chime in I would 
appreciate it. 

I was very interested in some of the purposes outlined to which ap
proved budgeting could be put. I am wondering about lining up our 
budgeting process so that we can see the impact of the programs on 
the value of our money. Do you think that would be feasible? 

Mr. WEIDENBAUl\L I may be getting to this at the back door, but this 
is the kind of analysis that perhaps needs to be pointed up, if I get 
you right, that is, the effect of the budget recommendations on price 
stability or inflation. 

Senator MILLER. That is right. Because, you see, when a budget is 
furnished us, all kinds of claims are made pro and con about how much 
more inflation this is going to mean. And as I understand the present 
budgeting process, it is pretty difficult to forecast that, it is more a 
matter of "behind sight" than foresight as to what the value of the 
money is going to be. But if indeed we want to use the budgeting 
process to control the value of our money, that is, to keep it stable, and 
if indeed this is one of the main purposes of the budgeting process, as 
it is according to Dr. Shoup who appeared here yesterday before us, 
if this is one of the primary functions and purposes of it, then it seems 
to me that we have some more refining to do so that we will be able 
to evaluate the budget in terms of its impact, let's say, within 6 months 
or 1 year or 2 years on the value of our money. 

Do you think that would not be feasible, or do you think that is a 
proper objective to shoot for in our budgeting process? 

Mr. WEIDENBAUM. I think it is an important consideration. And 
let me say in candor that many economists talk about this in some
what different terminology, that is, price stability, whereas I think 
we are looking at the same point from two different points of view, if 
you have price stability--

Senator MILLER. I think you and I are pretty well together. I 
would hesitate to use the term "price stability," because I like to think 
in terms of not only the price of goods and services but also the price 
of Government, all of those items that end up in this implicit price 
deflator. 

Mr. WEIDENBAUM. I think here-again, this is not as much a ques
tion of the economic analysis which underlies the budget, because if 
I am not mistaken, the budget message claims that this deficit will not 
be inflationary; i.e., will not reduce the value of our money, and if 
there is any danger of it, monetary policy will be applied. Here I 
think we have the role of the private analyst, whether he is in business 
or pUblications or universities or other research organizations. This 
is a subjective type of conclusion. And I really don't see any more 
analysis in the preparation of the budget, to directly answer the 
question. 

However, indirectly-and this is one of the recommendations I have 
made for sometime-more attention ought to be given, not just to the 
flow of expenditures, but to the earlier stages of the Government 
spending process, essentially the flow of contracts, these obligations, 
because there have been times where there have been major increases 
in contracts let at a time where the budget was in balance. And you 
might jump to the conclusion that the budget is not inflationary be-
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cause receipts exceed disbursements. At the beginning of the Korean 
mobilization program in 1950-51 that was the case, the Federal Gov
ernment operated at a surplus-and you say, well, that is making a 
contribution to the soundness of the economy. Actually the Federal 
Government was quite inflationary, because the volume of Government 
contracts was approximately doubling that year, which was having a 
tremendous effect-and, of course, we had a very sizable inflation at 
the time. 

So I think to that extent we can get a better picture if we don't 
just look at the expenditure flow, but look at the volume of orders, 
the volume of contracts, commitments which the Federal Government, 
so to speak, is pumping into the economy, if we do that we may get 
a different picture. 

Senator MILLER. Well, that is all helpful, and I certainly wouldn't 
disagree with you on the objectives that you have just outlined. 
But suppose that you were given a staff of people and you were asked 
to dra\y up a budget-type document or a series of them which would 
enable us to do a better job of forecasting the impact on the value 
of our money than we have now. I quite agree with you that in the 
present type of budget you may have a deficit budget without inflation, 
you may have a deficit surplus with inflation. And that is a kind of 
a sad situation, if one of the functions of this budgeting process is 
to enable us to keep control of the value of our money. 

N ow, how would you go about devising an improvement in this 
document, or in the process, which would enable us to have a better 
estimate of the impact of the budget on the value of our money, so 
that if it came out with a deficit we would be pretty sure that this 
was going to have a certain amount of impact on the value of our 
money, or if it came out with a surplus, we would be able to make an 
estimate on that much better than we can now? 

Mr. VVEIDENBAUM. vVell, frankly, I wouldn't be capable of develop
ing a budget which would pinpoint the effect of the budget on the 
value of the dollar, because it is just one of a large number of factors 
which will influence the value of the dollar. But certainly what we 
can do is sharpen our tools, as I explained a moment ago, to show the 
extent to which the budget as, say, submitted by the President, will 
exercise a more or less inflationary or deflationary influence on the 
economy. But you have to then couple that with an analysis of the 
other factors in the economy. 

In other words, when unemployment is close to 6 percent, it may 
very well be that a budget deficit will not have any significant impact 
on the value of the dollar. 

Senator MILLER. And it may be that it will. 
Mr. WEIDENBAUM. Yes. 
Senator MILLER. So how are we going to improve our present tools 

so that we can do a better job of forecasting this? And I ask this 
because of the extreme importance in knowing what is going to hap
pen to the problem of the continued outflow of gold, for example, or 
to the balance-of-payments problem, or to the potential impact on 
escalation clauses in labor contracts? I am afraid that we are not 
doing as good a job in handling our Federal budget as we might. 

Senator PROXMIRE. If I might internlpt at this time, isn't it true 
that if you have an analysis of the budget which indicates the degree 
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to which the Government is bidding for goods in short supply and 
services in short supply that you mIght have some indication of the 
kind of selective inflation, the quality of your inflation, and the degree 
of inflation that you might get from the Government sector? 

In other words, if the Government is expanding its purchases in an 
area where you have a substantial capacity as it is, and the utilization 
of that capacity isn't going to be very much affected by the additional 
Government purchases, then you mIght make the assumption, given 
a situation of fair competition, that you won't have much of an in
crease in price. On the other hand, if you have the Government doing 
what it is doing in the missile field, the space field, the defense field, 
in necessarily bidding up the pay of engineers and scientists because 
they are in very short supply, you know you can have that peculiar and 
particular kind of inflation. 

Mr. 'VEIDENBAUM. Here is what I would tend to do at two levels. 
At the aggregate level, if I were charged with this responsibility, 
given the best economic advice in, say, the Executive Office, if this 
activity were there performed, what I would do would be to develop 
a picture of the total economic outlook, our best evaluation-and thIS 
is a series of successive approximations--that is, estimate what the 
consumer sector of the economy is likely to do, given your tentative 
budget, what business investments, what other levels of government, 
what foreign trade, and add that to your Federal Government sector 
and see what sort of economy is in the offing. Is the recommended 
budget in conjunction with the outlook for the rest of the economy 
going to result in price stability, in stability in the value of a dollar, 
or will this total picture indicate inflation, deterioration in the value of 
a dollar? In that case, then, considerable consideration should be 
given to either the revenue or the expenditure side both to reduce 
Government demands on goods and services and to reduce the amount 
of funds the Government is pumping into the economy. But I don't 
think you can look at the budget in isolation and say it will or will 
not affect the value of the dollar. I think what you can do-you can 
look at the budget .in isolation and only say it will tend, everything 
also being zero, to mcrease or decrease the value of the dollar. 

Senator MILLER. You are talking about the budget as we have it. 
How about as we can devise it? 

Mr. WEIDENBAUM. I think, Mr. Miller, you are now getting to the 
so-called economic budget, the national economic budget. And I 
wouldn't say that is the budget for a moment-which is really a state
ment of the receipts and expenditures of the various sectors of the 
economy, and addmg them together. 

Senator PROXMIRE. In other words, you are not talking about a 
Federal Government budget, you are talking about a national economic 
budget that covers the whole economy, is that what you mean? 

Mr. WEIDENB.AUM .. Yes, a ~NP type o~ bu~g~1;-which incidentally 
was developed m thIS old FIscal AnalYSIS DIVISIon of the Bureau of' 
the Budget, and it appears, unless it has been changed recently, it 
appears in some form in the very first page of the economic indicators. 

Senator MILLER. Let me say that I like that idea, too. But what 
I had in mind, for example, is a change in our budget so that if there 
is indeed a deficit budget that is being presented, let's say, of $10' 
billion, that it will be required that that will be accompanied by a. 
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statement of how this will be financed, how much will be handled by 
Government bonds, how much will be monetized debt, and the estimate 
of the impact on the value of the dollar as a result of this financing 
of the deficit. 

Now, that might not take much space in the budget, but it could 
take a tremendous amount of research and study and evaluation. And 
it would seem to me that it might be very helpful for Congress to 
know that some of these requests for obligational authority are going 
to end up being monetized, and some of them are going to be handled 
by Government bonds, or some of them will be handled by back-door 
financing, so that Congress can elect wisely in the way these projects 
or programs are going to be financed. 

Senator PROXMIRE. If I may interrupt at this point-I have to go, 
and I am going to ask Senator Miller to preside-I know that Mr. 
Butler, who is, of course, an expert in this field, the monetary field, 
wants to continue on this question. So Senator Miller will chair the 
meeting. 

I want to thank you gentlemen for what I think is a very informa
tive and stimulating afternoon. I have learned a good deal. And I 
think you have made a real contribution. 

Thank you very much. 
Senator MILLER (presiding). Mr. Weidenbaum. 
Mr. WEIDENBAUM. It strikes me in looking at both Democratic and 

Republican administrations, that except for periods of war, World 
War II and the Korean war, that essentially the budget message 
usually says that this recommended budget will contribute to price 
stability and will not further deteriorate the dollar. I think that any 
more detailed analysis, frankly, is not a task for the Executive, because 
then you will be asking, in a sense, for a self-serving declaration, 
because I don't think he would want to say-and it certainly hasn't 
been the experience of any, outside of the wartime period-"I am 
recommending an inflationary budget." 

I think this is a job for a committee just like the Joint Economic 
Committee. And I think this is the dIscussion that the committee 
does get into in reviewing the President's economic report. 

Senator MILLER. Granted that it would be a self -serving declara
tion, if it was proved to be very erroneous, this would have very 
powerful political implications. And it would be my hope that some
thing like that would not be used for that purpose, because of the 
danger of the error hanging over the policial heads, and that it might 
instead serve as a disciplinary measure with respect to the budgeting. 

Mr. WEIDENBAUM. Again, sir, I really don't mean to be an apologist 
for any administration, but if, say, the President recommended a 
budget ana said, "Well, this will not be inflationary," and in fact 
considerable inflation did ensue, and considerable deterioration in the 
value of the dollar was measurable, I would find it difficult, I think, 
to pinpoint the blame, because for all we know consumers spent far 
more than the budgeteers estimated, or business invested more, or State 
and local governments spent more, or our export promotion policy 
took a hold and we exported much more than expected. 

Each of these might turn out to be the culprit or one of the culprits. 
Senator MILLER. What you are really saying is that even under the 

present setup a statement accompanying a budget message that it is 
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not expected to be inflationary is meaningless because of these other 
outside factors you just referred to. 

Mr. 1VEIDENBAUl\I. I will put it this way. I think the statement 
only has meaning to the extent that you relate it to the other 
developments in the economy. 

Senator MILLER. I agree with that. My hope was that we might 
be able to find some tool that we could add to the budget, possibly 
a statement regarding the means, the ways and means of financin!! a 
deficit budget, which would or could be used as a better method~ of 
evaluating the impact of the budget on the value of the money than 
\ye have now. 

'What can we crack into this budgeting process that will be an 
improvement ~ 

As a matter of fact, I can see where, if we had certain measurement 
devices that were put into the budget, it might be helpful to whom
ever is going to send that budget message over in evaluating whether 
it will have an inflationary impact. It could be hedged in by point
ing out that if other government agencies, State and local, are going 
to get into this picture, this could, of course, have a bearing on it, 
too. I can see where it could be hedged about. But I ,yould think 
that people Eke you and certainly people like us here in Congress 
would like to have a better mana!!ement tool than we have now. 

That is why we are having these hearings. And the value of the 
money is an extremely important part of this. So how can we im
prove this process and give us a better control over presen-ing the 
value of the money. 

Mr. Butler, you wanted to comment on this overall program. didn't 
vou~ 
" Mr. BUTLER. I would agree with what Murray said. It seems to 
me the problem here basicaUy comes down to a problem of general 
forecasting, and to know at any point in time whether a budget is 
going to be inflationary depends on the accuracy with which you can 
forecast the future of the whole economy, of which the budget is one 
part. The difficulty with trying to lay down in advance the way 
you will finance a deficit is basically the difficulty of forecasting. You 
can't ten 18 months in advance or even 12 months in advance or often 
even 6 months in advance how conditions in the money and credit 
market are likely to be with a high enough degree of accuracy to 
commit yourself as to particular forms of deficit finance. 

It has to be a very flexible operation, and in this connection, it seems 
to me that there is rea'l need for two sorts of things in the budget 
mechanism. 

One is a longer term look than we now have to get some idea of how 
trends are likely to operate. And another is a very much shorter 
term look than we now have. I think there needs to be a quarterly 
review of the budget and its impact on the economy and the methods of 
financing whatever deficit has to be financed, or handling whatever 
surplus appears. And this, in view of our inability to forecast with 
precision a year in advance, I think we have to have enough flexibility 
to adapt during the year, which could very well be done on a quarterly 
basis. And these two things, I think, would go quite a long ways 
toward getting more overall control of the impact of the budget on the 
value of money. 
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Senator MILLER. Now, if that is so, then does it really make much 
difference what kind of a budget we have, whether we have the pres
ent budget or whether we have a capital budget, as long as you have 
the quarterly system and the long-range forecast process? 

Mr. BUTLER. Well, I wouldn't say it didn't make any difference. 
Again, for this particular purpose-I think for other purposes you 
have to have a budget of a different sort, but for the purpose of seeing 
the impact on the value of the dollar, all you need reaHy is total 
Government expenditures and total Government receipts. The detail 
is useful in making more accurate forecasts of what is going to happen 
to Government receipts and Government expenditures. If you are 
given just these two totals and somebody's projection of them, you 
could not place great reliance on this in the current state of the art. 
You need all the detail to make the projections and try to make them 
as accurate as you can. 

Senator :NllLLER. Thank you very much. 
Now, Mr. Novick, and possibly Mr. Weidenbaum, what about the 

use of the budget or improving the budget process as a means of im
proving our forecasts with respect to, (a) Government employment; 
and (b) overall employment? 

Mr. NOVICK. I think the first step that is required here is to get a 
longer range plan, which is the basis of the budget, and to include in 
the budget message the implications of this plan as measured in finan
cial terms. As it applies to employment, again we are back to the 
question of gross measurements as applied to refined measurements. 

Obviously, even a large Federal budget need not have much of an 
impact in West Virginia. Even a rather small Federal budget could 
have a major impact in Los Angeles if most of it was for armament 
and space vehicles. 

So that we need to have two things, first, a longer range projection 
on a year-by-year basis, which immediately requires longer range 
planning, and then a translation o! t~is into its.fisca} implications. 

Senator MILLER. What I am thinkrng about IS thIS. Suppose that 
we are presented over here with some new programs with a request 
for obligational authority. Now, it seems to me that we ought to 
know what the employment implications are, or from the standpoint 
of additional employees on the Federal payroll, and what kind, and 
whether they are available, and also the impact on overall employ
ment. It would be nice to find it out on a pinpoint basis as far as 
West Virginia and other areas are concerned, but it might be that this 
would be impossible because of Government contracting procedures. 

But I can see where it might be helpful in evaluating that request for 
obligational authority to know the Implications from a Government 
employment standpoint, and also from the standpoint of overall em
ployment. Would that be an improvement? Would that be feasible? 

Mr. NOVICK. Before you could get that, you would have to dis
tinguish between the various kinds of activities that enter into the 
budget. For example, the budget of the Department of Interior is 
one type of budget as it applies to, let us say, the Bureau of Mines, 
where essentially we are employing personnel, and most of it Govern
ment personnel. They have an occasional project, or an occasional 
processing plant which the Bureau of Mines finances, sometimes it con-
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tracts out for the manning of it, and sometimes it provides its own 
manning. 

But essentially the Bureau of Mines budgeting relates to inhouse 
Federal Government expenditure. On the other hand, when you get 
to some of the activities in the Bureau of Reclamation, or the Bureau 
that deals with power dams and things of that kind, we are now likely 
to be in a quite different situation. Much of the money will now be 
for contracting out, and it will be for contracting out for quite different 
kinds of activities. Some of it will be major construction, such as 
large dams. Some of it will be for the maintenance of certain types of 
activities that were created in the past. 

I think what we are really saying is that a total budget, or even 
a departmental budget, is not very meaningful until we Identify the 
end objective for which the money is to be spent. When we have 
identified the end objective, we then start to identify the kinds of labor, 
the kinds of industry, and by and large the localities. 

Now, what I have suggested in my statement is that what we need 
is essentially two budgets. We need a program budget such as has 
now been presented for fiscal year 1963 and fiscal year 1964 by the 
Department of Defense, which aggregates the activity toward an 
end purpose. For example, in the military this happens to be rela
tively simple. But even there we did not identify all of the activities 
that went into strategic defense by the Air Force and the Navy prior 
to the fiscal year 1963 budget. The Polaris missile, which was a 
strategic weapon, was in the Navy budget, where it competed with car
riers, submarmes, and other types of naval vehicles. 

The ICBM's and the long-range bombardment aircraft were in the 
Air Force budget where they again competed with other types of 
activity-for example, the defense electronic system, and the defense 
interceptor systems. 

Now, each department of Government has a great many different 
kinds of activities. For example, in the Defense Department they 
have defined this as eight major programs. However, as you know 
from the statements of Secretary MeN amara and Secretary Hitch, 
they have pointed out that the general purpose forces, the general 
support forces, which are very large parts of the total, require major 
refinements, so that better identifications of these types of impacts can 
be made. 

Now, let us take a rather simple budget and a small one, let us say 
the Federal Aviation Authority. They perform at least a half a dozen 
different functions. Part of their work goes into airway safety. Part 
of it goes into airports. Part of it goes into developing equipment 
that will be used for beacons, radar, and things of that kind. I think 
in each of these cases what we should try to get before the Government 
and before the economic analyst is better identification of the program 
objective for which these appropriations are sought. 

Then, given that, I think you have to go beyond the concept of NOA, 
or new obligational authority. I think we have to deal with these 
objectives in terms of expenditure flow, because one kind of new obliga
tion such as pay of civilian personnel will be used up in the year for 
which it is authorized, and another type such as that for a power 
dam or a reclamation project in the Department of Interior may not 
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even get started for 3 to 5 years. In the latter cases the expenditure 
flow will then be over another period of 3 or 5 years. 

Furthermore, the rate of acceleration and deceleration of these ex
penditures will be quite different. 

And then finally, to conclude, I would again like to repeat that I 
think it is very important to distinguish between one time outlays, such 
as investments in power dams or reclamation, and the recurring annual 
expenditures. And this need not get us into the capital budget con
cept that people get excited about. All we have to do is identify the 
expenditure, as a one-time outlay, such as R.D.T. & E., or an invest
ment in a power dam, or as a recurrent expenditure such as manning 
an ICBB or manning the wildlife service. 

Senator MILLER. Thank you very much on that point. I think you 
gentlemen all have provided a great deal of guidance and light. I 
don't happen to be one of those who is excited by the capital budget. 
But I am glad to have this type of discussion which I would hope 
would be persuasive, that we ought to try to get into long-range fore
casting and try to refine it by program. 

Now, what I had in mind on this employment situation is this. The 
President, for example, last week made the statement that if you cut 
Federal expenditures by $5 billion, you would cut a million people off 
of employment, and they would end up on the unemployment roles. 

This raises the question of how practicable it is for us to evaluate 
a budget in terms of employment impact. And I come back to my 
original question, what can we do in our budgeting process that will 
enable us to make some accurate estimates regarding the impact on not 
only Federal employment but also on employment in the overall. I 
would guess that the President has had the benefit of some economic 
advice before he made a statement like this. And I for one as a Mem
ber of Congress would like to have the benefit of some kind of tools 
that would enable me to evaluate a budget from this standpoint. 

Mr. Weidenbamn. 
Mr. WEIDENBAUM. First of all, in response to suggestions and rec

ommendations made by various people, the last two budgets have ag
gregated-and this is the first to my knowledge-the volume of di
rect Federal Government employment implicit in the budget estimates. 
The detailed appropriation submission certainly show, at least accord
ing to Civil Service classifications, the number and types of employees 
to be directly on the Government payroll under that appropriation. 
The Civil Service classifications may be of only limited use for our 
purposes. However, I think the first step forward has been taken, 
and that is to aggregate these. 

However, they have only been aggregated by agency. They have 
not been aggregated by type of employment, that is, engineers, scien
tists, clerical, et cetera. That might be very well a logical second step, 
again based on data that is already in the appendix of the budget. 
That initially might not require any additional data, just summing it 
up and classifying it. However, once this was done, it might point 
out to some deficiencies in the basic data, and we might get an im
proved reporting system on the direct Federal employment. 

The sticky part, I believe, is the employment in the private economy 
which is funded by Government contracts. And here, I think we 
again have to realize that roughly 85 percent of the Federal Govern-
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ment procurement is in the defense area. So if we can get a handle 
on the employment of the defense contractors, we will have about 85 
percent roughly of the total employment in private industry under 
Government contracts. 

And as I suggested earlier, I think an approved version of these de
fense contractor progress reports which do include employment 
might be an important guide, both historically as well as in the future, 
as to the direct effect of the budget on employment. 

Now, that is still only part of the problem. We have people on the 
Government payroll and we have people working for companies who 
are contractors. 

The third and much stickier one is the employment generated by 
other Federal Government expenditures, transfer payments, grants in 
aid, and things like that. I don't have any quick solution to that one. 
But I think if we can tackle the first two parts we will be way ahead 
of where we are today, and be in a better position to know whether 
congressional reductions of appropriations of "X" amount will re
duce employment by "Y" amount. 

But I don't think we will get to the point-and we shouldn't-where 
we do this in total terms. In other words, it is not a $5 billion reduc
tion in the budget generating a 2 million or 1 million reduction in 
employment, it is a reduction of this type of program tending to re
duce employment of this type of person in this type or region or 
industry. 

Senator MILLER. Thank you. 
I would like to get on one more point. This is not directly on the 

budget, but it is so closely allied to it, as Mr. Butler pointed out, that I 
do think we might talk about it a little bit. And that is his matter of 
gross national product. Somebody comes out and says, gross nation
al product went up $30 billion. Maybe it is good, and maybe it isn't. 
Maybe it is meaningful, and maybe it isn't. And you start to break 
it down, in order to try to trace where it came from, and you may 
find that it contains elements of inflation. 

So when you reduce it by relating it to 1961 prices or 1960 prices, 
maybe instead of a $30 billion GNP you only have a $20 billion GNP. 
And then you start looking at the debt situation and you find that 
State and local governments have increased their indebtedness, and 
the Federal Government has increased its indebtedness, and private 
debt has increased, and consumer credit has increased. And then 
you find that there are offsets in the form of additions to savings ac
counts, and the like, and purchases of Government bonds. 

What can we do to this GNP that will give us something that is 
more meaningful ~ 

Mr. Butler. 
Mr. BUTLER. There has been invented a new system called the flow 

of funds system which now pretty well geared into GNP, although 
there are still some problems. But we, for example, have a system 
where we take a GNP projection and translate it into what it means 
for the whole financial flow side, I mean how much more debt will be 
required to support this given level of GNP, what kind of debt, and 
the flow of savmgs in relation to the debt requirements and what is this 
likely to mean in credit markets, and to interest rates. And we at
tempt-and I think with some success, although we have got a lot to 
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learn-to work through this system and come up with specific pro
jections in various sectors of the credit market, and what it means for 
interest rates. 

So I think the flow of funds is a great addition to the gross national 
product mechanism, and enables you to go a lot further ill tracing the 
effects of a given change in gross national product on financial mar
kets, savin~;I~~t, interest rates, and prices also. 

Senator R. Do you think the flow of funds when it is perfected 
will enable us to have a pretty accurate measurement of true economic 
growth? 

Mr. BUTLER. "VeIl, the purpose of the flow of funds is to show the 
impact of changes in the economy on financial markets. I think it is 
the gross national product to which you look to determine growth. 
And the problem is to perfect the GNP figures for that purpose. 

Senator MILLER. That is right. And that was my point, when you 
start breaking this GNP down to try to find true economic growth, you 
end up with a lot of questions. And you think that the flow of funds 
information that is being worked on today will enable us to evaluate 
GNP satisfactorily from that standpoint, so that we will be able to 
have a fairly consistent basis for measuring true economic growth? 

Mr. BUTLER. I think the flow of funds is of some help. But I think 
the major problem lies in improving the GNP figures themselves, and 
getting better deflators than we have today, in getting better informa
tion on the sectors of the economy where our coverage is quite inade
quate. One very small example is farm investment. "Ve have vir
tually no current figures on farm investment, and we get this once 
a year, and very, very late. So we have to make an estimate in this 
field. And in other cases you are forced to make rather heroic 
estimates. 

I think the main answer here lies in twofold: first, better underlying 
data on production for GNP; and second, more work on the problem 
of deflatmg to take out the effects of price changes. And these two 
things would give you better measurements of growth. 

Senator MILLER. Thank you very much. 
Dr. Weidenbaum. 
Mr. WEIDENBAUM. I would like to add to that. 
First of all, when I look at a newspaper headline and I see "GNP 

Rose $0.2 Billion Over Last Quarter, Hitting a New All-Time High," 
I find that meaningless. I put it in the same category as "corporate 
profits hit a newall-time high," "population hits a newall-time high," 
or my age hit a newall-time high. 

I think there are two ways of getting around this. There is one 
measure of economic growth economists like to use, and that is real 
growth per capita, which does two things. First of all, it takesac
count of the fact that we have inflation, and boils out inflation. 

And secondly, it takes account of the fact that we have more people, 
both producing and consuming, and makes allowance for that. I 
think that in itself is more meaningfu1. 

The other approach--
Senator MILLER. Before you get to the other, I would like to ask 

you a question on that very point. That sounds fine to me, but how 
do you refine the figure or the pie or the melon that is going to be 
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allocated among the number of heads, how do you refine that, quite 
apart from reducing the inflation out of it? What do you use as the 
melon? 

Mr. VVEIDENBAUM. Personally, even though I might pick on individ
ual pieces, I think that given the kind of information we have, given 
the kind of money we want to put into it, the Office of Business Eco
nomics and the Commerce Department which generates the GNP 
statistics does quite a good job of generating GNP. Certainly we have 
a better so-called system of natiorra1 income and product accounts than 
almost any other country in the world. 

Senator MILLER. Then you would take the GNP increase and spread 
it around among the entire population and pull out the inflation? 

Mr. ~OVICK. And divided by the latest Census Bureau estimate of 
populatIOn. 

Mr. WEIDENBAUM. I concur with Mr. Butler that we can improve on 
individual reporting. But I doubt if this would affect the percentage 
wBget as to our growth rate significantly. 

Senator MILLER. This is the problem. And let me reduce it to a 
real simple situation. Suppose GNP goes up $30 billion, and you 
trace through these funds that Mr. Butler was talking about, and you 
find that they are all about the same from one year to another, except 
just one thing, we add to the national debts $30 billion and we had 
an increase of $30 billion in Government purchases of goods and 
services. 

Now, it would seem to me that that is a meaningless increase in 
GNP, because you just increased our indebtedness on the one hand 
and you spend it on the other. Is there anything we can do to refine 
the GNP figures so that we can get a pretty accurate measurement of 
true economic growth as distinguished from art's figures growth. 

Mr. WEIDENBAUM. Of course, there are various definitions. In 
other words, another measure would be, let's say, well, business in
vestment is just a means toward an end, the end being a better stand
ard of living. Government expenditures are either unproductive or 
again a means to an end. So let us look at consumer expenditures. 
And let us take consumer expenditures deflated per capita and see 
how they have been increasing over time, as a measure of economic 
growth or economic welfare and improvements in economic weHare. 

Personally, I include, not just because the data are prepared that 
way, but because I believe that they should be, I include Government 
in GNP, because if I look at the amount of production-I think we 
need to recall that the bulk of the part of the GNP that is Federal 
Government purchases of goods and services, the bulk of that is goods 
and services produced by private industry and bought by Govern
ment. And just because they are bought by Government doesn't, to 
me, mean these weren't goods and services that were produced by the 
economy. They might have been wasted, but they still were produced. 

Senator MrLLER. Let me say that I agree with you on that. And 
I hope you didn't think I was using that example because I disagreed. 
I was merely trying to give you an example of what I am trying to 
seek in this GNP, that I think we are all trying to seek. I can use an 
example finding that the only change over the previous year was $30 
billion more of consumer purchasing. But it was offset by $30 bil-
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lion increase in consumer credit. So you wonder whether you have 
had any real increase in economic growth. One offsets the other. 

Mr. 'VEIDENBAmL You have. I think a related question might be 
the balance sheet of the Federal Government and of the consumer. 
But here we are in effect talking about a profit-and-loss statement or 
a production statement rather than the balance sheet. In other words, 
GNP is not a balance sheet, it doesn't offset-it doesn't show the liabil
ities or the sources of financing of the production, when we break it 
down conventionally. 

Senator MILLER. May I suggest to you, though, that in the economic 
indicators you can find GNP, and you can reduce out the inflation part 
of it. And you can find that we have increased Government debt 
(State, local, and Federal), and you can find an increase in consumer 
savings. You can find an increase in consumer debt. You can get 
several things which tie into this flow of funds that Mr. Butler was 
talking about. 

But you still are left dangling as to how meaningful has been the 
GNP increase. I don't have any trouble at least m taking a GNP 
increase of $30 billion, and if the implicit price deflator shows that we 
have $10 billion of inflation, coming up with the conclusion that $20 
billion at the most is meaningful. But it is from that point on which 
I have difficulty with, and I am wondering what we can do to clear 
that up. 

Dr. Novick. 
Mr. NOVICK. I think we are failing to distinguish between the pur

pose for which the debt is incurred. If it was for the building of 
schools, power dams, new industrial facilities for the Government, 
that I would call productive debt. If on the other hand the debt was 
simply incurred to meet current payments, it is a quite different kind 
of debt. 

In the one case if it is investment debt, it gives you a potential major 
expansion in GNP for the future, and does not have quite the effect 
that you are attributing to it. And again, I think this means that 
one of the major things we have to identify is the kind of expendi
tures we make. 

Mr. WEIDENBAUM. However, we still cannot equate either revenues 
or debt issuance in general with any particular category of expendi
ture. 

In other words, in practice, with a few exceptions like earmarked 
receipts and trust funds, basically our income taxes, corporate, indi
vidual, or excise, customs, and miscellaneous receipts, go into the 
general fund of the Treasury. The revenues from borrowing also go 
mto the general fund of the Treasury. Checks are issued to cover 
the various expenditures. But as a practical matter, you can't say, this 
expenditure was financed by the income tax, and this expenditure was 
financed by debts. 

Mr. NOVICK. No, and you don't have to, anymore than you have to 
identify which nut went into which automobile. But you should be 
able to identify from your statement of objects every expenditure or 
purpose of expenditure whether they were in fact capital expenditures 
or current consumption expenditures. 

Mr. WEIDENBAUM. But you couldn't tell whether they were financed 
by debt issuance or general revenues ~ 
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Mr. NOVICK. Right. But you could get a better idea of the extent 
to which your expenditure imbalance will be created by large construc
tion account expenditures, for example. 

Mr. WEIDENBAUM. No, I don't think so, because I don't think you 
can pin point anyone item of expenditure and say, that is what caused 
the debts. 

Mr. NOVICK. Obviously not, because you have got a total i;hat we are 
spending. For example, did you as an individual go into bankruptcy 
because you bought an automobile or because you bought food? But 
at some point in time you could analyze this and determine whether 
food was the dominant expenditure Item, or whether capital equip
ment like an automobile was. 

Senator MilLER. Are you gentlemen really saying, then, that this 
GNP figure is not meaningful unless we know the purposes for which 
the expenditure--

Mr. NOVICK. No, I think you are misconstruing the objective of 
GNP. And I would like to hear Bill Butler on this, because Bill is 
a much better informed scholar in this particular area. 

Mr. BUTLER. I have always looked at the GNP this way, that it is 
very useful if you don't believe it entirely. But the purpose of GNP 
is to measure our total production of goods and services valued at 
market prices, I mean, it is what the economy produces. I think ob
viously you are always interested not only in the quantity of what you 
produce, but its quality, and we have to be concerned as much about the 
quality of the production as its quantity. But then from the GNP 
breakdowns you can get a lot of detailed information about the quality 
of what we produce. You can get, from the flow of funds, data state
ments, consistent statements as to how it was financed in aggregate, 
who saved, who borrowed, who invested, how the investment was 
financed. 

In overall terms in this economy it is true that you have to go into 
debt to have prosperity. And there is a very close relationship be
tween the increase in debt and the increase in production. And if the 
private sector doesn't go into debt, then the Federal Government has 
to go into debt. I think the best situation is when the private sector 
is going into debt, because then I think--

Senator MILLER. Within limits, though. 
Mr. BUTLER. But the rate at which it goes into debt can get danger

ously out of hand, or it can be too slow. But there is a very direct 
relationship between debt and prosperity. 

Again, I think we have a system of accounts which is now a pretty 
good system, with the GNP, the income side, production side, and 
flow of funds account, we are developing a national balance sheet of 
periodic measures of our national wealth which I think is a very useful 
addition to this system of accounts. 

As Murray says, it is a far and better way than that of any other 
country, and incredibly better than many, where they are just made up 
out of thin air. vVe have recently been looking at the GNP figures 
for Latin America, and these are almost a joke the way they are put 
together. They have no meaning. I think there are probably errors 
in our figures, but they are probably small, relatively small. 

Senator J\frLLER. I wonder if we could summarize this way, by say
ing that we could improve on GNP figures: (a) By improving the 
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price index data; (b) by improving the implicit price deflator data, 
which includes what I have just mentioned; and (c) by taking out 
the inflation part of the GNP and by putting it on a per capita basis. 

And that, you would say, would give us a more meaningful GNP. 
Mr. BUTLER. Plus improving the basic data. There are areas of 

the accounts where estimates have to be made on the basis of very 
inadequate data. And we need better data. Our construction figures 
could be improved a lot. I discovered a few years ago, I am not sure 
that this is still the case, that all the estimates of private pension 
funds were based on a 1-percent sample of the 2,000 companies re;I?ort
ing to the SEC, and in at least half of that sample the companies dIdn't 
fill in the extension part of the report. So this had to be an estimate 
based on extremely inadequate information. 

Senator MILLER. Thank you very much. 
Dr. Moor, do you have any questions you would like to ask? 
Mr. MOOR. I have two quick questions of each of you on the panel. 
Senator Miller was asking a question earlier about the possIbility 

of getting into the budget ideas about the effect of the Government 
on inflationary measures and increased price levels. We had an inter
esting suggestion yesterday which I would like to hear you comment 
about. What would you think of having, as part of the budget, data 
regularly reproduced on a full-employment level, projections as to 
what the budget would be on a full-employment level, with the idea 
being (1), as suggested yesterday, that these were somewhat easier 
to predict than actual changes, and (2), that changes in the net deficit 
or surplus position of the budget as shown in this full-employment 
projections might give us some first approximations to the inflationary 
or deflationary pressures of the Government? 

Mr. NOVICK. Are you descri'bing a national economic budget rather 
than the Federal Government? 

Mr. MOOR. No, a Federal 'budget based on the assumption of con
tinuing full employment, however defined; let's say 4 percent under 
unemployment, what would the Federal budget be in 1963, 1964, and 
1965? 

Mr. NOVICK. Doesn't this immediately introduce a requirement for 
identifying the purpose of Government expenditures? 

Mr. MOOR. That is right; how they could change. 
Mr. NOVICK. And this then implies that we have plans that are 

changeable or susceptible to change with these va.riations in GNP? 
Mr. BUTLER. I think in the current state of the arts this would 

raise more questions than it would answer. And I, at one point, wrote 
a rather critical review of Mr. Okon's work on making estimates of 
full employment GNP, et cetera. And-I am sure this is not politic
I would even raise questions as to the 4-percent unemployment, the 
use of that as your goal, and the assumption that you can get there 
without a considerable amolUlt of inflation. So I think you would 
get a whole lot of debate over the calculation, and I think it would 
just not be useful at this time. And I think this is the thing on which 
research ought to be done. 

I think we are in a stage where we are developing some concepts. 
But I think we are too far away from having them well enou¥h de
veloped to use them as a basis for public policy decisions. 
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Mr. WEIDENBAUl\I. I certainly agree with Bill. One of the things 
that would worry me is that, in effect, you haven't given us enough 
information to determine the solution; that is, saying the economy 
will be at full employment still gives the estimator a tremendous 
amount of leeway as to what the role of the Government will be in 
achieving full employment, tax reduction, a tremendous increase in 
expenditures, some change in the two-I don't think you can point 
to anyone budget level and say, "That is the budget that we would 
get if we had full employment." That is one of the budgets. It 
might be an inflationary budget, it might be a deflationary budget, it 
might be a low-tax, high-expenditure budget-I think it would be so 
subject to political manipulation that it would be unfortunate, given 
the state of the arts, as Bill pointed out, to put us in such a position. 

However, it is a fertile field of private research. 
Mr. MOOR. Senator Miller was asking about Federal employment, 

and I want to follow up on that. One of the questions that you have 
to ask if you look at the budget in terms of its economic usefulness 
is the economic effectiveness of the Government in using the resources 
which it has. What, shortly and specifically, might you suggest to 
include in the budget document that we don't have now with respect 
to measuring the efficiency with which resources are being used by 
the Federal Government directly? 

Mr. WEIDENBAUl\I. Essentially, as I say in the paper, and as David 
Novick has said so clearly at the hearmg, we need to incorporate 
into the whole gamut of budgetary review, the kind of detailed sys
tems analysis and choice among alternative uses of Government funds 
and resources which has been pioneered in the military. There is 
one area where I think quite a bit has been done. In my formal paper 
I cite work published by the Joint Economic Committee a few years 
ago. That is the area of natural resource development. I don't think 
it is generally realized that the economists who have studied this sub
ject-and surprisingly, I think they could be characterized more as 
liberal than conservative-say that a more accurate statement of the 
costs of and benefits from Federal resource projects would result 
in a far lower level of Federal resource expenditures than we have 
at the present time, that is, in so many cases the costs exceed the 
benefits, which is clearly an uneconomical use of resources. I think 
more of that type of analysis belongs in the budgetary process. 

Mr. NOVICK. This committee 2 years ago in its report on the budget 
made the same recommendation, if I remember correctly. I think 
there is a very major role for-let us call it cost effectiveness analysis 
or cost benefit analysis-and this immediately requires that we detail 
rather specifically the object of expenditure m program terms. And 
I want to reemphasize this point made in my paper and which I have 
made repeatedly. 

I think the most important change in the budget would be the 
identification of the objectives or final purposes-and by this I don't 
mean personnel-'but the purpose for which the personnel will be 
employed, or the purpose to which the expenditure will be put. And 
even though in my opening statement I used the word, "recreation" 
in that I was guilty of the same error of which I am accusing the 
budget. Recreation is rather meaningless. Do we mean recreation 
in the form of fishing, do we mean recreation in the form of art, 
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do we mean recreation in the form of highways available for people 
to go away on weekends ~ These all must be identified separately 
as parts of the recreation package. 

Mr. WEIDENBAUM. We have a step toward that direction which has 
been taken over the years, and that is going from an rugency to a 
functional classification. In parts of the budget document we do 
have the various programs of the various agencies which fall under 
the same category, that is, promotion of transportation, whether it 
is a 'Maritime Commission, or the aviation agencies, the promotion 
of natural resources, conservation of land and water resources, whether 
it is Interior, or Corps of Engineers, or the TVA. 

However, Congress generally at the Appropriations Committee 
level does not break up the budget by a functIOnal program classifica
tion, but by the agency classification. So you don't have an instru
ment for comparing alternate programs which would serve the same 
function or general purpose. 

Mr. NOVICK. I thInk actually your use of the word "function" there 
is appropriate, because the functions as they are now identified are 
too broad to be very meaningful. Again a phrase like national re
sources or transportation is much too broad. Each of these in turn 
has to be subdivided to become meaningful. 

Senator MILLER. And on that good word "meaningful" we will ad
journ the subcommittee until 2 p.m., tomorrow afternoon, at which 
time we will take up the subject of the application of State budgets. 
On behalf of the subcommittee I thank you gentlemen very much 
for your time and the benefit of your fine experience. 

(Whereupon, at 4 :35 p.m., the subcommittee adjourned to reconvene 
at 2 p.m., Thursday, April 25, 1963.) 
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THURSDAY, APRIL 25, 1963 

CONGRESS OF THE UNITED STATES, 
SUBCOMMITTEE ON ECONOMIC STATISTICS, 

OF THE JOINT ECONOl\fIC COMMITTEE, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 2 :09 p.m., in room 
AE-1, U.S. Capitol, Senator William Proxmire (chairman of the 
subcommittee) presiding. 

Present: Senators Proxmire and Douglas. 
Also present: Roy E. Moor, economist, and Hamilton D. Gewehr, 

administrative clerk. 
Senator PROXl\fIRE. The subcommittee will come to order. 
The hearing today will be on the "Application of State Budget 

Practices," and we are delighted that you gentlemen could be here 
and we are very grateful to you for commg and honored that we have 
such a distinguished group of budget directors. 

Mr. Bell, it is my understanding that the ground rules are 10 to 15 
minutes on the opening statement. If you can keep it to that we 
would appreciate it. . 

Your statement seems to run a little bit longer, but you handle it 
any way you wish. 

STATEMENT OF GEORGE A. BELL, BUDGET DIRECTOR, STATE OF 
VERMONT 

Mr. BELL. All right. There are parts that I might be able to cut 
out of here. 

Mr. Chairman, we certainly Uippreciate the opportunity of being 
here today, and hope that we can truly help the committee in its de
liberations on the subject of the Federal budget as an economic 
document. 

"Ve have sort of exchanged notes among ourselves. I think I can tell 
you now that I would subscribe to everything that my colleague will 
say after me, and that there is nothing in basic disagreement among 
us, I think. 

Senator PROXMIRE. In other words, in order to get a real clash of 
views, that will be up to me and my colleagues? 

Mr. BELL. Right. 
The purpose of a State budget is to provide a plan for the operation 

of State programs stated in financial terms. This plan is for a stated 
fiscal period and is related to the source of revenues through which 
the expenditures will be financed. In many States, the administrative 
organization for budgeting and the procedures to be followed are 

105 



106 THE FEDERAL BUDGET AS AN ECONOMITC DOCUMENT 

stated in the constitution. The Vermont Constitution was adopted 
in 1791 and is very difficult to amend-therefore, we do not have any 
constitutional revIsions on this matter-and partly for this reason 
contains no such provisions. By law, 'passed in the 1960 special ses
sion, the budget is recommended to the general assembly by the Gover
nor-elect, who is assisted by the budget and management division of 
t.he department of administration. 

Our State, in common with most others, runs on a .r uly 1 to June 
30 fiscal year. The legislature meets biennially in January of the 
odd years. Therefore, in July of even years, we begin preparation of 
the budget to be present.ed in January. 

We send out budget request forms to agencies in July asking for 
t.heir return in September. We spend October and November review
ing budget requests and in the middle of November take our recom
mendations to the Governor-elect. The Governor-elect holds hear
ings, makes his decisions, and we prepare the budget document for 
submission to the legislature in January. 

Note that. the budget is that of the Governor-elect and not of the 
outgoing Governor. Since the Governor of Vermont serves a 2-year 
term, the Governor's budget review follows immediately after an elec
tion. The legislature has unlimited authority in acting upon the 
Governor's budget, and the house appropriations committee tradi
tionally drafts the appropriation act. In some States, the bill is 
drafted by the budget office. 

The State budget typically contains revenue estimat.es for the com
ing biennium, the appropriation request of each agency, the Gover
nor's recommendations, the Governor's budget message and summary 
tables. A State budget, similar to local budgets and the budgets of 
private individuals, must normally be balanced so that there is money 
in the treasury to meet the recommended expenditures. 

State budgets have seldom been used consciously as tools in the 
development or measurement of the State economy. When the Gov
ernor-elect considers the budget, he must, of course, see that projects 
in which he is particularly interested and programs he supported 
during the campaign are included. 

One Governor, for example, might stress the needs of higher edu
cation and recommend the expanSIOn of State colleges to handle the 
expected influx of college student.s in the years to come. Or he might 
stress the development of a mental health program to place greater 
emphasis on the prevention and cure of mental illness through train
ing of psychiatrists and establishment of community mental health 
centers. Or, the Governor might be interested in expanding State 
aid for elementary education and revising the formula so that aid 
will be distributed on the basis of need. 

The reasoning behind these decisions will be partly economic and 
partly social in nature. For instance, the Governor might be interested 
III enlarging and expanding the activities of the development depart
ment to attract more tourist trade or promote industrial development 
in the State. 

On the other hand, emphasis might be given to developing programs 
for the mentally retarded. While good programs of this sort may 
be economically justified in the long run, the primary justification 
is humanitarian, to make life more com:fortable and useful for the 
affiicted person. 
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Another factor in budgetary considerations is comparison of State 
taxes and services with those of other States, especially neighboring 
ones. Vermont, for instance, often compares itself with New Hamp
shire and Maine, its two northern New England neighbors, who are 
relatively close to Vermont in population and personal income. 

The Vermont budget is a tool primarily for expediting the appro
priation process. It does not, however, contain capital improvement 
expenditures for land and buildings. 

'Ve have a different procedure, however, for handling that. 
The capital improvement budget, under our law, is recommended 

by the board of State buildings. This board utilizes the staff of the 
division of State buildings, which is part of the department of 
administration, the same as the budget and management division. 
We keep each other informed, but the timing has been such that the 
operating budget is sent to the general assembly before all decisions 
are made on the capital budget. The capital budget in Vermont has 
generally been financed through bond issues. 

Appropriations of specific dollar amounts have been made for the 
bulk of State agencies operating with general fund money, mostly 
derived from income, inheritance, cigarette, liquor, franchise, and 
other tax revenues. The general fund supports agencies with general 
governmental, educational, health, welfare, and most conservation 
and protective functions. 

Not supported by the general fund are the highway department and 
highway regulatory agencies, which are supported from the high 
way fund, derived from gasoline and motor vehicle taxes. Also sepa
rate is the fish and game department, supported by hunting and 
angling licenses. 

Beyond these are agencies receiving authority to expend special 
receipts with no dollar limit imposed, such as the public service com
mission from charges to regulated utilities, the liquor control board 
from the markup on liquor sales through State-owned stores, and the 
medical, cosmetologJ', and many other professional licensing boards. 

The operating budget, therefore, contains information on general 
fund budget requests, most Federal fund requests because they are 
related to other appropriated amounts, highway fund and fish and 
game fund requests. It excludes the special funds which are not 
specifically appropriated. Budget totals do not include revolving 
funds or funds which are transmitted through the State treasury, 
such as social security payments from local governments to be sub
mitted to the Federal OASI office. 

The budget contains amolmts needed for paying the State's share 
of premiums to the State employees' and the teachers' retirement sys
tems, but does not show the Impact of the benefits paid by these sys
tems to retired individuals within the State. 

The use of budget figures to show economic impact is further 
vitiated because the total appropriated budget may not all be ex
pended within the State. Wbile we have never calculated the amount 
of out-of-State contracts, our purchasing division believes that in 
dollars nearly three-fourths of the purchaes made by the State of 
Vermont are from out-of-State firms. 

Of course, these firms spend money within the State in maintaining 
stores, warehouses, and offices, but we really have no idea of the im
pact of these expenditures on the State economy. 
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Other State financial documents are not designed to show the eco
nomic impact of State expenditures. The finance division of our 
department issues an annual financial report showing the status of 
appropriation accounts and all other accounts authorized by law, the 
funds for which are maintained in the State treasury. 

This report intermingles tota1s for custodial accounts, revolving 
funds, and public enterprise funds with regular operating expendi
tures. The new finance director, who took office in March, plans to 
establish his accounts in categories which will be more meaningful 
to us in analyzing the effect of expenditures on the economy. In 1963, 
for the first time, we have summary tables in the budget document 
segregating all operating expenses of the State whether or not appro
priated. 

The finance division has kept a total of expenditures by object cate
gory, but this does not appear in the annual report either. Of a total 
of $116,960,000 expended in 1962 in all funds, 17 percent was for 
personal services and 24 percent for other operating costs. 

Grants and fixed charges amounted to 31 percent and building main
tenance and capital costs, 27 percent. At least half the grant expendi
ture went to local units of government, especially for highway and 
education. Another one-quarter of the grant amount was for wel
fare benefits for individuals. Presumably, most of this stayed in the 
State of Vermont, but many expenditures for capital construction, 
supplies, and equipment were expended out of the State. 

The information I have presented illustrates my earlier observa
tion that the State budget in Vermont, which I believe is fairly typical 
of most States in this respect, is not designed to be an economic docu
ment. Certainly, some budgetary decisions are made with an eye to
ward improving the economy of the State, but these decisions are 
made in a fragmentary way concerning individual programs only. 
Furthermore, in our State, as is true in some others, we budget and 
appropriate for 2 years at a time. It is difficult to estimate correctly 
the economy for 1 year in advance, let alone 2. "'V' e can often make 
budgetary decisions which will turn out to be in contradiction to eco
nomic needs. Vermont does not publish, as Mr. Moor's report sug
gests should be done, a revised budget once the legislature has acted. 
Nor are there quarterly reports of an economic nature concerning 
budgetary impact. 

LIttle work has been done in Vermont, and I daresay in most States, 
in developing precise analyses of the economic and social effect of 
State programs. New or expanded programs are recommended because 
they are expected to contribute to the economic or social well-being of 
the State. It certainly would be helpful to develop benefit-cost analy
ses for all programs as is suggested in your staff report, especially for 
the programs at issue. 

I recognize the difficulty in developing such analyses, but if we 
are to improve the basis for decisionmaking, the attempt must be 
made. Decisions on expanding government programs always involve 
two contradicting factors: the value of the program, and the cost to 
the taxpayer. 

The people of this country still retain a traditional suspicion of 
government, borne partly of a belief that the tax dollar is a· drain on 
the economy. A demonstration of the economic effects to both the 
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State and private economy of proposed programs in relation to costs 
would go far in answering objections based solely on tax costs points 
of view. 

The present Governor of Vermont, the Honorable Philip H. Hoff, 
has been greatly concerned with the lack of information on the impact 
of State programs on future State expenditures and the economy. He 
feels that the State has moved into new programs and new construc
t.ion without adequat.e consideration of future effects. 

He also feels that little has been done to ascertain and develop 
proper organizational and administrative arrangement between the 
State and the local unit.c; of government, especially in the face of de
mands for better schools, roads, and other services while our rural 
population and tax base are declining. 

As a result, he has established a study committee to take an inven
tory of State resources, determine the real needs of the Vermont econ
omy, determine the proper organization to meet this need, and the best 
source of funds for financing the government's role in meeting the 
need. 

The study will cost $350,000, of which $234,000 will be obtained 
through a Federal urban planning grant. This is an exceptional situa
tion in which an urban planning grant is used for statewide plan
ning, but Vermont has less than 400,000 popUlation, smaller than many 
of our cities. This study could lead to greater efforts to use the State 
budget as an economic tool. 

We should recognize, of course, that State budgets have much less 
impact on the total national economy than does the Federal. In 1961, 
the total of State and local expenditures combined equalled 14 percent 
of personal income in the United States, split approximately 7 per
cent State and 7 percent local, whereas Federal expenditures were 
over 20 percent. Within the State of Vermont alone, State expendi
tures are 11 percent of personal income; local expenditures are 7 per
cent, for a total of 18 percent. 

The impact of State-local governmental budgets in Vermont then, 
is greater than in the average State. Senator George D. Aiken has 
reported that $148 million was spent on Federal programs in Vermont 
during 1962, exceeding by $46 million the amount of Federal revenue 
collected in the State. Of the $116 million reported as State expendi
tures, nearly one-third, or $40 million, were obtained from the Federal 
Government. 

The role of State expenditures in the national economy is fragmen
tary, split among 50 States. The effect of local expenditures is even 
more widely spread among thousands of governmental units. All 
these units of government, State and local, make their budgetary de
cisions relatively independently of one another. 

State budgetary decisions are greatly affected by Federal legislation, 
especially that related to grants-in-aid. Changes in the terms of Fed
eral grants forces changes in the allocation of State resources. For 
example, congressional statutes related to aid to dependent children, 
in effect since 1935, were recently amended to prOVIde for the accel
eration of preventive social services designed to get people off the relief 
roles and make them economically self-sufficient. 

This is a highly desirable objective, but considerable money is re
quired to strengthen social services work. Even with the Federal 

99-375-63---8 
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Government providing 75 percent of the funds, compared to the pres
ent 50 percent, the new program will cost the State of Vermont money. 

Yet, apparently, under the law, if we do not participate in the ac
celerated program by 1967, we will be ineligible for further ai<fto de
pendent children grants. As desirable as the new aid to dependent 
children program is)., there are other competing and equally desir
able programs in the "tate. 

Yet, we do not have a free choice of 1?riorities in this situation, be
cause if we fail to follow the Federal aId to dependent children pro
gram, we will lose the Federal aid we are now receiving. 

As I mentioned earlier, State and local budgets must generally pro
vide for sufficient revenue to meet expenditures. Every major pro
gram decision is inevitably tied up with a question of revenue source. 
States cannot use their fiscal powers to borrow or print money the 
way the Federal Government can. 

This situation created a problem in the great depression of the 
thirties. With the sharp decline in the private economy, the Govern
ment had to prime the pumps. However, State and local govern
ments were cutting expenditures just as private business, so the Fed
eral Government had to counteract the drag created by the reduction 
of State and local expenditures. 

We can hope a similar depression will never hit us again, but it 
might be well to have a system in effect to pump money into the 
States, if necessary, to prevent reduction of State expenditures at a 
time when all government expenditures should be increased to com
pensate for losses in the private sector. 

Beyond this, I doubt that upder our Federal system and tradition 
of local independence we can feasibly coordinate budgets and expendi
tures at all levels of government to help accomplish the economic 
roles of the President and Congress. 

However, through cooperation among Federal and State budget 
and tax research officials, now much in evidence through such sessions 
as annual revenue estimating conferences, it may well develop that 
State budget decisions will be based on the same set of predictions as 
the Federal. 

This liaison can perhaps never be wholly effective because many 
State and Federal budget decisions will be based on other considera
tions than the economic. But Federal-State budget officer cooperation 
does promise a possibility of greater coordination of Federal-State 
decisionmaking than we have ever had in the past. This, coupled with 
refinement of economic analysis of State programs as a basis of State 
budget decisions, should help improve use of State budgets as economic 
tools. 

Senator PROXlIURE. Thank you very much. 
Mr. BELL. Thank you very much, sir. 
Senator PROXMffiE. Now, our next witness is Mr. James Bibb. 

STATEMENT OF JAMES W. BIBB, BUDGET DIRECTOR, STATE OF 
KANSAS 

Senator PROXllfffiE. Mr. Bibb, you are the budget director of the 
State of Kansas; right? 

Mr. BIBB. Yes, sir. 
Senator PROXl\fffiE. We are very happy to have you. You go ahead. 
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~{r. BrnB. Thank you. 
I am also president of the National Association of State Budget 

Officers. 
Senator PROXlIfIRE. Yes, indeed. I should have mentioned that. 
Mr. Bum. I, too, want to express my appreciation to the subcom

mittee for the invitation extended to State budget officers to participate 
in the hearings of the Subcommittee on Economic Statistics on the 
Meaning of tl~e Federal Budget. 

It has seemed to me that ~there has been too little communication 
between State budget officers and the Federal Bureau of the Budget, 
the staff of congressional committees, and the congressional committees 
themselves throughout the years. 

In recognition of this problem at the 18th annual meeting of the 
National Association of State Budget Officers in August 1962, in 
Denver, there was established in cooperation with the Federal Bureau 
of the Budget a Committee on Federal-State Budgetary and Fiscal 
Relations. ~ 

This Committee has been working to improve the relationships be
tween the State budget officers and the Federal Bureau of the Budget, 
to open avenues of communications on problems of joint interest, to 
facilitate the interchange of information from the States to the Fed
eral Bureau of the Budget and from the Bureau of the Budget to the 
States. 

The establishment of this Committee is, I believe, a recognition on 
the part of the States that, regardless of our personal feelmgs about 
them, the various Federal-aid programs are an integral part of our 
Government and we must work together to make these programs 
more effective in their implementation. 

It represents a recognition of the fact that there are certain areas 
where the State must work within the areas of defined national policy. 
It is nut enough to say that we should eliminate Federal aids in our 
budget when we know that this is not going to happen. Instead, we 
need to seek out ways to make the administration of the present pro
grams more effective. 

The traditional channels of communication between the States and 
the Federal Government have been through the program areas, 
program personnel of the State with program personnel in the various 
agencies of the Federal Government. 

There has been no channel through which the State officers such as 
the Governors and budget officers can communicate with their Federal 
counterparts on overall problems of State and Federal programs. 

It is hardly necessary for me to comment on the effects on our State 
budgets of the Federal budget and the Federal economic policies. A 
few comments might be pertinent, however. The estimated Federal 
funds for the fiscal year 1964 in our Kansas State budget totals $96.6 
million in the budget submitted by the Governor of $399.4 million or 
in excess of 24 percent of the total. 

In passing, I might note that these estimates of the receipts of Fed
eral funds are in most cases made by State agencies prior to the time 
that we have any certainty as to what the Federal aids actually will 
be because Congress has not yet acted on the programs. 

Yet, it is necessary for the States to plan the operations of each of 
its State agencies and to assure adequate financing for carrying out 
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their prog-rams. This means that we must, in the State, assume cer
tain contmuing levels of Federal aid and certain requirements for 
Federal matching. 

While this hearing is not directly pertinent to the problem, I would 
point out once more the need for a greater degree of certainty in the 
pI aIming of Federal grants and for a greater degree of flexibility to the 
States in fitting these Federal grant programs into the States' fiscal 
operations and into the administrative organization of the States. 

Perhaps more pertinent to the subject of this hearing is the require
ments of the State budget officers and State governments in projecting 
their future receipts for as much as 30 months, as in the case of our 
own State. I do not need to stress the importance of such indicators 
as gross national product, personal income, and other measurements 
of economic actiVIty, all of which depend upon the activities of the 
Federal Government and the effect of the Federal budget. 

I might comment that the matter of time is important in obtaining 
this material as the budget cycle in State governments parallels the 
Federal cycle. The States are not able to wait until the Federal 
budget is sU'bmitted to Congress to make their estimates of revenues 
for future years. 

In addition, many States are restricted from borrowing so that ac
curacy in revenue estimating is required. 1¥" e are working with the 
personnel in the Federal Bureau of the Budget to explore this avenue 
to see if more pertinent data cannot be made available from the Fed
eral Bureau of the Budget to the States early enough to enable us to 
take Federal policies and spending levels into account in arriving at 
our State revenue estimates. 

The fact is that we need the information on the general economic 
assumptions being used in the Federal budget at the same approxi
mate time that the Federal Bureau is developing it and evaluating 
their Federal budget program. 

In addition to the ObVIOUS impact of Federal spending on gross na
tional product, in many of the States the impact of Federal programs 
and plans is one of the most significant aspects of State economic 
planning. This is certainly true in Kansas. 

A few quotations from the 1962 Report of the Governor's Economic 
Development Committee "Economic Development for Kansas--An 
Action Program" will indicate the impact on a State such as Kansas 
of Federal programs. The following statements are pertinent: 

A report prepared by the U.S. Government shows that Kansas had 30.2 percent 
of its total manufacturing employment engaged in defense production in 1960. 
This was the highest percentage of any State in the Nation. 

Kansas, in 1960, had 35.7 percent of the total military population of the west 
north central area. During the past 8 years (1952--60), Kansas military popu
lation has declined 20.5 percent while that of the west north central area has 
declined only 3.9 percent. 

Actually, the area showed an increase in military population of 5,000, while 
Kansas lost 9,000. The percent lost in the area was therefore caused by the 
Kansas decrease. 

These two statements give some indication of the importance of 
Federal programs in arriving at the behavior of the economy in 
Kansas, and I would assume that this would be true for any other 
State. 
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Briefly, in passing, I would mention the action of our recent legisla
ture in esta:blishing in our State government an office of economic 
analysis with a chief economist, council of economic analysis and an 
economic research advisory committee. The agency will coordinate 
and use its resources and functions for the purpose of encouraging a 
maximum of economic growth and development and provide the peo
ple of the State with "extensive and, insofar as possible, integrated 
knowledge about the economic performance and the prospects for the 
economic growth and development in the State." 

One of its specific duties will be to "appraise the impact of Federal 
programs and activities of or in other States as they affect the econ
omy of this State, and to advise the Governor of such appraisals and 
evaluations." 

Again in passing, I ',ould like to point out to the committee the 
research in State budgeting being conducted by the Committee on 
Budget Research of the National Association of State Budget Officers 
which may be of valne to this committee and others interested in com
paring the State budget processes with that of the Federal Govern
ment. 

In reading the excellent report prepared by the Subcommittee on 
Economic Statistics "The Federal Budget as an Economic Docu
ment" I noted that the committee staff had to correspond with various 
States to obtain information on the capital budget procedures in 
State government. 

The Committee on Budget Research of the Nat.ional Association of 
State Budget Officers has been functioning for several years and has 
been encouraging universities and other research organizations to do 
research in the area of State budgeting. Prof. James W. Martin, of 
the University of Kentucky, has issued two monographs on State 
budgeting procedure (No.1, "The Organization, Role, and Staffing of 
State Budget Officers," and Xo. 2, "Preparation, Review, and Execu
t.ion of the Operating State Budget") . 

Dr. Martin now is working on a report on capital budget.ing. In 
addition, the committee, through the Council of Stat.e Government.s, 
will publish in the near future a manuscript by Prof. A. M. Hillhouse, 
of Cornell University Graduate School of Business, on "State Capital 
Budgeting." 

I am sure this publicat.ion, as well as the publication of the Uni
versity of Kentucky and other research studies sponsored and en
couraged by the Committee on State Budget Research, will add to our 
knowledge of State budgeting and hence will be useful in reviewing 
whether some of the techniques used by the States will be applicable to 
the Federal budget process. 

As president of the National Association of State Budget Officers, 
I would like to extend an invit.ation to the staff of the Joint Economic 
Committee, as well as to the members of the committee if they should 
be so inclined, to attend the annual meeting of the National Associa
tion of State Budget Officers, August 18-22, 1963, in Portland, Maine. 

Some of the topics that will be discussed at this meeting include 
such subjects as (1) "St.rengthening Our Federal System Throue-h 
Improved Intergovernmental Relations"; (2) "Establishing Liaison 
Between State Budget Officers and Federal Program Agencies"; (3) 
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"State Capital Budgeting and Planning"; (4) "A Workshop on the 
Liaison Program With the Federal Bureau of the Budget," and other 
similar topics. 

As your committee expands its work participation by the committee 
staff in the deliberations of the National Association of State Budget 
Officers might well prove valuable to the committee in their under
standing of the role of budgeting in the States and the interrelation
ships between the Federal budget and the State budgets. 

It would be presumptuous for a State budget officer to come before 
this committee and indicate that he could change the format of the 
Federal budget to improve its utilization as an economic document. 
Some observations, however, may serve as a basis for discussion and 
further study. 

Our Kansas budget, and I believe most State budgets, have been 
converted from budgets dealing with new obligations (or new ap
propriations) into expenditure budgets in which we attempt to project 
the rates of expenditure by programs for the ensuing periods. 

Because our State is not able to borrow to meet obligations, we are 
required to project our expenditure rates and our revenue receipts by 
months and quarters to assure adequate operating balances. 'Ve have 
found many advantages in using expenditures instead of "new obli
gations" as the basis for our budget. I would feel that a change in 
the direction of expenditure budgeting might have merit. It is not 
the new obligations that affect our State's economy but the total ex
penditures of our State agencies that determine the level of agency 
programs and the effects of these programs on the economy. 

Let me point out, however, that in placing our major emphasis on 
expenditure budgeting, we have not eliminated the use of information 
concerning new appropriations (or obligations). In fact, for some 
purposes of analysis the information on the level of new obligation 
authority is a better basis of measurement, for example, in planning 
the capital budget. No one method, no one schedule or index, can 
supply the information required to make intelligent decisions on the 
budget. 

Long-range budgeting, both for operational expenses and capital 
projects, is becoming more necessary to plan the State's fiscal pro
grams. We are all experimenting III this field. We, in the States, 
are following with interest the efforts of the Federal Bureau of the 
Budget in this regard. 

Budgeting by the phases of the moon, the lOO-yard-dash system of 
budgeting, IS becoming less than adequate to meet the planning and 
programing needs of modern government. The full impact of elec
tronics on this problem is one of the fascinating frontiers that is 
before us. mether it is a "New Frontier" I do not know. 

The distinctions between operating budget, grants-in-aid, and 
capital budgets found in many State budgets perhaps may be llipplica
ble to Federal budgeting to an extent not now utilized. mile the staff 
report of the committee did not take a position on this proposal (a 
current budget and a capital budget), the inclusion in the report of an 
extensive appendix dealing with the subject would indicate that the 
committee may be interested in further work in this area. The studies 
that I mentioned before may be of help to the committee in this con
nection. 
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Most of all I would like to see more projections, either in the budget 
or i~ additio~al J?ublications. of th~ President's Council of Economic 
AdvIsers proJectmg the natIOnal mcome and product accounts, not 
only for the budget year but for more extended periods in the future. 
These studies would be helpful to the States in their efforts in long
range forecasting. 

I would say, m passing, that much of the development of more 
meaningful economic statistics and forecasts may be better placed in 
an agency other than the budget officers. The pressure of the budget 
cycle on a budget officer at either the Federal or State level is such 
that some analysis must come after the budget is published. 

We tend to expect too much from our budgets. But the room for 
improvement in our budgets is sufficiently large at either the Federal 
or State levels. 

The use of economic forecasts are so much a part of the budget 
process that budget offices cannot divorce themselves completely from 
either the development or use of economic statistics-my point is sim
ply that there is more to the problem than the production of the 
budget document. BUdgeting is a process of which the budget docu
ment is only one phase. 

The State budget officers, through the National Association of State 
Budget Officers, stand ready to cooperate with this committee and its 
staff in any studies that can be undertaken which will improve either 
the Federal budgeting program or the States budgeting programs. 
You have only to call on us. 

Thank you. 
Senator PROXMIRE. Thank you very much, Mr. Bibb. 
The next witness is Mr. Fred Schuckman, director of the budget of 

the State of Wisconsin-I mean, Connecticut. 
If I am going to make a slip that is a good one to make. 

STATEMENT OF FRED A. SCHUCKMAN, DIRECTOR OF THE BUDGET, 
STATE OF CONNECTICUT 

Mr. SCHUCKMAN. Mr. Chairman, I once lived in Wisconsin. 
Senator PROXMIRE. Well, that is appropriate then. We would like 

to have you there now. 
Mr. SCHUCKMAN. It is an honor and a privilege to be invited to 

testify before this subcommittee. It also is a responsibility which, in 
my case, I have interpreted as being primarily that of a State budget 
officer reviewing the recent developments and proposals with refer
ence to the format of the Federal budget as they might affect State 
budget procedures. 

However, in commenting briefly upon the specifi'C changes recom
mended in chapter 9 of the excellent study paper prepared for your 
subcommittee last year, as it has been suggested I do, my role probably 
should be construed as that of an interested citizen who has done 
some teaching in the fields of government and economics, was one
time staff member of the Bureau of the Budget, and has had some 
contact with budgeting in foreign countries, rather than simply that 
of a State budget officer viewing Federal budget concepts as they 
directly bear upon State budgets. 

I would like to say at the outset that I came here with some con
fusion as to exactly what it was that was expected of us. 
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'Vhether this was to be more in the nature of a critique of a study 
paper that you people prepared last time, and proceed from there, or 
whether it was in an effort to perhaps suggest some things that we 
in State budget work do that might be applicable to the Federal Gov
ernment, I was not entirely sure. 

I made a few assumptions, knowing my colleagues would be here 
and knowing the kind of statements that they would present, and I 
will not repeat what they say. 

One assumption was whether we could really contribute something. 
Senator PROXMIRE. I think that was an intelligent assumption, too, 

and the objectives that you mentioned are appropriate and desirable. 
Mr. SCHUCKMAN. W"ith reference to the first, to the study paper 

that was prepared last year, I would simply like to say that each of 
the 14 specific recommendations contained in chapter 9 of "The Federal 
Budget as an Economic Document," as well as the two general pro
posals, would, if adopted, make the Federal budget a more meaningful 
document. However, insofar as making any particular contribution to 
State budgeting is concerned, only a few of the recommendations 
would, in my opmion, be significant. 

It so happens that my State operates under a biennial budget with 
biennial legislative sessions. As we begin the budget cycle we are 
looking 3 full years into the future. Our first real position fix in sub
mitting a tentative budget to the Governor must, by law, be made 
almost 8 months in advance of the beginning of the biennium to be 
financed. Again, by law, the Governor must submit his recommended 
budget to the legislature some 4V2 months before the beginning of the 
2-year period covered by his recommendations. 

Coupled with this is the legal requirement to submit a balanced 
budget as well as to take every step possible to avoid a deficit as the 
result of the biennium's o]?erations. Further, in the case of the State, 
any deficit which may eXIst as of the close of any fiscal period auto
matically becomes a prior lien against the revenues of the succeeding 
fiscal period. Thus a failure to achieve balanced operations usually 
requires the imposition of new or increased taxes immediately. The 
State cannot defer action in such case. "The moment of truth" must 
be faced then and there. 

Senator PRonHRE. May I interrupt you here to ask this question? 
Does this mean that you were not to incur debt for a period of a 

year or two? 
Mr. SCHUCK~fAN. Not for operations; no. "Ve may incur debt for 

capital projects but we are supposed to maintain a balanced budget 
and, as I say, if we miss at all in preparing a balanced budget the 
deficit must be taken care of--

Senator PROX~IIRE. Is that a constitutional requirement? 
Mr. SCHUCK~fAN. It is primarily statutory. and then custom, but 

we are not legally able to indulge in deficit financing as a policy. 
It is true that occasionally--
Senator PROX::IIIRE. 'Vhen you say "legally" that means that any ses

sion of your legislature could change it? 
Mr. SCHUCK.MAN. They could; yes. 
Under such circumstances, the adequacy and realism of both revenue 

estimates and expenditure requirements become really critical. The 
impact of the Federal budget upon the national economy on the one 
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hand and upon various Federal program areas on the other must be 
interpreted by the State budget officer and, hopefully, be translated 
into the probable effect upon his particular State. 

Unfortunately, the matter of timing seems an almost insuperable 
obstacle to the use by the State of the Federal Budget itself in an ef
fective way. vVe, for example, start our budget projections in the 
early fall of each even-numbered year. Our work on the State budget 
for the biennium beginning July 1 of each odd-numbered year must be 
almost completely wrapped up by the time the Federal budget is 
released. 

As far as revenues are concerned, we do participate in the revenue
estimating conference in the fall at which various Federal officials, in
cluding Bureau of the Budget representation, are in attendance. 
These, of course, are helpful, but there usually is something less than 
complete lmanimity among the experts and the Bureau people cannot, 
nor can we expect them to, make any commitment as to the particular 
estimates which will be used in the Federal budget to be submitted 
the following January. 

And this IS in line with one of the recommendations made in your 
study report. 

Nonetheless, it would be most helpful to have, even belatedly, not 
only the projections in the budget document but also the economic 
assumptions underlying them. 

Useful, also, would be the incorporation of executive agency data 
on economic impact, as suggested in your study document. Estimates 
of economic impact of new policies by calendar quarters projected for 
2 years certainly would be of value. Most certainly, the publications 
of current data at least quarterly to indicate any changes in Govern
ment fiscal policies or assumptions would be most welcome. 

Turning for a moment to the expenditure side of the coin, I would 
like to point out that present Federal budgetary and appropriation 
practices with reference to grants can pose real problems to State bud
get officers. Some, but I would hope not all, such problems may be 
inescapable. 

Nevertheless at least passing reference to a few of them may be in 
order. Perhaps the chief problem lies in timing. At the time when 
they must adopt their own budgets, including programs or functions 
for which Federal matching funds are or presumably will be available, 
States normally are in the dark as to actual State requirements. 

Where full initial financing must be by the State with the Federal 
contribution coming later as a reimbursement, the difficulty is com
pounded. And for those States which adopt budgets only biennially, 
the situation becomes even worse. If some greater degree of predicta
bility could be introduced, as has been done for highway grants, States 
could do better and more intelligent planning of their own fiscal affairs. 

A second general area upon which comment was invited by your 
subcommittee was the applicability of State budget practices to the 
Federal scene. Frankly, I am not at all certain that much of value 
can be offered by me. There are certain rather basic differences which 
can be noted and there may be elements of transferability. The fu]] 
implications of any possible changes should, however, be thoroughly 
explored. 
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One point of difference worth noting is one commented upon in 
your own study paper, that is, the lack of distinction in the Federal 
budget between capital and current operating items. No position was 
taken in your study upon this point although a rather lengthy ap
pendix on the subject was included. 

My feeling is that the Federal budget would be a more comprehen
sible document were some such distinction to be made and that its 
value as an economic document probably would be enhanced. 

I would like to add I certainly would want to make it clear that, at 
least to me, a capital budget and borrowing are not necessarily 
synomyous. 

This apparently is a feeling that many people have and one that 
was expressed, I believe, by one of the first witnesses to appear before 
your committee in this serIes of hearings. 

A second point involves the number and type of funds and a corol
lary question of the extent to which expenditures must be authorized 
by appropriations. In my own State, for example, we have made 
every effort possible to reduce the number of operating funds. 

~Vhile we have not yet achieved the status of one or two of our 
sister States in getting down to one, we have moved over the past few 
years from almost 200 to a bare handful. The only operating fund 
of any consequence now outside our general fund is the highway fund 
which enjoys dedicated revenues which apparently are sacrosanct. 

The elimination of the previous myriad of specia1 funds has made 
our budgeting and fiscal operations generally much more understand
able and manageable. Incidentally, it was accomplished, in some in
stances, in the 1ace of the strenuous opposition and the dire threats 
of certain of the program people in some of the Federal agencies. 

I might add that none of the dire threats have really come to pass 
when we faced up to them, but a lot of people had a considerable 
amount of timidity injected in their approach to this. 

One of the bvproducts of this change, initiated 'largely for adminis
trative and management reasons, has been the much more effective 
scrutiny now given many of these functions and programs by the 
legislature. By putting practically all operations, except highway, 
in the general fund, we also have substantIally achieved the situation 
where all appropriations are gross, not net. 

This, of course, was another one of the points that was made in your 
study paper. 

A major point of difference between the Federal approach and that 
of most, if not all, States is the use at the Federal level of the obliga
tional authority. We operated upon essentially a cash basis. Al
though future requirements may be projected, no authority is granted 
to make any actual commitments except through the appropriation 
process. In this connection, the State practice of separating current 
operating and capital requirements must, of course, be recognized 
together with the use in many cases of bond authorizations to finance 
major capital projects. 

A major difference also lies in the legislative handling of the budget. 
'Ve seek to have the budget include all executive recommendations for 
expenditure. It is, therefore, a unified and complete plan as sub
mitted. The legislature handles it in the same manner. 

mile we also use subcommittees of the appropriations committees, 
which incidentally normally meet and hold hearings jointly, separate 
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a pproJ?riation bills are not reported. The entire budget is handled 
as a SIngle appropriation bill, all subcommittee reports and recom
mendations having been integrated by the full committee in execu
tive session. Further, any spending proposals involving spending 
introduced outside the Governor's budget, may be heard mitIally by 
subject matter committees but then are referred, together with the 
hearing transcript, to appropriations. 

Normally no final action is taken on them individually, such action 
being reserved until consideration has been given them all. The usual 
practice then is to consolidate all those given committee approval into 
a single appropriation bill which we call the "baby" budget. 

The net result is that very few spending proposals are considered 
or acted upon singly or out of context. 

If a budget is truly to serve its fundamental purpose it should 
represent a complete, balance, and integrated plan. Regardless of 
how well a budget may be formulated by the executive branch, what 
actually emerges will be no better than the legislative treatment ac
corded it. 

The present piecemeal manner in which the Congress handles what 
was presented as an integrated fiscal plan almost inevitably, in the 
opinIOn of myself and others, negates to a considerable degree one of 
the basic concepts of sound budgeting. This is the more surprising 
and regrettable since the desirability of congressional consideration 
of and action on the budget as a whole was so clearly recognized in 
the Reorganization Act of 1946. In closing I would like merely to 
observe that in the matter of legislative budgetary action the practice 
of my own State, for example, conforms much more closely to the 
precepts of the Reorganization Act adopted by the Congress than does 
that of the Congress itself. 

Senator PROXMIRE. Thank you very much. 

STATEMENT OF PAUL WILEDEN, BUDGET DIRECTOR, STATE OF 
MICHIGAN 

Senator PROXMIRE. Our last witness is Mr. Paul Wileden-is that 
correct, sid 

Mr. WILEDEN. "Wileden." 
Senator PROXMIRE. Mr. Paul Wileden. I beg your pardon. 
And, Mr. Wileden, you are the budget director of the State of 

Michigan~ 
Mr. WILEDEN. That is right, sir. I am also assistant controller 

and director, budget division, Michigan Department of Administra
tion. 

Senator PROXMIRE. We are happy to have you here. 
Mr. WILEDEN. Thank you, Mr. Chairman. It is a great pleasure 

to be here. 
The subject of this congressional hearing is, indeed, I think, an im

portant one. This fact IS underlined by the highly qualified group 
of witnesses who have thus far appeared before you and are yet to 
testify. 

It is a privilege to join in contributing some observations from the 
viewpoint of State Government regarding the influences of budget 
processes on the national economy. 
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As end man on this afternoon's panel group, I feel my role has two 
apparent characteristics. 

One can be brevity and the second, summarization, perhaps by coin
cidence, of the main points already made by my colleagues in their 
earlier presentations. 

Therefore, the following comments will center around three main 
points: first, the relative significance and role of State budgets in 
our economy; second, utility of presently structured Federal budgetary 
data to States; and lastly, some comments on economic development 
at the State level. It is hoped that there is a minimum of overlap or 
duplication of earlier presentations by my colleagues from the other 
State budget offices. 

At the outset it is well for us to note the relative significance in the 
economic fabric of governmental finance at the sub-Federal level. 
Accordin~ to a recent count there are some 100,000 governments operat
ing within the framework of our national economy including, of 
course, the 50 States. In the past decade these "other governments" 
have expanded dollarwise more rapidly than gross national product, 
increasing from less than 7 percent to more than 10 percent of GNP. 

During this same period nondefense Federal spending has decreased 
in percentage relationship to GNP although, we all recognize, total 
Federal spending, of course, represented a considerably larger propor
tion of GNP than did State and local governments. 

Within the State and local government sector we should also note 
that, while governmental expenditures in 1950 split almost evenly 
between the State level and local units, the States have now dropped 
somewhat behind the total expenditures of local governments. Thus, 
State budgets today, while still relatively important, in dollar terms 
are not experiencing a rate of growth as rapid as that of our local 
governments. 

And I think this represents a rather interesting indicator of our 
local governmental economic fabric. 

Turning now to State budgets as economic policy tools, it is gen
erally recognized that they have serious limitations. First of all, a 
State does not represent an adequate economic entity; its share of the 
total economy is too fragmented and small. Further, the States 
possess neither the legal powers and responsibilities nor the fiscal ca
pacity to exert a very effective impact on the distribution or stabiliza
tion of income and employment. There are other limitations on the 
States capacities to coordmate in any extensive manner as counter
cyclical fiscal forces. 

A recognition of these State-level limitations makes it vitally im
portant that advantage be taken of every opportunity at the Federal 
level for implementing or contributing to economic policy objectives 
which, of course, are becoming increasingly world oriented. 

Yet, so long as we have multilevel gO\-ernment, attention must be 
given to the implications of political federalism for effective fiscal 
and economic policy. About the most which may be contributed by the 
State ~lUdget process is to be reasonably in phase with the promotion 
of natIOnal goals. 

For many State purposes, data now in the Federal budget can be 
generally helpful. 

At least we, in Michigan, use it a great deal. 
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In broad terms, the information on gross magnitudes of Federal 
spending and functional distributions, as "ell as shifts in program 
emphasis, is of value to State budget formulation. Numerous tech
nical schedules, such as the special analysis on Federal aid to State 
and local governments, also sene specialized needs within limited 
.applications at the State leyel. 

In general, a major drawback for greater usefulness of these data 
reenters on timing factors. For one thing, the short-range value of only 
:a I-year budget period does not prove a fully adequate basis for com
prehensive program planning and implementation. 

An indication of projected levels of near-term program activity 
:and objectives, within which the annual budget fits, would be of 
material value. At the same time near-term objectives are developed it 
would be extremely useful if they could be identified with available 
measures of the social wants to which the Federal budget formulations 
relate. 

Another timing shortcoming stems from the frequently protracted 
delay in final enactment of the Federal budget-and, 'as Mr. Schuck
man pointed out, it is a rather fragmented process-leaving agencies 
and programs at all levels without positive assurance of ultimate dis
position until after the related fiscal year is well underway. 

The impact of such occurrences can take several forms of irretriev
able social loss, not to mention the administrative complications in
,duced by the uncertainty and delay. 

There are, moreover, a number of limitations on the Federal docu
ment in terms of economic characteristics. Experience has demon
:strated that an ideal budget system to meet multivariate user inter
.ests, and keep it in one bookshelf, at least, may not be readily achieved. 
Those of us who have been engaged in the field of public budgeting are 
painfully aware of these complIcations as well as of the complexities 
:and limitations to progress and desirable change in the budget process. 
Yet the possibilities for improvement in any endeavor are always 
worth further consideration as situations change. 

As now constituted the Federal budget is largely input, rather than 
.output, oriented. And aggregate data are not available in terms of 
types of expenditures-that is, payrolls, equipment, and capital out
lays-or of sectors of the economy-that is, agriculture, manuractur
ing, et cetera-within even broad areas of geographic distribution. 

Such economic characteristics would be of significant value in the 
development of a much needed system of economic information for 
.subareas such as States or regions. 

In other words, it would be an element or a component of a gross 
State product. 

One immediate practical application for this type of information 
relates to the more sophisticated attempts to refine budget revenue esti
mates through the construction of state or regional econometric 
models. 

We have experimented in Michigan, and we find that there are 
some potentials here but we are hampered by the lack of data. 

To a certain extent, the urgency for achieving more comprehensive 
economic data increases with each new advance in automatic data 
processing. 'With these tremendous new tools the whole scope of eco
nomic analysis appears destined for great change within the rela

. tively near future. 
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The rate of progress will depend greatly upon the availability of 
adequate detailed data to feed into electronic computers in order to 
project vital information needed for informed future economic 
decisionmaking. 

In this connection, leadership by the Federal Government in the use 
of economic character classifications for budgetary and fiscal policy 
purposes certainly merits mention. While State and local govern
ments may have only limited need, or use, for these classifications, 
which rest on national income accounting, the approach seems to hold 
considerable promise for formulating economic policies of stabiliza
tion, capital formation and better living standards. 

Although having some limitations and presenting some problems, 
an economic character classification for gaging the impact of the Gov
ernment's budget on the economy can be particularly useful in analyz
ing the consequences of public policy decisions in terms of claims 
on the various sectors. 

As component parts of the national economy, the States naturally 
have an interest in the contribution which this type of budgetary 
classification may make to improve public policy decisions through 
better appraisal of the impact of governmental activities. 

A rismg interest in economic development has been reflected in 
postwar State budgets despite some of the obvious limitations cited 
earlier. In part, these results from an awareness that a vibrant 
economy is of fundamental importance to the social well-being of all, 
and that while State government by itself cannot provide true and 
lasting economic expansion, an efficient and effective public adminis
tration constitutes a major requisite condition for economic develop
ment. 

I think we all recognize that abundant resources (natural, human, 
material or fisca;!) do not, of themselves, assure successful develop
ment of any enterprise. In large measure it is the manner in which 
these resources are managed that steers the course to success or some
thing less than the desired goal of avoiding economic waste through 
under- or over-utilization. 

At this point, of course, we are faced with issues which center on 
normative values and extend well beyond the scope of the present 
discussion. 

State governments have a very important responsibility to increase 
the effectiveness of the determinants of economic growth consonant 
with accomplishments of society's overall .goals. Organizationally, 
t.his leadership is reflected and implemented through the budgetary 
process. Functions include conserving and developing natural re
sources, providing a 1?roper environment for production as well as 
stimulating and assistmg the private sector to develop properly and 
adequately. 

Through these broad functions State governments can contribute 
either positively or negatively to the long-run advancement of the 
economy. The prime challenge is job creation through a favorable 
economic climate, governmental financial integrity, creation of a strong 
consumer market attraction and establishment of a forward-looking, 
modern governmental structure. 

And I might inject that Michigan may be in a position of a poten
tialleader here in view of the fact that a new State constitution has 
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been adopted as of April 1, which will require, under this new docu
ment, the restructuring of our administrative organization into 20 
principal departments. 

There is great need at top levels--
Senator PROXJ\ITRE. How many departments did you have before? 
Mr. WILEDEN. We had a little over 100. It is hard to get a precise 

count. 
Senator PROXMIRE. Nobody knows? 
Mr.1VILEDEN. It depends on the definition, sir. 
One of the concluding points that I would like to observe, and it 

was pretty well covered before, is that there is great need at top levels 
of State government for enlightened policy decisions in terms of 
adopting an orderly program for economic progress. 

Thank you very much. 
Senator PROXMIRE. Thank you. I noticed that you omitted your 

last sentence. 
Mr. WILEDEN. I'm sorry. I was omitting it unintentionally. I 

will put it in the record. 
The challenge is, as John Galbraith notes in his "Affiuent Society," 

how to break with the conventional wisdom of the past and accept 
change as well as overcome apathy. 

Senator PROXMIRE. Very good. I think that is a good sentence to 
end on. 

Mr. Bell, in your presentationz you begin to discuss something that 
I think all of you gentlemen reterred to, and that is the problem of 
timing. 

I served in the State legislature in Wisconsin briefly, and I ran for 
Governor several times but never made it, but I was very conscious of 
the fact that, as you say, the budget has to be made up, I imagine, by 
budget directors in the summer of an election year or at least of the 
even year, and then the Governor-elect, who has just finished a hard 
campaign and has, in many cases had no State experience at all, and 
in some cases very limited State experience, comes in and it is his 
budget. 

This is common, I think, in our country. I know it is true in our 
State, and in most States this is the case. 

He then goes to work on his budget and the next few weeks before 
the legislature convenes he has to decide what he is going to do for 
the next 2 years, including part of his second term or his successor's 
term. 

WHY IS THIS A FEDERAL PROBLEM 

Is not the principal problem a state problem of somehow working 
out some more rational approach to this situation? 

The Federal Government, as I see it, can contribute better than it 
has perhaps in the way in which some of you gentlemen have sug
gested, but is not the basic problem, that you do start in JUly to 
work a plan to take effect over a period of 30 months, as it has been 
said, in advance? 

Mr. BELL. Yes. 
Senator PROXMIRE. Thirty-six months. 
Mr. BELL. Pretty close to it. 
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Of course, the Governor elect himself has quite a problem, however, 
I think it is comparable to the Federal in that the, as I understand it, 
Federal budget is presented by the outgoing President every 4 years. 

In 1961, as I recall it, President Eisenhower delivered a message 
and submitted a budget and 2 weeks later he was out. 

At some later drute then President Kennedy, I believe, made some-
Senator PROXl\URE. That works pretty well. That works pretty 

,,·ell, it seems to me, here. 
Either of these things have their weaknesses. You can say people 

choose a new party or choose a new man, and they want a new policy 
but it is just so extraordinarily hard to have any kind of efficiency 
with this arrangement, and if the new man wants a new program, 
especially with the honeymoon he can usually get it. 

I mean, if he wants to make changes in his predecessor's budget. 
So that the first Kennedy budget would be, after he has had a chance 

to get in and work for several months--
Mr. BELL. I guess that may have some advantages. 
Of course, the Governor usually has relatively few changes he 

would make. 
Senator PROXl\URE. 'VeIl, in Vermont I suppose that that may be 

true but in some of the two-party States we have a pretty drastic 
difference or shift in opinion. 

I am sure Vermont is a two-party State-
Mr. BELL. W e have a two-party State now, yes. 
Senator PROXMIRE. Yes. We always think of Vermont in that im

mortal phrase of 1936 "As goes Maine so goes Vermont," when those 
two States alone remained faithful to the Republican Party. 

Mr. BELL. I tell you, it is still primarily Republican, but we do 
have a Democratic Governor, and I think he particularly felt this 
problem when he came in. 

But the problem he hits is as you say, he is trying to make some 
decisions very quickly, and it possibly could be that the State's budget 
cycle should be delayed somewhat so toot the budget is submitted to 
the legislature perhaps in April or May. 

However, traditionally, all State legislatures by their constitutions 
meet in January and many of them have very limited sessions. 

Legisl'atures are allowed, by constitution, in many States ,to meet 
only 60 days or 90 days or something of this sort. Vermont happens 
to be unlimited in this respect. 

They can go on as long as they want. But this is one aspect that 
ties into the whole constitutional structure. 

The setup of the legislature, I think, goes back to the days when 
legislators came into town during the winter because that was when 
they did not have to plow the fields, and the whole cycle of elections 
and taking office, and so on, I think, is aff~ted in thIS process. 

But I agree with you that it is an irrational process now. 
Senator PROXMIRE. And the prime correction has to be in the State, 

although the Federal Government can do a number of things that 
can be of some value-

Mr. BELL. Concerning our discussion of tile Federal-State relation
ship, I do not believe you were thinking of this particular aspect, al
though possibly-we know Congress does not ma;ke its decisions often 
until August and--
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Senator PROXMIRE. Last year it was October. 
Mr. BELL. If it could be changed, it would be better, but this would 

necessitate a recycling and a rethinking of the entire State legislative 
process. 

Senator PROXMIRE. Mr. Schuckman, did you want to comment ~ 
Mr. SCHUCKMAN. Well, I think on this, that this matter of the 

timing we concede is awkward. 
However, there have been some advantages and I think an effort 

has been made to get some kind of integration of fiscal year periods 
because of the way a lot of these programs are run. 

I think it would cause some problems if States, most of which use 
a July 1 through June 30 fiscal year, as does the Federal Government, 
try to change very drastically. 

But I think there are a couple of things that might be considered. 
lknow, in putting together these comments, I found myself, for 

example, in somewhat of a dilemma at one point. There is talk a:bout 
the obligational authority of the Federal Government, and many peo
ple look upon this with some trepidation, as confusing the issue and 
letting things get a bit out of control. Yet looking at it from the 
State's standpomt, for instance with respect to grant programs the 
place we would have the least difficulty would be where the obligational 
approach is used. 

For example, the highway program is much more predictable be
cause of its being set in advance. So at this particular juncture one 
finds himself torn between a point of view with respect to the efficacy 
of something from the Federal standpoint and a contrary feeling as 
to the effect upon the State, but I do think that there is one thing that 
perhaps would help. 

This is somethmg which has bothered me for a long time. It 
bothers me somewhat in the approach of this study committee and 
others. This has been what appears to be some confusion of a budget 
and an accounting statement or a report. 

Now, I do not think we can expect that the Federal budget cycle 
is going to be changed very drastically. There are certain things that 
are not going to be nailed down until the budget is presented; in fact, 
even subsequent to that, until the Congress has acted. 

There are some things, as a matter of information, which might be 
of use to a State in trying to do its work that perhaps could be released 
somewhat earlier. Certainly insofar as any of the economic data are 
concerned upon which deciSIOns or conclusions would be reached, that 
would be true. 

I do not know that the answer to that is trying to include all of these 
things in the bud&et document which, according to the calendar aga.in, 
is not going to be presented by the President until sometime in 
January. 

Senator PRonIlRE. Now, the economic data on which predictions are 
made, that is on which you make your assumptions and on which you 
base what your taxes or your tax rates are gomg to bring in--

Mr. SCHUCKMAN. Yes. 
Senator PROnIIRE (continuing). Now, this is something that. of 

course, is reported regularly in the economic indicators and in the pub
lications by various agenCIes independent of what the Congress may 
do or what the budget may do. 

99-375-63--9 
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Is that not correct ~ 
Mr. SCHUC1UIAN. ·Well, this is true except that I cannot help but 

have a feeling that in the eyes of some people at least the inclusion of 
this, in one single document, namely the Federal budget, is a goal to be 
sought. 

I think some of these data will have to be handled outside of the 
budget as a document. 

Senator PROXMIRE. Let me ask you gentlemen if, in the estimates 
that are made of revenues, if a great deal of reliance is placed or can 
be placed on them in view of the timing of the report of the Council 
of Economic Advisers, the President's economic report? 

Now, that comes out in January of each year. ·Would it be helpful 
if there were a second report? 

,Ve have discussed the possibility from our standpoint of having a 
second report around July l. 

Would such a second report in July be helpful? 
Mr. SCHUCKMAN. I think they may be, but there again you start 

out with any budget making certain assumptions which mayor may 
not prove out to be accurate. 

At least, however, you can identify the assumptions upon which you 
make your projections and then you know how far you have. to qualify 
the projections as actual experience develops against which to check 
the assumptions. 

You know the exte.nt by which you are likely to be off, and the sooner 
you know this the more quickly you can try to make whatever adjust
ments are possible so that you can come out as close to a balance as 
you are able to do. 

Senator PROXMIRE. All right. 
Now, Mr. Bell, in your statement, you say "The use of budget figures 

to show economic impact is further vitiated because the total appro
priated budget may not all be expended within the State." 

This is indicating that in Vermont you cannot give very great weight 
to the economic impact of your budget since what happens in Massa
chusetts or in New York and so forth, may be more important to your 
economy. 

Mr. BELL. That is true. 
Senator PROXMIRE. Does this mean that any estimate made of the 

effect of State spending on the State economy in a State the size of 
Vermont would be of little value? 

Mr. BELL. I think it could be made. 
How closely, I am not sure. I think I pointed out here that we 

have just not made any such estimates, so that we are just vaguely 
aware of these effects and while I mentioned the impact of the State 
budget on the total State economy is not as much as the Federal, 
it is fairly substantial and would have some effect on it. 

Yet, we do not have the statistical information, in our State at 
least, to really determine what that effect is, and it is just one of these 
areas-I mean, I think your whole study points out to me things that 
we ought to be thinking about, too, in terms of improving our own 
statistical information and economic analysis. 

Senator PROUlIRE. I imagine that one of the programs in all States 
that would have the most direct and largest economic impact would 
be the highway program and, of course, there it depends on what is 
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brought in by gasoline tax, what the Federal Government provides 
with its share-

Mr. BELL. But even there you do not lrnow how much of that is 
expended within the State. 

In other words, Vermont being such a small Stat~, I think on the 
interstate program we have not had one Vermont contractor obtain 
a contract even though there had been a definite attempt to get them . 
by keeping the job, in highway miles, small for each contract. 

And yet the contracts have been going to Canadian firms or to 
Massachusetts or to some other place. 

Now, these people hire local labor and they buy some materials 
locally and some outside and I just do not lrnow how much impact 
there is, but all of the money does not stay in our State. 

And so we cannot measure that effect. 
Senator PROX~IIRE. How about the educational programs? 
Mr. BELL. vVell, certainly most of that is salaried-aid to the local 

schools would be, of course-I would say the big majority of it would 
go to teachers' salaries. 

Senator PROX:i\fIRE. Well, then, when you either substantially in
crease the number of teachers or increase the teachers' salaries, is 
there consideration given to the effect this will have on the Vermont 
economy? 

Mr. BELL. No; there hasn't been. 
Senator PROXl\:URE. Except the negative aspect, that it means more 

taxes. 
Mr. BELL. Right. But at the same time, the other aspect, we need 

better schools. 
Senator PROXl\:URE. Now, along the same line, you say-

It is difficult to estimate correctly the economy for 1 year ,in advance, let alone 2. 
We can often make budgetary decisions which will turn out to be in contra
diction to economic needs. 

Give me an exam~le of this. 
Mr. BELL. I don t have a concrete one of what has actually hap

pened. I am thinking in terms of-supposing the State did make 
an economic-a budgetary decision, say, for school construction, and 
possibly consciously based this on the fact that there was a predicted 
downtrend in the economy, that we ought to step up school construc
tion over the next 2 years. 

Possibly during the second year of that biennium, the upturn 
would come in, and we are predicting a downturn, and we are spend
ing more money for the schools than we needed to to provide a boost 
to the economy. 

Senator PROX~. I see. 
So that in this particular example that you give, you not only would 

be boosting the economy, but saving the Vermont taxpayer money 
by waiting until the drop in economic activity, when you could prob
ably get what you want a little cheaper. 

That would be a consideration. 
Mr. BELL. Yes. 
Senator PROX~. Well, it might be the side effect. But it would 

be the consideration that probably would motivate you. Isn't it 
doubtful that you would be motivated in your budget decisions by 
the desire to help promote national economic goals? Since the view-
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point of public officials in Vermont is that the State is so small, that 
vou cannot have a serious effect on the national economy, and not a 
very great effect on the Vermont economy. 

Therefore, you would decide to build a school, when you can bor
row money most cheaply, and when other cost factors are at a little 
lower ebb. 

And in doing this, of course, you would be contributing to the econ
omy, too. 

Mr. BELL. I would say in practice ~he decisions are made on ~hese 
factors you mentioned, plus, you mlght say, almost the emotIOnal 
desire for better schools, better education. 

The economic factor is not really used very much. I think per
haps if we developed statistics and projections on the effect of State 
programs on the economy, perhaps we could make more decisions part
lyon an economic base. 

Senator PROXMIRE. That is interesting. 
If you can get that kind of an attitude in a State your size. 
Mr. BELL. We don't have it yet. 
Senator PROXMIRE. Now, you talk about Governor Hoff's program, 

and you talk about inventory of State resources. 
Would this include manpower skills, facilities? 
Mr. BELL. No. To some degree-I mean in certain areas like agri

culture, as to what are the resources there. 
It doesn't go down into all the occupations. But in a broad area, 

such as industrial facilities and educational facilities, highways, popu
lation trends. 

Senator PROXl\ITRE. The purpose of this is so that various firms 
that might move into Vermont would know what the resources were 
that are available there? 

Mr. BELL. This may eventually develop. However, the original 
purpose is to try to develop a picture of the trends of the whole 
economy which we hope will tie in with governmental structure
goyernmental structural needs, such as sizes of school districts and 
the administration of highways. 

This is, I would say, the immediate purpose. 
The Governor is trying to get something done in his own term, 

2 years. 
So he has an immediate purpose of trying to do something struc

turally, and call a special session next year to take up these problems. 
However, over the long run this 701 program would provide the 

information along the lines you mentioned, too-urban planning 
grants. 

Senator PROXlIURE. There is no similar overall Federal program? 
Mr. BELL. No, not that I am aware of. 
Senator PROXlIfIRE. This would be carried into the budget, your Ver

mont budget? 
Mr. BELL. Not consciously at this point. 
Senator PROXlIURE. No. But this is what you would have in mind 

eventually. 
Then one other question. You say: 

referring to the aid to dependent children program-
We do not ha ve a free choice of priorities, 

in this situation, because if we fail to follow on the Federal aid to the dependent 
.children program, we will lose the Federal aid we are now receiving. 
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Just how do you solve this? 'What do you suggest, so that you will 
have more discretion? How do we change this? 

Mr. BELL. Well, I suppose here is a question of-in fact I don't 
know whether I can propose a good solution. But you have an 
objective. 

Of course, the State also has an objective of carrying on many pro
grams, of which ADC happens to be one. 

Now, I would think here that the State should be allowed, if it 
wished, to continue ADC on its current level-probably try to im
prove, as we always are trying to improve the administration of it; 
but not necessarily stepping it up to the criteria which the Federal 
agency is proposing to be established. 

And in other words, we would be able to continue this on a 50-50 
basis without stepping up our own program. 

As it is now, we either-as I understand it, this is what they keep 
telling us-I haven't checked it out in detail-but it looks like if we 
don't go all the way, we lose all the grants that we are now entitled to. 

In other words, we have to step it up in order to continue the pro
gram, is what it amounts to. 

The point is the Federal grant in aid programs are always geared 
for program A or B or C. There is no coordination among them and 
with all the other State activities where the State people want to make 
or decide their priorities, as to which they would rather do. 

Senator PROXMIRE. Dr. Moor wants to follow that up. 
Mr. MOOR. Just one question, which stems from the point which you 

made in the paper. 
Let's say that a new Federal grant in aid program was introduced, 

or there was a change in an existing program, and that the change 
@y the Federal Government stimulated you to make some changes in 
your State expenditure programs generally. 

Could you then at some subsequent point inform the Bureau of the 
Budget or some Federal agency as to the nature of the change which 
you had to make in other expenditure programs in order to go along 
with, let's say, the ADC program, or the new Federal grant in aid 
program? 

Mr. BELL. I don't believe you could say concretely, because when 
it comes to, say, a budgetary decision by a Governor 2 years from 
now, it might be very difficult to say that we cut one program out be
cause of another. 

Mr. MOOR. I take it the rest of you would agree with him. 
Mr. BmB. I would say so. 
Actually, this gets down to, when you are putting a total package 

together, why did you leave the last item out? 
There a~e a ~ot of varia.bles in the total package. I am sure you 

could not ldentdy one proJect that was left out related to any addi
tional requirement. 

I think most of us know this occurs. 
Mr. SCHUCKMAN. Of course, I would simply like to say this: I 

think the very nature of State programs and of State operations gen
erally, has to be taken into account. 

We, I don't think, for the most part have as much potential flexi
bility in some of these things as perhaps the Federal Government 
does. 
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For example, a very large part of our State budget is for institu
tional care, for operating institutions. 

These are not things that you can jump up and down very readily. 
You have commitments that make it very difficult. So that when you 
are faced with a situation of this kind, there are not many places 
from which you can pick up extra dollars. 

There are very few things that you can really drop. 
So, as I say, there is a degree of rigidity in that sense in a good 

many of our operations that precludes any easier adjustment. 
Another thing is common to most of our States-I suppose we are 

all in the same boat to some extent in a degree. For example, in 
Connecticut right now, we are not the worst in this respect-over 60 
percent of our total general fund budget goes into fixed charges, so
called, grants to towns and other things over which there is relatively 
little control, certainly practically none by an administration. 

And even with only great difficulty by a legislature in changing a 
great many of the ground rules. 

Now, when you have as big a chunk of your total resources tied up 
in something like this, and then most of the remainder, as I say, in 
institutional care, it doesn't give you a great deal of latitude in which 
to try to maneuver. 

Mr. MOOR. Mr. Schuckman, you will be interested to know that one 
of our witnesses on the first day said that the Federal Government 
had virtually no latitude in its expenditure programs, except possibly 
in some public works. 

And I think this is an interesting commentary when you begin to ask 
what the Federal Government can do in a fiscal policy role to stimu
late or deter the economy. 

Mr. SCHUCKMAN. Of course, I can only just add this: I don't think 
that a State budget is even potentially the kind of instrument of fiscal 
control or plannmg that the Federal budget is, because we just don't 
operate in the same sphere at all. 

There is a limit to how far we can go. 
Also, most of what we can do to try to improve our own economy, 

for example, with State action, is inclined to be more or less long 
range, it is more or less developmental, trying to attract new industry, 
this kind of thing. 

'Ve don't have the same possibilities of the pump priming sort to 
give an immediate boost to things that you have on a broader basis, 
because we are operating in a smaller area and without available to 
us some of the monetary and other kinds of fiscal control that the 
Federal Government, for example, has. 

Senator PROXMIRE. Actually the fact is, though, that ever since 
1945, the real stimulating impact on the economy m terms of govern
mental expansion, other than fluctuations in the military expenditures, 
has come from the States and local governments. 

And here is where the real, the enormous increase is. 
In our own State we have had a regular--every biennium a regular 

increase it seems, of about 20 percent. 
I don1t know how common this is nationally. But no matter who 

the Governor is, Republican, Democrat, no matter what position he 
has taken on the economy, spending more money, having more pro
grams, there is always a 20-percent increase. 
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Mr. SCHUCKMAN. That is true. 
We have the same kind of thing. It is one of the distressing things 

from the standpoint of trying to put a budget together-also the 
type of revenue structure you have makes a difference, too. 

There are certain kinds of revenue structures that are much more 
sensitive immediately to economic changes. 

One of our problems basically, and I suppose other States may 
share this--is this inevorable upward march of expenditures, a great 
many of which are built in. It goes at a pretty constant rate. 

In terms of our national augmentation of revenue, from popula
tion and economic growth, without changing taxes or rates, there is 
a very steady rate, over a period of time, too. The trouble is that 
the expenditure rate of increases is almost exactly double that of the 
other. 

So at any time you wind up with a balanced budget, you almost 
automatically are confronted for the next biennium with the need for 
a new or increased tax. 

I don't imagine we are unique. I suppose other States are experi
encing the same general kind of thing. 

Mr. BIBB. I just wanted to comment. 
I think this is to be expected when you realize, as Fred indicated 

earlier, that the expenditure programs at the State and local level deal 
with such things as education and mental health that is related to 
population. The fopulation is skewed on two sides. On education, 
at the younger leve ,and programs and problems--

Senator PROXMlRE. Enormous increase in the the postwar popula
tion. 

Mr. BIBB. Plus the skewing of the older population and the small 
working force. 

In our State it is more dramatic because we have a larger per
centage of older people to total popUlation than the normal State. 

But with these two factors working, these being the factors that. 
affect most of the costs in a State budget, we are just confronted with 
the fact that we do have kids coming to school and wanting to go to 
school. 

Senator PROXMIRE. Aggravated by the fact that w'e, I think, have 
properly and wisely, but nevertheless with great burden on our State 
governments, have increased higher education, and participation in 
higher education proportionately much more. 

And, of course, in coming years that is going to be a very heavy 
burden. 

It is interesting in the President's Economic Report-I mean man
power report-as I recall-and the figures shocked me-something 
like 70 percent of the increase in employment over the last few years 
has been in State and local government, much of it or most of it or 
most of it in teaching. 

And, of course, this is a great investment from the standpoint of 
the quality of our economy, and from the standpoint of developing 
human skills, and so forth. 

But it is a terrific burden on State government. 
Mr. BIBB. It is even more dramatic, I might add, in the area in 

the western-west of here, at least, excluding these eastern ivy league 
colleges, where most of the public education is in public-supported 
schools. 
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The increase in population is at the doors of the tax-supported 
institutions, and the impact is tremendous on the budget. 

Senator PROXMIRE. Well, you have already, I thmk-I was going 
to ask you about your statement, Mr. Bibb, where you say-
the need for a greater degree of certainty in the planning of Federal grants and 
for a greater degree of flexibility to the States in fitting these Federal grant 
programs into the States fiscal operations.-

I wondered how you felt Congress could do it. 
But I take it unless you wanted to add some more. 
Mr. BIBB. No. I would just reiterate the position of Mr. Schuck

man again, that something in the nature of the highway grants gives us 
a greater degree of certamty. 

We are making appropriations on the assumption that Congress 
is going to pass a Hill-Burton fund. 

You have a certain degree of insecurity when the bill hasn't passed,. 
and you are basing the construction of a building on the fund to be, 
matched with so much Federal funds. 

Senator PROXllIIRE. Now you raise a point that affects Kansas morl:" 
than any others. I am sure it affects Connecticut very strongly. In 
the past it has affected Michigan a lot. I doubt if Vermont quite a!3 
much. This is the Federal military procurement program. 

Here it seems to me that more than a matter of trying to give some 
kind of information on the basis of economic statistics, or economic 
data on what is going to happen. 

It is a matter of decision by the Secretary of Defense. 
I can remember in 1961 when Secretary McNamara decided we 

would stop production of B-52's. It meant closing down the Topeka 
assembly line-or Wichita-I know it was a Kansas city-involving 
thousands and thousands of jobs. 

1V' ell, this was a decision that was obviously a military decision, no 
way you could predict it in advance. 

It seems to me you know, when the Secretary made the decision, 
pretty much, although Congress kicked it round a little. It passed 
the House and passed the Senate. 

And as I recall, it was in the appropriations bill, so it became law. 
But the Secretary just didn't spend it. 
This is the kind of thing that really affects your economy, doesn't 

it, in a big way ~ 
Mr. BIBB. It really affects our economy. It is a degree of uncer

tainty we have had in our revenue estimates for sometime. 
Senator PROXlIIIRE. There is nothing you can really do about that.. 
Mr. BIBB. No, there isn't really anything you can do. Except at 

the State level, I think we need more data that we will have to obtain 
on our own as to just what impact these programs have on our econ
omy, and what we can do to counteract the effect of potential decisions 
that the Federal Government might make that would have impact 
on these various areas where we have a high percentage of Federal 
defense spending. 

Senator PROXlIURE. The Government is anxious to do what it can 
to stabilize in various areas of the country by providing compensating 
work. 
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I suppose that is awfully difficult in a specialized plant like Boeing, 
in Wichita. 

Mr. BIBB. "Ve have some Boeing contracts now. But we were all 
I think surprised at the extent of the impact of Federal programs on 
the State's economy. It indicates I think what the States can do 
through the development of better measurements of economic activity 
within the State, a better understanding of the economic forces that 
play in the State. 

I certainly ,,-as not aware, until the recent study, of the degree to 
which we were tied to various Federal spending programs. 

Senator PROXl\IIRE. Now, you say: 
We have found many advantages in using expenditures instead of new obliga

tions as the basis for our budget. I would feel that a change in the direction 
of expenditure budgeting might have merit. 

You are suggesting this for the Federal Government? And I am 
wondering how the Federal Government goes about this. Is this a 
matter of emphasis on a cash budget? 

Mr. BIBB. I was suggesting that it would seem to me that as a matter 
of emphasis, the emphasis on the cash budget would appear to me to 
have more significance in the development of economic statistics. 

I certainly did not mean to discount the need for information on 
new obligations. 

Senator PROXMIRE. Isn't is necessary to have really three or four 
budgets-the administrative budget, the cash budget, the national in
come budget, and perhaps at least some kind of conception of a capital 
budget, even if we don't work it out in great detail? 

You would put mOre emphasis on the cash budget in terms of eco
nomic impact. Or more on the national income account budget? 

Mr. BIBB. "VeIl, of course, I hate to put orders of priority. The 
commerce figures are certainly more useful to us. Developing a cash 
budget or expenditure budget would seem to have, or emphasis on the 
expenditure programs of the Federal Government, would appear to m.e 
to have more meaning in terms of analyzing the effect of this total 
Federal program on the State. 

Senator PROXMIRE. Of course, this is exactly the kind of thing where 
the obligational budget indicates what the future effect is going to be, 
and in view of the fact you have to make plans, it would seem to me 
perhaps that obligational implication would be more useful in terms of 
planning. 

It would seem to me it is when the obligation is incurred that you 
.are more likely to get the kind of action you can predict on the part 
of manufacturers who would go to work in hiring and building up 
facilities, and so forth. 

Mr. BIBB. Well, this would be true, I think. 
The program budgets have to be tied to a total picture, I think, of 

the program of the agency, which gets you into, I think, of necessity
into this expenditure side. 

As you indicated, Mr. Chairman, all of these are significant indexes 
for analyzing the budget. 

I don't think any of them could be eliminated. 
Senator PROXl\IIRE. Now, yesterday Mr. Novick, who is the head 

-of the cost analysis department of the Rand Corp., made the same 
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kind of suggestion that you make today toward the end of your 
statement where you say: 

Most of all, I would like to see more projections, either in the budget or in 
additional publication of the President's Council of Economic Advisers, pro
jecting a national income and product accounts. 

I take it projecting the effect of programs. He was talking par
ticularly about projecting the real impact of these programs that 
come before Congress over a period of 5 years, not 1 year. 

Now, of course, the difficulty from a realistic political standpoint 
is that if you project it, and you have a mass transit program which 
you can say is going to cost you $500 million or $375 million the first 
year, you know perfectly well you are going to have a growing pro
gram, and you project it accordingly and it becomes a several billion 
dollar program, and probably doesn't pass. 

Mr. BIBB. \Ve had this experience I think quite recently in the 
State when we had a highway need study. 

Unfortunately, the press treated this-the total expenditures of 
10 years that would be required to complete it. This is a rather stag
gering figure. They neglected to say the figure for the last 10 years 
hasn't been too faT off that. 

I understand what you mean. 
Yet to plan intelligently State budgets, we have had to look to the 

future to design a revenue structure on 10-year projections at least 
twice in the last 10 years, feeling that we could not make intelligent 
decisions in the State without attempting to project into the 10-year 
periods, both on revenues that we might expect from existing sources, 
and on the expenditure side, as to what we might expect in college 
enrollment, and so on. 

Senator PROXMIRE. At any rate, it would be useful to you to get 
as much projection as you can, and then assurance. 

N one of us are here for more than 6 years-at least can count on 
being here for that time-unless we come from Vermont and Mis
sissippi. 

And even then, unless your name is George Aiken, or something 
like that. 

Mr. BIBB. 'Ve like to have company when we go out 10 years in 
the future. 

"T e like to base it on something other than our own opinion. 
Mr. MOOR. Just thinking as part of this, Mr. Chairman, it is indica

tive that 10-year budgetary forecasts were made by the Bureau of 
the Budget in the EiseIihower administration. 

They were made just before the Eisenhower administration went 
out of office. 

Senator PROXMIRE. Mr. Schuckman. 
Mr. SCHUCKMAN. Of course, I think when you are talking about 

projections, there are two kinds of things that we are involved in. 
One, our projections as to the impact on the general economy, or the 

whole operation, which certainly will have an effect upon a State 
in an indirect sort of way, perhaps. 

And there are also program projections where the impact is going 
to be much more direct, where thlS is not necessarily going to con
tribute to the general well being of the country in which you hope 
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the State will participate, but is going to involve specific expenditure 
requirements or things that are on the other side of the ledger. 

Of course, projections in either direction, either area, certainly are 
helpful. 

But I think in one case it becomes more or less indirect, and it is 
part of the general environment in which you are trying to operateJ 
your State government. 

On the other, it is something that more specifically is going to have 
to be taken account of in your own State budget directly. 

"Then I said before our rate of expendIture doubles our rate of 
natural increment from economic growth in our particular tax struc
ture-certainly some of these Federal programs have augmented to 
some extent the rate of growth on the expenditure side. 

Mr. BELL. On this matter of long-range planning, Mr. Chairman, 
I have gotten involved a little bit in the past. 

I was the assistant budget director of Missouri, prior to going to 
Vermont, and followed with interest the planning going on in Kansas 
a little bit ahead of our time there. 

But I see one big problem occurs. What kind of a proj ection are you 
making? Are you simply projecting what you are now doing? This 
is one type of projection. 

In other words, given a current level of service, predicted population 
increases, and project on that basis. 

But there is anot.her type of projection which when you get the de
partment people involved inevitably comes in, and that is, let's increase 
this program, let's improve the quality of service, or let's ndd a new 
program. 

When you start projecting all these, then we get these astronomical 
increases that you referred to earlier, and they get even more astro
nomical when we throw this type of thing in. 

And yet we know from history that new t.hings do get thrown in 
every so often. 

The question of the projection is how do we project these-on the 
same rate of growth as the past, or do we try to project on a basis 
purely of our current level of service? 

Senator PROXMIRE. Mr. Schuckman-
Mr. MOOR. Just one further point on this. 
I take it as part of your problem of forecasting, which is tremendous, 

and I think you have indicated it very well here today-would you 
also agree, or would you not, that it would be useful not only to have 
somewhat longer range forecasts of Federal budget expenditures and 
taxes, but also to have perhaps more regular revisions of these fore
casts, perhaps on a quarterly basis, so that you could find out how 
things were, in fact, changing through the course of the year, especially 
where your schedule of budget forecasting comes in the middle of our 
year. Is this a general consensus? 

Mr. SCHUCKMAN. Yes. 
Mr. BIBB. Yes. 
Senator PROXMffiE. Let me ask you, Mr. Schuckman, at the bottom 

of your-of the first page of your statement you say: 
The impact of the Federal budget upon the national economy on the one hand 

and upon various Federal program areas on the other must be interpreted 
by the State budget officer and, hopefully, be translated into the probable effect 
upon his particular State. 
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Now, is this done in a systematic way in Connecticut~ Do you sit 
down, take the budget, and work it out in terms of what effect it is 
going to have probably on your State's economy, as well as on the 
revenues that you hope to derIve ~ 

Mr. SCHUCKMAN. Yes; we attempt to do this. I must confess, in 
all honesty, that we haven't yet gotten this thing to anywhere near 
the place we would like to have it. 

One of the difficulties, of course, is that a great many of the avail
able statistical series are national in their nature. They are pretty 
well proven, pretty accurate, and pretty relrable. 

But when you try to translate this into what it means in a particular 
State, in the absence of the kind of statistical resources that the Federal 
Government has at its disposal to develop for a State, a State gross 
product, or something of the kind, becomes a little difficult. 

Senator PROXMIRE. Well, unless you are doing it in terms of precise 
programs of the Federal Government--for instance, the mass transit 
bill might have a very substantial effect on the Connecticut economy. 

Mr. SCHUCKMAN. Yes. 
Senator PROXMIRE. The agricultural legislation would have a ter

rific effect on the Kansas economy. 
Now, in that way I can see how you can work out a pretty good 

analysis. 
But if you do this on the basis of overall economic amounts-in 

other words, take the gross national product and see if _predictions 
come out, roughly what will this do to a State the size of Connecticut, 
with your proportion of the gross national product, it would seem to 
me that would be much less satisfactory. 

Mr. SCHucK~rAN. 'VeIl, it is. As I say, I don't think weare any
where near a satisfactory solution to this. 'Ve are struggling with it, 
testing things out. 

For example, certain of the indicators, certain of the components 
of some of these national series would seem to be a little bIt more 
directly applicable and important than others. 

Not havmg an income tax, income level is not quite as important 
to us perhaps in terms of tax revenue potential as is going to be con
sumer spending, since ,,-e have a sales tax. It is this kind of thing, 
where we try to take certain of these apart, and see whether we can
not fit them into some kind of a logical pattern which we can begin to 
prove out, some of it pretty much on a trial-and-error basis. 

I may say we are now toying around with this nmyer concept of data 
processing, ,and having some fairly sophisticated equipment available 
to us now-we are trymg the building of some statistical models, and 
so forth. 

I think this is something that we of necessity have to try to do. I 
don't know that any of us have been unqualifiedly successful in finding 
the key to this riddle. 

But I think-for ourselves, we feel we get a little glimmering of it, 
and we are making slow progress. 

Senator PROX:i\rIRE. Two more quick questions. The other members 
of the panel may want to comment on the first one, at least. 

You say a pretty serious thing on page 3. You say: 
This action was accomplished in some instances in the face of strenuous 

opposition, and the dire threats of certain of the program people in some of the 
Federal agencies. 
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I am wondering how common is this strenuous opposition or dire 
threats, this kind of conduct on the part of Federal officials. And in 
your judgment, does this reach the proportions of interference with 
your sovereignty or your rights? 

Mr. SCHUCKMAN. 'Well, I don't know' that it has gotten quite that 
bad. I can say this: one occasion, the first one that we ran into, was 
in the field of some of the health grants. 

We were trying to consolidate and get away from this myriad of 
funds we had. And we had some predictions as to what would hap
pen, that we would jeopardize grants, and so forth, if we were not very 
careful. 

In this particular instance, I will say this: "Ve got hold of the audi
tors who were involved, the Federal auditors of the region, sat down 
and had a talk with them, and they apparently didn't feel quite the 
same way about it as some of the program people themselves felt. 
This one was resolved, and with no great pain on this particular 
occasion. 

'Ve also ran into it again when the university came in, and they had 
documentation, they had letters. 

If you have been around, you know how they get them. I know they 
ask the question of the people down here, ""Ve can't do this, can we?" 
Although we didn't see the letter they wrote, we saw the reply, and 
the answer was, "You can't, you would jeopardize the grant." 

Here again, it was resolved, but not by the program people. 'Ve 
came down and talked to the fiscal people in agriculture. They saw our 
point, seemed to be all in favor of it, thought it made good sense, and 
couldn't see any great problem about the thmg. 

I don't believe we have yet encountered a complete impasse that could 
not be resolved. But it IS an annoyance. 

And also psychologically it poses some sort of a roadblock. There are 
many people at the State level who don't like to get into controversy 
and possibly get crossways in really testing this thing out to see quite 
how it will go. 

One of our problems, of course, is inevitable. When you have two 
lines of authority, you have program responsibility, and you find that 
the program people in the State and the program people at the Federal 
level hav.e their own means of communIcation, and talk the same lan
guage, and aid and abet and encourage one another. 

And I realize that we all know full well that the fiscal and other 
people at the Federal level sometimes have the same problem vis-a-vis 
their own program people as we do vis-a-vis ours at the .state level. 

But I guess with a Federal system and the way we operate, this is 
almost inevitable. At least there is always this possibihty. 

Senator PROXMIRE. You think this is more of a human problem. 
Let me put it this way: It is more of a problem that involves the 
understandable and really commendable dedication that people have 
to their program. 

It comes TIght into conflict with the position that you have to take as 
an overall officer of your State responsible to the Governor, and re
sponsible for a program with different and distinct fiscal limitations. 

You just have to say no, although they want to fight and die for it, 
and this is what makes a good person often in that program-for what 
they believe in, whether it is a welfare program or what it is. 
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Mr. SCHUCKMAN. Oh. yes. 
Senator PROXMIRE. You don't think there is anything, then, that 

Congresc; can act on to modify this. 
Mr. SCHUCKMAN . No, I don't think you really get that far. I think 

there have been 3ind are and undoubtedly will continue to be many 
cases where to some of us at least the congressional intent behind a 
program would seem to be reasonably clear, but where the trouble 
begms to come sometimes is in the administrative interpretations or 
rules and regulations laid down with respect to it, on which I might 
say there can be legitimate differences of opinion, as to whether these 
are really implicit in the charge originally or whether they are some
thing else. 

But I think most of these things work out. 
My feeling is that most of them are more a matter of annoyance 

and some harassment and slowing down efforts to do certain things 
than they are an inevitable roadblock that you are never going to be 
able to get around, no matter what you try to do. 

I think most of them finally are resolved. 
But they don't make the task any easier. 
Senator PRoxMmE. Just one more question, Mr. Schuckman, for 

you. 
You say: 
The present piecemeal manner in which the Congress handles what was pre

sented as an integrated fiscal plan almost inevitably. in the opinion of myself 
and others, negates to a considerable degree one of the basic concepts of sound 
budgeting. 

And you point out, as I recall, that Connecticut and other States have 
perhaps done a better job in keeping in accordance with the 1946 
Reorganization Act than Congress has. . 

Be a little more specific on this in terms of what Congress isn't doing 
that it should do. 

Mr. SCHUCK}:[AN. Well, I think-naturally the Reorganization Act 
didn't apply to us. 

Senator PROXMIRE. I know. I didn't mean that. 
Mr. SCHUCKMAN. We actually seem to be operating more along the 

lines that I think were contemplated by this act, which is again simply 
this. 

'Where you have these competing claims for the available resources, 
in the course of trying to put a budget together you do your best, who
ever has to do this, to accommodate these things, keep them somewhere 
near in balance, and, within the possible overall total, fit them all in. 
If you begin to consider or take action on these things individually, 
without all the way along being completely sensitive to and cognizant 
of the fact that the aggregation of these individual actions somewhere 
is going to come up to a total which mayor may not be quite what you 
were shooting at, this gets away from the general approach and concept 
of looking at the whole thing as a more or less integrated package. 

And in this respect, I think that there are some advantages to not 
taking final appropriation action on individual pieces prior to really 
exploring thoroughly what the requirements and demands are going 
to be in other areas, because once you get these pieces in there, you are 
not going to back off from them very readily. 

Senator PROXMlRE. The Budget Bureau does this. 
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But there is no agency in Congress, like a proposed committee on 
the budget, a joint committee of the House and Senate, to have an 
o\Terall program, apart from the appropriation process, which almost 
has to be piecemeal. 

And the Appropriations Committee breaks down into subcommittees 
of course, and each has their own responsibility. 

And as you say, there is no opportunity for Congress to take an over
all look at what the whole spending and taxing process is going to do. 

The .J oint Economic Committee does a job on the economIC effects, 
but not on the many other implications of this. 

Mr. SCRGCKMAN. Yes. But the fact that these appropriation acts 
come seriatim more or less-you pass one before real consideration 
perhaps is given all the others-is all I was trying to get at. 

Now, I realize as far as workload and all the rest of it is concerned 
preceding this, that subcommittees are logical and obvious. 

The point of distinction here, however, is that it seems to me that 
some of the States have done two things which, as I recall, were more 
or less indicated, pretty definitely indicated in the thinking behind 
that Reorganization Act. 

One is to try to take the overall view. The second is, to have the com
mittees of the two Houses act as joint committees. 

Now, in the case of some of the States, we have accomplished, I 
think, much more in both of these directions than perhaps has been 
done here. 

First of all, as I say, we have subcommittees too. But no reports 
come out of those subcommittees that go anywhere except to the full 
committee. 

And then the full committee attempts again to take this as a whole 
package and view the whole thing. 

Senator PROXl\URE. That is what the Appropriations Committee 
does, theoretically. 

Mr. MOOR. You will recall, I am sure, Mr. Schuckman, that after the 
Reorganization Act, actually this was attempted once in the so-called 
omnibus budget. 

Mr. SCHUCKl\IAN. I know. 
Mr. MOOR. And it fell flat on its face, just because of the sheer vol

ume of Federal operations. 
I think we all sort of agree with the general appr()lach that you are 

expressing, of being able to weigh all the margmal choices against 
all the others. 

'\" e would sure welcome any specific suggestions, as to the procedure 
by which we could draw the budget together more closely. 

Mr. SCHUCKMAN. Well, I tried to indicate-and one of the few 
things I hedged I guess was indicating there may be a limit to the 
transferability of these procedures. 

And I realIze you have got to look at each one of them. I don't 
know this can ever be accomplished completely satisfactory. 

And I don't know any State has done it 100 percent. 
We still have a few loose pieces. But at least we try to hold them 

to a minimum. 
And the basic things to a considerable extent are brought in where 

you get a view of the whole thing rather than a piecemeal. 
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Now, I certainly realize there will be difficuties here. I don't know 
any easy answer for this thing. 

I think this is something to which attention might be directed, 
however, to find out whether you could not successfully go a little 
further in that direction than you have up to now. 

Mr. WILEDEN. May I just put a footnote in there, Mr. Chairman. 
An interesting feature of our new constitution in Michigan is that 
among the actions of the legislature in 'a:dopting the annual budget 
as presented by the Governor, is that one of the appropriations meas
ures shall contain the officially adopted revenue estimates as the legis
lative committees have reflected them in their decisionmaking. 

It is a rather unique. feature. 
Senator PROXMlRE. Yes. 
Along that line, I don't know if your State has this. 
Wisconsin now has a provision in which every time any member 

introduces any legislation, if it is a spending measure, there is an 
official estimate of how much spending will be required. It is by an 
official State agency. I:f it is a measure to effect the revenue side. 
The ta.x department estimates how much the proposal will reduce 
revenue-usually it is a tax cutting measure, of course. 

And it seems to me this information procedure is a constructive and 
very helpful provision, too. 

Mr. SCHUCKMAN. We were discussing that at lunch, this fiscal note 
procedure. 

Incidentally, I think you people kicked this thing off. Some of our 
legislators went to confererrces, and came back wIth this fiscal note 
business. 

I think frankly it is a good idea. One of our problems, and this is 
going to be true III some other places-is our own procedures. Maybe 
they are more or less unique-I hope for that matter they may be. We 
have to accord a public hearing to every bill introduced. I guess 
there are something over 4,000 of them. 

Appending one of these analyses to every bill that comes along that 
directly or indirectly involves spending becomes a pretty ponderous 
task. 

I have been asked my opinion on this fiscal note procedure and I 
am in favor of the general concept. But I have suggested that it be 
limited somehow to bills on' which there is a real likelihood of some 
serious consideration-let's not use the shotgun deal here, because 
we would need an army of people just to try to run this thing down. 

Mr. BIBB. I was going to put another footnote on. We tried an 
experiment this time we found rather interesting. We programed 
in on our machines the major summary schedules out of the budget, 
and then we picked out different stages in the legislative process where 
a bill would become significant-for example, upon introduction by 
the appropriating committee-and would post in the changes plus 
or minus from the Governor's budget, and reprinted the schedules. 

So we had in the appropriating committee's reprinted schedules 
daily or as bills came out. We did this on the revenue side, too, with 
measures that affected revenues-as the bill cleared one or the other 
House, we picked these up at a later time-just as an experiment to 
keep this information where a legislature stands in relationship to 
the total program. 
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Mr. MooR. I would like to ask two questions on that. 
One, the data on a day-by-day or week-by-week basis was publicly 

available~ 
Mr. BmB. It was publicly available. The press had access to it. 
Mr. MOOR. And secondly, you attempted to make these changes 

with respect to the total aggregate of expenditures ~ 
Mr. BmB. Total aggregate of expenditures, and by fund-by tax 

and nontax funds. 
This fund problem is unique in our State. I mean, within the same 

degree of detail as in the budget schedules. 
Mr. BELL. I was going to say, I think the States more or less are 

forced into this approach of comparing or preparing a unified budget, 
primarily because of the revenue expenditure structure. 

In many States you cannot even go into debt. It is provided by law 
in many cases and sometimes the constitution. You have got to fit the 
proposed expenditures within estimated revenues. 

This is a problem I think Congress has not had to be faced with. 
Of course, another thing that affects the problem is that-Congress, 

of course, is not unfamiliar with pork barrel. Every State has it, too. 
But in many of our States most of this would be in the capital 

budget, which would be quite separate from the operating budget, and 
is frequently financed differently, by bond issue. 

So that your operating budget will balance but you may find quite 
a lot of funny things happening in the capital improvement budget 
which may not be anywhere near what was submltted by the Gov-
ernor to begin with. . 

Of course, I think a third problem in the whole area-you ask if we 
have any suggestions what Congress might do. 

Of course, you recognize in Congress I think there is more structural 
rigidity in the organization of Congress in terms of the seniority sys
tem and all this, which does not exist to anywhere near this degree 
in many of our States. 

In State governments you frequently find a man has been in the 
legislature 1 year or 2, and is suddenly rising up to a point of leader
slup, which in Congress is a very rare thing. 

Senator PROXMIRE. Mr. Wileden, you talked about a new bill, new 
proposal on your constitution which would require annual revenue 
estimate as part of an appropriation measure. 

Mr. WILEDEN. Yes. 
Senator PROXMIRE. What a]?propriation measure would that be? 
Mr. WlLEDEN. Well, in Michigan we don't have this omnibus ap

propriation bill pattern which Mr. Schuckman referred to. 
1Ve have a series of functional appropriation bills. Anyone of 

these then becomes a vehicle for the reflection of the official legis
lative revenues they are in effect considering a part of their budgetary 
decision. 

Senator PROXMIRE. How would that differ-I suppose the Governor 
makes a budget report to the legislature just as the President makes 
his report each year. 

Mr. WILEDEN. Right. 
Senator PROXMIRE. Wouldn't that contain his estimates? 
Mr. WILEDEN. Well, the point of distinction here is that the execu

tive budget submitted to the legislature is subject to any type of 
99-375--63----10 
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modification that the legislature wishes to make, either on the revenue 
estimates themselves or on the appropriation side itself. 

Senator PROXMIRE. I see. 
So in this case, as the legislature makes its modifications, you 

modify--
Mr. 'VILEDEN. They make it a matter of record by incorporating 

it in one of their appropriation bills. 
Senator PROXMIRE. You say, in talking about the difficulties, the 

serious limitations, as you put it, of economic policy emanating from 
the State, you say: 

A State does not represent an adequate economic entity; its share of the 
total economy is too fragmented and small. Further, the States possess neither 
the legal powers and responsiiblities nor the fiscal capacity to exert a very 
effective impact on the distribution or stabilization of income and employment. 

You say that as a Michigan man. And this is certainly one of our 
biggest States, and one of our States that has a great deal of income, 
and so forth. 

Isn't this legal power and responsibility-you are talking about 
State-imposed, self-imposed limitations? 

Mr. WILEDEN. Well, No. 1, borrowing power is limited. 
Senator PROUURE. You just passed the constitution-does that 

affect that? 
Mr. WILEDEN. It is raised slightly. But it is still not unlimited. 
Senator PROXMlRE. That is self-imposed limitation? 
Mr. W ILEDEN. That is right. 
The constitution itself sets up certain rather independent operations 

in terms of legal relationships which makes it difficult to have the type 
of coordination and integration which would be necessary to have a 
fully effective economic impact. 

And thirdly, of course, we are only a part of many interstate 
relationships. 

And legally here we have some limitations that are inherent in our 
Federal structure, it seems to me. 

Senator PROXMffiE. You say at the end of that paragraph, and I 
think that it is very optimistic-I hope it is right. You say: 

About the most which may be contributed by the State budget process is to be 
reasonable in phase with the promotion of national goals. 

I wonder if you can even go that far in terms of economic goals. 
That is, maybe you were not talking about economic goals. But if 

the President and the Congress feel that we should stimulate the 
economy by a tax cut or by increasing spending, can the State pay 
much attention to that really, can the State increase its spending? 

It certainly cannot modify its revenues, because it has to have a 
balanced budget, as you say. 

In terms of the fiScal concept the economists have been hitting us 
with for several years now on the Joint Economic Committee of a 
deficit to promote economic activity, the State is just impotent, isn't it? 

Almost by constitution you cannot do anyhing. 
Mr. WILEDEN. It is very limited certainly. I don't know if it is 

totally impotent, because I think the main point is to have recognition 
of what these goals are, and in the degree to which it is possible

Senator PROXMffiE. Well, the national goals of improving education. 
Mr. WILEDEN. This is what I mean. 
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Senator PROXMIRE. You are not talking about the economic goal of 
stimulating employment, or providing greater economic activity over
all, by spending more than you take in and taxing. 

You just cannot do that. 
Mr. WlLEDEN. I think you are right. Except to the extent pointed 

out here. 
Once you get outside of the operating budgets you do have a certain 

amount of the capital area that you can adjust. 
Mr. SCHUCKMAN. Yes, but even that is pretty limited. Because 

again, there is a limit, sometimes a debt limit. 
And even with or without a debt limit, there is a practical limit of 

marketability of bonds, and so forth, that gets involved. 
One of the sad things of this--I don't know what the answer is

the way the whole State government concept is, and the structure, it 
seems that not only is it difficult for the State to contribute. It is 
almost inevitable that it is_going to be countercyclical-in this sense. 

I mean, in many ways State and local governments are forced to 
move in exactly the opposite direction than the Federal-from which 
the Federal Government would like to see them, because the things 
can't go along pari passu. They go in opposite directions. 

As I say, I think we all are cognizant of this. And I think all of 
us perhaps in a way regret that maybe this is the way it has to be. 

But short of a complete rethinking of our whole governmental 
structure, it just seems to be almost inescapable. 

Senator PROXMIRE. We had that happen in Wisconsin in 1933. In 
1932 President Roosevelt was elected, and Governor Schmedaman of 
"W"isconsin was elected. 

Governor Schmedaman promised he would cut spending. Pres-
ident Roosevelt did, also. 

They both said they would cut spending 25 percent. 
President Roosevelt didn't do it, of course. Schmedaman did. 
The result was the Democratic Party in Wisconsin-he was a Dem-

ocrat-was dead for the next 20 years. The Democratic Party na
tionally enjoyed almost 20 years of national leadership. 

Mr. Wileden, you say: 
As now constituted, the Federal budget is largely input, rather than output, 

oriented, and aggregate data are not available in terms of types of expenditures 
(payrolls, equipment, and capital outlays) or of sectors of the economy (agri
culture, manufactur,ing, etc.) within even broad outlines. 

Mr. Novick had the same kind of criticism of the budget, and sug
gested that we ought to work in this direction. 

Certainly, though, as far as agriculture is concerned, there is a 
broad indication of the contributIOn of the Federal Government to 
the agricultural sector, isn't there ~ 

Mr. WILEDEN. Right. 
Senator PROXMIRE. In manufacturing, to the extent procurement 

is isolated, and so forth, it is not too hard to pick out the contribution. 
Mr. WlLEDEN. No. That is right, sir. 
My remarks were primarily directed to desirability of having this 

broken down by the impact in the various geographic areas of the 
Nation, so that we can tIe these into these models, which, hopefully, 
we see some utility for use in States. 

This was my prime point. Not so much the classification of it, but 
its relationship to geographic areas. 
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Senator PRox:mRE. How much of a statistical job is this? I think 
all of us would like to see it broken down to maybe congressional' 
districts or at least to States. 

Mr. WILEDEN. I think this is something which these new data proc
essing facilities are going to provide an opportunity to do that has 
never feasible statistically before. 

And that is why I am rather hopeful that in the near future we
will see this type of development. 

And I am sure it would be extremely valuable. 
Senator PROXMIRE. That is the kind of thing you had in mind on 

page 4 when you said: 
The rate of progress will depend greatly upon the availability of adequate-

detailed data to feed into electronic computers. 

Mr. WU"EDEN. That is right. 
Senator PROXMIRE. Well, I want to thank you gentlemen. 
Mr. MOOR. I just have one question. 
Senator Douglas was here. But had to leave before questioning. 
He is very interested in this general subject of capital budgeting. 
And without going into the particular procedures of relating capI-

tal expenditures to debt financing, I think we would be very interested 
if you had any specific comments concerning the nature of capital 
analysis, which you make in your individual States that we might be
able to pick up in the Federal Government. 

If any of you have any specific comments you would like to make. 
Mr. WILEDEN. Would you like to elaborate a little more about what 

you mean by the analysis you have in mind? 
Mr. MOOR. Two things. One, the nature of the costs of capital 

expenditures, how you handle them? 
And secondly, the extent to which you assess at all the nature of 

the benefits that you obtain from capital expenditures. 
Mr. BELL. I think the answer is we do very little in this respect. 
As to what the capital improvement will do for us in the future, 

I think usually has been thought of in terms of social gain. 
When you need a better treatment program for mentally ill, you 

have better wards constructed or medical facilities, this sort of thing. 
The same for education and all these other matters. I don:t believe 
any real attention is given to the long-range economic impact. 

Senator PROXMIRE. You know about the Corps of Engineers cost
benefit ratio, of course. 

Is anything like that applicable for projects in your State ? 
Mr. BELL. I believe they are applicable. I have often thought of 

it. We get all excited sometimes about the problem here-shall we 
put the money in education, or shall we improve our security institu
tions, for examples. In other words, improve the correctional pro
gram or the education? 

Most people think there is more money involved in the long run 
for the State if we throw it into education, because this has a more
direct effect on improving the ability of people to earn money, and 
to get jobs and presumably improve the economy of the State. 

Whereas a correctional program, nobody is quite sure what will 
happen. You may help some of these fellows. Others might gradu
ate into the more big-walled institutions. And the direct economic
benefit is not nearly so great. 
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These are things we have not measured. But I do think that prob
:ably they could be, if enough effort were given to gaging the results 
-of these programs-measure the past, and so on. 

We just have not done it. 
Senator PROXMIRE. Mr. Bibb. 
Mr. BIBB. Well, first, of course, growing out of the work done in 

the Federal Government, our water resource planning uses these cost
ratio factors. 

In our other capital improvement programing, we are looking at 
such things as future impact on operating costs, relationship to pro
gram needs. 

And depending on the project, of course, analysis of alternate cost 
factors. 

For example, will we generate our electricity at a college or buy it 
.commercially. 

I mean, these factors enter.into decisionmaking. 
Obviously, we have not developed, I think, the measures of social 

gain, social loss, from doing or not doing certain projects. 
I think if we had these measurements we might make a little better 

decision sometime. 
Mr. SCHUCKMAN. I can't add very much to this, except perhaps just 

to point out again that we are perhaps talking about or involved in 
somewhat different kinds of things. 

Until fairly recently, at least, it seems to me that most State capital 
expenditures were for things that were directly State operated 
facilities, institutions, and things of that kind. And they were not the 
same, I don't think-the same kind of thing that some of you people 
may have in mind when you are talking about a capital expenditure 
from the Federal standpoint. We are coming closer to your concept 
of course, in many respects. Water resources for example-we also 
are into this. 

We right now are considering a proposal for a rather extensive 
-open space program in Connecticut based upon the Whyte report. 
This is quite a challenging program. Such programs and, of course, 
urban renewal and housing and housing for the elderlx-this type of 
thing I think gets more into the type of capital expendIture where you 
.can try to measure economic benefits. 

But this, I think it probably is fair to say, is a relatively new facet, 
as far as most States are concerned. 

Up to now it has been mostly building prisons or institutions, 
mental hospitals, and this sort of thing. 

The aPJ?roach has not been so much that of economic impact as, 
Mr. Bell mdicated, just a question of needing a treatment facility, 
and this is what you do. 

So that I would hope that more would be developed. I don't 
know as at this point, certainly from our experience there is very much 
we could offer in the way of any concrete suggestions that have proven 
out. 

Mr. BIBB. One other area that should be mentioned in States where 
this is done is in the highway program. 

Senator PROXMlRE. Mr. Wileden ? 
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Mr. WILEDEN. I think it has been pretty well covered, Mr. Chair
man-except that in Michigan particularly on the costing we have 
taken into account alternate utilization of our resources, whether you 
are going to spend these dollars now or whether you are going to 
postpone this particular investment and take your chances on offsetting 
mflation costs, for instance, or whether you are going to gain socially 
by having these facilities available earlier, and meeting some essential 
needs in these terms. 

These become hard to put into dollar and cent terms. But we try 
to relate them on a long-range plan which we have. 

On a 5-year capital outlay budget that is revised each year by the 
agency, sUbmitting their antici1?ations and needs along these lines. 

Senator PROXMIRE. Does the mterest rate have much effect on your 
decision? 

Mr. WILEDEN. Interestingly enough, we have noted that if we had 
built certain facilities, say, back when they were first identified as 
being fairly urgent needs, we could have had them in use, and the 
operating costs would have been about saved by the difference. 

Senator PROXMIRE. If interest rates are higher, you are more likely 
to postpone it ? 

Mr. WILEDEN. Right. 
Senator PROXMlRE. This is a specific consideration. You don't just 

go ahead regardless of cost of money, or do you? 
Mr. WILEDEN. Well, I think it depends on the urgency of the need. 

In other words, it has only a certain weight in the whole consideration. 
Senator PROXMIRE. It is part of the consideration. 
Mr. SCHUCKl\IAN. We very definitely try to gear this thing insofar 

as possible. I don't know how common this is. But in Connecti
cut we get bond authorization through the general assembly, through 
the legislature. 

But no bonds can be issued unless the bond commission, which is 
another body headed by the Governor and comprised of a number of 
officials, approves. 

So that there is a very definite rather day by day intimate control 
of the timing of this. 

We have had bond authorizations on the books approved by the 
legislature, in some cases for a considerable period of time without 
any real action on issuance having been taken. 

One of the big considerations has been the money market, among a 
number of other things. 

We, of course, have borrowed a tremendous amount of money for 
a small State, largely for highway and turnpike purposes. 

But from a situation where we had no debt in 1945 we have gone 
to about $114 billion worth now-a lot of it for revenue-producing 
types of things it is true. 

But in the money market-this all adds up. We have been very 
cognizant of that. 

And I think those people who have been charged with this re
sponsibility have done a pretty good job of makirig their moves at 
about the right time as far as the money market was concerned. 

Exce1?t, of course, obviously as Mr. 'Wileden has said, there are 
some thmgs you cannot postpone forever. 
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But where there is any option, we have tried to take that pretty 
thoroughly into account. 

Mr. BELL. In other words, I guess the situation must be true there 
as in Vermont and I think a lot of other States, where the State 
treasury is simply one kitty. All kinds of funds may be in it. But 
the treasurer can pay cash out for any kind of payment&-money 
may have come in from Federal funds or highway revenues, or general 
revenues or bond revenues. 
If he has money in the treasury, he will go ahead and pay for bond 

projects, before he has issued the bonds. 
In other words, the construction projects will go on. And the 

timing as to the selling of the bonds themselves is quite independent 
of the starting or the project. 

Senator PROXMIRE. What I had in mind was the effect of monetary 
policy. 

Mr. BELL. I don't believe that is considered in most cases I have 
seen. 

Senator PROXMlRE. If interest rates are higher, maybe you would 
retard investments. 

Mr. BIBB. In Kansas we don't issue general obligation debt. We 
do some revenue bonding for dormitories. We have built a turnpike 
out of revenue bonds. 

But we stay on a cash basis. So it won't affect us a great deal. 
Mr. SCHUCKMAN. I don't know that this would be a major consid

eration, but I think certainly it would be an element that would have 
some bearing on what a good many States, including Connecticut, 
would do. 

Senator PROXMIRE. Thank you, gentlemen. 
This has been an extremely informative and educational hearing 

for me. 
r am sure the record you have made will be very useful to the 

committee. 
Thank you. 
The committee will convene at 10 o'clock on Tuesday. 
(Whereupon, at 4 :25 p.m., the committee recessed to reconvene at 

10 a.m., on Tuesday, April 30, 1963.) 
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TUESDAY, APRIL 30, 1963 

CONGRESS OF THE UNITED STATES, 
SUBCOMMITTEE ON ECONOMIC STATISTICS 

OF THE JOINT ECONOMIC COMMITrEE, 
Washington, D.O. 

The subcommitte met, pursuant to recess, at 10 a.m., in room AE-1, 
the Capitol, Senator William Proxmire (chairman of the subcommit
tee) presiding. 

Present: Senators Proxmire, Douglas, and Miller; and R~presenta
tives Bolling and Curtis. 

Also present: Roy E. Moor, economist; Donald A. Webster, minority 
economIst; and Hamilton D. Gewehr, administrative clerk. 

Senator PROXMIRE. The committ~ will be in order. 
This morning the committee will consider the nature of the 1964 

budget and possible future changes, and we are very pleased and hon
ored to have Mr. Charles L. Schultze, the Assistant Director of the 
Bureau of the Budget. 

Mr. Schultze, you may go ahead in any way you wish. Do you wish 
to summarize or abbreviate any part of your statement? The whole 
statement will be put in the record. 

STATEMENT OF CHARLES L. SCHULTZE, ASSISTANT DIRECTOR, 
BUREAU OF THE BUDGET (ACCOMPANIED BY SAMUEL COHN, 
DEPUTY FOR FISCAL ANALYSIS; AND CARL TILLER, CHIEF, 
BUDGET METHODS) 

Mr. SCHULTZE. I think I will read it, if you have no objection. 
I would like first to introduce my two associates, Mr. Sam Colm, 

Deputy for Fiscal Analysis; and Mr. Carl Tiller. Between them they 
have 30 years of experIence in the Budget Bureau, compared to my 
7 months, and those questions I can't answer I am fairly sure they 
can. I am ~leased to be here today, with this kind of assistance. 

The PreSIdent and the Bureau of the Budget share with the Congress 
and with this committee in :{>articular, a common interest in making the 
Federal budget as informatIve and useful as possible. 

Roughly 20 percent of the Nation's gross income currently flows 
through the Federal Government's taxing, borrowing, and spending 
activities. The budget is the one central document which brings to
gether in summary form an accounting of our stewardship over these 
funds, and presents an agenda of actions for the year ahead. 

The more accurately and clearly the budget :presents the accounting 
for the past and plans for the future, the easier It is for the administra
tion and the Congress to formulate, and the general public to evaluate, 
public policy. 

149 
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",Ve welcome, therefore, an examination of the current budget pres
entation and the new suggestions which spring from such sources as 
the report by the staff of the committee on "The Federal Budget as an 
Economic Document," and this present series of hearings. 

Great strides have been made in improving the budget document 
since the enactment of the Budget and Accounting Act III 1921. Be
fore that time, the Secretary of the Treasury was required to "receive, 
index, print, and transmit" the estimates of the various departments. 
This business occupied one Treasury employee. 

In the budget for 1923-the first budget transmitted under the new 
law-President Harding recommended grand total expenditures of 
$3.5 billion, and receipts of $3.3 billion. In many appropriations, the 
n.umbers and salaries of employees were specifically listed. For ex
ample, the Department of State appropriation for salaries provided 
for a "private secretary to the Secretary (increase of $500 submitted), 
$2,500." That budget did, however, also include tables showing totals 
of receipts and expenditures and proposed public debt transactions for 
1921, 1922, and 1923. 

The Government today is vastly altered from what it was 40 years 
ago-in size, scope, and complexity-reflecting the changes which have 
taken place both within our country and in the international situation. 
During this period, there ,have been many innovations in the budget 
process and the budget document to meet the needs which have arisen 
as a result of these changes. 

Improving the Federal budget is not a partisan matter. Each ad
ministration, particularly since World ""Var II, has made its contribu
tion to this process. One of the major steps forward was a shift in 
emphasis from the number of jobs, the amount of travel, and other 
objects of expenditure, to the concept of performance budgeting, that 
is, to the programs planned and accomplishments expected. 

While this shift has been taking place gradually over a period of 
time, it received a major impetus in the 1951 budget, in "w'hich state
ments on programs and performance appeared for the first time for 
each approprIation requested. Additional classifications and sum
mary tables have been added from time to time to provide more ade
quate information on the budget totals and the overall effect of the 
Federal budget. 

PURPOSES SERVED BY THE BUDGET 

The President's budget is expected to meet the needs of a variety 
of users-the Congress, executive agencies, individuals, organizations, 
business firms, and the public at large. Essentially, however, the 
budget must serve two major purposes: " 

FIrst, it must present to the Congress and the public the proposed 
overall plan and program for the Government for the coming year, 
including recommend"ations concerning both existing and proposed 
new Federal activities. As a program statement, it also contains the 
most complete reporting available on stewardship of the past fiscal 
veal' and the revised outlook for the current fiscal year . 
• Second, it must present the basic information necessary to evaluate 
the impact of the Government's program and finances on the overall 
national economy. 

In evaluating how well the budget serves these major purposes, four 
important considerations mnst be kept in mind. 
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(1) No single budget total is appropriate for all purposes. Each 
of the three current totals-the administrative budget, the cash con
solidated budget, and the Federal sector of the national income ac
counts-has its own important function to serve, for each total gives 
us important, though different, information. 

(2) In evaluating the program content of the budget it is dbvious 
that details are more important than totals. But even in evaluating 
the overall impact of the budget on the national economy, details are 
important. For example, the effect on gross national product of Fed
eral expenditures differs, depending on whether the expenditure repre
sents the purchase of goods and services, a transfer payment, a 
subsidy, or a loan. Just as the mere knowledge of the SIze of gross 
national product doesn't get us very far in evaluating the state of the 
economy, a single figure, however well conceived, on Federal expendi
tures, receipts, or the Federal deficit, does not enable us to judge the 
economic impact of the budget. 

( 3) The effect of the budget on the economy takes place in succes
sive stages. Very often expenditures are merely the last stage in that 
process. New obligational authority is made available, obligations 
are incurred, goods and services are delivered, and expenditures are 
made. Understanding the Federal budget process as it affects eco
nomic activity requires some knowledge of these various stages. 

(4) Finally, it is important to remember that the Federal budget 
document is a summary. To be useful it cannot be so encumbered 
,yith detailed data and evaluations on each Government program that 
it loses its value as a document which gives a broad picture of the 
Federal Government's programs. We must, therefore, balance the 
value of additional detail with the value which flows from a compact 
summary. Neither extreme would serve the public. Relevant in
formation, which is too detailed for inclusion in the budget docu
ment itself, should, of course, be made available to the Congress 
and the public in other forms-for example, in appropriation hearings 
or in special studies, separately printed. 

Over the years, there has been increasing awareness of the multi
ple needs and uses for budgetary information, and efforts have been 
made on a continuing basis to improve the document in serving its 
basic purposes. I would like to mention some of the most recent 
innovations and improvements. 

lIIA,JOR RECENT IMPROVE1tIENTS IN THE BUDGET 

In the past 2 years, we have made a number of changes in the budget, 
perhaps the most obvious of which was its redesign into a compact, 
book-size volume, of some 431 pages. This innovation was directed 
toward making the document simpler, more understandable and easier 
to use. For those who need a great deal of detail, there is still avail
able the large appendix, but for most regular users we believe the new 
budget should prove adequate in providing the information desired. 
",Ve hope also, that a wider audience will be reached, and that public 
understanding of budgetary issues will be increased, because the pres
ent document is less awesome in terms of both size and price than was 
previously the case. 
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Other innovations or improvements made in the last 2 years rep
resent steps toward making the budget more meaningful in terms of 
the two major purposes I noted earlier. 

PRESENTING THE GOVERNMENT'S PROGRAM 

With respect to presenting the Government's program and aiding 
in its evaluation, we have made two major changes. 

(1) Reorganization of the budget document: Starting with the 
1963 budget document we have substantially rearranged the presenta
tion of budget data in a manner intended to improve, sharpen, and 
clarify the material. The President's message has been reduced from 
a 70-80 page discussion to a more readable 25 pages, hitting the 
highlights of the Government's program and finances. It includes, 
among other things, a summary of the overall economic outlook, fiscal 
policy and budget totals, important program trends, and major legis
lative proposals including those affecting revenues. It provides an 
across-the-board view of the proposed activities of the Government 
and their financial expression. 

The Government's revenue outlook and program plans are then 
presented in greater detail in parts 3 and 4 of the document. Esti
mates and proposals related to revenues are summarized in textual 
and tabular form in part 3. Part 4 is devoted to a discussion of Fed
eral activities in terms of programs, with the focus on outputs, in 
terms of services and performance, rather than on inputs of personnel, 
equipment, and so forth. Related to the activities to be performed and 
the results to be achieved are the estimated requirements in terms of 
dollar payments or new obligational authority. 

(2) Tabular presentation of program requests, by agency: The Con
gress must act, not on expenditure estimates, but on requests for new 
obligational authority. As the second major change, therefore, we 
have developed a new presentation-one which we might call the 
action part of the budget-to set forth the Federal program by 
agency with emphasis on the requests for new obligational authority. 
This section of the budget, part 5, contains a listing of every appro
priation account for each agency of the Government, indicating the 
appropriations requested and presenting a brief explanation of the 
increase or decrease proposed for the fiscal year ahead as compared 
with the amount provided or estimated for the current fiscal year. 
There are 1,100 tabular accounts with a description. The Budget 
Bureau finds this most useful as a very handy summary reference, be
cause it does cover each agency and each appropriation. 

EVALUATING THE ECONOMIC IlIIPACT OF THE BUDGET 

The next major purpose of the budget is evaluating the economic 
impact of the budget. We have also made some changes in recent 
years. 

Assessing the overall influence of Federal fiscal policy on the econ
omy is, of course, a key function of this committee. In the past 
several years, a number of innovations have been introduced which, 
we believe, make it possible to undertake a more fruitful economic 
evaluation of the budget. 
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(1) Economic assumptions: The Congressman or individu~l citizen 
who is interested in evaluati~g the budget from an el?<>nomIC stand
point must know the economIC assumptIOns upon whICh the budget 
was formulated. This is so not merely because Federal revenues and, 
to some extent, expenditures depend upon the level of ~onomic ac
tivity, but ~ore importantly beca~se Fed~r~l fiscal pohcy ca!-l only 
be judged III the hght of economIc condItIOns. A budget Ideally 
designed for an economy with high unemployment would not .be 
appropriate if a general labor shortage and strained plant capacIty 
were expected to prevail. An economic analysis of the proposed Fed
eral budget, in other words, must consist of two parts: first, a judgment 
about the economic assumptions under which the budget was for
mulated; and, second, a judgment about the appropriateness of the 
proposed budgetary policies in the light of those assumptions. The 
1963 budget for the first time contained, and the 1964 budget continues, 
an explicit and quantitative statement of the underlying economic 
assumptions upon which the budget estimates were based. 

I should hasten to add that, in all fairness, it had been the case 
for some time for the Secretary of the Treasury, and in some cases 
the Director of the Budget, to indicate some of the economic assump
tions in the press conference which accompanied the budget some years 
before 1963. 

(2) Consolidated cash statement: A second change which has been 
introduced is more emphasis on the consolidated cash statement. 

The 1964 budget places much greater emphasis than earlier budgets 
on the consolidated cash statement as compared to the administrative 
budget. The latter concept continues to be clearly identified in the 
budget in view of its usefulness as a guide to executive and legislative 
program planning, review, and enactment. However, the current 
budget recognizes that the cash concept, which includes nearly $30 
billion of trust fund receipts and expenditures, provides a more com
plete measure of the economic impact of Federal financial transactions 
on the economy. It is also valuable for determining Government 
financing and net borrowing requirements. Throughout the docu
ment, therefore, the tables and text provide information on trust fund 
transactions in addition to information on an administrative budget 
basis. 

(3) National income account statement of budget receipts and ex
penditures: This committee is the last group before whom I need 
emphasize the importance of presenting budgetary data on a basis 
consistent with our national income and product accounts. Federal 
receipts and expenditures on a national income accounts basis-for 
the forthcoming budget year as well as prior years-were included in 
the budget document for the first time last year. Moreover, the esti
mates distinguished between Government purchases of goods and 
services, transfer payments, and other expenditures. Users of the 
budget document can now incorporate such estimates directly into 
quantitative analyses and forecasts of gross national product and na
tional income. 

The three major budget concepts-the administrative bud!!et, the 
~ash-consolidated statement, and the Federal sector of the national 
income accounts-are briefly discussed. and the differences recon
ciled, in a special analysis inciuded in the 'budget document. 
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(4) Federal obligations: In evaluating the impact of most Gov
ernment programs on the economy, two fiscal measures are of par
ticular importance-obligations and expenditures. While the budg
et has always presented information on Government expenditures, 
the 1963 budget was the first to include a table summarizing obliga
tions incurred by agency in the past fiscal year and estimated for the 
current and upcoming year. Prior to this, obligations for each agen
cy were shown in the budget separately in the detailed material, but 
were nowhere brought together. The need for this type of informa
tion has been expressed by many economists and the Joint Economic 
Committee itself pointed to this need in its 1959 study of employment, 
growth, and price levels. As you know, the obligational stage of Gov
ernment transactions is strategic in gaging the impact of the Gov
ernment's operation on the economy since obligations are forerunners 
of expenditures and as such are often the motivating force in busi
ness decisions to employ people and stock inventory for Govern
ment orders. It is obviously necessary to look at obligations in some 
detail, program by program, in evaluating these impacts. 

(5) Federal employment: Finally, the budget document included 
for the first time III 1963 a table showing a 3-year comparison, by 
agency, of Federal civilian employment in the executive branch. This 
information provides useful data which makes possible a more mean
ingful analysis of the budget in relation to the Government's role in 
economic activity and manpower utilization. 

SPECIAL BUDGET ANALYSIS 

Much of the improvement in the budget document over the years 
has occurred through the introduction of various special analyses. 
Some of these recast the expenditure figures in different categories 
than the agency or program classifications used in the main body of 
the document. Other special analyses concentrate on particularly 
important aspects of Federal activity; for example, research and de
velopment outlays, grants-in-aid to State and local governments, and 
expenditures for statistical programs. These special analyses have 
been developed and added to the budget document over the years. 
They constitute a continuing part of the work program of the Bureau 
of the Budget. We have made some improvements and some changes. 
We are constantly exploring ways of making them more informative 
and more useful parts of the budget document, and during the past 
few years a number of significant changes have been introduced. I 
should like to discuss a few of these special analyses. In order to 
avoid a lengthy statement, I shall be quite brief. But I welcome any 
ques.tions on points that may not be covered in this summary dis
CUSSIon. 

(1) Investment, operating, and other expenditures: Special analy
sis D in the 1964 budget is an investment-type classification which 
provides a broad framework for recognizing not only outlays to in
crease physical capital and financial assets, but also developmental 
expendItures, such as outlays for research and for education, which 
represent an investment in general knowledge and in human capital. 
The distinction between those expenditures which purchase currently 
"consumed" goods and those which add to the future productivity of 
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our society is an important one. (Some expenditures, such as edu
cation, contribute to both goals.) An evaluation of the impact of the 
budget on long-term economic growth must take that distinction into 
account. On the other hand, the investment classification in the budget 
document is not a "capital budget" as that term is normally used. 
It provides general magnitudes of capital and current outlays, but it 
is not a plan for the separate financing of capital expenditures. 

(2) Federal credit programs: While the 1964 budget proposed 
sizable reductions in expenditures through the substitution of private 
for J?ublic credit, the Federal Government continues to fill important 
credIt gaps by providing or stimulating credit not otherwise gen
erally available to important groups of borrowers. In addition to 
direct loans, the Government provides Federal guarantees and in
surance of private loans. Such guarantees normally have little or 
no immediate impact on Federal receipts and expenditures, but are 
an important contributing factor to economic activity and longrun 
economic growth. These programs along with direct Federal loan 
programs are set forth in special analysIs E, "Federal Credit Pro
grams." For the first time, the 1964 budget also includes a highly 
useful table showing the interest rates and maturities of the major 
credit programs of the Government. 

(3) Statistical programs of the Federal Government: Of particular 
interest to this subcommittee is special analysis I, describing the 
principal statistical programs of the Federal Government which fur
nish a variety of information indispensable for measuring and analyz
ing economic and social trends in the Nation. The 1964 budget pro
vides for a significant expansion of our statistical programs, the 
major purposes of which are explained in the analysis. 

( 4) Historical data: In addition to the special analyses, the budget 
contains a final section of tables providing, on a comparative basis, 
historical data on Federal receipts and expenditures on the basis of 
administrative budget and trust funds, consolidated cash, and the 
national income accounts. These data-presented together in a sep
arate section of the budget for the first time this year-provide a 
handy reference source for those users interested in considering and 
comparing trends in Federal finances over time. 

Other special analyses contain detailed information on Federal 
research and development programs, on the gross expenditures and 
receipts of public enterprise and trust funds, on foreign currency 
availabilities and uses by the Federal Government, on public works, 
and on Federal aid to State and local governments. Together with 
the special analyses discussed earlier, these provide a wealth of de
tailed information on particular aspects of Federal fiscal activities. 
At the same time, we realize that these analyses can be improved; 
if past history is a guide, each year we will continue to reevaluate 
and modify these analyses. The advice and suggestions of this com
mittee, and the witnesses that appear before it, have been particularly 
useful. I am sure that we will continue to benefit from the kind of 
close cooperation we have enjoyed in the past. 
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POSSIBLE FUTURE afPROVEMENTS 

The improvements in the budget document I have described are part 
of a continuing process. There is more which can be done, and we 
are currently exploring a number of further possible changes. We 
have a series of proj ects now underway. 

(1) National income account data : We are currently working with 
the Commerce Department to improve both the data used in the Com
merce statistics and that used in the budget document for the Federal 
sector of the national income accounts. One problem being studied 
is the reconciliation between the accounting for the cash-consolidated 
figures and statistics for the Federal sector of the national income 
accounts. Although the national income accounts data involve a sig
nificant amount of statistical estimation-for example, the measure
ment of tax accruals-we should like to be able to derive as much of the 
national income account budget as possible from a direct tabulation 
of Federal accounting data. 

(2) Personnel statIstics: The end -of-year employment figures shown 
in the budget are based on a definition jointly agreed to by the Bureau 
of the Budget, the Civil Service Commission, and the Department of 
Labor. This definition is also the basis for the reports issued monthly 
by the Civil Service Commission. Under this definition, consultants 
and others hired on an intermittent basis who work for the Federal 
Government even 1 day in a month are included in the count of Fed
eral employees for that month. The reporting of Federal employ
ment is not entirely consistent with the reporting of other employ
ment to the Bureau of Labor Statistics. We are collaborating with 
the Commission and the Department of Labor to see what can be done 
to 1?ut the reporting of Federal employment on a more comparable 
basIs. 

(3) Integration of budget classifications: vVe have a small group 
of our staff studying the development of an integrated classification 
system for the budget, and the possibilities of increasing the use of 
automatic data processing equipment in the budget process. In such 
a system each individual expenditure item would be given a code 
according to a number of classifications. Through the use of com
puter facilities, the various classifications and cross classifications 
could be speedily assembled and checked and experimental tabulations 
provided for research use. "Ve hope that this project will produce 
more timely information for budgetary analysis and decisionmaking, 
simplify the preparation of the budget, and permit systematic updat
ing of the information after the budget is transmitted. 

( 4) Accrual basis for budget totals : We are looking into the possi
bility of obtaining information to provide budget totals on the basis 
of accrued receipts and expenditures. There has been a considerable 
emphasis in the last few years on the usefulness of accrued expendi
tures as a basis for agency management, but not all agencies have 
established accounting systems WhICh will produce this information. 
There is a greater problem in obtaining firm figures on receipt accruals 
for taxes. 

(5) Comprehensiveness of the budget: There are some Government 
activities for which no details are included in the budget: the Ex
change Stalbilization Fund and the Comptroller of the Currency in 
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Treasury; the Milk Marketing Administration, Agriculture; the 
Board of Governors of the Federal Reserve System; Federal inter
mediate credit banks; banks for cooperatives; and the Federal Deposit 
Insurance Corporation. The last three of these, along with the Fed
eralland banks and the Federal home loan banks, are currently in
cluded in the consolidated cash totals, even though no regular budget 
estimates are submitted for them. These activities are also under 
study. 

(6) Report:ing on obligations incurred.: for. the past 2 years, Treas
ury has complIed quarterly reports on obhzgatlOns mcurred by agency. 
Although copies have heen made available to anyone requestmg them, 
this report has been considered as experimental, to appraise the prac
ticability and meaningfulness of such a report. We have found that a 
quarterly listing of agency totals raises more questions than it answers. 
Therefore, with our encouragement, and at our suggestion, Treasury 
is now planning to expand this series to provide information by object 
class (e.g., personal services, travel, supplies and materials * * *), to 
compile the data monthly and to make it available on a more timely 
basis. Again, a dry-run period to test the feasibility of such reports is 
desirable, and we do not plan on publication until after such a period. 
If this periodic reporting turns out to he practical, the obligations data 
it will -provide should add suhstantially to the ability of the economic 
analyst to evaluate the short-run impact of the Government's fiscal 
actions. 

(7) Updating of annual estimates: There is considerable interest 
in more frequent revisions of estimates included in the hudget docu
ment. Amendments to the budget-downward as well as upward
are transmitted from time to time as the situation changes. The totals 
of revised recommendations, together with revised receipt and expendi
ture estimates, are published after Congress has completed its action 
on the budget (usually in September or Oct6ber), and again in the 
budget document transmitted in January. The President's budget 
presents a plan, rather than a forecast, and is therefore subject to con
gressional and other changes. Our present thinking is that any revi
sion of this plan which changes it into a forecast would require assump
tions as to final congressional action on pending legislation, as well as 
appropriation acts, and such assumptions could be misinterpreted at a 
time when the President had not changed his program and strongly 
wanted congressional approval of it. There may also be different ver
sions of the legislation under consideration in each House, and a num
her of pending amendments to each version. Thus, substitution of a 
forecast for a plan does not appear practical while the Congress is in 
session. This dbjection does not hold as strongly for the current year 
(that ending this June 30), and we are mindful of a gap here which 
we might help fill. We are also studying possibilities of what might be 
done in the way of providing more current scorekeeping for the budget 
year as well, particularly with respect to revenue estimates. 

(8) Longer range projections: We have been encouraging agencies 
to place more emphasis on developing multiyear program plans and 
projections, and these plans have been considered both in the agency 
and in the Bureau of the Budget in the development of indiVIdual 
program estimates and budget recommendations. It will be some 
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time, however, before these plans and projections for all agencies will 
be developed to the extent that meaningful totals could be derived 
from the agency figures. In this work we will continue to encourage 
development of agency capability in the application of cost effective
ness or cost-benefit analyses. Many of the required skills and measure
ments have not yet been developed outside the defense and water re
sources areas, in many cases because of the inherently difficult problem 
of quantifying the benefits and, to a lesser extent, of allocating costs. 

'''" e do not believe that this exhausts the list of possible improve
ments. Indeed, during the next month we will be examining in great 
detail the record of these hearings in a search for new ideas and 
suggestions. 

Senator PROXl\URE. Thank you very much. I think that is a nry 
helpful, comprehensive, and at the same time a concise analysis. I 
appreciate it. 

I would like to turn to your statement, in which you talk about 
the economic assumptions. There you sayan economic analysis of 
the proposed Federal budget must consist of two parts, first a judg
ment about the economic assumptions, and second, a judgment about 
the appropriateness of the proposed budgetary policy in the light of 
those assumptions. All of this, as I take it, is on page 50 of the budget 
document. 

Mr. SCHULTZE. The major part of it. 
Senator PROXl\URE. It is stated in a concise 75 words or so. I won

der how satisfactory this really is. You say the economic base of the 
estimates is that we will have a GNP of $578 billion. There is not 
much of an analysis to support this. I presume it is based on the 
estimates of the Council of Economic Advisers and the report made 
by the Council of Economic Advisers or the President, rather. 

I am wondering, in view of the fact that the economic base is so 
important, and independent scholars, not only in universities, but 
budget directors of States, economists in business, bank economists, and 
so forth, will have to base their assumptions on the calculations made 
in the budget, shouldn't there be a somewhat more detailed justifica
tion for these estimates that you have made? 

Mr. SCHULTZE. There are three parts, I think, to your question that 
I might address myself to. One is the technical matter. These esti
mates are generally developed in close collaboration, in the three main 
fiscal agencies plus two additional agencies. The three are the Budget 
Bureau, Council of Economic Advisers, and the Treasury Depart
ment-with in many cases the help and assistance of the Office of 
Business Economics in the Department of Commerce, in particular, 
and, in general, very often some of the economists from the Federal 
Reserve Board. 

Senator PROXMIRE. With all that, you arrive at precisely the same 
figure as the Council. 

Mr. SCHULTZE. It is developed in common. They take the lead, 
but we do have a common estimate. In other words, our object is to 
provide-and I think it is sensible-for all the agencies in the Gov
ernment (for example, the Post Office in making its own forecast) 
a Central Government assumption. We do thIS by collaboration 
among the central agencies. 
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So it is not surprising that the two come out to be the same thing. 
The second pomt is that a very large part of the analysis under

lying this is presented in the EconomIC Report of the President and 
the Council's report accompanying that, and that is available within 
2 days of the budget document. What the division should be between 
what we put in our document and what the Council puts in their docu
ment is not always the easiest thinO' in the world to decide. What 
we have done is to have a very brief, concise statement, and have the 
Council elaborate on this. 

Finally, I would think that we could hopefully look forward as our 
abilities to forecast get better, as we develop techniques, to present 
more detailed economic analyses (not necessarily in the budget docu
ment, perhaps in the Council's report) which would encompass the 
more specific quantitative relationship of the Federal expenditures 
and outlays to the national income accounts. 

How long it will take to get ourselves in a position to really trust 
ourselves to put these on paper, I don't know. In other words, we 
are working toward the goal of having more and more explicit fore
casts. I would hate to make the judgment now how much should be 
here and how much in the Council's document. We hope to provide 
more information. 

Senator PROXMIRE. It would be very helpful to us if you would to 
some extent trace out the consequences and effects of these assumptions 
of a $578 billion GNP on eX1?enditures and on receipts, and in view 
of the fact that these assumptIOns have been wrong in the past and are 
going to be wrong in the future, because that is the nature of our free 
enterprise system. 

It seems to me it would be helpful if there were some alternative 
assumptions made with projections. I am not asking for too much. 
I realIze one of the great advantages of this book is that it is concise.; 
but at least a consideration of what would haP1?en if we had, instead 
of $578 billion, we would have $585 billion, whICh seems more likely, 
GNP, or $570 billion GNP. "Ve fell short last year. It would be 
quite helpful. 

Mr. SCHULTZE. We did include one :r.hrase in that direction, indi
cating that in our estimation the $578 bIllion should really be thought 
of as a range from $573 to $583 billion. It looks now as though it 
might be on the top of that range. 

Senator PROUfiRE. How about bringing it up to date? As time 
passes, you can get more and more accurate as to what the real GNP 
IS going to be. 

Mr. SCHULTZE. As a matter of practical fact, we do update this. 
Just recently in an executive session we submitted to the Ways and 
Means Committee some updated estimates. Since it was in executive 
session, I don't feel free to reveal them. 

Representative CuRTIS. We will get them tomorrow. . 
Mr. SCHULTZE. Yes, sir. Weare thinking seriously about how we 

might go about updating these estimates and presenting them publicI:}". 
We do quite frankly have the problem I outlined here. We break It 
into two parts, revenue updating and expenditure updating. 

Insofar as the year 1963 is concerned, there really is not much 
problem, and we can move toward providing in a more systematic 
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matter some kind of updating. With respect to updating 1964 before 
the Congress is finished, we really don't know what is going to happen 
to expenditures until the Congress is through operating. 

Weare faced with the practical problem that if we guess ·that the 
Congress won't pass something, it puts the President in the position 
of saying, "My estimate is that the Congress is not going to pass some
thing I want." We really don't want to be in that position. 

Senator PROXMIRE. I understand that. The revenue updating would 
ibe the one I am talking about, particularly, although as time does 
pass we pass supplemental appropriations bills or fail to or pass some 
appropriation measures and that, too, would be valuable. 

Then, you talk about the Federal obligations and estimates for 
the current, upcoming year prior to this obligation for each agency 
were shown in the budget separately in the detailed material, but 
nowhere brought together. It seems to me this is the kind of infor
mation that would be very valuable on Federal obligations if projected 
just as much as you possibly can do it with accuracy. 

This is very valuable when it is in this kind of detail for specific 
programs for everyone, for industry, for economists generally, for 
States, and so forth. 

Mr. SCHULTZE. I agree. 
Senator PROXMIRE. I realize there are limitations on this, but I 

would like to stress the importance of the greatest possible projection, 
maybe with qualifications, recognizing that nothing is sure and nothing 
particularly is sure about Congress. You can't tell what we will do. 

Mr. SCHULTZE. One thing will help us, and I think help industry, 
ibusiness, and the Congress in its economic analysis. If and when 
we get current reporting of obligations, not just by agency, but within 
agency by kinds of objects purchased (and by whether it is an obli
gation to business or an intragovernmental obligation), this will give 
us a better ground for projecting and give business and Congress 
a better ground for analysis. 

Senator PROXMIRE. When do you think you can do that ~ 
Mr. SCHULTZE. The timing I don't know. It will be a while because 

there will be some significant changes in agency reporting required. 
We will have to see how this works. Mr. Tiller would be perhaps 
a better judge as to timing. 

Mr. TILLER. We have been gathering the material by agency alone 
for the last six quarters, Senator, but we expect now, starting with 
an experiment in the month of July, we will be able to get a breakdown 
below the agency level by tYEe of obligation. 

I doubt that the figures WIll be completely valid the first month or 
two, but we should have something going pretty well on it by next 
fall or winter. 

Mr. COHN. I think I might elaborate on that a little more, Mr. 
Proxmire. 

We have in the detail of the budget a schedule of obligations by ob
jects for each approJ;>riation account, for the current year as well as 
the year ahead. ThIS is in the appendix of the budget. It is never 
summarized in the document itself, but afterward we tabulate this 
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information, so that for each agency and in summary, we have sep
arately the obligations for personal services, travel and transporta
tion, rent, utilities, printing, acquisition of land and structures, and 
so on. 

As we move toward a better automation of our budget information, 
we would try to get this kind of annual information more currently. 
Right now the work is done whenever we have time. The informa
tion Mr. Tiller referred to would be a quarterly or monthly kind of 
data. Here our problem is to find the actual past information before 
we can move toward estimating the future. 

The agencies have problems in setting up their accounts to provide 
this information for us promptly each month. Weare working with 
them trying to show them they can do it at very little cost. After 
we solve this problem we can then move toward forecasting. 

Senator PROXMIRE. It seems to me it is pretty striking that you 
can't do that in view of the fact that it is the actual spending of 
money. 

Mr. COHN. The obligations total is not the problem. The prob
lem is to break out how much of the total obligations is for various 
kinds of inputs. It is a matter of detail. The agency total we can 
find, or the appropriation total, but the breakdown for an appropria
tion where some of the obligations are for personnel and some for 
travel and some for 1?rinting and some for other things designed to 
produce one product 18 a degree of detail which the accountn,nts and 
managers find inefficient to collect and summarize for an agency as 
a whole. 

It costs money to get more detail. From the management point 
of view, we try to do things as inexpensively as posible, so there is a 
resistance to providing this detail. 

Senator PROXMIRE. It seems there is nothing more important than 
Congress knowing where the money is going, and as specifically and 
precisely as possible. You are nght about thinking of the cost. 
Maybe it w()uld be helpful to us if you could make an estimate of 
how much it would cost to give more detail. 

Mr. COHN. I would like to use this expression of your interest and 
quote it from time to time. 

Senator PROXMIRE. Yes, indeed. We certainly don't want to re
quire information which is very expensive to secure, although I do 
think this is useful to us. We are aware of the fact that we just don't 
know enough about what is going on and how much we are spending, 
where, how, and so forth. 

Mr. SCHULTZE. I might submit either for the committee files or 
the record two things. One is a summary of obligations by objects for 
the fiscal years 1962, 1963, and 1964; secondly, a tabulation of agency 
obligations quarterly since midyear 1960. Both of these will be avail
able for whatever use you want to make of them. 

Senator PROXMIRE. Very good. 
(The material referred to follows:) 



Net obligations incurred for the executive branch of the Federal Government 

[In thousands of dollars] 
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epartmcnt of the Interior ______________________ 
epartment of Justlce ___________________________ 
epartment of Labor ___________________________ 

D 
D 
D 
D 
P 
D 

ost Omce Department _________________________ 
epartment of State ____________________________ 

rreasury DepartmenL __________________________ 
tomlc Energy Commlssion ____________________ A 

G 
H 
N 
V 
o 
D 

encral Services Admlnistratlon ________________ 
ouslng and Home Finance Agency ____________ 
atlonnl Aeronautics and Space Admlnlstratlon_ eterans' Administration _______________________ 
ther Indopendent agencles _____________________ 
istrict of Columhla ____________________________ 

TotaL ____________________________________ 

July 1 to 
Dec. 31, 1960 

34,036 

525,946 
852,225 
10,378 

1,647,183 
338,362 

20,493,432 
693,817 

1,978,498 
444,240 
145,498 
296,173 
21,748 

146,047 
5,137,839 
1,679,541 

269,489 
6,647 

351,481 
2,590,262 

661,599 
32,983 

38,357,442 

Jan. 1 to Apr. 1 to 
Mar. 31, 1961 Juue 30, 1961 

18,593 21,631 

271,081 722,368 
713,698 571,839 
37,598 -16,436 

3,427,145 1,378,936 
118,463 116,607 

10,659,322 11,945,885 
104,290 150,333 
707,297 1,220,554 
173,707 213,062 

78,989 66,489 
175,394 307,789 
601,401 259,744 
56,020 !l4,470 

2,464,022 2,436,315 
410,822 543,338 
59,384 108,821 

486,768 278,935 
283,985 272,646 

1,425,339 1,397,051 
597,322 640,703 

4,200 13,250 

22,874,840 22,744,320 

July 1 to Oct. 1 to Jan. 1 to 
Sept. 30, 1961 Dec. 31, 1961 Mar. 31, 1962 

10,847 3,288 6,450 

168,200 318,464 428,296 
326,754 223,004 1,090,780 
520,536 18,281 -301,930 

2,505,659 969,689 1,427,949 
107,701 126,965 216,334 

10,358,252 11,818,182 11,917,411 
487,482 171,862 147,795 

1,167,659 1,014,866 945,257 
223,050 257,484 184,718 
73,763 71,612 73,746 

183,318 297,636 -64,835 
274,294 140,922 172,311 
99,542 68,700 56,532 

2,541,122 2,650,186 2,370,369 
420,878 1,214,258 591,338 
78,402 122,004 162,608 

372,034 294,719 396,251 
252,619 429,216 426,386 

1,333,790 1,407,852 1,331,417 
536,039 263,651 507,538 
32,503 8,600 19,800 

22,074,444 21,892,341 22,106,521 

Apr. 1 to July 1 to Oct. 1 to 
Juue 30, 1962 Sept. 30, 1962 Dec. 31, 1962 

5,728 4,258 6,553 

702,817 161,886 196,234 
1,169,252 395,712 235,957 

72,670 50,408 211,008 
1,881,884 1,427,264 3,898,534 

172,815 72,476 348,164 

13,697,630 10,671,464 11,921,820 
225,033 5.l9,543 214,445 

1,386,074 1,353,923 1,193,449 
239,121 274,281 272,884 
76,495 75,491 82,310 

210,559 107,492 173,367 
248,912 249,128 233,632 
87,309 99,022 146,357 

2,676,551 2,721,592 2,727,253 
463,796 521,269 1,418,630 

57,044 109,841 155,804 
259,283 93,162 254,117 
535,856 521,338 878,063 

1,337,740 1,321,524 1,338,211 
224,933 488,593 185,931 
11,515 36,553 12,596 

25,743,017 21,296,220 26,105,319 

NOTE.-"Foreign asSistance, military," has been reclassified from the Department of Sources: Treasury figures from quarterly I-page report for December 31, 1960, and 
Defense chapter (where it appeared on reports up through June 30,1962) to the "Funds end of each quarter thereafter_ (The first of those reports covered 6 months.) 
appropriated to the President" chapter. 
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SUMMARY OF OBLIGATIONS BY OBJECTS, FISCAL YEARS 1962, 1963, AND 1964 

The following tables summarize the obligations by objects contained in the 
1964 budget appendix. Obligations by objects show the nature and scope of 
the services, articles, or other items for which obligations have been or will 
be incurred. The object classification is set forth in Bureau of the Budget 
Circular No. A-12, and defined in attachment A thereto. 

The dollar amounts of these obligations consist of orders placed, contracts 
awarded, sen-ices received, and all other transactions during the given year 
which legally reserve an authorization for expenditure. (l!'or further definition 
of obligations see sec. 1311, Public Law 663, 83d Congo (68 Stat. 800).) A 
schedule of obligations by objects is shown for the various types of accounts as 
specified in Bureau of the Budget Circular No. A-II. 

In the tabulation, obligations are distributed by object class for actual or 
recommended autholizations for fiscal years 1962, 1963, and 1964. 

Users of this summary should note the following with respect to the treat
ment of amounts compiled in the tabulation: 

Amounts for cost-based budgets or revolving funds are often distributed to 
object classes on the basis of costs or accrued expenditures rather than obliga
tions. In such cases this summary represents a compilation of costs or accrued 
expenditures by object classes and the difference between these amounts and 
obligations is netted in the entry "Not distributcd by object class." 

The amounts of obligations by object for revolving funds in the attached tables 
are not directly comparable to similar tabulations of previous years. Prior 
to 1963 object schedules were not required for the entire revolving fund in cases 
where limitations on administrative or other expenses had been established. In 
such cases, a classification by object was presented only for the limitation ac
count. In the 1963 budget appendix most revolving fund obligations were 
classified by object, but a few exceptions were made. The 1964 budget appendix 
and the attached tables include the entire amount of revolving fund obligations. 

Object class 11, personnel compensation, includes both military and civilian 
personnel. The dollar amounts for military compensation are shown separately 
on the attached tables for Department of Defense-military functions, Depart
ment of defense-civil functions, Treasury Department; and grand total 
obligations. 

The legislative branch makes no distribution of obligations by objects for 
certain of its accounts. Obligations for these accounts are included in the line 
"Not distributed by object class." 

Amounts for deposit funds and foreign currencies available without charge 
to appropriations are not included in this summary. 

~'rust fund obligations are summarized for the first time and included in a 
separate section. This is consistent with the increased emphasis placed upon 
the cash-consolidated budget. 

Estimates for obligations under new obligational authOrity proposed for 
separate transmittal are identified in the budget document in total only. These 
estimates are summarized in the line "Proposed for separate transmittal." Pro
posed pay increase supplementals, however, are excluded from the separate trans
mittalline and distributed by object class. 

The attached tables are presented in three parts : 
Direct obligations.-Obligations against direct authorizations enacted or rec

ommended for action by the Congress. 
Reimbursable obligations.-Obligations against advances or reimbursements 

received or estimated to be received in payment for goods furnished or services 
rendered. These obligations usually are a duplication of some of the amounts 
shown as direct obligations (such as "25 other services") in the paying account. 
The agency receiving the payment obligates the money under the various object 
classes necessary to provide the goods or services requested. This duplication 
affects the grand total of obligations but not necessarily the total for any given 
object. 

Public enterprise and revolving fund8.-Data reported for these types of funds 
include some of the same duplication mentioned above for interagency and intra
agency transactions and are included in this category without indentification. 



Obligations by objects for the fiscal years 1962, 1963, and 1964 

GRAND TOTAL (ADMINISTRATIVE BUDGET) 

lIn millions of dollars) 

1962 actual 1963 estimate 

Description Publlc Public 
Relm- enter- Relm- enter-

Direct bursable prise and Total Direct bursable prise and Total 
revolv- revolv-

Ingfunds Ingfunds 
----------------------

10 Personal services and benefits ___________________ (21,200) (442) (5,836) (27,478) (22,014) (534) (6,282) (28,832) 
11 Personnel compensation _____________________ 16,838 405 5,419 22,659 17,470 492 5,829 23,792 

Military pay included in 11 above ___________ (8,117) (10) (1) (8,127) (8,196) (13) (1) (8,209) 
12 Personnel benefits __________________________ 3,278 35 414 3,729 3,348 43 450 3,839 
13 Benefits for former personneL _______________ 1,083 ---(2;650) 2 1,085 1,198 ---(3;008) 2 1,200 
20 Contractual services and supplles _______________ (26,017) (15,198) (43,865) (28,794) (16,236) (48,040) 
21 '1'ravel and transportation of persons ________ 1,033 27 143 1,203 1,035 30 150 1,215 
22 Transportation of things ____________________ 1,093 79 1,618 2,790 1,101 89 1,680 2,872 
23 Rent, communications, and utilities _________ 1,222 77 345 1,644 1,368 172 386 1,929 
24 Printing and reproduction __________________ 187 5 59 252 181 6 60 248 
25 Other scrvices _________________ ._. _____ . _____ 13,501 1,132 2,569 17,204 16,380 1,232 2,710 20,320 
26 Supplies and materials ______________________ 8,980 1,325 10,467 20,774 8,724 1,474 11,256 21,456 
30 Acquisition of capital assets _____________________ (17,695) (976) (9,226) (2l,897) (19,603) (1,417) (10,069) (31,090) 
31 Equlpment _________________________________ 13,714 805 972 1 ,491 14,662 1,140 1,130 16,936 
:J2 Lands and structures ________________________ 2,570 170 722 3,462 3,850 275 823 4,950 
33 Investments and loans ______________________ 1,412 ------(75) 7,532 8,943 1,089 ------(83) 8,117 9,207 
40 Grants and fixed charges ________________________ (21,931) (2,1063) (24,570) (23,317) (2,843) (26,244) 
41 Grants, subsidies, and contributions ________ 8,756 75 1,600 10,430 9,445 83 1,772 11,298 
42 Insnrance claims and indemnlties ___________ 3,898 (1) 207 4,107 3,989 (1) 314 4,305 
43 Interest and dividends ______________________ 9,275 (1) 738 10,013 9,881 ---------- 739 10,621 
44 Refunds _____________________________________ 3 ----cly--- 16 19 1 ----Cl)---- 18 19 Un vouchercd _______________________________________ 20 ---------- 20 23 (1) 23 
Not distributed by obiect class ______________________ -65 69 2,228 2,229 476 42 674 1,195 
Proposed for separate transmittaL __________________ ---------- --.-----.- ---------- --.------- 1,573 ---------- 8 1,581 

------------------------Total _________________________________________ 
86,803 4,212 35,049 126,069 95,804 5,082 36,115 137,003 

1964 estimate 

Publlc 
Relm- enter-

Direct bursable prise and Total 
revolv-

ingfunds 
-------------

(23,129) (544) (6,583) (30,262) 
18,086 507 6,107 24,702 
(8,229) (13) (1) (8,241) 
3,720 40 477 4,236 
1,322 ---(3;007) 2 1,324 

(31,639) (16,839) (51,072) 
1,077 29 151 1,254 
1,099 97 1,736 2,934 
1,454 181 420 2,OM 

199 6 60 265 
18,669 1,208 2,631 22,510 
9,145 1,570 11,840 22,5.16 

(19,706) (1,361) (12,597) (33,667) 
14,896 1,078 1,093 17,069 
3,777 283 890 4,952 
1.032 ------(6) 10,617 11,619 

(25,143) (2,813) (28,026) 
10,819 69 1,849 12,737 
4,120 (1) 185 4,307 

10,201 ---------- 760 10, ~63 
(I) ----cly--- 18 18 

24 (I) 24 
-30 38 2,080 2,089 

2,654 (I) (I) 2,654 ------------
102,263 5,113 40,922 148,299 



LEGISLATIVE BRANCH 

10 Personaiservices and benctlts___________________ (2'2) (5) (46) (73) (24) (5) (47) (77) (27) (5) (47) (70) 

II r:fI~~~r~e~~~ntE~h:J!~rn-ii-atiove-~~:::::::: _______ :~ _________ ~ __ . _____ ~~ ________ ~~ ________ :~ _________ ~ ________ ~~ ________ ~: ________ :~ _________ ~ ________ ~~ ________ ~~_ ~ 
12 Personnel benetlts___________________________ 1 (I) 3 4 2 (I) 3 5 2 (I) 3 5 t-J 
~ confr~~~~~~ !~~t?::~rn~e~~~~y~s::~:::::::::::: ------(29) ----(Ij---- ------(74} -----(iii:i) ------(29) ----(Ir--- ------(76) -----(ioo) ------(27) ----('r--- ------(76) -----(iii4) :51 
21 Travel and transportation of persons________ (I) (I) (I) (I) (I) (I) (I) (I) (I) (I) (I) (I) L-, 
2223 1R'rantsportuti°nlnofthlngS--d----cl'-.----------- (I) 1 «:» ~ 21 (I) 1 «:» ~ ~ (I) 2 «:» ~ 31 ~ en ,commn catIOns, an utlltles_________ ::c 
24 Printing and reproduction___________________ 22 (I) 41 63 16 (I) 42 58 17 (I) 42 59:> 
2" Other serviccs_______________________________ 5 (I) (I) 5 11 (I) (I) 11 8 (I) (I) 8 t< 
26 Supplies and materials______________________ 1 (I) 30 32 1 (I) 32 33 1 (I) 32 33 
3U Acquisition of capital assets_____________________ (7) (I) (1) (9) (19) (I) (2) (20) (16) (I) (I) (17) IX! 
31 EqulpmenL________________________________ 3 (I) 1 4 3 (I) 2 5 3 (I) 1 5 S 
32 Lands and structures________________________ 5 __________ __________ 5 16 __________ __________ 16 12 __________ __________ 12 ..., 

~g Gra~~;~~d2~;~ ~~~r~ea;~~~~:::::::::::::::::::: (::~~~~~~) ----(Ir--- (::::::::) ----(Ir--- (::::::::) ----('r--- (::::::::5 ----(Ir--- (::::~~::5 ----(Ir--- (:::::::~) (I) ~ 
41 Grants, subsidies, and contrlbutions________ __________ (I) __________ (I) __________ (I) _______ .__ (I) __________ (I) __________ (I) >-3 
42 Insurance claims and indemnities __________________________________________________________________________________________________________________________________ _ 

!~ ~~;;;.~~~~~-~~~~~~~~~~:::::::::::::::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: :::::::::: ~ Unvouchored ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object clllSs______________________ 81 __________ 6 87 85 __________ -1 84 87 __________ -1 86:> 
Proposed for separate transmittaL__________________ __________ __________ __________ __________ (I) __________ __________ (I) __________ __________ __________ __________ Z 

TotaL _______________________________________ _ 140 5 127 272 158 6 124 287 156 5 124 286 

See footnotes at end of table. 



Description 

Obligation8 by object8 for the fiscal year8 1962, 1963, and 1964-Continued 

THE JUDICIARY 
[In millions of dollars I 

1962 actual 1963 estimate 

Public Public 
Reim- enter- Reim· enter· 

1964 cstlmate 

Public 
Reim· enter· 

Direct bursablc prise and Total 
revolv· 

Direct bursable prise and Total 
revolv· 

Direct bursable prise and Total 
revolv-

ingfunds ingfunds Ingfunds 
---------------1------------------------------------
10 Personal services and benefits................... (49) (1) ( ••.••••. ) (49) (54) (1) ( •••••.•• ) (55) (61) (1) C ....... ) (61) 
11 Personnel compensation..... ..... ..•........ 47 (1) •••••••••• 47 51 (1) ••.••••.•• 52 57 (1) 58 

M!l!tary pay Included in 11 above .....••..............................•......................................•.•................•.•..................•.............. 
12 Personnel benefits........................... 3 ......••.• .......... 3 3 (1) 3 3 (1) 3 
13 Benefits for Cormer personne!................ (1) .•.•... .•. ...••.••.. (1) (1) •••.•••••• ••••••.••. (1) (1) •.•...•••. .•••..••.• (1) 
20 Contractual services and supplies.. ............. (6) (1) ( •••••••. ) (6) (7) (1) ( ••.•.•.• ) (7) (5) (1) C ....... ) (5) 
21 Travel and transportation of persons........ 3 (1) 3 4 .......... ........•. 4 2 .......... .......... 2 
22 Transportation of things.. .•................ (1) •••••.•.•• ••.•.••... (1) (1) •.•. (.,).... ••.•.••.•. (1) (1) ••.. (.,).... ••.•••.••. (1) 
23 Rent, communications, and utilities. ........ .......... .•....•... 2 2 
24 Printing and reproduction................. (1) (1) 1 (1) 1 
25 Other services. ...•...............•........ (1) .•••.••••. •••••••••. (1) (1) (1) (1) I (1) 1 
26 Supplies and materials...................... (1) (1) •..•.•••.. (1) (1) (1) .••••••••. (1) (1) (1) ••.•.•.••. (1) 
30 Acquisition of capital assets..................... (2) C ....... ) ( ........ ) (2) (1) (ll C ... .... ) (1) (I) (1) C •....•. ) (1) 

~~ !~:~~dtiti-uctiiieii.~~~==================== ••...... ~. ========== ========== ..•..... ~ ....•.... ~ ..... ~1 ••••• ::=:===:=: ........ ~ ......... ~ ..•.. ~1~ •••• :::::::::: •.•••••• ~. 
33 Investments and loans ••...........................•..••..............•....•.........................................•.............................................. 
40 Grants and fixed and charges......... ....... .... (1) ( •••••••• ) ( •••••••• ) (1) C ..... .. ) C ....... ) C ....... ) C ....... ) C .... ... ) C ....... ) ( .....••. ) ( ..•..... ) 
41 Grants, subsidies, and contributions .........•........•........•................................................•......................................•............ 
42 Insurance claims and indemnities. •......... (1) •••••••••• •••••••••• (1) ••••••••••••••.•.•••••••••••••••.••••••.•••••••••••••.....•••••..••••••••••••••• 
43 Interest and dividends .................................•.....•...•...............................................................................•.................. 
44 Refunds ..•.•................••..•..•.........•.........•......................•..............................................................................•.•..•• 
Unvouchered .....•.................•.........•.........................................................................................................................•.... 

~~otp~s'::dl~~~e~~iafebl~~~:n"ITtal::::=:::::::::::::: :::::::::: :::::::::: :::::::::: :::::::::: ······258· :::::::::: :::::::::: ······258· :::::::::: :::::::::: :::::::::: :::::::::: 

Total •••.•..•.......•..•...•..••.•............ 58 (1) 58 321 (1) 321 67 (1) 67 

t'.l 
C 
o 
Z 

~ 
C 

t=' 
o 

I 



EXECUTIVE OFFICE OF THE PRESIDENT 

10 Personal services and beneflts___________________ (19) (I) ( ________ ) (19) (20) (I) ( ________ ) (20) (17) (I) C-------) (17) 
11 Personnel compensation_____________________ 18 (I) __________ 18 18 (I) __________ 18 16 (I) __________ 16 Mllitury pay Included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel beneflts___________________________ 1 (I) __ :_______ 1 1 (I) ________ .__ 1 1 (I) __________ 1 
13 Benefits for former personneL _________________________________________________________________________________________________________________________________ ••• _. 
20 Contractualservlcesandsupplies_. ___________ •• (5) (I) ( _____ • __ ) (5) (4) (I) ( ________ ) (4) (15) (I) ( ___ • ____ ) (15) 
21 'l'ravel and transportation of persons _____ •• _ 1 (I) 1 1 (I) 1 1 (I) 1 
22 'l'ransportatlon ofthlngs ____ •• _.____________ (I) _________ • __________ (I) (I) _____ • ________ ._____ (I) (I) _______ .__ __________ (I) 
23 Rent, communications, and utllitles_________ 1 (I) (I) (I) (I) (I) (I) (I) 
24 Printing and reproductlon ___ •• _.___________ 1 (I) (I) 1 (I) 1 
25 Other servlces __ •• __ • _________ • ___________ .__ 2 (I) (I) 13 (I) 13 
26 Supplies and materlals_ ••• __________________ (I) (I) .. _______ ._ (I) (I) (I) ________ •• (I) (I) (I) ______ .___ (I) 
30 Acquisition of capital assets __ • ________ ._________ (I) (I) ( ______ ._) (I) (I) (I) ( ________ ) (I) (I) (I) (--------) (Il 
31 Equlpment. _________ ._.____________________ (I) (I) (I) (I) (I) (I) (I) (I) (I 
32 Lands and structures ____________ • _________ ._ (I) • __ .______ __________ (I) ____________________________ • ______________ • _____________________ • _____________ _ 
a3 Investments and loans __________ •• ________ • ___________ •• _______________________________________________________________ • _________ •• ______________________________ • __ 
40 Grants and fixed charges_. __________ ._. ___ •••• __ (1) ( ________ ) ( ________ ) (I) (I) ( ________ ) ( ________ ) (I) ( ________ ) ( ________ ) C--- _____ ) ( ____ •••• ) 
41 Grants, subsidies, and eontrlbutlons _____ ._. 1 __________ __________ 1 (I) __ ._______ __________ (I) ________ •• _________ • ______ ._ •• ________ •• 
42 Insurance claims and Indemnlties___________ (I) __________ __________ (I) _____________________________________________ ._. ______ • ___ • __ • ___ • __ •• _________ • 
43 Interest and dlvldends ___ • _____________________ • ___________ • __________ • _____________________________________ •• ______________________ •• ________ • ______ •••• ______ ••• __ 
44 Refunds ____ • ____ • __________ • ___________ • ____________ ••• _______ • ________ •• ___________________________________________________________ • _______ • ___________ •• ____ •• ___ _ 

~~~~'tScer~c:edbY·Obj;;ci-ciiiss:::::::::::::::::::::: gl ---'(IY--- :::::::::: ~:; ----(Iy--- ----(Iy--- ---------- ----(1)"--- ---'(IY--- :::::::::: :::::::::: ----(1)"-·· 
Proposed for separate transmlttaL _________ • ______________ ._._ __________ __________ __________ (I) __________ __________ (I) _______ • ________ ._ •• ____ ._ •••• __ •••• _ ••• 

Total. __________ ••• _________ •• __________ ._. __ _ 26 
1 _________ _ 

26 24 (I) 24 33 (I) 33 

See footnotes at end of table. 



Description 

Obligations by objects for the fiscal years 1962, 1963, and 1964-Continued 

FUNDS APPROPRIATED...:TO THE PRESIDENT-FOREIGN ASSISTANCE-ECONOMIC 

1[ln millions of dollars]: 

1962 actual 1963 estimate 

Public Public 
Relm - en ter- Relm- enter-

1964 estimate 

Public 
Relm- enter-

Direct bursable prise and Total Direct bursable prise and Total Direct bursable prise and Total 
revolv- revolv- revolv-

Ingfunds Ingfunds Ingfunds 
-----------------1------------------------------------------------
10 Personal services and benefits___________________ (95) (I) (1) (96) (105) (1) (1) (106) (111) (I) (1) (113) 
11 Personnel compensation_____________________ 86 (I) 1 87 95 1 1 97 101 (I) 1 102 Mliitary pay included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 9 (I) (I) 9 10 (I) (I) 10 10 (I) (I) 10 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplies_______________ (689) (5) (I) (695) (709) (7) (7) (723) (774) (6) (9) (789) 
21 Travel and transportation of persons________ 20 (I) (I) 20 19 (I) (I) 20 21 (I) (I) 21 
22 Transportation of things_ _ __________________ 41 (I) ----(-i)---- 41 42 (I) 42 42 (I) 42 
23 Rent, communications, and utilities_________ 8 (I) 9 8 (I) (I) 8 9 (I) (I) 9 
24 Printing and reproduction_ _ _ _______________ 1 __________ __________ 1 1 (I) 1 1 (I) 1 
25 Other services_______________________________ 264 (I) 269 277 7 290 296 5 9 310 
26 Supplies and materials______________________ 356 (I) (I) 356 362 (Il (I) 363 406 {') (I) 406 
30 Acquisition of capital assets_____________________ (761) (I) (929) (1,690) (190) (I (1,474) (1,665) (392) I) (1,853) (2,245) 
31 Equipment_ _ _______________________________ 124 (I) (I) 125 128 (I (I) 128 142 I) (I) 142 

g~ ~:e~~:;:~t~t~~~~~:snS __ ~:::::::::::::::::::: (1)637 :::::::::: ------929- ~',l565 -------62- :::::::::: ----i;474- ----i;536- ------250- :::::::::: ----i;S53- ----2;i03-
40 Grants and fixed charges________________________ (364) __________ (104) (468) (348) __________ (95) (444) (419) __________ __________ (419) 
41 Grants, subsidies, and contributions_ _ _ _____ 364 __________ __________ 364 348 __________ __________ 348 419 __________ __________ 419 
42 Insurance claims and indemnities_ __________ (I) __________ 104 104 (I) __________ 95 95 (I) __________ __________ (I) 
43 Interest and dividends _____________________________________________________________________________________________________________________________________________ _ 
44 Refunds ____________________________________________________________________________________________________________________________________________________________ _ 
Unvouchered_ _ _ ____________________________________ (I) __________ __________ (I) (I) __________ (I) (I) (I) __________ (I) (I) 
Not distributed by object class______________________ 48 __________ __________ 48 49 __________ __________ 49 50 __________ __________ 50 
Proposed for separate transmittaL _________________________________________________________________________________________________________________________________________ _ 

TotaL _______________________________________ _ 
1,862 1,033 2,902 1,303 8 1,576 2,888 1,647 1,863 3,517 



:FUNDS APPROPRIATED TO THE PRESIDENT-FOREIGN ASSISTANCg-MIL11'ARY 

10 Personal services and benefits. ...........•..•••. (28) C ...•... ) ( ........ ) (28) (29) ( •••••••. ) ( •••••••• ) (29) (30) ( ...•.... ) ( ...••..• ) (30) 
11 Personnel comPensation......................... 21 ••••••••.••.• •••• ••• 21 29 •••••••••• •••••••••. 20 21 •••••••••• •••••••••• 21 

12 ~e~~~':;J'en~d~~~~:~.~~.~~~~~~~~ ... ~::~::::: """"7' :::::::::: :::::::::: ·······-7- ........ 9. :::::::::: :::::::::: """"9' ········9- :::::::::: :::::::::: """"9' 
~~ confr~~~~~~ ~~~~f~';;nlf~~~~~s::::::::::::::: (1(591) C:::::) C:::::J (1(591) ""'(536) C:::::) C:::::) ""'(536) ·····(595) C:::::J ::C:::J ""'(595) 
21 Travel and transportation 01 persons........ 51 .••••••••• •••••••••• 51 51 •••••••••• •••••••••• 61 56 •••••••••• •••••••••• fi6 
22 Transportation 01 things.................... 60 ••••••••.. ...•...•... 60 61 .••••••••• •••••••••• 61 n .......... .......... 71 
23 Rent, co.mm.unlcations, and utilities. .••••.. 4 •••••••••• •..•••••••• 4 4 •••••••••• ••••••••.• 4 4 •••••••••• •••••••••• 4 

~~ b~~'!,~~~r~g,~:.~~~~~.~t!~~.:::::::::::::::::: (1):132 :::::::::: :::::::::: (1)232 (1)293 :::::::::: :::::::::: (1)203 (1)221 ::::::~::: :::::::::: (1)221 
26 Supplies and materials...................... 244 •••••••••• •••••••••• 244 218 •••••••••• ••••••••.• 218 242 •••••••••• •••••••••• 242 
30 Acquisition 01 capital assets..................... (908) ( •••••••• ) ( •••••••• ) (908) (746) ( •••••••• ) ( •••••••. ) (746) (822) ( •••••••• ) C ....••• ) (822) 
31 Equipment................................. 904 •••••••••• •..•••••••• 904 742 •••••••••• •••••••••• 742 817 •••••••••• •••••••••• 817 
32 Lands and structures....................... 5 ..•...•••. .•••••.•.. 5 4 .......... ........•. 4 5 ........ " ...•...... 5 
33 Investments and loans ..••••••••••.•..•.•••••..•••.•••...••..••...•••••.........................••••............................................••••••........••••.. 
40 Grants and fixed chmges........................ (64) ( ••••••.. ) ( ..•..•.. ) (64) (92) ( ........ ) ( ........ ) (92) (88) ( •.....•. ) < ........ ) (88) 
41 Grants, subsidies, and contributions........ 64 ..•••.•••• ..•.•.••.. 64 92 .•••.•.•.. ..•....... 92 88 .......... •..•.•.•.. 88 
42 Insurance claims and Indemnities........... <I) •••••••••• •••••••••• (I) •••••••..••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
43 Interest and dlvldcnds •••.••••••••.••.••.•••••••••••..•••••••••.•.••.•.........•.•••.•.•......••••..................•.•...........................••••.............. 
44 Refunds •........•..•..••..••.•..••••.••••••• """"" •••••••••.•.•••••••....•.....•.••••........•.•....................••.•...•.................••••••••............ 
Unvouchered ........••.•••••••••••••••••••••••••••••••••••••.•.••••••......•.•..•...........••........•••.........•......•...•......•....................•...••..•......... 
Not distributed by object class...................... 4T ••...•.... ...•...•.. 47 306 •••••••••• ••••••••.. 306 -179 ••••••••.• •••••••••• -179 
Proposed lor sepm:ate transmittaL ..•••••••.••••••..•••••••••••••••••••.•.••••••.••.....•.•.••••••....••••.••...............••.. "" .•.••.........•.....•.•••••...........•• 

Total .•••.••••••••••••••.••••••.••......•.•.•. 1,639 •••••••••••.•••••••• 1,639 1,710 ••••••••..•••••••••• I, no 1,357 •••••••••••••••••••• 1,357 

See footnotes at end of table. 



Description , 

Obligation8 by object8 for the fiscal year8 1962, 1963, and 1964-Continued 

FUNDS APPROPRIATED TO THE PRESIDENT-OTHER 

[In millions of dollars 1 

1962 actual 1963 estimate 

Public Public 
Relm- enter- Reim- enter-

1964 estimate 

Public 
Relm- euter-

·-Dlrect bursable prise and 
revolv

'ingfunds 

Total. .Direct. bursable prise and Total Direct bursable prise and Total 
revolv- revolv-

ingfunds ingfunds 
-------------1------------------------------------

10 Personal services and benefits ___ • _____ ~_________ (6) (I) (I) (7) (56) C _______ > (I> (57) (45) ( ________ ) (I) (46) 
11 Personnel compensation_____________________ 6 <I) . . 1 6 46 ~~________ (I) 47 26 _______ ___ (I) 27 Military pay included in 11 above _________________________________________________________________________________________________________________________________ __ 
12 Personnel beneflts___________________________ 1 __________ (I) 1 10 __ :_______ (I) 10 19 __________ (I) 19 
13 Benefits for former personneL __ .. _______ .-.-- _____________ ------- __________________________________________________________________________________________________ __ 
20 Contractual services and supplies.-"____________ (23) ( ________ ) (47) (70) (53) (I) (41) (94) (58) (I) (36) (94) 
21 Travel and transportationof persons________ . 4 .. (I) 4 7 (I) (I) 7 12 (I) (I) 12 
22 Transportation of things_ - __________________ <I) (I) (I) l' (I) (I) 1 (I) __________ ----~-i)---- (I) 
23 Rent, communications, and utilities_________ (I) 3 (I) (I) 3 5 5 
24 Printing and reproduction__ ________________ (I) (I) (I) (I) (I) (I) (I) (I) I) (I) 
25 Other servlces_______________________________ 17 7 24 30 (I) 2 33 32 (I) 2 34 
26 Supplies and materials _____ .----------------- 1 __________ 41 41 11 __________ 38 50 7 __________ 34 41 

i~ ACqf~~l~~~a~~~~~~;;.,~~~=:::=:::::~:::·::::::·: _____ ~~~~~ ~::::-::::~ ____ ~I!~~:~ _____ ~~~~ (l:r ~::::::::~ ____ ~:L___ (I:r _____ ~~~~~ ~::::::::~ ____ ~:L _______ ~~~~~ 
33 Investments and loans ________ .---.------ .. ------ 172 .... __ .______ 12 183 122 __________ (I) 122 112 __________ __________ 112 
40 Grants and fixed charges ___________ !.--·~'-·--------- (35) (_ .. ___ ~ __ ) (73) (109) (301) ( ________ ) (74) (375) (15) ( ________ ) (77) (91) 

i! ri~~s~~~f~f~~~~~~f~~~~~~~·~·~·~·~:~~:~~==·==~I!=~~=~.~~~~.~:~~~~ ~:~~~~~~~~ _____ ~I~_;;_ :::::.:~~: ~~~~~}~.~~~ ~~~~~~~~~~ ~~~~~~~~~ :::::::~~: ~~~~~~~~~~ ~~~~~~~~~~ ~~~~~~~~~~ 
~~;~~~f~~ed-iiy-Obleci-ciass=============·======·=== ~:l ========== -------14- (I) 14 -------36- ========== -----::33- --------4- --------4- ========== -----::33- -----::28-
Proposed for separate transmittaL__________________ __________ __________ __________ __________ 500 __________ __________ 500 25 __________ __________ 25 

Total ________________________________________ _ 238 (I) 147 385 1,115 (I) 83 1,198 264 (I) 81 345 



DEPARTMENT OF AGHICULTUHE 

10 Personal services and beneflts___________________ (492) (27) (42) (561) (532) (29) (50) (611) (606) (30) (19) (656) 
11 Personnel compensatlon ____________ c________ 453 25 39 517 489 28 46 563 557 29 18 604 Military pay included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel beneflts___________________________ 39 1 3 43 44 2 3 48 50 2 1 53 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplies_ ______________ (407) (6) (4,844) (5,256) (438) (8) (4,892) (5,338) (445) (8) (5,128) (5,581) 
21 Travel and transportation of persons________ 32 1 2 35 . 34 1 3 38 36 1 1 38 
22 Transportation of thlngs____________________ 13 (:) 304 317 12 (1) 300 312 13 (1) 317 330 
23 Rent, commWlications, and utllities_________ 23 () 6 29 24 6 31 27 1 29 
24 Printing and reproduction __________ c_______ 7 (1) 1 8 8 (1) 1 9 9 (1) (1) 9 
25 Other services ___________________________ cc__ 91 3 511 605 111 4 491 606 108 3 451 563 
26 Supplies and materlals _____________________ .____ 241 1 4,020 4,262 249 2 4,091 4,342 253 2 4,356 4,611 
30 Acquisition of capital assets_____________________ (497) (1) (3,220) (3,718) (694) (2) (2,900) (3,595) (572) (2) (3,620) (4,193) 
31 Eqnlpment ____________________ ,____________ 22 1 7 29 19 2 8 29 20 1 6 27 
32 Lands and structures________________________ 23 (1) 23 36 (1) __________ 36 35 (1) 35 
33 Investments and loans_ ______________________ 453 __________ 3,212 3,665 639 __________ 2,892 3,531 517 __________ 3,613 4,130 
40 Grants and fixed charges________________________ (2,673) (50) (1,636) (4,360) (2,776) (51) (1.676) (4.503) (3,691) (38) (1,680) (6,409) 
{I Grants, SUbsidies, and contrlbutions________ 2,668 50 1,250 3,978 2,773 51 1,316 4,140 3,689 38 1,316 6,043 
42 Insurance clahns and Indcmnlties___________ 3 __________ 16 19 2 __________ 16 18 2 __________ 25 27 
43 Interest and dlvldends______________________ __________ __________ 359 359 __________ __________ 344 344 __________ __________ 339 339 

11nvou~%~~~:::::::::::::::::::::::::::::~:::::: ________ ~_ :::::::::: :::::::::: ________ ~ _____ ~'! ____ :::::::::: :::::::::: ____ ~'! ____ :::::::::: :::::::::: :::::::::: :::::::::: 
Not distributed by object class______________________ -2 __________ 423 421 -2 __________ 196 194 -2 __________ 518 517 
Proposed for separate transmittaL__________________ __________ __________ __________ __________ 30 __________ __________ 30 • -91 __________ __________ '-91 

Total. _______________________________________ _ 
4,068 84 10,164 14,316 4,468 91 9,713 14,272 5,222 78 10,965 16,265 

See footnotes at end of table. 



Description 

Obligation8 by objeot8 for the ji80al year8 1962, 1963, and 1964-Continued 

DEPARTMENT OF COMMERCE 

Direct 

[In mlll10ns of dollars) 

1962 actual 1963 estimate 

Public 
Reim- enter-

bursable prise and 
revolv

Ingfunds 

;." Total Direct 

Public 
Reim- entet-

bursable prise and 
revolv

Ingfunds 

Total Direct 

1964 estimate 

Public 
Reim- enter-

bursable prise and 
revolv

ingfunds 

Total 

---------------------------------------------------
10 Personal services and benefits___________________ (129) (22) (32) (183) (147) (25) (37) (209) (173) (26) (42) (242) fij 
11 Personnel compensat!on_ ___________________ Il9 20 30 169 136 23 35 193 161 24 40 224 

12 W:s~~eF~~n~rii~~~~_~_~~_~~~~~_-_~~~~~~=== --------9- --------j- --------2- -------jif -------io- --------2- --------2- -------i4- -------i2- --------2- --------3- -------i6- ~ 
13 Benefits for former personneL_______________ 1 __________ __________ 1 1 __________ __________ I 1 __________ __________ 1 
20 Contractual services and supplles_______________ (89) (9) (17) (115) (130) (12) (22) (165) (194) (10) (28) (231) i:':l 
21 Travel and transportation of persons_ _______ 5 2 1 8 6 3 1 10 9 2 1 12 a 
22 Transportation of thlngs_ ___________________ 2 (I) (I) 2 2 1 (I) 3 3 (I) (I) 4 0 
23 Rent, communications, and utilltles_ _______ 9 1 3 14 12 2 3 18 16 2 4 22 Z 
24 Printing aud reproductlon_ _________________ 6 1 1 7 7 1 1 9 8 1 1 10 0 
25 Other servlces_______________________________ 58 2 8 67 91 3 11 105 144 2 14 161 at<' 
26 Supplies and materlals______________________ 10 3 4 16 12 3 6 20 14 2 7 23 I=l 
30 Acquisition of capital assets_____________________ (47) (3) (7) (57) (96) (2) (36) (134) (121) (1) (109) (231) 
31 Equlpment-________________________________ 11 3 5 19 35 2 7 44 39 I 10 50 
32 Lands and structures_ _ _____________________ 36 (I) 1 36 61 __________ 1 62 80 __________ I 81 t:I 

~g Gr~v::tfx~ ~~r'~~====================== -----(362) ----(Ir--- (I) 1 (36~) -----(339) ----(ii---- ~) (~) (35~) ----(Iy--- (I) 99 (~gg) 5g 
41 Grants, subsidies, and oontrlbutions_ _______ 362 (I) 362 339 (I) 339 359 (I) 359 

:~ ~~t~~~":n~~'t;l~n~~~~~I~~~=:=:=:=:=== ____ ~'L ___ =======:== ----rr-- m ____ ~'! ________________________________ ~ _____ ~'! ______________ ----rr-- 1:l 
t1nvouc:e~~d_~s_-_-_==========:=====:======:======::== ========:= ====:===:= ____ ~'! ________ ~'L ___ ====:===== ========== ____ ~'! ________ (1) ---------- ---------- ---------- ---------- ~ 
Not dlstrlhuted by object class______________________ -4 (I) 23 18 68 -1 87 --154- -----::20- ----(Ir--- -------94- -------73-
Proposed for separate transmlttal_ __________________ __________ __________ __________ __________ 5 __________ __________ 5 _______________________________________ _ 

Total ________________________________________ _ 622 34 79 735 785 38 184 1,007 826 37 274 1,137 



DEPARTMENT OF DEFENSE-MILITARY 

:g 10 Personal services and benefits____ _______________ (16,349) (248) (1,607) (18,203) (16,653) (327) (1,703) 
~ 11 Personnel compensatlon_____________________ 12,596 227 1,498 14,321 12,710 30a 1,585 

i 
Military pay Included in 11 above___________ (8,024) (10) (-- ______ ) (8,034) (8,101) (13) (--------) 

12 Personnel benefits___________________________ 2,857 20 108 2,985 2,914 24 118 
C> 13 Benefits for former personneL_______________ 896 __________ .. _________ 896 1,029 ___________________ _ 

T 
20 Contractual services and supplles_______________ (18,732) (1,855) (8,512) (29,099) (19,459) (2,062) (9,338) 
21 Travel and transportation of persons________ 751 12 89 852 716 11 90 
22 Transportation of things_ _ __________________ 920 20 628 1,568 921 22 665 

~ 23
24 

Rent, communications, and utllIties_________ 754 58 79 891 842 151 80 
.~ Printing and reproduction_ _________________ 99 4 5 lOS 93 5 3 

25 Other servlces_______________________________ 9,053 872 1,798 11,723 9,956 937 1,891 
26 Supplies and materials______________________ 7,155 890 5,913 13,958 6,93i 936 6,609 
30 Acquisition of capital assets_____________________ (13,245) (923) (868) (15,036) (14,299) (1,338) (958) 
31 Equipment._ _______________________________ 12,175 777 785 13,737 13,065 1,095 941 
32 Lands and structures________________________ 1,070 146 72 1,288 1,234 243 1 
33 Investments and loans______________________ __________ __________ 12 12 __________ __________ 17 
40 Grants and fixed charges________________________ (131) (1) (25) (156) (166) (1) (5) 
41 Grants, subsidies, and contrlbutions_ _______ 32 (1) (1) 32 43 (1) (1) 
42 Insurance ohums and Indemnlties___________ 27 __________ 5 32 29 __________ 5 
43 Interest and dlvldends______________________ 72 (I) 20 92 94 ________________ .. __ _ 

(18,683) (17,170) (345) (1,732) 
14,598 12,843 321 1,611 
(8,114) (8,131) (13) ( ________ ) 
3,056 3, 164 25 121 1,029 1.163 ___________________ _ 

(30,860) (20, 242) (2,098) (9,582) 
817 720 11 91 

1,608 895 22 678 
1,073 890 161 82 

101 100 5 4 
12,784 10,264 963 1,834 
14,476 7,373 936 6,893 

(16,596) (14,409) (1,315) (892) 
15, 101 13,079 1,057 883 

1,478 1,330 259 _________ _ 
17 __________ __________ 10 

(171) (324) (1) (5) 
43 201 (1) (1) 
34 30 __________ 5 
94 93 ___________________ _ 

(19,248) 
14,775 
(8,143) 
3,310 
1,163 

(31,921) 
822 

1,595 
1,133 

109 
13,061 
15,202 

(16,616) 
15,019 
1,589 

10 
(329) 
201 
35 
93 

-------21- ----ur--- ---------- -------2i- -------22- ----(lr--- ---------- -------22-44 Refunds_____________________________________ (1) (I) (1) Un vouchered_ ______________________________________ 18 __________ __________ 18 
Not distributed by object class______________________ -121 __________ 728 601 
Proposed for separate transmittaL _________________________________________________________ _ 

-1 __________ -101 -101 29 __________ -Q 23 
282 __________ __________ 282 900 __________ __________ 900 

TotaL _ _______________________________________ 48,354 
3,026 11,734 63,114 50,880 3,728 11, \103 66,511 53,095 3,758 12,205 69,059 

See footnotes at end of table. 



Description 

Obligation8 by object8 for the fi8caZ year8 1962, 1963, and 1964-Continued 

DEPARTMENT OF DEFENSE-CIVIL 

.[In mlllions of dollars]l, 

1962 actual 1963 estimate 

Public Public 
Reim- enter- Reim- enter-

1964 estimate 

Public 
Reim- enter-

Direct bursable prise and Total 
revolv-

Direct bursable prise and Total Direct bursable pri.e and Total 
revolv· revolv-

ing,funds ingfunds Ingfunds 
--------------1---:------------------------------------
10 Personal services and benefits___________________ ,(94)(3) (193) (200) (103) (I) (200) (303) (lIO) (I) (204) (314) 
II Personnel compensation_____________________ 87 3 179 269 96 (I) 185 281 102 (I) 189 291 

Milltary pay Included In 11 above___________ (1) ______ ____ (1) (1) (1) __________ (1) (1) (1) __________ (1) (1) 
12 Personnel benefits __________________ '_________ 6 (I) 12 19 7 (I)' 13 20 8 (I) 14 21 
13 Benefits for former personneL __ "__________ (I) 2 2 (I) 2 2 (I) 2 2 
20 Contractual services and supplies_______________ (305) (55) (120) (481) (337) (11) (125) (473) (344) (2) (123) (468) 
21 Travel and transportation ofpersous________ 4 (I) 10 14 5 (I) 10 15 5 (I) 10 15 
22 Transportation oftblngs ______________ c_____ 2 (I) 10 11 2 10 12 2 10 12 
23 Rent, conuuunications, and utilities ____ '_____ 3 (I) 4 7 3 (I) 4 8 4 (I) 4 8 
24 Printing and reproduction _______ c__________ (I) (I) , 1 I 1 (I) I 1 1 (I) 1 1 
25 Other services __________________ c __________ ,_ 278 54 59 392 304 10 62 376 3lI 60 372 
26 Supplies and materials______________________ ' 18 (I) 37 55 21 39 61 22 (I) 39 61 
30 Acquisition of capital assetsc _____ , ___ c __ ,_______ (613) (12) (19) (644) (696) (2) (22) (721) (GOO) (1) (17) (708) 
31 Equlpment ________ : ___________ ,, __ -"_______ 6 (I) 8 14 6 (I) 10 17 7 (I) 10 16 

'32 Lands and structures _____ " _________ "_________ 007 12 11 .630 690 ' -2 .12 704 683 1 8 692 
33 Investments and loans_", ____ ,_,_,:::::,, _______ : _____________ : _______ : _______ :;_, ________ ~o ________ , ______________________________________________________________ _ 

40 Grants and fixed charges __________ ----',-,,--,-:- (7) (I)' (19)' (26) (8) ( _____ ::_) (21) (30) (13) ( ________ ) (22) (36) 
41 Grants, subsidies, and contributions_: __ :::_ , 7 ___ , __ ,;__ Hl ' 16 8 ______ ":__ 11 19 13 __________ II 25 

-- 42 Iusurance claims and Indemnities ____ : __ ,: ___ '(I)' -"'(') '(I), :I (I) ,(l)' 1() (I) 1 
43 Interest and dividends_c, ____ :: __ "'"cc:____ -,(Ii ' 9 9 (I) ,10 10 (1) 10 11 44 Refunds __________________________ '",, __ :cc, _______ ,-- ______ 0 __ ' :_: ______________________ 0_' ________________ ' ______________________________________________________ _ 

Unvouchered __________________ , __ ,_, __________ cc:_, _____ : _________ ,____ __________ , _______________________________________________________________________________ _ 

Not distributed by obiect class ___ , ______ cc: _____ :::_ -1 _____ _____ 4 2 -2 __________ -6 -8 -1 -4-5 
Proposed for separate transmittaL__________________ ________ __ __________ __________ I __________ __________ 1 _______________________________________ _ 

TotaL _______________________________________ _ 1,018 70 355 1,443 1,143 13 363 1,519 1,156 3 363 1,522 



DEPARTMEN'I' OF HEALTH, EDUCATION, AND WELFARE 

10 Personal services and benefits___________________ (441) (5) (33) (480) (493) (6) (:19) (538) (550) (6) (45) (601) 
11 Personnel compensation_____________________ 405 5 30 440 452 6 36 493 503 5 41 550 Military pay included In 11 abovo __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 34 (') 3 3i 38 I 3 42 43 1 4 48 
13 Bonefits for former personnel________________ 2 ___________ ._________ 2 3 __________ __________ 3 3 __________ __________ 3 
20 Contraotual services and supplles_______________ (27!) (3) (18) (292) (320) (3) (21) (344) (375) (2) (23) (400) 
21 Travel and transportation ofpersons________ 17 I I 19 20 1 2 23 23 I 2 26 
22 Transportation of thlngs____________________ 4 (') (') 4 5 (') (') 5 7 (') (') 7 
23 Rent, communloatlons, and utlllties_________ 30 <I) 3 3.1 34 (') 4 38 38 <I) 5 43 
24 Printing and reproduotlon__________________ 5 <I) I 6 6 (') 1 7 7 (') I 8 
25 Other servlces_______________________________ 182 3 186 208 4 213 243 (') 4 248 
26 Supplles and materlals______________________ 33 (') 10 43 48 (') 11 59 57 (') 12 69 
30 Aoqulsltlon of capital assets_____________________ (138) (') (2) (140) (181) (') (2) (184) (196) (') (2) (198) 
31 Equlpment_________________________________ 38 (') 2 40 27 (') 2 29 42 (') 2 44 
32 Lands and struotures_______________________ 23 __________ __________ 23 60 __________ __________ 60 61 __________ __________ 61 
33 Investments and loans______________________ 77 __________ __________ 77 94 __________ __________ 94 93 __________ __________ 93 
40 Grants and fixed charges________________________ (3,963) (23) (') (3,986) (4,520) (30) ( ________ ) (4,550) (4,671) (30) C-------) (4,701) 
41 Grants, suhsldles, and contrlbutions_________ 3,963 23 __________ 3,986 4,520 30 __________ 4,550 4,671 30 __________ 4,701 
42 Insurance claims and Indemnltles___________ (') __________ (') (') (') __________ __________ (') (') __________ __________ (') 
43 Interest and dlvidends _____________________________________________________________________________________________________________________________________________ _ 
44 Refmnds_____________________________________ (') __________ __________ (') (') __________ __________ (') _______________________________________ _ 

~~tdy~t~!~~ted-iiy-Obiect"class:::::::::::::::::::::: ------:.:7- ~:l (') (1)_7 16 ~:l (') (') 16 79 ~:l (') (') 79 
Proposed forseparatetransmlttnL ___________ ~------ __________ __________ __________ __________ 273 __________ __________ 273 1,619 __________ __________ 1,619 

Total. _______________________________________ _ 4,806 31 53 4,891 5,804 40 62 5,966 7,491 39 70 7,599 

See footnotes at end of table_ 



Description 

Obligati{)n8 by object8 for the fi8cal year8 1962, 1963, and 1964-Continued 

DEPARTMENT OF THE INTERIOR 
[In millions of dollars l~ 

1962 actual 1963 estimate 

Public Public 
Relm- enter- Relm- enter-

1064 estimate 

Public 
Rclm- enter-

Direct bursable prise and Total Dlrcct bursable prise and Total Direct bnrsable prise and Total 
revolv- revolv- revolv-

Ingfunds Ingfunds ingfunds 

------------------1------------------------------------------------
10 Personal services and benefits___________________ (323) (27) (28) (378) (376) (28) (32) (436) (417) (30) (33) (480) 
11 Personnel compensatlon_____________________ 301 25 26 353 350 26 29 405 389 28 31 448 Military pay Included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 22 2 2 26 26 2 2 30 28 2 2 32 

~g Conf..~~~~~ !~~Sf~::,~e~~~~~::::::::::::::: -----(i4i) ------ii4) (I) (24) (1~179) -----(iS2) ------(iii) (I) (34) (11229) -----(2iii) ------(ii) (1\57) (Ibo) 
21 Tn.,'el and transportation of persons________ 19 2 1 22 22 3 1 25 24 3 1 27 
22 Transportation ofthlngs____________________ 5 1 (I) 6 6 1 1 7 7 1 1 8 
23 Rent, communications, and utllItles_________ 11 1 2 14 12 1 2 16 15 1 1 18 
24 Printing and reproductlon__________________ 3 (I) (I) 3 4 (I) 1 5 4 (I) 1 5 
25 Other services_______________________________ 56 6 6 68 73 4 8 85 84 4 7 95 
26 Supplies and materlals______________________ 47 3 15 65 64 4 23 91 68 3 47 118 
30 Acquisition of capital assets_____________________ (255) (4) (91) (349) (353) (6) (105) (464) (402) (4) (90) (496) 
31 Equlpment_________________________________ 25 2 8 35 45 2 7 54 41 2 3 46 
32 Lands and structures________________________ 211 2 79 291 288 4 88 380 341 2 81 424 
33 Investments and loans______________________ 18 __________ 4 23 19 __________ 10 30 20 __________ 6 26 
40 Grants and fixed charges________________________ (118) (I) (1) (119) (145) (I) (1) (146) (153) (I) (1) (154) 
41 Grants, subsidies, and contrlbutlons________ 115 (I) (I) 115 142 (I) 1 143 149 (I) 1 150 
42 Insurance claims lind indemnltles___________ (I) (I) (I) (I) (I) (I) (I) (I) (I) (I) (I) 
43 Interest and dlvldends______________________ 3 __________ (I) 3 3 (I) 4 3 (I) 
44 Refunds_____________________________________ (I) __________ (I) (I) (I) __________ __________ (I) (I) ___________________ _ 

~~tdY;t~T~~~ci.-bY-Obiect-Ci.8S8:::::::::::::::::::::: ------:.:3- ----(Iy--- -----:.:26- -----:.:28- (I) -2 ----(Iy--- ------:.:3- (I) -4 (I) -2 ----fly--- ------:.:i-
Proposed for separate transmittaL__________________ __________ __________ __________ __________ 27 __________ __________ 27 25 ___________________ _ 

Total ________________________________________ _ 835 45 119 998 1,080 47 170 1,296 1,195 46 181 

(I) 
(I) 

-3 
25 

1,422 



DEPARTMENT OF JUSTICE 

10 Personal services and benefits................... (242) (4) (9) (256) (262) (5) (10) (276) (280) (4) (11) (295) 
11 Personnel componsatlon .... _ ..... _ •••...... _ 226 4 8 239 244 4 9 258 261 4 10 275 

Military pay Included in 11 above ............•....••...... _ .••....... _ .......... _ .•.....•.••.......•...... _ .........••......••.•....••.•.•.•••.....•••.......•.•.... 
12 Personnel benefits........................... 16 (1) 1 17 17 (1) 1 18 19 (1) 1 20 
13 Benefits for former personneL ......••....•.......... _ •......... _ ........ ___ ...... _ .........•....... _ .•.......••.•.... _ .•.•..... __ ••.....•.............. __ .......•.... 
20 Contractual services and supplies ... _ •......... _ (46) (2) (23) (71) (46) (2) (24) (72) 50 (2) (24) (76) 
21 Travel and transportation of persons .. _..... 13 (1) (1) \4 13 (1) (1) 14 14 (1) (1) 14 
22 Transportation of thlngs ••.....• _........... 2 (1) (I) 2 1 (1) (1) 2 I (1) (1) 2 
23 Rent, communications, and utilities......... 7 8 7 9 8 \0 
24 Printing and roproductlon. ..•......•.•..... 2 (1) (1) 2 1 (1) (1) 2 2 (I) (1) 2 
25 Other services............................... 9 (1) (1) 10 9 (1) (1) 9 10 (1) (1) 10 
26 Snpplies lind materials...................... 13 1 22 36 14 1 22 37 14 22 38 
30 Acquisition of cupit"l assets. .••.........•....... (13) (1) (3) (16) (14) (1) (2) (16) (21) (1) (2) (23) 
31 Eqnlpment.. .••.......•••.........•........ 5 (1) 1 6 7 (1) 1 8 8 (1) 1 9 
32 Lands and structures ...••...... _........... 7 (1) 2 10 7 (1) 1 9 13 ..••••.... 1 15 
33 Investments and loans ....•........••..•.....•..................•.........••............•.•. _ .....•..•...•......••.....•.•..•....••••.....•...•..••...•..••••.......• 
40 Grants and fixed charges ....•......... _......... (1) (1) (1) (1) (1) (1) (1) (1) (1) (1) (1) (1) 
41 Grants, subsidies, and contributions......... (1) (1) (1) (1) (1) (1) (1) (1) (1) 
42 Insurance claims and indemnities........... (1) ••••••••• _ (1) (1) (1) •••••••••• (1) (1) (1) (1) (1) 
43 Interest and dividends ...••.........•........... _ ...•........•......••• _ .........•...•....• _ ........•.......•......•....•..•.......•.....•....••.........•.........• 
44 Refunds..................................... (1) •••••••••• •••••••••• (1) (1) •••••••••• •••••••••• (1) (1) •••••••••• •••••••••• (1) 
Unvouchered ...... __ •.•.......•.••..........•...... (1) •••••••••. •••••••••• (1) (1) •• _....... •••••••••• (1) (1) •••••••••• •••••••••• (1) 
Not dlstributcd by object class...................... -5 (1) (1) -5 -4 (1) -4 5 ....••.•......•••..• 
Proposed for separate trtillsmlttaL ........••.....•..••...... _. ........•• .•........ .......... 1 ....••.... ......••.. 1 ....•...... _ •.....•.••••....••.....•.•.. 

TotaL ••......••......••••.... _ .....••....••.• 296 35 339 319 35 362 356 6 37 399 

See footnotes at end of table. 



Description 

Obligations by objccts for the fiscal ycars 1962, 1963, and 1964-Continued 

DEPARTMENT OF LABOR 

Direct 

[In millions of dollarsl 

1962 actual 1963 estimate 

C Reim
bursable 

LPubllcj 
enter

prise and 
revolv

Ing(unds 

Total Direct 
Reim

bursable 

Public 
enter

prise and 
revolv

ingfunds 

Total Direct 

1964 estimate 

Reim
bursable 

Public 
enter

prise and 
revolv

ing(unds 

Total 

------------------1------------------------------------------------
10 Personal services and benefits___________________ (197) (2) (2) (200) (186) (3) (2) (191) (183) (1) (2) (186) 
11 Personnel compensatlon_____________________ 41 2 2 44 51 2 2 56 58 1 2 61 Military pay Included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 3 (1) (1) 3 4 (1) (1) 4 4 (1) (1) 4 
13 Benefits (or (ormer personneL______________ 153 __________ __________ 153 131 __________ __________ 131 121 __________ __________ 121 
20 Contractual services and supplics_______________ (17) (1) (3) (21) (22) (1) (3) (26) (26) (1) (2) (29) 
21 Travel and transportation o( persollS________ 4 (1) 1 5 4 (1) 1 6 5 1 1 6 
22 Transportation o( things____________________ (1) (1) (1) (1) (1) (1) (1) (1) (I) (1) ~1) (1) 
23 Rent, communications, and utilitles_________ 2 (1) (1) 2 2 (1) 3 2 (1) 1) 3 
24 Printing and reproductlon__________________ 1 (1) (1) 2 1 (1) (1) 2 2 (1) 1) 2 
25 Other servlces_______________________________ 9 (1) 10 13 14 16 (1) 1) 17 
26 Supplies and materlals______________________ 1 (1) (1) 1 1 (1) 1 1 (1) (1) 1 
30 Acquisition of capital assets_____________________ (1) (1) (320) (322) (1) (1) (173) (174) (1) (1) (260) (261) 
31 Equlpment_________________________________ 1 (1) (1) 1 1 (1) (1) 1 1 (1) (1) 1 32 Lands and structures ______________________________________________________________________________________________________________________________________________ _ 
33 Investments and loans______________________ __________ __________ 320 320 __________ __________ 173 173 __________ __________ 260 260 
40 Grants and fixed charges________________________ (388) (1) __________ (389) (136) (1) __________ (136) (235) __________ __________ (235) 
41 Grants, subSidies, and contrlbutiollS________ 324 1 __________ 325 71 1 __________ 71 168 __________ __________ 168 
42 Insurance claims and Indemnltics___________ 64 __________ __________ 64 65 __________ __________ 65 67 __________ __________ 67 
43 Interest and dlvidellds _____________________________________________________________________________________________________________________________________________ _ 
44 Re(unds ___________________________________________________________________________________________________________________________________________________________ _ 
Unvollchered ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object elass______________________ (1) (1) (1) 1 (1) (1) (1) -1 (1) __________ (1) (1) 
Proposed (or separate transmittaL__________________ __________ __________ __________ __________ 15 __________ __________ 15 100 __________ __________ 100 

TotaL _______________________________________ _ 603 4 325 933 359 4 179 541 544 265 810 



POST OFFICE DEPAHTMENT 

10 Personal services and beneflts___________________ __________ (2) (3,362) (3,364) __________ (2) (3,637) (3,639) ______ ____ (2) (3,892) (3,894) 
11 Personnel compensatlon_____________________ __________ 2 3,116 3,117 __________ 2 3,371 3,373 __________ 2 3,005 3,607 

Military pay Included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ __________ (1) 246 216 __________ (1) 266 266 __________ (1) 287 287 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplies_______________ __________ (45) (862) (906) __________ (51) (920) (971) __________ (57) (963) (1,019) 
21 Travel and transportation of persons________ __________ __________ 21 21 __________ __________ 23 23 __________ __________ 24 24 
22 Transportation of thlngs____________________ __________ 43 647 691 49 674 723 55 699 754 
23 Rent, communications, and utllltles_________ __________ 1 100 100 1 117 118 1 128 128 
24 Printing and reproductlon__________________ __________ __________ 4 4 __________ __________ 5 5 __________ __________ 5 5 
25 Other servlces_______________________________ __________ __________ 32 32 __________ __________ 38 38 __________ __________ 41 41 
26 Supplies and materlals______________________ __________ 1 58 59 __________ 1 64 65 __________ 1 67 68 
30 Acquisition 01 capital assets_____________________ __________ (3) (106) (109) __________ (4) (97) (102) __________ (11) (119) (130) 
31 Equlpment.________________________________ __________ 1 42 42 __________ 1 49 50 __________ 1 62 62 
32 Lands and structures________________________ __________ 2 64 66 __________ 3 48 51 __________ 10 57 68 
33 Investments and loans ___________________________________________________________________________________________ • _________________________________________________ _ 
40 Grants and fixed charges________________________ (63) ( ________ ) (2) (65) ( ________ ) ( ________ ) (2) (2) ( ________ ) ( ________ ) (2) (2) 
41 Grants, subsidies, and contrlbutlons________ 63 __________ ____________ 63 _______________________________________________________________________________ _ 
42 Iusurance claims and Indemnlties___________ __________ __________ 2 2 __________ __________ 2 2 __________ __________ 2 2 
43 Interest and dlvldends _____________________________________________________________________________________________________________________________________________ _ 
44 Rofunds ____________________________________________________________________________________________________________________________________________________________ _ 
Unvouchered _________________________________________________________________________________________________________________________________________ •• ___________________ _ 
Not distributed by object class _____________________________________________________________________________________________________________________________________________ _ 
Proposed for separate transmlttaL _____________________________________________________________________________________ . ____________________________________________________ _ 

Totnl ________________________________________ _ 
63 50 4,332 4,444 _________ _ 56 4,657 4.713 _________ _ 69 4,977 5,046 

Sec footnotes at end of table. 



Description 

Obligations by objects for the fi8cal years 1962, 1963, and 1964-Continued 

DEPARTMENT OF STATE 
Un millions of dollars]1 

1962 actual 1963 estimate 

Public Public 
Reim- enter- Reim- enter-

1964 estimate 

Public 
Reim- enter-

Direct bursable prise and Total Direct bursable prise and Total Direct bursable prise and Total 
revolv- revolv- revolv-

ingfunds ingfunds ingfunds 
--------------1------------------------------------
10 Personal services and benefits___________________ (113) (44) ( ________ ) (157) (119) (46) ( ________ ) (165) (131) (49) ( ________ ) (180) 
11 Personnel compensation_____________________ 102 39 __________ 140 107 40 __________ 148 118 43 __________ 161 

Military pay included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 11 5 __________ 17 12 6 __________ 18 13 6 __________ 19 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractnalservices andsnpplies_______________ (58) (29) __________ (87) (61) (29) __________ (91) (71) (30) __________ (101) 
21 Travel and transportation of persons________ 12 6 18 14 7 21 16 7 24 
22 Transportation of things____________________ 6 5 11 6 4 10 7 5 11 
23 Rent, communications, and utilities_________ 9 9 18 9 10 19 11 10 21 
24 Printing and reproduction__________________ 1 (1) 1 1 (1) 1 1 (1) 1 
25 Otherservices_______________________________ 26 5 31 29 4 33 32 4 36 
26 Supplies and materials______________________ 3 3 __________ 7 3 3 __________ 7 4 3 __________ 7 
30 Acquisition of capital assets_____________________ (22) (3) __________ (24) (125) (3) __________ (128) (39) (2) __________ (41) 
31 Equipment_________________________________ 4 3 __________ 6 5 3 __________ 8 7 2 __________ 9 
32 Lands andstructures_______________________ 18 (1) __________ 18 20 (1) __________ 20 32 (1) __________ 32 
33 Investments and loans______________________ __________ __________ __________ __________ 100 __________ __________ 100 _______________________________________ _ 
40 Grants and fixed charges________________________ (136) (I) (136) (137) (1) (137) (148) (I) (148) 
41 Grants, subsidies, and contrlbutions________ 136 (I) 136 137 (I) 137 148 (I) 148 
42 Insurance claims and Indemnities___________ (1) (1) (I) (I) (I) (I) (I) (I) (I) 
43 Interest and divldends______________________ (I) - _________ ---_______ (1) _______________________________________________________________________________ _ 
44 Refunds ____________________________________________________________________________________________________________________________________________________________ _ 
Unvouchered_______________________________________ 2 __________ __________ 2 2 __________ __________ 2 2 __________ __________ 2 
Not distributed by object class______________________ (I) __________ __________ (I) (I) __________ __________ (I) (I) __________ __________ (I) 
Proposed for separate transmittaL__ ________________ __________ __________ __________ __________ 7 __________ __________ 7 _______________________________________ _ 

TotaL _______________________________________ _ 330 75 _________ _ 405 452 78 _________ _ 530 390 82 _________ _ 472 

..... 
00 o 



TREASURY DEPARTMENT 

10 Personal services and benefits................... (677) (27) (26) (729) (743) (28) (27) (798) (830) (20) (27) (877) 
11 Personnel compensation..................... 577 23 24 624 635 24 25 684 709 19 25 753 

Military pay Included In 11 above........... (92) (I) (I) (92) (94) (I) (I) (94) (97) (I) (I) (97) 
12 Personnel benefits........................... 69 4 2 74 76 4 2 82 88 1 2 91 
13 Benefits for former personneL............... 31 .••.•..... ...•...... 31 32 ............. "'.'.. 32 34 ...•...... •......••• 34 
20 Contractual services and supplies............... (194) (21) (27) (243) (196) (25) (28) (248) (235) (20) (28) (282) 
21 'l'ravel and transportation of persons........ 25 1 (I) 25 29 1 (I) 30 33 1 (I) 34 
22 Transportation of things.................... 9 1 (I) 10 9 1 (I) 11 11 (I) (I) 12 
23 Rent, communications, and utilities......... 35 2 37 36 2 39 48 49 
24 Printing and reproduction.................. 23 (I) (I) 23 21 (I) (I) 21 24 (I) (I) 24 
25 Other services............................... 65 7 1 73 61 10 1 71 il 8 1 80 
26 Supplies and materials...................... 38 10 26 74 40 10 26 76 48 10 26 84 
30 Acquisition of capital assets..................... (49) (15) (I) (65) (70) (28) (3) (101) (88) (18) (4) (lll) 
31 Equipment................................. 44 8 1 53 54 8 3 65 75 7 4 87 
32 Lands and structures........................ 5 7 ....•..... 12 16 19 .........• 36 13 11 .......... 24 
33 Investments and loans ••...•....••.......•.................•..•....................................................•.......................••..........•............ 
40 Grants and fixed charges........................ (9,276) (I) (I) (9,276) (9,823) ....••.•.. (1) (9,823) (10,143) ....••.... (I) (10,144) 
41 Grants, subsidies, and contl·lbutions. ....... 34 •......... .........• 34 34 .......... ....... ... 34 34 .....•.... .•.....•.. 34 
42 Insurance claims and indemnities........... 44 (I) (I) 45 6 .......... 1 7 5 ......•... 1 7 
43 Interest and dividends...................... 9,198 .....•••.. (I) 9,198 9,782 .......•.. (I) 9,782 10,103 .......... (I) 10,103 
44 Hefunds ...•..•.............•...........•...............................•...............•...............................•......... _ .•..........•.••..........•.....•• 
Unvouchered ... _ .••...........•.•......... __ ..•... (I) ••••••••••.. _........ (I) (I) •••••••• _ •••• ____ ••• (I) (I) _ ••••••• _ ••••• __ •••• (I) 
Not distrlbntcd by object class .........••.•. _ ...... _ (I) _._....... (I) 1 (I) (I) (I) (I) (I) (I) 
Proposed for scparate transmittal. _ ... __ •.......... _ .......•.. _._ .............. _ ..•......... _ 5 .. __ ...... .......... 5 .................. _ ........••. _ ..•.•.... 

Totnl ...•...•.•........•.. _................... 10, 196 63 55 10,315 10,836 80 58 10,974 11,296 58 61 11,414 

See footnotes at end of table. 

...... 
00 



Description 

Obligation8 by object8 for the fi8cal year8 1962, 1963, and 1964-Continued 

ATOMIC ENERGY COMMISSION 

1[ln millions of dollars]1 

1962 actual 1963 estimate 

Public Public 
Reim- entcr- Reim- enter-

Direct bursable prise and Total Direct bursablc prise and Total 
revolv- revolv-

ingfunds ingfunds 

1964 estimate 

Public 
Rcim- enter-

Direct bursable prise and Total 
revolv-

ingfunds 

--------------1------------------------------------
10 Personal services and benefits___________________ (62) (I) ( ________ ) (62) (67) ( ________ ) ( ________ ) (67) (75) ( ________ ) ( ________ ) (75) 
11 Personnel compensation_____________________ 57 (I) __________ 57 62 __________ __________ 62 70 __________ __________ 70 

Military pay included in 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel bcnefits___________________________ 4 (I) __________ 4 5 __________ __________ 5 5 __________ __________ 5 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplles__ _____________ (?,323) (118) C-------) (2,440) (2,681) (132) ( ________ ) (2,813) (2,462) (89) ( ________ ) (2,551) 
21 'I'ravel and transportation of persons________ 4 (I) 4 4 __________ __________ 4 5 __________ __________ 5 
22 Transportation of things____________________ 8 __________ __________ 8 9 __________ __________ 9 10 __________ __________ 10 
23 Rent, communications, and utilltlmL._______ 205 __________ __________ 205 204 __________ __________ 204 204 __________ __________ 204 
24 Printing and reproduction__________________ 1 __________ __________ 1 1 __________ __________ 1 1 __________ __________ 1 
25 Other serviccs_______________________________ 1,507 118 __________ 1,625 1,927 132 __________ 2,059 1,847 89 __________ 1,935 
26 Supplies and materlals______________________ 599 __________ __________ 599 536 __________ __________ 536 396 __________ __________ 396 
30 Acquisition of capital asscts_____________________ (357) ( ________ ) ( ________ ) (3.'>7) (550) ( ________ ) ( ________ ) (550) (401) ( ________ ) ( ________ ) (401) 
31 Equipment_________________________________ 154 __________ __________ 154 179 __________ __________ 179 167 __________ __________ 167 
32 Lands and structurcs_ ______________________ 203 __________ __________ 203 370 __________ __________ 370 234 __________ __________ 234 
33 Investments and loans _____________________________________________________________________________________________________________________________________________ _ 
40 Grants and fixed charges _____ ~__________________ (5) ( ________ ) ( ________ ) (5) (4) ( ________ ) ( ________ ) (4) (4) ( ________ ) ( ________ ) (4) 
41 Grants, subsldics, and contrlbutions________ 5 __________ __________ 5 4 __________ __________ 4 4 __________ __________ 4 
42 Insurance claims and indemnlties___________ <I) __________ __________ (I) 1 __________ __________ 1 (I) __________ __________ (I) 
43 Interest and dlvidends ___________________________________________________________ ,~ ________________________________________________________________________________ _ 
44 Refunds ___________________________________________________________________________________________________________________________________________________________ _ 

~~;~\'scef~~~ed-bY-.;bjcct-ciass~::::::::::::::::::::: :::::::::: :::::::::: :::::::::: :::::::::: ____ ~I!: ___ :::::::::: :::::::::: ____ ~I! ____ • ___ ~I! ____ :::::::::: :::::::::: ____ ~I! ___ _ 
Proposed for separate transmittaL _________________________________________________________________________________________________________________________________________ _ 

Total ________________________________________ _ 2,746 
118 _________ _ 

2,864 3,302 132 _________ _ 3,434 2,942 89 _________ _ 
3,031 

t;;l 
n 
o 
Z 

~ 
t:! 
o 

I 



FEDERAL AVIATION AGENCY 

10 Personal services and benefits___________________ (347) (10) <- ______ oj (356) (393) (9) <- ______ oj (402) (441) (5) ( ________ ) (446) 
11 Personnel compensation_____________________ 323 9 __________ 332 367 8 __________ 375 411 6 __________ 416 Military pay includcd in 11 above _________________________________ . ________________________________________________________________________________________________ __ 
12 Personnel heneflts___________________________ 24 1 __________ 24 27 1 __________ 27 30 (1) __________ 30 
13 Benefits for former personneL _____________________________________________________________________________________________________________________________________ __ 
20 Contractual services and supplics__ _____________ (1 n) (7) ( ________ ) (180) (217) (6) ( ________ ) (222) (205) (6) C _______ ) (210) 
21 '['ravcl and transportatiou or persons________ 22 1 22 26 1 27 28 (1) 28 
22 'l'ransportation or thing~__ __ ________________ 7 1 8 8 1 9 9 10 
23 Rent, communications, and utilities_________ 47 1 48 70 1 71 56 (1) 56 
24 Printing and reproduction__________________ 1 (I) 1 2 (1) 2 2 (1) 2 
25 Other scrvlces_______________________________ 67 2 69 76 1 76 67 1 68 
26 Supplies and materlals______________________ 28 3 __________ 32 35 3 __________ 38 44 3 __________ 47 
30 Acquisitiou or capital assets_____________________ (91) (9) ( ________ ) (100) (109) (17) ( ________ ) (125) (141) (7) C _______ ) (149) 
31 EquipmenL________________________________ 48 8 __________ 57 65 16 __________ 82 102 7 __________ 109 
32 Lands and structures .. _____________________ 43 (1) __________ 44 43 1 __________ 44 39 (1) __________ 39 
33 Investments and loans _____________________________________________________________________________________________________________________________________________ __ 
40 Gmnts and fixed charges________________________ (47) (1) __________ (47) (85) (1) __________ (86) (85) (1) __________ (8U) 
41 Grants, subsidies, and contributions. _______ 46 1 __________ 47 85 1 __________ 86 85 1 __________ 86 
42 Insurance claims lind indcmnit.ies___________ (I) __________ __________ (1) (1) __________ __________ \') (1) __________ __________ (1) 
43 Interest and dividends _____________________________________________________________________________________________________________________________________________ _ 
44 Refunds __________________________________________________________________________________________________________________________________________________________ __ 
Ullvouehered ____________________________________________________________________________________________________________________________________________________________ __ 
Not distributed by ohject ehlSs______________________ -,1 (I) __________ -1 -1 (1) __________ -1 -:1 (1) __________ -1 
Proposed for separate trallSmittaL _________________________________________________________________________________________________________________________________________ _ 

Totnl ________________________________________ _ 656 26 _________ _ 683 803 31 _________ _ 835 871 
19 _________ _ 890 

See footnotes at end of table_ 



Description 

Obligations by objects tor the fiscal years 196~, 1963, and 1964-Continued 

GENERAL SERVICES ADMINISTRATION 

[In millions of dollars] 

1962 actual 1963 estimate 

Public Public 
Relm- enter- Relm- enter-

Direct bursable prise and Total 
revolv-

Direct bursable prise and Total 
revolv-

Direct 

Ingfunds ingfunds 

1964 estimate 

Public 
Relm- enter-

bursable prise and 
revolv

ingfunds 

Total 

------------------1------------------------------------------------
10 Personal services and benefits___________________ (46) (6) (129) (181) (53) (9) (140) (203) (62) (11) (155) (228) 
11 Personnel eompensation_____________________ 42 6 120 168 50 9 130 188 57 11 145 212 Military pay included in 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 3 (I) 9 12 4 1 10 14 4 1 11 16 
13 Benefits for former personnel________________ (I) __________ __________ (I) (I) __________ __________ (I) (I) __________ __________ (I) 
20 Contractual sorvices and snpplles________________ (281) (430) (186) (897) (296) (543) (233) (1,072) (334) (646) (260) (1,240) 
21 Travel and transportation of persons________ 2 (I) (I) 3 3 1 1 4 3 1 1 4 
22 Transportation of things_ _ __________________ 3 8 1 12 2 10 1 13 4 13 1 18 
23 Rent, communications, and utilities_________ 4 1 127 132 5 1 146 152 5 2 172 179 
24 Printing and reproductlon__________________ 2 <I) 1 3 3 <I) 1 4 3 (I) 1 4 
25 Other sorvices_______________________________ 255 12 43 310 281 20 69 370 309 23 70 401 
26 Supplies and matorials______________________ 14 409 15 439 3 510 16 529 9 608 16 633 
30 Acquisition of capital assots_____________________ (107) (I) (11) (118) (362) <I) (19) (38!) (279) (I) (15) (294) 
31 Equipmont_ _ _______________________________ 2 (I) 11 .J4 9 (I) 19 28 3 (I) 15 19 
32 Lands and structures_______________________ 104 __________ __________ 104 353 __________ __________ 353 276 __________ __________ 276 
33 Investments and loans _____________________________________________________________________________________________________________________________________________ _ 
40 Grants and fixed charges________________________ (3) ( ________ ) (I) (3) (7) ( ________ ) ( ________ ) (7) (4) ( ________ ) ( ________ ) (4) 

II ?;s~~;,~n~ls~~'a~~~~~~~~g~o_~_-_-_~~~~== (I) 1 ========== ----(Ir--- (I) 1 (I) 4 ========== =========~ (I) 4 (I) 1 ========== ========== (I) 1 
43 Interest and dividends______________________ 2 __________ __________ 2 2 __________ __________ 2 2 __________ __________ 2 
44 Refnnds_____________________________________ (I) __________ (I) (I) 1 __________ __________ 1 (I) __________ __________ (I) 
Unvouchcred ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object class______________________ __________ 69 14 82 __________ 43 -1 t2 __________ 38 (I) 38 
Proposed for separate transmlttal_ _ _ ________________ __________ __________ __________ __________ 8 __________ 8 16 2 (I) (I) 2 

TotaL _______________________________________ _ 437 505 340 1,282 726 595 399 1,720 679 696 431 1,806 



HOUSING AND HOME FINANCE AGENCY 

10 Personal services and benefits___________________ (17) (') (149) (167) (21) (') (169) (190) (24) (') (183) (207) 
11 Personnel compensatlon_____________________ 16 (') 139 155 20 (') 158 177 22 (') 170 193 Military pay Included In 11 above __________________________________________________________________________________________________________________________________ _ 

12 Personnel benefits___________________________ 1 (') 10 11 I __________ 12 13 2 (I) 13 14 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplles_______________ (6) (') (71) (77) (7) (') (84) (91) (10) (I) (92) (103) 
21 'l'raveland transportation of persons________ I (') 11 12 2 (') 11 13 2 (') 12 14 
22 'l'ransportation ofthings____________________ (') __________ 1 I (') (') I (') __________ (') 1 
23 Rent, communications, and utllIties_________ (') (') 13 14 (') (I) 15 15 (') 15 16 
24 Printing and reproduction__________________ (') ----~-i)---- 2 2 (') __________ 2 2 (') __________ 2 2 
25 Other services_______________________________ 4 44 48 (') 54 59 7 (') 62 69 
26 Supplicsand materials______________________ (I) ') I 2 (') (') 2 2 (') (I) 2 2 
30 Acquisition of capital assets_ ___________________ _ (I) ( ________ ) (2,106) (2,106) (') ( ________ ) (2,364) (2,634) (') ( ________ ) (2,940) (2,940) 
31 Equipment.________________________________ (') __________ 2 3 (') __________ I 2 (I) __________ 5 5 
32 Lands and structures________________________ __________ __________ 481 481 __________ __________ 659 659 __________ __________ 736 736 
33 Investments and loans_ _ ____________________ __________ __________ 1,622 1,622 __________ __________ 1,974 1,974 __________ ________ __ 2,199 2,199 
40 Grants and fixed charges________________________ (18) ( ________ ) (488) (506) (24) ( ________ ) (625) (650) (46) ( ________ ) (711) (757) 
41 Grants, subsidies, and contributions________ 18 __________ 323 341 24 __________ 436 460 46 __________ 513 558 
42 Insurance claims and indemnities___________ __________ __________ (') (') __________ __________ __________ __________ __________ __________ (') (') 
43 Interest and dividends______________________ __________ __________ 149 149 __________ __________ 171 171 __________ __________ 180 180 
44 Refunds_____________________________________ __________ __________ 16 16 __________ __________ 18 18 __________ __________ 18 18 
Unvouchered ______________________________________________________________________________________________________________________________________________________________ _ 

Not distributed by object class______________________ 4 __________ 760 764 11 __________ 069 580 15 __________ 1,080 1,095 
Proposed for separate transmlttaL__________________ __________ __________ __________ __________ __________ __________ (') (') 100 __________ __________ 100 

TotaL _______________________________________ _ 
45 (I) 3,574 3,620 64 (') 4,082 4,146 195 (') 5,006 5,202 

See footnotes at end of table. 



Description 

Obligations by objeots for the fisoal years 1962, 1963, and 1964-Continued 

NATIONAL AERONAUTICS AND SPACE ADMINIS'l'RATION 

{In millions of dollars 1 

1962 actual 1963 estimate 

Public Pnbllc 
Reim - en tor- Relm- enter-

1964 estimate 

Public 
Relm- enter-

Direct bursable prise and Total Direct bursable prise and Total Direct bursa ble prise and Total 
revolv- revolv- revolv~ 

Ingfunds ingfunds ingfunds 
---------------------------------------------------
10 Personal services and beneflts___________________ (175) (1) ( ________ ) (176) (258) (1) ( ________ ) (259) (319) (I) ( ________ ) (320) 
11 Personnel compensation_____________________ 164 1 __________ 165 239 1 __________ 240 298 1 __________ 299 

Military fay included In 11 above ___________ ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ------ ___ _ 12 Personne beneflts___________________________ 11 (I) __________ 11 18 (I) __________ 18 21 (I) __________ 21 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 
20 Contractual services and supplies_ _ _____________ (1,273) (46) C--------) (1,318) (2,676) (98) ( ________ ) (2,774) (4,532) (104) ( ________ ) (4,636) 
21 Travel and transportation of persons________ 9 (I) 9 17 (I) 17 22 <I) 22 
22 Transportation of thlngs_ _ __________________ 4 __________ __________ 4 6 (I) 6 8 (I) 8 
23 Rent, eo=unlcatlons, and utllitles_________ 25 2 27 46 47 59 60 
24 Printing and reproduction__________________ 2 (I) __________ 2 3 (I) 3 5 (I) 5 
25 Other services_______________________________ 1,208 43 __________ 1,251 2,582 96 2,679 4,412 103 4,515 
26 Supplies and materials______________________ 25 (I) __________ 25 21 (I) __________ 21 26 (I) __________ 26 
30 Acquisition of cspltal assets_____________________ (244) (2) ( ________ ) (246) (742) (14) ( ________ ) (756) (814) (I) ( ________ ) (814) 
31 Equipment_________________________________ 101 (2) __________ 102 216 11 __________ 227 274 (I) __________ 274 
32 Lands and structures________________________ 143 1 __________ 144 526 3 __________ 529 540 __________ __________ 540 
33 Investments and loans ________________________________________________________________________ -- ___________________________________________________________________ _ 
40 Grants and fixed chall(es________________________ (I) ( ________ ) ( ________ ) (I) <I) C--------) ( ________ ) (I) (I) ( ________ ) ( ________ ) <I) 
41 Grants, subsidies, and contributions _______________________________________________________________________________________________________________________________ _ 
42 Insurance claims and Indemnitles___________ <I) __________ __________ (I) <I) __________ __________ (I) (I) __________ __________ (I) 
43 Interest and dlvidends _____________________________________________________________________________________________________________________________________________ _ 
44 Refunds ____________________________________________________________________________________________________________________________________________________________ _ 
Unvouchered ____________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object class _____________________________________________________________________________________________________________________________________________ _ 
Proposed for separate transmlttaL _________________________________________________________________________________________________________________________________________ _ 

Total ________________________________________ _ 1,692 49 _________ _ 1,741 3,675 113 _________ _ 3,788 5,666 105 _________ _ 5,771 



VETERANS' ADMINISTRA'l'ION 

10 Personal services and beneflts___________________ (937) (4) (15) (956) (980) (4) (11» (1,006) (1,032) (4) (Ii) (1,053) 
11 Porsonnel compensation_____________________ 872 4 14 890 917 4 1" 936 958 4 16 97R 

g r~~e!H~~~~:r;~n~~;:~~;;::::::::::: :::::::~: ::::~'!:::: ::::::::~: :::::::~~: :::::::~~: ::::~'!:::: ::::::::~: :::::::~~: :::::::~~: ::::~'!:::: ::::::::~: ::::::::~~ 
20 Controctnal services and supplies_ _ _____________ (237) (1) (198) (436) (241) (1) (208) (450) (245) (1) (214) (461) 
21 Travei and transportation of persons________ 14 (I) (I) 14 15 (I) 15 15 (I) 15 
22 Tronsportation of things____________________ 2 __________ 2 4 2 __________ 2 4 2 2 4 
23 Rent, communications, and utilities_________ 25 (I) 1 26 26 (I) 1 26 26 (I) 1 27 
24 Printing and reproduction _________________ 3 __________ 2 5 3 2 5 3 2 5 
25 Other services_______________________________ 52 (I) 22 74 52 (I) 33 85 54 (I) 37 91 
26 Su~plies and materials______________________ 141 171 312 142 1 171 314 145 1 172 318 
30 Acquis tion of capitalassets_____________________ (89) (I) (430) (499) (97) ( ________ ) (564) (661) (97) ( ________ ) (459) (557) 
31 Equipment.________________________________ 26 __________ 25 50 32 __________ 33 65 32 __________ 34 fo7 
32 Lands and structures ______________________ 43 (I) 43 65 __________ __________ 65 65 __________ __________ 05 
33 Investments and loans______________________ (I) __________ 406 406 (I) __________ 531 531 (I) __________ 425 425 
40 Gronts and fixed cbarges________________________ (3,908) ( ________ ) (95) (4,003) (3,976) ( ________ ) (76) (4,052) (4,062) ( ________ ) (76) (4,138) 
41 Gronts, subSidies, and contributions________ 164 __________ __________ 164 110 __________ __________ 110 81 __________ __________ 81 
42 Insuronco claims and indomniUes___________ 3,745 __________ 50 3,795 3,866 __________ 24 3,890 3,981 __________ 20 4,001 
43 Interest and dividends______________________ __________ __________ 45 45 __________ __________ ,12 52 __________ __________ 56 5U 
44 Hefunds ___________________________________________________________________________________________________________________________________________________________ _ 
Unvouchcred _______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by ohJect class______________________ 8 __________ (I) 7 14 __________ -2 13 9 __________ __________ 9 
Proposed for separoto tronsmittal __________________ __________ __________ __________ __________ 112 __________ __________ 112 _______________________________________ _ 

Total ________________________________________ _ 5,160 5 737 5,902 5,426 81)3 6,295 5,445 767 6,217 

See footnotes at end of table. 



Description 

Obligations by objects for the fiscal years 1962, 1963, and 1964-Continued 

OTHER INDEPENDENT AGENCIES 
[In millions of dollars] 

1962 actual 1963 estimate 

Public Pnbllc 
Reim - en ter- Reim - en ter-

1964 estimate 

Public 
Reim- enter-

Direct bursable prise and Total Direct bursable prise and Total Direct bursable prise and Total 
revolv- revolv- revolv-

Ingfunds ingfunds Ingfunds 
-----------------1---- -------------------------------------------
10 Personal services and benefits___________________ (340) (5) (161) (507) (335) (6) (172) (513) (435) (5) (173) (614) 
11 Personnel compensation_____________________ 258 5 149 412 292 6 158 456 323 5 159 487 Military pay included In 11 above __________________________________________________________________________________________________________________________________ _ 
12 Personnel benefits___________________________ 82 (') 12 95 41 (') 14 55 112 (') 14 127 
13 Benefits for former personneL______________ (') __________ __________ (') 2 __________ __________ 2 (') __________ __________ (') 
20 Contractual services and supplies_______________ (119) (3) (172) (294) (144) (4) (180) (328) (191) (3) (194) (388) 
21 'l'ravel and transportation of persons________ 20 1 6 27 23 1 7 30 25 1 7 32 
22 Transportation of things____________________ 5 (') 24 29 6 (') 26 32 7 (') 27 34 
23 Rent, co=unJcations, and ntilities_________ 14 (') 4 18 16 <') 4 21 19 <') 4 23 
24 Printing and reproduction__________________ 6 <') (') 7 7 <') (') 7 7 <') <') 8 
25 Other services_______________________________ 61 34 97 81 2 38 120 119 2 39 160 
26 Supplies and materials______________________ 12 (') 104 116 12 <') 105 117 15 (') 115 130 
30 Acquisition of capital assets_____________________ (48) <I) (1,100) (1,149) (37) (1) (1,078) (1,115) (56) (I) (2,214) (2,271) 
31 EquipmenL________________________________ 17 (') 74 92 19 <') 47 67 30 (') 57 87 
32 Lands and structures________________________ 24 __________ 12 36 18 __________ 13 31 18 __________ 6 24 
33 Investments and loans______________________ 7 __________ 1,014 1,021 __________ __________ 1,018 1,018 .8 __________ 2,152 2,160 
40 Grants and fixed charges________________________ (339) <I) (120) (459) (400) (I) (265) (665) (651) (1) (238) (889) 
41 Grants, subsidies, and contrihutions________ 324 (') 7 331 380 (') 8 387 616 (') 8 624 
42 Insurance claims and indemnities___________ 15 __________ 30 45 20 __________ 170 190 35 __________ 132 167 
43 Interest and dividends______________________ __________ __________ 83 83 __________ __________ 88 88 __________ __________ 98 98 
44 Refunds ____________________________________________________________________________________________________________________________________________________________ _ 
Unvouchered ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by ohject clsss______________________ -13 (') 286 273 1 <') -31 -30 -3 __________ 433 430 
Proposed for separate transmittsL__________________ __________ __________ __________ __________ 49 __________ __________ 49 -50 __________ __________ -50 

TotaL _______________________________________ _ 833 9 1,840 2,682 965 10 1,664 2,640 1,280 9 3,252 4,642 

-00 
00 



DISTRICT OF COLUMBIA 

~ 10 Personal services and benefits __________________________________________________________________________________________________________________________________________ _ 
~ 11 Personnel compensation ...... ________________ ... ________ ... ___________________________ ... _______________________ ... ___________________________________________________________ _ 

r"" Milltary pay Included In 11 above_ --------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ---------- ----------12 Personnel benefits _________________________________________________________________________________________________________________________________________________ _ 
13 Benefits for former personneL ______________________________________________________________________________________________________________________________________ _ 

T 
20 Contractual services and supplies_______________ (3) ---------- _.--------- (3) (3) __________ __________ (3) (3) __________ __________ (3) 21 Travel and transportation of persons _______________________________________________________________________________________________________________________________ _ 

~ 22 Transportation of thlngs _______________________________________________________________________________________________________________________________ ~ ___________ _ 
~ 23 Rcnt. communications, and utillties_ _______ 3 __________ __________ 3 3 __________ __________ 3 3 __________ __________ 3 
C/O 24 Printing and reproduction _________________________________________________________________________________________________________________________________________ _ 

25 Other services ___________________________________________________ . ___________________________________________________________________________________________________ _ 
26 Supplies and materials _____________________________________________________________________________________________________________________________________________ _ 
30 ACC!:l!:lsltion of capital assets_____________________ (48) __________ __________ (48) (53) __________ __________ (53) (31) __________ __________ (31) 31 ' quipment. _______________________________________________________________________________________________________________________________________________________ _ 
32 Lands and structures ______________________________________________________________________________________________________________________________________________ _ 
33 Investments and loans______________________ 48 __________ __________ 48 53 __________ __________ 53 31 __________ __________ 31 
40 Grants and fixed charges________________________ (30) __________ __________ (30) (30) __________ __________ (30) (32) __________ __________ (32) 
41 Grants, subsidies, and contributions________ 30 __________ __________ 30 30 __________ __________ 30 32 __________ __________ 32 
42 Insurance Claims and indemnities ______________________________________________________________________________ . ____________________________________________________ _ 
43 Interest and dlvldends _____________________________________________________________________________________________________________________________________________ _ 
44 Refunds ______________________________________________________________________________________________________ . _____________________________________________________ _ 
Unvoucbered ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object class _____________________________________________________________________________________________________________________________________________ _ 
Proposed for separate transmittaL__________________ __________ __________ __________ __________ __________ __________ __________ __________ 24 __________ __________ 24 

TotaL _______________________________________ _ 80 ___________________ _ 80 86 ___________________ _ 86 
90 ___________________ _ 

90 

See footnotes at end of table. 
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Description 

Obligation8 by objects for the fiscal years 196~, 1963, and 1964-Continued 

TRUST FUNDS 

[In millions of dollars l. 

1962 actual 1963 estimMe 

Public Public 
Relm- enter- Relm- enter-

1964 estimate 

Public 
Relm- enter-

Direct bursa ble prise and Total Direct bursable prise and Total Direct bursable prise and Total 
revolv- revolv- revolv-

Ingfunds Ingfunds lng!unds 
-------------------1---- --------------------------------------------
10 Personal services and benefits____________________ (51) (1) (451) (501) (56) (1) (400) (546) (58) (1) (543) (602) 
11 Personnelcompensation_____________________ 47 (1) 6 54 52 (1) 7 60 55 (ll 8 63 }\lilltary pay Included In 11 above _____________________________________________ . ____________________________ ~ __ -_~ ____________________________________________________ _ 
12 Personnel beneflts___________________________ 3 (1) 444 447 4 (1) 483 487 4 (1) 535 539 13 llcnefitsforformerpersonneL _________________________________________________________________________________________________________ -____________________________ _ 
20 Contractual serYices and supplies________________ (153) (3) (36) (191) (274) (3) (60) (337) (311) (3) (82) (396) 
21· Travelandtransportationofpersons_________ 3 (1) 3 3 (1) 3 3 (1) 3 
22 1'ransportationofthlngs_.___________________ 4 (1) (1) 4 8 __________ (I) 8 15 ______ (1) 15 
23 Rent,communlcatlons,andutilitles_________ 2 (1) 3 3 (1) 3 2 ----(1) 3 
24 Printlngandreproduction___________________ (1) (1) (1) (1) (1) (1) (1) <') <') (1) <') 1 
25 Otherservices_______________________________ 46 3 33 81 71 3 56 130 77 3 79 159 
26 Suppllesnnd materlals_______________________ 98 <') 2 100 189 <') 2 192 213 <') 2 215 
30 Acquisition ofeapital assets______________________ (646) <') (836) (1,482) (732) <') (599) (1,331) (747) (1) (849) (1,596) 
31 EQuipment_________________________________ 398 (1) (ll 398 524 <'l (ll 524 5iO (ll (1) 570 
32 Landsandst.ructures________________________ 21 __________ (ll 21 28 __________ __________ 28 14 __________ __________ 14 
33 Investmentsnndloans_______________________ 227 __________ 836 1,063 180 __________ 598 779 163 __________ 848 1,012 
40 Grantsandflxedcharges_________________________ (19,976l __________ (128) (20,104l (21, 627l __________ (138) (21,765) (22,126) __________ (158) (22,284) 
41 Grants,subsldles,andcontrlbutions_________ 224 __________ (I) 224 178 __________ I 180 169 __________ 2 171 
42 Insuranceclalmsandindemnities____________ 19,597 __________ __________ 19,597 21,274 __________ __________ 21,274 21,782 __________ __________ 21,782 
43 Interestanddlvldends_______________________ 20 __________ 128 148 13 __________ 137 150 13 __________ 156 169 

. 44 Refunds_____________________________________ 135 __________ (ll 135 161 __________ <'l 161 161 __________ (ll 161 
Unvouchered ______________________________________________________________________________________________________________________________________________________________ _ 
Not distributed by object class_______________________ 1,274 __________ -11 1,263 1,216 __________ 31 1,247 1,341 __________ 32 1,372 
Proposed for separate transmlttaL __________________________________________________________________________________________________________________________________________ _ 

Total. _________ _______________________________ 22,099 3 1,439 23,541 

1 Less than $500,000. 
, Includes proposal to permit use of Rural Electrification Administration loan receipts 

estimated at $161,QOO,000. 

NOTE.-Because o(rounding, detail may not add to totals shown. 

23,905 3 1,318 25,226 24,583 3 1,663 26,249 
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Senator PROX~llRE. You talk about Federal employment. This 
was a very helpful table. I have been critical of the fad that every 
agency is increasing the number of people on the payroll. This is on 
page 48, but I think this is a very fine presentation. 

I think once again it would be helpful if we could get as much pro
jection as possible, even if it were scattered and estimated. You know, 
It is so important for us to know the impact of these programs we pass 
and what it is doing to the total picture of agriculture and commerce 
and so forth. We like these programs individually, but when they 
add up to an awfully big increase in Federal employment, I think we 
should be aware of it. Maybe it would modify our enthusiasm. 

Mr. SCHULTZE. There are two parts to this. First, we do project it 
through fiscal 1964 here . 

. Senator PROXMIRE. Yes. 
Mr. SCHULTZE. As we move, and it is a slow process, I must admit, 

toward our longer range budgetary work, where we get 2-, 3-, 4-, 5-
year agency projections and plans, this becomes part of it. If we 
move toward that, the question of what really is good enough for 
publication and what is not, we will have to sort out. This is one of 
the things we obviously do have in the back of our mind as we move 
in this direction of longer range plans. 

Senator PROX:UIRE. I apologize to Congressman Curtis, who has 
been very patient, and I have certainly exceeded my time, but I do 
want to ask you one other thing, and then I will yield to Congressman 
Curtis. 

I call your attention to a very interesting article by John Gerrity, 
in which he discussed this hearing in some detail. He made some 
stimulating and provocative charges about the status of our budget at 
the present time and you as outstanding experts would be helpful in 
commenting. 

He points out in .1961 when President Kennedy first came into office 
the President made a decision to speed up the economy with additional 
housing loans, Federal agencies ordered to speed programs, Post Office 
Department within 18-month program increased. 

The significant aspects of these actiorls, as well as the upward re
vision of the President Eisenhower budget, is that none will ever 
show up in any budget document. Each of these actions involving 
heavier spending in this year, as well as previous years, is taken ad
ministratively and without any congressional review whatever. 

Mr. SCHULTZE. There are two things on that. First, the results 
will show up in the budget document insofar as expenditures are 
increased, even though this was an administrative decision within 
the level of the appropriations made by Congress. There was an 
acceleration action, but the results will show up. 

The real problem is that you don't have the incremental results. 
Take a partIcular program which in that period, let us say, went up 
$150 million from earlier estimates. It is quite true that what we 
don't have in the budget document, and it is very difficult to find out, 
is how much of that increase resulted from one particular decision, 
or another. The fact that it went up $150 million IS there in the docu
ment. It is available. 

Senator PROXlIfIRE. That is a matter of history. 
Mr. SCHULTZE. That is correct. 
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Senator PROXMIRE. It is past the pomt where any action can be 
taken on it except in retrospect. 

:Mr. SCHULTZE. I agree. What I am really saying is that even 
from history it is difficult to evaluate how much is due from this 
action. What is not in the budget is the separate effect of this. 

Senator PROXMIRE. Just one more question. I am quoting again 
from this document. 

In 1962 President Kennedy proposed a $10 million increase in 
matching grants for the construction of nursing homes. This did not 
come in the 1962 budget. It showed up in the 1963 budget identified 
only as anticipated expenditure growing out of an earlIer proposal. 

Unanswered is the question such as who will benefit from the con
struction; how long will it take to build them? Who really needs 
them? How are these needs being presently met? What changes 
will be made for the persons using the homes? These should have 
boon asked before the funds were granted, but they were not, and 
there is still today no answer in any budget document. 

:Mr. SCHULTZE. Let me make a general point on 'this. The state
ment that within this budget document, particularly the small sum
mary one, there do not appear justifications, estimates of impacts of 
each Government program, is quite true. Here again is the point 
where we have to draw the line. In Appropriations Committee 
hearings, and particularly, in authorization hearings, these kinds of 
analyses are usually presented. If you look through the appropria
tions hearings, you will see hundreds upon hundreds of pages of 
analysis. 

Our really big problem is making a decision as to what we put in 
this document to avoid making it too bulky versus what we put in the 
agency justifications. I would have to know more details about the 
specific case before I knew precisely what :Mr. Gerrity was getting at. 
If it required a supplemental appropriation, for example, I think 
the chances are very good, although not certain, that the testimony 
on the appropriation developed this. I simply don't know enough 
about this particular item tot;omment on it. 

Senator PROX~IIRE. Do youiwant to comment on it? 
Mr. TILLER. I am not familiar with all of the details on this, but 

I would like to make this observation. The budget justification which 
would have been presented to Appropriations Committees by the 
~gency concerned certainly would have gone into it in great detail. 
We print in the budget appendix rather brief statements, brief because 
we are limited by SIze. The budget appendix is 1,200 pages, and the 
nursing home .J?rogram is shown on pages 423 and 424 of the latest 
budget appendIx. There are a few sentences here about it. They 
certainly don't go into the details that the article suggested. They 
might. But to do that for each program we would require an appendix 
of many thousands of pages. 

Senator PROXMIRE. The problem is not this particular instance, al
though it involves an enormous amount of money, $10 million in 
matching grants. But the fact that the President of the United States 
can propose a program and the program not appear in the budget and 
then later only show up as an anticipated expenditure growmg out 
of an earlier proposal sooms to me to be a way of missing an oppor-
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tunity to evaluate and determine in advance the propriety or wisdom 
of spending such a huge amount. 

Mr. SCHULTZE. In a sense, Mr. Gerrity does have a point. During 
the Presidential transition in 1961, there was a new budget submitted 
piecemeal. You will recall that at each transition, when a new admin
Istration comes in, the outgoing administration sends up its budget. 
I was not with the Bureau at the time, but if I recall, a number of 
new programs were proposed by the new administration and they were 
sent up in a sense piecemeal. It is quite true they were not in the 
budget document of the outgoing administration. 

This is a particular problem of the transition year. Again we 
would have to distinguish between what is in the document and the 
kind of justification that was made before the Congress on either a 
regular appropriation, a supplemental appropriation, an amendment, 
or whatever it is. I would be fairly certain that there were justifica
tions provided, but I think you are quite right; in this particular case 
it never appeared as a proposal either in the appendix or in this docu
ment because of the particular nature of the transition. That is prob
ably the case. 

Mr. COHN. I think we could agree with you, Senator, as to the de
sirability of the objective. I thmk the history of the budget docu
ment in the postwar period particularly has been to move to a more 
and more inclusive basis, trying to get everything into the budget that 
is in the President's program. 

Until the postwar years very little proposed legislation was in the 
budget. We now have tried to capture it and I think we have most 
proposed legislation reflected in the estimates in the budget document. 
There is a question of how much detail should be put in when there 
is available further information and hearings before the Appropria
tions Committee and substantive legislative committees. 

Second, there is the question of flexibility. Conditions change. As 
I recall, the Marshall plan was suggested in between budgets. It was 
not in the budget in the first year. Anything that the President 
thinks is important on which the Congress should act, and on which 
he had not reached a conclusion at the time he sends up his budget, I 
believe he should have the flexibility to send to the Congress if he 
thinks it is urgent enough at the time he reaches a decision. In that 
case it is not in the budget, but it should be spread on the records of 
the committee 'which hears the testimony of the Government witnesses. 

I think we agree with your objective. We would prefer to have it 
in the budget, but we think the President should have the flexibility 
to make proposals at other times, too. 

Senator PROXMIRE. Thank you, gentlemen, very much. I am going 
to turn over the chairmanship to Mr. Curtis. I apologize because I 
have to leave. I have another committee meeting I should have been 
at at 10 o'clock. I apologize for leaving under the circumstances. 

Mr. Miller and Mr. Curtis, as you know, are very, very competent 
and I am sure the questioning will be very interesting. 

Representative CuRTIS. Thank you, Mr. Chairman. 
First, let me apologize to the chairman for not being able to attend 

these hearings before today. I have followed this very closely, 
however. 
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Senator PRox~mm. Let me interrupt to say that there is no more 
conscientious member of the committee than Mr. Curtis. He never 
has to apologize for missing a meeting because he has an attendance 
record second to none. 

Representative CURTIS. You are very kind. I do want to com
pliment you and the staff for the preparation of these hearings and the 
papers that have been presented. I have done my homework. I 
have read the material that has been presented, and I am happy to 
be here today, at any rate, to affirm my interest in and my commenda
tion for the caliber of these hearings. 

First, just a point on the question that Senator Proxmire was asking. 
Granted, you can't have your budget much bigger, but why can't you, 
by reference to committee reports and other documents, take care of 
this kind of information? It is true you would have to refer to 
another document, but certainly that would shorten a lot of this 
and would make the material available. 

Mr. SCHULTZE. Is what you are suggesting, Mr. Curtis, that per
ha ps in the succeeding year we ought to refer back? 

Representative CURTIS. Yes. Anytime you have that situation, it 
should be relatively easy to 1?ick it up and then you don't have to 
spend a lot of time on it. SImply say the justifications for or dis
cussion of an item will appear in the report of the Appropriations 
Committee, for example. 

I would like to make this basic observation about your presentation 
on the budget message of the President, and your failure to emphasize 
what I think, as far as the Congress is concerned, is the basic function 
of the budget. To me, the budget should serve as a base for the rea
sons underlying the Executive's request of the Congress to transfer or 
to give to it authority to spend. In other words, under the Con
stitution Congress has the sole authority to grant to the Executive the 
power to spend. Thus, the budget's essential purpose is to j llstify the 
Executive~s request. 

In the President's budget message to the Congress of this year, 
there is no reference to this function that I can see. It starts out: 

The Federal budget has a double importance. It is an agenda of our pur
poses and priorities in the form of a plan for the conduct and financing of 
the public business. It is also the most powerful single tool the Nation pos
sesses for linking the private and public sectors of our economy in a common 
effort to achieve and maintain national prosperity. 

It then goes on to these discussions. Lest I be misunderstood, let 
me say that all of the work and the advancement that you have testified 
to in the development of the budget is all to the good. Don't mis
understand me. I think all this is and will be very helpful in further
ing this main function that I see the budget serves. But the failure to 
refer to these basic functions in the budget message of the President, 
and in all the testimony before this committee to date, is a glaring 
error. 

I took the floor of the House earlier this year to criticize this budget 
because I said this was a budget message to the Congress, but you have 
to go to page 38 before you really get into the area over which the 
Congress has authority, which is the request for new obligational 
authority. . 

Mr. SCHULTZE. May I comment' 
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Representative CURTIS. Yes. Certainly. 
Mr. SCHULTZE. On page 28-in fll;ct, we thought we did something 

this year that Congress would like-on page 28, for the first time; 'we 
broke out new obligational authority by the amount requiring clirren~ 
action by the Congress and the amount permanently available. ' 

Representative CURTIS. I beg your pardon, you are correct. It is 
on 28. 

Mr. SCHULTZE. Perhaps this is a matter of interpretrution. I would 
interpret a very large part of the prior discussion where the President 
is talking about his program as essentially a justification. The words 
are not used but it is an attempt to justify the President's request. 

Representative CURTIS. It is. I am saying that Congress needs to 
have this stated clearly. Let me explain a little further in light of 
my criticism earlier thIS year. There is a great misconception which 
has been pointed out in these hearings on the palt of Congressmen 
and certainly on the part of the public, of what oudget we are talking 
about-the administrative budget, the national accounts and the cash 
flow and so on. Already in the public debate, there has been confu~ 
sion between the $98.9 billion proposed expenditure rate for fiscal 
year 1964, and the request for new obligational authority of arOlmd 
$108 billion for fiscal year 1964. 

As I pointed out, the only thing Congress has any control over is 
the request for new obligational authOrIty. We have already given 
the President the authority to spend. I pointed out that by your 
clarity, on ,,,hich I want to compliment you, you bring out the fact 
thrut on June 30, 1963, the beginmng of fiscal year 1964, the President 
will have $87 billion of carryover authority unused. If Congress 
gave him the request for new obligational authority of $108 billion, 
he would then have a total of $195 billion authority to spend. But 
the expenditure rate of $98.9 billion ,vhich he projects is within his 
discretion within some limits. 
, Mr. SOHuLTZE. W'ithin some limits; that is correct. 

Representative CURTIS. That is correct, because these are tied to pro
grams. That is the concept that the people of this country need to 
know. It is a concept that my colleagues in Congress need to know. 
We need to emphasize this in our presentation. Now I will go to a 
specific. Of course, the request for new obligational authority is not 
for authority to spend that $108 billion in fiscal 1964. But when is the 
money to be spent ~ How much is in fiscal 1964 ~ Some of it is. 
Some is fiscal 1965. Some is 1966. Some goes on even further into 
the future. 

Congress, in considering it, looks at the program of carryover au
thority for this object, 'which makes up this complex of 87 billion of ill 
dollars added to it. I might say the carryover that was plamled to be 
spent in fiscal 1964 because some of this $87 billion carryover is unobli
gated and never has been planned to be spent in fiscal 1964. 

Mr. SCIWLTZE. That is right. 
Representative CURTIS. I do not know what bulk of this would be 

fiscal 1964 expenditure. 
Mr. SCHULTZE. This is on page 57 of the Budget in Brief. 
Representative CURTIS. Yes. ' 
¥r. ·SCHlJI:TZE. What you are sugs:esting is that somethingl:ike this 

be mcluded m the budget message Itself. ,.., . . . ~, : 
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Representative CURTIS. I am saying that, but I am also saying
getting back to the basic theme-if the budget's primary function is 
to back up the President's request for new obligational authority to 
spent, it must be related, program by program for Congress. We must 
know the breakdown of the $87 billion authority to spend, what por
tion is projected for expenditure in 1964, what for 1965, and so on. 
Then your new obligational authority request should be projected in 
a similar fashion. 

I mean beyond 1964. Of course, we are going to shift funds from 
year to year as changes occur. I am again emphasizing that if this is 
to serve the purpose of being meaningful to the Congress in the request 
for new authority to spend, it must show any change in plans. May
be the President had a program in 1963 for which both the authority 
and appropriation were granted, but for some reason or another, the 
projected expenditures for 1964 were elongated so that some carried 
over into 1965 and 1966, which was unanticipated. 

Mr. SCHULTZE. Mr. Curtis, I agree all of this information is most 
essential for the Congress. In fact, we do provide it. One can criti
cize whether we provide it in sufficient summary form. But in the 
budget appendix, agency by agency, program by program, an analysis 
of such balances are given. Just to take an example--

Representative CURTIS. Let me see if I am correct here because I do 
not have it in front of me, but you do not project this into fiscal 1967 
or the full extent to which you plan to spend? 

Mr. SCHULTZE. There are two things. First, as you know we give 
it through 1964 and the amount that will be available at the end of 
1964. 

Representative CURTIs. That is right. 
Mr. SCHULTZE. Secondly, we do provide under Public Law 801, 84th 

Congress agency estimates on pending legislation. These cover the 
long-range 5-year new obligational authority and spending implica
tions of each new legislative proposal. Those are sent to the Con
gress as the so-called Public Law 801 estimates. 

Representative CURTIS. The breakdown for each yead 
Mr. SCHULTZE. That is right. 
Representative CURTIS. If you are going to do what I think must be 

done, why should not the request for $108 billion show the planned 
expenditures for fiscal 1964 of NOA, what is to be spent in 1965, 1966, 
and 1967. You can piecemeal this to some degree, but that has been 
the problem which Congress has. We do not have an overall legis
lative budget. We 'piecemeal it and never bring it together. 

The only way it IS brought together is in the PresIdent's original 
budget message. This is very important. 

Mr. SCHULTZE. I am in the position of agreeing with about 50 per
cent of what you say and disagreeing with the other 50. 

Representative CURTIS. This is healthy. 
Mr. SCHULTZE. It is not so much disagreement, as it is simply say

ing we are probably not ready yet. As I noted in my testimony we 
are pus~ing as hard as we can on the agencies for long-run 
programmg. 

This involves not merely how the balances in a given year will be 
spent over the years, but also how their program develops and what 
this will mean for later years. 
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Representative CuRTIS. Let me interject here because I must at this 
point. If the agency does not have its cash flow for a program set up 
ill that way, they are not ready to request the funds. In fact, that has 
been our trouble and why we have been wasting money, in my judg
ment. We have allowed half-baked programs to go through where 
there has not been any planning. Agencies do not know when they 
are going to spend their money. 

Mr. SCHULTZE. On this one, what normally happens is, first, we do 
require the agencies on each new legislative proposal to submit this 
year by year. Particularly where it is a new program that you have 
some fairly good ideas of the spending. First, you know what the 
total program is going to cost or at least you make an estimate. You 
have a fairly good idea of the specific rate of spending in the imme
diate future-the first year of the program. 

Representative CURTIS. That is right. 
Mr. SCHULTZE. But in most cases it would be, I think, unless it was 

handled with great care, very difficult to attach a degree of accuracy 
not to the total program but to how the specific rate of spending 
is divided between 1967, 1968, and 1969. 

Representative CURTIS. I would not give them any money if I had 
control of it. I would simply say, "When you get firm enough figures 
then ask for the appropriation. But don't ask for it until you know 
your plans sufficiently well in advance and with some accuracy." I 
don't mean to be inflexible on this. 

Let me illustrate by the highway fund which the Ways and Means 
Committee had to set up. Incidentally, it was over my opposition. 
But on the other hand, it at least performs the function of looking 
into 10 or 12 years of exactly this kind of thing. Each year we review 
what has been done and how plans have been met. 

To me this is rudimentary and should be done in the budget as a 
whole. We do not have these figures. Can you tell me of the $87 
billion that is a carryover to fiscal yeu.r 1964, how much is scheduled 
to be spent in 1964 and how much is for fiscal 1965 or fiscal 1966 ~ 

Mr. SCHULTZE. There are two places. You can see it either on 
page 44 of the budget document or on the chart on page 57 of the 
budget in brief. 

Representative CURTIS. Just tell me what they are. 
Mr. SCHULTZE. $42.2 billion for fiscal 1964. 
Representative CURTIS. How much for 1965 ~ 
Mr. SCHULTZE. This we do not have in here. 
Representative CURTIS. That is the point. That is just what I am 

saying. Of the $108 billion new request, how much is to be spent ~ 
Mr. SCHULTZE. $561;2 billion will be spent in 1964. 
Representative CURTIS. But how much in fiscal 1965 and 1966 ~ 

That is the point. 
Mr. SCHULTZE. May I make the point, Mr. Curtis, that we do have 

our long-range projections and our estimates of how these expendi
tures WIll come out. The problem is also that contingencies and 
changes in circumstances will occur in 1965; the further out you get 
the more difficult it is to find out. 

Representative CURTIS. Exactly, and that is why I would not give 
them the money until they are ready. If we are going to exercise any 
control over expenditures, you can't give people money until they have 
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their planning in mind. You can't say that we can't plan unless we 
actually have the appropriation. Indeed, they can plan without the 
approj>riation because they Imow if they have their ducks in a row 
and Congress has started a program, Congress usually carries it 
through. 

On the other hand, the wisdom of economics and changed situations 
sometimes is to abandon the program rather than bail it out; as we 
all know, that does happen. 

We admit that some of the best planned programs were wrong now 
that we have gone this far, but is it better to lose the million dollars 
we have appropriated, or should we try to salvage it ~ That is always 
a question. . 

But under this kind of budgetary process, again I am emphasizing 
the key to the budget as far as I am concerned. If it doesn't serve this 
function, all the' work we have done is really beside the point. It 
does not serve the function of backing up the President's request for 
new authority to spend . 

. Mr. SCHULTZE. Mr. Curtis, it seems to me there are not one but two 
functions of the budget. One is the one you indicate, in a sense, the 
program. 

RepFesentative CURTIS. 'V"ithout that you have nothing. 
Mr. SCHULTZE. On the other hand, I would submit in order for Con

gress to make intelligent judgments it must also have information 
about expenditures, about the economic impact and a lot of this goes 
to the economic impact. 
. Representative CURTIS. It is all hinged on what I say is the key. 
The key is a base for which the administration requests authority to 
spend. Yes; I agree with you. We do want this. But we cannot 
lose sight of this key, but I think we already have. All of the criticism 
I have read to date that has been adduced before this committee fails 
to emphasize this key. 

Senator MIILER. May I mal{e a point there, Mr. Curtis ~ Let me 
suggest to you that I think the failure to project these out as Congress
man Curtis has been advocating in future years, and to set them out 
in the budget, gives rise to suspicion in this area that the agencies 
request.ing these programs either (a) .have not done their homework 
and 11a ve not firmed up their programs; or (b), they have done their 
homework but they are afraid that if they lay it on the line that Con
gressmay not go nlongwith the program. 

So by laying it on the line I think it wil1 have a twofold purpose. 
First of all, it will kill off the suspicion, which is not good. Secondly, 
I think it 'will serve as a discipline on the agency itself to do a real 
good job of planning and programing, and also serve to force it into 
a really hard disciplinary situation if it has to come up with some 
changes. 

We are not going to criticize them with coming up with changes or 
increasing programs or cutting them down. But we will want real 
good reasons. They will know it when they lay this on the line 2 or 3 
years ahead of time that Congress will want to know why and they 
will want real good reasons. They should have good reasons. 

I know the way you people operate-I am not criticizing the Budget 
Bureau, I am criticizing the agencies-I wish they all operated the 
way you do. I am sure you have problems with them. 
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Mr. SCHULTZE. Occasionally. 
Senator Mnx.ER. But you can see what I am getting at in this 

discipline. 
Mr. SCHULTZE. May I note, Senator-and I don't want to be in a 

position of arguing with you-one of the things we feel a little proud 
of is that in the Defense Department Mr. McNamara came into a 
situation where they didn't have these 5-year plans and he forced them 
to think in terms of 5-year plans. . 

We are trying to do the same with all the agencies. Many do have 
some such plans. The question is one of firming them up. The ques
tion is getting ourselves into a position where we can have really good 
solid estimates. 

Let me also note as I indicated earlier, where new legislation is 
proposed the agencies do provide to Congress year by year a 5-year 
estimate of the NOA and expenditures under Public Law 80l. 

Our whole push has been moving precisely in the direction you 
are talking about. As you can imagine, there are a tremendous num
ber of problems in this. It is not just that the agencies don't want 
to submit numbers, but for such things as agricultural price supports 
they do not know . We want information and we get information from 
the agency on what determine the expenditures in the years ahead, but 
this depends on crops and many other things that make these esti
mates difficult to assemble. 

Senator MILLER. May I just reply that when that happens if the 
Department of Agriculture can show a drought has occurred, un
usually good weather has occurred, and exceptional crops have re
sulted, you are not going to have trouble justifying to Congress a 
change based on something that Members of Congress will recognize 
nobody could see. But you will have trouble if it is based on some
thing that could have been foreseen. 

That is the desirable feature of this idea of projecting these esti
mates. 

Mr. COHN. I don't think there is any question of the desirability 
of the objective. Our office of management and organization has been 
trying to work with agencies to interest them and show them the 
importance of program planning and longrun planning. Weare in 
agreement with it. We wish we were ready to do it in more places 
than we do it now. It is quite a problem in shifting the thinking of 
many people who quite rightly, were concerned, as we were concerned, 
in making sure that agencies live within their appropriation each 
year. This was the big problem for many years in budgeting: How 
to live within your appropriation for a year. 

Now the world has changed so that we are shifting sights to 5 years 
hence, not only to within the 1 year. 1'Ve agree with the importance of 
it, and I would like to assure you that we are trying to do what we can 
to move along these lines. 

I am sorry it is taking us as long as it is, but we are convinced 
we have real problems. 

Representative CURTIS. Let me make this point clear: the criticism 
I am voicing here, if carried to its ultimate, would be directed pri
marily at the Congress for its failure to develop the machinery to have 
a legislative budget, not the Executive. The Executive is way ahead 
of the Congress on this. 
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But I am bringing it out because I have felt that in the papers 
to date and in the discussion here, what seems to me to be the base 
of this whole thing, although it has been implicit, has not been 
express~d and these o~her things are bas~d upon it. That is what r 
was trymg to emphasIze. If the Executive moves that way it would 
encourage the Congress to pick up and do something that has not been 
done. 

r have listed here a number of things that bear on this question 
the ~ey'to which, r say, is the shi~t of authority, the granting of au~ 
thonty by Congress to the ExecutIve to spend. Funds can be shifted 
from program to program to some degree and this does occur. This 
is what becomes important. Shifting of funds from one fiscal year 
to another becomes a key. 

Congress sometimes grants automatic authorities such as revolving 
funds. These are classified under back-door spending. There are 
also cutbacks on programs. Every President has frozen certain pro
grams at times and wisely, in my judgment. He has accelerated some 
and slowed down others. 

This is the kind of information that should be constantly reported 
to the Congress. We need not only the details of the breakdown, which 
we go into through our Appropriations Committee, but a.lso the ag
gregates. As r said before, we need to know how much of the $87-
billion carryover is going to be spent in fiscal 1964, 1965, and 1966. 

Of the $108 billion, what is its flow? These are the things that we 
can look at the most. r could go on and mention others, but a lot 
of the debates we have had in the Congress have been in this area. 

Two years ago, with regard to the Alliance for Progress, we ques-· 
tioned whether it was necessary to grant authority to spend for a 3- or 
5-year period. What was the matter with a I-year approach? r 
said it was nonsense when the President answered it would interfere 
with his programs. r t.hink the Marshall plan was on a I-year plan. 
It could interfere, but. the machinery did not mean it had to. 

If the Congress would not. come along t.he next. year and list.en to the 
evidence of how far a program had gone, it. could. But this talk of 
it.s having any effect on the program, r thought was nonsense and 
did not contribute to an understanding or development of this process. 

r have one devilish quest.ion t.o ask that has always concerned me 
and can be fitted in here. Under art.icle I, clause 12 of t.he Constitu
tion: "Congress shall have t.he power to raise and support armies, but 
no appropriation of money t.o that. use shall be for a longer term than 
2 years." 

I think I understand from reading my hist.ory the reason for t.his, 
but what have both t.he Executive and Congress done? If this needs 
a constitutional amendment, which I suggest it does, t.hen it should 
be repealed But how does this fit in with the way w'e are handling 
our budgets today? 

It obviously is being violated and has been violated under Eisen
hower, under Truman and probably going on back some t.ime. 

Mr. COHN. Mr. Curtis, I am no lawyer and especially not a consti
t.utionallawyer, but I had the same question when I was fresh in the 
Budget Bureau and remembered a little of my Constitution. I said 
these things for the military which we call "no-year appropriations" 
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seemed unconstitutional to me. This was in a luncheon discussion 
and has no standing in law, but one of the lawyers present said this 
question had been raised before and "to raise and support armies'~ 
had been interpreted to mean the pay and support of personnel, and 
not the purchase of equipment. So, someone had found, as people 
usually do, a loophole for a very important provision. 

Representative CuRTIs. I know they have. ';V e recognize that this 
is specious. The only reason I raised it is because I am one for 
changing the Constitution if it is not modern and docs not meet 
modern times. I suspect this does not. 

But in the debate over the repeal of this we would come up, I am 
satisfied, with a real advancement in our budgetary proceeding and 
substituted something essential in its stead. 

Your mentioning of the no-year authority for expenditure bears 
right on this point. Also, I didn't mention this process of deobli
gating funds and then reobligating them. You will have to deal 
with this one key question of the transfer of spending authority from 
the Congress to the Executive. 

Mr. SCHULTZE. Mr. Curtis, part of that revolves around a very old 
debate and problem as to balancing of congressional control, item by 
item, within programs, detail by detail, with the necessary flexibility 
to operate the program most correctly. 

Representative CURTIS. That is right. 
Mr. SCHULTZE. Obviously there IS no one answer to this. We can 

disagree as to precisely where one ought to draw the line. I don't 
really think it is so much a question that this procedure is good and 
that is bad, but a constant attempt over the years to find a modus 
vivendi on this. It seems to me that while there are a lot of areas 
where on the one hand the Executive may have too much authority, 
there are probably other areas where he does not have enough. 

Each of these has to be examined case by case. I would agree 
with you where probably there are some cases where there is no 
need for this flexibility. There are other cases where flexibility 
would make for a better program. 

Representative CuRTIS. I would agree with you on that. I have 
taken the floor of the House to criticize Congress when, I thought, it 
illegally put a provision on a Defense bill, saying that the Defense 
Department could not sell facilities that it had without going to 
the Armed Services Committee for approval. I thought we had 
no authority to do that. 

Mr. SCHULTZE. Stockpiling is the same business. 
Representative CuRTIS. So we are not in disagreement on the fact 

that this is a mix. I hope we are in agreement that we do not have 
well-defined rules of the road or a process of measuring so that the 
Congress and the people know about these programs. 

In my judgment Congress has practically lost control over the 
purse strings. I think this is one of the most dangerous things 
that has ever occurred for the future of good programs and well-spent 
Federal funds. 

I follow very closely the appropriations. The very fact that the 
Appropriations Committee has the staff it has, reveals that it can't 
do the work and does not do the work. The fact is that Congress 
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itself has never seen and the pressures have never developed to really 
bring about a legislative budget. 

In the Reorganization Act of 1946 we established a Budget Com
mittee which met twice. The very fact that Congress has not seen 
this demonstrates to me that it has not followed this in enough detail 
to insist upon the proper procedures. 

The greatest protection-and these are accolades to you-has been 
the Bureau of the Budget. Without the work you gentlemen have 
done, this would be completely gone. It is almost gone now as far as I 
am concerned. The theory that the people's representatives should 
control the purse strings is out the window. 

Mr. SCHULTZE. Mr. Congressman, the one real problem that both 
you and we face is something that in a sense is ineVItable. This is the 
nature of modern teclmology and the nature of modern defense. This 
is where the real flexibility IS needed. 

The point is you don't develop major fighter aircraft and you don't 
develop a new missile except over a period of anywhere from 3 to 8 
years. You must have obligational availability in order to make the 
appropriate contracts-you may disagree where we draw the line. 

Representative CURTIS. You and I agree. In research and develop
ment, I would give the greatest flexibility. Here I am hammering 
home the need for unification of military procurement, but in research 
and development I want duplication. 

Mr. SCHULTZE. I am with you. 
Representative CURTIS. When we get to the details I do not think 

we would. That is one I would single out for great flexibility. In 
other areas I would impose rigidity. I have seen it every time you 
get a fine title, like Children's Fund of the United Nations. Defense 
Itself becomes a great big thing behind which all sorts of foolish pro
grams come along-atomic energy is another and now we have space. 

I remember when we caught the Atomic Energy building a new 
junior high school where it was costing them tWIce what it should 
have cost. But it hid behind that very glamorous title. 

Now we are beginning to find out in the space crowd that the same 
is true in buying furniture. These are good people. I start from 
that premise. We are talking about good people. I don't use the 
term "bureaucrat" as an epithet. I use it as a matter of description 
and I will defend these people. 

But we have to establish a system whereby we have discipline. I 
shouldn't talk about this because you people are living with it and I 
know it. 

Mr. SCHULTZE. On the other hand, I don't want to give the impres
sion that we really think the agencies are that bad. They are strug
gling with really big problems. 

Representative CURTIS. They are that bad. 
Mr. SCHULTZE. They do make mistakes. 
Representative CURTIS. They are that bad. I singled out horrible 

examples such as the military to demonstrate it. The people are not as 
bad as the horrible examples because 80 percent of the time they are 
hitting the line. It is this fat that creates fatheads. I have had my 
say. I have been wanting to get this in the hearings at some point. 

·1 think if we.ever sat down together you and I would probably find 
we are in accord. Just like the chairman, I have to leave because I 
am an hour and 5 minutes late for my meeting. 
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Senator MILLER. I am very interested in the question that the act
ing chairman just asked Mr. Schultze, and I am wondering if it would 
not be proper to have included in the record a memorandum-and I 
am not referring to one that is real long-a succinct memorandum 
with appropriate citations of the justification-the legal justification
for doing what we are doing under that provision of the Constitution 
which Congressman Curtis read. 

Mr. SCHUIJrZE. We would be glad to submit that. 
Senator }'1rLLER. ",Vhether this comes from the Bureau of the 

Budget or whether it comes from the Attorney General's office, it does 
not make much difference to me, but I would like to know what we are 
operating under, what kind of interpretation. 

Mr. SCHULTZE. Yes. 
Representative CURTIS. That would be very good. 
(The material furnished follows:) 

Article 1, section 8, clause 12 provides that "The Congress shall have power 
c '" * To raisc and support Armies, but no Appropriation of Money to that Use 
shall be for a longer Term than two Years." 'l'he annotateu copy of the C-on
stitution prepared under direction of the late Edward S. Corwin and printed as 
Senate Document No. 170, 82d Congress, provides a useful summary of the inter
pretation given to the time limit on appropriations for the Army. It reads as 
follows (pp. 283-284) : 
. "Prompted by the fear of standing armies to whieh Story alluded, the framers 
inserted the limitation that 'no appropriation of money to that use shall be for 
a longer term than 2 years.' In 1\:J04 the question arose whether this provision 
would be violated if the Government contracted to pay a royalty for use of a 
patent in constructing guns and other equipment where the payments were 
likely to continue for more than 2 years. Solicitor General Hoyt ruled that such 
a contract would be lawful; that the appropriations limited by the Constitu
tion 'are those only which are to raise and support armies in the strict sense of 
the word "support," and that the inhibition of that clause does not extend to 
appropriations for the various means which an army may use in military opera
tions, or which are deemed necessary for the common defense, • • .' 25 Opinion 
Attorney General 105, 108 (1904). Relying on this earlier opinion, Attorney 
General Clark ruled in 1948 that there was 'no legal objection to a request to the 
Congress to appropriate funds to the Air Force fur the procurement of aircraft 
and aeronautical equipment to remain available until expended.' 40 Opinion 
Attorney General 555 (1948)." 

The current appropriations for military personnel, which cover pay, allow
ances, subsistence, change of station travel, and other costs closely connected 
with military personnel, are annual in nature; they may only be used for the 
payment of obligations incurred within the fiscal year for which the respective 
appropriations are made. Also, the appropriations for operation and maintenance 
are annual in nature. On the other hand, the appropriations for major pro
curement. research and development, and construction are usually made without 
time limit upon their use. 

Representative CuRTIS. Thank you, Mr. Chairman. 
Senator MILLER. You gentlemen have been very reasonable in sit

ting here this long and I do not want to detain you very long but 
I do have three or four points I would like to discuss. 

First, as I understand it, just taking the view of the last 2 or 3 or 
4 or 5 years, an agency could come in one year and say, "This is what 
we spent last year." Now for the next fiscal year, "We are not going 
to do anything more than we have been doing, we are not going to 
hire any more people or pay them any more salaries, but still we 
have to have more money." 

You ask them why and they will tell you the difference is due to 
the fact that we are in a period of inflation. I am wondering if it 
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would be possible, and why we couldn't put in the bud~et sO?le figures 
indicating how much of this budget is attributable to InflatIOn. How 
much of the increase over the prevIOus year is due to inflation. 

Mr. SCHULTZE. Let me again not so much try to disagree with you 
but indicate some of the problems that would be involved. It depends 
first on what you mean by "inflation." 

Senator MILLER. Let us make sure we are talking about the same 
thing. I am referring, for example, to the application of the implicit 
price deflator as shown in the economic indicators prepared for the 
Joint Economic Committee by the President's Council of Economic 
Advisers. Applying that to the dollar figure so that we will know 
how much the Increase is attributable to implicit price deflator which, 
I suggest to you, will be considered or can be considered inflation. 

Mr. SCHULTZE. To be frank, it would be cheating Congress a little 
bit and I will tell you why. One of the major elements in the deflator 
in the Department of Commerce's government line is the increase in 
wages and salaries of Government employees. In turn, year after 
year we are encouraging, pushing, needlin~, stimulating the agencies 
to absorb what they can absorb of those pay Increases. 

To increase productivity, for example, the Post Office Department 
when its workload goes up by a certain amount they hire fewer em
ployees per unit of work; when the payroll goes up, they absorb much 
of the cost by economies. Hence, in many cases even though we can't 
isolate that detail by detail, in our joint work with the agency around 
budget time we are trying to get them to absorb at least some of the 
price increase. 

We could very easily provide a figure which would simply apply 
a 2-percent increase to the total Government spending and say this 
is what the price effect is, but I am not really sure how much it would 
hell" 

Senator MILLER. Let us keep it simple. Let us take the $98.8 bil
lion and apply the deflator to that say $2.5 billion, and indicate that 
this is due to the increase or decrease in the value of the dollar from 
one year to the next. 

Mr. COHN. I suggest that is not a correct procedure. If we are 
doing some aggregative estimates and trying to find out how much 
expenditures would be if prices at the end of that year had been 1%
percent less than they actually were, that might be a correct method 
of statistical estimation. 
Howeve~, we. instruct the agencies in submitting their budgets not to 

assume prIce Increases. They are instructed in submitting their 
budgets to assume that prices will remain generally just what they are 
at the time those estimates are submitted. Allowance is made for past 
salary increases, such as when Congress passed the pay act last year, or 
for wage board increases where they have been approved by various 
wage boards in the community. Where the agencies see these increases 
approved they can budget for those amounts. But where they are 
anticipating price rises we deny that kind of an estimate and do not 
allow it. 

Thus, we do not permit anticipation of price rises in a budget sub
mission. In part, we use tlus as a tactic, if you will, or a lever, to try 
to force the agencies to increase their productivity. 
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We see in business that productivity and efficiency improve. We 
have indexes that estimate the improvement. vVe are trying to get the 
same kind of improvement in Government operations. ",Ve think we 
have, although they are hard to measure. . 

In the Post Office example that Mr. Schultze mentioned, in the land
ings and takeoffs of aircraft monitored by an FAA tower, in the num
ber of passports issued, in the numbers of customs inspections, and in 
many other operations our Government employees are now doing 
much more per employee. Productivity has risen over the years. vVe 
think this is fine, and we use the budget assumption of present prices, 
of not anticipating price increases, as another lever to try to make 
agencies thin k in terms of productivity increases. 

Senator MILLER. That sounds reasonable to me but I am wondering 
if that is a realistic lever to put on an agency with respect to their 
construction programs, or their purchases of goods, for example. It 
seems to me that the record over the last 10 years would show that the 
cost of construction, the cost of purchasing goods has steadily gone 
upward. So there must have been someplace along the line where they 
were able to get more money to meet those requirements. 

Mr. SCHULTZE. 'What you really find is that w'e lag a year. In a 
period of really violent inflation which we have not had, this would 
be a problem. But where there is a small upcreep, what this does is 
that you can take last year's price increase into account in estimating 
your next year. 

We try to force them not to anticipate price increases in their budget. 
Price change gets built in, but it gets built in with a I-year lag which 
does put additional pressure on. 

Senator MILLER. This is what I am getting at. It would seem to me 
that we might evolve some system here that based upon the rate of last 
year it is estimated--

Mr. SCHULTZE. Applied to the last year's budget rather than the 
forthcoming. 

Senator MILLER. It is estimated that so much in the coming budget 
will include an increase in the cost of goods and construction. I think 
it might give us a little feeler here about where we are going. 

I mention this, and I will mention a couple of other things, because 
we have a serious problem on our balance of payments and outflow of 
gold. I think the more disciplinary tools we can crank into this pic
ture, the better we will be. 

The second thing, Mr. Schultze, is that I want to commend you and 
your colleagues for your obvious expert know ledge on these things. 
I hope you won't mind my suggesting a possible error that you made 
here when you said on page 15 that the President's budget is a plan 
rather than a forecast. 

I suggest it is very much of a forecast insofar as the revenue income 
from current taxes is concerned. If it is not intended to be that way, 
it certainly is interpreted that war. I see no reason why it should not 
be a forecast. I can see where It should be a plan with respect to 
spending and a plan with respect to revenue as far as proposed tax 
changes are concerned. But frankly, I think it should be a forecast. 

Mr. SCHULTZE. On the revenue side you are quite correct. One can 
get into all kinds of academic arguments as to what this forecast 
should represent. Apart from that, on the revenue side where it is 

99·375-63--14 
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simply attempting to find out what the revenue implications of exist
ing tax rates are, it is a forecast. 

Senator l\frLLER. As you know, there has been a lot of criticism of 
the fact that for the current fiscal year we add an original estimate 
of a $500 million surplus and now we are going to end up with about 
an $8 billion deficit. 

I do not know just why but some people said there was a great deal 
of overoptimism regarding revenue. I don't know. I personally 
think there was. It seems to me that maybe the key to this serious 
error of $8 or $9 billion is in the degree to which we rely upon increase 
in gross national product. 

On page 50 of the budget it says economic base of estimates. The 
estimates of receipts in this budget are based on the assumptions that 
the Nation's total output of goods and services will increase $24 billion 
over 1962. From what it says there it looks to me that this is where 
we got oft'. We relied on the gross national product increase. 

I am wondering, first of all, if that gross national product increase 
. should not be broken down somewhat. For example, certainly we 
ought to take out the inflation part of it, using the implicit price 
deflator which takes quite a chunk out of the GNP increase from year 
to year. At least, that is the way it has been going. Then I am also 
wondering if, indeed, gross national product increase standing by itself 
really means anything as a basis for estimating revenue. If that 
increase is all due to Government spending, that does not mean there 
is going to be any increase in revenue. 

What really counts, it seems to me, is the personal income and the 
corporate profit before taxes. 

Mr. SCHULTZE. This is what we give here. 
Senator MILLER. You give that but you give gross national product 

and this is picked up by some writers and some politicians as a basis 
for all kinds of controversial arguments. I am not sure that they 
really are very meaningful. 

I am wondering if we should not knock gross national produet out 
of this thing entirely. 

Mr. SCHULTZE. Senator, as it turns out, the actual way we get at 
the personal income and corporate profits is by working through a 
model of gross national product. By that I mean personal income and 
corporate profits are related to the level and the change in the level 
of gross national product. Hence, it is an integral part. 

Senator MILLER. They are related not only to the change in gross 
national product but they must be very definitely related to the content 
of it. 

Mr. SCHULTZE. To some extent. It depends on the detail in which 
we make our model. You are quite right that the content of gross 
national product is important but it seems to me the key factors are 
these: the level and change in the level of economic activity. This is 
the best single expression. 

Senator MILLER. The change in the level, did you say? 
Mr. SCHULTZE. The level and the change in level of economic activ

ity, of which the best single expression is the gross national product. 
Ciearly in g-etting at these numbers we don't simply put down three 
numbers. We have long, exhaustive sessions, discussion, and anal
yses of what goes into It. We then sum these up into the major 
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elements which lie behind our economic forecasts: these are the three 
basic indicators. 

Senator Mn..r.ER. I presume your model changes from one year to 
the next? 

Mr. SCHULTZE. In the sense that we hope to learn more and get a 
little more sophisticated each year. 

Senator MiLLER. I can see that one year there may be a much larger 
element in gross national product commg from State and local govern
ment. In another year a much larger element coming from the private 
purchases of goods. In another year a much larger element coming 
from the Federal Government. 

This being so, I would expect that your model would change from 
one year to the next if you are going to come up with any kind of 
really meaningful estimate of revenue. 

Mr. SCHULTZE. In that sense, you are quite correct. 
Senator MILLER. If that is so, why wouldn't it be helpful to have 

an abbreviated model set forth describing the gross national product 
elements which were used as a basis for the revenue? I must say 
that to me just taking an increase of GNP from one year to the next 
does not mean anything. 

Mr. SCHULTZE. There are two points to this: First, I think, is that 
a good bit of this detail, part of it admittedly in language rather than 
in numbers is given in the economic report of the President. The ra
tionale, the discussion of each of the elements that go into this-private 
investment, Government spending, State and local government spend
ing, consumption-is in the backup which is really given in the eco
nomic report. 

Second, in terms of how much detail you should print in terms of 
munbers, this is always a difficult question to decide. The Council of 
Economic Advisers is always thinking about how much of the specific 
quantitative model they should put out. I might point out to you 
that the patron saint of forecasters is St. Offset. 

Usually we are more correct in the totals, and sometimes we miss a 
lot in the totals, than we are in the individual elements. Very often 
these offset each other. So, in terms of what should be put down in 
specific detail, we have been advancing and giving more each year. 

How far we can go I can't really say at the moment. 
Senator MILLER. May I suggest to you that we recognize that we are 

all learning as we go on from year to year. In view of the really very 
grievous error that was made in this estimate of revenue as a result 
of which we are going from this 500 million surplus to a serious deficit, 
and I am not saymg that most of this is attributed to a bad estimate--

Mr. SCHULTZE. Most of it is. 
Senator MILLER. I think by setting forth the model on the basis of 

which these estimates are calculated that it would perhaps provide us 
better estimates. There you lay it on the line. Here is where your esti
mates come from. If you say it is just on the basis of an increase in 
GNP, this is really meaningless. Anybody who knows anything about 
GNP knows that this is going to fluctuate and your estimates can be 
right one year and off the next year depending entirely on that model. 

So why not put an abbreviated model in there and lay it on the line 
and say, "Here is our basis for estimates"? Personal income so much, 
corporate profits before taxes so much, which in turn have been based 
on this model forecast or GNP. 
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Mr. SCHULTZE. In a sense we do this in the Council's report. ·What 
we do not necessarily do is give each specific number. There is a dis
cussion of what the assumptions are WIth respect to each of the major 
components of GNP in the Council's report. 

Senator l\frLLER. Then all I would ask you to do over and above what 
you are doing is to get down to numbers a little bit. It might provide 
a good discipline. vVhy don't you try it and see what happens ~ 

Mr. SCHULTZE. May I put it this way: 1V"e certainly not only have 
been thinking about it, but we will use this stimulus to think about it 
even more. A large part of this is the responsibility of the Council 
as to what they feel is proper to put into their report. This is where 
really the basis is. They are movmg more in this direction. 

Senator MILLER. I do not care whether you people do it or whether 
the Council does it. It seems to me it ought to be done. So that when 
people come out and say, "Here is the President's budget and he has 
estimated revenue of so much," we have a pretty good idea of how you 
made your estimate. 

I know you go through the process. The process was very faulty for 
the current year. I would trust that you are going to improve upon it. 
Nobody criticizes anybody for making errors. We just do not want 
them repeated from one year to the next. Maybe this is where some
body after removing this can say, "We made an error in our model last 
year. 1V"e didn't take into account certain features. vVe overempha
sized others and so we came out short on this revenue." Let us try to 
get something out in black and white so that we will know on what 
basis this was made. 

We may differ with the basis on which it was made. That is fine. 
We can scrap about that. But it is impossible for us to scrap when we 
have nothing more than GNP to talk about. I think if the job of 
preparing the model is done well, you will be in a pretty good position 
to justify it. 

Furthermore, nobody expects it to be more than an estimate. But 
let us get down to the model as far as presenting it in a document is 
concerned, either in your budget or in the Council of Economic Ad
visers from which you in turn draw your information. 

Mr. SCHULTZE. May I interject one point that is partly irrelevant, 
I guess. mat really happened on the shortfall in revenues this fiscal 
year from our earlier forecast was that fundamentally the earlier 
forecast was based on the belief that the rate of recovery which was 
then occurring from 1960-61 recession would continue. 

What happened was the GNP did keep rising but the rate of 
recovery slowed up substantially. This is one of the things that led 
the President to his tax cut proposal, among many others; that is, 
this evidence, that the economy was being stifled from making a full 
recovery. "Stifled" is perhaps not the rIght word. The tax system 
was keeping the economy from moving all the way up and this had 
a feedback on revenues. Because we didn't get the full economic 
recovery we got the budget deficit. 

Senator MILLER. This is precisely my point. The GNP, as I under
stand it, went up pretty well. But the recovery in GNP and certain 
eleI?ents in GNP did not meet the specifications. 
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Mr. SCHULTZE. It was not just the elements, it was the total GNP. 
The total GNP recovered at a much slower rate than it had been 
recovering and fell short of reaching the level of economic prosperity 
we had been assuming it would rise to. 

Senator MILLER. May I suggest that even though we didn't have 
the full GNP increase that we had hoped for, we might still have 
achieved the revenue depending upon the mix within that GNP. 

For example, if the GNP increase had been greater in the private 
sector than in the governmental sector, than we had expected, then 
the revenue would have been greater from the private sector and 
this personal income and corporate profits than we had anticipated. 

So we would still get the same amount of revenue. 
Mr. SCHULTZE. Here, I guess, I would have to disagree a bit. 'Within 

some broad limits an increase in GNP flowing from a $1 billion addi
tion in Government expenditures or a $1 billion addition in private 
consumption, very roughly will lead to the same additional personal 
income and corporate profits, because the Government is buying from 
private firms. Consumers are buying from private firms. 

Senator MILLER. In turn, I could agree with you by saying it could 
even be more so or less so depending on the type of Government 
expenditures. But I think the point I am making has been brought 
out and that is that the mix is very important in making these 
estimates. 

This is why you people prepare a model. I do not want to labor 
this any further. I hope that what I have brought out here may 
be helpful to you because I am only asking or making suggestions 
that I think will be helpful to all of us. 

I am wondering if it wouldn't be helpful to put in the budget a 
scale showing the value of the dollar from one year to the next. 'Ve 
might start out with 1939 which is generally used by Treasury as a 
dolhw worth 100 cents, so that we can get a picture of the way the 
dollar is going down through the years. 

Why couldn't thUit be done ~ 
Mr. SCHULTZE. There is no technical reason it could not be done at 

all Senator. 
Senator MILLER. And in turn, use that, perhaps, as a backup for 

any information you might have regarding an estimated increase 
in the budget figures due to an increase in the cost of construction and 
the cost of goods. 

Mr. SCHULTZE. First, as I say, there is no technical reason this 
couldn't be done. This is really done in all kind of detail in the 
Council's report-price indexes, consumer prices, wholesale prices, 
export prices, and the like, are all there. 

Whether it would be appropriate to put a chart on prices in the 
budget-it might well be. 

Senator MILLER. I would suggest that in connection with my prior 
suggestion of trying to reflect an estimated increase due to increase 
costs of construction and goods it be done. 

Mr. SCHULTZE. Over the last 5 years, if I recall correctly, the aver
age of all commodity prices has been on as flat a line as you can 
draw, almost. There has been no increase since late 1958 in the over
all level of commodity prices, which have been quite stable. 
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Senator l\iI:LLER. There are some increases. Food costs, and things 
like that? 

Mr. SCHULTZE. Certainly. 
Senator MILLER. I will grant you that the retail price index is not 

too bad. But the fact remains that the dollar is going down in value. 
It is steadily eroding away. We are happy that it is not going vio
lently that way but it is a steady trend and people get concerned about 
this. It must show up in increased cost of construction, increased 
cost of goods. 

Mr. SCHULTZE. The goods, no, not recently. 
Senator MILLER. The item may be a chair that has gone up in price. 

It does not mean that the lumber has gone up, but the cost of services 
in producing that is where we have so much of the increase. 

Mr. SCHULTZE. 'Vhen I indicated that commodities had not gone 
up, by commodities I meant an average of all goods including fabri
cated goods. 'Vhat has gone up is services. 

Senator l\ULLER. ·Which, in turn, have been reflected in the prices of 
some of those things, too? 

Mr. SCHULTZE. Of some of them; yes. If we take an average of 
all consumer goods prices as opposed to services or machinery and the 
like, this has been remarkably stable for 5 years. 

Senator MILLER. The thing that bothers so many people is the fact 
that still their dollars won't buy as much as it used to. The implicit 
price deflator shows this. Whether it goes for necessary goods or nec
essary services or necessary governmental services doesn't make too 
much difference to the average taxpayer. He just knows he has less 
purchasing power. 

This is one reason why you had a request for wage increases. Peo
ple get squeezed on increased rentals. They have no other way to go 
except to ask for more money just to keep even on their purchasing 
power. This is something I think would be helpful as a disciplinary 
tool to tie into this budget document. 

The last question: This would not necessarily happen every year, 
but during some years we may have a major strike. It can throw 
off estimates, it can throw off your model in your estimates of revenue. 
It cu,n have a profound impact on the economy. mere there is a 
major strike that has had a significant impact, I am wondering if it 
would be a helpful item to put in the budget your estimates of how 
much impact the strike had on the estimates. 

For example, there was a 3-month strike or a 2-month strike in the 
eu,st COu,st maritime industry this last year. That undoubtedly had a 
serious impact. Certainly in some areas. I think it was reflected 
cleu,r out to the Mid west in its impact. 

I am just wondering if we could calculate something like that? 
During steel strikes, for example, people have come out and said, 
"This cost us so lllany billion dollars' increase in GNP." Somebody 
worked up some estimates on it. I would far rather have you people 
do that than to have somebody who may have a particular ax to grind 
to work these up. . 

Mr. SCHULTZE. I have a little experience with this. I spent off and 
on a good part of about 9 months as a member of a panel which former 
Secretary of Labor, Mr. Mitchell, got together evaluating the steel 
industry and the steel strike. We labored and struggled, and I would 
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think we came to the conclusion, first, that it is impossible to measure 
this. 

Second, as a matter of fact if you take into account the buildup in 
steel inventories before and after the strike, in the net the strike did 
not have a major impact; it had for a particular quarter, undoubtedly. 

But if you take a year or a year and 'a half and don't take into 
account the wage increase, it made itself up on both ends. 

I am not suggesting that all strikes do. I am suggesting from our 
experience it was just literally impossible to get any kind of measure 
of this. 

Senator MILLER. lam wondering if a statement to that effect should 
not be put in the budget if that is so, just as a means of clearing the 
air. As you well know, after a strike there are all kinds of estimates 
made by certain people about how much this affected the economy. 

I think it would be helpful to clear the air if you people came out 
in the budget and had a statement to the effect that an analysis of the 
strike in the maritime industry which occurred for 2 or 3 months has 
revealed to us that it has had no noticeable impact on the GNP esti
mates which the budget for the previous year was based on. Or that 
it has had relatively minor impact on it. 

Mr. SCHULTZE. All I have to say, Senator, is that is something I 
would hesitate to do. Insofar as these kinds of economic estimates 
should be done, I don't think the budget is the place to do it. It may 
be the Council of Economic Advisers' report, or the Labor Depart
ment'sjob. 

There me all kinds of things affecting GNP during a year that we 
can't foresee in advance. An economic analysis of the prior year's 
economic activity should take those into account, including strikes in 
qualitative terms. This to some extent is part of the function of the 
Council of Economic Advisers. I am not sure it would be appropriate 
just to take strikes into account. There are all kinds of unforeseen 
things that come in. 

Senator l\fuLER. I was using a strike because it is a rather dramatic 
thing. I certainly think where any significant unforeseen event which 
tore your model to pieces or tore your estimates to pieces, you people 
ought to put something in the budget to indicate to us why you were 
off on your estimates. 

In other words, here you come up with a set of estimates that are 
your best judgment on something, and then we find something has 
been off. 

Now why? Merely as a matter of explanation to satisfy us that 
you did the best you could, I think something in the way of an ex
planatory paragraph or page indicating what happened to your 
estimates during the previous year would be helpful to us. 

Mr. SClTULTZE. )Iay I suggest, Senator, as a matter of fact, if I 
recall r.orrectly, during the "f)eriod we were discussing what should go 
in the budget, I think we discussed this. My recollection of the con
clusion of that discussion was: since we had seen a fairly long analysis 
made by the Coune-il of E'OOllomic Advisers which they were going to 
put in their document analyzing the past year and what had been re
sponsible for the economy not behaving the way we originally thought, 
we did not put it in here because it would be covered in muoh more 
detail than we would be able to give it. 
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You are simply suggesting that we place some reference in the 
budget~ 

Senator MILLER. I would say this: If merely by a simple statement 
you would say that the revenue estimates of the previous year were 
off by so much. The reason why they were off has been discussed in 
the Council of Economic Advisers' report pages so and so, 'SO that we, 
in turn, cJc'Ln relate to this document very quickly. 

I do not care, really, where it is, just so we can find it quickly. I 
do think it would be a good idea as a means of preserving our con
tinued confidence in the work you people are doing so that we know 
you did the best job you could on your estimates. 

Now, the estimates were off; here is the explanation: The Council of 
Economic Advisers has given the explanation. I have enjoyed lis
tening to you very much, and I appreciate your nice answers to my 
questions. I do not see any reason for keeping you from your lunch 
any longer. Thank you very much. 

Mr. SCHULTZE. Thank you, Senator. 
Senator MILLER. The committee will meet at 2 p.m. this afternoon. 
(Whereupon, at 12 :15 p.m., the subcommittee recessed, to recon-

vene at 2 p.m., of the same day.) 

AFTERNOON SESSION 

Senator PROXl\fIRE. The subcommittee will come to order. 
Our subject this afternoon is "Use of the Budget in Economic Re

search," and we are very lJIappy and honored to have such a distin
guished panel. 

1iVe will proceed as usual, in alphabetical order, and you gentlemen 
can either read your statement or summarize it. 

I hope you will confine your initial remarks to 10 or 15 minutes or 
so, and then we can discuss the situation after tlJlat. 

Dr.Co1m? 

STATEMENT OF GERHARD COLM, NATIONAL PLANNING 
ASSOCIATION 

Mr. COLM. Mr. Chairman, I am very happy--
Senator PROXMIRE. Let me just interrupt to say that anything that 

you would like to be placed in the record in your statement, of course, 
that will be done. Your full statements in all cases will be put in 
t.he record if you skip over it. 

Mr. COLl\f. Thank you for the invitation, Mr. Chairman. With 
your permission I would like to read the statement because then I 
know I will stay within the limits of the time. 

Senator PROXl\URE. Very good. 
Mr. COUI. I believe that the budget is of particular interest to the 

Joint Economic Committee for two reasons: First, it is a source of 
economic information; second, it is a tool for influencing economic 
development. 1iVhile this particular hearing will, as I understand it, 
focus on the first item, I have been invited to discuss both aspects. 

It is a fact that budgets have developed primarily as a tool of admin
istration and legislatIve control and not as a source of economic in
formation nor as a tool of economic and fiscal policy. Therefore, it 
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is most natural that budgets are not in a shape in which we would 
like to have them if they had been primarily designed to serve these 
important pur1?oses of information and 1>0licy. However, the Fed
eral budget in Its present form does not fully meet even the require
ments of administration and legislative control. 

Therefore, from whatever aspect one looks at the Federal budget, its 
structure and operation could be greatly improved. To some extent, 
proposals of budget reform which would improve the budget as an 
Instrument of administration and legislative control would also serve 
the purposes of information and fiscal policy. To some extent, how
ever, the various J?urposes require different budget statements. This 
fact has resulted In the use of various budget concepts which is the 
cause of considerable confusion. 

For purposes of administration and legislative control, I believe 
that a program budget is most suitable. Here I am referring to an 
organization of the budget of "program packages" which have as a 
unifying principle "a common mission or set of purposes for the ele
ments involved." This definition is a quote from Charles Hitch, 
Assistant Secretary of Defense. 

The classification of expenditures and required obligationary au
thority by programs facilitates an evaluation of budget items in terms 
of costs and benefits and also permits consideration of the merits of 
alternative budget proposals. I cannot here go into the changes which 
would be required in budget presentation and eventually in appro
priation procedure to transform the present administration budget 
into a true program budget. 

The program budget would place less emphasis on exactly what 
amount of money is spent or collected during a particular year. A 
budget for each major program, particularly for longer range pro
grams, would primarily give the estimated costs of the programs as 
a whole or over a specified period and only as a secondary estimate a 
proposed phasing of the expenditures over each of the ensuing years. 
Only for administrative routine expenditures would the annual ex
penditures be identical with the costs of operating a program. 

For purposes of financial planning, particularly debt management, 
it is necessary to add up the proposed expenditures and revenues for 
each year. The most appropriate concept for this purpose is the con
solidated cash concept which for the first time has been given a great 
emphasis in the main summary tables of the budget document for 
the fiscal year 1964. The program budget for evaluating costs and 
benefits for each major undertaking of Government and the con
solidated cash concept for summation of outlays and receipts by years 
appear to be the most appropriate frame for the purposes of budget 
administration and budget control. 

To reduce confusion, I suggest that the program budget and the 
cash summaries be regarded as the primary budget statements. Other 
statements should be of a supplementary nature for informational 
purposes. 

1. THE BUDGET AS A SOURCE OF INFORMATION 

Economic appraisals must be based not only on statistical facts 
which always relate to a period of the past but also on intentions; that 
is, intentions of business to invest in plant and equipment or build up 
or liquidate inventories and on intentions of consumers to buy houses, 
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automobiles, and other durable goods, and the intention of the Gov
ernment to extend or reduce programs and to raise or reduce tax 
rates, et cetera. 

The budget by its nature reflects the intentions on the executive 
side of the Government which then may be confirmed or modified by 
the legislature. All economic forecasts belong to the sphere of specu-
lation except to the extent that they can be based on actual intentions 
of consumers, business, or the Government. 

We know, of course, that consumers', business', the Government in
tentions may change in response either to change of mind or to change 
of circumstances. Thus, even the best information about intentions 
does not remove uncertainty. However, a forecast based on intentions 
is much better than one based exclusively on the extrapolation of statis
tical facts of the past. 

It is fortunate that a quarterly survey of State and local govern
ment construction expenditures has 'been initiated with estimates for 
t.he next quarter. It would be desirable if the survey could be ex
tended to cover forecasts for four quarters, for all types of State and 
local government expenditures, for the same time period for which 
businessmen are asked to provide information about their invest
ment intentions. 

For appraising the impact of Government operations on the econ
omy in a particular year, the Federal sector of the National Economic 
Accounts has been used recently. Actually, the National Account, in 
the form in which it is being prepared by the Department of Com
merce, is designed to give a picture of the economy as a whole_ 

However, I believe that simply using the Federal sector of the 
National Account does not give us all the information a.bout Federal 
operations that is needed. The Federal sector can not be taken out 
of the context of the National Account without modification. The 
National Account includes in the private sector certain credit trans
actions which are of governmental character but in an overall state
ment fit better under the investment sector of the economy. 

Thus, the Federal sector in the National Income Account excludes 
Government loans and loan repayments with the exception of price 
support loans made by the Commodity Credit Corporation_ This is a 
serious shortcoming if we want to measure the Federal Government's 
influence on the economy. 
. The same applies for loan insurance and guarantees, for example, 
in support of residential construction or cert.ain local government 
activities, and so on. All these measures should be considered at least 
in part when reviewing the actual or expected impact of the Govern
ment's activities on the economy. 

(See: "The Economic Impact of Federal Loan Insurance" by George 
F. Break, National Planning Association, spring 1961, a special project 
report.) 

As our interest has shifted in part from short-term business fluctua
tions to longer run aspects of economic development, we need estimates 
of Government activities as they are planned beyond the ensuing year. 
The staff report of this subcommitte of the Joint Economic Commit
te has correctly emphasized that it. is essential to obtain, besides the 
detailed budget for the ensuing year, broad budget outlooks for a 
Immber of years, posisbly for 5 or 10 years. 
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(See also the NP A statement on "The Need for Further Budget 
Reform" (planning pamphlet No. 90, March 1955).) 

These budget outlooks would reflect the anticipated eXJ?enditures 
and revenues under existing legislation, but also present estImates for 
programs which are under active consideration and might even make 
allowance for programs for which there is reason to assume that they 
will be extended or reduced in the future by legislation which is not yet 
under active consideration. For the latter category probably alterna
tives should be used. 

For the purposes of the Joint Economic Committee, it is essential 
that budgets for the ensuing year and the budget outlook for a period 
of years be related to some assumed economic deyelopment as a whole. 
Obviously no realistic estimate of future revenue can be made except 
on the basis of an economic assumption. 

In this connection I would like to recommend that the budgets even 
for the ensuing year not be based on an actual forecast but rather on 
It reasonable assumption of a desirable rate of growth. Forecasts 
for the preparation of a budget must actually be done 2. years before 
the end of the budget period to which it refers. Sholt-term forecasts 
so long in advance are very hazardous, if not meaningless. 

Furthermore, there is a great temptation that the forecasts will be 
biased as has happened in the past more than once. I think it is 
preferable to prepare the budget document on an assumption rather 
thnn on a forecast. 

Then the President can, in the budget message, take account of the 
most recent developments and current outlook and state to what extent 
they differ from the assumption and recommend changes in fiscal 
policy which follow from the economic outlook as it emerges. 

Such a "hypothetic~tl" budget, particularly with respect to revenue 
estimates and expenditures which are responsive to a change in business 
conditions does not reduce the information value of the document as 
long as the economic assumptions are clearly stated. 

In addition to the budget proper there is need for supplementary 
information. 

I mention only a few items. The staff report has mentioned other 
items in addition to those I mentioned. I agree with all of them but 
only mention one which I think is of particular importance. 

Because of the great economic importance of milita.ry procurement 
there should be quarterly information of the contracts let with advance 
estimates at least for the next foUl' quarters. Also major obligations 
incurred for hardware and possibly R. & D. contracts should be 
broken down by regions and manpower requirements of contractors 
and subcontractors. I believe such information is of the same value 
as that now supplied on contracts broken down by size of the enter
prises. 

2. THE BUDGET AS A TOOL OF ECONOllIIC POLICY 

I believe that a budget which is so organized that is serves the best 
purposes of economic information can ~so best be used for guidance of 
economic and fiscal policy. 

A distinction should be made between budgetary policies of an anti
cyclical nature and those in support of long-term economic growth 
and stability. From the point of view of an anti cyclical expenditure 
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policy, it is important to have proposed budget outlays classified first, 
by those which are determined by current needs of administration 
where no fluctuation is desirable or feasible; second, by those items of 
current expenditures which, to some extent, depend on economic 
events, for instance, the activities of the employment services or out
lays for agricultural price support and so on; and third, those pro
grams where the timing could be modified in the light of desired 
Government influence on economic development. 

Outlays in this third category could be speeded up in case of an 
economic slack of a national or regional character or could be cur
tailed temporarily in case of excessive demand pressure on prices with 
inflationary tendencies. To this third category belong, of course, 
certain public works, including public works grants made to State 
and local governments. 

It is often suggested that the adoption of a capital budget would 
facilitate a budgetary policy in support of economic growth. I agree 
with this view but only with certain qualifications. The staff study of 
this subcommittee makes the valid distinction between classifying the 
budget by current expenditures and capital outlays on the one hand 
and adoption of a. capital budget separated from the budget of cur
rent operations on the other. 

Those who recommend such separation usually imply that the capi
tal budget should, as a general rule, be financed by borrowing. Sound 
fiscal policy may require that the Government finance some of its 
outlays by borrowing as it is done by private business and also by 
consumers who engage in installment financing for durable goods. 

But the desirable amount of debt financing should be related to the 
conditions in the economy as a whole, to the amount of saving and the 
amount of private investments and indebtedness as a whole rather than 
to the particular character of Government expenditures. 

To the extent that a classification of the budget by current expendi
tures and capital outlays is used, the concept of capital outlays should 
be clarified. One classification, used in some European countries, dis
tinguishes between administrative expenditures which are likely to 
occur year in, year out, and expenditures of a nonrecurrent nature. 

Capital outlays in the usual definition are the most important but 
not the only example of nonrecurrent outlays. More significant is a 
distinction betwc6n current expenditures for administrative routine, 
for primarily social purposes, and those programs which are designed 
to contribute to economic growth. 

If one calls the latter capital outlays, it would be a· different concept 
than the one used by private enterprise. For the Government it is not 
of essential concern whether it builds structures of a durable and di
rectly profit yielding character but whether the outlays contribute to 
economic growth which, in turn, will contribute to a rise in national 
income and thereby to a broadening of the tax base and indirectly to 
a future rise in revenues. 

In this respect it is essential, as Roy Moor says in the staff report, 
that social as well as economic investments are included in those items 
which are characterized as contributions to economic growth. How
ever I emphasize again, the concept of outlays in support of economic 
gro'~th should aid in a suhdivision of one budget rather than be used 
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for presenting two separate budgets with two different rules for 
financing. 

There are, however, Government undertakings for which a stronger 
case for adoption of se.r;>arate capital budgets can be made. This ap
plies to quasi-commerCIal operations such as the postal service, and 
possibly also to the financing of those FHA and FNMA .r;>rograms 
which are required to operate on a self-sustaining basis. This applies 
also and especially to public authorities which have been established 
or may be established with direct or indirect Federal support. 

"Ve have in the modern economy a growing need for activities which 
have neither the character of Government administration nor of pro
duction of goods and services best performed by private enterprise. 
In this area in between in which public and private investments are 
interlinked we are groping for new forms of semipublic or semicom
mercial organization. 

Also appropriate forms of public accounting and budgeting must be 
found for these undertakings. If the Federal Government contributes 
to these authorities directly by loans or subsidies such contributions 
should be :fully reflected in the Federal budget statement. 

However, these authorities may also attract State and local financing 
and private financing and to that extent need not be reflected in the 
Federal budget. However, the issue of bonds by public authorities 
which have any kind of Federal support should be coordinated with 
Treasury debt management policy. For informational purposes the 
activities of such authorities should be included in a special subdivi
sion of the Government sector in the national economic account. 

For purposes of long-term support of economic growth and private 
capital investment they require a separate treatment from that suit
ruble for other Government activities. I believe this area may become 
of growing importance; therefore it may deserve special attention of 
this subcommittee. 

Thank you. 
Senator PRonHRE. Thank you very much, Dr. Colm. 
Mr.Lowry~ 

STATEMENT OF RALPH L. GILLEN, SECRETARY-TREASURER, THE 
FEDERAL STATISTICS USERS' CONFERENCE, AS PRESENTED BY 
ROYE L. LOWRY 

Mr. LoWRY. Mr. Chairman, I appear here today in place of Mr. 
Ralph Gillen, who was originally scheduled to appear for the Federal 
Statistics Users' Conference but who happens to find himself some 
3,000 miles away-- . 

Senator PROX1\HRE. We are very happy to have you here. You have 
been an able witness before. 

Mr. LOWRY (continuing). So I will read his statement [reads] : 
Mr. Chairman, I appreciate the opportunity you have extended to the Federal 

Statistics Users' Conference and to me to appear before you this afternoon to 
join with this distinguished group in discussing the budget as an economic 
document. 

Unlike my fellow panel members, I am not an expert in budgetary analysis. I 
do not intend to consider technical details. Instead, I would like to mention 
several general ideas which could increase the usefulness of the budget to non
governmental people who would like to better understand the impact of Federal 
programs on their own activities. 
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First of aU there is a need for clearer and more complete statement of under
lying assumptions. 

The budget is primarily the financial expression of the administration's work 
program proposals for the fiscal year in question. As revised by congressional 
action, its resulting component pieces become the approved work program for 
the year. 

Unlike other economic reports, studies, or other pulJlications, the budget is not 
primarily a source of historical information. Rather, it is a description in 
financial terms of governmental anticiprutions and intentions for the year in 
question. 

As with any financial forecast, the budget is based on estimates of the 
condition of the economy during the year for which it is prepared. However, 
the budget document is not a good source for finding out what these economic 
assumptions are. As reported in the budget for 1964, the underlying economic 
assumptions are summarized in only two paragraphs. And these assumptions 
deal with calendar, rather than fiscal, years. Moreover, the economic assump
tions as recorded in the budget are limited to the assumed level of gross nutional 
product, the assumed level of personal income, and the assumed level of corporate 
profits before taxes. 

Certainly the real economic assumptions on which the budget is bused go 
deeper than that. There are undoubtedly some assumptions made as to price 
level. There must also have been some assumptions as to the course of the 
economy during the last 6 months of the fiscal year. 

As a matter of fact, some charts which accompany the budget message of 
the President do contain implied assumptions as to gross national product for 
fiscal year 1964. I have not tried to measure this exactly from the charts, but 
it looks as though the economic assumptions of the budget include GNP of 
something like $600 billion for the fiscal year ending in June 1964. Why 
shouldn't this as well as other economic assumptions be made explicit'! 

Then the longer range objectives and their economic implications are not 
shown. 

'While the budget seeks to describe governmental intentions, a reading of 
the document itself provides only a hazy picture of what the expenditures 
described really seek to accomplish in the long run. Admittedly, some objec
tives--e.g., a number of the fields of defense and international affairs-can only 
be stated in general. But, for other programs (e.g., resource conservation, 
export expansion, atomic energy) there appears to be little reason why budget 
proposals cannot indicate in speCific measurable terms how much or how many 
of what will be attained in the next 2 or 3 or 5 years if proposed programs 
are carried out. The budget document has been improved in this regard in 
the last year or two, and some additional information is found in published 
Appropriations Committee hearings or in the budget appendix. 

However, a great deal remains to be done to improve the public understanding 
of what the Government intends to accomplish through its work programs. 
A better understanding of program objectives is fundamental to a better appraisal 
of the long-term economic implications of Government activities. 

Many people who use, or try to use, the budget as an economic document are 
particularly interested in assessing the economic impact of the expenditures 
which the Government makes in implementing its programs as well as in the 
economic consequences of achieving program objectives. For these users, too, 
a clearer expression of longer-range spending intentions is important. 

The contracts entered into and the expenditures made in carrying out Federul 
Government programs have an economic impact which extends beyond the budget 
year. A weapons system which was in research and development last year 
and is going into production this year will very likely go forward in years 
beyond fiscal year 1964. 

A dam which is authorized today and will be started in fiscal year 1964 will 
still be under construction in later years. Ongoing activities like the Civil 
Service Commission, or the Census Bureau, or the Geological Survey, or the 
courts, or the legislative branch can conservatively be expected to go forward 
at levels not substantially different from those now existing or characteristic 
of the recent past. 

It ought to be possible to project this impact forward for several years in 
some rough fashion, at least. For defense programs and public-works programs 
such projections already exist. Sometimes they are spread out in more detail 
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in hearings before Appropriations Committees. But a more .comprehensive 
presentation should be prepared and given broad public distribution as part of 
the budget document. 

THE SHORT-RANGE IMPLICATIONS ARE NOT CLEAR EITHER 

Estimates of Federal Government purchases of goods and services occupy 
an important place in all generalized economic forecasts, public or private. The 
budget is the basic source for the data used in these forecasts. Unfortunately, 
as presently organized and presented, the budget information does not indicate 
how Government programs move ahead at different speeds, and how they have 
an uneven impact on the economy at different times during the year· 

For purposes of financial management, data of this kind are developed within 
the executive branch at the beginning of each fiscal year and they are revised 
at least quarterly. They are an integral part of short-term performance or 
progress review. There should be some way to make this information public 
in a form useful for economic analysis. 

It is interesting to note that the };'ederal Government, through its statistical 
programs, asks consumers about their intentions to spend a quarter to a year 
in advance. It asks businessmen about their intentions to invest in plant and 
equipment for 3 and 6 months in advancp.. 

It is beginning to ask State highway departments to report their spending 
intentions 3 months forward. It asks State and local governments to report 
their anticipated expenditures 3 months in a(lvance. Yet it does not reveal its 
own spending intentions in a similar way. 

The only recent proposal to accomplish something of this kind was a sug
gestion that businessmen be asked to report monthly on the new orders they 
receive from the Federal Government. This would certainly be a strange way 
for the Government to develop information which it already has at its command. 

THE BUDGET PRESENTATION IS STILL TOO COMPLEX 

There are a number of different ways of considering the impact of the Federal 
Government's revenue and expenditure programs on the economy. Presenta
tions of the expenditure program in terms of the administrative budget, the 
cash budget, and the national income and accounts budget as provided in recent 
years give different kinds of users the opportunity to choose the framework 
most suitable to their purposes. This is a welcome step forward. 

At best, the presentation of the budget is an awkward and complex thing. 
To many people, including myself, it is a painful and time-consuming chore to 
fight through the technical jargon of authorization, obligational authority, ex
penditure, et cetera, et cetera. 

Many people who would like to use the budget as a source of economic in
formation are discouraged by these technical complexities, even though some 
explanation of the meaning of these terms is supplied in the budget itself. 

This country's businesses have made concerted efforts in recent years to make 
their annual reports more meaningful to stockholders. While the Budget in 
Brief is a commendable step forward, the Federal Government still has a long 
way to go to make its budget equally meaningful to interested and intelligent 
citizens who do not happen to be experts. 

I do not wish to be misunderstood. This is not a call for the elimination of 
budget detail. For those users who are interested in particular programs, the 
detail which appears in the budget appendix or in the hearings of Appropriations 
Committees is of vital importance in assessing the economic impact of a proposed 
program change. Even this amount of detail may be too little. It may not be 
adequate to explain the way in which a specific proposed program change may 
affect the economic outlook for some particular industry or part of the country. 

But to provide a summary view of the economic impact of Federal programs, a 
great deal of improvement can be made in making the budget more complete 
and understandable. 

SUMMARY 

In short, the budget can be Significantly improved as a source of economic 
information: 

By more clearly showing the economic assumptions on which it is based. 
Dy clearly indicating the specific objectives of Federal activities and the extent 

to which the budget proposes to achieve these objectives in the budget year and 
the years beyond. 
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By showing in some fashion the continuing ecOnomic impact of expenditures for 
Federal Government activities, not only in the budget year, but in the years 
beyond. 

By more clearly showing how expenditures for Federal Government activities 
will affect the economy quarter-by-quarter throughout the year (and by revising 
this picture quarterly during the year). 

And finally, by simplifying and clarifying the presentation of the budget in 
order that it may be more easily understood by a nonspecialist. 

Senator PROXlIURE. That is fine. Now, would it be satisfactory if 
we put the remainder in the record? 

Mr. LOWRY. Yes; indeed it would. The second part reports the 
results of a little query we sent out to our members to find out how 
many people use these materials. A very surprising number of people 
use or attempt to use the budget for a variety of purposes. 

Senator PROXlIURE. Do you want to summarize that? 
Mr. LOWRY. W"ell, it shows, first of all, Mr. Chairman, that, over 

one-fourth of our members use or try to use the budget for a wide 
variety of purposes. 

Senator PROXlIURE. How many would that be? 
Mr. LoWRY. Over 40 members out of 150. 
Senator PROXlIURE. And do you think this would be a fair sample? 

Do your members represent a fair sample? 
Mr. LOWRY. Mr. Chairman, after hearing comments on what is 

a fair sample, I hate to say. 
Senator PROXMIRE. Let me put it entirely different. Would you say 

it would be unreasonable to assume that a quarter or nearly a quarter 
of the people who generally use statistics at all would be inclined to 
rely on the budget for economic information for business? 

Mr. LOWRY. I do not know whether members of the Federal Statis
tics Users' Conference are a fair sample of all statistics users. I was 
surprised to find that as many as 40 out of 150 members of FSUC used 
or tried to use the budget. 

Senator PROXlIURE. How many of those are small firms? 
Mr. LOWRY. Most of the firms that used it would not be-most of 

them are national firms. 
Senator PROXlIURE. It is quite common, then, among the bigger firms 

and much less so among the smalled 
Mr. LoWRY. It would be in the larger firms; yes, sir. But other, 

smaller, organizations also indicated that they used the budget. For 
example a State farm organization reported that it used the budget 
as an informational source. 

Senator PROXlIURE. Thank you. 
(The remainder of Mr. Gillen's prepared statement, as presented 

by Mr. Lowry, follows:) 
.As a supplement to Mr. Gillen's statement, I would like to include in the 

record a brief memorandum summarizing results of an inquiry to members 
of the Federal Statistics Users' Conference which sought to find out how many 
use the budget as a source of economic information, what they use it for, and 
what improvements would contribute to making the budget more useful for their 
purposes. 
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ORGANIZATIONS IN ALL SECTORS OF THE ECONOMY USE THE BUDGET 

Over one-fourth of FSUC's members use, or try to use, the budget for a variety 
of purposes. The most common uses include: 

Estimating the costs and benefits of Federal expenditures. 
Forecasting the impact of Federal Government spending on total economic 

activity. 
Short-range forecasting of GNP. 
Analysis and projection of Government purchases of goods and services. 
Analysis and projection of Government expenditures on research and de
velopment. 
Analysis and projection of Government expenditures for goods and serv

ices with special reference to possible marketing opportunities. 
Analysis and projection of Government expenditures as a factor in long

range planning. 
Measuring Government expenditures in particular areas. 

SUGGESTED IMPROVEMENTS MIRROR VARIED USES 

Improvements suggested by FSDC members reflect the many purposes for 
which organizations use the budget. Major improvements mentioned include: 

Separate presentation of a capital budget. 
More identification of costs wJJh outputs. 
More historical continuity in published figures. 
Publication of quarterly data. 
Show total costing of projects over time-distribute costs over years ahead 

beyond the budget year. 
Longer term projections of budget expenditures. 
Try to increase comparability between cash budget and Treasury daily 

statement. 
Estimate by agency and function of Federal Government pnrchases of 

goods and services for present year and budget year. 
Show separately the amount of purchases of goods and services for new 

and expanding programs in the budget year. 
Show more detail as to major types of procurement. 

ADDITION AL PERSONAL REMARKS BY R. L. GILLEN 

May I take a moment or two more-as an interested citizen rather than as a 
representative of the Federal Statistics Users' Conference or as a member of the 
firm of McKinsey & Co.-to add a comment on the budget process itself, again in 
nontechnical terms. 

In my work as a management consultant, I preach a great deal to business and 
institutional clients about the virtues of planning and budgeting as management 
tools, and point to the Federal Government as an outstanding user of these tools. 
Yet, for a range of reasons (many of them political in nature and better known to 
members of this committee than to me), the process by which the Government's 
plans and budgets are established and approved limits their usefulness as a means 
for effective management. 

The role of Congress (analogous broadly to the role of a board of directors of a 
corporation or a board of trustees of an insti·tution) is to establish objectives and 
determine the levels of resources required and priorities for their application to 
achieve these objectives. No enterprise, public or private, could function effec
tively in any other way. 

But during the budget process, it appears that for many programs, an inordi
nate amount of time is consumed in defining in detail how an activity is to be per
formed or how money should be spent-rather than on the more critical question: 
What is to be 'accomplished and when? 

99-375-63-15 
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This situation, at times, is tantamount to the board of directors of a corpora_ 
tion discussing with the company president or sales-vice president the number 
of sales offiees to be mnintained in Ohio or whether 12 maintenance men or 15 
maintenance men are necessary in the Ashtabula plant. Clearly the board mem
bers and key executives are concerned with more important matters: Should we 
build a plant in California? What increase in sales "olume can be expected if we 
spend another $2 million for research effort on product X'! 

But their counterparts in Government, Members of Congress, and agency heads, 
spend It great deal of time discussing and describing-as part of the budgetary 
process-the location of a 300-nUln research facility or whether 11 Presidentially 
appointed Federal executive needs two people or four as llart of his staff to get his 
as~ignment completed. 

)Iy point is simply this: Congress and the executive branch must more clearly 
aet as if tllPY were part of the sallie enterprise-the Government of the United 
States, Congress, through appropriations hearings and actions, should approve 
or set oujectives. establish llcrformance g"oals, determine levels of expenditures 
needed to aCllieve these goals, de\'elop policy guidelines within which action can 
be taken, and subsequently, regularly review progress and performance. The 
executive agencies should participate in these efforts and ac('ept the obligation to 
meet the goals established. If they are meeting their performance obligations 
measured in terms of results. thpn we will all he gainers. If they are not, time
consuming discussiolls on whether $20,000 or $2:;,000 is the hest amount to allocate 
for furnil"hing a new office building- in Denver will not help to improve poor per
fOl'lIlallce. Congress aml high level Federal executives just do not have time 
to devote t·o tllt'se kinds of questions-in the face of our current pressing prob
lems n IlIl the larger ones on the horizon. 

I apologize for stretching an analogy a bit farther than may have been appro
priate-or for failiug' to lIemonstrate syIDjlathetic recog-nition of some of the fac
torfl that impel, in part, the kinds of problems referred to in our lmdg'etary proc
ess. It may he naive or idealistic to hope thnt they can he solved. But the pro
~llPl'tivp henefirs are so great as to make the effort worthwhile. 

Thank you. . 

Senator PROXUIRE. All right, Mr. Levy. 

STATEldENT OF MICHAEL E. LEVY, SENIOR ECONOMIST, DIVISION 
OF ECONOMIC RESEARCH, NATIONAL INDUSTRIAL CONFERENCE 
BOARD 

Mr. LEVY. Mr. Cha.irman, I have tried to state a fairly complex 
matter in a rather brief way, and therefore I prefer to read it rather 
than talk about it freely. 

Senator PROXMIR})' Fine. 
Mr. LEVY. Last year, this subcommittee published a study on the 

Federal budget as an economic document which had been prepared by 
Dr. Roy E. Moor of the committee staff. That study contains the 
best current survey of the uses and limitations of the Federal budget 
accOlUlts for economic analysis; it also summarizes the major current 
proposals for improvements. 

'Vith this excelJent overall survey on hand, I propose to focus on one 
specific province of budget ana.lysis: the impact of the Federa.l Gov
ermnent's fiscal operations on total economic activity. Moreover, 
within this rather brOtHl area, I plan to direct my discussion to two 
important, interrelated questions that deserve special consideration 
here, because of the imperfections of our present knowledge and the 
great need for improvements. They are: first, the relation between 
the specific stages of the spending and taxing process and the timing 
and magnitude of their economic impact, and second, the degree of 
administrative discretion in determining specific revenue and expendi-
ture levels. . 



THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 223 

In addressing myself to these questions, I shall discuss expenditure 
find receipts separu.tely, not merely because they are scrutinized by 
different congressional committees, but because t.hey differ in their 
immediate relationship to general economic activity and hence give rise 
to different proposals for budgetary improvements. 

First, a few comments on our existing budget accOlmts may be in 
order. At present, three major sets of budget accounts are available 
for economic analysis. The.y a·re: (1) the administrative budget, (2) 
the consolidated cash budget, and (3) the national-income-accounts 
budget. 

The basic differences among these accolmts have been discussed at 
length in the subcommittee's own study and elsewhere and need no 
repeating here. Of the three sets of accolmts, the former is of little 
use for the type of economic analysis that concerns me here, whereas 
t he combined use of the latter two provides the basis for at least a 
partial analysis of the "income effect" and the "liquidity effect" of the 
budget. 

I have discussed this matter in some detail in a chapter of my forth
coming study, "Fiscal Policy, Cycles and Growth"-to be published 
by the National Industrial Conference Board in :May 1963-and am 
ready to submit an abbreviated version of this chapter as supple
mentary material if the subcommittee wishes to have it. 

Senator PRonuRE. Fine. ,,\Ve will be very ha.ppy to have it. 
Mr. LEVY. Among the major improvements of the Federal 

hudgets--
Senator PROX3IillE. You understood, :Mr. Le,"y, we said we would 

like to have that for the record. 
Mr. LEVY. Thank you, Mr. Chairman. The material has been sub-

mitted. 
Seilator PROXMlRE. That is fine. 
Mr. LEVY. Thank you. 
Among the major improvements of the Federal budgets for fiscal 

19()3 and 1964 were the inclusion of estimates of receipts and ex
penditures on a national-income basis for the current as well as for 
the forthcoming fiscal year, and the provision of important new sum
maries of "new obligational authority" and "obligations incurred.11 

The significance of these data and the need for further detail and re
finement are clearly indicated by an analysis of the Federal spending 
process and its relationship to economic activity. 

New authorizations may have some impact on the activity of the 
private economy even prior to any new Government commitments, as 
business enterprises react to the anticipated Government spending. 
I am inclined to believe that this so-called announcement effect is not 
too important under normal conditions of peacetime procurement, but 
we should attempt to assess and qualify it. 

But the major effects on the private economy begin to be felt as 
soon as the Govel'l1ment places its orders and incurs new obligations. 
For many types of procurement, this placement of orders occurs long 
before the goods are produced and delivered and payment is made. 

In the meantime, those business enterprises engaged in producing 
the new Government orders pay wages and salaries, buy supplies from 
other firms, and finance their increases in inventories-that iA, un
filled Government orders-either from internal sources or through 
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loans. All these activities have an immediate bearing on the level of 
economic activity in the private economy, especially at times when it 
operates at less-than-full capacity. 

This process, which sometimes involves heavy outlays, shows up in 
Government expenditure data only upon its completion-in the na
tional-income-accounts budget at the time when the order is delivered, 
and in the consolidated cash budget at the time when the Government 
pays its bills, which is usually even later. 

Some payment may, of course, have occurred prior to delivery in 
form of "advance payments" or "progress payments." 

By the way, in the consolidated cash budget we get some partial 
figures of progress and advance payments. They are not shown sepa
rately but they show up in the overall figures and probably more de
tailed statements on these progress and advance payments would be 
desirable. 

Thus, most of the stimulative income-generating effect of Govern
ment purchases occurs prior to the time of the actual governmental 
payments and, by necessitating additional credit extensions from 
private business to the Government, causes a simultaneous reduction 
in business liquidity which may have a somewhat offsetting-that is, 
dampening-effect on economic activity. 

At present, we economists know very little about the timing and 
diffUSIOn of these economic effects of the Federal spending process. 
FutUre economic analysis may establish the average time lag between 
new obligations incurred and final Government expenditures for 
specific projects, but this type of analysis is contingent on better and 
more detailed information on the Federal spending process. 

Annual data are totally inadequate for this purpose; therefore, one 
of the most imfortant improvements in budget accounting must be 
the provision 0 quarterly data-ultimately on a seasonally adjusted 
basis-for past fiscal years as well as for the current and forthcoming 
one. Such data should cover not only receipts and expenditures, but 
also obligations incurred and their "due dates." 

In my opinion, the most essential information on this count could 
be provided in two consolidated summary tables which would present 
both the legislator and the economic analyst with a greatly improved 
picture of the authorization, obligating, and spending process. 

The attached exhibit shows the column headings o£ these two pro
posed tables which, by and large, are self-explanatory. 

(The table referred to follows:) 



TABLE 1 

Plus: New obligational authority Minus: Obligations incurred in Minus: Unobli-

Unobligated balllnces at start 
of year Current authori- Permanent 1st quarter 2d quarter 

zatioIlS authorizations 

(I) (2) (3) (4) (5) 

TABLE 2 

Obligations outstanding at start of year, due 
during-1 

}'Ius: Obligations Incurred during fis<:al year due 
during-l 

Next Next 
1st quar- 2d quar- 3d quar- 4th quar- fiscal 1st quar- 2d quar- 3d quar- 4th quar- fiscal 

tel' tel' ter tel' year or tel' ter tor tel' year or 
later later 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

------------------------------

I Due dates on all "accrual basis," i.o., time of delivery rather than time of payment. 
• \>tpoudl\ures on a consolidated cash basis, I.e., at timo of actual paymont. 

gated balances Equals: Unobll-
rescinded, gated balances 

3d quarter 4th quarter lapsing, and 
other minor 

at end of year 

adjustments 

(6) (7) (8) (9) 

Minus: E,penditures during-' Minus: Adjust-
monts, obll- Equals: obll-

g&ted balances gaUons out-
In expired IIC- standing at 
counts and end of year 

1st quar- 2d quar- 3d quar- 4th quar- interfund 
tel' ter ter tel' transactions 

(11) (12) (13) (14) (1.1) (16) 

----------------
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Mr. LEVY. Table 2 and the middle section of table 1 (new obliga
tions incurred by quarters), are likely to be of particular interest to 
the research economist. It may be useful to indicate, at least briefly, 
some of the insights which are to be derived from this information. 

Information on the "due dates" of obligations outstanding at the 
start of the year (table 2, cols. 1-5) is indicative of those Government 
commitments of the past which will require Government "expendi
tures" (at least on a nation al-income-account accrual basis) during the 
current year and which are, therefore, largely "nondiscretionary." 

The differentiation between "nondiscretionary" and "discretionary" 
Government expenditures could be carried even further if the corre
sponding information for new obligations incurred (table 2, cols. 6-10) 
were broken down by "existing programs" and "programs requiring 
new legislative or administratlve action." Clearly, payments due on 
account of the latter programs can be more readily modified than most 
others. (This does not, of course, imply that they are less useful or 
desirable. ) 

By relating the time pattern of new obligations incurred (table 1, 
cols. 4-7) with the information on "due dates" (shown in table 2), 
we should ultimately be able to derive average t.imelags bet\yeell the 
placement of orders and their delivery. Similarly, the average lag 
between delivery and payment could be derived from the relation be
tween "due dates" and the expenditure data. 

I should like to indicate briefly the detail to be shown in the stub 
of our master tables. The breakdown into existing and new pro
grams has already been mentioned; it should be made available by 
major Government function, such as "national defense," "interna
tional affairs and finance," et cetera. An additional breakdo\'nl ac
cording to broad national-income categories (i.e., purchases of goods 
and services, transfer payments, grants-in-aid to State and local gov
ermnents, etc.) should make it possible to derive national-income
account expenditures (i.e., "obligations due") and relate them directly 
to consolidated cash expenditures. 

On the basis of my own research work I am convinced that a set of 
two master tables, shaped along the lines indicated here, could provide 
the foundation for extensive and illuminating new research on the 
Government spending process and its economic impact. 

A few brief comments on the receipt side of the budget accounts 
may now be in order. There, our knowledge is somewhat better and 
our needs are more modest. 

Again, we must aim for quarterly estimates for the current, and 
quarterly projections for the forthcoming, fiscal year, so as to match 
the expenditure data. This information should be made available 
for both the consolidated cash and the national-income-accounts re
ceipts by source (i.e., individual and corporation income taxes, excise 
taxes, etc.). This would facilitate the analysis of t.he "income effect" 
as well as the "liquidity effect" of the budget. ~ See supplementary 
statement. ) 

But even more urgent is our need for an explicit differentiation be
tween the dependence of Government receipts on the tax base and rate 
structure on the one hand, and on the overall level of economic act.ivitv 
on the ot.her. Not only should the budget document state t.he specific 
economic assumptions on which the revenue estimates are based-such 
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as the projected levels of GNP, disposable income, corporate profits, 
and the like-but it should also indicate the extent to which different 
levels of economic activity may be expected to modify total receipts 
and affect the budget surplus or deficit. 

In particular, the budget should provide quarterly estimates of the 
ievel of receipts and surpluses or deficits "hich would be generated by 
a full-employment economy. Elsewhere, I have discussed the under
lying conceptual and estimating problems which are considerable, 
but far from insoluble. (Fiscal Policy, Oycles and Gl'ototh, op. cit., 
ch. 6 and a.ppendix to eh. 6.) 

With the permission of this subcommittee, I would like to submit a 
brief supplementary statement indicating several feasible estimating 
procedures and providing alternative estimates for recent full-employ
ment budget surpluses. 

(The statement referred to follows:) 

SUPPLEMENTARY STATEMENT BY MICHAEL E. LEVY, SENIOR ECONOMIST, DIVISION 

OF Ecol"ollfIC RESEARCH, NICH 

1. USE OF FEDERAL BUDGET ACCOUXTS IN ANALYZING FISCAL DIPACT' 

A. _4dministrati.ve budget 
'l'he best known and most widely quoted set of budget accounts are those of the 

"administratiye budget," which is suhmitte(l by the President to Congress every 
.January.' The administrative budget forms the basis for congressional scrutiny 
and control of Government revenues and expenditures. Its accounts exclude two 
major setH of tran;;;f1ctiollS that are helieved to d(>serve separilte conHideration: 
transactions of social insnrance and related trust flUldR and certain transactions 
of various hnsiness-type anrI l"redit agendeR of thE' Go,·erlllllent. Together, 
these form the so-called "Trust and misc(>lInrlPOllR aCl"ounts," whi<:lt, from a slllall 
beginning in the 19:~0's, have ~teadily increased in importance. For Ii"eal year 
19(;2, total receipts and expemlitllres of these accounts amounted to $24.8 billion 
and $24.1 billion. respectively-equivalent to ahout ao percent of thl' 'lliminis
trative budget. 

B. Consolidutcll cash lYlH/'!let 
The exclusion of trust funds from the administrutiw bndget may be justifiable 

in terms of the procedures of congressional budgetary control. However, from 
the pOint of view of fiscal impact on the economy, a dollar deducted from 
the paycheck for social security differs very little from a dollar withheld for 
income tax PUl'J)oses. It is for this reason that economists have argued since the 
late 1940's that the transactions of trust accounts should be included in the 
budget for the purpose of fiscal analysis. Thus, the consolidated cash budget 
forms a better basis for such an analysis than the administrative budget, because 
it reflects more completely the amounts of cash withdrawn from, or injected into, 
the privnte sector of the economy." The cash budget includes administratiye 
receipts and expenditures as well as those of the trust funds. It excluaes, how
ever, intergovernmental transactions and adjusts all receipt-and-expenditure 
figures to a cash basis.' 

'This statement is derived from material contained in ch. 7 of the author's forthcoming 
study, "Fiscal POlicy, Cycles and Growth" (to be published by the NICB in May 1963). 

'For a comparison and analysis of the administrative. consolidated cash, and national
income-accounts budget, sep also Federal Reserve Bank of Kansas City. "Federal Receipts 
and Expenditures-Alternative ~Ieasures," Monthly ReYiew, August 1961: U.S. Congress 
Joint Economic Committee, Subcommittee on Economic Statistics. "The Federal Budget as 
an Economic Document" (U.S. Government Printing Office, Washington. H)62), ch. 7, 
pp. 109-128; also "The Budget of the U.S. Government. Fiscal Year 1964." (U.S. Gov
ernment Printing Office. Washington, 1963). special analysis A, pp. 324-RRl. 

"In rpeent budget documents. the consolidated cash budget has been labeled "Receipts 
From S1THl PnynH'nts to the l'nhlic." 

'By fncusing on changes in Government cailh balances. the consolidated cash budget is 
il!rlicatiyc of the Government'" needs to raise new funds in the m!)ney market. 
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O. National income accounts budget 
Recently, some experts have suggested that the consolidated cash budget is a 

rather deficient tool for evaluating the fiscal impact of Government operations. 
The budget figures contained in the national income accounts-according to this 
argument-are better suited for this particular purpose because they focus on 
income-generating activities of the Government-those that affect "disposable" 
after-tax income of the private sector. The measurement of income-generating 
Government activities is achieved by means of two major adjustments: 

First, the national income accounts budget excludes capital transactions-such 
as Government sales of used plant and equipment and, more importantly, some 
Government lending activities-which are included in the consolidated cash 
budget. Second, all expenditures and some major receipts-especially corpora
tion income taxes-are recorded on an accrual, rather than a cash, basis in 
correspondence with the procedures of business enterprises which use accrual in
come accounting." 

Income-generating Government activities--as measured by the national in
come accounts budget-are 'Of primary importance in fiscal analysis because 
private after-tax income of both households and businesses is probably the most 
significant Single determinant of private spending and economic activity. Thus 
Government operations which modify private income will give rise to an "income 
effect" by inducing changes in private consumption and investment and hence in 
total economic activity. 

D. Income effcct versus liquiditll effect 
If the concept "fiscal impact" is used in the narrow sense of the "income effect" 

(as is the case at times), then the national income accounts budget is clearly the 
best available to'Ol for fiscal analysis and a highly satisfactory one at that. But 
"fiscal impact" in a broad sense of the term refers to all the direct and fairly im
mediate effects of the Government's fiscal, or budgetary, operations. 

A brief consideration of the e'Orporation income tax and of Government pur
chases from the private sector may serve to illustrate the income and liquidity 
effects of the budget, while illuminating, at the same time, the relative importance 
of accrual and cash accounting in fiscal analysis. 

Business enterprises generally use "accrual accounting." Hence, income tax 
liabilities are viewed as a claim against income at the time when incurred, even 
though the actual tax payment may be due only 6 months later. Similarly, 
income from Government orders is considered as earned at the time when the 
goods or services are delivered, even if paid for at a later date. Thus, whenever 
an addition to, or new claim against, income differs in timing from the date of 
actual cash collection or payment, the activity can be broken down into two 
separate transactions: (1) A current-account transaction (e.g. tax liability or 
sale), which affects income, and (2) a capital-account, or financial (borrowing 
or lending) transaction, which affects liquidity. The former is directly reflected 
in accrual accounting; the latter, in the differenes between accrual and consoli
dated cash accounting. 

Thus, for example, any excess of deliveries of goods and services to the 
Government over Government payments-as measured by differences in these 
two budget accounts-has to be financed by private credit. An excess 'Of corporate 
pr'Ofit tax accruals 'Over payments, in turn, is equivalent t'O an interest-free I'Oan 
fr'Om the G'Overnment. The f'Ormer has a restrictive effect 'On the private ec'Onomy, 
whereas the latter is expansi'Onary. 

The similarity between this liquidity effect 'Of the budget and the "liquidity 
effect" 'Of new Treasury b'Orr'Owing-'Or debt retirement, as the case may be--is 
quite 'Obvious.· Theref'Ore, one may argue that the liquidity effect 'Of the budget 

5 Exceedingly nseful explanations of the major component of the consolidated cash and 
nationAl Income accounts budgets are contained In "The Budget of the United States Govern
ment, Fiscal 1964," op. cit .. special analYSis A. 

• In fact, there appears to be a direct link between these two through the money market, 
as briefly Indicated by Michael E. Levy, "Cycles In Government Securities: I. Federal 
Debt and Its Ownership" (National Industrial Conference Board, New York, 1962), 
especially p. 8'0. 
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be best evaluated not in the context of fiscal analysis, but rather within the frame
work of monetary and debt management policies.' 

As a rule, current fiscal analysis either lumps the liquidity effect with the 
income effect indiscriminately (whenever the consolidated cash budget is used 
for fiscal analysis), or disregards it altogether (when the national income ac
counts budget is used). 

Ideally, the national income accounts budget should be utilized as the vest 
current indicator of "fiscal impact" in the more limited sense; yet at the same 
time the differences between the national income accounts budget and the con
solidated cash budget should be analyzed in order to evaluate the liquidity 
effect of the budget.· If the interest of the analysis focuses on Government 
financing and its impact on the money market (rather than the clirect economic 
impact of the budget surplus or deficit), the consolidated cash budget is the 
most relevant summary measure. 

Needless to say, even this more sophisticated aggregate analysis is by no 
means a satisfactory substitute for a detailed item-by-item analysis of specific 
Government revenue measures and spending and lending programs. Moreover, 
additional severe limitations of this analysiS are revealed, once the timing 
of the economic impact of the Federal spending process is considered. 
Eo The t·im·ing of the fiscal impact 

Since Government purchases of goods and services are entered in the national
income-accounts budget on an "accrual basis," i.e., when delivered, the impact 
of Government purchases is registered solely in terms of final demand" for goods 
and services." (In the case of certain "hardware," production may have started, 
and some income may have been generated, several years prior to delivery.) 
All Government orders from the private sector on which production has started
or even been completed-but delivery has not yet been made, are included in 
private investment in inventories rather than Government purchases. The in
come generated from this latter production, as measured by its "value added," 
while ultimately attributable to the Government spending process,lO does not 
show up in the current data on Government expenditures." 

If the flow of Government orders in the production pipelines remained more or 
less unchanged, the final expenditure series would give a fair indication of the 
increases or declines in Government procurement 'and purchases of goods and 
services, and hence of the direct impact of the Federal spending process. Yet 
in reality changes in Government orders may be reflected in changes in Govern
ment spending with considerable delay. This is the case, for example, if the 

']<'or a treatment along these lines, see Wilfred Lewis, Jr., "Federal Fiscal Policy In 
the Postwar Recessions" (Brookings Institution, Washington, 1962), especially pp. 82-83. 
Lewis suggests that the liquidity effect of the budget will probably be largely offset In 
the money market by Treasury borrowing and appropriate Federal Reserve measures. He 
concludes that it may, therefore, be altogcther disregarded as a mere "accounting effect." 

This conclusion holds only if Lewis' assumptions with regard to the Treasury's cash 
management and the Federal Reserve's monetary policy are met. But even ill this case, 
Il fully explicit treatment seems preferable to one which views a certain portion of 
TrPllsury borrowing and of Federal Reserve policy as merely an offset to the liquidity effect 
of the budget. 

(In fact, Lewis' "netting out" of the liquidity effect led him to question the economic 
Impact of Government delays of "progress payments" on defense contracts in the fall of 
1957. Thus he states: "By September 1955, recession talk was IncreaSingly linked with 
the defense cutbacks, a number of analysts blaming the cutback In progress payments for 
the unfavorable buslneess outlook. That defense contractors could reasonably doubt 
whether they would be paid ill full on delivery may see strange" (op. cit., p. 195). 

Is it not conceiyablc that the restrictive liquidity effect (I.e., Government demand 
for additional "credit financing" from defense contractors) acted at the time, as a real 
brake on business outlook and spending. even If ultimate payment In full was assured? 

• At present, a detailed postwar analysis along these lines Is not feasible, because the 
basic data for reconciling these 2 budgets are available only on an annual basis prior 
to 1956. For the pprlod from 1956 on, these data are provided on a semiannual basis, 
but not seasonall.v adiusted. 

• The basic difficulties and analytical deficiencies surrounding the concept of "final Gov
ernment demand," as used In our national income statistics, are well kuown aud require 
no elaboration In this context. 

10 Viewed in terms of aggregate economic analysis, this "value added" repl'Psents a net 
addition to national Income only If the economy had not been opl'rating at full employ
ment, so that the Government orders amounted to an additional claim on underutllized 
resources, rather than mercly a diversion of resources from private to puhllc uses. 

11 That part of thpse order~ In process which had bppn financed bYI advance 011 progress 
payments from the Govenlment, would be retlected in the administrative and consolidated 
cash budl(et, but. generally, not In the national-income-accounts budget. At present, ad
vance and progress payments cover only a small fraction of the value added of all goods 
In process on Federal Government account. 
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average lag between the placement of orders and their delivery is fairly long and 
remains constant, or even lengthens with increases in orders. The fiscal impact 
of the Federal Government cannot then be properly asserted without tracing 
the spending process through its various stages." 

Such a tracing of the Government spending process from the letting of con
tracts-the time obligations are incurred-to the delivery of goods and services 
and the final payment would provide not only a more complete picture of the 
magnitude and timing of the "income effect" of the budget, but also of its 
"liquidity effect." On the expenditure side of the budget, the liquidity effect 
arises from the difference between the income generating expenditures of private 
business (wages and salaries, interest, etc.) which are attributable to Govern
ment contracts and the actual payment received from the Government during 
the given time period. This difference requires private financing either from 
internal, or external sources. Of this total only a limited part is accounted for 
by the 'aforementioned difference in timing between delivery of goods and serv
ices and payment for them; probably a much larger part arises from the time
lag between production and delivery . 

. It is clear from the preceding discussion that the currently available data of 
the consolidated cash and national-income-accounts budgets-even when used in 
a rather sophisticated way-do not provide sufficient information for a thorough
going analysis of the economic impact of the Government's fiscal operations. The 
minimum additional requirement for such an analysis would be consolidated data 
on total Government obligations outstanding, their changeover time, and prefer
ably their approximate quarterly "due date." 

2. ESTIMATING THE FULL-EMPLOYMENT BUDGET SURPLUS 

The full-employment budget surplus has been defined as the Federal budget 
surplus that would be generated by the given budget program if the economy were 
operating at full employment with stable prices through the entire fiscal year.13 

Such a full-employment budget surplus could be computed for all three budget 
accounts discussed previously. For the analysis of the Government's fiscal im
pact, the full-employment budget surplus on the national-income-accounts basis 
is clearly the important one. It measures the amount of Government saving 
that will be generated at full employment with stable prices. 

It has been argued that the actual budget surplus or deficit may give a very 
misleading impression of the degree of restrictiveness of the budget, because it 
reflects not only the impact of the tmdget structure on the private economy, 
but also the effect of private economic activity on the budget (via the built-in 
stabilizers). Thus, a large budget deficit which appears to be very expansionary 
may, in fact, be merely the end result of a highly restrictive budget structure 
which depresses both economic activity and Government revenues . 
. The full-employment budget surplus, in contrast, is free of this "optical illu

sion," because it reflects the full restrictive impact of the built-ill stabilizers at 
a high, but noninflationary, level of economic activity. Thus, a small full-em
ployment budget surplus is always indicative of a low saving budget structure, 
whereas a small actual budget surplus (or a deficit) may be me·rely a sign of a 
depressed economy. 

The relevant economic analysis, in this context, is clearly full-employment 
analysis. It focuses on the reasons for, and the extent of, any departure from 
full-employment output and considers measures and policies designed to restore 
full resource utilization. 

Within the framework of such full-employment analysis, the full-employment 
budget surplus has to be related to private full-employment saving and im'est
ment. Potential GNP at stable prices can only be reached and retained if the 
full employment surplus (i.e., full-employment Goyernrnent saying) is exactly 
equal to the excess of private full-employment investment over full-employment 
saving. A larger full-employment surplus wonld be excessively restrictive and 
depress economic activity; a smaller one would result in demand inflation. 

U For an excellent description of this spendinlr process. see MurrHY L. WpldenbHnm. 
"Government Spending: Process and Measurement" (Seattle: 1958) ; also "The Federal 
Bodget as an Economic Document." op. cit., ch. 2, pp. 5-24. 

13 This material has been adapted from ch. 6 of the author's "Fiscal Policy, Cycles and 
Growth," op. cit. 
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All current short-term estimates of the full-employment budget surplus are 
carried out in three distinct stages, each of which presents difficulties. The 
three stages consist of: (a) estimating the level of full-employment, or potential, 
GNP; (b) separating budget receipts as well as expenditures into built-in non
discretionary ones on the one hand, and truly discretionary ones on the other; 
(c) estimating the full-employment levels of the nondiscretionary budget receipts 
and expenditures and adding them to the discretionary ones, to determine the 
full-employment budget surplus. I shall discuss here only the latter stage which 
is of immediate concern within the present context." 

At least two basic approaches to estimating the full-employment surplus are 
possible and have been used in the past. They differ mainly in the following 
respect: :Method I relies on levels of GNP and Goyernment revenues for its 
estimates, while method II is hased on changes or increments. 

1. According to method I, major relevant income components, such as cor
porate profits and personal income, are derived from potential GNP in order to 
estimate, in turn, the full-employment level of each of the major sources of reve
nue (corporation income tax, individual income tax, etc.). '.rhe estimated full
employment budget surplus is then the difference between estimated full-em
ployment budget receipt,,; and actual (or "actual projected") Government ex
penditurpf;. This is the method used by the Council of Economic Advisers. 

2. :Method II consists of eomputing a single coefficient of the built-in stabilizers 
which relates intra cyclical changes in GNP to changes in total revenue (or to 
change in revenue minus unempoyment compensation). The full-employment 
budget surplus is then estimated in the following manner: the "GNP gap"-i.e. 
the difference hetween potential and actual GNP-is multiplied by the intra
cyclical coefficient of the built-in stabilizers and this product is added to the 
actual budget surplus. 

Method I, based on separate income components and specific coefficients for 
each major revenue source, is apparently the more detailed and sophisticated one. 
Yet some of the grpater preCision is lost because each major relevant income 
component must first be estimated from potential GNP." iYIoreover, this method 
relates levels of revenne (and its components) to levels of GNP (and GNP 
components). Hence all coefficients used for estimating potential revenues 
should he "secnlar" (Le., long term), rather than intracyclical coeffieients. 
The short historical series available for estimating most of the relevant coeffi
cients lend themselves more readily to reliable estimates of intracyclical, rather 
than trend, relationships. These intracyclical (incremental) coefficients are, 
of course, the relevant ones for method II. Moreoyer, a relationship based on 
changes i's generally preferable for time series with trends and possible inter
correlation. 

The single incremental coefficient of built-in stabilizers used in method II, in 
spite of its apparently greater crudeness, provides an excellent fit for post-1954, 
with a very high coefficient of determination and a relatively small standard 
error. Several independent estimates are available which provide an overall 
check on reliability. Moreoyer, with sOme ingenuity, a rough estimate of this 
coefficient of built-in stabilizers is possible even for periods during which sub
stantial statutory changes in the tax structure occurred. 

Currently, at least three independent estimates are available for the intra
cyclical coefficient of built-in stabilizers for the period from 1954 to the present. 

1. .James W. Knowles, from his own work on potential GNP, derived an intra
cyclical coefficient of .365 applicable to the GNP gap.'· This implies that, on 
the average, at full-employment GNP, government receipts would exceed actual 
realized receipts by .365 times the difference between potential and actual GNP. 

"For a discuRsion of the other sta~es, see "Fiscal PoliQJ', Cycles and Growth," op. cit., 
ch!-i. fi. 6. 

15 For "xample. for the estlmate~ of the Council of Economic Advl.ers, potential corpo
rate profits pin" Inventory valuation ad,justments were estimated as a stable 10 percent 
of potential GNP in current pri""s: potential Income was tuken to amount to a steady 
78.5 percent of GNP In current prices. 

,. "Stnll' Memorandum on the Relationship of the Federal Budget to Unemployment and 
to Economic Growth," In "Report of the Joint Economic Committee, Congress of the United 
States, on the 1961 Economic Report of the President, With Minority and Other Views," 
pp. 119-125. 
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2. The relationship between the CEA estimates of the potential budget surplus 
gap and the potential GNP gap yields a coefficient of .35 or .36.17 

3. An additional independent estimate by the author, using a different pro
cedure, resulted in a coefficient of .41 for post-1954 and of .41 (but with a dif
ferent constant) for the earlier postwar period.18 

Full-employment surpluses computed from the first and third of these three 
estimates are shown in panels 2 and 3 of the accompanying chart. The white 
series are based on potential GNP estimates by James W. Knowles; 1> the black 
ones, on potential GNP computed according to the procedure used by the Council 
of Economic Advisers. The latter are, therefore, directly comparable with the 
CEA estimate of full-employment surpluses shown in panel 1 of the chart. 

Senator PROXl\IIRE. Thank you very much, Mr. Levy. 
Our last witness is Mr. Emerson Schmidt. 
Mr. Schmidt, we are happy to have you. 

STATEMENT OF EMERSON P. SCHMIDT, DIRECTOR OF ECONOMIC 
RESEARCH OF THE CHAMBER OF COMMERCE OF THE UNITED 
STATES OF AMERICA 

Mr. SCHMIlYl'. Thank you. 
I don't profess to be an expert in this field at all, Mr. 

Chairman. I appreciate the invitation, but my lack of expertness 
I think is evidenced by the length of my statement, running over 
40 pages. 

The amount of information in the budget is already overwhelming. 
Yet, from nearly all the witnesses you have heard, there are sub
stantial gaps and your own study headed by Dr. Moor indicated 
many of those gaps. 

The question is whether these steps, if taken, would make the 
document more readable by legislators and by others. This really 
ought to be the test. It is not enough to do a good job for the ac
countants and the recordkeepers. 

It has to be done particularly for the Appropriations Committees, 
the authorization committees, and so on. 

The nomenclature in the budget I think is really almost outrageous. 
I was particularly impressed with what the witness from Connecticut 
said to your subcommittee a few days ago, Mr. Fred Schuckman. 

He is the director of the budget in the State of Connecticut, and 
he s:poke of how much simpler their budget is and their budget 
termmology is, and yet I would guess that they are engaged, ina 
small way, in pretty much the same kind of activities as the Federal 
Government is engaged in a national wa.y. 

17 Estimated by the author. The original estimate, prior to revisions of CEA data for 
recent years was as follows: Surplus gap=:-.78+.36 (GNP gap) (see Michael E. Levy, 
"Cyclps, Growth, and Discretionary Budget Polley," the Conference Board Business Record, 
July 1962, p. 7, chart) ; the estimate is based on semiannual data at seasonally adjusted 
annual rates. Coefficient of determination is .98; standard error, $0.63 billion; and 
standard error of b. $0.01 billion. For the CEA's revised data. these figures are: Surplu" 
gap=: -1.14+.35 (GNP gap); coefficient of determination .93; standard en-or $1.30 
billion; and standard error of b, $0.03 billion. 

18 Based on quarterly data at seasonally adjusted annual rates. The regression equa
tions are: Surplus gap=: -1.26+.41 (GNP gap) fol" 1954-61, and surpluR gap=: -.83 
+.41 (GNP gap) for 1947-53. The coefficients of detetiminatlon are .91 and .81, respec
tlvely; the standard errors, $1.42 billion and $1.19; and the standard errors of b, $0.04 
billion in both case" 

,. Preliminary revised data used here were made available through the courtesy of Mr. 
Knowles. 
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CHART VI-i. 

Five Alternative Estimates of Postwar 

Full-employment Budget Surpluses, 1954-62 

(bi llions of dollars, at seasonally 
adjusted annual rates) 

ESTIMATE Of COUNCn. Of ECONOMIC ADVISERS (CEA) 

ESTIMATES USING KNOWlES REGltESSlON 
IIUI",ul OAf' •• ,., ... 0 .... ' 

lASED ON POTIENnAl. GNP UnMATES 
IT: 

ESTIMATES USING AUTHOR'S REGltESSION 
.lM"",1 Oo\Ie-I.I.+ .• , OMI' GAP' 

n.a. - Not avai lab Ie 

Source: Levy, Fiscal Policy, Cycles and Growth, op. cit., 
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But here you have got a series of three different budgets. Even 
the present Secretary of Health, Education, and Welfare complained 
when he found the various different concepts of the budget, and he 
pointed out how simple the budget was when he was head of the 
city of Cleveland, and so on. 

You have got the administrative budget, the consolidated cash, the 
national income accounts. You use the word "expenditures" but 
you also use the word "appropriations" versus "authorizations." You 
nse the concept of current versus permanent, or new authorizations. 

All these terms appeal". Appropriations and reappropriations. 
New obligational authority. Direct obligations. Reimbursable ob
ligation. And revolving funds. 

You use the words "trust accounts" on a gross basis, a net basis; 
enterprise funds on a gross and a net basis. 1Vholly owned Govern
ment funds, semiprivate or quasi-Government flUlds, loans and guar
antees, introgovernmental funds or payments, grants-in-aid, subsidies. 

The list could be extended. I suppose there are at least a hundred 
different concepts which you really have to be able to understand 
in order to see what this budget document really means. And the 
fear that I have is that if Dr. Moor's or this committee's study of a 
conple of years ago, for 'which I have the greatest respect, is imple
mented, it may make the budget even more difficult to understand 
than it is at the present time. And I must confess I do not under
stand the arithmetic in many cases and not even the economics in some 
cases and the economic implications, and if we get more seasonal ad
justments and more estimates and more economic analysis into the 
budget, I am not sure what it would really do to the readership, to 
the understanding, to the insight that we would get. 

Yet I have great sympathy for virtually everyone of the recom
mendations that the budget as an economic document finally came up 
with in chapter 9. 

I think there are about a, dozen or maybe 15 or 16 recommendations 
and all of them seem to me on the surface; at least, to make good sense. 

I have a general feeling, expressed by a good many witnesses, that 
the administrative budget is the least useful and I ,,,"ould stronglysug
gest that it be not necessarily abolished but absorbed, so to speak, al
most hidden in the cash consolidated budget so that it ,,·ould never be 
published separately and never used separately. 

In spite of the fact that the President himself in his .Tune 1962 
speech at Yale denounced the administrat.ive budget, most of the ad
ministration pronouncements about the budget are OIl the administra
tive budget. 

This is true of nearly all the newspaper discussion-even this morn
ing the 'Wall Street .Journal had an editorial on the budget and it 
also used the administrative budget, and that process goes on con
tinuously so that one "·ondel's ,,·hether the other types of budgets 
are so superior or whether we are just yictims of a serious lag here 
in getting up to date. But my own feeling is that the administrlltive 
budget is quite misleading since it omits so many of the financial and 
other economic transactions of the Government both on the inflow and 
on the outflow. 

And I think that if you restructure ~he budget, ,,-hat you real1.y 
should do, if you follow what I am trymg to say, you should do It 
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in a way which would permit the sophisticated individual to pick out 
the administrative buclget from the record so that he could sort of piece 
it out but it wouldn't stick out in an obvious way so that the news
paperman would tend to pick it up and play it up. 

I would put it at the end of the column rather than the beginning of 
the column as has been done tIlls year in the budget document by the 
Government. 

I haYe a lot of negative comments abont the budget. I think it is 
pretty misleading in many ways. I remember that when it was an
nounced, it was asserted that outside of defense, space, and interest 
payments, the budget would be below 1963. 

vVell, the chairman of this subcommitte immediately-and I point 
this out on page 7 of my statement--stated that spending will increase 
more than $2 billion outside of the areas in 'whidl the President said 
it would increase. This kind of confusion makes for a low reader
ship of the budget because people can't work their way through it. 

Furthermore, the budget shows a grmyth in civilian employment out
side of defense of 47,000 people. How can you have a decline in the 
budget when you hire 47,000 more people I You ha,e got to pay them 
but you also have to have office. space and utilities, and all the rest, so 
it isn't simply a matter of their wages and salaries. So there must be 
something a little wrong, although It "as pointed out by the budget it
self that. certain of the various types of loan funds ,,"ould be sold to the 
private sector, but this has been glossed over for the most part by the 
commentators and is not too clear to be envisaged in terms of what the 
impact really is. 

Also when people talk about cutting the budget, I am never clear 
whether they are htlking about cutting the administrative budget or 
the consolidated cash budget or the new obligational authority or 
what they are talking about. Most people who talk about cutting 
the budget aren't very clear about tIllS, and it is very unfortunate 
that we have this kind of confusion. 

Another source of possibie misleading is the usc of the supplemen
tary requests. This year the administration has asked for $3.9 bil
lion of supplementary approprintions for the current fiscal year. 

N ow we are all iJ1terested in the 1964 budget but who Immvs how 
many additional billions of dollars wjJl be asked in the first 6 months 
of calendar 1964 for the 1964 fiscal year budget? And if you don't 
know this, then all the proposed refinements of analysis tend to be 
\"itiated because they are upset, because they are added to, and you 
never know until Congress acts as to what degree---to what degree 
the various supplementar'y requests will influence the economy. 

Another good illustration comes from Dr. Moor's own study. I 
refer to this on page 18 in my memorandum. He listed some 13 or 
more steps which the Pl'esident requested Congress to take 01' which 
he took to offset the business decline in 1961, and Dr. Moor states 
that the noteworthy aspect of these proposals in terms of this study 
is that virtually no information is available about how these policies 
will influence budget totals or the economy. 

That is on page 132 of his document. 
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Then he goes on to say: 
The significant aspect of these actions from the standpoint of this study is 

that not one of them ever will be examined in any budget document. 

Well, now, if there is this kind of a hiatus, this kind of a gap, it 
seems to me that the budget isn't nearly as useful a document as is 
commonly assumed. Dr. Moor makes this very strong statement. 

On the other hand, the Council of Economic Advisers said exactly 
the opposite, and yet the two documents were published within a 
week of each other, that is, Dr. Moor's statement and the Council of 
Economic Advisers' statement in 1962. 

The Council said: 
A careful appraisal of the direct and indirect effects of increased Federal 

activity indicates that it was a major force, probably the principal driving force, 
of the recovery of 1961. 

Senator PROXMIRE. This is democracy in action and the separation 
of powers. 

Mr. SCHl\UDT. That is right. And it is certainly confusing. 
Incidentally, Mr. Chairman, in answer to the question that you 

put to Mr. Lowry, one way of getting at this questIOn of readership 
would be to know how many copies of the budget in brief and the 
budget in the textbook size are actually in circulation. 

I was shocked some years ago to find the very low circulation of 
Economic Indicators. I don't know what it is now, but a colleague 
of mine, at one of the midwestern universities, actually accounted for 
10 percent because he was greatly enamored of the Economic In
dicators. He himself accounted for 10 percent of the total circula
tion outside of the Government itself of Economic Indicators. 

Senator PROXMIRE. Of course, several great newspapers publish the 
budget in brief, as I understand it, in full. In full; so it would be hard 
to tell from circulation how much it is being used. I think the New 
York Times did and several other newspapers. 

Mr. SCHMIDT. I would say that is right, and as a matter of fact, we 
get out on Monday morning, when the budget is released on Saturday, 
we get out on Monday morning a four- or six-page leaflet with all the 
major tables and the pie charts, and so forth, and we send it out, I 
suppose, to 40,000 or 50,000 businessmen. 

But I don't think, Mr. Chairman, this is really what this committee 
is talking about. I think you are talking about something more deep, 
more fundamental than the budget in brief. I am sure this is what 
Dr. Moor was getting at and what you were getting at when you com
missioned him to get more deeply into this whole question. 

Now, obviously, these points I am making are matters that lead to 
a considerable amount of confusion and uncertainty and a good deal 
of skepticism as to what you can really believe about the budget or 
what you can get out of it. 

Another point that I was going to make, and I have made it in my 
document, IS a very interesting statement that the Joint Economic 
Committee had in its own economic report of this year to the effect 
that Government receipts and Government expenditures both reflect 
changes in the private economy and may cause a change in the private 
economy. 
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Now, this is a concept that I think has not been very well absorbed 
even by economists, and it is the first time I have seen it in any official 
Government document, and I want to commend the Committee for 
inserting that in this particular case. 

I discuss this in my statement where it says: 
Federal budget surpluses or deficits are unreliable as indicators of whether 

budget policies are expansionary or inflationary on the one hand, or are defla
tionary or depressive on the other. 

And so far as I know, the people who have made the most careful 
study of monetary and fiscal policy as stimulants of the economy or 
as contracyclical factors, those who have made the most profound 
study believe that fiscal policy is of relatively much less importance 
than monetary policy, and particularly the money supply going some
what beyond the question of mere credit. 

So again while I have, as I said, great admiration for the budget 
as an economic document, I think that we have also to consider and 
never must neglect the importance of the money supply as perhaps a 
more potent factor in influencing the level of employment and influenc
ing the ups and downs of the business cycle. 

Next I discuss a point that Dr. Moor mentioned in his chapter 9 
dealing with what I call balancing utilities. In the private sector 
the consumer makes the choices and presumably gets his money's 
worth. We assume he is rational, even though we sometimes think 
he ought to make wiser decisions, but we assume he has in a free 
society the right to make these decisions. 

In the Government you have political decisionmaking, but I would 
like to see stressed, and I think Dr. Moor understressed this-Dr. Colm 
just mentioned it in passing a few moments ago-the very great im
portance of more benefit-cost analysis when you come to authorize 
Government programs, when you come to appropriate funds for Gov
ern~ent programs, and in this, connect~on, just fo! the recor~, if for 
nothmg else, 1 want to commena the chaIrman of tlns subcomnuttee for 
the performance which I think is without parallel in the history of 
the Congress on September 29 as reported in the Congressional Record. 

Senator Proxmire paid his respects to the proposed Glen Elder Dam 
project in Kansas and devoted about 70 pages, I believe about half of 
the total Congressional Record for that day, to this one single issue, 
and did a magnificent job. 

I don't know how he did it, with all the other things he has to do. 
A magnificent job of trying to get across the idea of benefit-cost analy
sis so that you get in the public sector something like you get in the 
private sector through the free market in operation. 

You must also recognize that what you are really interested in when 
you are thinking of a Government program or a Government appro
priation is what the net contribution of that Government program is. 
That is, by the public or business giving up some dollars, you lose 
something in the economy, and it is so easy to look at a Government 
project, say a $2 million project, and you count that as a total addition 
whereas, as a matter of fact, you have to deduct that $2 million from 
the private sector first and see whether the Government project makes 
a net contribution. 

99·375-63-16 
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Now, this is almost never done with the assets, so to speak, or the 
advantages of a Government program are counted. In other words, 
the net gain is what is really the important thing. 

Furthermore, in order to get at the net gain, you hn, ve to recognize 
that Government projects generally are not on the tax rolls. You 
have to recognize that these projects generally involve some capital 
investments and generally there are no depreciation charges, no annual 
depreciation charges. 

The question of the interest rate, what interest rate are you going 
to use, by using a very low interest rate, you can validate a very expen
sive program and fool the public, as the Senator so well brought out in 
his statement on September 29 of last year. 

And you have got to make some assumption about the life expect
ancy of these Government assets, and if you make certain assumptions, 
you can justify them. If you make other assumptions, they are not 
justifiable, and it is this kind of analysis which Dr. :Moor just barely 
touches on here and there, which I would like to see in the budget or 
made available somehow, particularly to both the authorizing and the 
Appropriations Committees. Everybody knows that the new pro
grams generally begin very small so they look rather harmless and 
rather easy to absorb, but by the time they grow and grow and mature, 
they run into the billions. 
If this only happened in one or bvo cases, it probabl:v wonlc1n:t 

matter, but since nearly all programs begin small and mushroom and 
grow, you get to th~ point where you get real resistance to taxpaying 
afo European countnes have. 

Senator :McClellan and 715 other Senators have introduced S. fi~7 
which would require that you get the total estimate of each of these 
programs, not just for 1 year or 2 years or 3 years, but look ahead how 
long this program will continue, how long will it expand and grow, 
and I think this is extraordinarily important. 

Senator PROX1\IIRE. :Mr. Schmidt, Senator Miller would like to ask 
some questions. 

Senator l\fn,um. You suggested that this information be furnished 
to the Appropriations Committees and the revenue committees of 
Congress. ",Yhy not a 11 the Members of Congress? 

Mr. SCT-DIIIYr. Tfel1, I was again thinking of the economy of time. 
You haye got these committees which are particularly responsible, 
but I would cPrtainly agree with you that if-that it should be made 
readily available to everybody, but I am not sure the responsibilities 
of people outside of these committees would induce them to do the 
kind of homework on these things that would be required. But if 
so. I certainly would be for i.t completely. 

Senator MILLER. You see, when ,ye yote on them down here on the 
fioor, we share the responsibility, and I doubt if I feel any less re
sponsible for my yote than anybody else down there, and the mere 
fad that. some of us who have not had the opport.unity to get on one 
of those committees, or have not had, I don't think should deter us 
from getting that information. 

",Ye get lot.s of correspondence from our constituents and some of 
us make quite a. few speeches. It seems to me that while granted that 
in the first instance, in the primary go-around, the Finance and the 
Appropriations Committees have the jurisdiction over there, I would 
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hope that your recommendation would be for the Members of Con
gress to have this and, in fact, I think that I ",·ould suggest we go 
beyond that and see to it that this is widely enough circulated so that 
there will be an opportunity for the press and business people and all 
interested people and the public in general to get educated on this a 
little more. 

Mr. SCH~lIJ)T. Yes, I think you are absolutely right. As a matter 
of fact, I in a sense included what you are saying when I said the 
authorization committees as well as the Appropriation Committees 
and nearly everybody is on an authorization committee, that is, a 
legislative committee of one kind or another. So that I think there 
is no disagreement at all. 

I am glad you are emphasizing this point. 
Senator Pnox:\IIHE. Mr. Schmidt, are you about finished? This 

is an excellent statement. I especially like your references to me. But 
you know, if you are almost through, fine. If you are about halfway 
through, I think we ought to have you summarize and then go ahead. 

Mr. SCH~lIJ)T. Let me just make one or two more points. I think 
we ought to have much more functional budgets than we do by sorts 
of categories. If you look at pages 31 and 32 of my fun statement 
you will find a good illustration. 

I remember one of the Members of Congress a couple of years ago 
simply refused to go ahead with any educational programs on the 
ground that she didn't know, nobody else knew, what educational 
activities were being carried on by the Federal Government. So the 
Health, Education, and ·Welfare prepared this table on pages 31 and 
32 and here you have got somethillg like 66 different educational 
programs in 9 different departments, and 23 programs of education 
in 11 other Government agencies. 

And then on the next page, page 33, you will find a table on water 
research. I think this table IS absolutely useless. Yet it is from the 
budget. 

This is absolutely useless. The only thing it has in common is 
water. Yet the interest of the Agriculture Department is entirely 
different from the interest, let us say, of the Health, Education, and 
'Ye]:fare Department in water, or the Atomic Energy Commission, or 
National Science Foundation, and there are quite a number of other 
cases of that kind where you find sort of hackneyed and old-fashioned 
ways of arranging the budget. 

Now, the final point that I make, Mr. Chairman, in my statement is 
that I think the greatest place for reform is really in the Congress and 

. not in the executive branch. 
I think the executive branch has shown more progress in updating 

its product, its budget documents, than the Congress has in organizing 
itself to handle it with the separate reyenue-raising committees and 
separate expenditure committees, and with a lot of separate appro
priations subcommittees and a lot of separate appropriation bills, 
and never looking at the budget as a whole. 'Ve have recommended 
for years that both the House and the Senate provide themselves with 
a center for financial management of some kind whereby an overall 
committee would look at expenditures and income as it ,,-hole and do 
t.he kind of a job that every family man has to do for his m,n budget 
or eyer.y business has to do. In that respect I think that the greatest 
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reform that is really needed, and I devote at least 10 or 15 pages in 
my statement to the types of reforms that would be most helpful I 
think to the taxpayer, to the citizen, and to everyone concerned, and 
perhaps there ought to be only 1 appropriation bill, 1 final bill, to be 
sure, worked on by a lot of subcommittees or maybe 2 appropriations 
bills, 1 for the Defense and 1 for non-Defense. 

With that I will close, Mr. Chairman. 
Senator PROXl\URE. I thank you very much, Dr. Schmidt. 
(The prepared statement of Mr. Schmidt follows:) 

TESTIMONY OF EMERSON P. SCHMIDT, DmECToR OF ECONOMIC RESEARCH OF THE 
CHAMBER OF COMMERCE OF THE UNITED STATES OF AMERICA, ON "THE FEDERAL 
BUDGET AS AN ECONOMIC DOCUMENT" 

ECONOMIC ANALYSIS OF THE BUDGET 

While the Bureau of the Budget does not produce an annual report like other 
Government agencies covering its activities, it does publish three important 
reports in January of each year. The 1963 reports were: (i) The Budget in 
Brief, 64 pages; (ii) The Budget of the U.S. Government Fiscal Year Ending 
June 30,1984,440 pages (textbook size) ; and (iii) Appendix to No. (ii) above, 
about 1,200 pages (metropolitan telephone book size). 

In addition, after the close of the congressional session, the Bureau issues a 
Mid-Year Review of the Budget (generally some 60 pages) which takes into 
account later data and changes made by the Congress from those anticipated in 
the January reports. 

Perhaps no person either in the Government or on the outside ever reads or 
even looks at all of these 1,700 or I,SOO pages, with their extended texts and 
hundreds of small, intermediate, and full-page tables. As the Government grows 
in size and more budget and financial detail is demanded, it is inevitable that 
the budget documents will grow in weight, size, and possibly in complexity. 

Is it possible to know and understand the budget? Whose job is it? Who 
makes an attempt to grasp it? Outside of Government, does anyone try to do a 
comprehensive job of resisting the mushrooming growth of the budget? 

Nor is the foregoing all that needs to be read and mastered. Much additional 
budget material is brought out in the legislative and investigative hearings of 
most of the 16 Senate and the 20 House committees, the 3 joint committees, 
and some 200 or more subcommittees. 

Even more important than legislative hearings may be those of the Senate and 
House Appropriation Committees and the 13 subcommittees of each; from a 
strictly budget standpoint the latter committees may produce more relevant and 
precise materials than do the legislative committees, although for those inter
ested in influencing the size of the budget and particular budget items, what 
takes place in the legislative committees is antecedent to the activities of Appro
priation Committees or their subcommittees. 

On the floor of the Senate and House additional budget data and materials may 
be forthcoming. The chairman of this subcommittee. for example, devoted some 
70 pages in the Congressional Record of September 29, 1962, to an IS-year-old 
one-line authorization for spending. 

Adding the thousands of official Government pages of materials to the 1,700 or 
1,800 pages of budget documents, suggests the truly massive nature of the amount 
of information which is available; for the responsible legislator or the concerned 
citizen or taxpayer, the task of reading, digesting and evaluating the mountain 
of words and figures is formidable indeed. Much of this material becomes avail
able in torrents during a relatively short time with a seasonal peak in January 
and again in May through July. Much must be grasped and acted upon quickly, 
if the interested party desires to exercise some actual influence and impact, 
instead of merely crying for more and more funds and programs or, on the con
trary, for blocking the "spending spree." 

Much of the data and other material often is ambiguous and contradictory; 
some is political and partisan, thereby adding to the difficulties of full and ob
jective understanding. 
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One year later, this entire process is repeated with new figures, new analysis, 
new economic domestic conditions, and new international situations and crises. 
Reading, grasping and interpreting this mass of significant data and material 
calls for a high order of dedication and much diligence. 

The Subcommittee on Economic Statistics, while primarily concerned with the 
quality and type of statistics and the economic analysis which is and should be 
available in regard to the budget, might be well advised to give some considera
tion to the digestion and communication problems as outlined above. There may 
be objective guidelines to better understanding and to keeping up to date, which 
the subcommittee could, and, perhaps, should suggest. Our form of government 
depends on citizen and legislator responsibility and understanding. 

The foregoing is not the end of the problem. In discussing the budget of the 
U.S. Government it is necessary to distinguish between several different types 
of published budgets and some other concepts which are also used both in and 
out of Government. 

The four predominant budget concepts are indicated by the accompanying 
tabulation: 

[In billions of dollars] 

1962 1963 1964 

I. Administrative budget: Receipts. ____ . _. __________________________________________ _ 
Expenrlitures ____________________________________________ ._ 

II. Consnliclat9d cash budget: Receipts ___________________________________________ . ______ _ 
Expenditures _____________________________________________ _ 

III. Federal Government sector of national income accounts: Receipts __________________________________________________ _ 
Expenditures _____________________________________________ _ 

IV. New spending authority (appropriations) ____________________ _ 

81. 4 
87.8 

101. 9 
107.7 

104.0 
105.7 
92.9 

p.stimat.A estimate 

85.5 
94.3 

108.4 
116.8 

108.8 
lIa.2 
103.2 

86.9 
98.8 

112.2 
122.5 

111.4 
119.0 
107.9 

The foregoing totals reveal wide differences; which set of figllres is under 
discussion at a given moment is important. 

Furthermore, for those who watch budget deficits and surpluses closely, for 
recession, debt management or other reasons, the variation in these categories is 
substantial as shown below: 

Exce88 of receipt8 (+) or payment8 (-) 

1962 1963 1964 

A dministra ti vc bll dget _____________________________________________ _ -6.4 -8.8 -11.9 
Receipts from anrl payments to the public _________________________ _ -5.8 -8.3 -10.3 
National income accounts-Federal sector. ________________________ _ -1.7 -4.3 -7.6 

Here, too, we find substantial differenc-es in the deficits of the three different 
budgets for euch of the 3 years. Which budget is more meaningful in terms of 
the tax burden, growth, prosperity, recession, gold losses and balance of pay
ments, or d!'bt management? 

In addition to the abeve budgets there are other data or concepts, also used in 
and outside of Ciuvernment. The Federal Reserve System publishes a cash-flow 
series which differs from all of the foregoing sets of figures. Some try to distin
guish hetween the current operating and a capital budget. Some use the conc-ept 
of a "full employment" budget, the meaning of which is not standardized, al
though it is used to show the repressive character of our tax system; and there 
are other concepts. 

The foregoing compressed inventory of innumerable sources of data, the types 
of budgets, accounts and concepts, suggests not only our massive afHuence in 
this respect, but less consoling, it suggests the great difficulty of mastering the 
realities underlying Government spending and receipts, including economic and 
other impacts. Time, alone, is a limiting factor in comprehension. Should we. 
for example, have only one budget, or at most two, instead of four? Or should 
we reserve the word "budget" for only one set of figures and use some other 
terms to designate all others, in order to reduce confusion? 
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Attempts to improve the infomlation and data as well as the analysis are of 
long standing. Many scholars have written extensively in this field. Recent 
budget documents have been improved as a result. One of the most significant 
and original studies was the report sponsored by this subcommittee. "The 
Budget as an Economic Document," by Dr. Roy E. Moor (January 19(2). Any
one interested in this subject is deeply grateful for this pioneering study. In 
a short review of this topic it is impossible to do justice or to evaluate the long 
list of deficiencies and suggested improvements. ']'hus, in whdt follows several 
key points are discussed and a. few suggestions are made which go beyond Dr. 
Moor's study. 

Before going further it may be worth noting the differences in the figures as 
well as in the deficits and surpluses of three different budgets over a longer 
period-one decade-even though some time is needed to digest the ex:treme 
variations. '.rhese differences are substantial and among themselves quite 
irregular, as can be seen from the following fiscal year data (data for 1963 and 
1964 are Bureau of the Budget estimates) : 

[In billions of dollars] 

1958 
---------------1-------------------
Administrative budget expenditures_ ________ 67.5 
Administrative budget receipts_ _ ____________ 64.4 

71.4 
68.6 

76.5 
77.8 

81. 5 
77.7 

87.8 
81. 4 

94.3 
85.5 

98.8 
86.9 

Surplus or deficit- _____________________ -3.1 -2.8 +1. 2 -3.9 -6.4 -8.8 -11.9 

Payments to the pubJic______________________ 71.9 
Consolidated cash budget receipts____________ 71. 6 

83.4 
81.9 

94.3 
95.1 

99.5 107.7 116.8 
97. 2 101. 9 108.4 

122.5 
112.2 

Surplus or deficit- _____________________ -.2 -1. 5 +.8 -2.3 -5.8 -8.3 -10.3 

Federal income accounts-expenditurcs_ _____ 74.5 
Federal income accounts-receipts__ _________ 65.9 

82.8 
77.8 

92.2 
95.4 

97.8 105.7 113.2 
95. 5 104.0 108.8 

119.0 
111.4 

Surplus or deficit- _____________________ -8.6 -4.9 +3.3 -2.2 -1. 7 -4.3 -7.6 

Source: The Budget, 1964, pp. 422, 423, 431. Also Economic Report of the PreSident, 1964, pp. 238-242. 

In 1954 the Federal sector income accounts deficit was nearly 3 times that 
of the administrative budget and about 35 times that of the consolidated cash 
budget ($8,600 million, $3,1.1.7 million, $232 million, respectively). In 19tH. 
on the other hand, the variations in the deficits of the three different budgets 
were moderate. Hpre is a considerable contrast between 1954 and 1961. Yet 
each was a year of economic slack. The estimates for the three budget deficit 
variations for 1963 and 1964 are less extreme than in 1054 or 105g. 

B\;.t "The Federal budget as an Economic Document" shows how misleading 
the administrative and even the cash budgets are ill temls of size, as shown by 
the following for 1960 (and for 1962, 196:3, and 19U4, the disparity may be even 
wor&e) : 

[In billious of dollars] 

Administrative budget- ____________________________________________________ _ 
Consolidated eash budget- _________________________________________________ _ 

Actual totals - - -- ------- ----- ----- ---- ----- --- --- -- ----- ---- --- ----- --- -- -- c-

Receipts Expenditures 

77.8 
95.1 

126.8 

76.6 
94.3 

129.7 

Here the "actual total" spending is 70 percent above the administrative budget 
and more than 37 percent above the cash budget. 

Thus a preliminary impression seems to indicate that nny doctrinaire con
clusion as to which budget method is most revealing may be unwise and even 
misleading. It may be difficult to pick your one favored budget, read the fignres 
and draw conclusions. Evaluation, appraisal and judgment are needed-so it 
would seem. In any case there seems to be no systematically close relationship 
in the same year between the deficits or surpluses of the three different methods 
of recording the economic impact of Govemment taxing and spending. If there 
were close similarities year after year, there would be little reason, of course, for 
developin~ several different budgets. 
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U.S. Treasury payments (cash statement) to the public are scheduled to reach 
$122.5 billion in fiscal 1964. Thifl is the largest ill history, and all indications 
point toward further year-by-year increases. Where enterprise gross funds in
cluded, the "actual total" would be $30 to $40 billion higher. 

The cash statement figure is about 10 times the amount of sales of our largest 
manufacturing corporation, including its foreign operations. Ine,itably, such 
large collections from the public and payments to the public, as well as the 
financing of deficits, have an important bearing on the performance of onr 
economy. 

'Yhile only a limited number of individuals e,er bother to examine the ilupact 
of this governmental activity on the rest of the economy, slwh examination is 
most important aud ob,iously growing more important. 

In Mr. Kennedy's Yale UniverSity address on June 11, 1962, challenging ns to 
riel ourselves of economic myths, he outlined the limitations of the administra
tiYe budget and urged us to "be modern." He said, 

"This bmlget in relation to the great problems of Federal fiscal polic~', which 
are basic to our country in 1962, is not simply irreleYant; it can be actively mis
IE'ading. And yet there is n mythology that measurei" all ol1r national sound
ness or unsoundness on the single simple basis of this flame annual adminL'5tra
tive budget. 

"If our Pederal bud~et is to st'ne not the debate hut the country, we must 
find ways of clarifying this nrea of discourse." 

Newspapers and magazines, nevertheless, after the President released his 
1964 budget on .Tanuary 17, player! up the aciministrntiYe budget amI largely 
ignored the consolidated cash budget. The E,-ening Star t\Yashin;rton), for 
example, had an eight-columJl headline, "$98.8 Billion ]\mlget Proposed" and 
a subhead, "Record Figure Sets Deficit at $11.\} Billion." Both of these figures 
referred to the administrative budget, rather than the consolidated ca~h state
ment or the Federal sector of the national income acc01Ults, or the "actual totals" 
which would be the highest of all of them. 

This situation is worth noting because the administration eyen lllRt ~-eal', as 
well as this year, stressed the limitations and weaknesses of the administrative 
budget, as economists have done for more than a deeade. Evidently the trnn..;i
tion in thinking is more difficult than had been supposed, or else the newer con
solidated eash and national income accounts approaches are not as superior as 
has been claimed. 

Or, to offer another explanntion, the administration itself. for lllany days 
before the new budget W:1S released, announcell or "leaked" in imllunerable 
ways that the budget would be "under $100 billion," "up several billion dollars," 
etc. Obviously the administration itself conditioned the observer, including 
newsmen, to thinking in terms of the administratiye budget. E,en on budget 
day (.January 17) most of the comment by administration spokesmen ran in 
terms of the administratiye budget rather than either of the other two. 1<'ur
tl1ermore, in announcing a few figures on the proposed l!)G:~ tax cut in the state 
of the Union message, the President based his calculations on the administrative 
budget and ignored the rise of some $2 billion in social security tuxes and the 
substantial postal cost increases of 1963, which omissions would not have oc
CUlTed had he himself thought in terms of the comprehensive consolidated cash 
budget (as proposed below) or the Federal sector accounts budget. 

THE BUDGET ~IAY ~IISLEAD 

The budg-et is so large and massive that grasping its meaning may seem beyond 
human capacity. Often, furthermore, words do not mean what they appear to 
say. 

The budget as presented to Congress, without necessarily falsifying, ne,er
theless de<:eives the concerned and interested layman. Probably even the fairly 
sophisticated reader and observer is misled or decei,-etl. Thus, the President 
stated that for 1!)64 total administrative budget expenditures combined (not 
induding defense, space, and interest on the debt) were helil down below the 
1003 figures. (The Budget of the U.S. Government, for fiscal 1964, p. 15, referred 
hereafter to as "the Budget".) But Senator 'William Proxmire of the .Joint 
Economic Committee flatly stated that, ". • * this spending will increase by more 
than $2 billion." (Report of the Joint Economic Conullittee, ~Iar. 14,1963, p. 35.) 
Even so, the 1963 budget carried a request for $3.9 billion supplemental funds 
and was more than $10 billion above 1961. 



244 THE FEDERAL BUDGET AS AN ECONON.UC DOCUldENT 

The budget shows an employment decline in the executive branch (civilian) 
for the Department of Defense from 1963 to 1964 of over 10,000. Yet, for all 
executive agencies combined, including Defense, an employment increase of 
36,492 is shown, which means a rise of about 47,000 in the executive branch out
side of the Defense Department. Virtually every agency shows a projected rise 
in personnel (the budget, p. 48). A reporter who writes a news column on Gov
ernment employment stated that these requests for more jobs "contrad.icts pledge 
of economy," (Joseph Young, the Evening Star, Washington, Jan. 21, 1963). How 
are these people going to be paid if the budget is being held down as the President 
claimed? Added employees also involves a complement of space, work tools, 
utility services, retirement outlays, etc., thus the added payroll for 1964 is by 
no means the only budget rise involved,. On the surface it is indeed difficult to 
reconcile the President's assertion of a budget cut (outside of defense, space, and 
interest) and this rise in personnel involving not only payroll but, as noted, also 
the other complementary outlays referred to above. 

Senator Proxmire pOinted out that by various bookkeeping transactions the 
real increase in spending is concealed, although the budget here and there refers 
to these proposed transactions. He stated: "The reason the $2 billion increase 
doesn't show up is because the administration plans to sell $700 million of the 
cotton surplus, $423 million of Export-Import Bank holdings, $315 million of 
Federal National Mortgage Association and Federal Housing Authority mort
gages, $300 million in Commodity Credit Corporation loans, $150 million in farm 
housing loans, and $150 million in college housing loans. This total of $2 billion 
of liquidated assets will be used to offset increased spend,ing in almost every 
department of Government." (Joint Economic Committee Report, 19f3, p. 36.) 

While much is to be said for these proposed transfers, question also can be 
raised whether these lending programs had to be governmental programs in the 
first place. Congress may not agree to all these proposed transfers and thus the 
budget will rise still more. Even so, Government direct loans, guarantees and 
insurance outstanding will rise from 1963 to 1964 by about $1.5 billion, $29,982 
million to $31,469 million. (See the budget, p. 370, and Business Week, Mar. 
9, 1963, p. 130.) A large payment due to the civil service retirement fund was 
simply canceled for the year. 

Budget documents 'traditionally do not forecast spending beyond the next 
fiscal year (July 1, 1963, to June 30, 1964, in this case). The recommendations 
for new financing indicate the trend. The amount of new appropriations and 
similar authorizations being requested in the new budget (technically, the total 
of new obligational authority for the fiscal year 1964) is $107.9 billion an in
crease of 4 percent over 1963, and considerably above the 1964 administrative 
budget expenditure level of $98.8 billion, and the $87.8 billion of 1962. 

Much of the new appropriations requested each year is expended in future 
years. The trend of new obligational authority can be used as a "lead" inddcator 
to forecast trends in budget expenditures. The table shows how the upward 
trend of new obligational authority has paced the rise in expenditures in recent 
years. 

Tl'ena 01 empenditltre8 

[In billions of dollars] 

Budget expenditures _____________________ _ 
New obligational authority _______________ _ 

1960 

76.5 
79.6 

1961 

81. 5 
86.7 

1962 

87.8 
92.9 

1963 

943 
103.2 

1964 

98.8 
107.9 

Often those recommending bud~et cuts do not make clear whether they are 
referring to proposed budget expenditures or to new obligational authority 
($98.8 billion versus $107.9 billion). 

UNRELIABLE ESTIMATES 

~'he persistent and often wide spreads between the original January budget 
for receipts and expenditures and the actual outcome for the fiscal year involved, 
are so large that one wonders how useful the budget may be as a guide to busi
ness or to the economic forecastE'r. Expenditure estimates, however, have beeu 
reasonably good (except the war-connected ones) ; advance estimates of receipts 
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have been wide of the mark. This suggests that anyone interested in the 
economic analysis of the budget must accept the January figures with a good 
deal of reservation. Six to eight or ten billion dollar deviations are not unusual, 
as can be seen from the table. 

Differences in original and actual budget 

Fiscal year 

1946 _________________ _ 
1947 _________________ _ 
1948 _________________ _ 
1949 _________________ _ 
1950 _________________ _ 
1951. ________________ _ 
1952 _________________ _ 
19.53 _________________ _ 
1954 _________________ _ 
19M _________________ _ 

Receipts 

-1.4 
-10.2 
-6.5 
+4.2 
+3.8 

-10.9 
-6.9 
+5.4 
+3.4 
+2.2 

Expenditures 

+19.7 
-5.1 
+1.7 
-2.4 
+1.6 
-2.2 
+5.1 

+10.5 
+10.1 
+1.0 

, Disregarding sign (positive Or negative). 

Fiscal year Receipts Expenditures 

1956__________________ -8.1 -4.1 
1957_ _ ________________ -5.6 -4.4 
1958__________________ +4.5 -.2 
1959__________________ +6.1 -6.7 
1960_ _________________ -1. 4 -.2 
1961__________________ +5.6 -2.4 
1962__________________ +. 9 -6.8 

1---------1---------
Total'_________ 87.1 84.2 

For 1959 receipts wcrc oYcr-estimated by $'3.1 billion find expenditures were 
underestimated by $6.7 billion. The actual expenditures for 1962 were even 
more seriously underestimated. Under "receipts" the plus signs mean an over
estimate of actual re,enue and under "e;'(penditures" the plus sign means an 
o,erestimate of spending. 

How does one determine in January whether the spread 18 months later will 
be minimal or will run $5 billion, $8 billion or more? 

The wide deviations of actual receipts, expenditures and deficits or surpluses 
from the budget proposals made each January, raises a question as to how 
seriouslY any .January budget fi","Ures are to be taken. 

The President himself in his budget mcssage in January 1003 stated that 
during the past 5 years cumulative deficits totaled $24.3 billion, in marked con
trast with the original five January budget estimates of cumulative surpluses 
totaling $8 billion-errors averaging more than $6 billion per year. Two months 
earlier (November 13, 1962) the 1963 budget deficit was estimated to be $1 
billion less than the figure released on January 17, 1963. By the end of fiscal 
~959 the original January estimate of about $500 million surplus had been 
transformed into a budget deficit of $12.4 billion-a deviation of almost $13 
lJillioll for a single year. 'I'hp. hudget ends 18 months after it is submitted and 
many of its figures are assembled months in advance of the January publish
ing date. 

The Federal budget is often spoken of as the National Government's program 
or its taxing, spending, and debt plan for the next fiscal year. But in the light of 
the foregoing deviation;;, how seriously should the scholar, the Government, or 
the businessman take, let us say, the current projection of a $8,811 million deficit 
for fiscal 1963 and the $11,902 million deficit for 1964 (administrative budget)? 
Will these figures turn out to be about right? ·Or will they be in error by 20 
percent, 40 percent, or 50 )Jercent? If in substantial crror, will these figures be 
an overstatement or an understatement when we get the semifinal figures next 
July and in July 1964? 

It may be argued, of course, tlIat the projected and actual budget figures on 
total revenues and total expenditures are more important from an economic 
standpoint than a shift in the projectcd differences between the two for any 
given year due to errors in forecasting. In terms of total economic impact this 
may be so. But in another and critical sense this may not be so, or at least not 
the whole story because some observers assume that, in the short run, deficits 
are inflationary or bullish and surpluses are deflationary or beariSh. Insofar as 
this general a'lslunption has validity (and, it should be noted, it has come under 
some doubt), a siz,'1.ble shift from the expected results may have highly impor
tant impact on confidence, on wage settlements, on inflation, on gold movements, 
on foreign investment including net foreign investment, on monetary policies. 
on the money supply, and on other key variables in our economic affairs. 

The fact remains: Since the January budgets have proven to be so highly un
reliable, the value of the budget as an economic document is conisderably im
paired. At least, year by year, it must be accepted only as a point of departure. 
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Reportedly, before the .January 1964 budget was released, the administration 
pledged that the 1964 nondefense expenditures (excluding military, space, and 
debt) would be lower than those of the current 1963 fiscal year. This advance 
publicity was partially motivated by the administration's desire to condition 
Congress to cut taxes this year. But how valid was this pledge or the promise 
of holding down nondefense spending for 1964? How many billions of "supple
mentary" apllropriations will be requested next January to augment the spend
ing of the then current 1964 fi~cal year'! The requests in early 1963 of $3.9 
llillion of supplementary funds is symptomatic. Keeping requests low in the 
.January budget, onl~' to request and get large subsequent supplementary funds 
.a year later for the same fi~cal year, may be deceptive or at least it invalidatps 
the economic interpretation which may have been put on the budget a year 
·earlier-another limitation of the usefulness of the economic appraisal of the 
budget. 

In spite of the 1964 Ilondefellse budget requests being below those of this cur
rent year, an examination of the budget reveals few items which are below the 
current year. Out of some 24 major Government activities, only 8 show a 
decline from this year to next year, including the legislative IJranch, Department 
of Agriculture, Post Office, State Department, Atomic Energy COlllmission, 
Housing and Home Finance Agency, Veterans' Administration, and other inde
pendent agencies. All the others show increases for 1964. 

One observer pointed out that, "Gross spending by public enterprise funds 
during the coming fiscal year will rise some $762 million-from !$22.7 billion this 
year to $23.5 billion next year. But higher postal rates, rising repayments on 
past loans, sales of loans, and other fadors will swell receipts by $3.1 billion, 
from $16.8 billion this year to $19.9 billion next year. The result is that net 
spending, the only figure actually used in the budget for the programs covered 
by these funds. is :j:2.4 billion less next year than this year." (Alan L. Otten, 
Wall Street .10urnal, Jan. 18, 1963.) 

Shifting to another department, he stated, "The Post Office Department pro
vides a striking example in this category. Gross outlays are rising from $4.7 
billion this year to $5 billion next year. But due to recently inaugurated in
creases in postal rates, revenue is expected to be up even more sharply and net 
spending will be down $250 million. This $250 million decrease is the budgeted 
figure-and while it's all accepted bookkeeping practice, it does mask higher 
overall outlays." 

With regard to the REA, he stated, "Another example is provided by the 
power and tclephone loan programs of the Rural Electrification Administration. 
These loan!" will go up from $340 million this year to $421 million next year. 
But the administration is proposing that some $150 million of REA receipts
which otherwise would /!:o into the Treasury as general revenue-be available 
for REA to use for new loans. Ai> a result of this bookkeeping switch, budgeted 
REA outlays would drop $70 million, despite the $80 million increase in actual 
loan activity. The bookkeeping benefi.t is especially shaky; the administration 
made the same proposal last year and was rebuffed by Congress." 

These references support what Senator Proxmire has said. Some Govern
ment officials frankly admit the claims of a i>pending holddown are fictitious, 
but argue they are no more so than some congressional demands for lower spend
ing. So long as Congressmen call for economy which they do not practice and 
do not really believe in, one administration policymaker said, there will be this 
sort of "budget shenanigans in any administration-Republican or Democratic." 
(Wall Street Journal, .Jan. 18, 1963.) 

In trying to appraise the significance of the economic impact of the budget, 
it is worth noting that since 1946 in these 20 years including fiscal 1963 and 
19M-there hnye been year-to-year increases in both the administrative budget 
and in the consolidated cnsh budget expenditures in every year except 4. In 
the case of the cash budget these few year-to-year declines have been so small 
as to be scarcely worth noting, except for 1954 wllich represented a shift in 
the Korean postwar situation and the $7 billion tax cut of that year (The 
Budget. pp. 422-423). 

While the future is uncertain, it seems altogether probable that we can assume 
annual increases in cash payments to the public with only rare and :o;mall 
exceptions. Since 1946. the combined State and lo('al expenditures haye shown 
con~istent annual increases, generally about $3 billion per year. These figures 
haye had only an upward flexibility and these increases may continue. Thus, 
adding to the two groups together, anyone interested in the impact of Govern
ment on the economy may assume without much question that it will increase 
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year by year. This matter is mentioned only because it reduces somewhat and 
for some purposes the case for a special general study of the economic impact 
of Government on the economy. 

But beyond the above, of some interest to the general analyst is the question 
of whether National Government expenditures rise faster or slower than, or 
parallel to those in the private sector and what the future holds in this regard. 

HOW IMPORTANT IS THE BUDGET? 

The budget is commonly thought of as the administration's spending plan 
as noted above. Its other facct, of course, is the tax level and tax system or 
structure. III appraising the budget it is not easy, and not wise, to dissociate 
these two facets. But in appraising the budget as an economic document and 
suggesting improvements we should not forget the annual Economic Report 
of the President and that of the Council of Economic Advisers. These carry 
lUuch economic analysis llnd some forecasts. 

Why are we interested in the economics of budget? Obviously, for reasons 
of evaluating spending and Government programs and for reasons of the tax 
burden. But the many reasons need to be made more explicit: 

1. 'What is the proper role of Government'! 'What tests or criteria do we have 
for determining this proper role'! (In:l ratllPr precise way we tried to answer 
these questions in onr study, "Criteria for Gov!.'rnment Spending.") 

2. How do we judge the wisdom of any particular Government program or 
expenditure? As the 1963 Joint Economic Committee's report states, "Increased 
Government expenditures should not be made---even though they provide social 
benefits-if the benefits derived from the expenditures are less than those 
which would be obtained by commensurate expenditures in the private sector." 
(Report, 1963, p. 17.) 

In the free competitive market, the consumer ultimately directs production. 
Every product and service is tested daily. Even though we have, as a rule, no 
such precise test in the Government sector, it is well to restate the cost-benefit 
principle lLnd keep it in the forefront at aU times. This. at least, draws atten
tion to the importance of wise use of resources in the Government sector. In 
time it may lead to the emerging of more and better te:;ts and crit!.'ria. Because 
of its key importance this matter is elaborated further below. 

3. We are concerned with the total tax burden. 
4. Of l,ey importanee is the tax structure, or the incidence of the tax system, 

particularly any retarding effects on savings, investing, risktaking, and inno
vating. The size and weight of the budget play key roles in tax reform. 

5. The resource allocative aDd reallo(:ative effed of the budget, and particu
larly certain parts of the budget, are of great concern. Filr example, the heavy 
investment in defense research and development has probably damaged the 
civilian economy by reducing innovations and new products available there. 
The very heavy direct and indirect demand on the part of Government for 
mathematicians, physicists, certain types of engineers, and a broad range of 
medical researchers, has affected substantially, not only the salary scales of 
profeSSional groups, but the supply of talent available in the civilian sector. 
'When the supply is relatively inelastic in the short or intermediate run, a 
chief result is merely to make thi:; talent more costly to everyone. 

'When funds are freely granted, waste, resource misallocation, and abuses 
tend to multiply. The National Institutes of Health in H)63, after a prolific 
effort to spend money, ~ent out a "swarm of agents" and the earlier attitude of 
mutual trust. respect, and confidence was "replaced by one of suspicion and 
policing." Too much research money deteriorates the quality of research. 
(Wall Street .Journal, Apr. 4,1963, p. 1) 

The farm program, marine, or ship subsidies and other subsidies have had 
very important resource allocative and reallocative effects. 

6. Concern with the economics of the budget cannot ignore the relative im
portance of the National Government bmlget versus State and local government 
budgets and the changes over time among the three groups. 

The recent trend has been for State and local taxes to account for an enlarged 
proportion of the total. as shown by the February 1963 Cleveland Trust Co. 
bulletin. Over the past decade total taxes have gone up faster than peri;onal 
income or industrial production. If the average tax paid per capita in 19:;2-53 
is compared to that of 1961-62, the increase is 33 percent. Imlnstrial produc
tion per capita over the same period has increased 11 percent, while disposable 
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income per capita has increased 30 percent. Total taxes per capita have in
creased from $553 in 1952 to $766 in 1962, or by 39 percent. 

As a percentage of total taxes, Federal taxes ad, anced from 22.7 percent in 
1932 to 80.6 percent in 1944. From the end of World War II to the end of the 
Korean conflict, Federal taxes ranged from a low of 69 percent to 77 percent. 
Since 1952, Federal taxes have accounted for a diminishing share of total taxes, 
with State and local taxes increasing proportionately, as shown in the following 
table. 

Percentage distribution of tax payments per capita fisca·l years 

1932 

FederaL..... ..... ... ..................... ... ....... ... 22. 7 
State................................................... 23.7 
LocaL................................................. 53.6 

1----1 
Total. . ..... ....... ...... ................... ..... 100. 0 

1942 

58.1 
21. 7 
20.2 

100.0 

1952 

75.5 
13.3 
11. 2 

100.0 

Source: Tax Foundation, Inc., "Facts and Figures on Government Finance, 1962-ti3." 

1962 

68.6 
16.4 
15.0 

100.0 

Proportionately, Federal taxes nevertheless are still more than twice as im
portant as State and local taxes. (These data based on administrative budget.) 

7. The businessmen as such may have a key interest in the budget as a sup
plier or contractor cover,ing a broad variety of items, products, and product 
classes. He is also concerned with the timing impact of both tax collections 
and expenditure components even if he has no contracts with the Government. 

8. The unsatisfactory performance of our economy since 1955-57 is frequently 
attributed by administration spokesmen and others to the repressive effects of 
heavy taxes. Secular growth has been thwarted. 

9. For the short run it has been argued that we are dealing with a double 
burden: Slowed·down secular growth, mentioned above, and inadequate recovery 
from two recessions after 1957. In regard to the latter point there appears to be 
more unanimity of agreement on the diagnosis than may be justified. There 
may be other explanations for the unsatisfactory growth. In testifying before 
this subcommittee in 1961, I stressed a number of almost universally neglected 
causes of slow growth and abortive recoveries. It was stressed that unemploy
ment and underutilization of manpower is traceable ,in part to certain legisla· 
tion, certain administrative agency rulings, and some of it was union generated. 
Jobmaking faced and is facing many barriers. (Hearings, Dec. 19, 1961, and 
published by the Chamber of Commerce of the United States as "Unemploy
ment-Some Neglected Causes".) The powerful and highly respected voice 
of Per Jacobsson, director of the International Monetary Fund, has greatly 
emphasized the importance of cost· financial liquidity factors, particularly in his 
address at New York University on February 19, 1963, tbus closely complement
ing my 1961 testimony. 

But our slow growth has other explanations. The great stimuli (excess 
liquidity and deferred demands) leading to postwar expansion became exhausted 
by the mid-1950's. Possibly the rapid capital formation after the 1954 recession 
led to some excess capacity. 

In 1959 the 4·month steel strike retarded recovery from the 1958 recession. 
The current buildup of steel, rubber, and aluminum inventories as a strike hedge 
may again create unsustainable levels of output and ,inrome and later a setback, 
say in the third quarter of 1963. • 

The imbalance in our interuational payments has probably acted as a rlrain 
on our wen·being and has thwarted monetary ease. This has reduced tbe 
growth in the money supply, possibly with damaging results. 

Even during the recent recovery from the 1960 recession we have faced num· 
erous roadblocks or setbacks, including: 

(a) Continuation of balance·of-payments' difficulties. 
(b) The steel price unpleasantness of April 1962. 
(0) A stock market break in May-June 1962, culminating in a 1962 low 

point in June of that year. 
(d) More severe profit squeeze (slightly eased in early 1963). 
(e) A slowdown in the expansion of commercial bank reserves and in 

the money supply during most of the past year and indeed since 1956. 
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(1) A series of international disturbances and uncertainties, including 
Cuba, the disappointing results of the Alliance for Progress, the frustration 
in implementing the 1962 Trade Expansion Act because of the growing 
protectionism of the European Common Market and its frustration of 
Britain. 

None of the foregoing nine points are intended to minimize the importance 
of greater attention to the budget as an economic tool or program. But there 
are a number of factors or explanations besides the budget which may account 
for at least a part, perhaps a substantial part, of the reasons for the repeated 
failUre to reach full capacity operation in the last 6 years and for the contours 
of our economy month by month or quarterly. 

In this connection it is worth noting that our present tax structure (although 
we had a tax reduction in 1954 of over $6 billion net) did not prevent our re
covery from the 1954 recession to approximate capacity operation by early 1957 
(tax changes having been minor after 1954) . 

Administration spokesmen have made much of the shifts in the budget (a de
crease of the deficit plus increase of the surplus) as a drag on recovery and full 
economic growth. But, unfortunately for this explanation, this swing has been 
relatively mild as a percentage of GNP in the two recoveries since 1958, in 
contrast to those from the recession of 1949 and 1954 (based on national accounts 
budget data which the Bureau of the Budget, Council of Economic Advisers, and 
others claim is superior to either the administrative budget or the consolidated 
cash budget for measurement purposes). In fact the swing of the budget in 
1961-62 was the smallest of the last four. Indeed during 1962, when the recov
ery slowed down, there was no adverse swing at all. 

Furthermore the peak quarterly budget surplus in the recoveries after 1949 
have been sman: $1.6 billion in both 1954-55 and 1958-59; and in the recovery 
of 1961-62 no surplus emerged at all, the minimum deficit of $100 million having 
occurred ,in the second quarter of 1962 and the budget outlook indicates deficits 
for some time to come. Yet slow growth has been our lot, even though the 
economy has attained new high levels. 

All of these facts and figures throw considerable doubt on the analysis ad
vanced by the administration in support of its tax proposals, even though the 
case for tax reduction and tax reform is strong for a number of other and related 
reasons. (See testimony of Joel Barlow, hearings, House Ways and Means Com
mittee, 1963.) 1 

The view so widely held, that an increase in Government expenditures relative 
to tax receipts is necessarily expansionary and a decrease is contractionary, is 
not substantiated either by economic logic nor by empirical evidence. ()j'or a 
brief discussion of this matter see, Milton Friedman, "Capitalism and Freedom," 
University of Chicago Press, 1962, pp. 79-84). 

The idea that U.S. Treasury deficits are associated with economic expansion 
and surpluses with economic contraction finds little support from history. War
time experiences are exceptional, but not typical. In the prosperous 1920's we 
had continuous U.S. Treasury debt reduction (although private dcbts, as well 
as State and local govcrnment debt, increased substantially). In the 1930's the 
National Government ran deficits for the full decade with an average rate in 
excess of 3 percent of GNP; in spite of this the decade ended with 8 or 10 million 
unemployed. A comparable deficit today would call for $17 billion of red ink 
per year. 

Since the last relatively full recovery (1957) we have had accumulated deficits 
of over $30 billion with another $11.9 billion expected in fiscal 1964. Quite 
obviously these deficits were less stimulative than is currently assumed deficits 
are. 

There has been no systematic relation between the changes in GNP and the 
position of the budget. There have been extended periods with rising GNP and 
budget surpluses, but others with rising GNP and deficits, as George Terborgh 
pointed out in his statement to the Joint Economic Committee, February 1963. 
Contrariwise, there have been periods with falling GNP and deficits and others 
with falling GNP and surpluses. Terborgh showed that of the 51 quarters with 
a riSing GNP, 28 or more than half were associated with a Federal surplus, 23 
with a deficit. and surprisingly enough of 13 quarters with declining GNP 12, 
or nearly all of them, were associated with a deficit. 

1 Also available as ''The Right Kind of Tax Cut at the Right Time," Chamber of Com
merce of the United States, Washington, D.C., 25 cents per copy: 
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E,'cll if thc figures arc analyzed, with a 6-month lag adjustment bctween the
budget position and the response of the economy, the picture is about the same. 
Of Gl quarters with rising GNP, 24 show budget surpluses in the second quarter 
preceding 27 deficit". of 13 with falling GNP 7 show surpluses and 6 show deficits. 
The correlation has 110 :;tatistical significance. 

Thc .Joint EconOlLll" Committee in lIlarch !f)G3 put it this way, "Fedcral budget 
surpluses or deficits are unreliable as indicators of whether budget policies are 
expansionary or inflationary on the one hand, or are deflationary or repress-i.ve 
on the other." (Rcport, 1963, p. 8.) 

This is an admi""ion which has not had official support in 'Washington and 
deserves most careful further analysis by those who look to the budget as a magic· 
tool for flcxing the economy. Perhaps some of these observations are somewhat 
impressionistic and. if so, the sugcommittee might be able to help refine the data 
and improve the analysis. This would be a considerablc additional contribution, 
even if the foregoing some\\'hat pessimistic conclusions are found to be valid .. 

In terms of longcr rnn problems it is worth noting that the Subcommittee on 
Fiscal Policy of the ;Joint J<Jconomic Committee in H)58 stated, in a much
neglected report: "The subcommittee has foulld no necessary relationship be
tween the amount of Federal expenditures and the rate of ecollomic growth over 
the long run." (.J an. 23, 1958, p. 6.) 

"The }'ederal Budget as an Economic Document" lists (as does "The Eco
nomic Report of 1962") some dozen steJls which the President took shortly after' 
inauguration and seven other recommended steps ill 11)61 calling for congressional 
actio-n; but this report states that not 1 of the 13 will ever be adequately, if at 
all, examined in any budget document. It also states that, "The notewoTthy' 
aspect of these proposals in terms of this stud~' is that ,irtually no information 
is a,'ailahle about how these policics will influence budget totals or the economy.'" 
(P. 132. emphasiR supplied.) 

The report then goes on, "The significant aspect of these actions, from the· 
standpoint of this study, is that not one of them ever will be examined in any 
budget document." 

Yet. on tIle contrary. "The J<Jconomic Report of 1962" stated rather catc-· 
gorically. "A careful appraisal of the direct and indirect effects of increased 
Federal activity indicates that it was a major force-probahly the principal 
driYing force-of the-rccovcry of 1961." (P. 59.) 

Sincc- the two Government documents quo.ted here were publish cd within lcs,; 
than a week of each other (January 1962), what is the citizen supposed to· 
conclude? 

"The Federal Budget as an Economic Document" may be viewed as essentially' 
a plea for the elimination, or at least the reduction, of guesswork and special 
pleading and drawing dubious and self-serving conclusions from insufficient evi
dence or no evidence. It has led to almost no general public discussion. It 
merits much greater attention than it has received. 

Nor can we ignore the quantity of money explanation of economic instability 
and slowed economic growth. 

MOXETARY GHOWTII VERSUS BUDGETARY POSITIOX 

'What the proper relationship may be between the money sUPJlly and GNP is' 
debatabll', and ('ven what to include in the money supply is controversial. Yet 
it is interesting to note that thc money supply (currency plus demand deposits) 
has dropped substantially since 1950 relath'e to GNP as shown by the taille. 

[In billions] 

1950 ___________ • __________________________ ._. ___________ _ 
1955 ••• ______ • _______ • _________ • _____________________ • __ _ 
1957 _____________ • _________ ._. ___ • ___________ • _____ • ____ _ 
1960 ________________ • ___ • _______________ · __ ._. __ • ________ • 
1962 _____ • ___________ • _________ ._. _____ • ____ • __________ ._ 

Money snpply 
Gross national Money supply as percent of 

prodnct gross national 

$284.6 
397.5 
442.8 
503.4 
553.9 

$116.2 
135.2 
135.9 
141.2 
147.9 

prodnct 

40.S 
34. [1 
30.7 
28.0 
26.7 
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At the end of 1950 (not an inflationary year apart from the Korean war 
impact after Jnne) the figure stood at nearly 41 percent, and e\-en as late as 11)f,,-;' 
it stood at 34 percent. This was a decline from the first half of the decade. IJUt 
the signifiellnt point is that the dedine continued into 1957. 1!)(;O, and reached a 
low of :W.7 percent in 19(;2. There is respectable scholarship in sUPllort of the 
view that here is the real cause of our slow growth and abortiye recO\'eries since 
1957. Thi~ point is mentioned here only heca use ,111 undue concentration on the 
budget may lead to the neg-led of other rele\-ant faetors in the proper fnnctioning 
of our economy. 

Now let n;;; examine some things which Jlli~ht well he in the hutlget, uut are 
not found there nor in most cllses, anywhere else_ 

BALANCIKG UTILlTIlCS 

The budget. or at least those preparing it (indudillg part-ieiplltants in con, 
gressionallegislatiYe and appropriation hearings) should consistently raise ques
tions of the proper fnnetions of Goyernlllent and the relatiye yalues of pl'iYate 
spending yersus Government "vending. There are Illellty of assertions. in the 
budget about promoting the national interest hut little analysis in support of the 
assertions or claims. 

The free indiYidual consumer tries to spend his dollars Oil yarious goods and 
;;ervices so that the last dollar spent in eHeh and all (lirections yields equal util
ity. If, for example, one thinks that another dollar of his income spent 011 

apparel will yield more utility than the la:;t dollar spent on food, he naturally 
t-ends to switeh money from food to clothing-until the last dollar spent on food 
and on clothing equals or yields the same utility, ~'his is rational behavior for 
the indiyidual. Such free choice dollar allocation tends to mllximize the indi
vidual':; satisfaction within the limits of his income and his buying opportunities. 

On such questions relatively little e('ollomie analysis is found ill the budget 
or in mps:<ages on uudget items or in relateu materials. "'e ought to balance 
utilities in deeiding whether to spend lllore through Go\'ernment via tuxation and 
less through the priyate sector, or viee versa. If society is to strike a rational 
balance, it must be guided by the principle that no income (and resources) should 
he diverted from private to Government use (as noted previously), lIDless it is 
dear that such income spent via Government makes It greater contribution tn 
output and general well-being than would be the case if the income (and 
resonrces) were used privately. The phrase "general well-bein~" i:; used here 
in the sense in whieh it was used by F. A. Hayek in his "Constitution of Liberty," 

A good example of the aiHieUl'C of any analysis was repolted by Dr. Moor in 
regard to the eonstruction of a linear eleetron accelerator to he built at Stanford 
l-niversity. He said, "Apparently, this accelerator would represent a major 
forward step in deyeloping the peaceful uses of atomic energy. Yet. so far as can 
he determined, the only information on this accelerator in the burlget is that it 
will be 2 miles long. What is the cost? What returns can be expected from it'! 
How does it complement other work in this area? Why :;hould it be at Stanford'f 
How long will it take to build? Does the technological knowhow to build it now 
exist? No information was ayailable anywhere in the budget on these questions" 
(p. 134). 

Rut it now llelongs to Stanford: in any case a news release from Stanford, 
dated December 27, 1962. stated that the Klystron tulle powet·s the Stanford linear 
accelerators. "induding the largest mae-hine eyer undertal;:en for baSic research
thp nnh-ersity's $114 million 2-mile aecelerator now under construction. 

In more te('hnical economic jargon, Erik Lindahl staterl the guiding principle 
this way: "~'he production of public goods should be carr-iecl on to the point 
where utility is ju;.:t off;.:et by eost~, as is the tendenc~' in the priyate economy, 01-

where the marginal satisfaction is the same from both public and private goods." 
Application of this prineiple hrings about a proper divisiun of labor as between 

the private aJl(l the Goyernment ser'tor of the economy. The last tax dollar 
;;;hould yielrl the same utility as the last private dollar. Just because it is 
diffie-ult to compare their two final utilities does not impair the principle; it is not 
always ('as), eyen in prinlte spending to know whether the current distrihution 
of dollar allO('ation in a family budget is just right. But rationality is no less 
important. e\'ell when the estimates are arduous and necessarily approximate_ 

In as;.:essing the henefit-" we get frfHlI Grwernlllellt service. however. we neer! 
to he "ure of two things: (l) "'p must Ilyoid double counting, that is add in only 
the net addition of henefits \\-hkh the tax dollar provides; (2) \\'e must know 
the full cost of the GoyernIllent sen'ice. 
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Yet we get little help on these questions from the budget documents. As to 
double counting, here is the rub: If a community plans to build a new parkway 
or a city hall, it is not enough to ask: What do these new facilities add to human 
welfare? Why it is not enough needs explanation. Because, had the funds 
been left in the hands of private families llnd other taxpayers, they presumably 
would have spent those funds for personal well-being. In short, whenever we 
are asked to support a new Government project (or, even to continue an existing 
project) we should ask ourselves: Will this Government project add more to 
human well-being than if the funds had been left in private hands'! It is the net 
increase in benefits from such Government expenditure, which should be the real 
test of whether or not a public expenditure is justified. 

It mayo be asked: But how do you assess the benefit from Government spend
ing, then subtract the loss in private spending suffered by the taxpayers, and 
finally arrive at a net figure of the value of the Government project·! 

A useful answer to this conundrum is threefold: 
(1) Unless you can answer it, how do you know whether a given Government 

venture is justified or not? Are you not merely groping in the dark? 
(2) Even if you cannot nail down the precise number of dollars which enter 

into this calculus, once you get into the custom and habit of trying to make such 
caculation, you will be surprised at the light which this formula will shed on 
newly proposed Government projects and activities. 

(3) J;'inally, it will encourage legislators and government officials at all levels 
of Government to sharpen their pencils to justify their proposals, if they know 
that alert citizens are watching and stand ready at all times to ask the right 
questions. The citizen taxpayer by using his own sharp pencil will help improve 
the decision-mal;:ing process at alllevelR of Goverument. 

So Illllch for the question of double connting and getting at the net gain from 
Government sp2nding. Let us no\\' turn to the other question: 'What is meant by 
the full cost of Government spending'! 

There may be a large difference between the accounting or book record cost 
of a project and the full economic cost. Unless we can determine the full eco
nomic cost of a project we canot even begin to answer the former question of 
the net gain from Government spending. 

Since funds have alternative uses, they have a price; namely, interest. Gov
ernments absorbing revenues should calculate as part of the cost the interest 
which those revenues would earn in other uses. The interest rate charged by the 
Government to itself may seem a matter of indifference to the taxpayer, but it 
is a vital guide for testing Government efficiency and economy. In deciding, for 
instance, whether a new hydroelectric project is worth its cost, the Government 
must compare the cost of the dam, powerplant, etc. incurred in the present with 
benefits produced over the next 20 or 30 years. But future income is worthless 
than the same amount of current income. Future income is discounted; current 
income can be invested to yield a continuing return. It is this yield on invest
ment, or the interest rate, which must be deducted from future benefits to compute 
their present worth. One hundred dollars 10 years in the future is now worth 
$74.41 discounted at 3 percent, but only $55.85 if discounted at 6 percent. 

Using 'an interest rate far below the market cost of capital will seem to justify 
projects whose benefits are just not worth the cost. Government would divert 
funds from private uses yielding 6 percent or better to public uses yielding only 
half as much. 

A project maybe built to last 20 years, or 50 years. Too Iowan interest rate 
will seem to fa VOl' the more durable design even when the additional cost of 
longer life is a poor investment. 

Sometimes a case is made for a Government project on the ground that the 
Government can borrow cheaper. First, this is by no means always true. Sec
ond, even when apparently true, Government borrowing involves a hidden real 
cost. Where Government can ,borrow cheaper than private individuals, it is be
cause the Government has the taxing power to make good on failures and unwise 
expenditures. Government projects do fail and have to be charged off; many are 
not worth their cost. The general taxpayer is called upon to foot the bill. To this 
extent "the cheaper borrowing" argument is a delusion. 

Government buildings, land and other property and Government activities 
generally do not pay taxes. Tbey are tax sheltered. This means other private 
activities must bear the tax burdens properly imputable to Government activities 
and projects. In short, in trying to assess the cost-benefit ratio and the net gain 
from a Government project we should add in, as part of the cost, the taxes which 
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would be levied were the project in private hands or had the funds been privately 
spent. . 

Governments, furthermore, generally do not make annual depreciation charges 
for their depreciable assets; when the assets are worn out or become obsolete, they 
must be replaced. Again, to get at the full cost of a Government project, depreci
ation should be accounted for; if not, there is no way to arrive at a calculus of 
the net gain of the project in terms of human well·being. Government spending 
which yields future benefits over a number of years may overstate the economic 
cost in the year of expenditure, although this is no argument for a separate 
capital budget. 

Government ;accounts are rarely clean cut. Overhead costs of a given project 
are rarely fully counted in. Government activities and projects often rely on 
the services of other -Government departments and divisions, for which they pay 
nothing. Unless such costs are added in, there is no way of knowing how to 
equate fully benefits against costs; this leads to irrational Government spending 
and decisionmaking, to less than optimal allocation of resources. The oppor
tunity cost principle applies fully to these issues, and if full costs are not known 
or are hidden we are certain to increase misallocation of resources. In the 
private sector of our society, however, any economic or business activity has to 
meet all these tests; otherwise the consumer will mark it for termination via 
the losses incurred. 

Thus, if the budget is to be an economic document; two steps must be taken. 
First, an attempt must be made to arrive at the full costs of Government serv
ices. Second, an effort must 'be made to compare the benefits of public spending 
(corrected in line with the above points) with the benefits which would accrue 
from the same amount of private spending. 

Senator Proxmire's orderly, comprehensive and thoroughly documented case 
made in depth in September 1962 against the Glen Elder Dam and irrigation 
project (opposed by over 90 percent of the farmers in the district) is a classic, 
perhaps without precedent cost-benefit analysis. The Senator's presentation 
occupied over 50 percent of the Congressional Record of September 29, 1962, 
covering some 70 pages. It was fortified with numerous references to and 
.quotations from the most competent professional literature in this field. Yet, 
the project was voted an initial sum of three quarters of a million dollars in 
"1962 and is now down for $5 million in the budget for fiscal 1964. As more 
legislators and the public discover that there are ways to measure the benefits 
against the costs in Government projects we can assume that waste will be 
reduced and the limited funds will be used where they will maximize general 
well-being. 

In submitting their requests to the Bureau of the Budget, Government agen
cies do at times make cost-benefit analyses but these rarely find their way into 
the budget documents. This leaves the citizen and often the legislator at sea. 

V ser charges 
Whenever practicable, the costs of Government programs, which provide bene

fits to identifiable groups or individuals in excess of benefits to the general pub
lic, should be borne by those receiving the benefits. Toll roads were a step in 
this direction. User charges may need to be geared to time of use. Highway, 
!bridge, and street congestion may never be resolved until the user charges are 
based on the costs to which a user puts the community. An offpeak user of road 
facilities, for example, may cost society nothing. Such user charges represent 
.at least a partial utilization of the price system in the Government sector. 

NEW BUDGET ITEMS BEGIN SMALL 

The budget has grown to its present dimensions partly because new spending 
proposals are launched by the administration or the Congress or both at a snail's 
pace with low first·year spending figures. Government bureaus commonly under
·estimate costs by very wide margins. 

A congressional subcommittee said, "A 12-month budget reveals only the tip 
·of the fiscal iceberg. * * * Cost estimates, to be meaningful, must be based on 
the full expected lifetime of programs." 

It appears that the budget for 1964 calls for expenditures of some $6 billion 
for Federal subsidy to education over the next 5 years, but only $144 million is 
to be spent in fiscal 1964. A Domestic Peace Corps is proposed to run to 5,000 
:persons within 3 years, but the first-year cost will be very low, as shown by 

'99-375-63-17 
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the assumption that by this summer it would have only a few hundred persons. 
A 3-year, $500 million local mass transit program is put down for only $10 million 
of spending in fiscal 1964. By stressing the initial low cost, neither the citizen 
nor the legislator is likely to make the wisest decision. 

In 10 years, total Federal aid to State and local governments will have almost 
quadrupled, rising from $2.7 billion in 1954 to an estimated $10.4 billion in 1964. 

These are typical examples. Probably we should say more: they are the 
rule, with almost no exceptions. By beginning small, it is easy to introduce new 
items into the budget and the legislative and appropriation streams. 

It is to be expected, of course, that it takes time for a new program to be 
launched and mount its stride; thus some increases are to be expected after the 
first mDnths Dr a year or so Df a new prDgram. Perhaps, needless to' say, SDme 
Jegitimate GDvernment programs should be expected to grDw more Dr less (not 
exactly) in keeping with the growth Df Dur pDpulatiDn or other variables. FDr 
many this is nDt true; perhaps defense spending is the best example. 

But when the cDncerned citizen says, "CDngress has IDSt cDntrDI Df spending," 
he generally refers to' this virtually inherent and unstoppable grDwth which 
seems to' be built intO' nearly all Government programs and prDjects. 

In Drder to' encDurage greater fiscal responsibility, to' help disclDse future 
liabilities, and to set up better prDcedures fDr determining priorities, S. 537, 
intrDduced by SenatDr JDhn L. McClellan and 75 Dther SenatDrs (to' create a 
JDint CDmmittee Dn the Budget), prDvides that-

"The annual budget Df the United States shall henceforth include a special 
analysis Df all active long-term cDnstructiDn and develDpment programs and 
projects authorized by the CDngress, shDwing for each the tDtal estimated CDSt, 
and the actual Dr estimated expenditures during priDr fiscal years, the current 
fiscal year, the ensuing fiscal year, and subsequent fiscal years. All grant-in
aid prDgrams shall be included in this analysis, in a separate grDuping, shDwing 
under the heading 'Subsequent Fiscal Years' fDr grants Df indefinite duratiDn 
the estimated annual CDSt fDr a 10-year periDd. Each agency carrying Dn any 
prDgram by utilizatiDn Df the borrDwing authOrity shall, at such times as the 
cDmmittee shall specify, repDrt to' the cDmmittee upDn the extent Df its bDrrDw
ings under such program. UpDn request Df the jDint cDmmittee, any agency shall 
submit to' the ApprDpriatiDns CDmmittees Df the HDuse Df Representatives and 
the Senate estimates for prDpDsed apprDpriatiDns Dn an annual accrued expend
iture basis." 

In a later sectiDn this matter is explDred further. 
Annual repDrts Dn perfDrmance by each agency Dn a basis Df CDSt benefit, 

pDssibly under the supervision of the Bureau Df the Budget, would be useful. 
The President might, in turn, submit to' CDngress an annual repDrt Dn the e}"ecu
tive departments and agencies. Wherever possible year-to-year changes cDuld 
be identified. QuantificatiDn Df results ShDUld be stressed, WithDUt ignDring 
quality. Such annual review wDuld be Df great interest to' the cDncerned tax
payer, to' writers and editDrs, as well as to' the executive branch itself and the 
several cDngressiDnal cDmmittees, including the CDmmittee Dn GDvernment Opera
tiDns. HDW to' keep such perfDrmance evaluatiDn free frDm pDlitical self-cDngrat
ulatiDns wDuld be a major prDblem. 

MDuntains of statistics, fDr example, are prDvided Dn Federal grants to the 
States, local gDvernments and fDr Dther purposes. But the almDst total absence 
of any objective evaluation Df these aid programs cDnstitutes a great vDid. NO' 
infDrmatiDn is prDvided fDr setting up priDrities. There is nO' analysis of the 
degree to' which aided prDgrams becDme relatively Dverdeveloped and distDrt 
State and IDcal expenditures-Dverstimulating subsidized pr-ograms at the 
expense Df equally urgent unaided prDgrams. Having such legislatiDn expire at 
a specific near-term date would at least fDrce a cDnfrDntatiDn Df priDrities bDth 
in the executive branch as well as in the legislative branch. This should enCDur
age a superiDr allocatiDn of reSDurces and Dpen up DPPDrtunities to cancel the 
program Dr make needed changes. 

EXPANDED CONSOLIDATED CASH BUDGET AND OTHER BUDGETS 

The administrative budget is Dbsolete and misleading, as noted above. A 
Chamber Df CDmmerce CDmmittee Dn the Budget, appDinted at the request of 
the President Df ,the United States in 1962, concluded in its report to him: 

"The fOCfll points in measuring the impact Df Government fiscal operatiDns are 
the tDtal of cash receipts frDm the public, the total of cash payments to' the 
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public and the resultant effect on the public debt. (The timing of the impact 
may vary from the cash flows, however.) 

"So-called trust funds are an integral part of the whole picture. In recent 
years trust fund receipts have grown proportionately faster than budget 
receipts. They should not be omitted from any comprehensive presentation of 
the Government's fiscal program. 

"Important categories within such a cash budget should be clearly shown by 
columnar form or approprirute groupings, such as the amounts of trust fund 
income and trust fund outgo, loans and self-liquidating investments repayable in 
dollars, and public enterprise receipts and disbursements. Thc amount of the
net trust fund accumulations or withdrawals should be clearly segregated 
from the surplus or deficit. 

"A comprehensive cash budget, carefully evolved and tested, should ultimately 
replace the present administrative budget" (November 19, 1962, Edwin P. Neilan r 
chairman). 

It will be noted that trust funds should be included as well as Government
enterprise funds, although money orders, for example. written by the Post Office' 
might be omitted. Trust funds are expected to amount to $29.5 billion in 1964~ 
and enterprise funds, $19.9 billion. Of the latter, Commodity Credit Corporation 
will account for $8 billion, the Post Office for $4.5 billion (not including over $5, 
billion in mUlley orders), Federal National Mortgage Association for $1.7 billion 
and the Export-Import Bank for $1.8 billion. In order to overcome the inertia 
and bad habits of the past, no separate table covering only the administrative' 
budget should be published, although this budget might be a part of the con
solidated cash budget. 

The administrative budget is concerned generally with the net amounts of the 
trust and the enterprise funds. But here is an importallJt pOint to be noted by 
those who argue that the Congress must work from the administrath'e budget: 
the Congress is already inevitably dealing with the receipts and expenditures of 
both these types of funds, even though only the net (+ or -) amount finds its 
way into the administrative budget. Furthermore, nearly every year the Presi
dent or the Congress, or both, are concerned with legislative changes which 
would affect the net amount and the gross eJ\jpenditure and gross receipts of 
most of the trust and enterprise funds. Even more important, the flow of 
moneys into and out of both types of funds has important impact on incomes 
(alld costs) of individuals, businesses, and often certain sectors or gcograllhical 
regions of the economy. In short, the case for moving promptly toward a 
modified and expanded consolidated cash budget is strong. 

Government loans and loan guarantees which do not appear in the budget 
may nevertheless have a significant economic impact on the economy and may 
merit inclusion. 

There is little infoMnation in the budget on Government costs such as over
head, material, labor, or per unit cost of output. We have little information on 
changes in efficiency in Government. Without much more cost analysis many 
key questions remain unanswered. 

Federa.l 8eotor aooount8 
There has been a growing use of the Federal sector accounts of the national 

income and product accounts to provide a more precise measure of the direct 
impact of the Central Government on our current flow of income and output. 
The cnsh budget obscures the economic impact of Government activity by con
centrating on cash flows and largely ignoring the timing of the ill1lpact. Yet 
timing may be of considerable importance. Defense contracts, for example_ 
may involve payment after delivery of the goods, or some advance payments and 
some progress payments. 

At times the mere announcement of a large Government program 01' an enlargell 
appropriation sets in motion economic forces well in advance of any letting of 
contracts or purchases. A Government bureau (or an individal) employee may 
be engaged to accomplish a given end-perhaps months. a year or even several 
years ahead, yet the employees are paid currently and well in advance of the 
"delivery" of the product sought. 

There probably is no complete solution for this problem of timing the economic 
impact. But the Federal accounts budget is superior to its two competitors in 
this respect. Business taxes are recorded here as they are accrued by the pri
vate sector, rather than when they are collected. On the expenditures side more 
current timing is also found, rather than relying on the timing of when checks 
are issued. 
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On the other hand, many capital or financial transactions which are includeq 
in the cash statement are excluded from the Federal sector account. These 
items consist primarily of loans, mortgages, and other financial claims. Yet 
these substantially affect the capital and credit markets. Also purchases and 
sales of existing assets are excluded, such as land and secondhand property. 

Were it wise and practical it would be desirable to have but one budget; 
perhaps with time this can be evolved and is certainly worth sustained search. 
But the Bureau of the Budget states: "* * * many Government activities be
sides receipts and expenditures affect the economy. For example, a rapid ex
pansion in new appropriations and in Government orders could stimulate a 
rise in business activity well before either the delivery of goods, the performance 
of services, or the payment for them. The management of the public debt is 
a further factor which has a significant impact in the money and credit markets 
·of the economy. Consequently, in evaluating the economic impact of Federal 
Government activities, there is no SUbstitute for complete and detailed analysis 
.of the Government program in all its aspects" (the Budget, p. 331). 

Were it not for the increase in size involved, it would be highly desirable 
.also to have data not just for 3 years but perhaps for 1940, 1950, 1955, and 
1960 as well as the 3 years now included in the annual budget. Possibly in 
some additional key tables, data covering the longer span would be justified. 

The student of the budget must also take into account inflation of the 
past, the rise in population and the real growth of the economy. To correct 
,all current budget data and tables for these variables in the budget documents 
would be a herculean task. Nevertheless, something of this type must be 
-done in many cases in order to avoid meaninglessness and distorted comparisons. 

The defects in the congressional control of appropriations and expenditures 
has been widely known for many years. The national chamber has drawn 
attention to this matter repeatedly. Its current position states: 

"Congress and the executive departments should use the most effective or
ganization and procedures for budget preparation, reView, authorization, and 
control. It is essential that the appropriation structure be designed to reflect 
the costs of performing governmental functions, activities, and projects. Ade
quate information on proposed appropriations and expenditures and adequate 
congressional staffs for review and analYSis of fiscal legislation are essential. 

Before reporting an authorization, each legislative committee should be re
quired to submit an estimate of the total cost of the measure to the Appropria
tions Committee. All authorizations to obligate or to expend Federal funds 
should be subject to review and modification by the Appropriations Committees 
of Congress giving due consideration to the fiscal effects thereof. 

Many permanent authorizations and appropriations have outlived their pur
pose and should be discontinued. Each authorization act should contain a 



THE FEDERAL BUDGET AS AN ECONO:MIC DOCUMENT 257 

specified date after wbich it should expire if no appropriation has been made. 
The authority and responsibility of the Bureau of the Budget for determin

ing Government expenditure policies and levels should be strengthened. This 
should include authority to curtail or eliminate spending programs no longer 
considered essential." 

Capita~ budget 
The chamber committee opposed the establishment of a separate capital 

budget. Most foreign countries wbich have such budgets have gone down the 
Socialist road much further than we have, so that the reason for separating 
capital and other budgets is more potent in many foreign countries. This 
does not mean, however, that the budget documents could not be greatly im
proved by adding more analysis on the economic impact of capital expenditures 
particularly as to amounts and their timing. The budget might well carry 
more information on existing and proposed capital costs: What time span is 
involved? What is the interest rate assumed? What are the maintenance 
costs? What is the life of the asset, etc.? 

FUNCTIONAL BUDGETING 

Much of the budget documentation is classified not by function or purpose 
but for "housekeeping" reasons. The table listing budget figures for inter
national affairs and finance; agriculture; natural resources; commerce and 
transportation; health, labor and welfare; and education (the Budget, p. 16) 
covers such broad categories that the data is largely meaningless for any 
purpose (except for year-to-year comparisons if all other matters stay the 
same). Many of the functions covered in the wbove categories are also covered 
to some degree under other titles. For example, a Member of Congress de
cided to postpone appropriations for education in 1961 'because, upon a pre
liminary review, it was discovered that educational activities were carried on 
by such a host of agencies, officcs, diviSions, bureaus, and other bodies, that 
no one in the Government really knew what the total figures were or what 
the educational end result or accomplishment had been . 

. Expenditures for education provide perhaps the most horrible example not 
only of unevaluated results, but also of most widely scattered educational 
activities throughout the Federal establishment as shown by the accompany
ing table prepared by Department of Health, Education, and Welfare. 

Here are listed some 66 programs scattered throughout 9 different depart
ments and another 23 programs in 11 other agencies (89 programs in all). 
Thus, it is not surprising that many citizens and Members of Congress urge 
an evaluation of what we have before going further into new programs or 
expenditures. 



FEDERAL PROGRAMS FOR EDUCATION 

TABLE l.-Financial support of Federal programs for education: 1950-51 to 1958-59 

Department or agency and program 

(1) 

Academic 
level I 

(2) 

Amount of Federal support, by year (thousands of dollars) 

1950-51 

(3) 

1952-53 

(4) 

1954-55 

(5) 

1956-57 

(6) 

1958-59 

(7) 

TotaL __________________________________________________________________________________________ ______________ 2,511,829 1,416,898 1,571,535 1,968,246 2,413,186 

737,864 Department of Health, Education, and Welfare_______________________________________________________ ______________ 111,370 310,575 392,240 457,277 

Office of Education: o ffice administration _________________________________________________________________________ _ 
Ci vii defense education ______________________________________________________________________ _ 

8~~g~;a~r~~~~;ia°r'cll~ :~~_~_~~ ~ ~ ~:::::::::::::::: ::::::::::: ::::::: ::::::::::::::::::::::::::: 
Fellowships for the study of mentally retarded ehildren ______________________________________ _ 
Morrill-Nelson and Bankhead-Jones funds for land-grant eolleges ____________________________ _ 
National Dcfense Education Act of 1958: College student loans ____________________________________________________________________ _ 

Programs for guidance, counseling, and testing ___________________________________________ _ 
Fellowships to prepare college teachers ___________________________________________________ _ 
Improvement of statistical services of State educational agencies __________________________ _ 
Language development __________________________________________________________________ _ 
SCience, mathematics, and foreign langnage instruction ___________________________________ _ 
Loans to nonprofit private schools for science, mathematics, and foreign language instruc-

tion fnciJities. Utilization of new educational media _____________________________________________________ _ 
Public library services for rural areas _________________________________________________________ _ 
School support in federally affected aress _____________________________________________________ _ 
Vocational ed ucation _________________________________________________________________________ _ 

Federally aided corporations: 
American Printing House for the Blind ______________________________________________________ _ 

~~;;,~~~et ~i~!~~iet-i ~:: ~::::::::::::::::::::::::::::::::::::: :=::::::::::::::::: ::::::::::::::: 
Food and Drug Administration: Consumer and industry education ___________________________________________________________ _ 

Training for State and local officials __________________________________________________________ _ 
Office of Vocational l'ehabilitation: 'l'raining of Indi vidual rehabilitants __________________________________________________________ _ 

~;~f~f~~ :~g ~~'ht~~~f~~~~~ ~~~j_e_c_t~:::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
Public Healt1 Service: Communicable Disease Center _______________________________________________________________ _ 

Education in hospitals _______________________________________________________________________ _ 
Education of public health personneL _______________________________________________________ _ 
Indian heal t1 ________________________________________________________________________________ _ 
Research fellowships _________________________________________________________________________ _ 
Traln~eshlps and training JITants _____________________________________________________________ _ 
Robert A. Taft Sanitary Engineering Center _________________________________________________ _ 

ES, H, A_ __ 2,879 5,149 3,506 4,871 8,229 
A___________ ____________ ____________ 45 58 ___________ _ 
FL _____________________________________________________________________ _ 
H___________ 0 0 0 941 2,752 
H___________ 0 0 0 0 0 
H___________ 5,030 5,030 5,052 5,052 5,052 
H ______________________________________________________________________ _ 

ES__________ 0 0 0 0 9,677 H___________ 0 0 0 0 5,294 
ES__________ 0 0 0 0 367 H___________ 0 0 0 0 5,010 
ES__________ 0 0 0 0 50,630 ES _____________________________________________________________________ _ 

H ___________ 0 0 0 0 1,600 ES, A _______ 0 0 0 1,440 5,218 ES __________ 16,727 200,084 214,507 172,835 215,066 
ES,H,A ___ 26,685 25,366 30,351 37,063 44,638 
ES __________ 125 185 215 240 410 
ES, H ______ 368 503 674 3,162 972 H ___________ 4,262 4,047 7,654 3,686 4,636 
A _______________________________________________ ~ ______________________ _ 
A ______________________________________________________________________ _ 

H, A ___________________________________________________________________ _ 
H___________ ____________ ____________ 299 1,999 4,600 
H___________ ____________ ____________ 790 2,938 4,799 

A___________ ____________ 370 396 
ES, H, A___ 191 187 181 A___________ ____________ ____________ 633 ' 
A ______________________________________________ _ 
H___________ ____________ 2,014 2,558 H___________ ____________ 7,977 11,488 
H___________ ____________ 127 149 

567 
216 

1,150 
179 

5,416 
30,836 

357 

769 
215 

1,272 
283 

10,154 
60,203 

318 



St. Elizabeths Hospital training for staff and volunteer workers ___________________________________ H ______________________________________________________________________ _ 
Social Security Administration: Children's Bureau training progranL ____________ . ____________________ . _______ . ________________ H___________ 477 695 482 596 

Bureau of Public Assistance consultation and training ______ . ________ . _______ . ________ • _______ H, A ________ _______________________________________________ _ 
Surplus Property Utilization Dh-islon allocations for educatlon __________ .________________________ ES, H_ _ ____ 54,626 58,841 113,260 183,675 

2,665 
669 

292,366 

Department of Agriculture _________________________________________________________________________________________ _ 
1-------1------1------1·------1-------Agricul tural Extension Service____ ____ ____ _ ______ __ ________________ ______ ___ ______ _ ___ ___ _ ___ ___ __ H __________ _ 

llevenue from national forests and submarginal lands_ _ ___________________________________________ ES _________ _ 
School iunch [U}(I milk _ _ __ _ ___ ______ ___ _____ ___ ____ ________ ___ ___ ________ ___ _____ __ _________ ______ ES. ________ _ 
State agricultural experiment stations _____________________________________________________________ H ___________ I===~=I==~==I==~==I==~==I,===~= 

Department of Conllnerce __________________________________________________________________________________________ _ 
I--~---I------I------I-------I-------Census training for foreign technlclans ____________________________________________________________ H __________________________________________________________ _ 

171,154 195.693 245,071 398,399 

32,141 32,117 39,800 50,030 
8,435 17,490 16,871 29,080 

118,082 133,540 169,291 290,431 
12,496 12,546 19,109 28,858 

5,292 4,024 2,632 2,884 

383,556 

53,885 

~ 22,880 
275,945 
30,846 

3,493 
I"<j 
1:':1 

82 
tj 
1:':1 Maritime Administration schools_ _______________________________________ ________ _________________ IL__________ 5,292 4,024 2,593 2,836 

Meteorological education and training _____________________________________________________________ If.__________ ____________ ____________ 39 48 
'I'mining in the National Bureau of StaDdards ___________________________ . _________________________ H __________________________________________________________ _ 

3,266 

~ 41 
104 

Department of Defense _________________________________________________________________________ • _______ • ___________ _ 

1-------1------1-------1------·1------
Service acndemies _________________________________________________________________________________ H___________ 13, fl48 15,956 16,351 23,4SO 
Education for military personnel at civilian Institutions ____________________________________________ II___________ 6,724 7,089 5,699 8,800 
Education for off-duty personneL _________________________________________________________________ H, A._______ 5,135 8,683 9,370 10,579 
Education for civilian employees __________________________________________________________________ lI___________ ____________ ____________ ____________ 2,095 
Education of dependent children overseas ___________________________ ._____________________________ ES__________ ____________ 8,911 16,421 24,375 
Operation of school buses__________________________________________________________________________ ES _________________________________________________________ _ 
Education for the native population on the Pacific Islands _________________________________________ ES _________________________________________________________ _ 
Medical education for national defense __________________________________ • _________________________ II___________ ____________ 75 1H 240 
Research assistantships In educatlonallnstitutions ________________________________________________ H __________________________________________________________ _ 

47,955 69,569 25,f>07 40,714 300,877 tx! 
cj 

38,f>03 tj 
9,324 0 

12,081 1:':1 
3,074 >-3 

29,699 ;.-435 
103 Ul 

405 

~ 207,253 

113,577 1:':1 
1,047 C 

0 
1,200 Z 38 0 218 

~ 61 
399 C 

59,348 
51,276 tj 

58,834 SO,263 90,794 Department of the Interior ____________________________________________________________________________ ______________ 45,834 
1-------1------1-------1------1-------

Alaska public works program_____________________________________________________________________ ES, H_______ 101 3,397 3,2f>O 1,363 
Bureau of Mincs safety training program __________________________________________________________ A___________ 7SO 837 850 898 
Education for children of National Park Service employecs________________________________________ ES__________ 14 20 27 29 
Education In American Samoa____________________________________________________________________ ES, II, A ___ _______________________________________________ _ 
Education iu the Pribilof Islo.nd8 __________________________________________________________________ ES__________ 26 34 35 43 
Education in the Trust 'l'erritory of the Pacific Islo.nds ____________________________________________ ES, H, A___ 290 300 250 410 
Education for Indians In the United States ________________________________________________________ ES__________ 27,118 30,117 37,541 49,433 
Revenue from sale of public lands_________________________________________________________________ ES__________ 17, f>05 24,129 38,310 38,618 

0 
1,416 

~ 436 
60 

686 
~ 9 

225 

Department of Justice ___________________________________________________ ------------------------------ --------------1===3;;8"'9=1=====4"'22=1,===46=1=1====530=!1====:= 
Bureau of Prisons general and social education ____________________________________________________ A _________________________________________________________ __ 
Bureau of Prisons correspondence courses _________________________________________________________ A ___________ _______________________________________________ _ 
Bureau of Prisons vocational tralnlng _____________________________________________________________ A___________ 389 422 461 530 
F HI National Academy __________________ _____ __________ ________________ ___ __ ___ __ _____ _ _ ____ __ ___ II _____________________________________________________ .. __ .. 
Police training schools .. _ _____ _______ __ __ __________ _________ ________ ____ ________ _______ _ ________ __ A __________________________________________________________ _ 

See footnotes at end of table. 1=====1===== 
~ 
Ot 
CO 



TABLE 1.-Financial8upport of Federal program8 for education: 1950-51 to 1958-59-Continued 

Department or agency and program 

(1) 

Academic 
level I 

(2) 

Amount of Federal support, by year (thousands of dollars) 

1950-51 

(3) 

1952-53 

(4) 

1954-55 

(5) 

1956-57 

(6) 

1958-09 

(7) 

Department of Labor ____ --- _ -- -- ____ -- __ -- --- __ -- ---- -- ----- -- ---- -- ---- -- __ -- -- __ ------- -- _ -- -- -- ___ -- ---- -- -- --- _1===:3=, 927===1===0,=1=88=1,===0,=23=6=1,==6=,=94=0=1===1=0';,,94=1 
Apprenticeship and tralning_ _ _ ___________________________________________________________________ A___________ 3,183 3,324 3,160 3,399 4,009 

~~~r~, ~~~~lfu:,~~piacement-ser;jces======================================================= Is========== ________ ~~ _______ ~~~~ _______ ~~~~~ _______ ~~~~_ g: ~~ 
Department of State _____ -- __ -- -- ________ -- -- -- ___ -- ___ -- __ -- -- ___ -- -- __ -- ___ -- -- -- ___ -- --- --- _ -- __ -- _ -- -___ - -- _____ 1'_=_=_ -=-=--=-=-=-_=_'1===:3=7,=:4::0=:2'1===4=:0",' =lOO==I==",47~,=:7",51:4===57,;,=8==11 

~~~~J~t:~:I~i~:~t~:~~~~::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: I:~:::::::: :::::::::::: _____ ~~~;~ ______ ~~~~~ ______ ~~~~ _______ ~~~~~~ 

18,008 25,221 24,479 30,717 

13,487 17,352 19,431 21,284 
1,055 696 229 413 
3,682 6,780 4,410 4,097 

684 303 409 4,923 

2,300 2,635 2,910 3,647 

2,300 2,635 2,910 3,647 

2,728 2,310 5,063 5,077 

Public educatlou__ ________________________________________________________________________________ ES, R_______ 2,695 2,277 5,016 5,027 7,680 
Capitol Page SchooL _____________________________________________________________________________ ES__________ 33 33 47 50 62 
Education In public welfare institutlons ___________________________________________________________ ES _____________________________________________________________________ _ 

Federal Aviation Agency______________________________________________________________________________ ______________ 101 348 266 461 1,036 
I-------I------I------I-------I---~ Aviation training of foreign natlonals ______________________________________________________________ R___________ 100 345 244 432 994 

Tuition payments for employees In nondepartmental Institutlons _____ -- __________________________ R___________ 1 3 2 9 14 
International Civil Aviation Organization Fellows ________________________________________________ R ___________ ---- ________ --__________ 20 20 28 

Federal Deposit Insurance Corporation _____________________________________________________________________________ 1=_= __ =_=_= __ =_=_= __ =_'1'_=_= __ =_=_= __ =_=_= __ '1= __ =_= __ =_=_= __ =_=_=~II====7=I'====1=4 

Employee educatlon_ _ ____________________________________________________________________________ R___________ ____________ ____________ ____________ 7 1_4 



Training and research ccnters _____________________________________________________________________ H __________________________________________________________ _ 
Research at educational Instltutions ___________________________________ . ____________________________ H___________ 710 618 675 580 

Basic rescnrch ________________________________________________________ .. ____________________________ H ___________ _____ _______ 1,813 8,009 
Research facilities_ ____ ________ ____ ___ _________________ ____ _______ _ _ _ __ __ ___ __ _____ __ _____ _________ H ______________________________________________ _ 
Fellowshlps_____ __________ __ __ ____ ___ ________________ _ ___________ _ _ _ ____ _________ _________________ H_ __________ _____ _______ I, 366 1, 784 
Institutes, coursc content Improvemeut, and special projects ______________________________________ ES, H______ ____________ 41 316 

Office of Civil and Defense Moblllzatlon _______________________________________________________________________________________________________________ _ 

Civil defcnse resident and extension schools _______________________________________________________ A_ __________ ____________ ____________ ____________ ____________ 529 
Training and cducatlon eontrlbntlons to States ____________________________________________________ A___________ ____________ ____________ ____________ 707 1,212 

SroalJ Business Admlnlstratlon ________________________________________________________________________________________________________________________________________________ _ 

Management tralnlng____ _________________ _______________________________________________________ _ A ____________________________________________________________ • _________ _ 

Tennessee Valley Authorlty _____________________________________________ ------------------------------ ______________ 1 ___ 5_9_3+ ___ 5_5_7_1 _____ 1 _____ 1 ___ _ 

Cooperative research, tests, and demonstratlons ___________________________________________________ H ___________ 
1
==="'5"'93;,,1,===5=5=7,1=======II======I,===== 

Veterans' Admlnlstratlon_ -__________________________________________________________________________________________ 2.:.' _1_2_0.:., 2_1_6-1-__ 72_5.:.'_57_2_1 ____ --:-.1 __ -:-_-:-1 ___ ___ 

Vocational rchab!l!tatlon__________________________________________________________________________ H, A________ 176,875 57,769 Education Ilnd tralnlng ___________________________________________________________________________ H, A________ 1,1143,341 667,803 

War orpbans educational asslstance_ -------------------------------------------------------------- HH', AA-_-_-_-_-_-_-_-_ ° ° Fees to educatioual Institutlons_ _ _ ________________________________________________________________ ° ___________ _ 

485 582 593 

485 582 593 

710,084 S13,955 602,036 

40,770 30,59S 22,307 
664,514 773,906 566,366 

0 2,351 7,663 
4,SOO 7,100 5,700 

I Academic levels: ES=Elementary-secondary; H-Hlgber cducatlon; A=Adult education. 
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Many agencies are involved in area redevelopment, yet no adequate clue to 
this is found in the budget (the Budget, p. 175). This makes a cost-benefit 
evaluation impossible. 

Similarly, it is doubtful that the table on water research (the Budget, table 
0-13, p. 404) performs any useful purpose. Here it is: 

Obligations 01 Federal agenCies lor water research and surveys 
[In millions of dollars] 

Agency 1962 actual 1963 estimate 1964 estimate 

Departments of: 
Agriculture_______________________________________________ 11. 0 12.3 11.7 
Commerce. ___________________ . _______________ .___________ 2.1 1. 9 2.0 
Defense .. _____________ .___________________________________ 1. 8 2.4 3.8 
Health, Education, and Welfare__________________________ 8.2 19.0 Ii.4 
Interior___________________________________________________ 17.5 24.8 34.9 

Atomic Energy Commission__________________________________ 3.7 3.8 4.0 
National S ience Foundation_________________________________ 1. 9 1. 9 2.0 
Tennessee Valley Authority__________________________________ .5 .7 .9 

1---------1---------·1--------
Total___________________________________________________ 46.7 66.8 76.8 

The interests and purposes of the eight agencies (and, of course, many sub
agencies within these eight) may have only one thing in common: water. It 
is about as relevant as would be a table on food consumed by man, other mammals, 
nonmammals, insects, birds, fish, and dozens of other living things. For pur
poses of research and water use both the Government and the citizen may have 
an interest in water, but it seems unlikely that such interest would ever be 
served by the figures in this table. Se\'eral of these agencies are wholly unrelated 
one to the other, as is their interest in water. How many congreSSional appro
priation committees and their subcommittees will find this table useful? The 
answer probably is, none. It would seem that this table symbolizes the all too 
frequent departures from functional budgetmaking. After hearings the Senate 
Committee on Interior and Insular Affairs reported favorably in 1963 on S. 2 
dealing with water resources research centers without making any reference to 
this table. 

At another level, how do we justify a jump in expenditures (or obligations) 
on water research from $46.7 million in 1962 to $66.8 million in 1963 and another 
increase of $10 million in 1964? or the changes within the eight agencies from 
1962 to 1963 to 1964? Possibly every figure and every change is justified, but 
a stuffy of the budget (in any of the three forms) provides little or no insight. 
The budget devotes only 20 lines to this $77 million subject. The appendix, of 
1,200 pag-es, in its index carries no title of "Water Research," nor any clue 
under water or research as to where the content of the above table is discussed 
or elaborated upon. 

The requirements for sound budgeting as a device for decisionmaking and 
control are the same everywhere. Most students of government budgeting, 
whatever their shade of opinion, both here and abroad, agree on certain broad 
principles of effective budgeting: (I) View as a whole; (2) functional approach. 

1. The budget must be viewed as a whole at both the executive and legisla
tive levels. Each program must be appraised in the context of all the other 
programs both complementing it and competing with it. This is not done now 
as we have seen. Funds allotted to each program and activity should be assessed 
in a compresensi,e context. Without an overview there is no sense of propor
tion or priority. Costing programs is a way of trying to make incommensurable 
programs comparable: it also forces program decisions to be consistent with 
overall resources available. Making programs and agencies compete against 
each other for bigger shares of the budget pie before the judgment of the highest 
level policymakers simUlates market competition for the consumer dollar. The 
citizen's election vote may be indivisible, but the budget dollar is finely divisible, 
provided the ~ecisionmaker is faced with a problem of allocating funds among 
competing programs, rather than with the voters' either/or choice among ranked 
priorities. 

Comprehensive budgeting as an annual practice should focus on new programs 
and projects and on changes in the size and scope of existing programs. It is 
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not practicable for Congress to reconsider in depth every year each and every 
item in the budget. For the budget includes many commitments beyond the 
current year and the budget is massive. Some of the commitments are contrac
tual, such as interest payments on debt. Others, on the other hand, such as agri
cultural payments and various grant-in-aid payments to States and localities 
should be subject to periodic reconsideration. 

The budget, by and large, initially is viewed and prepared as a comprehensive 
whole, under the aegis of the Bureau of the Budget. It is presented to Congress 
as a package. Proposed total expenditures are considered in the light of antici
pated revenues; any requirements for additional taxation or borrowing are 
noted and appropriate legislation recommended. 

The procedure for congressional consideration, however, is appalling. Tax 
proposals are considered piecemeal. Separate portions of the President's ap
propriations request are scrutinized by different cOIWllittees, and not considered 
as a package. Tax legislation and appropriation legislation are enacted in 
splendid isolation one from the other. The piecemeal approach applies not only 
to appropriations and tax legislation, but also to the review of programs incorp
orated in the President's budget and of such additional programs and appropria
tions as Members of Congress may themselves initiate. 

Various institutional improvements have been suggested, including expansion 
of congressional staff to perform sorne of the functions for Congress which the 
Budget Bureau performs for the executive branch. Students of the budget 
process agree on the urgent need for reform enabling Congress to consider all 
appropriation requests jointly rather than separately. Such a reform would 
make the budget a more useful instrument; it would strengthen congressional 
control over appropriations, and it would make such control a more positive 
influence. 

The president of General Motors Corp. ought not to think in piecemeal terms; 
the President of the United States dare not think in such terms; but the Con
gressman who owes his election to particular groups in a minor portion of a 
single State is under great pressure to think merely in local terms. 

Members of the Legislature are given committee assignments and develop 
special staffs; out of this division of labor arises "pigeonhole" thinking and some 
pet projects, vested interests, etc. 

II. The second broad principle of effective budgeting is a budget breakdown 
by function. or functional budgeting. This is needed at the stages of budget
making in the executive branch and of budget evaluation and final determin:1tion 
in Congress. Various activities which are integral contributors to the same 
objective should be grouped, so that the cost of meeting the objective is visible 
and an informed decision may be made on its worth. Alternative programs 
for accomplishing the same objective should be grouped so that they can be 
compared in cost and effectiveness, so that duplication may be avoided, so that 
the objective may be achieved in the measure intended rather than unintention
ally underachieved or overachieved. Such grouping of related programs also 
permits consideration of side effects, or spillovers, and a more meaningful recon
ciliation of program appropriations with overall budget objectives. 

With functional budgeting. it would be possible to simplify and reduce the 
bulk of the executive budget which must be considered by Congress. With the 
data selected and classified for the purpose of facilitating evaluation, compari
son, and choice, it would be apparent just where much unessential detail could 
be eliminated. 

Just what is a functional classification of programs and activities is a matter 
for informed judgment. It should facilitate answers to the two questions: Are 
the returns worth the outlay, and are they equal to returns from alternative uses 
of the funds? There is no simple rule, no single classification. Yet, even without 
precise benchmarks, it is clear that the budget falls considerably short of being 
organized functionally. 

For example, Federal regnlatory and operating functions in transportation are 
spread over several departments and independent boards and commissions. Yet, 
perhaps common carrier transportation, whether by road, rail, air. or water, 
should be considered jointly. Subsidies and tax policies applying to one form of 
transportation vitally affect the others as well. Jurisdiction over river valley 
development is shared by several groups with conflicting objectives: the Corps 
of Engineers is interested in navigation and flood control, the Bureau of Rec
lamation in irrigation, Interior Department in conservation, the Federal Power 
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Commission'in hydroelectric power. These conflicting claims on multipurpose 
project design and utilization are best resolved if forced into a confrontation. 
Policies and programs for depressed areas are scattered over many departments. 

Functional budgeting can only go so far, without a parallel administrative 
organization. The lack of functional budgets only reflects nonfunctional agency 
and department breakdowns, which prevent the comparison of alternatives rele
vant for choice which fall under a different jurisdiction. In fact, such alterna
tives become bones of contention between functionally overlapping agencies and 
bureaus. Or, as in river valley development, multiple agencies with conflicting 
purposes contribute to piecemeal planning and programing. 

A revolutionary experiment in functional budgeting has been instituted in the 
Defense Department.' Its $50-0dd billion planning and programing is no longer 
divided solely according to the three service branches but among nine program 
packages: central war offensive forces, central war defensive forces, general 
purpose forces, sealift and airlift, Reserve and National Guard Forces, research 
and development, servicewide support, classified projects, and Department of 
Defense. 

This grouping of programs, in accordance with their contribution to specified 
national security objectives (rather than by service branch), facilitates com
parison and choice between alternative means of achieving the same objective 
and makes an approach to testing by the benefit-cost principle. The poten
tial savings, without loss of security, are said to be great. Program elements 
within each program package will compete with each other in terms of their 
cost and effectiveness. Polaris submarines will compete for funds with Atlas 
missiles and certain other missiles (since all are part of the central war offen
sive forces program package), rather than with aircraft carriers, which are 
part of the general purpose forces program. Carriers in turn will compete with 
tanks. The choice among program elements is made in the context of two over
riding decisions: the allocation of the defense budget among the nine program' 
packages, in terms of their relative contribution to the joint goal of national 
security, and the legislative decision on the total size of the defense budget, 
in view of other conflicting claims, both public and private, for national re
sources. 

So far as Congress is concerned, functional budgeting is a tool of limited 
use as long as appropriations are considered piecemeal and without reference 
to tax revenues. The congressional breakdown of committees and subcom
mittees no more corresponds to the realities of relevant alternatives and com
plementing activities than does the executive organization. The breakdown 
of legislative committees and subcommittees does not correspond to the break
down of appropriations committees and subcommittees; even if it did, this 
separation of functions hampers rational decisions. Let us look at this in more 
detail. 

OONGRESSIONAL ORGANIZATION FOR BUDGETARY OONTROL 

Budget handling in the Congress is in relatively greater need of repair than 
in the executive branch. For some years the national chamber has urged that 
both the House and the Senate shonld provide each with "a center of financial 
management" so that it can more effectively examine the budget as a whole 
and base its actions on the overall fiscal situation, after giving consideration 
to the relationships of spending to receipts and borrowings and to the relative 
priorities of various programs. 

One of the major difficulties to sound congressional control over budget mat
ters stems from the manner in which its committee structure is organized. 
The basic work of Congress is, of course, done through its committees. The 
organization of Congress makes no provision for a budget committee in either 
the House or Senate, nor is there an operational joint committee to deal with 
budget matters. 

Basic work in Congress on the several elements of budget and fiscal policy
revenues, expenditures and debt management-is accomplished by several com
mittees. And most of the legislative committees get into the act in varying 
degrees, even though the principal committees assigned to deal with budgetary 
matters are (1) the House Ways and Means Committee; (2) the House Appro
priations Committee; (3) the Senate Finance Committee; (4) the Senate Appro
priations Committee. 

• H. C. White and R. J. lIIa~ey, "Program Packaging-Opportunity and Peril," United 
States Naval Institute Proceedings, December 1961, pp. 23-2". 
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The expenditure program is considered in a series of 12 to 15 separate appro
priations bills which are dealt with and passed upon at different times. Neither 
appropriation bills nor new spending programs are considered in relation to 
the amount of estimated revenues or to the debt ceiling. The entire gamut of 
budgetary actions taken by Congress is conducted in a fragmented fashion, even 
though the budget comes to the Congress as a unit. 

A major deficiency in control of public money is the failure of both Houses 
to organize their committee structures to provide a strong and authoritative 
"center of financial management" in each, to give study and consideration to 
all budget and fiscal m3ltters and recommend to the House and Senate appropriate 
action. 

The President, in his 1960 budget message, urged Congress to consider ways 
by which it can more effectively look at the fiscal situation as a whole and over
come the diffused consideration which results from present procedures on appro
priations, other forms of new obligational authority, revenue bills, and the debt 
limit. 

Minority party members of the Joint Economic Committee called on President 
Kennedy on March 20, 1963, to appoint a Presidential nonpartisan citizens Ad
visory Commission on Federal Expenditures as an essential step in contrOlling 
the rapidly rising level of spending. (This was also a part of their views pre
sented in the annual report of the Joint Economic Committee, pages 84 and 85.) 

The Commission would study and make recommendations in the following 
areas: 

1. EstabliShment of spending priorities among Federal programs, separating 
the desirable from those that are essential, in order to serve as a guide to the 
administration in drawing up the budget, particularly in years of expected 
deficits. 

2. Appraisal of Federal activities in order to identify those programs which 
tend to retard economic growth and for which expenditures should be reduced 
or eliminated. 

3. Improvement of ,the Federal budgeting and appropriations process in order 
to increase the effective control of expenditures. 

4. Examination of responsibilities and functions which are now assumed by 
the Federal Government, but which could be better performed and with superior 
effectiveness by the private economy. 

5. Review of Federal responsibility amI functions in order to determine whicb 
could be better performed at the State and local levels. 

6. Improvement of Government organization and procedures in order to in
crease efficiency and promote savings, including a review of the recommendations 
of the Hoover Commission in order to determine bow those already implemented 
have worked out in practice and whether those not yet implemented should be 
given further conSideration. 

7. Determination of policies with regard to the level of user charges and 
fees to be made for special services furnished to members of the public by the 
Government. 

In his press conference of April 3, 1963, in response to a question about the 
proposals, the President, apparently not fully aware of the nature of the pro
posals, brushed it off in these words: "Well, I think we have ,the Bureau of the 
Budget which oversees and gathers together all of the recommendations which 
we wish to make for programs. We then submit it to the Congress, the House and 
Senate, and they finally appropriate the money. We do not. So that the House 
and Senate has its opportunities with its staff, the Appropriations Committee. 
We have probably the most effective staff in Washington, for the amount of work 
they do and the men employed, in the Bureau of the Budget. I am very satisfied 
with this procedure." 

Clearly he ignored the significant proposals in his answer and certainly many 
other individuals are not satisfied with the present system, or lack of system. 
Such traditional thinking is not good enough with an annual budget of over $120 
billion. 

Numerous proposals for organizational changes in Congress in the fiscal ma
cbinery boil down to four main suggestions, one or more of which may be wortll 
adoption, although several of them may be substitutes one for another. 

1. One standinu committee in each Chwmber 
A single standing committee in each Chamber would handle both taxing and 

spending legislation, to provide the basis for coordinated view of income and 
outlay. At present the House Ways and Means Committee and the Senate 
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Finance Committee tend to be tax-minded, while the two Appropriations Com
mittees tend to be expenditure-minded. What is proposed is a budget-minded 
committee concerned with the coordination of income and outlay. 

A number of objections have been ad,anced to a single committee for both 
revenue and expenditure measures. It might concentrate too much power and 
responsibility in the hands of a single committee. It would be too heavy a 
workload for one committee to bear without enlarging its size to an unwieldy 
number. 

It would also be too heavy a burden on individual members to expect them to 
become expert on both the appropriation side and the revenue side of the fi~cal 
process. Raising revenue and making appropriations are fundamentally differ

ent, and are approached in different manners. They are best handled by those 
who have studied the subject over a long period of time. 

While these pOints have merit, the problem does remain and Some fresh ap. 
proach is needed. . 

f. Joint Oommittee on Fiscal Policy 
A Joint Committee on the Budget or on Fiscal Policy has often been advocated 

to give overall consideration to revenues, appropriations, expenditures, and 
debt management by the Congress as a whole. 

It has been suggested that the Ways and Means and Appropriations Com
mittees of the House, and the Finance and Appropriations Committees of the 
Senate could meet as one joint committee on fiscal policy to consider the over
all aspects of the revenue and expenditure programs. 

'.fhis would provide Congress with a broad perspective of the Government's 
finances and would enable all appropriation and revenue measures to be viewed 
in relation to the Nation's needs and to what it can afford. 

Senator John L. McClellan, Democrat of Arkansas, in 1963, again revived his 
campaign for creation of a 14-member joint House-Senate Committee on the 
Budget with members drawn from the House and Senate Appropriations Com
mittees (S. 537 signed by more than 75 percent of the Senators) a move he 
and others feel is necessary before Congress can get a really firm hold 
on spending. The Senate has approved the McClellan plan in each of the 
five last Congresses, but it dies in the House on the ground that it would re
duce the authority of the House Appropriations Committee. 
S. Joint Oommittee on Appropriations 

A Joint Committee on Appropriations has been advocated to make studies and 
investigations concerning the necessity of various appropriations. It would ad
vise, but not supersede, the present House and Senate Appropriations Com
mittees. Its functions relative to spending would be similar to those performed 
on the revenue side by the Joint Committee on Internal Revenue Taxa
tion. 

The present system requires that consideration of expenditure requests be 
acted upon separately by two bodies acting independently. It also provokes 
differences of opinion which are adjusted in conference committees, whose ac
tion is rarely completely satisfactory to either House. 

4. Joint Appropriation hearings 
The Appropriations Committees of the two Houses might hold hearings simul

taneously on each general appropriation bill or could hold joint hearings. 
Advocates say this would expedite congressiona I deliberations and a void 

duplication without jeopardizing freedom of decision by the separate com
mittees. This would also economize the time of both legislators and admin
istration officers. S. 537 introduced by Senator McClellan provides for joint 
hearings, without forbidding, however, separate hearings as well. 

Those opposing joint hearings point out that the time now spent in Sen
ate hearings is limited. House hearings are always available to the Senate 
Appropriations Committee. There is little duplication because the usual pur
pose of Senate hearings is to appeal from House reductions. Joint hear
ings would deprive agencies of the oPportunity to appeal cuts made by the 
House. The Senate hearings, being later. may give consideration to condi
tions which have changed since the House hearings. 
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CONSOLIDATION OF APPROPRIATIONS BILLS 

Should appropriations committees consider approximately 15 separate appro
priations bills as at present-or should appropriations be consolidated into one or 
at most two bills? 

The current practice of the appropriations committees is to consider and re
port separately approximately 15 appropriation bills. A proposal frequent
ly advanced for improving appropriations procedures calls for an omnibus 
or consolidated appropriation bill, although preliminary work would still be 
done by subcommittees. 

It has also been suggested that instead two omnibus bills be used. one for De
fense and one for civil matters. Many of our States use consolidated bills. 
They are also used in France, England, Sweden, and other countries. 

Advocates of the consolidated bill procedure say that it will: 
(1) Facilitate observance of the recommended ceiling on expenditures. 
(2) Permit a comparison of total appropriations with the latest esti-

mates of total receipts for the year. 
(3) Focus responsibility for any increases in the public debt. 
(4) Offer a method of financial retrenchment. 
(5) Enable Congress to act on budget requests in a more intelligent 

and orderly fashion. 
(6) Probably reduce the number of deficiency and supplemental bills. 

But opponents of the omnibus treatment of appropriations advance the fol
lowing potential disadvantages: 

(1) Consideration of a consolidated bill at the full committee and floor 
stages would take more time than the other method and would cause undue 
delay in passage of the bill. 

(2) It might increase the opportunities for logrOlling by ri,al interests in 
Congress. 

(3) It would be harder for the President to veto an appropriation bill con
taining objectionable items or legislative riders. 

Advocates answer these objections by stating that the time requirements can 
!be met with the aid of additional staff and by the holding of joint or simultaneous 
hearings. I.Jogrolling will be more open to public view in an omnibus bill system 
-and hence less widespread. Authorizing the President to veto single items 
of an appropriation bill would eliminate the all or nothing veto problem as it 
exists today. 

ITEM VETO 

The President should be authorized to veto individual items in appropriation 
bills and in other legislative measures authorizing expenditures as an additional 
check on the use of resources. 

Appropriation bills at times contain items objectionable to the President, 
and extraneous riders are also attached to them, despite parliamentary rules to 
the contrary. Now, it is stated the President has little discretion with respect 
to these items and riders, since, if he vetoes a bill because of them, he may 
paralyze his administration through hick of funds. He must accept or reject 
an appropriation bill in its entirety, it being generally believed that he cannot veto 
specific items. 

President Eisenhower requested item veto authority for use in considering 
appropriation bills and other legislative measures authorizing expenditures. 

On June 29, 1949, S. 2161 was introduced to authorize the President to impound 
single items of appropriation bills whieh in his judgment were not in the public 
interest, but the funds could be released if Congress reappropriated them. 
Legislation of this type would seek to avoid the constitutional questions involved 
in granting item veto power to the President. The desirability of giving the 
President additional veto power by statute or constitutional amendment was 
discussed by Congress at some length in 1942. 

Proponents of the item veto argue that it would enable the President to 
eliminate any rider and pork barrel proviSions often contained in congressional 
action. It would deter and discourage Congress from taking unwiseappropria
tion action. 

The present necessity of accepting or rejecting a bill in its entirety prevents 
the President from considering separable provisions of appropriation bills on 
their own merits. The President often feels compelled to sign appropriation 
bills despite undesirable items -and legislative riders rather than risk the stoppage 
of whole governmental departments for lack of funds. 
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'But Congress has already recognized the value 'of the item veto Iby granting 
it to governments of our territories and insular possessions. Many States also 
nave the item veto. 

Those opposing the item veto argue that it would confer on the President 
a new and potent weapon with which he might force Congress to do his wishes 
in respect to legislation. The President might exercise the power for political 
and other reasons. The item veto power would lead Congress to pass the buck 
to the President by inserting indefensible items in appropriation bills and by 
appropriating funds in excess of governmental revenues. This would diffuse 
responsibility between the Congress and the President. 

But considering 'the key importance of expenditure control and fiscal responsi
bility the case for item veto is strong, especially since a determined Congress 
can override a veto. 

BACKDOOR SPENDING 

Authorizations to expend Federal funds from the Treasury should -all be sub
ject to the appropriations process. Procedures such as backdoor spending which 
bypass this process, weaken Congress control of the purse. This further dilutes 
a unified ex-amination by the Congress of spending -authorizations as a whole. 
A center for financial management in each Ohamber would circumvent such 
piecemeal approaches. 

CONCLUSIONS 

The Government of the United 'States has been extended to such a vast array 
of activities, the agencies and the programs involved 'are so numerous, and the 
hudget figures are so large, that no citizen or taxpayer, even with grea:t dedica
tion and diligence, can grasp fully what it all means. 

Even seasoned members of the executive branch or seasoned legislators can 
,be thoroughly familiar with only a small part of governmental affairs. 

The 'budget is misIeading. Parts of it are subject to conflicting conclusions. 
Many new expenditure proposals are accompanied with scant or no supporting 
information. Estimates of expenditures and particularly of revenues are far 
from accurate. Instead of only a mid-year budget review, quarterly reviews 
would be helpful. 

"Thile the key Government decisions are made in W-ashington by the legisla
ture 'and the executive and administrative agencies, they ,are implemented all 
over the planet. 'Ve commonly think of the National Government being located 
in Washington; actually only 10 percent of 2.5 million civilian employees are 
in Washington or in the 'Vashington metropolitan area. The other 90 percent 
are scattered throughout the 50 States, in more than 3,000 countries, and 133,000 
of them are located overseas. About 28 percent of the 2.7 miUion in the armed 
services are overseas. 

The profit and loss statement of a business enterprise as a test of the use of 
resources is usually not available to check Government programs or the per
formance of ,these millions of people at home or abroad. With regard to nearly 
1 million abroad, the scatter is such as to make it virtually impossible for legis
lators or congressidual committees to keep track of their activities, with or 
without foreign inspection hythem. 

Yet, every Government program or activity absorbs resources. These, at 
least, can be measured. Wherever possible, attempts should be made to quantify 
or otherwise evaluate benefits and weigh them against costs. 

In terms of economic jargon, the Central Government probably has grown 
beyond the most efficient size unit, and is descending beyond the point of dimin
ishing returns. Little is known about improvement in efficiency of Government 
opera,tion. 

The consolidated cash budget, on a somewhat expanded baSis, should replace 
or perhaps better, absorb the administrative budget. Keeping records and re
porting monthly or at least quarterly, on national income and products account 
basis, may usefully supplement the cash statement. Even with the best data, 
judgment on economic impact is essential. More emphasis needs to be placed 
on functional budgeting in order to see all that is being done in a given field. 

The budget, nevertheless, represents 'a plan or program of revenue raising 
and expenditures. Over the years, the budget, as a record or document, has 
greatly improved. There is a vast amount of useful and enlightening informa
tion available for those who will pursue the matter with diligence. Yet, much 
can and does go on which is not clearly reflected in the budget. 
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The greatest weakness in the budget process arises from the lack of unified 
congressional handling of revenue and expenditure matters. Centers for finan
cial management in the House and Senate are greatly needed. The present 
disjointed method of handling revenue and expenditure proposals leads to
waste. 

User charges should be employed wherever practical and feasible. Backdoor 
spending should be replaced by the regular authorization appropriation process. 

Congress should each year end the session with a single, or at most two, ap
propriation bills (if two, the second would cover Defense). The President 
should have the power to veto specific items in an appropriation bill, even though 
the Congress always should have the right to override the veto. 

Our form of government rests ultimately on citizen support and understand
ing. Efforts to make the budget a more meaningful document, minimizing 
misconceptions and maximizing study and understanding should receive enthusi
astic support. This subcommittee can playa key role in attaining this goal. 

Senator PRox:mRE. Now I would like to ask Dr. Colm, Dr. Colm, 
you say: 

For purposes of administration and legislative control I believe that a pro
gram budget is most suitable-

referring to the Hitch statement. 
Mr. COLM. Yes. 
Senator PROXlIfIRE. And then you go on to say: 
The classification of expenditures and required obligationary authority by 

programs facilitates and evaluation of the budget items in terms of costs and 
benefits and also permits consideration of the merits of alternative proposals 

Did you have in mind a cost-benefit use for the budget in a more 
extensive way than we have now or would you be more precise, just as 
Mr. Schmidt mentioned? 

Mr. COLM. Yes, I do, I find myself in complete agreement on what 
mv friend Emerson said. 

~I think the program budget is the only one which permits-and 
this is answer to Senator Miller-which permits right in the document, 
perhaps ill it special volume, to present the reasons for a proposal in 
terms of costs and expected benefits. 

I do not mean that that can always be done in dollars and cents. 
There must be lots of qualitative statements, because many of the 
benefits cannot be exactly estimated in dollars. 

Senator PROXMlRE. Wherever they can be in dollars, of course--
Mr. COLl\!. They should be. 
Senator PROXMlRE. It is a great deal more useful. 
Mr. COLli!. Yes. 
Senator PROXlIURE. You can make a decision that if, after all, you 

do not get a benefit equal to your cost, you do not go ahead with it. 
Mr. COLli!. Yes. 
Senator PROXl\HRE. Provided, of course, that both the benefit and 

the costs are achieved honestly and with acknowledged assumptions 
which everybody agrees are sound. 

Mr. COLM. Yes. 
Senator PROXlIHRE. Supposing you take two pages in this presenta

tion by Mr. Schmidt involving Federal programs for education. 
Would it be possible to work out any kind of a benefit-cost ratio that 
would enable the Congress to evaluate these varied programs all for 
the same general purpose, at least, so that that we know the extent 
to which we were being wise or wasteful? After all, there is no more 

99-375-63--18 
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important investment than-that people can make-in the education 
of their children and investments in skills. 

Mr. COL~L Mr. Chairman, I would suggest a somewhat different 
breakdown. 

Senator PROXlIIIRE. This is on pages 31 and 32. 
Mr. COLM. Not only by agencies; I think this is done by agencies. 
Mr. SCHMIDT. Yas. 
Senator PROXMIRE. That is right. 
Mr. COLM. But also by level of education. 
Mr. SCHMIDT. The level is indicated in the first column. 
Mr. COL~L I see that now. 
Mr. SCIHUDT. It is not assembled by--
Senator PROXlIIIRE. It is not broken down that way; it IS not 

assembled that way. 
Mr. COLM. Yes. There is some reference to the level of education, 

and then I could imagine that the analysis would be related to the 
requirements of economic growth-this is a topic with which eco
nomics has been concerned recently because we have recognized that 
the education is one of the factors of production as much as labor 
and capital and land, conventional factors, and quite a bit of work has 
been done on how we can evalurute the benefits from education. 

Also I say that-because if Congressman Curtis were here, he 
would ask me that question, so I answer for the record-I would 
also say there should be for each case an evaluation or a statement of 
why this is of concern to the Federal Government and why i,t is not 
left to the States and local governments, and in some cases to private 
enterprise. There should be such an evaluation of the benefits, and the 
reasons why this is regarded as an appropriate Federal function. 

Mr. SCHMIDT. This has been done rather extensively by someone 
under Milton Friedman of the University of Chicago. I have for
gotten his name. He has written a very extensive book on this and, 
lllcidentally, in estimating the cost of education he includes the income 
forgone by going to school. This is part of the cost, because while 
you are going to school you are not engaged in productive labor, and 
I would agree with Dr. Colm that much could be done in the way of 
benefit-cost analysis. 

Mr. COUL Except that, if I may be permitted to throw in a little 
qualification, except that the costs may be less because if he does not 
go to school he has a very high percentage chance of remaining 
unemployed . 
. Mr. SCHlIHDT. Or becoming a delinquent. 

Mr. LEVY. By the way, I think the study that you referred to-
Senator PROXlIHRE. In many cases, of course, when he goes to school 

he has a job; they have to have a job. 
Mr. LEVY. I think the study you referred to is one by Gary Becker 

of Columbia University. 
Mr. SCHUIDT. Gary Becker, that is the man. 
Senator PROXlIfIRE. You say: 
Does the Federal sector in the national income account exclude government 

loans and loan repayments with the exception of price-support loans made by 
the Commodity Credit Corporation. 

You say that this is a serious shortcoming. Why is this, why is it 
excluded ? 
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Mr. COLl\:L Mr. Chairman, the national income accolmt is a Depart
ment of Commerce account and was not constructed originally as an 
alternative to the so-called administrative budget. Here certain credit 
transactions appear in the private sector, for example, housing built 
with a Federal loan, through some of the provisions of FNMA.. 

Then in the national income account this appears as a capital in
vestment in the private sector, but presumably not the same number 
of houses were built if the credit had to be obtained by private banks 
and not with a Government guarantee or by an outright Federal loan. 
So that is in the national account. 

Senator PROXM:illE. I was not thinking so much of an insurance or 
loan guarantee. That is in a sentence or two down. I can see how 
that would be extremely hard to designate because there is a Federal 
element here. But, after all, the money comes from private sources. 
I am talking about the loan itself that is made from Government 
funds. 

Mr. COLl\:L Yes. 
As you have it under some FNMA provisions where outright loans 

:are made in support of homes in certain categories, that would, in the 
national income account, appear in the investment sector, not in the 
'Government sector. 

Senator PROXl\IillE. Why isn't this, why aren't these, loans in the 
:administrative budget? 

Mr. COLM:. Thev are in the administrative budget. 
Senator PROXM:mE. Only on a net basis. 
Mr. COLM:. On a net basis. 
Senator PROXM:lRE. But only on a net basis. 
Mr. COLl\:L Only on a net basis. 
Senator PROXl\URE. All right. 
Now, you say: 
Then the President can, in his buuget message, take account of the most 

1."ocent development and current outlook and state to what extent they differ 
from the assumption and recommend changes in fiscal policy which follow from 
.the economic outlook as it emerges. 

I am wondering if some agency of the Government, maybe the Coun
,cil of Economic Advisers, maybe the .J oint Economic Committee, 
which would be vested with the responsibility of upholding the Presi
dent's position, could update these estimates? You see what I am 
concerned.about is that the great necessity of having estimates, should 

·come from competent Government economists to correct the errors 
that have been made consistently in the past and they have been very 
consistent, as w'e all know, and they have resulted in gross under
estimates or overestimates of the surpluses or deficits. 

Mr. COLM. Yes. 
Senator PROX1\URE. There is no reason why we should have to wait 

until the next year to correct them. 
It seems to me as we go along now, for example, that finding the 

GNP would seem to be more than $570 billion, maybe it is going to be 
$585 billion. Anyway some recobrnition of ,this would be quite useful. 
You would think so, would you not? 

Mr. COLM. Yes, I think so. 
Senator PROXl\IIRE. On a quarterly basis? 
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Mr. COLJ\f. Well, I would be particularly concerned at the beginning 
of the session of Congress that this is done at the time when the Presi
dent's Economic Report and the budget has been submited, or shortly 
thereafter. 

My thought is that, you see, the assumptions for the budget must be 
made by, at the latest, in June; that means more than 1 year before the 
begining of the fiscal year, and if that were based on an assumption,. 
which is only an assumption, then the President, in the message
and the message is put to bed sometimes 24 hours before it is actually 
issued-I have been in on that sitting at night in the Printing Office· 
and reading proof during the night, and the next morning the message 
came out-that in the last minute, that means 6 months later, it is 
possible for the President to state, "Well, this was our assumption. 
Things are now looking the following way," and then the Joint Eco
nomic Committee could debate that and see whether they agree or
disagree with it. But it would be much more up to date as an estimate· 
than if it has to be made at the begining of the budget process. 

Senator PROXMIRE. I am talking about subsequent revisions of this 
process every quarter. 

Mr. COLM. I think it would be very desirable to have a check on that 
every quarter of year. 

Senator PROXJ\URE. As a matter of fact, I just wanted to find out 
from you where you say, you break down into three different cate
gories, three categories, I guess, and you say the third category are' 
those programs where the timing could be modified in the light of 
desired Government influence on economic development. 

Are you talking about expenditures that could be modified by the 
President or by the Congress which would have a subdivision, because 
the President tried to modify expenditures too, as I recall, in 1961,. 
tried to speed up expenditures. . 

Mr. COLM. Yes. 
Senator PROXJ\URE. And the analysis I made suggested it was not 

ruble to speed up very much, probably $300 million, $400 million, at the 
outside, and in 'terms of $500 billion GNP, it was not very significant. 

Mr. COLM. I would think of both, and I tried to be very concise 
here, but I would break this third category down into two subcate
gories, one, where modification is possible by executive discretion and 
one, where curtailment is always possible by executive discretion. I 
do not think expenditures are ever in the legal status of being manda
tory. Therefore, only increases would depend on congressional ap
proval in some cases. 

Senator PROXJ\IIRE. I see. All right. 
Mr. COLM. May I make a remark, Mr. Chairman? 
Senator PROXMIRE. Yes. 
Mr. COLM. Just one thing: I agreed with so much of what Dr. 

Emerson Schmidt said, but I would like to comment on one of his state
ments. I got the impression that Dr. Schmidt said that the supple
mentals come as a surprise and are not in the original budget. 

If you turn to page 40 of the budget document, there are the esti
mates for 1963, broken down by those enacted and those proposed for 
supplementals. In this case $3.9 billion are needed; and for 1964 fu
ture supplementals are already estimated at $3.2 billion, and they are 
included in the budget estimates. Of course, that is only as far as 
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there is now some intention of submitting such supplementals, but 
.actually in most cases-I do not have the figures for {>revious years
that has always been pretty accurately predicted. So this is not a 
deficiency in the budget presentation. 

Senator PROXl\IIRE. At the same time, this is a supplemental which 
had been passed before. 

Mr. COL~I. Yes. 
Senator PROXMlRE. This increases the past budget over what it had 

been and it raises a number of interesting questions, including the 
question which I think many people might raise, that the Congress 
goes through a minuet of cutting the President's requests in many 
areas. Many of these cuts and requests are cuts that they know are 
uoing to have to restore. Maybe they do not give the Commodity 
()redit Corporation as much as the President estimates it is going to 
need. In this way they show a nice cut of $1 billion or a half a billion 
dollars. Later on the President comes in with a supplemental and 
says, "We have to have the money anyway," and Congress passes it 
.and is able to say, "We cut the President's request by $1 billion," and 
it does this in other ways where there are contractual obligations 
which have to be met anyway. 

At the same time, I would certainly agree that a supplemental in 
·our haphazard way of life is inevitable, because we are always going 
to make mistakes and have to supplement our appropriations. But I 
would certainly concur in what I take it is the basic argument that a 
lot of this can be avoided by foresight on the part of Congress when 
they pass the budget. 

Mr. SCHMIDT. Yes. 
Mr. COLM. All I tried to say, Mr. Chairman, was that the supple

mentals do not come as a surprise to Congress, but Congress is advised 
in advance that certain programs have not yet been formulated to the 
point of an appropriation request and are therefore intended for later 
submission. 

Mr. MooR. Mr. Chairman, Dr. Colm was very active in the early 
formulation of legislation which led to the creation of the Joint 
Economic Committee, and since you asked a question about that, I 
wou1d like to follow up with one, if I could. 

Is there any contemplation at the time-this is an historical foot
note-was there any contemplation at the time that the Joint Eco
nomic Committee and the Council were established that the Joint 
Economic Committee would provide some sort of continuing review 
of the general fiscal policy actions, particularly through the budget, 
which were taking place ~ By "continual," I mean continual through 
the course of a particular year. 

Mr. CoLM. Mr. Moor, to the best of my recollection that question 
was not discussed in the group working for the Subcommittee of the 
Military Affairs Committee which had that legislation. I cannot 
be positive but I have no specific recollection. 

You might remember that it was a time also when a Joint Budget 
Committee was considered. It might be possible this question was 
avoided in order not to get into any duplication of effort. I have 
no positive recollection that this followup during the year was con
templated. 

Mr. MOOR. That is all I have. 
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Senator PROXMIRE. I have some more questions for the other three
members of the panel right here, but Senator Miller would like t(} 
ask a few. So you go right ahead, Senator. 

Senator MILLER. Thank you, Mr. Chairman. 
Mr. Schmidt,_ you discussed monetary growth versus budgetary 

position, and you laid emphasis on money supply in relatIOn to, 
GNP. I am wondering if we should not also have a volume of out
standing credit to take into account as well? 

Mr. SCH1IfIDT. Well, I think almost any economic categories of sig
nificance-and credit is of significance-should be included, but there' 
is a special school of thought among economists who believe that the
volume of circulating media, that is particularly currency and de
mand deposits, play a crucial role in economic growth and in the' 
business cycle. 

In fact a number of economists will go so far as to say that we have 
never had a major recession, let alone a depression, without a prior 
decline in the money supply or at least a decline in the rate of increase· 
in the money supply as so defined. 

So all I am saying on this is that while fiscal policy may be of' 
great importance in the growth and in the business cycle, recession,. 
and so on, they may be even more important as monetary policy and 
not just credit policy, but monetary supply really. 

Senator MILLER. I realize that is what you say. But it seems to· 
me that with a considerably expanding credit volume from one year 
to the next, that this could have almost a decisive bearing on GNP 
as distinguished from money supply. 

Mr. SCHUIDT. Well, economists a,re somewhat in disagreement as. 
to whether we ought to have a discretionary determination of the jn
crease in the money supply or kind of a rule. The Chicago school, 
as it is called, the University of Chicago group tended to view human 
nature as being pretty frail and not too reliable, even in the highest 
places and, therefore, they would have a rule set down that the money 
supply as such, should increase, say 3 percent per year, and they 
actually believe, and do a pretty good job of demonstrating, that we· 
probably would have less instability in the economy if you had that 
kind of an arbitrary rule than we do under discretionary Federal Re
serve policy. I myself am not sure that this is correct, but this is 
the view of the Chicago school. 

Senator MILLER. I am wondering how the Chicago school would' 
come out if instead of increasing the money supply 3 percent a year
we increased the credit supply 3 percent? 

Mr. SCHUIDT. "VeIl, it is, after all, pretty much the same thing; 
at least, it can be to the same degree; that is, the Federal Reserve
would through open market operations or one way or another, in
crease somehow the total supply of currency, plus checkbook money, 
and checkbook money is normally regarded as credit. 

Senator 1'tIrLLER. What about consumer credit? 
Mr. SCH1IUDT. That would be included except insofar as consumer 

credit is financed by money savings. That does not increase the· 
money supply directly. 

If Sears, Roebuck finances through a bond issue its own durable 
goods sales, that has no direct impact on the money supply. But 
it may have an indirect impact, because, after all, they absorb funds
somewhere and, therefore, it may have an indirect effect. 
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So I would agree with your point, I think, if I understand your 
point, that credit is important, but this is a somewhat more specific 
concept that I am dealing with on this particular page. 

Senator MILLER. I have a feeling that--
Mr. LEVY. I just wonder if I may make a comment in this con

nection? 
Senator MILLER. Sure. 
Mr. LEVY. It seems to me that the :point which you raised is ex

ceedingly important. Under certain CIrcumstances we can keep the 
money supply as it is, or make it grow at a certain rate, but this may 
have two different effects. In one case we might end up with a 
situation where there is not much active loan demand in the economy 
and, as a result, the easy money policy results in commercial banks 
buying a large amount of Government securities. This will support 
the money supply, but will clearly have much less of a stimu1ating 
economic impact than if this same money supply was supported by 
means of less buying of Government securIties by the banks and 
more loan expansion to business. 

So that I think this question of increasing the money supply in 
almost a mechanical way, versus credit expansion, is a rather crucial 
and important one. We should look into it more. 

Senator MILLER. Thank you. 
I have the feeling that one of the uses of a budget document, and 

from where I sit, perhaps, a primary use of it, is as a disciplinary 
tool, and I am afraid that its use as a disciplinary tool has been rather 
disappointing. 

With that in mind, I am wondering whether or not you gentlemen 
would feel that it might be helpful to have included in the budget, 
where a deficit is indicated, the recommended way of financing that 
deficit, setting forth, for example, how much of this deficit is recom
mended to be financed through monetizing the debt, how much 
through the purchase or issuance of Federal Government securities? 

Mr. SCH~nDT. As for myself, I would hesitate to see the Govern
ment bind itself in that way. 

Senator MiLLER. Understand this is not a binding thing. This is a 
recommendation coming from the President to the Congress. I would 
not want to give you the impression that this was anything binding. 

But here is the President who comes u:p with his proposed spending 
or his estimated revenue receipts, his estImates of revenue from addi
tional taxes, and he lays it on the line by saying, "Here, in our judg
ment, is the way we ought to finance this." 

From then on Congress takes over. It is merely a recommendation. 
The Congress will bind the situation. But it seems to me we ought to 
have the executive branch come over with his recommendation in this· 
respect. 

Mr. SCH~nDT. I would see no objection to such a recommendation, 
particularly if it took account of the balance-of-payments problems. 
and gold losses and the general state of the economy, the forecast of 
where the economy will be 6 months, 12 months, later on; I see no 
objection to such an inclusion in the budget document. 

Senator MILLER. 'Well, can you see where this would be helpful as 
enabling the budget document to become a more effective disciplinary' 
tool~ 
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Mr. SCHl\IIDT. ",VeIl, it possibly could. It would certainly give an 
intent.-it depends a little on what the President would say in the 
document. It might be just the opposite. 

He might say, "",Ve ought to finance this entire deficit by means 
of monetizing the increase in the debt." So instead of being a dis
ciplinary tool it might be the reverse. 

Senator lVIrLI,ER. Well, it is not likely that if the result of this would 
be to promote inflation that such a recommendation would be made, 
I do not think. I have yet to find a President who is particularly 
happy about the thought of inflation. That is what I had in mind. 

Senator PRonnRE. If the Senator would yield at that point-
Senator MILLER. Yes. 
Senator PROXMIRE (continuing). Of course, it depends entirely on 

t.he economic advice, and so forth, the President gets. This President 
might get advice from this Council of Economic Advisers that, in view 
of the level of unemployment, in view of the level of capacity utiliza
t.ion, that you could have a very easy money policy and, as you put it, 
finance the entire debt out of bank credit, the entire deficit from bank 
credit, without any inflationary effect, and you might have other 
people, however, who might very vigorously and vehemently disagree. 

So that, as I think Dr. Schmidt is right, you might get a decision 
on the pa.rt of the President which, at least in the view of many econ
-omists, might have an inflationary effect although his own economists 
would argue it would not have. 

Senator MILLER. Well, it seems to me that this ought to be laid on 
the line as a matter of policy so that Congress can derive the benefit 
of the executive branch's ideas on this, as to whether or not this is 
goin~ to have an inflationary result and, if so, about how much, and 
whether or not this is something that should be undertaken in view of 
-other considerations. 

But, nevertheless, we have a picture of what this is going to be 
and, as of the present time, you look at the budget and one person 
will say that this is inflationary, and another person will say that this 
is not inflationary-nobody has a good estimate, and denials are made, 

. :and then we have an inflationary situation, and I would like to see 
responsibility put on this. 

It would seem to me that if the Council of Economic Advisers ad
vised the President that this would not be inflationary and it turned 
out to be inflationary, it might be a good excuse for getting rid of the 
Council of Economic Advisers and putting somebody else in. Let us 
try to fix a little responsibility here. 

Senator PROXl\IIRE. If the Senator wou~d yield just for a minute 
more, now the responsibility is firmly fixed, and it is beyond the con
trol of the President completely, it is beyond the control of Congress 
in view of the fact that we have given it over to the Federal Reserve 
Board. 

The Federal Reserve Board has the power, and the Federal Reserve 
Board can do anything they wish in this particular matter, and all we 
-can do is make speeches about it on the floor. 

But if they want to handle. this deficit in such a way as to monetize 
it, if you want to put it that way, they are free to do it. 
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If they want to handle it in such a way that is entirely on the basis 
of selling bonds to the public so that this deficit has much less economic 
effect, they can do that, and it is up to Mr. Martin largely because 
he has such influence with his Federal Reserve Board. 

If the President wants to interfere, the Constitution makes it clear 
that he cannot, and custom makes it probable we in Congress will not, 
although we should. 

Mr. SCH~fIDT. I think what Senator Miller is getting 'at is all to the 
good, but all of this is done in the Economic Rep-ort of the President 
and the report of the President's Economic Council. 

Senator PROXMIRE. I think Senator Miller is right that the Presi
dent can have great influence on the Federal Reserve Board, but it is 
up to them. He will or will not, depending on how they want to 
react. 

Mr. SCHMIDT. But I think you are exaggerating the range of choice 
that the Federal Reserve Board has. As a matter of fact, I think any
bddy who has to make a business prediction ought to predict what the 
F~deral Reserve Board will do because it does not have the freedom 
that people commonly think it has. It cannot go wild in this direc
tion or be restrained in this direction. It is also working in the con
straints of gold losses and balance of payments 'and collective bargain
ing and many other factors. So that actually its decisions are to a 
considerable degree predictable. 

Senator PROXMIRE. Well, that may be but they make the decision; 
they make the decision, that is the important thing. 

Senator MILLER. Let me try to pmpoint this a little further. It 
seems to me that if the Executive presents a budget, and he sees fit to 
say that this is not an inflationary budget, that he ought to be willing 
to lay it on the line as to how a deficit contained in the budget should 
be financed 'so that it will not be inflationary in his judgment. 

Now, if Congress or the Federal Reserve Board wants to depart 
from that, well, that is up to them. . 

But, nevertheless, it seems to me that if they follow the President's 
recommendation and you have fixed responsibility for the approach 
used in financing this deficit. 

I am not trying to dodge responsibility which is already placed, but 
I am trying to place responsibility for recommendations so that every
one will know who made the estimates, who made the forecasts, who 
made the recommendations, and who followed them or who did not 
follow them. 

Dr. Colm? 
Mr. COL~f. I agree entirely with Senator Miller, with one small 

amendment. I would not put this statement in the budget message. 
I would put it in the President's Economic Report because the financ
ing of the deficit should be influenced by all economic considerations 
and not only by the budget. 

This has not been done in the past partly because of internal ques
tions of jurisdiction between the Federal Reserve and the executive 
branch. It was the feeling on the side of the executive branch that 
this has to be left to the discretion of the Board of Governors of the 
Federal Reserve System. 

I happen to agree entirely that it is up to the President to make 
recommendations on credit policy and, coming back to Mr. Moor's 
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<question, on this I have a definite recollection, that this was the intent 
,of the subcommittee of the Senate when it did consider the Employ
ment Act. 

Senator MILLER. Thank you. 
Go ahead. 
Senator PROXl\URE. Well, OK, fine. 
I just want to say I agree, and I think it would be fine, and I think 

we will have abetter opportunity for the economy to move ahe'ad but, 
:at the same time, I am convinced that President Kennedy has had the 
intention that this deficit be financed in such a way as to be as expan
:sionary as possible under the present circumstances, and I am con
vinced that the Federal Reserve Board is determined not to finance it 
-that way, and the Federal Reserve Board is sovereign in this particu
lar position, unless Congress decides it wants to abolish the Federal 
Reserve Board, which it can do, if it wishes to, but it is not going to 
<1.0 it. 

Senator MILLER. If I may, there is too much pulling and hauling 
nere, and it is too easy to shift the blame on some of these things. 

I think that when the President is willing to come out and say, "this 
is a.minimum expenditure here," or "this is what:we have got to do on 
revenue;"that certainly it is within his jurisdiction to make a recom
mendation on credit policy, and I would be very surprised if any Ex
-ecutive would shrink from that. 

I think it is just a case of where we 'have not gotten around to refin
ing the data or the recommendations of the President. I have no 
particular theory about whether this ought to be in the budget or in 
the economic report, just so it is there for effective recommendation 
to the Congress. 

Senator PROXMIRE. President Eisenhower, as I recall, did not make 
such recommendation and, as I--

Senator MILLER. I do not think anyone has. 
Senator PROXMIRE. That is right. I feel the business community 

and, particularly the banking community, would feel very resentful 
:if the President of the United States put himself in a position where 
he was dictating 'credit policy. 

I tl1ink it would not be a bad idea, but I think the people who are 
·deeply concerned with our credit policy and have great experience in 
the field would raise a tremendous cry of opposition, if the President 
took this position, took it forcefully, it would be hard for any Federal 
Reserve Board to stand up to him but, at the same time, I think this 
-would be viewed by the business community as a serious departure 
from past practice. Their feeling is that monetary policy is some
thing, as they put, that should be taken out of politics, out of what
ever vagaries of opinion the President or the Congress might have, 
and 'put jnto the hands of people who act in the scholarly and objec
tive, dispassionate way-I do not think they act that way-but this 
is the wa'y they are supposed to act, and this is the view that bllsiness 
has taken, and it has been accepted by the establishment. 

I agree with you we ought not to knock it out of the establishment's 
-control. 
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Senator MILLER. I do not see why the President's view on this 
<credit matter should be considered dictation more than a recommenda
tion of the President in certain spending or certain tax matters. He 
is not dictating the policies. 

Senator PROXMffiE. He appoints the members of the Federal Re
·serve Board, including the Chairman, and if he should make a recom
mendation and his recommendation would be flaunted, and flaunted 
persistently and, .he would recommend a very expansioJ;lary.I9-onet~ry 
policy and they would follow a very conservative monetary polley, 
then it seems to me it is pretty much up to the President to act to 
·correct it by making appomtments to the Federal Reserve Board of 
people who will follow his proposals, which means that he is laying 
down the monetary policy, the credit policy, of our country. 

Mr. LEVY. I wonder, may I make a brief comment here? 
Senator PROXMIRE. Yes. 
Mr. LEVY. It seems to me that to some . extent recommendations of 

that kind have been submitted; namely, in the last report. The 
report of the Council contained some broad statements all out 
financing--

Senator PROXMffiE. Right. 
Mr. LEVY. Financing the deficit which, I think, in broad terms did 

exactly what Senator Miller asked for. 
The only problem is, since these statements cover a relatively long 

periods of time in terms of economic forecasts, they have to be con
ditional statements, viewing the present economic situation and out
look, and stating that under current conditions a specific type of 
financing-in this case, fairly expansionary financing, as they sug
gested-might be appropriate. 

On the other hand, once the economy gathers 1I1Omentum and we 
are pressing against capacity, a shift in financing may then be c:llled 
for. I think this is stated by the Council, and I do not know whether, 
in covering in advance a fiscal year or a longer period of time, one 
can be much more specific than that without straitjacketing oneself. 

Senator PROXMIRE. I think informal conversations-I do not think 
this is telling anything out of school-with the people who have 
the economic resi)onsibility in the executive branch, I won't be any 
more specific than that, has convinced me that they disagree quite 
sharply with the Federal Reserve Board, and I think if they should 
speak out specifically and forcefully with the voice of the President 
that you would have a clash which they just do not want to sufi'er, 
and the result is that we are following the policy of relatively tight 
monetary policy; certainly it is less expansionary than some of us 
thought it should be. 

Senator MILLER. Let me ask one thing. What I would like to see 
is someone laying it on the line that, on the one hand, we are not 
going to have an expansionary policy and, on the other hand, saying, 
but this is not inflationary. Let us make up our minds what we 
are going to have. If we are going to have an expansionary policy 
and they say this is not going to be inflationary, let us lay it on the 
line, and if it does turn out to be inflationary, then we will know that 
there was error. 



280 THE FEDERAL 'BUDGET AS AN ECONOMITC DOCU1dENT 

If, on the other hand, they say this is an expansionary policy 
and it is going to be an inflationary thing, "but here is why we 
need, it, and the equities of inflation outweigh the mequities," this 
is something for public policy to help resolve through the Congress. 
, While I have not been here very long, I have been here long enough 
to know it is pretty difficult to point the finger at anyone on some 
of these matters of inflation or deflation or expansion or contraction. 
All kinds of charges are made and, sometimes unfortunately 'polit
ically motivated rather than economically motivated, and there is a 
lacking of the fixation of responsibility for recommendations. " 
'This is what I am searching for, and I come .back to my original 

'concept of the use of the budget or the use of the Economic Report as 
a disciplinary tool in helping us to 'come up with the right solutions. 

Senator PROXl\HRE. Very good. I do not think we are far apart~ 
really. 

'Mr: Lowry, ih your statement, you say: 
However, the budget document is not a good source fOr 'finding 'out what 

these economic assumptions are. 

You point out that there are only two -paragraphs in the budget 
for 1964 expressing what the economic assumptions are, and, these 
deal with the calendar rather than fiscal years. '.. , 

I think this is an excellent criticism. We raised this. point this 
morning with the representatives of the Budget Bureau. 

However, they said to us that adequate information is available 
in the Economic Report, and they feel that the budget should be
it is too big now and they feel that to repeat what is. in the Economic 
Report would be adding more detail that is not necessary. 

I presume that your J?eople, statistical users, have access ,to ,the 
Economic Report, know It, and I presume maybe the budget, should 
make more of a reference to it, as the basis for its estimate. " 

Mr. LOWRY. But the Economic Report generalljraddresses itself to 
the calendar year ; the budget addresses itself to a fiscal ye~r. ,There 
are 6 months from January to June which are uncovered 'aild,tothe 
best of my knowledge and belief, the Economic Report does not really 
cover that period, and the Government programs we are talking about 
in the budget are really going to run through that period., ' 

Senator PROXMIRE. Yes. As I recall, the Economic Reporf, how-
ever, deals with more than one-- . 

Mr. LOWRY. It cuts across. 
Senator PROXl\ORE. More than 1 fiscal year. 
Mr. LoWRY. That is right. It has in it the last half of ,one fiscal 

year and the first half of another fiscal year. 
Senator PROXMIRE. So it deals with the calendar year. 
Mr. LOWRY. It is traditional to look at the economy oYer a 12-month 

period, and the 12-month period traditionally taken is the calendar 
year. 

Senator PROXMIRE. I suppose this is a correction which could be 
taken care of in one sentence. In other words, all they would have 
to do would be to indicate what the estimates were for 2 oalendar 
years by the President's Economic Report, and then calculate the 
fiscal year. 

Mr. LOWRY. What is the economic assumption for the last half of 
the fiscal year 1964 ~ 
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Senator PRonfIRE. The last half of what year again ~ 
Mr. LoWRY. Fiscal year 1964. 'Vhat are the economic assumptions 

for the period January 1964 through June 1964 ~ 
Senator PROX~IIRE. I see. Mr. Lowry, these are not stated anywhere. 

Even in the President's budget, when it speaks of GNP or of personal 
income or of corporate profits before taxes, it is speaking about those 
categories for the calendar year 1963. 

Senator MnJLER. Would the chairman permit an observation ~ 
Senator PROX~IIRE. Yes. 
Senator MILLER. During our colloquy tIlls morning with Mr. 

Schultze, the Assistant Director of the Budget, it was brought out 
when they prepared their estimates they used a model GNP in which 
I am sure the assumptions are in, and they vary from year to year. 

When they estimate the revenue, tills is based on a model. What I 
think it comes down to is that they do indeed build the model on a 
fiscal year basis. They have to. 

Mr. LoWRY. They have to. 
Senator MILLER. And so why not have the model set forth in the 

Economic Report for everyone to see ~ 
Mr. LEVY. May I comment ~ I am not quite sure about tills because 

the important items willch vary with the level of economic activity 
are on the revenue side of the budget, apart from unemployment com
pensation. 

Now, most revenues are based on calendar year income, so that the 
calendar year income for 1963 would really determine the revenue of 
the budget of fiscal 1964. For those estimates you really do not have 
to cover very precisely the next half-year period. 

On the other hand, we have got now some data on the national in
come accounts budget, and for corporate profits and other items 
which are on an accrual basis, for those you cannot produce an esti
mate unless you cover the complete fiscal year, which means the next 
half-year period. 

Since we have moved toward national income accounts budgeting 
which requires this knowledge, we could expect that they have some 
estimates and we could find out a bit more about it, I think. 

Senator PROXUIRE. I tillnk that is a very useful criticism Mr. Levy. 
I think it is excellent. I think it is something which obviously is an 
oversight and ought to be specified, no question about it. 

Mr. LOWRY. There is no question about it, it should be more explicit. 
Senator PROX:MIRE. Doctor Moor would like to ask a question. 
Dr. MOOR. We had another answer to a couple of these questions. 

We asked Dr. Schultze of the Bureau of the Budget about some of the 
other types of information that each of the four of you have indicated 
would be desirable. The answer that was given to us was that a lot of 
this type of information was not in the BUdget-I am thinking spe
cifically, Dr. Schmidt, of benefit-cost analyses, and so on-but a lot of 
this information, although not in the Budget could be found in Ap
propriations Committee hearings. 

The question then that we mIght ask you is, Why are you dissatis
fied with the lack of information in view of this type of answer given 
by the Bureau of the Budget ~ 
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Mr. SCHMIDT. I would say it comes too late. Presumably the agen
cies have already made, at least in many cases-say the Bureau of
Reclamation and the Corps of Engineers have already made-this
kind of cost-benefit analysis, but you find no evidence. In fact I 
quote to you a classic illustration from your own document of the 2-
mile electron accelerator to be built somewhere out on the west coast, 
and you said--

Senator PROXMIRE. $100 million. 
Mr. SCHMIDT. You said the only information in the Budget was that 

it was 2 miles long. 
Senator PROXMffiE. Didn't they say in the Budget $200 million? At 

the time it was announced and approved they said $200 million. The
only information in the Budget is that it is 2 miles long. 

Mr. SCHUIDT. He says that is all there was. 
Senator PROXMffiE. That is $50 million. 
Mr. SCHMIDT. Why was it at Stanford? How much did it cost? 

Was the know-how extant to build it? Dr. Moor asked all those ques
tions. Last year I got a news release from Stanford University which 
said it was their accelerator, whereas Dr. Moor implied it still belonged 
to the Federal Government. I do not lmow which implication was 
correct. But this is the kind of gap that you find, and it really is 
quite confusing. So I would say that the agency, somebody got that 
one-line proposal of that 2-mile-Iong thing into the Budget, but some
body must have done some work on that prior to getting it into the 
Budget in 1960, I guess it was. 

So it would be very helpful, even if there were just mimeographed 
analyses rather than in the Budget document or in the Appendixes,. 
if the mimeographed analyses were available to parties of interest, 
with good indexing and with good publicity, so that we know that 
these things exist, because once the thing gets before the Appropria
tions Committees, for the most part it is too late. 

Mr. LOWRY. Mr. Chairman, I would like to add something to that. 
Senator PROXMIRE. Yes. 
Mr. LOWRY. I think Mr. Schultz was exactly right. If, as 

I understood your remarks, Dr. Moor, he suggested that anyone who
is interested in the Budget, and following the economic impact of gov
ernmental activities and expenditures, he should read not only the
Budget but the Appropriations Committee hearings. This is exactly 
true. No budget could ever present all the detail that is presented.in an 
Appropriations Committee hearing. 

However, if you read Appropriations Committee hearings, it be
comes quite clflar that there is no established pattern in agency presen
tations, in justifications, or in the type of questioning' that goes on· 
within the committee. 

Now, for some things, as in some defense programs, the cost of these 
programs and the estimated obligations or expenditures for 4 or 5-
years, year by year, are indeed spelled out. 

Take something else, for example, that is far removed from defense· 
and is not a public works project. 

The Department of Commerce is very rightly concerned, as is every
body else, about the balance-of-payments situation. One of the things 
that the Department of Commerce wants to do is to encourage the· 
expansion of American exports. 
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So we are doing a number of things to expand American exports. 
'V-e are participating in trade fairs, we are establishing trade centers 
abroad, there are travel bureaus, and we are expanding the economic 
reporting from the regular Foreign Service officers and all of those 
things. 

N ow, no one has ever really said, to the best of my knowledge and 
belief: ""Weare really trying to increase exports by x billion dollars 
or by x percent, and these are promotional activities that we intend 
to undertake in pursuit of that objective. We expect these things to be 
accomplished so that during the period of the next 2 or 3 years this 
will happen." 

'V-ell, how in the world has the Appropriations Committee or the 
Congress any basis for judging the effecti veness of this kind of program 
without this specific kind of information ~ 

But this never appears, and you should have this kind of informa
tion to make a sound judgment. "With this kind of information you 
can tell in the course of a veal' or 2 or 3 whether it is worth while to 
do all of this. 'V-ithout specific program goals you have no basis for 
judging the effectiveness of the program, just a general idea. All you 
can do is to accept the general proposition that it is a good thing to 
expand exports and we ought to do it. 

Mr. MOOR. As you know, a further step in the legislative process is 
a subsequent review of many activities of the Government by the Gen
eral Accounting Office. I take it you would make roughly the same 
sort of comments with respect to their review in terms of the nature of, 
not the adequacy of their coverage, given the purpose that they are 
designed to fulfill, but rather in terms of its usefulness for the sort of 
economic analysis you need. 

Mr. LOWRY. For economic analysis those reviews come out much too 
late. But the Bureau of the Budget does something, and what it does 
is this: After appropriations are passed and the program is laid out, 
the executive departments are all under a gencral obligation to incur 
no deficiencies. TIllS is a provision of ancient law back about 1910 or 
some such time, an antideficiency--

Mr. COLM. 1906. 
Mr. LOWRY. I missed it by a few years. 
But in any event, this is an ancient law, and one of the purposes in 

creating a budget was to have some sort of executive control and man
agerial control over these programs. So these moneys are apportioned 
by quarters and for some programs, indeed by months. These appor
tionments are reviewed every quarter and are sometimes revised. 

Now, is this apportionment just an academic exercise to keep some 
accountants and bookkeepers busy or is this to be a real managerial 
tool? 
If it is a real managerial tool, certainly in some form it would be 

very useful for economic analysis because it would tell you something 
about the relative impact of these programs in the first quarter, second, 
third, and fourth quarters of the year. 

Senator PRonuRE. Very good. 
Also in your statement on page 5 you point out that the Federal 

Government asks businessmen, State governments, local governments 
to project their plans for investment spending; and so forth, for 3 
months in advance. 
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Mr. LOWRY. That is right, or a longer period. 
Senator PROXMIRE. Then, therefore, the Government expects others 

to do what they should do themselves. To what extent does the Gov
ernment make a projection and how far does it go? 

Mr. LOWRY. Well, the Federal Government itself, for its own ad
ministrative purposes, does something of this order in its own devices 
of apportionment and its recordkeepmg of expenditures. 

In addition, I believe that the Defense Department has a special 
report from defense contractors which requires them to report month 
by month or, I do not know what the time period is, what their antici
pated expenditures will be, under the contracts they have. . 

This was a program that was introduced back in 1957 when the 
Eisenhower administration was much concerned about the possibility 
that defense expenditures were sort of getting completely out of 
control. 

Senator PROXl\fIRE. You say that you think it is kind of ironic that 
the Government is asking the defense contractors--

Mr. LOWRY. No, this is a program that was proposed but never really 
carried forward. There was a proposal that the Bureau of the Census 
should conduct a survey of businesses as part of its regular survey 
of manufacturers, sales, new orders and inventories which would seek 
to get separately new orders which businessmen received from the 
Government. 

Now, a very substantial part of this would be going back to the same 
people who are already reporting the same stuff to the Defense De
partment. It seems a little ridiculous when the Government, as a 
buyer, has all these records at hand that it should ever contemplate 
going out and asking the businessman to do this. 

Senator PROXl\fIRE. How much of a projection of this kind would 
you want? What would be practical? 

Mr. LOWRY. It would seem to me, on the basis of the Government's 
own records, that you could project quarter by quarter for the fiscal 
year. 

Senator PROXl\fIRE. You would want one fiscal year in advance, you 
would want the projection by quarters for the full fiscal year? 

Mr. LOWRY. For the full fiscal year. This is done, and then it is 
revised, but this would probably have to be changed in shape and in 
some form to make it convenient and useful for economic analysis. 

Senator PROXl\fIRE. Very good. . 
Mr. LEVY. You say: 
In my opinion, the most essential information on this count could be provided 

in two consolidated summary tables which would present both the legislator 
and the economic analyst with a greatly improved picture of the authorization, 
obligating, and spending process. 

These are the columns, I take it, that follow, table 1, table 2, and so 
forth, and this is similar to the kind of proposal which Mr. Lowry 
has just suggested. 

Mr. LOWRY. Also similar to the thing that is done. 
Mr. LEVY. Yes. I think this is in perfect agreement with the state

ment which was just made. 
I would fully endorse that, and I think there is great need for it. 
Senator PROX1\IIRE. I am wondering if this kind of a breakdown, 

which I can see is valuable for overall economic analysis, if it is satis-
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factory, and that overall economic analysis has been probably the 
least accurate and the least useful in some ways of all of the contribu
tions of economics in the absence of detail, the kinds of things that I 
think would be most useful would be a specific breakdown of this sort 
of projection showing just exactly what kind of expenditures, in 
what areas of the country, what industries, involving how much em
ployment, involving what kind of demands for resources, some of 
which might be in short supply and not available; wouldn't this kind 
of a breakdown, more detailed breakdown, be the kind of thing that 
would be really useful if you were going to make predictions? 

Mr. LEVY. vVell, I think a breakdown like the one I indicated here 
would be exceedingly useful. The question would be how much detail 
you would need in your stub heads, so to speak. In other words, to 
what detail of program would you go? This would not-I am not 
referring to this as being on an aggregative level for the entire budget 
operation, but presumably all these details would be shown at least 
for major functions such as defense spending. Then ultimately, 
maybe, we can get it under defense spending by major activities or 
programs. 

Some people at the Bureau of the Budget seem to think you should 
start by classifying it by inputs other than by programs. 

Senator PROXMillE. Now if you are going into that if you are going 
to make it of any use for industry, you would need to break it down 
by region, by State. 

Mr. LEVY. Well, that is true. I have not been thinking so much in 
terms of specific industries. I have been thinking more in terms of 
getting a better understanding as to what the Government spending 
process really does to the economy as a whole. 

Senator PROXMillE. Yes, and what it does in terms of the economy, 
in terms of excess capacity and excess of surplus labor. 

Mr. LEVY. I would agree with you fully that ultimately if we could 
get it in more detail by regions or industry, this would be highly 
desirable. But given the extreme lack of knowledge, I think we have 
to start at one point. 

Senator PROXl\IillE. I see. 
Mr. LEVY. If we could start in an area where we could at least 

develop some overall information on the lags between obligating for 
certain programs and the subsequent expenditure, then we could hope, 
as we improve our knowledge, to get a more refined breakdown and 
increased knowledge, and maybe break it down by regions or indus
tries. 

But it seems to me that if we start from almost complete ignorance 
and attempt to aim immediately for this refinement, we may try to 
undertake too much and end up with nothing very precise. 

Senator PROXl\IIRE. But in moving into an economy in which certain 
kinds of skills will be in short supply and will be needed greatly, and 
presumably or possibly in the future, we will also need specific facili
ties, this kind of a breakdown by industry and by regions would be 
enormously useful, not simply in terms, but being able to predict what 
would happen and doing something about the unemployment situa
tion, but as modifying the programs. 

99-375--63----19 
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In other words, the Government might be moving into an area, I 
think it definitely is in scientific manpower, engineering and that 
kind of manpower, where it is pirating one program against another. 
You have a space program and a defense program and various in
dustry efforts to move ahead in research fields in which you have very 
limited manpower available, and if you can have this kind of a break
down relating to the limited supply, I should think that this would be 
helpful from the standpoint not only of economic prediction. and 
economic policy but also from the standpoint of the specific programs 
themselves to compel the executive branch to somehow rationalize 
t.heir program and make a choice of priorities. 

Mr. LEVY. Well, I am not quite-
Senator PROXMlRE. Didn't you have that much in. mind? 
Mr. LEVY. No. I am not quite sure whether the framework I sug

gested here would readily lend itself to this exploration. 
Senator PRox~nRE. I see. 
MI'. LEVY. At least in the near future. 'Vith regard to some of the 

very specific questions which you raised, shortages of manpower, of 
high skills, and the like, I suspect that a more direct attack on these 
problems-surveying what is going on and seeing some of the prob
lems and deficiencies-might be more useful with regard to this 
particular question. 

Senator PRox~nRE. You do not think we could have an overall 
running study of it so 've could be apprised constantly of what our 
situation is? You think you would have to make an ad hoc study 
in a particular area and settle for that? 

Mr. LEVY. It seems to me there are very severe problems here be
cause of a great deal of flexibility in shifting orders especially with 
regard to defense contracts, 

vVe know that what looks like the contract of one region might 
end up being the contract of another one. As to manpower, when 
the Government tries to get certain skills and cannot readily out
bid the market with its resources, it probably solves this problem 
in other ways, I mean that there is substitution of inputs in the 
economy. 

Senator PROXllIIRE. Yes. 
Mr. LF.vY. I also think with our present state of knowledge it is very 

hard to get at these problems except through some very specific studies 
that address themselves directly to these problems. 

But what I proposed here would set a broarl framework for getting 
somewhat better knowledge of the overall impact. After all, we know 
much too little about the general impact of the Government and its 
major activities on the total level of activity in the economy. 

You mentioned, for instance, your attempt to try and see by how 
much our spending programs can be accelerated. 'Ve know very little 
about it. You suggested, not much can be done, judging from what 
you saw. 

Lewis in his study, trying to measure the 1957-58 speedup, reached 
the same conclusion. But those are a few isolated instances where we 
tried for the first time to get knowledge on such a basic question. 
I believe that we first have to learn a great deal more as to what tlle' 
Government operations really mean in terms of the timing and tlH' 
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magnitude of the impact on the economy. This is something very dif
ferent from what a naive analysis of broad figures seems to tell us. 
We have played around a bit too much with broad figures, looking at 
the surplus or the deficit or shifts, and very quickly concluding that 
they do all sorts of things for the economy. I truly think we know 
much too little about what the real effects are for the economy. Given 
the size of the Government operations, it seems to me very crucial to 
first learn a great deal more about that. 

Senator PROX:UIRE. Dr. Colm, you wanted to conunent ~ 
Mr. COLM. I would like to make one comment. I agree entirely 

with Mr. Levy that it would be highly desirable in having this quar
terly breakdown, at least for broad programs. 

With respect to the details, we have the problem of contracts and 
subcontracts. For those programs which are under direct contract, 
I think estimates can be made of the regional breakdown because it 
is known to the Defense Department through the reports which Mr. 
Lowry mentioned. It is more liifficult in case of sul"'Contracts to find 
out. where they are located, and so on. 

But for those programs which are planned but for which contracts 
have not. yet been let, it would be difficult for the Defense Department 
to estimate exactly where, I mean locally, the impact would be. 

Now, Mr. Chairman, YOll raised the question of the manpower re
quirements, and that leads me to an additional point. Manpower re
quirements do not change so drastically from quarter to quarter. We 
have a pret.ty good idea of what the program requires, although we 
lllay still need a better idea. But where "we are really entirely wIthout 
information is t.he long-range impact. 

Take the NASA program. I have seen estimates of the qualified 
manpower requirements for the present NASA program which differ, 
I think, by something like 100 percent. I mean some estimates are 
double those of other estimates, perhaps partly because of semantic 
difficulties in defining scientific manpower. Some estimates may in
clude the technicians and others not. I do not know what it is. 

But we try to look into that-we tried to look into that and just 
found a terrible lack of know ledge, and I cannot see how one can 
even evaluate the feasibility of a program like the NASA program 
wit.hout knmying what the manpo'Yer requirements are. 

The .manpower ~'e911irements would have to have an impact, say, on 
educatIOn and trammg and other related programs. So I would like 
!"O amend Mr. Levy's statement ~hout quarterly estimates by emphasiz
mg the need of longer range estlmates. The lack of knowledge simply 
makes it hard to evaluate some of the major existing programs. 

Senator PROnlIRE. Mr. Lowry? 
Mr. LOWRY. I would say, in support of some of Dr. Colm's state

ments, that I was in the Bureau of the Budget some years ago when 
there was a very direct attempt to sort of ration manpower just like 
you do money~ and there was a quarterly review of manpower require
ments, and tIllS went program by program to the most intimate kind 
of detail known to the appropriation structure. 

Senator PRox::mRE. "When was that? 
)fr. ~WRY. TI~is ~-as during. the war and iI~ the immediate post

war perIOd. I thmk It was caITIed forward unt.11 about 1949 or 1950. 
It was one of the most fruitless exercises anvbodv ever enO'aO'ed in ., ~ 0 b • 
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The only result of this is that it probably employed a certain num
ber of additional people in the personnel offices of all the Government 
agencies just to do this. It really was not very helpful. 

On another point, Mr. Chairman, the interest in the regional impact 
of Government expenditures, I think this is very real, but at the pres
ent level of knowledge and Government bookkeeping and one thing 
and another, I think this is really just an area of major frustration 
for years to come. 

Let us take the case of a dam being built by the Bureau of Reclama
tion. It hires some engineers, it lets a contract. The contract may 
go to some people from California. 

The proJect gets beyond the design stage. They actually go into 
construction, some contracts are let, and maybe some contracting firm 
from Chicago wins the award. In turn, this firm may have some sub
contracting arrangements with a number of people in the Mountain 
States, and the contract for cement may go to somebody from Pitts
burgh or some other place. 

It is just very hard to try to figure out what the regional impact is 
of this project. There is obviously the regional impact of the crew 
that is there building the dam. There is obviously the permanent 
economic impact of the dam itself. But the economic impact of the 
actual spending to build that dam is very difficult to determine. 

Senator PROXllIIRE. Senator Miller has a question. 
Senator MILLER. I would like to ask all of you really, but Dr. 

Schmidt, in particular, about gross national product. 
Now, on page 50 of the budget we have economic assumptions set 

forth on the basis of which revenue estimates have been made. At the 
top of the page: 

The estimates of receipts of this budget are based on the a!';sumption that the 
Nation's total output of goods and services in calendar year 10G3 will amount to 
$578 billion, which is $24 billion more than in the calendar year 1062. 

Now, I get the impression from other people that gross national 
product increase is rather meaningless standing by itself, certainly 
on the basis for an assumption of revenue. For one thing, it seems 
to me we have to crank out of there the amount of inflation that may 
be contained in it. 

For another, it seems to me we ought to be interested in knowing 
where this gross national product is showing the increase. Is it show
ing the increase across the board or is it showing it in the field of State 
and local government effort or in Federal Government effort or in the 
private business sector? 

How would you suggest that this be made more meaningful? 
Mr. SCIIlIUDT. 'VeIl, in the Economic Report, of course, they use the 

concept of net private GNP to take the Government sector out. That 
is one way of getting at it, because you could have a rising per capita 
GNP, but it could all go to more policemen, and obviously this would 
not represent a real rise in real income. 

So I have a lot of sympathy with the idea of segregating out any 
fictitious elements, certainly inflationary elements. 

In fact, I mentIOn this in my paper, that we ought to correct most 
of these figures, and I make this additional suggestion which I do not 
believe Dr. Moor did suggest, that the Bureau of the Budget itself 
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ought to allow for changes in the population in the various categories, 
at least at times. But sometimes you are interested in the per capita, 
sometimes you are interested in the per family expenditures; that is, 
Government expenditures per family, and so on. 

So this is an everlasting problem. As a mater of fact, on the next 
page of the budget it is pomted out that these estimates on the point 
you just read were also based on the tax legislation which has been 
proposed. 

Now, who knows whether the tax legislation will go through as 
recommended by the administration. I think nobody believes it will 
go through in that form. 

Senator MILLER. I recognize the impossibility of determining that. 
But when the Bureau of the Budget comes over here and makes an 
estimate on the basis of revenue that could be expected from current 
tax laws on the books, and ties that into a mere mcrease in gross na
tional product, I just wonder. I do not say they do that in preparing 
their estimates, but in looking at the budget right here, it appears that 
they do. 

Mr. SCn:UIDT. I think they actually do. I think they figure that at 
the present level the marginal increase will be on the order of 30 per
cent in Federal revenue; Isn't that correct, increase in the GNP~ 

Mr. MOOR. Yes. 
Senator MILLER. They did testify this morning that they prepared 

a model. I would think that they would have to. But what I am 
getting at is for purposes of analysis of business and industry, 
shouldn't we have more information set forth in this budget than a 
mere increase in the GNP as a basis for these assumptions so that 
we can analyze them ~ I mean so you can analyze them, and you can 
make some predictions. 

Senator PRonmm. Dr. Colm has a comment. 
Mr. COLM. I would like to say that for revenue estimating the most 

important distinction is between personal incomes and corporate 
profits, because on corporate profits, as you know, the tax rate per 
dollar is so much higher than on personal incomes, on the average1 
and considering the margin of error on all these figures, I would 
say these are the most important distinctions. 

I cannot quite follow Dr. Emerson Schmidt as to why the income 
of the policemen is fictitious from the point of view of estimating 
Federal income because when he drinks liquor-perhaps he should not 
but he does-he pays the tax as everybody else; on his income he pays 
Federal taxes. So I think his income is not fictitious. 

You may have different opinions about whether his services are 
fictitious or real, and I think those services are real, too. 

For many purposes we want to distinguish between income originat
ing in the public and private sector, but just for tax purposes I do not 
think this IS a relevant distinction. 

Senator MILLER. Dr. Colm, would it make any difference to you in 
evaluating a budget from the standpoint of estimating revenue If that 
line on gross natIonal product was completely eliminated, as long as 
you have the other two items? 

Mr. COLM. It would make a difference, I think. I think some
when we come to some-specific taxes as excises, let us say, for things 
bought by business, I would think that they cannot be correlated so 
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"Well with personal income or corporate profits. Here one may want 
to use the correlation with GNP. 

Senator MILLER. What you are real~y saying is in .order to arrive 
-at a reasonable estimate you would lIke to have thIS GNP broken 
,out--

Mr. COLM. Yes. 
Senator MILLER (continuing). S? you C?uld not only get per.sonal 

-income and corporate profits, that IS a basIS for them, but a basIS for 
estimating other types of taxes. 

Mr. COLM. Yes. 
Senator MILLER. But we do not have that when we just have gross 

national product. 
Mr. COLM. It is not presented here in detail, and I entirely agree 

with the point previously made by Roye Lowry that we should have 
more detail. I only commented half jokingly on this one remark. I 
thing Mr. Schmidt has got the wrong example for the breakdown in 
this pallticular case. For the Economic Report I would agree with 
him entirely. But here for revenue purposes we need another break
down. 

All I want to say is that a few years back the Treasury made their 
estimates entirely independent of the Budget Bureau and independent 
of the Council of Economic Advisers. 

To the best of my knowledge, this whole process has got muoh better 
coordinated during the last, let us say, 5 yea.rs or so. So I think that 
even this little bit that is now presented in the budget document
previously it was just in the statement made by the Secretary of the 
Treasury at a press conference--I just want to acknowledge some 
progress has been made, and I am in favor of further progress. 

Mr. LOWRY. I am not quite sure I understood you, Dr. Colm. Did 
you say just several years ago it was in a statement made by the Sec
retary of the Treasury at a press conference or it was a misstatement 
by the Secretary of the Treasury at a press conference? [Laughter.] 

Senator MILLER. Let me ask just one last question. How do you 
think we can improve the Economic Indicators to make them more 
useful for our people whom you people represent? 

Mr. SCRl\fIDT. I think a very good job of improvement has been 
made in the last 2 years. I think the committee circulated a lot of 
people, didn't it, to request a lot of people to submit the recommenda
tions? I know I got a questionnaire, and I filled it in, and I added a 
Jot of other suggestions, and a good many of my suggestions were 
accepted. 

So I have not, you catch me kind of unaware, and I probably could 
think after reflection of additional ways of improving it, but I think 
it is tremendously improved over what it was several years ago. 

Senator MILLER. I asked this question because one of you testified 
that the only way to really analyze this budget was in conjunction with 
other documents, and I would assume frequently you do take a look 
at the Economic Indicators, along with the budget in arriving at your 
oonclusions on it, and so certainly it has come a long way the way it 
has. But we are constantly striving to imprm'e it, and if you have any 
ideas on how you think it might be improved, I think it would be help
ful to hear from you. 
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Yes, Doctor ~ 
Mr. COLM. I have a sman suggestion. There is also published by 

the Bureau of the Census in the Department of Commerce, economic 
development indicators-I wonder whether a one-page summary of 
what is there called leading indicators, lagging indicators--

Mr. SCHl\IlDT. Coincid~nt and lagging. 
Mr. COLl\L Leading, coincident and lagging indic3!tors, one sum

mary out of that, using one page in this document, a one-page sum
mary, might not be very useful. That infonnation is already compiled. 

Senator PROXMIRE. A one-page summary of what~ 
Mr. COL],!. A one-page summary of the Census Bureau's document 

included in the Indicators would give this work done by the Govern
ment at great cost a much wider distribution. 

Senator MrLJ,ER. I want to make sure that I am clear and I under
stand it. You suggest a one-page summary from the current eco
nomic developments published by the Department of Labor--

Mr. SCHl\UDT. Not Labor, the Bureau of the Census. 
Mr. COLM. The Department of Commerce, Bureau of the Census. 
Mr. LoWRY. May I correct the title, Mr. Chairman ~ 
Senator MILLER. Department of Commerce. 
Mr. SCHl\IlDT. Bureau of the Census. 
Senator MILJ,ER. Is that a monthly report ~ 
Mr. LoWRY. Yes. The correct title is "Current Business Cycle 

Developments." 
Mr. COLl\L It is a highly technical document which has not the same 

wide distribution as the Economic Indicators and, therefore, I think 
one summary page out of that would add to the value of the indicators. 

Mr. SCHMIDT. Should all that data be seasonally adjusted ~ That 
is another important question because it can he very misleading if it 
is not seasonally adjusted. 

Senator MILLER. I do not know what that Business Cycle Develop-
ment is. 

Mr. COLM. It is seasonally adjusted, where it is feasible. 
Mr. LoWRY. They have every seasonable adjustment known to man. 
I would, Mr. Chairman, like to draw your attention to a publica-

tion not of the Federal Government but of the Federal Reserve dis
trict, Federal Reserve Bank, of St. Louis. 

As you know, all of these Federal Reserve banks) or most of them, 
put out regular monthly publications which con tam certain statisti
cal information, and in the most recent publication, monthly publica
tion, from the St. Louis bank, there is a very intriguing page devoted 
to what I think is a rather unique kind of presentation of GNP. 

GNP as a total is very noticeable for being fairly stable, and if 
you will look back over the years as more figures come in and adjust
ments are made and everything gets on a constant dollar basis, you 
find that recessions disappear or almost disappear. 

Well, the Federal Reserve Bank of St. Louis has taken and charted 
GNP by several breakdowns. It has broken down some items which 
it calls cyclical components in GNP which includes business inven
tories, investment, Federal Government spending, and consumer ex
penditure on durable goods, and then it has another breakdown of 
noncyclical components in GNP which is a lovely strai~ht line which 
generally moves upward and to the right, and this has m it consumer 
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expenditures for nondurable goods, consumer expenditures for serv
ices, and State and local government expenditures. 

It is a very convenient way of separating out these factors which 
are more volatile than those which are more stable in the economy in 
an overall aggregate which generally is fairly stable. 

Senator PROXMIRE. We will take a look at that. 
Mr. LOWRY. It is very meful. .. 
Senator PROXMIRE. I think one of the great advantages of the in

dicators is that they are limited. 
Mr. LOWRY. Yes. 
Senator PROXMIRE. And we have tried hard to keep them limited' 

so that it is a small, relatively small, document. 
Mr. LOWRY. That is right. This is a one-page chart. 
Senator PROXlIfIRE. Incidentally, one of the new things which has 

been added in the last 4 or 5 months is the Federal budget on national 
income accounts basis. This puts all three budgets one after another 
here, and it gives the thl'ee views, which brings me to my-I wanted 
to question Dr. Schmidt on this very point. 

You say, in the first place, the nomenclature of the budget is out
rageous. I thought your statement was very interesting and provo
cative and very good; that there are three different budgets. Don't 
you feel that even if we do put these administrative budgets into the 
cash budget, as you suggest, or at least have considered always to
gether, we should if we want to get a picture of what is going on 
completely, have all three budgets? This administrative budget does 
have certain advantages from a congressional standpoint? The Ap
propriations Committee standpoint and from the standpoint of Con
gress as the agency which produces the economic indicators, is prob
ably always going to have it, and probably going to persist in dis
cussing much of our Federal policy in terms of the administrative
budget and, at the same time, these other budgets, as you indicated, 
have really great and much greater economic import. 

Wouldn't you concede that we probably are going to have to live 
with this and maybe the problem is how to persuade the users of it 
to recognize what they are, and their specific different use? 

Mr. SCHMIDT. Well, that is a long-term prospect that you are hold
ing out. 

I would prefer, and I use the word rather carefully, to have the
administrative budget absorbed into the consolidated cash budget 
and then let those people like yourselves who have to use it for, let 
us say, hearing purposes or one purpose or another, it would still be· 
there, but I would not start the thing out with that as the budget 
did this year in the budget document, because people pick out--

Senator PROXMIRE. Dr. Moor tells me this is just what was done 
with the 1964 budget. 

Mr. SCHUIDT. Yes, except it started with it, you see. It started 
with the administrative budget, so people got to that total of $98.8-
billion, you see, of expenditures, and this was the figure that was 
played up, whereas Mr. Kennedy said, and most economists would 
say, that the $119 billion or $122 billion, whatever it is, is the much 
more important figure. 

Senator PROXlIURE. I suspect that this year there was a particular
digital reason why this was important. Whether you want to go· 
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to two digits or three digits with the budget, once you get over that 
magic $100 billion figure with the administrative budget, you won't 
have to worry about that as much. 

Mr. SCHl\IIDT. I made that same point in my statement. 
Senator PROXl\HRE. Then you talk about 100 different concepts, 

many of which are complicated with trust funds and all kinds of 
things. 

Every one of those concepts that you have mentioned, as I followed 
you, was a concept which is a distinct and legitimate and appropriate 
concept. I do not know how you can eliminate them or consolidate 
them or simplify them. Maybe you can. 

Mr. SCHUIDT. I think something could be done. Certainly they 
cannot all--

Senator PROXMIRE. By and large, with some exceptions, it seems 
to me with a little effort they can be understood. 

Mr. SCHl\IIDT. Well, with 100 different items it is pretty difficult for 
somebody who is not familiar with it, who does not work with it year 
after year, it is really pretty difficult to derive the meaning of the 
figtIres. 

Senator PROXMIRE. By and large, I would agree that economists are 
inclined to talk in a language which nobody else can understand partly 
because, like any other profession, they do not want to let people know 
how little they know. 

Mr. SCHMIDT. The director of the budget in Connecticut said that 
they used to have a multiplicity of these budgets themselves, and he 
-consolidated them, I think, into a sinO"e budget. 

Now, every department of the U.§. Government has many of these 
kinds of budgets, many separate kinds of budgets, so that the thing, 
if you really want to grasp the totality and sec where the thing IS 
thing is going on a net basis or a gross basis, you have very great 
difficulty. 

Senator PROXMIRE. You would not discourage additional detail in 
its proper place. For instance, wouldn't you feel that the appendix 
to the budget should continue to be detailed? 

Mr. SCHMIDT. Oh, yes. 
Senator PROXl\IIRE. And even more detailed? 
Mr. SCHMIDT. Maybe even more. 
Senator PROXMIRE. Some of the suggestions we get in these hear

ings suggest that additional information is wanted. 
After all, if a scholar-this is a reference book and nothing to sit 

-down and read an evening. 
Mr. SCHUIDT. Yes, sir. I would agree with that, and also I would 

suggest that possibly the Bureau of the Budget should do more of 
what it has been doing in the last few years, and that is have these 
special analyses, like on statistics, for example, and they have two, I 
think, that deal with something approaching the capital budget which 
Dr. Colm discussed in this year's report, and nowadays there is great 
interest, for example, in education as an investment in people. 

I think a special analysis just on this subject say, for next year, 
would be extraordinarily useful to see what the dovernment is doing, 
and in that sense, I would go much further and I would think it would 
be very useful to bring all this material together in the field of educa
tion, what we are doing, what the problem is. 
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Senator PROX~ITRE. Now, you suggest an item veto, I notice. Isn't 
that correct? I have been interested in the item veto, and I know 
a lot of people, particularly those who have been Governors of States 
and now Senators, feel it is a good thing. I know Frank Lausche is 
strong for it. 

Ken Keating has introduced a bill of which I am a cosponsor, to 
permit an item veto, and I am wondering whether this is necessary. 
One was on the continued programs of the B-52. They wanted to cut 
it, so I introduced an amendment to support them,·and the Appro
priations Committee overruled it. The same with respect to the B-70, 
and I have lost overwhelmingly, and it does not matter because the 
administration does not spend it anyway. 

Mr. SCHMIDT. This is a kind of item veto. 
Senator PROXMlRE. Yes. This has always been true to a lesser 

extent of appropriations by Congress, I think in the National In
stitutes of Health, way above what the administration says they can 
possible use efficiently. 

Why don't we have an item veto anyway in an administration in 
which the President, who can exercise the discipline of just ordering 
his people only to spend as much as he thinks is appropriate? 

Mr. SCHMIDT. I think there are certain laws, a.ren't there, that pro
hibit him from underspending certain types of appropriations. 

Senator PROX~nn.E. He certainly gets away with it in the defense 
area. 

Mr. SCH~nDT. In the defense area he has it. Whether it is legal 
or not I am not sure. 

Senator PRonuRE. I believe there is an awful lot of pressure on 
the administration to spend money there. 

Mr. SCHMIDT. I am told there are certain kinds of expenditures 
he is required to make. For instance, if Congress, let us say, raises 
salaries, I do not think. he has a choice of not putting that salary 
scale, new salary scale, mto effect. I am not sure of that, whether 
that is a good illustration or not. 

Senator PROXMlRE. Well, that is on appropriations. If, on the 
other hand, he does not want to pay that many people he does not 
have to hire them, even though the Congress provides for it. 

Mr. SCHMIDT. I would agree with you. 
Senator PROXMIRE. Anything that you could submit that would 

indicate the limitations on the President's power to restrict spending, 
that would be changed if he had the item veto power, I think would 
be very helpful. 

Mr. SCH~IIDT. I will take a look into it. 
The one objection to the item veto, of course, is the power of the 

President to punish Members of the House or Members of the Senate. 
I know Congressman Curtis, for example, is pretty skeptical of the 
item veto for this very reason, and there is, of course, a certain amount 
of special legislation, regional legislation, and sometimes special bills, 
and the President could, of course, by having the item veto power, do 
a lot of slashing here and there. But I think--

Senator PROXMIRE. ·With the old pork barrel it might be a good 
idea. 
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Mr. SCHMIDT. As long as Congress has the power to override the 
veto, say, by a two-thirds or 60 percent majority, I see no particular 
obiection. 

Senator PROXMlRE. 'V"ould you have an observation?. Mr. Lowry~ 
Mr. LOWRY. All I wanted to say, Mr. Chairman, is ~ am not sure 

what the exact legal provisions are which the President relies on for 
his putting moneys in reserve and not spending them. But I do know 
that Members of Congress very frequently challenge him very openly 
as to the legality of his action in subverting, in their view, the will 
of Congress. 

Senator PROX~IIRE. Well, depending on the force and self-confi
dence of the particular department head, the President, if he can in
volve himself in these details, can do a great deal. But the President 
usually cannot do that. He has other responsibilities that are so great 
and exacting in time, and so forth that he cannot do it. 

But if you have a fellow like Secretary McNamara, who knows that 
he can rally the support of Congress and can achieve a suflieient public 
support and Presidential support so that he can refuse to spend hun
dreds of millions of appropriations, he is more likely to refuse than 
another department head who may be lacking in some of these qual
ities. So I suppose there is a human application here. 

That is important. 
I want to thank you gentlemen very very much. This has been 

extremely useful. 
I am delighted that we were able to conclude our hearings on the 

budget as an economic document with such an excellent presentation 
today by you four gentlemen. 

This does conclude our session. We will hold the record open for 
a few days for subsequent insertions. 

Thank you very much. 
(Whereupon, at 4:50 p.m., the committee adjourned, subject to the 

call of the Chair.) 



APPENDIX 

MATERIAL SUBMITl'ED BY INTERNATIONAL MONETARY FUND 

IFS GOVERNMENT FINANCE STATISTICS 

The government finance data reported by IFS refer to the cash 
transactions of the central government arranged to provide separate 
entries for revenue, expenditure, the resulting deficit or surplus, and 
the means by which the deficit has been financed or the allocation of 
the surplus, i.e., net borrowing in domestic and foreign currency, for
eign aid, seigniorage, other monetary transactions, and the use of cash 
balances. 

The central government can be described as all those departments, 
agencies, and institutions whose transactions are recorded in the na
tional budget and including, where data are available, the social in
surance system. 

The data being cash transactions data, record transactions, other 
than intragovernment transactions, when they occur regardless of the 
accounting period to which they refer. Generally, therefore, the sta
tistics can be described as being on a collections and checks-issued basis. 
There are three sources from which the government finance statis

tics may be derived: Closed (audited) budget accounts (e.g., Austria), 
the cash balance records of the Treasurer (e.g., United States), or the 
central government's banker (central bank) (e.g., Germany). 

Budget accounts used as source materials cover the ordinary budget 
as well as extra-budgetary accounts. The government finance statis
tics are, therefore, a consolidation of transactions recorded in the cur
rent, capital, investment, and other extraordinary budgets including 
government trust, revolving, and other special funds. 

Budget accounts are constructed, to a very great extent, to demon
strate the discharge of responsibility within the limits of budget laws 
or regulations by those entrusted with public funds. The accolmts 
include, therefore, intragovernmental transactions and entries to 
credit or to charge the income and payments to the proper budget 
period, e.g'4 appropriation carryovers, and investment reserve ac
counts. Adjustments are made in the IFS data to record the actual 
expenditures when they occur. 

Generally, central governments do not use commercial accounting 
techniques. Hence, the problems of moving from an accrual account
ing basis to a cash accounting basis are not especially difficult. The 
prmcipal "accrual" elements m budget accounts are most often those 
of interest payments on the government debt and of valuation of debt. 
Adjustments are made to omit these "accrued" payments from the IFS 
data. 
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The cash balance records of the treasurer, as well as the records of 
central banks that record debits and credits to the government's de
posit accounts, being on a cash basis, are simply rearranged to report 
the separate entries for revenue, expenditure and financing trans
actions. 

A last point to be mentioned concerns the recording of government 
enterprise transactions in the government finance statistics. These 
are recorded on a net basis, i.e., the net profit of enterprises trans
ferred to the government is recorded as an item of revenue and the net 
loss financed by the government through grants, subsidies, or other 
transfers is recorded as an expenditure item. 

Transactions of the consolidated government accounts with the 
private sector are recorded as revenue and expenditure respectively. 
These transactions exclude all so-called financing items, i.e., debt 
transactions (borrowing and redemptions), use of cash (payments to 
(with a minus sign) or drawings from deposit accounts), monetary 
transactions proper and foreign aid receipts. 

Monetary transactions include profits on seignior.age. Treasury 
depository functions, that appear among the financing transactil)ns 
for Austria and Belgium, measure the temporary finance made avail
:able to the treasury from balances required to be deposited with the 
government under various legal arrangements. 

The financing data may include an entry for finance from foreign 
aid. (There are similar entries in the data for France and Italy.) 
These measure the releases during the period for central government 
use from the counterpart funds set up under U.S. aid programs. 

The net balance of revenue and expenditure, thus defined, represents 
the surplus or deficit. The sum total of the financing items adds up to 
this surplus or deficit with reversed signs. 

NOTES TO THE COUNTRY STATISTICS 

Austria 
Data are derived from the "Bundesrechnungsabschluss" (budget 

accounts) of the Republic of Austria. 
The budget includes accounts that record transactions on current 

and investment accounts. These are consolidated in the IFS data. 
It includes also the transactions of state monopoly enterprises, the 
railways, and certain public utilities. The IFS data reflect only the 
profits of these entities transferred to the Treasury (as a revenue com
ponent) and the subsidy or grant from the Treasury to these enter
prises (as an expenditure component). 
Belgiwm 

Data are compiled by IFS by adjusting Ministry of Finance data 
for the cash receipts and payments of the Treasury. The Ministry 
data are addressed to the short-term financing problems of the Treas
ury. Hence, in the Ministry data, expenditure for redemptions of 
long-term (consolidated) debt are a component of expenditure and of 
the deficit or surplus. In the IFS data, such expenditures are omitted 
in the calculation of the deficit or surplus and are included in the data 
Jor net borrowing. 
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Oanada 
Data refer to transactions of the Dominion Government through 

budget and extra-budget accounts as reported by the Bank of Canada 
in the "Statistical Summary." 

Receipts and payments of the social insurance system are not in
cluded in the revenue and expenditure data but its net deficits are a 
component of expenditure. 

Advances to exchange fund: In IFS data holdings of gold and for
eign assets by governments or government exchange funds are con
solidated with such holdings of the monetary system on the ground 
that transactions in international reserves are the function of the 
monetary system. Hence, Government purchases and sales of foreign 
assets or financing of exchange funds are omitted from the e<.:
culation of the deficit or surplus and recorded separately as an item 
which, like the deficit or surplus, requires or provides Government 
finance. 
Finland 

Data are derived from the cash balance accounts of the Treasury 
for IFS by the Bank of Finland. 
France 

Data are derived by IFS from statistics on the cash transactions 
of the Treasury published by the National Institute of Statistics and 
Economic Studies in the "Monthly Bulletin of Statictics." 
Germany 

Data are as published by the Federal Bank in its "Monthly Bulletin" 
and measure Federal Govemment cash transactions as recorded in its 
account with the bank. 

The equalization of burdens fund and the social insurance system, 
for which the cash deficits or surpluses are given separately, ha\'e not 
been consolidated with the Federa] Government principally because 
of lack of data. However, the 1962-63 supplement to IFS includes a 
consolidated statement. The supplement includes also a note on the 
equalization of burdens fund. 
Italy 

Data are derived from the "Flow of Sayings and Money Supply" 
as published in the Bank of Italy Annual ReJi>ort. 

The data given in IFS differ with simIlar data derived from 
Treasury records principally because the profits or losses of the Gov
ernment-owned railways and railway borrowings are included in the 
IFS accounts and not in Treasury accounts. 

N etherland8 
Data are derived from the Netherlands Bank Annual RepOlt, table 

on "Changes in the Treasurer's Cash Position" which is based on the 
Treasurer's cash accounts. 

The financing entry for "Other operations" measures mainly the 
temporary finance available to the Treasury from undistributed bal
ances of taxes collected by the Ceneral Government for local gov~rn
ments. 
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Sweden 
Data are a consolidation of transactions through the working and 

capital budgets as recorded in the checking accoIDlts of the Treasury 
and National Debt Office at the Bank of Sweden. The consolidation 
does not cover the social insurance system due to lack of data. 
Switzerland 

Data are Treasury cash transactions data as derived by IFS from 
the Treasury accounts given in the Messa~e of the Federal Council 
to the Federal Assembly on the Accounts of the State. 

See also note to Canadian data concerning Government transactions 
in gold and foreign assets. 
United Kingdom 

IFS data are based on the Bank of England, Quarterly Bulletin, 
table 1, Exchequer Finance. For further explanations of the data 
see the March 1963 issue of IFS and the Bank's Quarterly Bulletin. 
United States 

Data measure cash transactions of the Federal Government with the 
public as reported in the Treasury Bulletin. 



,., 
Austria <:> 

w ..., 
<>1 
I 
'" 

1953 1954 1955 1956 1957 19[>8 1959 1960 1961 1962 

r Billion Billion Billion Billion Rillion Billion Billion Billion Billion Billion 
Government finance: schillings schillings 8chillings schillings 8chillings schillings schillings schillings schillings schillinos .. Deficit (-) or surplus ____________________________ -1. 53 -0.48 -1.36 -1.08 -1.59 -6.27 -4.3 -3.1 -1.5 0 ------------Revenue ________________ . ____________________ 15.37 17.73 19.35 21. 30 25.36 25.96 27.9 31.1 36.7 ------------Expenditure __________________________________ 

Financing: 
16.90 18.20 20.71 22.39 26.95 32.23 32.2 3·1.2 38.2 ------------

Net borrowiug ________________________________ 
.67 1. 46 ------------ .47 1.14 5.6i 4.2 3.3 1.8 ------------Finance frOln foreign aid ______________________ .90 .94 .37 .40 .34 .50 .3 .2 .1 ------------Treasury depository fuuctions ________________ .41 -,.22 -~47 .26 -.09 .69 -.2 -.7 -.5} Use of cnsh balances __________________________ -.45 -1.71 1. 44 -.05 .20 -.56 .3 .1 ------------

National i ncome ______________________________________ 64.4 73.0 84.3 92.5 102.4 106.0 ------iiii~2- 124.9 135.3 ------------Gross national product _______________________________ 83.0 9i1.2 107.6 118.0 130.8 136.2 143.2 161. 4 176.1 ------------

Belgium 

1953 19&1 1955 1956 1957 1958 1959 1960 1961 1962 

Billion Billion Billion Billion Billion Billion Billion Billion Billion Billion 
Government finance: francs francs francs francs franc8 francs francs francs francs francs Deficit (-) orsurplus ____________________________ ---.-------- -12.5 -7.5 -3.4 -2.0 -19.8 -20.4 -20.4 -8.3 ------------Revenne _____________________________________ 

------------ 78.9 81.2 88.1 95.7 84.7 100.4 108.4 120.8 ------------Expenditure __ . _______________________________ 
Financing: 

------------ 91. 4 78.7 91.5 97.7 113.5 126.8 128.8 129.1 ------------
Net borrowing: Francs ___________________________________ 

}----------- 15.8 7.1 4.6 2.8 18.1 21.2 12.0 7.7 ------------Foreign cnrrency _________________________ 2.0 1.0 1.7 3.3 4.7 10.2 2.7 ------------Treasury depositor}' fnnctlons ________________ ------------ --4.2 -1.7 -1.4 -1.6 -1.7 -1.0 -.2 -2.5 ------------Usc of cnsb balances __________________________ ------------ .9 .1 -.8 -.9 -1.0 1.4 -1.6 .4 ------------National income._. ___________________________________ 334 350 371 393 413 414 421 447 473 ------------Gross national prodnct _______________________________ 436 459 482 520 554 551 572 608 ------------ ------------



Canada 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 

Million Million Million Million Million Million Million Million Million Million 
Canadian Canadian Canadian Canadian Canadian Canadian Canadian Canadian Canadian Canadian 

Government finance (year beginning Apr. 1): dollars dollars dollars dollars dollars dollars dollars dollars dollars dollars Deficit (-) orsurplus ____________________________ 309 107 116 490 -199 -1.257 -402 -242 ---------._- ----------Revenue _____________________________________ 4,530 4,270 4,683 5,463 5,168 4,818 5,755 5,925 ------------ ---.--------

~!r~~g,\~~~~-~~:: :::: :::: ::: :::::::::::::::::: } 4,221 4,289 4,424 4,851 5,039 5,354 5,719 5,958 -----.------ ---.--------
-126 143 122 327 721 438 209 ------------ ------------A:?van?es to exchange (und (-) __________________ 15 -25 30 -71 46 -20 36 -64 ------------ ------------Fmancmg ________________________________________ -323 -82 -146 -149 152 1,279 367 306 -----.------ ------------Net borrowing ________________________________ -209 -211 193 -518 -12 1,445 325 235 ---.-.------ ---------.-. Canadian dollars _________________________ -142 -130 257 -513 -11 1,466 328 238 ------------ ----------.-

Use ~y~~g~::{:;;.~~l::::::::::::::::::::::::: 76 -81 -63 -4 -1 -21 -3 -3 ------------ ---.--------
-104 128 -340 99 165 -166 42 71 ------------ ____ Me_Me_e. 

Canadian dollars _________________________ -95 137 -325 78 158 -166 33 88 ____ Me_Me_Me -----.-.----Foreign currency ___ . ______________________ -9 -9 -15 20 7 ____ Me_Me_e. 8 -16 -.---------. -----.------

Billion Billion Billion Billion Billion Billion Billion Billion Billion Billion 
Canaoian Canadian Canadian Canadian Canadian Canadian Canadian Canadian Canadian Canadian 

dollars dollars dollars dollars dollars dollars dollars dollars dollar. dollars 
National income (year ending Dec. 31) ______________ 19.27 19. 00 20.69 23.12 23.95 24.99 26.37 27.10 27.83 --------.---Gross national product (year ending Dec. 31) _________ 25.00 24.85 27.11 30.57 31. 88 32.91 34.78 35.92 36.81 -._.-----.-. 

Finland 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 

Afillion new A1illiml new ,\lillian new Alillion new ,\Jillion new Alillion new Million new Million new 1I1illion new Million new 
Government finance: markkas markka. mar/rkas markkas markka. markkas markkas markkas markkas markka. 

DeBcit (-) or surplus ___________________________ _ -17 83 -97 -Ill 2 45 -37 90 99 ___________ _ 
1,970 2,131 2,195 2,513 2.838 2,991 3,251 3,642 3,960 ___________ _ 
1,987 2,047 2,292 2,624 2,836 2,946 3,288 3,553 3,861 ___________ _ 

Revenue ____________________________________ _ 
Expcnditure _________________________________ _ 

Financing: 
Net borrowing: Markkas ________________________________ _ 13 -32 93 114 18 39 50 -34 81 ------------

Use ~f~~' ~~l~;~~~::::::::::::::::::::::::: 
1-------1------1-------1-------1------1-------1·------1-------1------1 

-26 -30 5 1 -23 -27 -68 -22 44 
30 -21 -1 -4 2 -56 55 -33 -27 

------------
------------

National income _____________________________________ _ 
Gross national product- _____________________________ _ 6,130 6,796 7,678 8.654 9.033 9,613 10,175 11,499 12,781 ---.--------

7,506 8,210 9,092 10,279 11,092 11,825 12,558 14,294 15,834 ------------



France 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
1-3 
~ 
trJ 

Billion BilIio" Billion Billion Billion Billion Billion Billion Billion Billion "':l Government flnHllce: francs fumes franc., francs franc., franc., francs francs francs /rancs trJ Deficit (-) or sUl'lJlus ____________________________ -8.17 -i. 73 -7.68 -10.53 -10.40 -0.98 -6.28 -4.17 -4.36 
~------ ----- ~ Rcv('llue _____________________________________ 30.20 ~2. i8 33.91 37.21 43.42 51. 78 60.44 65.55 70.40 ------------ trJ Expenditure _________________________________ 38.37 40.51 41. r,o 47.74 53.88 .\8.70 06.72 69.72 74.85 ---------_.- ~ FIIIl\llclng: 

~ ~.et borl'owlng ___ . ____ , _______________________ 7.36 !i.80 5.64 10.0i 10.07 6.45 8. 47 -.25 .81 ------------lIlanee from foreIgn md ______________________ 1. 59 1.09 1. 06 .49 .05 .08 ------------ .02 
-------3~5ii- -----.------Use ofcush btllances __________________________ -.78 .84 .98 -.03 .34 .45 -2.10 4.40 ------------ txl Natlonullncome ______________________________________ 111.8 lHI.3 129.6 143.8 160.4 182.3 195.0 216.2 232.2 ------------ 0 Gross naUontll pro(luct _______________________________ 150.4 15\1. 2 170.5 188.3 210.6 239.6 260.0 2RO.0 309.1 ------------ ~ 

0 
trJ 
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Germany ::-
[Jl 

[Calendar yeMs] 

~ 
1953 1954 1955 1056 1957 1958 1959 1960 1961 1962 

trJ 
(j 

Billion Billiun Billion Billion Billion Billion Billion Billion Billion Billion 0 
dwtsche deutsche deutsche delltsclte deuJ.sche deut.che delli8clte deut8che delltsche dellt8che Z 

Government finance, Federal Government: marka mark& marh marks mark8 mark8 mark' mark> mark, -mark:! 0 
Defldt (-) or sllrplus ____________________________ 1.52 1. 37 1. 00 1.13 -2.44 -0.22 -4.85 -1.30 0.32 -1.53 ~ Hevenue _____________________________________ 

21. 02 23.03 2.5.68 28.37 29.42 31. 31 33. 9~ . 39. 29 43.65 48.51 (j Expenditure __________________________________ 20.10 21. 66 23.72 27.24 31. 86 31. 53 38.78 40.65 43.33 50.04 
}~illancing: ~ Net borrowlng ________________________________ .24 --.14 -.48 -.17 -.50 

--------~ii8-
1. 51 1.04 -.35 1.38 0 Sclgnloral1:o ___________________________________ .12 .04 .03 .08 .08 .09 .09 .09 .10 (j Use of cash balances __________________________ -1.88 -1.27 -1.51 -1.03 2.86 .14 3.25 .23 -.07 .04 

~ Equalization of burden fund: Deficit (-) or surplus _________________________________________ -.50 -.56 -.14 .24 .04 -.39 -.56 -.14 -.16 -.34 
Sociallnsllrunce system: Deficit (-) or surplus ___ 1. 20 .33 .04 .84 .69 .26 .55 1.45 1. 27 .. _------_ ... 

~ Natlonullncome ______________________________________ 110.6 119.7 137.5 152.1 168.5 177.5 101. 8 219.4 240.4 260.2 
Gross national producL ______________________________ 145.5 156.4 178.3 196.4 213.6 ~'28. b 247.9 282.4 310.4 330.8 

~ 
0 
~ 
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Italy ~ 

[Years ending Dec. 31] 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 ~ 
Government finance: Billion lire Billion lire Billion lire Billion Ure Billion lire Billion lire Billion lire Billion lire Billion lir. Billion lire 

"'l 
l':I Deficit (-) or surplus ____________________________ -466 -455 -438 -189 -210 -280 -336 14 -38 

~----------- t=' Revenue _____________________________________ 2,006 2,084 2,301 2,586 2,800 3,061 3,344 3,821 4,074 ------------ l':I Expenditure __________________________________ 
2,472 2,539 2,739 2,776 3,010 3,341 3,680 3,807 4,112 .. ----------- ~ Financing: Net borrowing _______________________________ 375 436 417 166 203 230 324 -28 27 ------------ t"' 

From monetary system __________________ ~ 204 256 259 79 179 289 -108 -18 -62 ------------From others ______________________________ 171 180 158 83 24 -59 432 -10 89 --------- .. -- td 
Finance from foreign aid _____________________ . 74 20 20 21 15 36 ------------ ------------ ------------ ------------ q 
Monetary operations _________________________ 17 ------------ 2 2 -8 14 12 14 11 ------------ t=' N ationallncome . _____________________________________ 9,410 9,931 10,859 11,614 12,514 13,468 14,338 15,692 17,151 ------------ 0 Gross national product _______________________________ 11,831 12,616 13,807 14,885 15,992 17,114 18,290 19,937 21,912 ------------ l':I 

8 

> 
Ul 

Netherlands 
~ 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 l':I 
Q 
0 

Million Million Million Million Million Million Million Million Million Million Z 
Government finance: /luilders /luilders /luilders /luilders /luilders /luilders /luilders /luilders /luilders /luilders 0 Deficit (-) or surplus ____________________________ 358 267 -146 38 -463 -119 176 195 -92 ------------ ~ Revenue _____________________________________ 

5,817 6,067 6,370 7,096 7,411 7,253 7,792 8,831 9,880 ------------Expendlture __________________________________ 
5,459 5,800 6,516 7,058 7,874 7,372 7,616 8,636 9,972 ------------ Q 

Financing: 
t=' Net borrowing: . Guilders __________________________________ 

-526 -396 355 8 -316 876 341 300 1,034 ------------ 0 
ForeIgn currency _________________________ -410 -506 -264 -80 348 -567 -300 -91 -283 ------------

~ 
Other operations _____________________________ 164 -246 -248 -300 103 234 -389 -306 -836 ----------- .. Use of cash balances __________________________ 193 453 45 211 -36 -441 172 -710 177 ------------

Billion Billion Billion Billion Billion Billion Billion Billion Billion Billion ~ /luilder, /luilders /luilders /luilder> /luilders /luilders /luilders /luilders /luilders /luildeTS National income ______________________________________ 
19.15 21.59 24.54 26.46 29.00 29.54 31.40 34.84 36.22 .-----------Gross national product _______________________________ 24.27 27.05 30.27 32.54 35.28 35.91 38.38 42.47 44.38 .-----------



Sweden 

[Years ending June 30] 

~ 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 

!oj 
Million Million Million Million Million Million Million Million Million Million l':l 

Government finance: kronor kronor kronor kronor kronor kronor kronor kronor kronor kronor t:I 
Deficit (-) or surplus ____________________________ -804 -932 -1,156 -933 -1,371 -1,496 -800 -1,578 ------------ ----------- ... l':l Revenue ______________________________________ 

8,064 8,853 8,920 10,172 10,691 12,044 13,576 13,916 ------------ ------------ ::n Expendlture __________________________________ 8,868 9,785 10,076 11,105 12,062 13,540 14,376 15,494 ------------ ------------ ~ Financing: Net borrowlng ________________________________ 487 1,055 937 953 1,341 1,544 812 1,487 ------------ ------------ til Use of casb balances __________________________ 317 -123 219 -20 30 -48 -12 91 ------------ ------------ Cl 
Billion Billion Billion Billion Billion Billion Billion Billion Billion Billion t:I 
kronor kronor kronor kronor kronor kronor kronor kronor kronor kronor Q 

Gross national product _______________________________ 39.53 42.06 45.36 49.02 52.75 55.04 58.25 63.50 69.27 81.30 l':l 
t-3 

> 
Ul 

Switzerland 
~ 

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 l':l 
(') 

Million Million Million Million Million Million Million MillioTI JWillion Million ~ 
Government finance: francs francs francs francs francs francs francs francs francs francI 0 

Deficit (-) or surplus ____________________________ 291 -21 -92 249 98 102 216 5SB 343 ------------ ~ Revennc _____________________________________ 
2,290 2,560 2,396 2,876 2,852 3,382 3,016 3,714 4,128 ------------ (') Expcnd ituro __________________________________ 
1,999 2,681 2,488 2,627 2,753 3,280 2,800 3,126 3,785 ------------Sales of foreign assets _____________________________ -282 63 294 266 364 11 -39 -22 68 ------------ t:I Financing: 0 Net borrow ing ________________________________ 31 14 -171 -130 -608 -492 -124 -304 -207 ------------

~ 
Use of cash balanccs __________________________ -40 -57 -32 -385 146 380 -53 -262 -203 ------------

Billion Billion Billion Billion Billion Billion Billion Billion Billion Billion 
francs franc., francs francs francs ~ francs francs francs francs francs 

~ 
National I ncomo ______________________________________ 20.7 22.1 23.5 25.1 26.7 28.9 29.4 31. 5 34.7 ------------Gross national prodnct _______________________________ ------------ 25.7 27.5 29.4 31. 2 32.5 34.1 36.8 40.8 ------------

~ 
0 
01 



United Kingdom 

[Years and quarters ending at bank makeup dat~s] 

1953 1954 1955 1956 1957 1958 1959 

Million Million Million Million Million Million Million 
pounds pounds pounds pounds pounds pounds pounds 

Government finance: 8terling sterling sterling sterling sterling sterling sterling 
Deficit (-lor surplus_ ___________________________ -472 -176 -444 -145 -153 -101 ___________ _ 

Revenue ________________________________________________________________________________________________________________________ _ 
Expendlture _____________________________________________________________________________________________________________________ _ 
Netlendlng__________________________________ 737 616 950 451 711 594 ___________ _ 

EEA sterling recelpts_____________________________ -198 -78 254 41 -59 -247 ___________ _ 
Net IMF position (-l---------------------------- -56 -40 ____________ 202 2 -5 ___________ _ 
Other foreign currency horrowlng_________________ -128 -147 -61 -49 53 -89 ___________ _ 
Sterling deficit or surplus_________________________ -854 -441 -251 49 -157 -442 ___________ _ 
Sterling financing: 

~~~~!I~~~l~~--~~:::::::::::::::::::::::::: Tax certitlcates ______________________________ _ 
Treasury bills and bonds, deposit money banks _____________________________________ _ 

Oversea official holders __________________ _ 
Other holders ____________________________ _ 

Nat1onallncome _____________________________________ _ 
Gross national product- _____________________________ _ 

Govermnent finance (calendar quarters and months): 
Deficit (-lor surplus ____________________________ 

Revenue _____________________________________ 
Expendlture __________________________________ 

Financing: Net borrowlng ___ . ____________________________ 
Selgnlorage ___________________________________ 
Use of cash balance, . ________________________ 

National Income (quarterly data, seasonally adjusted at aupunl rates) ____________________________________ 
Gross national product (~uHrterly data, seasonally 

adjustcd at IInnnsl rates __________________________ 

101 
-94 

31 

387 
243 
186 

Billion 
pound. 
sterling 

13.60 
16.94 

1953 

Rillion 
U.S. dolla,. 

-5.27 
71.50 
70.77 

2.92 
.06 

2.30 

305.6 

365.4 

109 
24 

103 

-63 
-31 
199 

Billion 
pounds 
sterling 

14.46 
17.93 

1954 

Billion 
U.S. dollars 

-0.23 
71. 63 
71. 86 

2.51 
.07 

-2.35 

301.8 

363.1 

78 
-12 
-83 

-275 
48 

495 

Billion 
pounds 
sterling 

15.36 
19.16 

89 
41 

-17 

-151 
-17 

Billion 
pounds 
sterling 

6 

16.76 
20.84 

[Years ending Jnne 30] 

1955 1956 

Rillion Billion 
U.S. dollars U.S.dol/ar. 

-2.70 4.47 
67.84 77. 09 
70.54 72.62 

1. 81 -4.37 
.03 .02 
.86 -.13 

330.2 3,SO. g 

397.5 419.2 

100 
62 

4 

197 
-124 
-82 

Billion 
pounds 
sterling 

17.67 
21. 94 

1957 

Rillion 
U.S. doUars 

2.10 
82.10 
80.01 

-3.10 
.05 
.95 

366. U 

442.8 

34 
197 

24 

-89 
-115 

391 

Billion 
pound. 
sterling 

18.44 
22.93 

1958 

Rillion 
U.S. dollar. 

-1.52 
81.89 
83.41 

5.76 
.06 

-4.30 

367.4 

444.5 

Billion 
pounds 
sterling 

19.24 
23.96 

1959 

Rillion 
U. S. dol/arB 

-13.14 
81. 66 
94.80 

8.68 
.04 

4.42 

400.5 

482.7 

1960 1961 1962 

Million Million Million 
pounds pounds pounds 
sterling sterling sterling 

-238 -175 53 
5,896 6,521 6,942 
5,541 6,090 6,380 

593 606 509 
-189 25 228 
-121 344 -338 
-89 -53 -27 

-637 141 -124 

257 132 -177 
273 138 113 
22 15 -52 

636 -114 89 
62 -9 -95 

659 -303 246 

Billion Billion Billion 
pounds pounds pounds 
sterling sterling 8tuling 

20.43 21. 55 -----------. 
25.31 26.74 27.94 

1960 1961 1962 

Rillion Rillion RiUion 
U.S. dollar. U.S. dollar. U.S. dol/arB 

0.78 -2.29 -5.82 
95.08 97.24 101.89 
94.30 99.53 107.71 

1.82 .70 9.62 
.05 .06 .06 

-2.65 1.53 -3.85 

415.5 427.8 457.5 

503.4 518.7 553.9 
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EUROPEAN BUDGETARY EXPERIENCE: ITS I~IPLICATIONS FOR THE 

U.S. BUDGET PRESENTATION 

(By Andrew H. Gantt II, Harvard University) 

1. INTROIlGCTION 

The Joint Economic Committee has asked me to prepare a paper on 
the possibilities of changing the U.S. budget presentation in an 
efficacious manner, considering what I have been a.ble to find out about 
European tendencies in the art.' 

The theme of the paper is a dual one. First, I hope to visibly demon
strate that any particular method of computing a, deficit or surplus 
is most likely to cOl1yey misinformation, rather than information. 
Therefore, I will recommend much more limited use of deficit or sur
plus figures as guides to the public for decisionmaking than is now 
the case. Second, I will comment on the use of the capital budget in 
European countries, the trend of thinking in European countries about 
the ca:pital budget, and the possibility of its use in this country. Some 
tentatIve suggestions will be made which might, at some future date, 
make the capital device a useful one in governmental budgeting. 
These themes will be followed conjointly through the paper. 

Since the capital budget is not a useful device at present, and since 
present emphasis on single budget deficit/surplus figures is extreme, 
I finally recommend a small but useful change in budget presentation 
which would provide the public with more information about govern
mental receipts and spending, while deemphasizing either deficits or 
surpluses as a unique tool for decisionmaking. 

II. BUDGET )IETHODS AXD THE RESUL'.rING :FIGURES 

One can see from table I that in European countries, as well as in 
this country, different methods of budget presentation give different 
answers as far as deficit or surplus figures go. Additionally the vari
ous budget methods here presented involve differing definitions of 
what should be included in the budget, the timing of recording trans
actions, the question of what is and what is not the central govern
ment, and differing treatments of the various kinds of government 
organizations-general government, government enterprises, trading 
bodies, et cetera. On the surface it looks as if there are only three 
methods presented in the table. Actually there are six, since none of 
the cOlmtries listed compute the "budget" deficit in the same way. As 
the paper develops the reader will come in contact with even more 
methods of computation, as various other European country budget 
methods are presented. 

One fallacy of using anyone budget deficit or surplus to express 
an entire array of conclusions about fiscal policy is suggested pretty 
clearly by the complex of figures in table 1. It will be brought out 
even more clearly in the next section. There is simply much more to 
be said every year about fiscal policy than "the deficit is so many dol
Jars and (1) we need to remedy unemployment or, alternatively, (2) 
these deficits will cause the ruination of the country." 

1 There will appear shortly a supplement to the "Review of EconomiCS and !Statistics" 
dealiDA' exclusively with budgetary problems. I have trled to avoid duplicating those 
arguments, which are quite relevant In this paper. 
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Usually economists and other people concerned with fiscal policy 
do not concern themselves with the "administrative budget deficit" 
and wisely not. It really means almost nothing. But, searching for 
some keystone in support of fiscal arguments, these same people often 
fall back on the consolidated cash statement, or the national income 
budget deficit or surplus. The arguments for each of these can be 
summarized quickly. The consolidated cash statement is said to be 
superior because it is inclusive particularly, but also because it pre
sents things on a cash, rather than accrual basis. The national 
income figures are said to be superior, since they measure the impact 
of Government action on the rest of the economy. The argument 
is that the national income budget is a better impact measurer, as 
it bases receipts of corporate taxes on an accrual basis, thus estimating 
business reactions better than the consolidated budget. Proponents 
of this latter budget argue that one shouldn't be too inclusive. Thus 
financial claims are left out completely, for instance. 'Without going 
much deeper into these arguments which have been presented at 
length elsewhere, let me simply make a few comments. 

N either one of these budgets is inclusive in the sense of gross ac
curacy. Government enterprises are often included in deficit or sur
plus form only, for instance. Thus, if the individual wishes some 
estimation of the total activity of the Government as compared to 
other sectors, he must be careful in understanding what the gross 
figures mean. Second, the cash consolidated figures include loans 
and other financial claims transactions which may be entered on a 
gross or net basis depending on the circumstances. 

TABLE I.-Budget comparisons for central governments 

United States 1 France! Germany. United Kingdom t 

Year 
Cash Na- Admlnls- Cash Budget Cash Budget Cash Na-

consoli- tiona! tratlve consoli- consoli- consoJ!· tiona! Budget' 
dated lucome budget dated dated dated Income 

---------------------------------
1950 0.5 9.2 -0.4 (.) 1. 98 (.) -256.8 627 1,326 247 
1951 1.2 6.4 -3.4 -2.40 -7.12 (.) -1.309.0 -64 939 -158 
1952 -.6 -3.9 -5.8 -6.27 -7.25 (.) 5.8 -448 769 -436 
1953 -7.2 -7.4 -9.2 -6.70 -3.20 (.) -640.7 -602 662 -297 
1954 -1.1 -5.8 -3.7 -5.84 -'2.92 (.) -226.9 -40 873 -68 
1955 -.7 3.8 -2.8 -6.33 -4.35 2,656 3,072.1 -47 1,140 -141 
1956 5.5 5.7 3.8 -10.23 -5.80 1,582 0 169 964 -341 
1957 1.2 2.0 .6 -10.59 -9.70 -3,307 744.2 -162 1,116 -212 
1958 -7.3 -9.4 -7.1 :"7.15 -6.06 -2.317 0 -86 1,218 -182 
1959 -8.0 -1.1 -7.0 -6.20 -5.87 -4,034 -154.3 -264 1,140 -313 
1960 3.6 3.8 2.0 -4.06 -10.37 -872 -46.1 -472 1,014 -394 
1961 -6.8 -3.8 -6.3 -4.23 -10.58 -2,820 -160.8 155 (.) -211 

1 United States: All figures on calendar year basis, from 1963 CEA report, pp. 238-241 (in billions of current 
dollars). 

, France: Budget figures for 1951,1953,1955,1957,1958,1960 actual; other years estimated In Le Budget, 
Minlstere des Finances. various years; casb consolidated figures from my computations (In billions of new 
francs). All figure, calendar year . 

• Germany: Budget figures from Finanzbericbt 1963, app. la, Ib, p . .1J8, and Bundesministerlum der 
Flnanzen, Bonn, 1961. Fiscal years ending Mar. 31. except 1960 April-December, 1961 calendar year. 
Cash consolidated figures are from my computations (in millions of current deutsche marks). 

• United Kingdom: Budget figures from Financial Statement, Chancellor of the Exchequer, London, 
various years. National income and casb consolidated figures on a calendar year basis. Budget figures on 
fiscal year ba.is. National income and cash consolidated figures from my computations (In millions of 
current pounds) . 

• Not available. 

NOTE.-Astute observers will notice tbat tbe deficit-surplus figures presented here are sligbtly different 
from my onginal pre'Cntation in the February 19M edition of the Re'l'iew of Economics and Statistics. 
Tbese change. are a result of publication by tbese countries of more detailed information about tbeir 
budgets; tbis illformation is used bere, but appeared too late for use In tbe earlier article. 
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Exclusion of these financial claims transactions from the national 
income budget, and inclusion of them in the cash consolidated budget 
makes a great deal of difference in both the gross budgeting figures, 
and the surpluses or deficits. This is most dramatically displayed in 
the accounts for the United Kingdom. (See table I.) The argument 
that exclusion of these items from the national income budget helps 
better to measure the impact of government spending is relevant in 
only a very narrow, accounting-type context. The purchases of goods 
and services by the debtor of the government are included in other 
sectors than the government one; therefore they are included in other 
sections in the national income accounts. Yet it would not seem fea
sible to argue that the impact should be-totally-excluded as govern
mentally caused. The Federal sector has played a direct part in creat
ing an impact. The truth undoubtedly lies somewhere between the 
statements made by either budget. It does seem clear, however, that 
the cash consolidated budget is a better one to use than the adminis
trative budget, since it is more inclusive. The 1964 budget presenta
tion of the United States reflects this idea; it is gratifying to note the 
emphasis on the cash consolidated budget as compared to the adminis
trative budget. 

The other question of relevance that needs to 'be discussed concerns 
the measurement by each budget of the timing-and degree-of impact 
of fiscal policy on the economy. The cash consolidated budget records 
expenditures on a checks-paid basis, and receipts as received. The 
national income budget records corporate taxes on an accrual basis, 
and attempts to record expenditures "as goods are delivered and serv
ices performed" with modified success.2 On the receipts side, the ac
crual basis is said to be not only a better impact measure in itself, but 
also to make the surpluses and deficits of the national income budget 
more relevant impactwise than are those of the cash consolidated 
budget. Since recording on the expenditure side is approximately the 
same in both budgets, this claim is open to question. Assume the on
slaught of a deep depression; corporate taxes are halved and accruals 
go down accordingly; an amount of orders for vublic works projects 
are placed equal to the tax cut, in order to stImulate the economy. 
The cash consolidated budget would show neither impact as it occurred. 
The national income budget would show the tax cut, but not the im
pact of the increase in orders. In this case the national income budget 
has done better in showing the direction of the impact, but it is not 
accurate. Let's suppose, however, that arch conservatives were able 
to affect an equal decrease in Government spending and in tax Cuts. 
The national income budget would erroneously picture a great increase 
in impact on the economy, the cash consolidated budget would prob
ably more correctly show not much change in impact during the early 
months after the new legislation. 

In short the ideal solution from an impact point of view would be 
to have the timing correctly expressed on both sides of the budget. At 
present the national income budget is better in some instances as an 
impact indicator; in some cases, worse. In any event no budget can 

• Moor, Roy E., "The Federal Budget as au EconomIc Document," WashIngton, 1962, pp. 
110-128. This document gives a good summary of the accounting differences between the 
budgets. 
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be drawn up in such a way that the deficit or surplus shows the impact 
effects really accurately, since information concerning the varying im
pacts of varying spending or taxing processes are only partially known. 

The point of all this is that the conscious citizen must know more 
about Government spending and taxing than the budget deficit or 
surplus (stressed so much in the press In this country) in order to 
make rational decisions about the way he wishes his Government to 
run. Later on, I will present a short terse method or presentation of 
main budgeting items which I think would be of use for release to 
the press. The budget of the United States gives a lot of this relevant 
information. Unfortunately, all the press usually extracts and em
phasizes is the surplus or deficit. 

III. CAPITAL BUDGETING, EUROPEAN EXPERIENCE, AND A RECOMMENDATION 
FOR THE UNITED STATES 

The main principle of capital budgeting as compared to other 
budgeting is that an attempt is made to separate out those items 
which, although built in the present, are intended to give up their 
services for some years in the future. Since they will cease to give 
services at some period, they should be charged off, depreciated, as 
being used up to some degree in each period under consideration. The 
basic differences between the configuration of capital and cash consoli
dated budget are illustrated in figure I. 

Credit 

~axes 
Other receipts 
Total receipts 

FIGURE I 

Ca8h consolidated 

Debit 

Purchases of current items 
Capital formation 
Loans (net) 
Total expenses 

(Deficit to be met by borrowing or drawing down cash balances.) 

Credit 

Taxes, etc. 

Surplus 
Depreciation 

Capit(ll budget 

CURRENT 

Debit 

Current purchases 
Depreciation 
Surplus on current account 

CAPITAL 

Capital formation 
Loans (net) 

(Deficit to be met by borrowing or drawing down cash balances.) 

The original idea in the use of capi'tal budgeting in central gov
ernment was expressed by the Swedish most explicitly in the early 
1930's. "We should view the government as any other business," 
they said, "providing services to the public. The government forms 
capital assets as do businesses, and they should be treated similar
ly." The main result of this form of budgeting, however, was to 
permit expansion in the rate of government fixed capital forma-
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tion, as compared to other types of expenditure, without increas
ing taxes to do so. Rather it was logical to borrow for the pur
pose, since the services of these fixed assets would be returned in 
the future. The people benefiting from these services should pay 
for them, rather than the people being taxed at present. Thus the 
deficit on current account was deemed the important deficit to look 
for. "Fiscal responsibility" eXitended this far and no farther. Swed
ish budgeting practices are pointed out in detail in Roy Moor's pa
per,s and I will not go over them again here. 

Of course, the relevant remark to make is that this budgeting 
philosophy bases the allocation of governmental resources toward 
fixed capita1 formation, rather than to other services. Other serv
ices need to be paid for from taxation, and citizens usually attach 
a more intense avoidance function to taxation than to borrowing. 
Thus payment through taxation implies a lower level of govern
ment spending than payment through taxation and borrowing. ·With 
this comment sLated, let me describe other European budgetary proc
esses using various modified capital budgets as their main presen
tation. 

The Netherlands has been described adequately in Roy Moor's 
appendix; it need only be said that in this country, in which eco
nomic planning is carried on to a relatively high degree, emphasis 
lIas shifted in the 1950's, from the Swedish philosophy, to what might 
be called the cash consolidated philosophy. That is, the Finance 
Minister of the Netherlands has repeatedly pointed out over lJle past 
7 years that the overall deficit is a much more important measnre 
:than the current account surplus, which should not be heavily 
'Weighted. 

West Germany exhibits a strange budget behavior philosophy. 
One immediately thinks of the ostrich and the sandpile when de
scribing their budgeting process. Initially the German budget is 
a.lways balanced in an overall sense. This is analogous to saying 
that the administrative budget would always be balanced when sent 
to Congress. These initial figures are called estimates. When the 
actual returns come in, however, it has frequently been the case that 
the overall bud~et has not been balanced, and the weight of the evi
-dence in the filJties points to fairly steady deficits. See table I. 

The interesting point is that the German Government always hopes 
that its budget will be balanced,and, from a capital-current point 
-of view, puts in its below-the-line figures only the deviations from 
the estimates, no matter whether they come from fixed investment 
items or what normally would be called current items. Thus, the 
German budgetary authorities are always able to say that they have 
a. balanced budget. The below-the-line items are borrower for as is 
the normal practice in an "honest-to-goodness" capital budget, and, 
by definition, what's left above the line is balanced. In this sense, 
the normal practice in an "honest to goodness" capital budget, and, 
impute to accounting practices the balanced-budget philosophy. As 
in most cases of this sort, of course, the whole process isa sham 
from any meaningful point of view. 

"Moor, Roy E., supra, pp. 149-180. 
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In the United Kingdom, the use of budgetary accounting as a 
reflection of philosophy concerning fiscal policy is very unclear. The' 
above-the-line and below-the-line distinction has come about as a re
sult of a whole series of historical incidents-the present above-the
line and below-the-line distinction means very little, but, on the other 
hand, is not used to any significant degree in the formation of fiscal 
policy.4 It has been true that a surplus has been continually achieved 
in the above-the-line budget, but this seems to have been incidental to
the fiscal policy process, rather than because of direct policy efforts~ 
In fact, there have been continual protestations about the present 
budget form, and it has been changed slightly in the past decade, but 
the United Kingdom's budget accounting methodology can still not 
be said to reflect any general fiscal philosophy. 

In France, on the other hand, quite the opposite is true: the budget 
presentation reflects quite accurately the current fiscal policy point of" 
view. The above-the-line and below-the-line distinction is made by an
swering the question: "Will this expenditure (loan) be one that is paid 
back in cash in the future?" If the expenditure is of this type, it call' 
be put in below-the-line or "temporary" budget. All other expendi
tures, whether for fixed capital formation or not, go into the above
the-line, as "permanent" budget entries. Until very recently, the fiscal 
philosophy behind this type of accounting was as follows: "We are· 
mterested in a noninflationary budget. We can say with some justi
fication that if loans made to the public are financed by borrowing 
from the public, then this will be noninflationary. Different criteria 
should be attached to the determination of this type of governmental 
activity than for other types, and expenditures of this type should 
not be a cause for concern. Therefore we should put them in the 
below-the-line or temporary budget. On the other hand, all other' 
expenditures, whether transfers or purchases of goods or services, can 
be expected to be inflationary, if not covered by taxation, and there
fore they should be put in the above-the-line budget, which we will 
plan to balance annually." 

In the past year or two, however, emphasis seems to be shifting to 
the overall deficit or "impasse" as the proper measure of the impact 
of governmental interaction with the economy from stress on the· 
above-the-line budget. As in the Netherlands, Sweden, and the· 
United Kingdom, the above-the-line and below-the-line distinction 
becomes less and less relevant for fiscal policy formation. In Germany 
the distinction is only a fanciful one anyway: a "flag of convenience" 
which satisfies at the same time both the desire to have a balanced 
budget, without putting severe restraints on fiscal policy implementa
tions, should the need for these implementations be necessary. 

The deductions to be drawn from the discussions above are two. 
First, the budget in all of the European countries listed has to a 
large degree reflected current thinking about fiscal policy problems. 
When a below-the-line, above-the-line budget presentatIOn is nsed,. 
this has either reflected a feeling that returns were coming from below-

• Items put below the line are--
(1) Receipts applicable by statute to debt interest which could otherwise be paid 

out of revenue. 
(2) Receipts applicable to d(!bt redemption. 
(3) Payments for which the Treasury has power to borrow. 
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the-line expenditures in the future and thus that not all the burden 
should be carried by this year's tax surplus, or that in considering ex
penditures from an impact on the economy point of view, expendi
tures with neutral impact could be put below the line. 

-What implications can be drawn from the discussion as to the rele
vance of the capital budget for use as the main budget presentation 
-of this country? 

The argument cannot be refuted by debating the question of fu
ture returns from fixed capital formation. Fixed capital does give 
:significant returns in most cases. Rather the argument for the capi
tal budget is unhinged on two other grounds. First, the problem is 
tha't capital of a fixed variety is probably only a very small part of 
those Government expenditures which return to the country bene
fits in the future. We have not discovered a satisfactory way of 
measuring the present and/or future returns of defense expenditures 
which results in fixed capital formation. As has been often pointed 
out, health and education research and development, the training of 
the labor force in some branches of the armed services, all provide 
significant returns in the future. If people in this country have a 
preference for borrowing, over taxation, then overinvestment in fixed 
-capital resources is likely to occur. 

Second, even if there were no preference between taxation and 
borrowing as a method of financing, (implying therefore that the bias 
would not be in favor of fixed capital formation vis-a-vis other ex
penditures), the problem of burden allocation among time periods as 
balanced against ,the flow of returns in each time period in the future 
would remain. 

IV. A SITUATION IN WHICH A CAPITAL BUDGET MIGHT BE USEFUL 

Let me neglect for the rest of this paper the burden allocation 
-problem, and concentrate on the first problem above. That is, I 
wish to discuss the expenditure side of the capital budget, and leave 
-aside the receipts side. This will not prove to be restrictive, as will 
be disclosed shortly. 

On the expenditure side of the capital budget, the distinction be
tween capital and current can be looked at in a stock-flow context. 
Formation of fixed capital by the Government is the formation of a 
stock which results in a flow of services (depreciation) which is an 
.expenditure in the current side of the budget-as are the other cur
rent items such as special purchases, etc. Expenditures that develop 
:a stock from which future services may be drawn are put in the 
-capital side of the budget. In the case of fixed capital formation, the 
capital is owned directly by the Government, and indirectly, by the 
people. In a sense, the capital available for a service flow owned 
by the populace is added to as the Government spends for fixed capital 
formation. 

Expenditures on health, education, training, research, and develop
-ment, etc., also add to the stock of capital available for future serv
ices. The singular difference for most of these expenditures, how
·ever, is that they directly build up the capital value of each individual 
in the economy. The stock of capital inherent in the people through 
Government increases with these types of expenditures. If the in-



314 THE FEDERAL BUDGET AS AN ECONONUC DOCUMENT 

creased capital values of the populace could be determined by these 
types of governmental expenditures, the new capital budget could 
be constructed as follows: 

Taxes. 
Other receipts. 
Depreciation of fixed capital. 

Surplus. 
Depreciation. 

CURRENT 

Human stock depreciation. 
Surplus on current account. 

CAPITAL 

Capital stock. 
Human stock. 

(Deficit to be covered by borrowing or changes in cash balances.) 

This type of capital budget might well make a great deal more 
sense than the one presently in use. The limitation to it of course is 
that little information exists on the "value of human life." An in
creasing amount of research is being done in the area, however, and 
we may be in a position in the next decade when this type of account 
might be constructed. For example, retraining of unemployed work
ers and their subsequent movement to higher paying job positions 
would be reflected in increased taxation power. Concomitantly, it 
would make sense to depreciate this increase in capitalized earning 
power as a function of the years of working life left for each individ
ual so trained. 

This formulation of the capital budget also tends to lead to a solu
tion of the borrowing versus taxation discussion, in the normal "clas
sic" capital budget formation sense. Borrowing would be relevant 
for capital formation of both types-human and fixed. (This does. 
not settle problems of anticyclical policy, which are not being dis-
cussed here.) Taxation would be relevant to pay depreciation on 
both types of investment, as well as for services providing their whole 
benefit stream in the current fiscal year. 

Of course, the question of defense expenditures would still loom 
large, but at the same time it would be brought into focus much more 
clearly within the context of this argument. Defense expenditures
obviously have little value as fixed capital, except as they act as per
missive elements for the flows of both fixed and human capital services 
in the future. To take an extreme example, suppose that no defense· 
expenditures were made. In addition suppose that this raised the 
probability of total destruction to one. Then the capital budget "'ould' 
be meaningless; all expenditures should be considered current expend
itures. On the other hand, if defense expenditures are made, and 
this reduces the probability of total destruction to zero, all future in
come streams will be realized, and Ithe capital budget is a relevant 
concept. In this sense, then, defense expenditures consist of two· 
parts: costs to be allocated to present service flows, and costs to be
allocated to future service flows. Defense expenditures incurred for 
future service flows should, by this reasoning at least, be allocated to· 
both human and fixed capital formation costs incurred. The amoUllt 
of borrowing in the present and the amount of taxation in the future
is consequently increased. 

Thus it would appear as if the outlines of a relevant capital budget 
have been formula.ted. All of the information is not presently avail
able, however. For this reason, and because ot.her cOllntries experi
menting with this older type of capital budget have gellerally dis--



THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 315 

carded it, the capital budget should be discarded as a possibility for 
incorporation as om main budget presentation in this country. The 
Bureau of the Budget now separates capital type items in a special 
analysis; this approach is to be commended and should continue. 

Y. A rOsSIBLE ADDITION TO THE BUDGET rRESENTATION 

As was pointed out earlier, the present budget presentation is good 
but even the main points do not seem to get to the mass of voters. 

Instead, the public is given three deficits which are used to advan
tage by the proponents of each of the three, but to the confusion of 
the populace. It would seem that some expansion of disseminated 
information that would tend to alleviate the heavy emphasis on the 
budget deficit/ smplus (all three kincls) and that at the same time 
would give the public some additional information for decisionmaking 
would be worthwhile. 

The ideal (or at least one ideal) would be to summarize both func
tionally and economically all budgetary information on one page, and 
while not actually presenting any surplus or deficit, to present a meth
odology by which any high school graduate could compute either 
the cash consolidated or the national income budget deficit or surplus. 
This obviously withholds information from non interested parties, 
but the alternative (of giving them one or another deficit/surplus 
figure) is certainly not clearly superior, as it is more confusing than 
helpful. 

The one-page summary method that I have chosen is a modification 
of the basic OECD presentation for central governments. It is modi
fied in that all depreciation, the capital-current division, and the "sur
plus on current account" are deleted from the analysis. In effect, 
therefore, items are arranged with goods and services of most current 
nature at the top of the tableau, and with items having the character
istics of finallc.ial claims listed to,yard the bottom as these characteris
tics become more intense. Capital items are listed between current 
purchases and financial claims. In effect, what this presentation 
allows is the computation of any surplus or deficit one desires. 

I suggest the following: Present the main items in this budget on 
a cash consolidated basis. Draw the heavy dark lines in such a way 
that if one were to add the figures down to the line on either side, 
(he difference between these figures would represent the cash con
solidated smplus or deficit. Print in a different color those items 
going into both the national income budget and the cash consolidated 
budget. Simply mention on the space left at right adjustments nec
essary for both the debit and credit sidcs to convert the items listed in 
distinctive colors to a national income basis. Thus, by adding the 
items of distinctive color. and by applying the adjustments, the na
tional income surplus or' deficit might be derived. Let me suggest 
boldly that the administrative budget not be mentioned. Three de
ficits are too confusing for any sensible voter to spend his time on. 

This one-page tableau is rich in information. It explains how the 
Government has financed it.<; deficit or surplus at the same time it 
shows how the deficit/surplus is figured. Presentation of the table 
on an annual basis would make a significant step toward educating the 
public. In addition, it could be used as a ready reference for pur
poses of discussion. 
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TABLE n.-Modified OEOD centraZ go·vernment budget 

Expenditures 

1. Current purchases goods and services: 
(a) Trust funds (functional sep

aration). 

Amount 

(b) Other (functional separation) ___________ _ 
2_ Interest on national debt _______________________ _ 
3. Subsidies: (a) To Industry ____________________________ _ 

(b) To agriculture __________________________ _ 
(e) To veterans ____________________________ _ 
(d) Other __________________________________ _ 

4. Current transfers to households: 
(a) By trust funds (functional sep- _________ _ 

ration). 
(b) Other (Iunctional separation) ___________ _ 

Ii. Current transfers to rest of world: 
(a) By trustfunds ifunctionalsep- _________ _ 

aralion). 
(b) Other (functional separation) ___________ _ 

6. Current transfers to other public au-
thorities: 

(a) By trust funds (fun'·tionalsep- _________ _ 
aration). 

(b) Other (functional separation) ___________ _ 
7. Fixed asset formation: 

(a) Government enterprises (net) __________ _ 
(b) Trust funds (gross, functional 

separation). 
(e) General Government (grOSS, 

functional separation). 
8. Changes in stock: 

(a) Trust funds (functional sep
aration). 

(b) Other (functional separation) ___________ _ 
9. Capital transfers to other sectors: 

(a) To other public corporations: 
(1) By trust funds (func

tional separation). 
(2) Other (functional sepa

ration). 
(b) To corporations and house

holds. 
(1) By trust funds (func

tional separation). 
(2) Other (functional sep

aration). 
(e) To the rest of t.he world: 

(1) By trust funds (func
tional separation). 

(2) Other (functionalsepa
ration). 

II). Lending to other 'ectors: 
(a) To other public authorities: 

(1) By trust funds (func
tional separation). 

(2) Other (fuuctional sepa
ration). 

(b) To corporations and house
holds. 

(1) By trust funds (func
tional separation). 

(2) Other (functional sepa
ration). 

(e) To the rest of the world: 
(1) By trust fund (func

tional separati0n). 
(2) Other (functional sepa

ration). 

11. Net ('hanges in Government "-ash bal
ances and Gove=ent accounts 
with banks. TotaL _____________________________________ _ 

Rece!pts 

12. Income from property and entrepre
neurship. 

13. Indirect taxes: 

Amount 

(a) To trust funds ________________________ _ 
(b) To other ______________________________ _ 

14. Direct taxes on corporations: (a) To trust fnnds ________________________ _ 
(b) To other ______________________________ _ 

15. Direct taxes on h3useholds, etc: 
(a) To trust funds ________________________ _ 
(b) To other ______________________________ _ 

16. Current transfers from the rest or the 
world: (a) To trust funds ________________________ _ 

(b) To other ______________________________ _ 
17. Current transfcrs from other public 

authorities: (a) To tmst funds ________________________ _ 
(b) To other ______________________________ _ 

18. Capital transfers from other sectors: 
(a) From other public authori-

ties: 
(1) To tmst funds ________________ _ 
(2) To otheL _____________________ _ 

(b) Form corporations and 
households: 

(1) To trust funds .. ______________ _ 
(2) To other ______________________ _ 

(e) From the rest of the world: 
(1) To trust funds ________________ _ 
(2) To otheL _____________________ _ 

19. Borrowiug from other sectors: 
<a) From Gther public authori

ties. 
(b) Fro m corporations and 

households. 
(e) From the rest of the world __ _ 

20. Other changes (net) in claims and 
liabilities. 

TotaL ______________________________________ _ 

Notes.-Directions for computing surplus/deficit: 
(1) Consolidated cash budget. 

(a) Add items on expenditnre side up to heavy black line. 
Add items on receipts side up to heavy black line. 

(b) Subtract total expenditure from tutal receipts. This is the surplus. 
(2) National inceme budget: 

(a) Add all ite'lls on expenditure side in red. 
(b) Add all items on receipt side in red. 
(e) Subtract (add) the following adjustment: Expendi tures __________________________________________________________________________ _ 

Receipts _______________________________________________________________________________ _ 
(d) Subtract total expenditures (minus adjustment) from total receipts (minus adjustments). 

This is the surplus. 
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VI. SUMMARY 

The task of this paper was to specify concrete suggestions for the 
improvement of the U.S. budget presentation. In general, the im
plication has been that the budget presentation is reasonably satis
factory. It was stressed that although a capital budget might prove 
feasible if defined more inclusively, that it would distort rather than 
clarify decisionmaking at present. In particular, the experiences of 
European cOlllltries was used to both suggest the limitations of the 
capit.al budget, and at the same time to stress the inadequacy of any 
one budget deficit or surplus for voter decisionmaking. 

To avoid emphasis on any deficit/surplus figure, and to give the 
public a richer and yet more condensed form of information, a one
page tableau was urged as a possible annual press release. 

99-375 Q-63--21 



As indicated in the following introduction, the economic consultants 
to the U.S. Treasury Department conducted a meeting on the subject 
of the Federal budget sometime before the hearings by the Statistics 
Subcommittee on this same subject. The papers and views expressed 
in that mooting of the Treasury consultants were of sufficient general 
interest that the editors of the Review of Economics and Statistics 
fet they should be drawn together in a special supplement to the 
publication. Because of the relevance of this materIal in connection 
with the hearings of the Statistics Subcommittee, the editors of the 
Review of Economics and Statistics kindly consented to have the pa
pers reproduced at this point in the hearings. The addition of this 
material, therefore, serves to bring together in these hearings most 
of the current views being expressed within the economic profession 
concerning possible changes in the Federal budget document. 
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INTRODUCTION 
Seymour E. Harris 

I N 1962 we invited a number of experts to 
participate in a day-long symposium to dis

cuss the Federal budget. Evidence of dissatis
faction with our budgetary accounting had been 
cumulating for years. From time to time Sen
ator Morse would introduce a bill for a capital 
budget, and many experts considered with ap
proval the British above-the-line and below
the-line budget accounting. With the size of 
the budget and of deficits, and the use of budg
ets to influence economic activity becoming 
major political issues, politicians and scholars 
increasingly examined the accounting practices. 
Since the early 1950'S the Government has be
come increasingly interested in balancing its 
accounts rather than the budget.' Policy was 
increasingly being determined not by the merits 
of the case, but rather by whether the expendi
tures were reflected in the size of the budget. 
Guarantees became increasingly important, in 
part because they were not reflected in an in
crease in the budget. In three recen~ fiscal 
years, Federal loans rose by $20 billion; but 
guarantees. by $54 billion, and sales of mort
gages and CCC paper to private interests which 
improved the looks of the budget, increasingly 
appealed to the Government. The budget was 
thus relieved; but the effects on the economy 
might be adverse if governmental sales oi as
sets absorbed credit that otherwise might have 
been available to the private economy. When 
in the mid-1950's President Eisenhower pro
posed a $100 billion road program to be fi
nanced out of a trust fund and thus escape :~,e 
scrutiny of the budget director, Senator Byrd 
really exploded. 

In the 9 papers contributed by 12 economists 
t(, ihis symposium, we have the most important 
aa.Jyses of United State~ budgetary account!.,g 

. See my Economics 0/ :he Political Parlitl, 196:, Ch. 
lC ,)Iisle.ding Bud~.ts). 

and policies made available in recent years. 
These authors do not agree on all points by any 
means. But they are in unanimous agreement 
that the current policies and accounting prac
tices are not all that they ought to be; and that 
the Administrative Budget, which is the Budg
et for the Executive, the Congress, and the 
public, is far from satisfactory and is becoming 
increasingly inadequate as a measure of the 
Government's contribution to economic activity 
(d. Eckstein). Much credit goes to the 
Council of Economic Advisers and to the Budget 
Director for raising questions concerning the 
shortcomings of current budgetary practice. 

What conclusions are we to draw from this 
symposium? Perhaps the most important is 
that no one budget is adequate for all purposes. 
Thus Calm and Wagner ask for a program 
budget, a budget for financial analysis (cash 
receipts and payments), and an economic an
alysis budget (the Federal Sector in the Nation
al Economic Accounts or National Economic 
Budget). But some experts do not favor the 
last, the argument being that credit items, 
whic;, are excluded, are relevant in assessing 
the efiects on the economy (Cf. Taylor, Wen
del and Brill and Goode). Jaszi, however, of
fers supplementary materia!, which would pro
vide a national income budget of adequate 
comprehensiveness. (He fir.'::s a home for the 
unrecorded transactions of corporate taxes and 
goven:ment loans.) Shoup would limit the 
iten·.· I:" be ;nc1uded in a Fiscal Policy Budget 
to t1 .',,,' :.bit can be adapted to changing eco
nomic co.luitions - e.g. exclude trust funds be
cause ;11,01',11' and outgo should not be varied 
in re::: .:.:0' :.0 changing economic conditions. 

Perh,-p~ ~he Cash Budget receives the largest 
support in this symposium. Its strength lies in 
its comprehensiveness, in its tie-in with operat
ing statistics, and its relevance for revealing 
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economic effects of the budget. (Cf. Cohn, 
Eckstein, and Goode) Its inclusiveness is sup
ported by the following statistics: the rise of 
expenditures in the Administrative Budget from 
FY 1946 to 1964 was $39 billion; in cash pay
ments $58 billion or $19 billion more. 

In the years of discussion of budgetary re
form, much has been made of the need of a 
Capital Budget. But the Capital Budget has lost 
ground though there is some support for a 
Capital Budget restricted to self-liquidating en
terprises (Musgrave) or as supplementary in
formation in order to improve comparisons 
among countries of budgetary burdens (Eck
stein). But on the whole the verdict in this 
symposium is against Ute Capital Budget and 
largely because (I) 'its use would distort 
spending, with a tendency to favor capital in
vestments because they \.'Iould have minimum 
effects on current budget totals; and (2) this 
kind of budget would operate against outlays 
on education, health, and the like (Colm, Mus
grave). Musgrave also reveals how difficult it 
is to reconcile the objective of inter-generation 
justice (e.g. charge each generation appropri
ately for capital outlays) through a capital 
budget, and at the same time achieve the ob
jectives of full employment and stability. 

One aspect of budgetary accounting of vital 
importance is how different methods affect the 
budgetary "look." For example, the National 
Income and Product Account (NIPA) budget 
has one important advantage, the use of the 
accrual approach. Under this method deficits 
tend to be higher in recession years and lower 
in the early recovery. Since the public accepts 
deficits less reluctantly in recession periods, the 
NIPA approach improves the chances of ade
quate anti-cyclical policy, e.g. larger deficits at 
the outset of the recovery (Goode and Eck
stein). 

Cohn does find from I948 to I96I in using 
the present series (Administrative Budget), 
Administrative-trust Consolidation ar,d ~he 
Treasury Deposits and Withdrawals in,j;;cts 
"that a shift of concept would have c:;;Jsed a 
change from deficit to surplus in only one year, 

1952, when the balance was quite small." But 
Eckstein finds that whereas for the years I958-
62, the Administrative and Cash budgets both 
yield deficits of $25 billion, the NIPA budget 
reveals a deficit of only $IO billion, and the 
difference is largely explained by the exclusion 
of financial items in the list. 

In current discussions of budgetary policy, 
the relations of budgetary and fiscal policies are 
increasingly stressed. For Bator the concern 
is adherence to such "dogmas" as borrowing 
only in depression, or a surplus of at least zero 
under full employment. Under full employ
ment, the burden on monetary policy would be 
greatly increased, and with the liquidity trap 
(rising supplies of money absorbed by in
creased hoards) and unresponsiveness of 
spending to monetary ease, the effects on the 
economy would be unfortunate. For Goode, the 
important point is that deficits are' correspond
ingly effective if monetary policy is permissive; 
but not so if monetary policy is restrictive. Ac
cording to Taylor, Wendel, and Brill the G~P 
deficit advocates stress the spending aspects, 
whereas the Cash Budget advocates concentrate 
on liquidity and financial results. They would 
tie the budget to the Federal Reserve flow of 
funds. 

In the course of the discussion of budgetary 
accounting, the contributors raise numerous re
lated problems. Bator want; to know why the 
Budget Director does .10. cO:1.-":der at the as
sumed revenue what levei of taxes would be 
required to achieve ,he C:".,irec output. Colm 
warns against repetition of the 1963 unfortu
nate forecast by relying no, on forecasts but on 
likely estimates of growth. Thvugh generally 
critical of the Capital Budget, }Iusgrave never
theless is prepared to accept expenditure budg
eting for periods in excess of a year so long as 
t:'e Bud:;et Director does not assign specific 
!·e.::eipts to tht Capital Budget. The political 
appeal of .he Capital Budget is great, for it 
shows smaller expendit::res than the Adminis
trative Budget; but it has a smaller rating on 
its contribution to stabilization. 
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BUDGETARY REFORM: NOTES ON PRINCIPLES AND STRATEGY 

F. M. Bator 

T HE point I wish to make is not concerned 
with the budget as an aid in program 

formulation, execution, and control, or as a 
device for financial planning. It has to do 
rather with the role of the budget in informing 
and guiding congressional and public considera
tion of the large questions of fiscal policy: the 
balance between total demand and potential 
output, and the division of output between 
public and private uses and between consump
tion and investment.' 

It is evident that as regards these large issues, 
upside-down economics still has the better of 
it in our public discussions. To be sure, the 
quality of conversation has improved during 
the last several years, as shown by the currency, 
among the more sophisticated people who read 
and write the nontechnical commentary on eco
nomic affairs, of a number of therapeutic no
tions: for instance, that at times deficits are 
not a bad thing; that if one cares to assess the 
fiscal impact of the budget one should look to 
the "cash" or the "national income and prod
uct" (~IP) version and not the "administra
tive budget"; and - a quite subtle notion-
that the "full-employment surplus (deficit:,'· 
on NIP or cash account, is a better measun· oi 
the weight of the fisc than the actual reaii/ed 
surplus or deficit. However, a little sophistica
tion can be a mixed blessing. None of the above 
notions shifts attention from the "deficit"-· 
some deficit, perhaps a benign deficit - as tht 
crucial magnitude. Yet, as we kn01:1', the be
ginning of wisdom in these matters is that no 
deficit, however measured, is an indicator of 
the expansionary or contractionary effect ot t!le 
budget on total demand. Even the "full-emp:o.v' 
ment deficit", while it is less misleading::·.!l 
the uncorrected, observed deficit, can ,." .:y 
lead down the garden path.· 

t I would not, of course, ..-::.:ay the impon.u:cc of ll""c 
former aspects of budgeting. T!:.: Lu.d~et is a multi-purpose . 
instrument; we must have an integrated s)':.km of sub
budgets. If this note appC:lrs to ignore that bel, it is on'~ 
because the suggestion made be:low is entirely c"n~ .. :. •. 
with multi-purpose budsct design. There is no contlj( 

• Two budgets with the same full-..:mploymcnt SUrfl! 

deficit, and the same revenue structure and exper.di . ..:rt' 

This is not merely an intellectual quibble. As 
long as the debate is about which deficit is the 
true deficit and about when it is and when it 
is not all right to run a deficit, any weakening 
of attachment to the strict balance-the-budget 
rule is likely to be accompanied by the harden
ing of new doctrine, not quite as rigid but 
equally arbitrary and possibly, because more 
readily applied, almost as hobbEng. One likely 
candidate - in some quarters it is already full
fledged dogma - is the proposition that deficits 
are appropriate in "recession" but not during 
expansion. Another, less likely to gain imme
diate acceptance but a good bet if the more 
knowledgeable members of Congress and the 
newspaper people begin to take up the notion of 
the full-employment surplus, is that fiscal policy 
should assure a full-employment surplus of no 
less than zero. In a situation where private 
spending propensities are weak, and public 
resistance makes it impossible to expand gov
ernment spending fast enough to take up the 
slack, such a rule wouid shih to monetary 
policy much of ~he burden for keeping total 
demand from falling ~ehind potential output. 
If investment and spellJing on consumer du-

comp.r .. :tion, will have markedly dif!cro::nt cfrec~s on total 
dem:'. ,":. ....~ ... ording to whether the level of expenditure 
(revr:rlu .. ) is $x billion or $2x billion or $X.03X billion. 
(The II .. llJ-.::mpbyrr.ent surplus" notion has the p;reat merit 
of distinguishing between shiits in schedules and income
chan~e-induced movements along schedules. With :1 speci· 
fied level oi full-employment income, and if government 
purchases are constant, changes in the "full-employment 
surplus" pro\'ide a fair, if approximate [one parameter], 
mea:;~l" ;f changes in th..: u\veight" of the nct-receipts 
sebec . .' .. :. :: .... Quantitative ,.nalysis, however, it is probably 
betkr :t' '0' :-k dir~ctly with !h.: lliirst-round" effects on the 
incr-I.k fl,.'I, or, if it is ~"~';crnment purchases that are 
cha:.~c,j, on thl! flow of :.pc:J'-!b~. If thrre is a parallel 
shift in tl'.c tot:ll spendjn~ schc;':'.l!~) it makes no dificrence. 
If, hO\\'1 ';~'r, the schedule l't\\';~, ," .• and if as a tenl:1.tive 
working .. ;;.,umption one posits exact or nea.r-linearity 
f!carb. :.!:l:.! :l..'",l)roximates the n:sult by multiplyinc; the 
auto •. · ,:0 .. : -:hano:;e by some multiplkr -then it is a better 
:)tr:H'~" ' .. ::: { ~li ta~s, to work "forw:t.n!" :1.nd not "back
ward' . ! ... :~ (;ff .. ~I:i tome later and th.. . a~'11itude of subse
que:',. .• :-f,,,·ndit.S effects is likely tu . more uncertain, 
lIor.: . ,~her\: is lcs3 chance of cumu,_ .. ,·.~ error, (If the 
~pcndi:: .. chcdule is a.ssumed to exhibit appreciable curva
ture, th..:. (Jr.e cannut use a constant multiplier anyway bUL 
must :('·~olve the i:ntire system using the new schedule.) 
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rabIes should happen to be relatively unrespon
sive to monetary ease - a likely con~ingency 
in a sluggish climate - or if the money man
agers are frustrated by a very elastic demand 
for money (liquidity trap) or feel themselves 
hobbled by hot (footloose) money, the burden 
would be too heavy. There would result a 
chronic shortfall in total demand relative to 
potential output. Moreover, even if there were 
no troubles with sticky interest rates and in
elastic investment spending or with the balance 
of payments, and heace if monetary policy 
could be made to work, there would be no 
cause for satisfaction. As a community we 
would be making our choices between invest
ment and consumption blindly, as it were, un
influenced by the relative desirability and the 
terms of trade between consumption now versus 
growth for consumption later. By imposing an 
arbitrary rule on clur fiscal and monetary man
agers we wi1l have lost an important degree of 
freedom with regard to the allocation of re
sources and/or, the purist might point out, the 
distribution of income (perhaps). (Needless 
to say, the bias of the zero full-employment 
surplus rule is not necessarily deflationary. In 
a situation of brisk private demand and fast 
expanding government spending, it would ;tad~ 
the cards in favor of inflation and/or tight
money-and-low-investment. ) 

The dilemma is plain. In our current situa
tion a doctrine calling for a zero full-employ
ment surplus would provide support for a badly 
needed reduction in the net fiscal load carried 
by the economy: for an increase in expenditures 
or a cut in tax rates or both. The "deficits are 
all right in recession" rule, in turn, could turn 
out to be useful during the next· recession. 
Perhaps, like Churchi1l, we should welcome 
help irrespective of pedigree. However, one 
had better keep reminding oneself of the perils 
of such alliances. Employing specious crypto
rules in defense of sensible measures today may 
make it much more difficult to do the things 
that need to be done tomorrow. 

It would be tempting, but wrong, to blame 
the problem entirely on the national neurosis 
about deficits. Wrong, because the tru'.:. that 
good fiscal doctrine cannot be based .en the 
difference between expenditures ;;nd r~\'enue 
would pose a throny problem for fiscal strategy 

even in the absence of deficit fixation. There 
would sti1l be a need for budgetary principles 
which are simple enough to be persuasive at 
the level of serious newspaper discussion. The 
President, the Budget Bureau, the Treasury, 
and the Council can and do work with relative
ly complicated, unobvious rules; the President, 
if he wi1l, has' the ultimate say. But the Execu
tive has to have a compelling rationale to justi
fy the budget in relation to output, employment, 
and growth, in the Congress and the country 
at large. That need would not vanish even if 
Poor Richard and the fallacy of composition 
lost their hold. 

Could the budget message be used to provide 
such a rationale? It is fair to say that the 
attempt has not been made.' Even in the 1963 
Budget, a much more informative and sophis
ticated document than its predecessors, the as
senior. that the projected deficit or surplus is 
appropriate in terms of the goals of full employ
ment and price !'tability has to be accepted on 
its face. In its discussion of the connection be
tween revenues and total output the emphasis 
of the message is entirely on the revenue-yield 
of the forecast level of GNP ($570 bi1lion). 
The much more in;;Jortant inverse relation
what level of taxes wi1l help achieve the desired 
volume of total demand and output with the 
given el-;penditure plans - receives very little 
attention (see pp. 7--9, '9,24-25). The budget 
makes it easy not to discuss that, the critical 
question. and to talk rather about the rights 
and wrongs of the surplus or deficit as such.' 

It would be foolish to think that sensible and 

• ThLS is written before the publication of the 1964 
Budget. 

• In fairness. it should be said that last year the J(ovcrn
menl did publish a sophisticated discussion of the 1962 
pro$pccts in the Economic Report (pp. 62-68), and that the 
b~dgct message contains a reference to the Report (p. 19). 
However, it is the budget message which sets the tone and 
~)rovides the grist for the newspaper peop!e and politicians, 
:!na :I<:nc.; We cannot afford to relegate sensible discussion of 
5scal p,1!icy to the Report and leave the budget mCS5age to 
trca~ fisc-al policy as though it had to do primarily with 
r.1ising money to PlY for expenditures. The Economic 
Rtpnrt should be considc.·eci :)$ back·up for the interested 
!cw who arc willing to rcad. (Ten pages stuck in the middle 
vi Ch~p!\!r I of the Economic Repurt arc not likely to be 
,o.:-ivl:n much publicity. In contrast, the entire bud)::et message 
: ... TJ..i:}lished in the New York Times. To be sure, so is the 
Pr;;~:c.cr.t's report proper, and hst year, ior once, that did 
:l.Jl;;"'SS the issues right·side up (pp. II and 12). Nonetheless, 
I would think that the point stands.) 
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explicit treatment of fiscal policy in the budget 
would be sufficient to assure congressional and 
public enlightenment. But would it not be a 
step in the right direction if the President were 
to present, as the centerpiece of his budget 
message, a quantitative exposition of the fiscal 
policy rationale of the budget? This would in
volve the presentation 0{ the results of a trial
run "nation's economic budget" (NEB) exer
cise, which would show the expected pattern of 
net receipts and purchases of households, busi
nesses, the rest of the world, state and local 
governments, and the federal government, in 
relation to the target level of "desired" output. 
The exposition could be relatively brief and 
refer to a full-length version in the Economic 
Report. It would have to emphasize the tenta
tive, trial-run character of the exercise, its 
hybrid proposal-program-forecast nature, the 
large margins of error, the desirability of work
ing with ranges of values (it might give ranges), 
and the need for revision, month by month, of 
the estimates, and more often than not, of the 
proposed policies. But if presented in the right 
way, such an exercise would make it possible to 
substitute reasoned discussion for ex cathedra 
pronouncement in the message itself and would 
help to provide the basis for more intelligent 
congressional and public consideretion of the 
fiscal policy aspects of the budget." 

What are the objections to such a procedure? 
The objection that an NEB exercise involves 
illegitimate "planning" is, of course. untenable. 
If the government is to do an adequate job in 
terms of almost any widely held notion of the 

I It would be superfluous, here, to describe such an 
exercise, especially since the objections to its use, as pro
posed, do not s;cneraIly concern matters of technical detail. 
(For comments on some technical issues. see the appended 
Notes.) The basis for the exercise would lie in a hoSL oi 
executive decii:ions about programs and targets and b :a 
quartcr-by-quartcr iorccast of total demand and as rr..J.;c 
components. The quantitative results could be sl.:mm:\ci.lcJ 
in a IIC. C.table" (for G. C. read Gerhard Colm and >~~ ~r . ..: 
first page of any issue oi Ecollomic ludicators) anti pre
sented in the fiscal policy section of the budget message 
(which should be mO\"~'G iorward to precede the sections on 
the composition oi cxp("::diturc5 and revenues). The text 
would consist in a cor:1mentary on the choice of the targ~t. 
level of output, on the role of the budget in achieving that 
level of total demand, on the changes in policy that woulJ 
be required jj the projections were to turn out to be tcr, 
low or too high, etc. Appropriate reference would, of cour~ ... , 
have:to be made to the fuller discussion in the Economi.:. 
Rep.". . 

national interest, in terms of the requirements 
imposed on it by law, or in terms of its political 
future, it must take into account the fiscal im
pac!! of the budget and hence plan in precisely 
the ~ense of such an exercise. Arthur Burns 
could not avoid, any more than can Walter 
Heller, making estimates about the major com
ponents of total demand. He could not even 
avoid contamination with some notion of de
sirable, or tolerable, or "potential" output. 

The serious objections have to do not at all 
with the inteJ;;lal use by the executive of such 
an exercise, bvt with the wisdom of a strategy 
of exposure, of publishing the quantitath'e re
sults and using these to justify the government's 
fiscal program. A publisheq NEB exercise will 
certainly draw nre. It will be attacked as a 
milestone down the road to serfdom. The target 
figures for total output and the major compo
nents will be attacked as too high, too low, in
consistent, and as reflecting dictatorial tenden
cies. As forecast, the exercise will be alleged to 
reflect both technical incompetence and foolish 
arrogance about the government's ability to 
prediCt spending behavior (even its own). 
Moreover, the betting odds are overwhelming 
that many of the allegations of inconsistency 
and bad forecasting will turn out - six or 
twelve or eighteen months later - to have been 
justified. 

It could be argued, with some truth, that the 
government cannot hide that it has in fact 
planned, and cannot avoid revealing many of 
the specilic estimates on which the budget rests, 
whether or not it publishes an NEB exercise. 
Even a pure money-raising, Byrd approach to 
the budget will get i:JVolved in the politics of 
target fixing and target achievement; the rev
enue estimate implico l target level of G~P. 
If the $570 billion had not been published, it 
would almost certainly have "Ieaked" and pro
vided the basis for jeers by mid-summer and 
for pressure, desirable I think. for a large cut 
in taxes. X onetheless, it is a fair guess that the 
use of an ~EB exercise to justify the budget 
wiII stimulate rather than quiet controversy. 

But would til.;t be bad? The trouble with 
the present procedure is not that it gives rise to 
debate but that it fails to pose the true issues 
and hence makes it difficult to engage in sen
sible debate. We should welcome controversy 
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about the appropriate balance between per
sonal consumption and variolls kinds of public 
consumption, or between consumption and in
vestment for growth, as well as about whether 
the government's target for total demand is 
too high or too low in the light of the expected 
consequences for capacity utili~ation, the laQ_or 
market, the price level;· ·lInd the balance· of 
payments. Vigorous public discussion of these 
issues, informed by quantitative presentation 
by the government of its own position in the 
budget message and the Economic Report, 
would perhaps begin to make inroads on the 
fixation on deficits and spending and taxes as 
evil in themselves. Not that sensible presenta
tion of the issues in the budget message will 
result in miracles. But the current mode of 
presentation discourages and hinders non
miraculous, slow improvement" 

There remains what· is perhaps the most se
rious objection at the level of strategy and tac
tics: that if the government publishes an ~EB 
exercise, or even if it merely commits itself to 
a target rate of output, it will thereby impair 
its freedom of maneuver. This, the flexibility 
issue, is not without its peculiar side. It not 
only involves flexibility to adjust policy when 
off (or on) target, but also flexibility not to 
adjust policy when the economy is off target. 
One can certainly sympathize with the discom
fiture of a Secretary of the Treasury whose 
own targets and projections of January are 
being used to pressure him into action iii 
August, action which he may judge undesirable 
and/or politically unfeasible. 

However, the coin has another side. If the 
government decides in January that, say, $570 
billion is a desirable and reasonable target in 

• ~or would it be a bad thing if, as a consequence of 
greater public expo~ureJ the technicai quality of the fore
casts and projections underlying the budget were subject to 
more systematic criticism from the putsidc. Apart from 
stimulating improvement in the state of the art, exposure 
might help to strengthen resistance, in the face of political 
pressure, against excessive "distortion,1I 

Concerning the danger that an ~EB strategy wiII in
flame idcolo7ical controversy and divert attention from the 
true issues, I am prejudiced enough to think that the case 
for the defense is SO strong - and that it can be- made so 
simple, compelling, and even interesting - that onc might 
almost welcome attack and a "great dcbate" as an oppor· 
tunity for powerful rebuttal and useful public education 
about the role of taxes and government spending in relation 
to price~market institutions. 

the light of its estimate of potential output, 
inflationary pressures, the balance of payments, 
and a host of political judgments, then it is 
conceivable that it might even welcome pres
sure on itself to take corrective action six or 
nine months later, should performance be sub
stantially off the target. Certainly from the 
point of view of the national interest, if not 
the comfort of ministers, it is not evident that 
the pressure for action which a shortfall or over
shoot would generate would be necessarily 
counter-productive. Moreover, if under such 
circumstances the President should decide in 
favor of corrective fiscal action, he would 
surely find it much easier to make his case with 
a target and an underlying NEB exercise on 
the books. Current practice; since it does not 
exhibit the quantitative links between the 
budget and tpe .original half-avowed GNP tar
get, does not provide the ingredients for a con
vincing brief. An intelligently designed exer
cise published in January, one which takes ac
count of the inevitable margins of error, would 
be especially helpful at times when the need is 
for fiscal action which would make large defi
cits (or surpluses) considerably larger. 

None of this is to deny the importance of 
flexibility. Unforeseen price pressures, changes 
in the balance of payments or in defense re
quirements, and the like, might well require 
changes in targets and appropriate adjustments 
(or non-adjustments) in policy. However, in 
most such situations it is not only possible but 
desirable for the Executive to articulate the 
need for the change. A case can be made that 
the government should not employ a tactic of 
comfortable silence even in situations in which 
it decides to obviate any need for changing 
policy by passively adopting a :.:hange in 
targets: 

7 It could be argued that the requirement to make a 
public commitment to a target will distort the choice of the 
target, that is, that the government will want to play safe 
in January and pick a ta:get which is relatively easy to 
attain. On its face. it wo;.!id ;'1ot 3;>pear oh,;ous which way. 
if at aU, the countervaili •. o: t.::mj.ltations of ambition and 
caution are likely to bias the '. i., .. lcc. In ~eneral. if the an~ 
ticipatcd pressure to live up to -;. ~:;-et m~kes the President 
and his adviscrs cven more carciul and sober ... bout what 
target they pick than they would be otherwisc, that is 
probably .tIl to the good. Sober seriousness is Toot, of coursc, 
cquivalent to a !J:cferencc for a lower rather than a higher 
output t:lrgc~, To pick a "low" target is to acquiesce in 
a<!\'ar.(.~--and, given an NEB exercise, in public-in a loss 
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All the above is relevant to what may be the 
real political sticking point. The more explicit 
is the government's commitment to an output 
target, and the more explicit are the calcula
tions which underlie such a target, the more 
clubs one gives away to one's political oppo
nents. Moreover, and quite apart from political 
warf are, there is always the danger that poor 
performance - and every now and then per
formance is bound to be very poor - will be 
used by the ideologists to discredit systematic 
quantitative fiscal planning. 

Unfortunately, it is not clear tJmt there exists 
a strategy for the improvement of our fiscal 
politics which will avoid these dangers. ~!ore
over, sensible and sophisticated presentation of 
an NEB exercise can do much to ·blunt irre
sponsible attack. By emphasizing the tentative 
quality of the projections and the need to keep 
re-examining and re-adjusting both the projec
tions and, quite likely, the proposed policies; 
by avoiding point estimates; by scheduling ~nd 
publishing a re-estimation in June and then 
quarterly during the entire fis~a.l year; by in
dicating the stand-by policies "that might have 
to be invoked, should tIle gap bhyeen perform
ance and target turn out to be large - by all 
such m~ans the government can both build a 
strong: Clefense against the charge of naive 
crystal-ball gazing and, more important, pro
vide for itself a position from which to recom
mend and undertake changes in policy as cir
cumstances warrant (and pin blame on the 
congress when congressional intransigence 
prevents needed adjustments in policy).· 

Last, it is perhaps not idle to hope that a 
strategy of planning and operating fiscal po!icy 
rather more in the open will help to create pub
lic support for giving the Executive some 
limited discretion to vary tax rates. :\s people 
get used to the notion that taxes and spending 
are like the brakes and the throttle of a car -
that to lock them in place is dangerous, and 
that smaIl marginal adjustments, made in time, 
may avoid the need for drastic adjustment-

of output: wages, and profitsj in unemployment and slt.;
gUh growth. 

• Sensible presentation of an NEB exercise, and ~~;..cciJ.lly 
the use of ranges of values, can help to get Ci.round the 
problem thOlt the executive budget is onJy a propos31 to the 
legislature and hence contains items on the enactment of 
which the betting odch are poor. 

resistance to giving the Executive some freedom 
of fiscal maneuver is likely to decline." 

• Notes on Technical/ssues 0/ Budgd Design 
(I) Offhand, I can think of no strong reason why the 

summary NEB exercise - which would appear in the fiscal 
policy section of the budget message and the purpose of 
which would be to guide congressional and public discussion 
- should not follow National Income Division conventions 
and procedures. :Moreover, there is eood reason why it 
should do 50, e.g., the need for coherence between the federal 
sector and the other sectors as regards timing, transactions 
coverage and exclusions, etc. (My preference for ~IP tim
ing [receipts by and large on accrual and purchases on 
delivery] is not motivated by strategic caJculation of how 
to minimize the damaging diects of deficit-fixation. It is not 
so motivatcd because I am not clear on strategic grounds 
where I would come out. I wish I were more convinced by 
the Schultze argument - or its opposite.) 

(l) \Vhcn it comes to the use of the budget figures for 
Quantitative analysis of the effects of the budget on total 
demand. tbe situation is more complicated: 

a) As regards agency coverage, the administrative 
budget is inferior to the Cash and XIP Budgets. 
\Ve need a consolidated statement for the federal 
government as a whole. 

b) As regards the inclusion or exclusion of "asset
tr:msactions," there IS no clcar anSwer and neither 
the cash nor the NIP version alone win do. 
Loans and purchases of old a~ets will have 
important portfolio-effects on total demand and 
hence the budset statement should provide in
formation on the government's plans with re
gard to both categories. The NIP Budget is, on 
this account, incomplete. On the other hand, it 
wOldd be a mistake not to try to maintain the 
distinction between "fiscal" and "monetary" ef
fects and simply to lump, as docs the Cash 
Budget, bona fide loans with expenditures
the more so since much the larger part of the 
~()\'~rnmcnt's capita.l optrations (debt manage
ment and Federal Reserve open-market) are 
anyway not included. Why not add two more 
non-XIP columr.s 1..1 the five now provided in 
the NiP vcrsion (purchases, transfers, interest, 
grants-in-aid, subsidies less surplus)? The two 
new columns could be i:;nored in the unavoidable 
calculation of the ~IP deficit. (Loan guarantee 
and other indirect subsidy programs bad best be 
covered in connection w:th the particular func· 
dons and activities th.:y ;l:-e designed to support.) 

c) On the question of timing, it is best to be cc1l'ctic 
and not make a catcgoriCll choice between (leash" 
and "accrual" on the income/receipts side. or for 
that matter, between j'o!:iligations (orders)", 
"deliveries" and "ca~hn on the product/expendi
ture side. All five time-profilcs will be significant 
for the analysis of the efi~" of the budget on 
tot.1 demand <no doubt diffcre,,'iall)· '0 accord
ing to cyclical circumstanct's ar.d. on the expend
iture side, according to what is being: bought). 
To the extent feasible, th~ budgd :.h~.':.J!d provide 
estimates on all flv\: flow-ratc5. (I "'~Ip?ose jf I 
were made to choo~c, fer purp ..... < vi back-of
the-envelope fiscal a:lalysis I shodd follow NID 
:lDd use accruals in tim in:; the impact efiect aD 
the income strcam, and rather more douQtfully, 
deliveries on the expenditure side. Needless to 
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say, the choice d("pends on one's nolions about 
the determinants of various components of private 
expenditure, production lags, and the like.) 

(3) It would be useful if the fiscal policy section of the 
budget mCSS:l.gc were to point out what the NEB exercise 
shows to be the estimated effect of the budget on the public 
share, federal and state-local, in GNP, and on the non
defense public share, and if it were to make some compari
sons with prior years. (Appropriate reference would have 
to be made to subsidies as reflecting some degree of federal 
absorption of output and also to federal finance of state and 
local purchases). 

(4) The fisC:ll policy section of the budget message 
should also point out the implications of the ufiscal policy 
plan" for the investment-consumption mix in the economy 
as a whole. 

(5) The lead table on budget expenditures by function 
should be supplemented by a larger table in which the 
expenditure figure for each function is broken down into 
purchases of goods and services, outright subsidies, transfer 
payments to individual.::, grants·in·aid, interest, loans, and 
purchases of old assets. 

(6) The above seven·way split should be carried through 
in the detailed discussion of the uFederal Program by 
Function." 

(7) I would think it a bad idea - on grounds both of 
concept and of strates:' - for the federal government to 
adopt a two·budget system involving a fuIl.fledged capital 
account. Such a system would almost certainly result in the 
~nthronement of the shibboleth that it is all right to debt .. 
finance capital expenditures but the current budget should 
be balanced or in surplus. Except under very strong uc1assi· 
cal" assumptions, such a rule would not assure "neutrality" 
as regards the saving.consumption choice, and would lose 
us an important degree of freedom, making it much more 
difficult to achieve through fiscal and monetary measures 
whatever total demand, income distribution, consumption .. 
investment mix, and public. private balance we might desire. 
(A related secondary danger is that I;investment" would 
come to be defined as bricks and mortar or the purchase of 
selC.liquidating assets and, in particular, that investment in 
education, public health, etc., would not QualHy.) 

(8) The above does not imply that we should continue 
to lump together public consumption and public in,,·cstment. 
It would be most useful to distinguish, on the expenditure 
side of the budget, between consumption.type expenditures, 
investment in tangible assets, and what Musgrave calls 
uexpenditures for future benefit not resulting in acquisition 
of assets." The burden of (7) above is only that we should 
not associate particular receipts with particular types of 
expenditure. 

THE CONSOLIDATED CASH STATEMENT OF FEDERAL 
FINA;.~CIAL TRANSACTIO~S - SOME ISSUES 

Samuel M. Cohn 

T HE present statistical series of Federal 
cash receipts from and payments to the 

public (consolidated cash statement) has two 
important characteristics which are winning it 
much support as the series best qualified to 
reflect Government fiscal trends and results.' 
Like the administrative budget and unlike the 
national income accounts, it is a body of oper
ating statistics based directly upon accounting 
records of Federal agencies. Like the national 
income accounts and unlike the administrative 
budget, it is comprehensive, including trans
actions of Federal trust funds, which now total 
between $25 and $30 billion per year - in fact, 
it is a more complete representation of Gov
ernment than covered by the national income 
accounts in that it includes such transactions 

'Cf. Chamber of Commerce of the United States of 
America, Report oj the COnlmittee Jor Impro:.";ng tile: Fed
eral Budget, October 19, 1962 j presented to President Ken
nedy November 19, 1962. An old proponent, the Comr:;.ttee 
for Economic Development (Taxes And The Btld~tt. ~o
vember 1947), has recently been exploring new ;Ja~lures 
(Fiscal and AI oneta" Poliq 10' Hi,h Emplo,men., Decem
ber 1961). 

as Federal loans, which do not anect income or 
output directly. 

Briefly, Federal cash receipts from and pay
ments to the public represent a consolidation 
of o::>erating data arranged so that the difierence 
between receipts and payments equals the com
bined change in the Government's ca;h balance 
and in its net cash borrowing from the public. 

A careful examination of this definition dis
closes a number of issues which have counter
parts in almo,;t any adaptation of operating 
data to economic statistics. l\'lany of these is
sues are currently under study in the Bureau 
of the Budget and other Government agencies, 
and some changes in present concepts and 
measures may be forthcoming. The present 
artic:c draws on some of this internal Govern
.nent work, but any evaluations given here are 
,;t~ictly the personal views of the writer. 

Coverage 

What is the Federal Government and what 
;; private (or who is the public)? The simplest 
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concept would be a straight consolidation of 
administrative budget funds and trust funds; 
next would be the present series of Treasury 
cash deposits and withdrawals, which includes 
as well any other transactions clearing 
through the Treasurer of the United States: 
The respective surpluses (+) or deficits (-) 
in each of these will give some notion of the 
statistical effect of the choice: 

(In $ billions) 
Trc:uury 

Administrative deposits 
Fiscal Present budget.trust :o.nd 
yrar series consolidation "itbdrawall 

1948 +58·9 +5n.2 +59.0 

1949 + 1.0 + 0.1 + I.2 

1950 2.2 34 - 2.1 

'95
' + 7.6 + 7.7 + 7·7 

I9Sl 0·5 + 0·3 

1953 Sol 5·8 5·1 
1954- 0.2 0·7 0.2 

1955 2·7 3·2 2.1 
1956 + 4·5 + 3·9 + 5·1 
1951 + 2.1 + 3·0 + 2·7 
1958 1·5 2.6 1.1 
1959 - 13·] - 13·9 - 12·4 
1960 + 0.8 + 0·9 + '4 
1961 - 2·3 - 3·3 - 14 

It is interesting to note that a shift of con
cept would have caused a change from deficit 
to surplus in only one year, 1952, when the 
balance was quite small. Although no series 
shows a larger net surplus or net deficit in all 
cases, the Treasury cash deposit and with
drawal series seems to improve the deficit or 
surplus position most frequently. 

. But to return to the basic que,:k d. w!.u con
stitutes "the public" - the non-Federal Gov
ernment universe? At the present time, the 
Federal Reserve Board, the Postal Savings 
System, the International :.\Ionetary Fund, and 
other international organizations are part oi 
"the public." On the other hand, various G')\,· 
ernment-sponsored enterprises - seconcuy 
market operations of the Federal Xational 
;\1:ortgage Association, Federal Deposit h:;ur
ance Corporation, Federal intermediate cred,t 
banks, banks for cooperatives, Federal land 
banks, and Federal home loan banks - are 
defined as part of the Federal Government, 
presumably because they all have a call on the 

• This is the series shown each uay on the Daily St4te A 

men' 0/ the Ulli:ed Staus Treasury. 

Treasury for any funds needed in an emergency 
and they all are subject to some congressional 
or executive branch suasion; in two cases (land 
and home loan banks), however, Uncle Sam 
no longer owns any stock of the enterprises. 

A related issue has to do with the proper 
place-public or private-of "deposit funds," 
which consist chiefly of custodial and suspense 
accounts maintained by the Treasurer of the 
United States. 

Timing 

If we assume the consolidated cash series 
should remain as a cash (as distinct from ac
crual or partly cash) series, we are still faced 
with the issue of defining "cqsh." Should a non
interest bearing Treasury note which the In
ternational Monetary Fund could convert into 
currency at a moment's notice be considered as 
cash - or as the debt instrument it seems to 
be? The terminal leave bonds issued to veter
ans after World War II are another elfample. 
Similarly, is the interest accruing on savings 
bonds each six months a cash payment or a note 
(borrowing)? In all cases, they are not now 
considered as cash payments until redeemed. 

There is another issue for which the present 
treatment seems to the writer much more ques
tionable; namely, the total of cash payments 
reflects checks cleared rather than checks is
sued. The checks cleared (or checks paid) 
basis derh'c', from an underlying effort to tie 
the excess oi cash payments (or receipts) to 
the com:"::lcd change in cash balance and cash 
borrowing. From the Federal Government's 
point of view, it would :;eem to be at least as 
reasonable (if not more so) to have checks is
sued be the cash payme;1to. and to use the 
"float" as a reconcilhtion ite;m on the cash bal
ance and borrowing side. 

Additional Clarifications 

The issues mentioned above affect the bal
ance between receipts and -payments. A few 
other issues are noteworthy even though they 
do not aiiect the balance. First, grossing; to 
provide "dcitional information about Govern
men~ transactions it has been recommended that 
all Federal transactions should be shown on a 
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gross basis." For example, refunds of overpaid 
taxes are now netted against tax collections; 
outlays for new loans by most Government en
terprises are now shown ne~ 9f the collections 
on old loans; and only tpose postal expendi
tures met by the general tkxpayer are shown, 
with receipts from postage stamps and other 
postal services deducted from gross postal ex
penditures. 

One should note that (1) grossing is not es
sential to full disclosure, particularly since pub
lished budget schedules already reveal gross 
transactions and many other details, (2) re
cording of gross money flows does not seem 
to be the proper rationale for defining the Gov
ernment sector, (3) a presenta'tftm of outlays 
for public use (distinguished from private use 
as in the case of the postal service.l seems a 
better rationale, and (4) double counting (as 
in tax receipts and refunds of overpaid taxes) 
can be justified only on a money flow and work
load basis. 

Second, payments~d rec;eipts for retirement 
of Federal employees seem to be treated incon
sistently. Although taxes withheld from a Fed
eral worker arc',correctly considered a (wage) 
payment to the public (the employee) and a 
receipt (taxes) from the public (the same em
ployee), the same employee's contribution to 
his retirement (Government trust) fund is con
sidered as an intra-governmental transaction 
which does not involve the public. The justifi
cation for the latter situation is that the Treas-

• Cf., Dan Throop Smith, "An Analysis of Char.:::..:s in 
Federal Finances, July 193o-June 1938/' this REVIEW, xx 
(November 1938), ISS; Murray L. \Vcidenbaum, HGovern
menl Spending: Process and ~Ieasurement." Boeing .A.irplane 
Co., 1958, B 86; and Roy E. Moor, "The Federal Budget as 
an Economic Document," Joint Economic Committee, 87th' 
Cong., 1962, 31-93. 

ury does not have to raise (borrow) cash cur
rently to pay this portion of salary and retire
ment costs; but the same logic could be applied 
to withheld taxes on the Government's em
ployees. For consistency's sake, the same treat
ment seems indicated, and defining the employee 
as part of the public and not part of the Gov
ernment universe seems sensible. 

Similarly, Federal agency payments (as em
ployer) to the Federal employees' retirement 
trust fund are now considered intra-government
al transactions, and not payments to and re
ceipts f rom the public (the covered employees). 
Although these retirement contributions are 
certainly a cost of employment, the argument 
can be made that it would be double counting 
to include them as a payment when part of 
wages, and also as a payment when the annuity 
is paid after retirement. A related argume"nt 
could also have been made for the employee 
contribution. 

For those Federal employees (mainly blue 
collar workers) covered by social security, the 
treatment is again inconsistent. In this case the 
employee is considered part of the public (like 
any other wage earner covered by the old-age 
and survivors insurance system) and not part 
of the government, and the government pay
ment as employer is also treated as if it came 
from a private employer. 

Conclusion 

After 15 to 20 years, the basic approach of 
the consolidated cash concept has proved itself, 
but the time has come to re-examine it for the 
purpose of making those improvements which 
seem logical and sensible to the public as well 
as to the Government. 

SOME OBSERVATIONS ON THE BUDGET CONCEPT 

Gerhard Colm and Peter Wagner 

DURING recent years official and non
official statements have emphasized the 

existence of a number of valid concepts oi the 
Budget and the public has become familiar 
with, and has been greatly confused by, the 
various computations of the Administrative 
Budget, the Consolidated Cash Budget, the 

~ational Income Budget, to say nothing of 
references to a possible Capital Budget and an 
.-\ccrual Budget. 

The use of various b\!dget concepts is justi
fied by the fact that the budget serves different 
purposes. We may distinguish (1) program 
analysis, (2) financial analysis, and (3) eco-
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nomic analysis. For these purposes there is 
need of (I) a program budget, .(2) a statement 
showing cash receipts and pay)nents with con
sequent changes in the national debt, and (3) 
the Federal sector in the National Economic 
Accounts or National Economic Budget. The 
present Administrative Budget performs none 
of these functions satisfactorily. 

While there is justifi~on for the use. of dif
ferent budget concepts (or different purposes, 
we need one budget concept which can be the 
basis for decisions within the Executive Branch 
and by Congress concerning the government 
programs. This basic concept should be the 
Program Budget. However, the decision
makers, and the public for appraising the ac
tions by the decision-makers, need certain sup
plementary information. We regard the cash 
concept and the Federal sector in the National 
Economic Accounts or National Economic 
Budget as providing such essential information 
for the decision-makers and for an appraisal of 
the significance of government action by the 
general pUblic. 

Therefore, perhaps the most important task 
is to transform the present Administrative 
Budget into a true Program Budget. It is fully 
realized that the transformation of the Adminis
trative Budget into a true Program Budget 
would involve substantial modifications; the 
present structure of that Budget - with somt 
items on a cash and others on an accrua( basis, 
and incorporating many other incongruities-
has come about solely as a matter of historical 
accident, and has no logic to recommend it. 
To become a true Program Budget, the annual 
aspect of the Administrative Budget must be 
de-emphasized. Much more emphasis should be 
placed on functional aspects and a cle:!r distinc
tion must be made between programs involving 
only current expenditures, and other; that rmo' 
take many years to be completed. TL Defer:,~ 
Department is moving in this direction under 
the guidance of Secretary MacNamara and 
Assistant Secretary Hitch. A budget for each 
program would begin with the total cost of the 
program until completion, and then would 
annualize a portion of such cost in accordance 
with the anticipated schedule of progress of such 
a program. It is quite unrealistic, in many 
cases, to show the first year's figures of a spe-

cificlprogram, as these may only amount to a 
fraction of what will ultimately be spent. The 
NASA program or multi-purpose dam con
struction are examples in this category. 

With respect to the longer-range programs, 
the Program Budget would primarily give the 
estimated costs of the program as a whole and 
only as a secondary estimate a proposed phas
ing of the expenditures over a number of years. 
Any estimate of income and expenditures for 
any particular year must be based on such 
estimated phasjng of the longer-range pro
grams. What is referred to as the Administra
tive Budget is an estimate of year-by-year re
ceipts and expenditures. Such estimates are 
based on the authority to incur obligations 
under existing and proposed programs. How
ever, in translating the programs into yearly 
expenditures, no clear concept either of cash 
expenditures or of accruals is used. There arc 
also internal transfers from one fund to another 
"hich are not eliminated so that what is called 
the Administrative Budget does not give a clear 
picture of all yearly expenditures, either ul\der 
the cash or the accrual concept. 

For purposes of financial planning, particu
larly debt management, it is necessary to use a 
cash concept and elimmate all intra-fund 
transactions. Only such a consolidated cash 
statement permits conclusions with respect to 
the increase in the government debt either held 
by the public or by government agencies or 
government controlled funds. This leads to the 
first supplementary statement, namely the 
Consolidated Cash Account. This should take 
the place of the summary statement which is 
now given in the Budget docament and which 
is often referred to as the Administrative 
Budget.1 However, it should clearly distinguish 
between those transactions which lead to a 
change in the government debt held by the 
public in general (which would include the 
debt held by the Federal Reserve System and 
private banks) and the changes in the debt held 
by government agencies, government corpora
tions, and government trusts. 

For appraising the impact of the govern
ment operations on the eo;:onomy in a particular 

1 This article was written beiorc the pUblication of the 
I964 Federal Budget. We are pJca~d to note that the new 
Budget incorporales this suggestion La a. considerable extent .. 
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year, another auxiliary statement is needed. thus particularly useful in the type of econom
For this purpose, a modified version of the ic analysis which uses the "Nation's Economic 
Federal sector in the National Income Account Budget" as a framework. 
is most useful. The word "modified" is used While showing expenditures on an accrual 
deliberately because the Federal sector of the basis is useful for appraising the impact of 
National Income Account is deficient in one government actions on the economy, this can
important respect - it does not include the not be a perfect means of measurement. Thus, 
impact on the economy made by government for example, even the accrual concept as used 
loans and loan repayments with the exception by the Department of Commerce is deficient in 
of price support loans made by the Commodity respect to awards for military hardware. In 
Credit Corporation. This is a serious short- many cases the decisive influence of such 
coming if we want to measure the Federal Gov- awards on the nation's economic activity is 
ernment's influence on the economy. The im- initiated by the issue of authorization or the 
pact of all Federal transactions, including both issue of a letter of intent. Thus, supplementary 
loans and el,:penditures, should be analyzed by information should be provided which indicates 
their effect on the flow of income and employ- the orders placed and similar facts with an im
ment. It is not intended to criticize the way the mediate impact on the economy. 
Commerce Department has developed these The accrual concept of expenditures is 
National Income Accounts. They were not superior to the cash concept for measuring the 
originally designed to furnish guidance in the-,;' Federal Government's impact on the economy. 
area of Federal Finance; and given their orig- However, it does not follow that the accrual 
inal concepts, the loan figures were correctly concept should also be used for the decision
left out of the Federal sector of the Department making of Congress. The Hoover Commission 
of Commerce statement since they appear in b<i proposed such ,a shift in order to give Con
another category of their National Income gress more immediate control over Government 
figures. However, if we wish to use the Federal transactions. Congress had felt frustrated so 
sector account as a guide in the future, the loan often because appropriation actions which af
transactions of the Federal Government, sep- fect the authority to incur obligatior.s would 
arating those involving existing assets, must be have little impact on the cash expenditures of 
mcluded. the ensuing year, but would often have only an 

There is one other aspect that deserves men- impact on the cash expenditures of two or t ... '!e 
tion in this connection. The economic impact years later. This led to the idea that appropria
of Federal Loan Insurance and guarap.ty ac- tions should be based on the accruals, meaning 
tivities should be stated in a supplement to the on the work to be undertaken during the en
modified National Income Account. Tl:" eco- suing year. Public Law 84-863 provides some 
nomic impact of these programs may be of sub- step in the direction of an accrual type budget 
stantial importance even though they are re- for appropriation pl~.uoses. We doubt the 
f1ected only with negligible amounts in budget desirability of such c development. A shift to 
expenditures. All these activities should be accrual basis appropriations would deprive the 
readily visible when reviewing the total impact Federal Government of much-needed flexibility 
of the government's activities in anyone year. with respect to the longer-range programs. Any 
In general, it must be left to the user of the change should be in the direction of providing 
information to decide what part of the loans greater flexibility rather than in extending such 
would be extended even if there were no Federal a restrktive appropriation base in the execu
insurance or guarantee. However, insurance tion of longer-range government programs. 
operations of such bodies as the FDIC and the The proposed Program Budget, in itself, 
FSLlC could be excluded for this purpose. would shift the emphasis for at least a part of 

This modified type of a National Income Ac- the Budget from the short-run to the longer-run 
count is preferred because it is (for the most aSpect. In addition, the informational Federal 
part, t110ugh not entirely) on an accrual rather ~ector of the nation's Economic Budget should 
than on a collection and payments basis, and give guidance for policies in support of longer-
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term growth and stability. POf these reasons, 
it is suggested that complete e!:onomK: budgets 
for the nation should be drawn 'Yl and pre
sented to Congress for the year under· considera
tion, for the preceding several years, and for 
a number of years ahead. In addition, a longer
term projection of the natiClllal economy ten 
years hence should be included, and a "flash
back" of the position ten years ago would also 
be useful. While the responsibility for the 
presentation of the National Income Accounts 
for the past and current years should remain 
with the Department of Commerce, projections 
for National Economic Budgets for future years 
should be under the responsibility of the Coun
cil of Economic Advisers. Such a complete 
economic budget would include the figures for 
Federal receipts and expenditures each year. 
This requires parallel projections of Federal 
Budgets with the correspopding economic pro
jections. The pricing of future government 
programs should be the responsibility of the 
Bureau of the Budget, while projections for 
resource allocation should be the province of 
the Council of Economic Advisers. 

Concerning future projections of the nation's 
economy, Congress and the nation can make 
more meaningful decisions when they can vis
ualize the consequences of these decisions in 
terms of their impact on future years. Annual 
budgets should never be viewed in isolation, 
although this practice did little harm at a time 
when the Federal sector was of litde account 
in the evaluation of the American economy as a 
whole. Today, when Federal receipts from and 
payments to the public account for 20-25 per 
cent of our GNP, the trend of such government 
receipts and expenditures forms an important 
determinant shaping the course of the economy 
in future years. Knowledge of the Budget 
outlook covering a number of years ahead is 
essential when policy decisions based on budget 
considerations are being made. 

It is most important that long-term outlook 
projections should be based on a reasonable 
estimate of economic growth rather than on 
prediction. Similarly, National Economic 
Budget projections should be developed in ac
cordance with freely published assumptions 
rather than as forecasts. 

Today, budget estimates of revenues and 

99·3750-63--22 

expenditures pretend to be forecasts, but are 
really only estimates based on certain assump
tions. This is inevitable because departmental 
estimates have to be prepared for a period up 
to two years ahead. The present practice has 
had unfortunate results, evidenced by the wide 
discrepancies between budget estimates and 
the actual out-turns. It is also subject to polit
ical pressures in the formulation of the under
lying assumpti.ons. For example, the tempta
tion to show a balanced budget may have the 
result of forecasting unduly optimistic eco
nomic developments for the preparation of the 
revenue estimates. 

This dilem:-.-:. could be avoided if the prep
aration of Federal Budget estimates were based 
on clearly defined assumptions of a reasonable 
rate of economic growth. Of course, it is recog
nized that in practice there would often be de
viations from the p~ojected path. The Presi
dent can deal with these in his Budget Message 
and the Economic Report which are finalized 
only shortly before publication. At the same 
time he could couple this with specific proposals 
for getting the economy back on the pattern of 
reasonable economic growth. 

The introduction of a separate Capital 
Budget seems inadvisable. However, all capital 
expenditure items should be enumerated sep
arately, and should be prominently featured. 
In this respect, the 1963 Budget tabulation on 
pp. 25/27 of the Federal Budget Document 
represents a great advance. More prominence 
might be given to the capital expenditure con· 
tent of each budget, and capital expenditures 
for each agency should be mentioned separately 
and prominently. 

Proponents of the Capital Budget concept 
maintain that it could be used to justify budget 
deficits up to the amount spent on such capital 
items, since even business firms do not find it 
"unsound" to go into debt for the acquisition 
of capital assets. However, there is a great deal 
of difference between business and government 
accounting. Also, it is felt that the existence of 
such a separate Capital Budget might distort 
Federal expenditures in ways that may not 
always be most desirable. It may well result in 
a preference for expenditures on physical as
sets rather than greater spending for intangibles 
such as health and education. A more convinc-
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ing case for the introduction of Capital Budgets 
could be made if we could gradually evolve a , 
concept of capital expenditures which would 
include both physical assets and ihvestment in 
human capital, as two types o~ investments in 
economic growth. _ 

A case can be made for the"introduction of 
Capital Budgets for such agencies as the Post 
Office where the existence of a chronic per
petual deficit may unduly inhibit the approval 
of sqbstantial capital expenditure items which 
would improve efficiency. Also, in the case of 
FHA, FNMA, and other agencies which are 
required to operate programs on a self -sustain
ing basis, the separate financing of capital ex
penditure by means of bonds with redemption 
dates in alignment with the rate of depreciation 
of these assets may welI be considered, provided 
their financial operations are geared into the 
Treasury program for debt management and 
the general economic situation. The point to 
be made here is that, :;cope for the useful adop
tion of capital budgeting in the Federal Govern
ment is considerably more limited than propo
nents of the idea allow, and that, with the ex
ceptions mentioned above, no real economic 
purpose would be served by the introduction 
of a separate Capital Budget. However, it 
would be highly useful if projects cQuld have 
separate classifications for investment' in physi
cal assets and in human capital, but would re-

gard all such expenditures as investments in 
economic growth. 

More education concerning the merits of the 
proposed Program Budget as well as the two 
supplementary statements is necessary, not 
only as regards Congress, but also - and ul
timately perhaps even more important - in ' 
order to create a better informed public opin
ion. It is essential that Congress and the gen
eral public have a clear idea of the different 
functions of each of these concepts. Public and 
Congressional approval of the necessary changes 
wiII come more quickly if the various figures 
shown as Budget out-turns, depending on which 
of the three concepts has been employed, could 
be reconciled without too much strain in a 
similar manner to the process involved when the 
average citizen reconciles his bank statement 
at the end of each month. 

It is felt that the adoption of these improve-, 
ments would put us in a much better position 
to make economic policy decisions on the basis 
of economic and fiscal data, and would facili
tate a more efficient allocation of our resources. 
Businessmen could make their investment de
cisions with the full knowledge of government 
programs for a number of years ahead while 
economists could make their recommendations 
with a greater degree of confidence and such 
recommendations would gain a greater meas
ure of Congressional and public acceptance. 

ON CHOICE OF CONCEPTS FOR THE FEDERAL BUDGET 

Otto Eckstein 

T HIS paper compares the three common 
. concepts of the Federal Budget and also 

presents some notes on the use of a Capital 
Budget. It is concluded that the Cash Budget 
represents the single most useful set of ac
counts. 

Differences Among the Three Budgets 
Given budget symbolism, greatest popular 

interest attaches to the deficits shown by the 
several concepts. Table I summarizes recent 
results. 

The total deficit is almost identical under 
the concepts of the Administrative and the Cash 

Budget. In earlier years, the Cash Budget 
tended to run somewhat more in surplus be
cause of the Social Security Trust Funds. In 
the late 1950'S and early I960's, however, the 
Social Security Trust Funds were just about 
breaking even. 

The Cash Budget has the important virtue of 
comprehensiveness. The Administrative Budg
et has been eroded by succeeding Administra
tions, and it has simply ceased to be a reliable 
account of the Federal government's fiscal ac
tivities. The Cash Budget comes very close to 
completeness. Of course it contains some netted 
figures such as the postal, deficit rather than 
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TABLE I. - DElICITS, THREE BVDGETS, I9S8-62 
(Fiscal Years) 

Total 
lOSS t059 ,.60 1061 lo6.e 195&-6. 

Administrative 
Budget -2.8 -12-4 + •. 2 -3·9 -7.0 -24·9 

C3sh Budget -1.5 -13·1 +0.8 -203 -8·5 -24.6 
NIPA -4·9 - 4.8 +2.2 -2.2 -o·S -10.2 

total postal expenditures and revenues, but this 
has no impact on the deficit and is not an im
portant matter from the point of view of meas
uring economic impact. Since there is no logi
cal justification for the lack of comprehensive
ness presently in the Administrative Budget, I 
shall not discuss it further. 

Cash Budget and the National Income lind 
Product Account Budget (NIPA) 

The total difference between the Cash Budg
et and the NIPA budget in these five fiscal 

. years is over $14 billion, or about $3 billion a 
year. Although much of the justification for 
the use of the NIPA runs in terms of the timing 
of receipts, it is not the receipts that make the 
longer-term difference between the two budg
ets; there is only a total difference of about 
$0.8 billion in the receipts for the five years. 
It is on the expenditure side that the NIPA 
leaves out some very large items which cut the 
deficit. (See Table 2.) 

t9S8 19$9 •• 60 1961 19621: 

Cash Budget 83-4 94.8 9403 99·S III.I 

NIPA 82.8 90.2 91.9 97·0 IOp.I 

Total Difference 0.6 4·6 2-4 2·S S·o 
Difference in Agriculture 

and Housing 0·5 6 .• 3·2 103 n.a. 
All Other Differences 0.1 -'·5 -0.8 •. 2 n.a . 

While many items contribute to these differ
ences on the expenditure side, a very large part 
is accounted for by the transactions in financial 
assets and used assets which are excluded from 
the NIP A. These are concentrated chiefly in 
Agriculture and Housing, as Table 2 shows. 

Should the Budget be on an Accrual Basis? 

I think it would generally be agreed tb.t 

much of the economic impact of corporation 
income taxes occurs at the time the liability is 
accrued, rather than when the payment is 
actually made. This is not to say that the 
payment flows are irrelevant, for they do with
draw funds from the short-term capital market. 
Thus, analyses of the investment plans of cor
porations are carried out better with the accrual 
concept, but analyses of the trends in the capi
tal markets are better done with a cash concept. 

In recent years, change from cash to accrual 
budgeting would not have changed surpluses 
into deficits, or vice versa. It would have added 
to deficits in recession years and reduced defi
cits in the first year of recovery. From the point 
of view of sound, modern fiscal policy, assum
ing public acceptance of deficits in recession 
only, it is of course desirable to have the 
deficits reported du'ring the recession which 
caused them rather than in the first year of 
recovery. Projected deficits in recovery put 
pressure on the government to switch .quickly 
to restrictive policies. The recession of 1958 
and the subsequent recovery illustrate the im-
portance of this point. . . 

However, I believe that in the future the 
timing point will lose significance. First. the 
recessions are becoming milder as the economy 
fades further from its potential in non-recession 
times. As a result, deficits are incurred in most 
years and the temptation to strike for quick 
bud"et b~lance becomes more remote as it be
com~s more unrealistic. Further, the public, 
or at. least the informed portion of it, now un
derstands that there are collection lags and is 
more forgiving abuut ~e deficit in the first year 
of recovery. 

An Accrual Budget also suffers from one 
major difficulty: it is impossible to verify it 
with objective data. \Vhereas Cash Budget 
revenues are ultimately confirmed or denied by 
the actual tax collections, no similar objective 
set of figures is produced for accrual account
ing. It is also more difficult to forecast an Ac
crual Budget, since the forecasters do not have 
'the benefit of historical data about corporate 
profits on which to base future profits tax pro
jections .. I assume that expenditures could not 
be put on an accrual basis in the near future for 
technical reasons. 
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Should the financial Transactioru be Omitted? 

While the economic significance of tra.nsac
tions in mortgages and other financial assets 
and in used assets may not be the' same as the 
purchase and sale of goods and services or 
transfer payments, a good budget cl~arly can
not skip them. The major fault of budget prac
tice of th.e last fifteen years has been the grad
ual loss of c.omprehensiveness, the gradual ex
clusion of more and more items from the Ad
ministrative Budget. To now institute a new 
budget which has the same fault, perhaps to a 
worse degree, does not seem at all reasonable. 
Nor will the public accept a new budget which 
leaves out large chunks of expenditures. 

This is not to deny the importance of the 
NIPA budget for analYsis within the National 
Income framework, and the Department of 
Commerce must continue to prepare these 
figures along with the rest of the National 
Income accounts. But as a budget document, 
presented to the public as a description of the 
revenue and expenditure activities of the Fed
eral government, obviously the financial items 
cannot be overlooked. Apart from comprehen
siveness, they also have economic 'significance. 
For example, some of ~1U add to the financial 
capital available to the private economy. 

What Form Should Future Budgets Take? 

The above comments suggest that budgets· 
serve two kinds of purposes: on the one hand, 
they must be a complete and honest account of 
the activities of the Federal government, based 
on objective data which can be verified when 
the period is over. On the other hand, they 
serve economic analysis; not all kinds of ex
penditures have the same impact, and revenues 
may have economic significance when they are 
accrued rather than when they are collected. 
It may be that no one set of figures can serve 
both these purposes adequately, although if it is 
feasible, it would be very desirable to have 
just one budget, or at least to present all the 
figures in one cohesive scheme. 

To show the public how the various figures 
hang together, and also to serve the needs of 
economic analysis, I present a set of model ac
counts which could be featured in the budget 
document. 

EXHmn I: A CASH ACCOUNT 0'1 THE FEDn.u. 
GOVERNliENT 

Revenues Ezpc:ndlltuel SurplUJ or Dt:6da 

Cuh Budget 
Less omissions 
Plus transfers inside 

the government-

Equals Administrative 
Budget 

• There may he a neater way to dispose of the intra .. 
governmental transfers than to have a separate line for 
them. Perhaps the Cash Budget should be put on a basis 
which does not net out these transfer •. 

Exhibit I presents "The Budget." It first 
gives the Cash Budget and then goes to the Ad
ministrative Budget by explidtly showing the 
omissions (and ~dding in the intra-goverment
al transfers). Ifhis table is important because 
it shows very clearly that the Administrative 
Budget is not a complete statement of Federal 
finances. 

EXHmn II: ECONOMIC ANALYSIS OP THE CASH 

B\1DGET 

CASH EXPENDITURES 

Purchases of goods and services 
Transfer payments 

- to individuals 
- to businesses 
- to governments 

:\"et interest paid 
Subsidies less current surplus of 

government enterprises 
Loans to businesses, individuals 

and governments 
Other expenditures not in NlPA 

Total cash expenditures 
Adjustments to NIP A basis 

Total expenditures on NIPA 

CASH REVEmJES 

Personal taxes and nOD-tues 
Income 
Estate and gift 
Other 

Corporate profits taxes 
Excise taxes 
Other taxes and non-taxes 
Contribution (or social insurance 
Other trust fund receipts 
Receipts from capital transactions 

Tot,l cash receipts 
Adjustments to NIPA baw 

Total NIPA receipU 

Total Current Capital 
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Exhibit II seeks to combine the best qualities 
of both the cash Budget and the NIPA. It 
starts with the totals of the Cash Bud"et and 
then breaks them down by the Inco~e and 
Product Account economic categories. It then 
adds those items which the NIPA leaves out 
and shows the adjustments for netting and ac
crual. 

Whether the "capital" vs. "current" distinc
tion should be made is an open question. I ap
pend a note which discusses some of the issues 
of setting up a Capital Budget for the United 
States. 

EXHIBIT III: CASH EXPENDITURES BY FUNCTION 

This exhibit could follow..present practice, 
that is, a breakdown of the . Cash Budget into 
the functional categories, such as National De
fense, International Affairs and Finance, 
Natural Resources, etc. 

EXHIBIT IV: CASH EXPENDITURES BY ACENCY 

This exhibit would present the Cash Budget 
broken down by agency, analogous to the pres
ent agency breakdown of the Administrative 
Budget. The major difficulty lies in the handling 
of the intra-govermental transfers. Since the 
agency figures must account for all agency 
expenditures including thase transfers, they 

. would have to be included here and the result
ant total expenditures would be the present 
concept of payments to the public, plus the 
transfers within the government. Tradition 
may also require separate lines for the trust 
fund expenditures. 

Concluding Note 

This note is not meant to be a definitive pro
posal. Questions of feasibility would have to 
be explored. Many technical details on specific 
items would have to be settled and the nomen
clature must be improved. 

I have emphasized the Cash Budget rather 
more than the NIP A budget, even though many 
other students of the problem are now empha
sizing the NIPA budget. I have done so for 
six reasons. (I) The Cash Budget is compre
hensive. (2) The Administrative Budget is in
defensible because it is not comprehensive. The 
NIPA budget shares this fault while the Cash 
Budget is free of it. (3) The Cash Budget is 
based on objective figureS and can be verified. 
(4) The Cash Budget will reflect the surpluses 
of the trust funds over the next several years 
and both for purposes of economic analysis and 
public presentation, the total Federal cash defi
cit must be correctly identified. (5) While the 
NIPA budget is essential for certain analytical 
purposes, it is possible to classify the Cash 
Budget along the NIPA concepts. (6) The im
proved timing of deficits in relation to reces
sions of the NIPA is of some importance, but 
I believe of declining importance in the coming 
years. 

The best solution to the problem lies in some 
combination of the present concepts, contain
ing the comprehensiveness of the Cash Budget, 
and the sound econo!!'ic concepts of the NIP A 
budget. 

APPE:-imx: A CAPITAL BUDGET FOR THE U.S.? 

For the United States, the Capital Budget 
can be viewed as serving five purposes: (I) to 
introduce a better fiscal principle than annual 
balance of the Administrative Budget; (2) as 
a form of development program; (3) as a de
vice for administrative reform; (4) as an in
formation program to indicate to the public how 
the government contributes to capital forma
tion and economic growth; (5) as a device i or 
putting the American budget on similar con
cepts as other advanced countries, to reassure 

foreigners about American fiscal responsibility, 
and to prevent gold flows. 

The Capital Budget and Fiscal Principles 

The origin of the idea of the Capital Budget 
was to find a sound principle for the state of 
balance of budgets."' Just as the accounting 

• See R. A. Mwgravc, "The Nature of Budgetary Balance 
and the Case for the Capital Budget." American Economic 
Review, XXIX (June 1939), .60-71. Burkhead surveys the 
doctrinal history of the principle of the Balanced Budget. 
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statement of a business indicates the net in
come and change in nct worth of a business, 
so a Capital Budget should indicate the change 
in net worth of the government. One degree of 
fiscal soundness would be to keep the net worth 
of the government constant, which would re
quire that revenues would equal current expend
itures plus depreciation of the government's 
capital stock plus interest on the national debt. 
A Capital Budget, with depreciation charged 
to the current budget, would assure this stand
ard. A "sounder" principle would require the 
capital stock to grow at some rate. 

The principle of annual balance in a unitary 
budget, which is roughly' the American prin
ciple, does not guarantee )my particular degree 
of soundness. On the one hand, it is possible 
to balance the budget by drawing down the 
capital stock by such methods as (I) not mak
ing replacements; (2) slowing down the rate 
of increase of new 'capital formatio~ (3) 
switching to leasing and renting of capital 
assets rather than buying; and (4) selling as
setS. On the other hand, because the basic idea 
is to balance revenues against all expenditures, 
the actual balancing principle is probably of 
an extremely "high" degree of soundness, high
er than in the countries which use Capital Budg
ets. Thus, whatever departures from "sound
ness" the fuzziness of the American concept 
permits is hardly likely to outweigh the impact 
of insisting on financing all expenditures, both 
current and capital, out of revenues. 

From the point of view of economic analysis, 
these concepts tell us little. They do not reveal 
the proper size or composition of the budget, 
correct revenue structure, or the proper rela
tion of expenditures to revenues. These an
swers can only come from analysis of the bene
fits and costs of programs and of the effect of 
the budget on the advancement of economic 
objectives. 

The Capital Budget as a Development Program 

The Capital Budget has been frequently ad
vocated as a means of mobilizing resource~ for 
economic development. By bringing all the 
capital items together, at least the capital side 

See his uThe Balanced Budget," Quarterly Journal oj &0-
nomiu, LXVm (May 1954), '9,-.,6. 

of government is put into a development focus, 
and, thus, both traditional public works pro
grams and new public investments are planned 
for the development budget, such as taxes 
which fall on capital (estate taxes), or new 
taxes which the population is willing to have 
imposeston the condition that they be spent for 
the future development of the country. 

For underdeveloped countries, this approach 
has the failing that it puts all the emphasis on 
physical capital, but it could still be useful. 
For the United States, some interesting exhibits 
may be prepared which show how different 
programs within the budget contribute to the 
several elements that go into economic develop
ment, that is, capital, productivity of the labor 
force, technological progress, etc. But I do 
not believe that we are now ready to reorganize 
the basic structure of the budget into a develop
ment program, particularly since, in fact, the 
development objective is only one of many 
objectives which the budget pursues. 

The Capital Budget as an Administrative Device 

The Capital Budget has been advocated as 
a device for putting those government programs 
which primarily consist of the administration 
of assets on a more businesslike basis. This is 
of particular relevance in countries where there 
are nationalized industries and other state en
terprises. 

In the United States, asset-administering 
programs play a limited rule. The chief ex
amples are the Commodity Credit Corporation, 
the FNMA, and perhaps some of the resource 
programs. Much progress has been made in 
recent years in improving the accounting for 
such agencies. No doubt much remains to be 
done, but this is nu ju;tification for adopting a 
general Capital Budget. 

At the state and local levels, the Capital 
Budget is chiefly used as a method of devising 
a co:~;;istent, coordinated public works plan, 
and for making decisions among competing in
\"Cctmcnts. Because of limitations on borrowing 
and general acceptance of the idea that current 
exucnditures must be financed out of current 
re~enues, it turns out that capital projects in 
different fields compete with each other for the 
scarce borrowing authority, and represent the 
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real margin of decision-making. In New York 
City, for example, capital budgeting is a sep
arate process from the usual department-by
department budgeting, in which capital projects 
compete with each other. at least to an extent, 
across fields. 

In underdeveloped countries, some distor
tions have arisen froin this method: with capital 
items to be financed out of borrowing and cur
rent items out of scarce taxes, there is an auto
matic pressure to overspend on capital items 
and underspend on current items. 

In the Federal government, capital projects 
do not, in fact, compete with each other in the 
budgeting and political process any more than 
they do with other expenditures, so this factor 
is no reason to adopt t.~e Capital Budget. 

The Capital Budget as an Information Program 
- for Growth 

The budget now contains special Aanlysis D 
which brings together many growth-facilitating 
expenditures. It wf1uld be desirable to con
tinue to refine this t 1alysis. It may also be 

desirable to have the agencies present more 
materials suitable for this analysis, if only to 
make them more conscious of the larger eco
nomic objectives. The hazard of this kind of 
analysis is, of course, that every program, what
ever its main objectives, will be also labelled as 
growth-facilitating. 

Capital Budget for International Comparisons 

The paper by Andrew Gantt 8 brought atten
tion to the toughness of American budget con
cepts. He viewed European budgets through 
American concepts. It would be desirable to 
also construct the American figures on the 
definitions used- by European countries, in
cluding their concepts of Capita! Budgets. The 
Fiscal Committee of the OECD and similar 
groups at EEC might be requested to prepare 
budgets on uniform concepts. They now col
lect country figures, but so far these lack com
parabili ty. 

• Andrew H. Gantt, II, UCentral Government Cash Deft ... 
cits and Surpluses," this REVIEW, XLV (February 1963). 

BUDGET CONCEPTS AND ACCOUNTING 

Richard Goode 

ALTHOUGH no one set of budget concepts 
fl. and figures will serve all purposes equal
ly wen, a single basic set of figures is needed 
for public information and for rough-and-ready 
analysis of fiscal policy questions. This set of 
figures should include not only the deficit or 
surplus, but meaningful totals for expenditures 
and receipts. 

The Administrative Budget is disqualified be
cause it is seriously incomplete and because the 
omissions conform to no acceptable principle. 
The consolidated cash statement (Cash Budg
et) and the federal government sector account in 
the National Income and Product Accounts 
(NIPA budget) are consistent statements and 
are complete in their own terms. The NIPA 
budget, however, is less comprehensive than 
the Cash Budget and is also less familiar and less 
easily verifiable from official records. The,e 
characteristics give the Cash Budget greater 

public acceptability than the NIPA budget and 
make the former preferable to the latter for 
the purposes mentioned in the first paragraph, 
unless it can be shown that the NIPA budget 
is greatly'superior as an indicator of the eco
nomic impact of fiscal activity. 

Corporate profits tax accruals, as shown in 
the NIP 1\ budget, are almost certainly a better 
indication of the timing of the initial economic 
effe,cts of this tax than the collections shown in 
the Cash Budget. The delay in obtaining reliable 
estimates of corporate tax accruals and the 
necessity of revisions in the NIPA preliminary 
estimates, however, are obstacles to the accept
ance of the NIPA receipts estimates as basic 
figures for the formulation and discussion of 
fiscal policy. For the individual income tax, 
the difference between the NIPA budget and 
the Cash Budget is smaller. Both series are on 
a collection basis except that the NIP A statis-
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tics are adjusted to report the withheld portion 
of the tax when it is deducted from salaries 
and wages rather than when it is remitted by 
employers. In the NIPA seasonally adjusted 
quarterly estimates of personal l-I-x receipts, 
the method employed by the Department of 
Commerce results in certain discontinuities.' 

If the accrual basis of reporting corporate 
profits taxes gained acceptance, opposition to 
expansionary fiscal policy during recovery 
periods - when aggregate demand stiII needs 
support - probably would be reduced because 
the reported deficit would be smaller in those 
periods. The risk that countercyclical action 
during recessions would be inhibited by adop
tion of the accrual basis seems less important, 
for two reasons. First, there is wider accept
ance of the desirability of a deficit in reces
sions than of the appropriateness of a deficit 

',after the trough has been passed. Second, the 
r~xpansionary fiscal actions undertaken in the 

post-war period have become effective only 
after the recession troughs, and owing to un
avoidable lags this pattern may be characteris
tic of short recessions in the future. If the time 
at which corporate tax revenue is reflected in 
the budget is considered highly important, per
haps a change in the tax law, completing the 
transition to a current-payments basis for cor
potations, would be preferable to an attempt 
to win acceptance for the accrual basis of re
pO'rting revenue. 
- On the expenditure side, the largest source of 
difference between the NIP A budget and the 
Cash Budget is the exclusion of loans and other 
capital transactions from the NIPA totals. 
Although perfectly logical within the social
accounting framework, this exclusion is ques
tionable for fiscal policy purposes. Many gov
ernment credit and capital transactions are in
tended to make possible private income-gener
ating activities; variations in these expenditures 
have long been regarded as countercyclical fis
cal measures. Formulation and discussion of 
fiscal policy primarily on the basis of a set of 
accounts that omits important government ex-

1 U.S. Departm(;nt of Commerce, Office of Business Eco
nomics Nalionallncomt, 1954 ed" 145, and \Yilircd Lewis, 
Jr., Federal Fi .. ,cal Policy in the Postwar Recessions (Wash· 
ington, 196.), 80-81, 280-88. Lewis provides quarterly 
estimates of individual income tax accruals, 1946-S9, 

penditures is likely to give rise to public con
fusion and suspicion. It will complicate the 
explanation of the relation between fiscal policy 
and monetary policy and may in some circum
stances' increase the practical difficulties of 
coordinating the two. 

The deficit in the NIPA budget equals the 
government's contribution to the net worth of 
the private sector. The deficit in the Cash 
Budget approximately measures the net borrow
ing of the government from the private sector 
and the Federal Reserve System (with reduc
tions in government cash balances treated as 
borrowing) . 

The impact on aggregate demand of either an 
NIPA deficit or a cash deficit depends to a 
great extent on monetary conditions and the 
means by which the deficit is financed. Under 
permissive monetary conditions, a deficit can 
be financed without diverting a significant 
amount of credit from private borrowers, 
whereas under more restrictive conditions gov
ernment borrowing will displace private bor
rowing. In a permissive monetary environment, 
the cash deficit will constitute a fairly accurate 
summary measure of the government's contri
bution to private purchasing power, provided 
government net lending represents an addition 
to the credit extended to borrowers and not 
merely a substitution for private credit. In a 
restrictive monetary environment, the cash 
deficit will indicate the magnitude of the gov
ernment's share in total credit expansion. But, 
again, the figure may be rather artificial if gov
ernment lending merely substitutes for private 
lending. 

In several countries, liquidity effects are 
stressed and long-term government borrowing 
is considered similar to taxation while redemp
tion or repurchase of long-term government 
securities is assimilated with other cash dis
bursements of the government. This approach 
may not be suitable for the United States (and 
indeed may not always be appropriate for the 
countries that use it). It does, nevertheless, 
suggest the need for recognizing the implicit 
assumptions with respect to the monetary en
vironment which underlie the interpretation of 
a budget deficit or surplus. This is particularly 
desirable in international comparisons. 



THE FEDERAL BUDGET AS AN ECONOMIC DOCUMENT 341 

....... ..:..: 
For fiscal policy purposes, I am not con

vinced that the recent tendency to center at
tention on.the NIPA budget is well advised. I 

am inclined to continue to emphasize the Cash 
Budget. However, I believe that the subject 
deserves further consideration. 

niE FEDERAL BUDGET ON NATIONAL INCOME AND PRODUCT 
ACCOUNT: THE NEXT STEP * 

George J aszi 

M OST of the contributions to this sym
posium comment on two features of the 

Federal budget on National Income and prod
uct (NIP) Account: The recording of cor
porate taxes on a liability-accrual rather than 
a payments-receipts basis, and the omission of 
go\;ernment transactions in financial assets and 
liabilities ("loans"). I think it would be fair 
to say that these comments conclude that for 
many types of analysis the two items now 
omitted for the NIP accounts ar~ Aeeded; and 
that they also suggest that no systematic place 
can be found for them in the NIP accounts, so 
that makeshift procedures must be adopted to 
bring them into the picture. 

In a previous note in this REVIEW 1 I have ex
plained the accounting and economic logic of 
the treatment of corporate taxes and govern
ment loans in the NIP accounts as now pub-

. lished. The purpose of the present note is to 
show that the transactions now omitted can be 
recorded systematically within the framework 
of these accounts by a simple elaboration of 
them. 

The NIP accounting structure implies the ex
post equality of saving and investment as de
fined in business accounting and economic 
theory. Therefore, the present NIP budget 
cannot be modified to include loans, and it 
would be inadvisable to ·base it Oil business tax 
receipts instead of accruals. But the two items 
now omitted can and should be accommodated 
in a systematic fashion by setting up a second 
budget within the framework of the NIP ac
counts. This budget would show the changes 
in the assets and liabilities of the Federal Gov
ernment. It would record the loans excluded 

* The following represent the personal views of the 
author. 

1 The Federal Budget on National Income and Product 
Account, this REVIEW, XLIV (August 1962). 

from the present (current-account) NIP budg
et, and it would also record changes in tax 
accruals. In conjunction with the tax accrual 
item in the current-account budget, the changes 
in tax accruals would measure tax receipts. 
Finally, an overall budgetary balance could be 
read ofi under the "borrowing" heading. 

The present and proposed NIP budgets are 
presented in a highly schematic way below
some important transactions have not been 
made explicit, because they have no bearing on 
the subject matter at hand. 

Present NIP Budget (Current Account) 

Purchases 
Transfers, etc. 
Surplus 

Tax accruals 

Proposed Additional Budget (Capital Account) 

Changes iii assets 
Loans 
Tax accruals 
Cash, etc .• 

Surplus 
Changes in liabilities 

Borrowing 

The proposed additional budget is a sources
and-uses-of-funds statement. Similar state
ments should be developed for the other sectors 
of the economy (households, various types of 
businesses, etc.) to complete in a systematic 
way the elaboration of the NIP accounts im
plied by the addition of th~ Capital Account 
government budget. As social accountants will 
realize, this is really a proposal for the ultimate 
integration into one comprehensive system of 
the :,\I~ accounts and of flow-of-fund5 accounts 
of the type now prepared by the Federal Re
serve Board. Over the last decade there has 
been considerable progress in this direction, 
but some conceptual and statistical work re
mains to be done. However, the project is 
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-desirable, feasible, and will eventually be ac
complished. 

The proposed NIP budget set-up can be rec
onciled very simply with the Cash Budget, 
which seems to have a great deal of appeal. 
The Cash Budget is simply a consolidation of 
the two budgets that I have proposed. (Again, 
I must warn that I am writing at a high level 
of gel}eralization, disregarding many specific 
points that would have to be dealt with in the 
practical task of reconciling the two.) I have 
a strong preference for the splitting of the Cash 
Budget into two parts. From the standpoint of 
social accounting, a consolidation would be most 
undesirable; moreover, I feel that the distinc
tion between current transactions and trans
actions in assets and liabilities which lind~~!ies 
the split is a fruitful one in economic analysis. 

It may be added that the presentation pro
posed is adapted to record tangible capital 
formation by government, if desired. (Person
ally I am not convinced that this should be 
done.) This can be seen from the table which 
follows. "Purchases" have been modified to 
exclude tangible assets. The latter appear in 
the Capital Account statement. Depreciation 
appears in both the Current and the Capital 
Account statements. The surplus is increased 
by an amount equal to purchases of tangible 
capital assets net of depreciation. (In prin
ciple, imputed net income on tangible assets 
should be included both as receipt and purchase 
in the Current Account budget, but is omitted 
because the idea to measure it is so far-fetched.) 

There can be no doubt that the above repre
sents a neat and systematic framework for the 
orphaned transactions - corporate tax receipts 

durent Account 

Purchases, except Tax accruals 
tangible assets 

Depreciation 
Transfers, etc. 
Surplus 

Capital Account 

Changes in assets 
Tangible 
Loans 
Tax accruals 
Cash, etc. 

Surplus 
Depreciation 
Changes in liabilities 
Borrowing 

and government loans - for which we set out 
to find a home. The main objection against the 
proposal will come from those who fear the 
undesirable effects that a double budget may 
have on fiscal policy. The most important of 
these is the possible emergence of the notion 
that the Current Budget should always be bal
anced while the Capital Budget should be fi
nanced by borrowing. If, in addition, the deci
sion were made to account for purchases of 
tangible assets in the Capital Budget, there 
would be the further danger that the two-fold 
presentation might suggest to some that expend
itures on tangible capital formation are in 
some sense more productive and worthwhile 
than expenditures for intangible items - for 
example, education and health. I appreciate the 
reality of the danger of such misinterpretations, 
but can only say that the proposed classifica
tion is not the first (or the last) sensible pres
entation of economic magnitudes that will be 
misused. ' 

SHOULD WE HAVE A CAPITAL BUDGET? 

R. A. Musgrave 

EVERYONE is agreed that the economic 
effects of fiscal policy can be measured 

only by a comprehensive budget picture. This 
is not furnished by tp.e Administrative Budget, 
but is provided by either the Cash or National 
Income Base Budget. As between these two, I 
find no clear preference, each being useful in 
its own way. A more potent issue is whether 

budgBt policy can be improved by the use of a 
Capital Budget: My comments will be limited 
to this aspect. 

To begin with, one must distinguish between 
(a) proposals to separate current from capital 
items on the expenditure side of the budget, in
cluding expenditure budgeting for a longer 
period and appropriate accounting for capital 
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items, but without assigning specific receipts 
to the current and capital parts, thus retaining 
the concept of a single, overall balance; and 
(b) proposals to assign specific types of re
ceipts to specific types of expenditures, and to 
redefine the relevant concept of balance as that 
on current account. 

The type of proposal involved under (a) is 
not controversial and deserves fullest support. 
There is an excellept case for budgeting capital 
expenditures over,: a longer than a one year 
basis and for impioving allowance for capital 
costs (depreciation and interest) in evaluating 
the merit of particular programs. Also, it is 
relevant to know, from the point of view of fis
cal prudence, whether budget policy has in
creased or reduced the public, capital stock. 
Our concern here will not be with these sugges
tions, but with the mort' controversial proposals 
of the (b) type. 

Redefinition of budgetary bal;lDce as balance 
between ,tax receipts and current expenditu'res 
is highly tempting politically, since it would 
result in a more "favorable" budget picture and, 
in a situation where fiscal policy is too tight, 
have a beneficial announcement effect. But 
would it make economic sense, and ,would it 
contribute to a more constructive budget dis
cussion over the longer run? 

Popular argument in favor of such proposals 
frequently draws a mistaken analogy between 
the corporation and government. As "every 
farmer in Maine" knows, no one can live on 
debt forever; but as "everv businessman" 
knows, business finance justifies borrowing, 
provided such debt is backed by acquisition of 
assets. If so, why not apply the same principle 
to government and offset debt by assets ac
quired - thus defining deficit as an increase in 
debt in excess of increase in assets - or putting 
it another way, a reduction in the government's 
"net worth"? While possibly useful in making 
deficit finance politically palatable, this argu
ment involves a complete misreading of the 
nature of fiscal economics. Government sol
vency is not a matter of assets held, but of tax
able capacity; the reason for incurring debt is 
not to purchase assets, but to expand income 
relative to tax finance, and so on. While there 
is a case for separating out debt incurred in the 
finance of strictly self-liquidating public enter-

prises, that is, debt which does not require 
servicing from general tax receipts, this is where 
the analogy to business ends. Clearly, it cannot 
be extended to the larger problem of acquisition 
of non-fee yielding assets in general. 

There is, however, a more sophisticated and 
valid view of the Capital Budget approach. This 
is based on the idea of temporal or inter-genera
tion equity: if the government incurs outlays, 
the benefits from which are spread over a future 
period, it is unfair to ask the initial generation 
to sustain the whole cost. Rather, "prudence" 
requires that fipance be based on a "pay-as
you-use" basis, each generation contributing a 
cost share commensurate with its own share in' 
the benefit stream. The proposition, then, is 
that tax finance of such outlays is unfair be
cause it places the entire burden on the initial 
generation, while debt finance (with retirement 
as the asset is used and the benefits are re
ceived) results in ,an inter-generation distribu
tion of cost which is in line with the correspond
ing benefit distribution.' 

This argument bears a superficial resem
blance to the net-worth approach, but differs 
basically in that it deals with all outlays which 
provide for future benefits, and not only with 
those which involve acquisition of assets by 
government. Thus, teachers' salaries as well as 
school buildings are included, and the bias 
against investment in human resources and 
other forms of intangible capital formation is 
avoided. 

\Ve then come to the major question. Is it 
true that debt finance (with debt retirement 
synchronized with the benefit stream) actually 
serves to achieve the desired objective of pay
as-you-use? This question cannot be answered 
in general, but depends on the kind of economy 
in which 'the budget operates. 

Case I. Suppose first that we have a system 
in which planned investment equals planned 
saving and full employment is maintained auto-

1 The requirement of "comprehensiveness" would bold 
for the combined dual budget system, but an excess of 
0_-\.5.1. :,ccei;>ts over expenditures would not be recorded 
as a surplus and be treated as now done in the Administra .. 
tive rather than the Cash Budget. Since an obligation for 
the fI..t.ure is incurred (the opposite of providing for future 
benefits), coverage through tax finance is required. In 
other words, if one had to defend a principle of balance in 
the present budget system, then the administrative balance 
it the more meaningful ODe. 
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matically. In this setting, no stabilization 
policy is needed. When a government purch~e 
is made, the economy must at once release from 
private employment the required resources, 
and private outlays must be cut accordingly. 
This can be done intercbangably· by t'ither tax 
or loan finance since, in such a system, $1 of 
borrowing from the public will reduce private 
spending by $1, just as ·does a dollar of tax 
receipt. But if the outlay is loan financed, the 
lenders are given a claim to b~ng refunded 
later, when subsequent beneficiaries are taxed 
to retire the debt. In this fashion, the burden 
(in the sense of reduction in the private net 
worth of particular individuals) may be allo
cated properly over time for anyone consumer, 
or between overlapping generations. 

It may be noted also that substitution of loan 
for tax finance is likely to reduce private capital 
formation: depending on the elasticities in
volved, the increase in the demand for saving 
(due to increased public demand) under loan 
finance will drive up the rate of interest. This 
may raise the total supply of saving somewhat, 
but chances are that there will be a net increase 
in the rate of interest and reduction in the level 
of private investment. But though a reduction 
in private investment is likely ·to result, this is 
incidental to implementing the pay-as-you-use 
rule among overlapping generations, and not 
its essence. The mechanism of cost allocation 
among overlapping generations also works in 
an economy where there is no private net 
capital formation. Only if the benefIts are 
shared by non-overlapping generations, does 
the effect on private capital formation become 
crucial. In this case, a burden transfer to 
future generatrons may result if loan finance 
retards capital formation, tl\us reducing the 
to-be-inherited capital stock. 

Case 2. Consider now a quite different sys
tem, where the supply of saving has no effect 
on the level of investment, be it because the 
rate of interest is stuck in the liquidity trap, 
because investment is wholly inelastic, or ·for 
a number of other reasons. Here fiscal policy 
has the function of providing for a full-employ
ment level of demand. A tax dollar now reduces 
private spending, but a borrowing dollar does 
not. The level of deficit, required for any given 
level of public purchases (it being a matter of 

indifference in this connection whether they 
are for capital or current uses) is fixed by con
siderations of full employment policy. The 
same instrument (size of deficit), therefore, 
cannot be used fer a second purpose, that is, 
the accommodation of inter-generation equity. 
If the latter is given priority, the level of em
ployment (or price level sta bility) becomes a 
function of public capital outlays. Unemploy
n.ent or inflation are likely to result, and neither 

. the objective of stability nor of inter-generation 
equity is met. 

It might be argued that the basic trouble 
(only one instrument for two objectives) may 
be met by introducing anoth~r instrument, for 
example, change in the lev~1 or composition 
of public ·expenditures, or greater reliance on 
monetary policy. Adjustment in expenditure 
policy (overall level as well as division between 
capital and current outlays) offers no solution 
since efficiency in expenditure planning would 
be sacrificed in the process. With regard to 
monetary policy, the basic question is how well 
the instrument works. Iii a system where mone
tary policy is always effective in securing a full 
emp!oyn:(;;,t level of demand, we have essen
tially our first case. The deficit may be set on 
inter-generation equity grounds, and the resid
ual stabilization task be met by monetary 
polity. But in a system where monetary policy 

. is not all powerful, this solution is not available. 
The case thus turns on the question of 

whether the burden for full employment policy 
can be left with monetary policy, or whether· 
fiscal policy is needed as well. The answer, to 
my mind, is clearly that fiscal policy is needed. 
Hence, I conclude that the dual budget is justi
fied and desirable on the state and local level, 
where there is no responsibility for stabilization 
policy and debt finance frequently involves 
capital import; but that it is undesirable at the 
Federal level, where the use of fiscal policy for 
stabilization is of crucial importance.2 Given 
the popular folk-lore on what constitutes sound 
finance, it could be, of course, that a strategy 

'Reference is to a Capital Bud~et system where capital 
expenditures 3re excluded in striking the balance in the 
current bUdget. There is no objection, of course, to supple
menting a single budget, including all e;cpcnditurcs and 
rcc~ipts by a financial statement showing 4ses and sources 
of funds in debt transactiona. 
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of counter confusion by appeal to the business 
analogy could improve the actual performance 
of fiscal policy (permit a larger deilcit when 
needed) if a Capital Budget were used, but I 
would rather not bet on such an approach to 
public policy. 

Notwithstanding these conclusions, the rate 
of public capital formation remains relevant 
for judging fiscal performance. If the concept 
of "fiscal prudence" is reinterpreted from "pay
as-you-use" to "providing a net benefit to 

futl.rc generations", then such prudence is 
me:lsurLd by the excess of public cap::::1 forma
tion over capital use. As before, public capital 
form::.tion must be interpreted to include in
ves~:·,ler:t in human resources as well as ac
quisition of assets. The budgetary net con
tribution to capital stock, thus defined, should 
be assigned a significant place in the budget 
picture, but the nature of our economy is not 
such that it should be linked to the ques~ion of 
tax versus loan finance. 

BUDGETARY ACCOUNTING FOR FISCAL POLICY 

Carl S. Shoup 

SELECTION of items for a fiscal-policy 
budget involves two questions: what trans

actions shall be included, and what dates shall 
be attached to them? Shall trust-fund transac
tions, business-type transactions, liquidity
altering transactions be p;lrt of the budget? 
Shall-the year of inclusion be that of announce
ment of policy, enactment of legislation, ac
crual of liability, or payment? 

What to Include 

On the first question, a rule that merits con
sideration is: do not include the item if nothing 
can be done about it for fiscal policy. Consider, 
for example, a nationalized steel industry run 
by a board appointed for a long term who have 
no intention of raising or lowering prices for 
counter-cycle purposes, or scheduling capital 
projects by the level of unemployment. A re
cession is at hand; the nationalized industry 
is estimated, for the coming year, to show a 
certain surplus or deficit. \vili it be helpful to 
include that surplus or deficit in the fiscal
policy budget? If it is included, it might best 
be put in a special category, to indicate that it 
is a figure that the government of the day cap
not affect. It is background information, on a 
par with estimates of the amount by which ex
ports will exceed imports, or of the expected 
difference between gross retained business earn
ings and gross private domestic investment. 
There is, to be sure, this distinction: the 
nationalized industry's deficit or surplus has 

implications for LlJe government's debt or cash 
balance, if the industry finances itself partIy 
through the Treasury. But even this element 
of chang~ in guvernment debt or cash balance 
is itself a background figure, to be taken as 
given. 

)Ioving closer to the center of government, 
let us consider the post office. The govern
ment's hands are not legally ~ied; yet we must 
ass lime that the public would not tolerate fre
quent changes in postal rates for counter-cycle 
purposes, or delay and inconvenience from tim
ing and locating new post office buildings to 
accord with unemployment. Again, the expect
ed postal deficit or surplus could be included in 
the fiscal-policy budget, but only as background 
infurmation. 

Consider next the trust-fund transactions. 
They are excluded from the Administrative 
Budget. In fact, Congress cannot "administer" 
them; Congress has tied its own hands (loosely, 
to be sure), has renounced (for the time being) 
a power to alter the flows of funds. It can of 
course aiter them, by new legislation, but the 
implication of the trust fund is that here is a 
settled policy of segregating certain receipts 
and certain expenditures, at specified levels, 
and linking them in some way, to reach a desig
nated goal ,wer a period of years. A temporary 
increase oi the payroll taxes for OASI, unac
companied by any change in prospective bene
fits, and enacted solely for fiscal policy pur
poses, would run counter to the philosophy 
of the trust fund. Similarly, a decrease of 
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highway trust fund excises and a speed-up of 
that part of the Federal highway program that 
is linked with them, if done solely for fiscal 
policy purposes, would contradict the trust
fund philosophy. One may well oppose appli
cation of the '.i".,st-fund principle to highway 
finance, but that is not the point at issue here. 

If the trust fund is itself a counter-cycle 
instrument, for example the unemployment 
compensation trust fund, it may be included in 
the fiscal-policy budget if it is thought of as 
subject to change for fiscal-policy purposes. 

These considerations lead to contemplation 
of an "active" or "efficacious" fiscal-policy 
budget that would resemble the Administr.ative 
Budget of the United States, although it would 
presumably exclude business-type deflci ts or 
surpluses, like those of the post-office, and 
dividends and interest from government-spon
sored enterprises.' IVloreover, loans by gov
ernment and repayments to, government raise 
another question, that of alterations in liquidity 
rather t\Jan income, to be considered below. 

In general, then, a fiscal-policy budget might 
appear in two parts: first, a complelely com
prehensive budget, embracing even the pros
pective surplus or deficit of a nationalized in
dustry, that is, including everything that has 
direct implications for the governmt,nt's debt 
or cash position, but doing so as a matter of 
background information; second, a section of 
this budget, this section being the "active", or 
"efficacious" fiscal-policy budget, which ex
cludes those items that are not available for 
counter-cycle operation for reasons legal (the 
nationalized industry of the kind assumed 
above), practical (post office) or philosophi
cal (trust fund flows). 

At a somewhat more sophisticated level of 
presentation, the efficacious fiscal-policy budget' 
might even exclude certain taxes and expendi
tures that were deemed clearly unsuitable for 
counter-cycle action, even though legal, prac
ticable, and acceptable in principle. Thus, ex
cises and general sales taxes might be excluded 
on the grounds that the public's anticipation 
of rate changes would intensify the cycle. The 
corporation income tax might be excluded be-

1 See Joint Economic Committee, Ti,e Fedrrol Budget as 
an Economic Document (written by Dr. Roy E. Moor), 
1962,IU. 

cause changes in it would have little immediate 
effect on either consumer or business spending. 
It would not be surprising if, on the revenue 
side, a fiscal-policy budget came eventually to 
include only the personal income tax. On the 
expenditures side the fiscal-policy budget would 
include, similarly, only those kinds of govern
ment expenditure that were susceptible of 
counter-cycle change; thus, for example, it 
would not include long-term debt service. 

Fiscal policy formulators must be concerned 
with the size of those items that can be changed 
for fiscal policy purposes. From this point of 
view, the total prospective government deficit 
or surplus is only an information item, like an 
estimate of an export surplus. 
• ?duch of what is said above may seem to run 
contrary to a generally acknowledged prefer
ence for the Cash Budget over the Administra
tive Budget, for formulating fiscal policy. The 
need for a Cash Budget statement is genuine, but 
it expresses a background-information need, 
much the same need as that 'for information on 
prospective income and outgo in the private sec
tor. In other words, I question whether we have 
distinguished sufficiently, our need for back
ground information from our need for data con
cerning those items on which fiscal policy can 
in practice operate. 

Another aspect of the problem of what to in
clude refers to liquidity :hanges in the econ
omy, including government purcha"c and sale 
of indebtedness and of existing tangible assets 
such as land and buildings. The present Admin
istrative and Cash Budgets exhibit some asym
metry in this regard, with respect to debt in
struments. To some extent, loans from govern
ment to the private sector and repayments from 
the private sector to government are taken into 
account in arriving at the deficit or surplus of 
these budgets, but, in general, loans from the 
private sector to government and repayments 
by government to the private sector are ex
cluded. If the fiscal-policy budget is to be 
designed to include liquidity information, it 
should be reasonably inclusive in this respect. 
Perhaps the most helpful device would be a 
presentation of liquidity changes in an annex to 
the fiscal policy budget, or, alternatively, form
ulation of a fiscal policy "statement" that 
would' have its "income account," the budget, 
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without loan or repayment items and its 
"liquidity account," sho\\;ng issuan~e of debt 
by and to government and repayment of debt 
by and to government. 

Insofar as loans by government are not en
tirely genuine loans-for instance, non-recourse 
loans made under the farm program - they 
might be listed in a separate schedule an at
tempt being made to estimate that pr~portion 
of such transactions that constitutes genuine 
loans. 

Incidentally, in public pI"esen~tion of the 
data on government debt, the distinction be
tween that part of the debt held by the federal 
gove~nment (\self (or its agencies) and the 
remamder of.the debt should be emphasized. 

Timing 

The question of timing can be answered 
public ~elations aside, by estimatina the reac: 
tion date of the private sector for e:ch type of 
fiscal-polic~ measure. The fiscal-policy budget, 
as a techmcal tool to help the executive and 
Congress act effectively, need not be committed 
a priori to just one timing basis for all items 
whether cash basis, accrual, or whatever. Fo; 
example, let us suppose that the changes in 
spending and saving touched off by changes m 
the personal income tax take effect close to the 
date of ta.'C payment, even when there is a con
siderable lag between accrual and payment as 
with farm income. Suppose, further, that 
chatlges in corporate spending date closer to 
the accrual ~f ta.'Ces. The fiscal-policy budget, 
as a techm.cal tool for policy formulation, 
should then melude the one tax on a cash basis 
the other on accrual. If it does not do so a~ 
adjustment will have to be made somewhere 
along the line, in computations of dated effects 
of a combined change in personal and corpor
ate income tax rates. The national-income 
budget may prove fortuitously to contain the 
optimum mix of cash and accruai bases, but if 
it does not, we should not hesitate to design a 
special mix for a fiscal-policy budget. These 
remarks apply both to the revenue side of the 
budget and the expenditures side. 

There remains the question of the effect of 
one or the other types of timing on Congres
sional and public understanding of the fiscal 

policy problem. I should prefer to concentrate 
on educating Congress and the public to a true 
understanding of the fiscal policy budget as 
the technicians decide to formulate it for their 
own uses. 

Capital Budgets 

Capital Budgets can be drawn up as supple
mentary statements, for long-range develop
ment planning, for improving national income 
data on capital formation, and, combined with 
depreciation accounting and imputed interest 
cost, for computing total annual costs of var
ious government activities. But Capital Budg
ets have no direct role to play in short-term 
fiscal policy planning. An increase of aovern
ment expenditures in a re~esiion need "not of 
course, be limited to public works. And, i~ a. 
boom period, the government may need talC 
revenue exceeding the total of aU expenditures 
for stabilization; what should the nublic infer' 
then, from an "above-the-line, bel~w-the-line': 
type of distinction? 2 

. Do considerations of equity among succes
sive users, or successive generations call for a 
Capital Budget financed by borrowi~g? At the 
federal level, especially where the volume of 
Pllblic works is fairly regular,S the answer is in 
~e ~e~ative. To be sure, financing by borrow
Ulg I~ hkely.to result in the present generation's 
passmg on to future generations a somewhat· 
smaUer amount of capital equipment. and in 
that sense passing on part of the burden to the 
later ~sers ~f a long-I~ved asset, but the dep-ee 
to which thiS occurs IS so uncertain as not to 
warranf much reliance on the argument for 
equity purposes. 

At the state .and local level, however, equity 
among successive groups of users may require 
borrowing for long-lived projects. Immigra
tion into and emigration from the government 
jurisdiction is so marked that pay-as-you-"o 
financing :s likely to distribute the burd:n 
among successive groups of users capriciously. 

• The British budget docs not draw this line strictly be
tween CUl'r~nt and capital OUtlilY5. Sce II 'Below the Jinc' . n 
Bri;-in's Budgets," Midland Bank Rrvitw (Au~rust 1959'). 
. Should th~ spac.e pro~r3m be ~onsidered a gigantic: pub. 

lic ~orks project lmposmg an Irregularity on the usual 
pubbc works orogram, and thereby jusliryin~ finance to 
some d~gn::e by borrowing? I doubt it, but the analogy to. 
conventJonal I?ublic works deserves consideration. 
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Thus, there is a stronger argument for capital 
budgeting, linked with borrowing, at the state 

and especially the local level, than at the 
federal. 

A SYNTHESIS OF FEDER.I\L ACCOUNTS * 
S. Taylor, H. Wendel and D. Brill 

CURRENT controversy among economists 
on systems for recording and classifying 

Government transactions has focused largely 
on the choice between the Cash Budget on the 
onp bl).nd and the income and product account 
OIi the other; the Administrative Budget seems 
to have few friends in the profession. 

A good part of the controversy over budget 
concepts appears to exist mainly because the 
major types of Federal economic inlluence are 
not being distinguished sharply enough'in dis
cussion of the currently available measures of 
Government activities. In particular, GXP
deficit advocates look for the income and spend
ing effects of Federal transactions, while the 
Cash Budget defenders seem to be looking prin
cipally for liquidity and financial market effects. 
Lending effects, meanwhile, have been largely 
left out of the discussion; they are usually men
tioned only a3 an intrusive element of the cash 
deficit relative to income and spending effects. 
When lending is recognized as a separate and, 
at times, sizable force in the economy, and 
when the spending vs. liquidity distinction is 
kept in mind, we begin to have a basis for 
deciding which of the Federal budget figures to 
use in any particular discussion. 

What is proposed here is a framework within 
which each of the budget concepts can be inte
grated but still distinguished, permitting what
ever focus of discussion is desired without fore
closing on the benefits of alternative perspec- " 
tives. The framework is an adaptation of the 
account for the Federal Government sector in 
the Flow of Funds national accounting system 
developed at the Federal Reserve, and now 
available on a quarterly, seasonally adjusted 
basis. 

This adaptation is based on the following 
premises: first, no single number can pos;:;ibly 

• Yic\\,s cxpre~scd bere are those of the authors, ol!1d do 
not nCCCS5:lriJy reflect the views of the Board oi Gov(:rnors 
.of the Federal Reserve System. 

tell all or even very much about Federal eco
nomic inlluences, and we need a set of several 
figures even to begin to see a picture: Second, 
the accrual version of Federal transactions in 
income and product accounts tells more of 
non-financial influences than the cash ver
sion. Third, Federal financial transactions
both lending and borrowing - are important 
"hannels through which the Government can 
and does influence economic developments and 
should be included explicitly in any accounting 
of Government activities. Fourth, lending is 
different from both borrowing and spending in 
inlluence and cannot reasonably be combined 
with either. Fifth, however, simplicity of 
presentation is essential if any new version of 
Government accounting is to achieve fairly 
widespread use. 

The form shown in the attached chart tries 
to meet the preferences and objectives stated 
above. It delineates in a minimum number of 
lines the major types of Governmental activities 
as they affect distinctively different types of 
economic activity: payments for goods and 
services and for transfers, receipts from tax 
revenues, Government· lending, Government 
borrowing from the banking system, and bor
rowing from the pUblic. 

A. The upper panel of the chart shows the 
Government's direct. contribution to the spend
ing stream and the amount it taps from this 
stream through taxes. Changes in the gross 
size and composition of both spending and 
revenues are at least as important for economic 
analysis as a net deficit or surplus on any ac
counting basis and deserve separate reporting. 
The figures plotted are those in the national in
come, account, that is, they are the accrual ver
sion of Government spending and receipts. It 
would be definitely desirable, if space per
mitted, to distinguish spending for goods and 
services from transfer payments and to dis
tinguish personal from business taxes, but as a 
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gesture to simplicity only single spending and from the banking system (including the Fed
revenue lines are plotted. eral Reserve) and borrowing from other 

B. The second panel shows the net of the two sources. The line for banks is net of changes 
lines in the top panel,...... Federal deficit on G~P in Federal cash balances, since Federal cash is 
basis - and as a secOnd line the Government's a contra item for banks analogous in relevant 
indirect contribution to spending through lend- ways to tax liabilities as a source ot'corporate 
ing operations (net of loan repayments). Lend- funds for buying Governments. For many oc
iIig operations are a less sure device of adding casions this over-simplifies, however, since 
to or subtracting from the income and spending effects of borrowing and concomitant increases 
stream than are direct Federal outlays or taxes, in cash are often worth separate analysis. The 
since at the first stage they affect mainly private line for non-bank investors is net of the tax 
credit markets rather than incomes. These liability changes. 
lending operations can have major cyclical If we define the four types of flow in the 
consequences in specific markets, however, and chart in mutually consistent fashion, they can 
cannot be ignored. be forced to encompass all Federal transac-

C. Spending on goods, services, and trans- tions. The chart is a complete account in this 
fers less tax revenues plus net lending are bal- sense, and the four series constitute a short, 
anced by borrowing and changes in Federal balanced account for the Government. There 
cash balance. The third panel in the chart is no compelling analytic reason, to be sure, 
shows a version of Government borrowing net for covering every transaction, since some may 
of increases in Federal cash that fits such an have only the remotest connection with the 
equation. This line is conceptually the net of domestic economy - capital transactions with 
the two in the preceding panel and represents the IMF and IBRD may be examples - but 
a. definition of net borrowing that reconciles doing so avoids the kind of· question as to why 
cash and GNP versions of Government ac- Federal borrowing may differ from the current
counts. It differs from such a net only because account deficit. 
inescapable discrepancies still exist statistically The discrepancies that do exist in the chart 
between GNP and Cash Budget. arise from a few types of marginal inconsis-

The main conceptual problem to be resolved tencies among the series that prevent complete 
here is corporate profits taxes, which G~P statistical fitting and that are occasionally of 
accounts show on an accrual basis but which . large dollar amount. The most important of 
affect borrowing and cash balances on a pay- these originate in the timing of the GNP 
ments basis. The difference between tax ac- Federal Government account, which is such 
cruals and payments could be resolved in sev- that a host of accrual entries would be neces
eral ways. The one used here is to deduct sary in the financial accounts in order to recon
them from borrowing. The justification is that cile exactly to Federal borrowing and changes 
most of the movement in tax liabilities is paral- in cash balances. The series on Federal lend
leled by changes in corporate holdings of Gov- ing shown here does not include movements in 
ernments; corporate liquidity management is the clearing account and in certain deposit 
such, that is, that corporate working capital fund transactions which are left out of the GNP 
movements show large but usually uninterest- deficit and thus treated as financial transac
ing contra entries for Governments and tax tions in terms of the GNP accounts. Timing 
liabilities, and these mirror corresponding differences with the GNP accounts also arise 
contra entries in Government accounts for in regard to foreign transactions, transactions 
borrowing and tax receivables. of Government corporations, and tax receipts 

D. A fourth panel distinguishes borrowing from others than corporations. 
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COMMENTARY 
Alvin H. Hansen 

The topic that interests me the most relates to 
the Capital Budget. Should we introduce a separate 
Capital Budget now? The consensus in these essays 
is against it, and undcr present circumstances I 
fully agree. The Capital Budget, in the prevailing 
climate of opinion, would be regarded as a subter
fuge. And moreover, as expounded by some of its 
most ardent supporters, it could spark a new rigid 
fiscal dogma whicb might become just as trouble
some as our current balanced budget dogma. Still' 
the economics of the Capital Budget should not be 
neglected. A full exploration of this matter would 
require another symposium. Perhaps in the not too 
distant future we may become sufficiently enlight
ened to adopt the Capital Budget without undue 
fear of abuse. 

I particularly like Gehard Colm's suggestion that 
it would be highly useful to develo~ a complcte 
classification of expenditures for econ'omic growth 
and development, including both outlays on physi; 
cal assets and human capital (ed'Clcation, health, 
etc.). While an integral part 9f the over-all unified 
budget, such an "Economit Growth 'Budget" could 
have enormous educationaLvalue. One feels almost 
instinctively that just to classify investment and 
development outlays in a separate category have 
an impact on collective decision making both with 
respect to social priorities and method of financing. 

We are' all agreed that the over-riding considera
tion for fiscal policy, as far as the' federal govern
ment is concerned, is to achieve a balance between 
aggregate demand and aggregate potential supply, 
account being taken of social priorities. American 
post-war experience, however, seems to indicate 
that more often than not under-employment appears 
to be the rule. Loan financing.of capital improve
ments, including investment in research and in 
human resources, makes, it is generally believed, a 
stronger political appeal and meets less resistance 
than debt financing of current outlays even though 
such financing is fully justified by the over-all 
economic situation. To treat all our governmental 
expenditures alike by putting everything into the 
same basket as we do in our unified budget, is not 
only bad accollnting practice but it ignores deep 
instincts in human nature whicb in this case happen 
to be basically right, A wide application of Capital 
Budget accounting could help tip the scales in the 
right direction. Capital Budgeting could, of course, 
be dangerously abused if loan financing of capital 
projects were to become the controlling factor in 

over-all fiscal policy. Every institution, no matter 
how useful, is subject to abuse. The Capital Budget 
device can, however, stand ::) quite well on its own 
merits in terms of accountin,; efficiency. Indeed, the 
essential reason why it may well be wise not to 
press for the Capital Budg~ at this time is that 
the climate of opinion is not yet ripe for an objec
tive consideration of its own inherent intrinsic 
merits. 

In addition to setting out conspicously the capital 
and development expenditure items in the unified 
budget, we could perhaps make a useful beginning' 
by introducing, as Colm suggests, the Capital 
Budget for the government enterprises. These 
agencies are essentially self-sustaining, and their 
operlltions are already accounted for in large part 
ouWde of the Administrative Budget whicb en
compasses only their net receipts arid deficits. 
Capital accounting can promote management effi-

,ciency and improved resource allocation. Debt 
financing by these agencies when deemed appro
priate, need, however, in no sense control the over
all fiscal operations of the federal government. 

The public's tendency to give wider support to 
loan financing of capital improvement projects 
deserves, I believe, 'enlightened support. And there 
is no good reason why the "pay-as-you-use" prin
ciple should not be employed by the federal gov
ernment as well as by State and local governments, 
though it is true as Richard ~1usgrave points out 
in his decisive essay, that the "inter-generation 
equity" argument does not apply in the case of the 
federal government. Still "pay-as-you-use" is good 
accounting procedure. 

Unfortunately, any tying of capital projects to 
loan finahcing superficially appears to support the 
view that "net worth" somehow guarantees the 
soundness of debt. I question that this, in any 
meaningful sense, is even true with respect to pri
vate business. With respect to all sectors of the 
economy - business, consumers, local governments 
'and the federal government - the all important 
consideration, as far as solvency is concerned, is the 
relation of debt cbarges to net earnings, and for 
government it is the relation of debt charges to 
taxable capacity. For the federal government this 
is best e"'Pressed in terms of the ratio of debt to 
GNP. 

High rank should be given to Colm's Program 
Budget. Here we are, as a 'nation, deinanding De
velopment Plans as a condition for foreign aid to 
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underdeveloped countries. Yet we deny ourselves If now the Cash Budget is to be preferred, what 
a Development and Growth PIau. It is perhaps about the Administrative Budget? If I read the 
doubtful that we shall reach a satisfactory full- majority essays correctly they appear to favor the 
employment growth rate until we do develop a adoption of one single comprehensive budget, the 
Program Budget. Consider what a well worked out Cash Budget. The emphasis is strongly on com
ten-year program for Urban Renewal and Develop- prehensiveness. This could, however, be overdone. 
ment could do for private investment outlets. Long- The concept of comprehensiveness can have many 
range private investment plans need something meanings, and for some purposes a more restricted 
solid upon which to base decisions. It is in this budget, from which certain items are deliberately 
sense that the much over-worked term "confidence" excluded, may be a good thing. 
begins to have real meaning. In the modern world There are many degrees of comprehensiveness. 
the government inevitably plays a large role in the The federal sector of the GNP national budget in
economy. But if this·role is erratic and uncharted, eludes only purchases of goods and services. The 
resting on political quick-sands with no foundation Administrative Budget is more comprehensive since 
in long-range Congressional sanctions, private long- it includes various transfer payments such as in
range investment plans may well continue to terest on the debt, veterans benefits, grants-in-aid 
languish. to state and local governments, etc. The Cash 

The arguments favoring the Cash Budget over Budget is still more comprehensive including, as it 
the National Income Accounts Budget seem to me does, the Trust Funds. But comprehensiveness can 
wholly convincing. On only one count do our be stretched still farther. Some business econo
authors give the verdict to the National Accounts mists, wishing to impress the point that the govern
Budget, namely the accrual method of calculating ment has grown quite out of bounds until there is 
tax receipts, and even bere I believe the Cash little room left for private enterprise, have carried 
Budget scores better (as I shall explain below) the concept ·of comprehensiveness far beyond the 
than our authors are prepared to concede. And in . Cash Budget concept to include the aggregate 
so· far as the time lag does give the Cash Budget a .payments (aggregate dollar transactions) and re
black mark, this could be cured rather rapidly, as ceipts of all government enterprises such as the 
pointed out by Richard Goode, by speeding up the Post Office, Commodity Credit Corporation, Export
transition to the current payments basis for the cor- Import Bank, FN~rA, and Tenn. Valley. 
porate income. tax.l, Using aggregate dollar transactions (not net 

Our authors are clearly right with respect to the surpluses or deficits as now in the Administrative 
impact of timing in the early up-swing phase. Here Budget) one gets a figure for Federal cash expend
the lagged deficit in the Cash Budget may induce itures for calendar 1960 of $130 billion compared 
irrational restraint as, in fact, occUlred in 1959- with the $95 billion actually in the Cash Budget. 

, 1960. But in the case of the down swing the matter There is almost no end to the concept of compre
is quite different. Here the accrual method dis- hensiveness. One could, at least in theory, imagine 
closes a large deficit very early in the down swing. the emergence of government enterprises, for ex
A large deficit at that phase of the cycle may tend ample, that produced final products which. were 
to make Congress believe that a strong expansion- made from raw materials purchased from private 
ist movement is already afloat and that therefore enterprises, which raw materials cost, say, 90 per 
nothing needs to be done by way of deliberate cent of the retail value of the product. A number 
policy. Yet we know from past experience that of such enterprises, while contributing veri little 
deliberate action is necessary, that our built'in net to the nation's GNP nevertheless might make 
stabilizers are not adequate for effective stabiliza- vast aggregate money payments to the public. 
tion and, worse yet, they accomplish nothing toward Eventually we could reach a point where govern
recovery. In the early down swing then, the Cash ment expenditures, so defined, exceeded the GNP, 
Budget, with its delayed deficit, is more likely to even though both in terms of origin of product and 
give the correct lead. So, as I see it, we have to in terms of use of resources, the government role 
split the honors. The Cash Budget is best in the was but little larger than now. 
down swing; the Accrued Budget in the up swing. These comments indicate that the concept of 
No single budget will give us the best of two worlds. comprehensiveness can easily be carried to the point 
However, if on general grounds we plump for the of reductio ad absurdum. There could be adVan: 
Cash Budget, we could offset the unfavorable im- tages in moving in the opposite direction. Even the 
pact on decision making in the recovery phase by Administrative Budget might usefully be restricted 
appending to any current data on the Cash Budget somewhat by introducing Capital Budgets for gov-
an estimate of accrual receipts_ ernment enterprises .. 
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Definite advantages can be gained by setting up 
a restricted budget (like the Administrative Budg
et), which excludes the Trust Funds. Professor 
Shoup makes a good point here, though perhaps he 
limits himself too narrowly to short-run cyclical 
fiscal policy. His good point is that it is useful to 
have a hudget which excludes governmental spheres 
of action which run pretty much on their own, once 
Congress has supplied them, so to speak, with a 
"constitution" under which to operate. This is true 
of the Trust Funds. Their role is broadly fixed in 

the "constitutional set-up." The Social Security 
Trust Funds could, at least theoretically, have 
developed completely on private lines - taking in 
money from members, paying out benefits, and 
building up reserves exactly as is done by the gov
ernmental Trust Funds. If this had happened no
body would include such private funds in the gov
ernment budget. Tbere is merit in a budget, such 
as the Administrative Budget, which in effect looks 
upon the Trust Funds as though they were private 
- operating outside of the government. 

CO:vIMENTS 
Paul W. McCracken 

How can the fiscal facts of the budget contribute 
most effectively to good budget policy? This ques
tion, it is clear from these papers, cannot be fully 
answered by anyone budget concept. 

The reason is, of course; simple. We want the 
fiscal operations of the Fed~ral government to do 
many different things for us. : And this multiplicity 
of objectives and goals requires a diversity of budg
et facts to measure and guide our fiscal operations, 
something emphasized particularly by Colm and 
Wagner. While the Cash Budget and the Budget 
on a National Income and Product basis come off 
better in most discussions than the Administrative 
Budget, none oflh'em as they now stand provide all 
of the needed factual "underpinning for budget 
policy. 

There are some extensions that suggest them
selves to me as deserving serious consideratiqn..· 
First, budgetary information needs to reflect more 
adequately the time dimension of the budgetary 
process. At present each Budget Message, in addi
tion to the historical record, gives us a snapsl)ot 
picture of prospects for a fiscal year half of which 
is already history, and a projected snapshot for a 
year beginning six' months hence. Yet the budget 
makers as they put together each "next year's" 
budget find themselves to be already severely cir
cumscribed by history. Decisions about expendi
tures "next year" (by the time of the Budget Mes

. sage) have already been made for programs ac
counting for a surprisingly large proportion of total 
outlays. Thus the Administration often finds itself 
the target of barbs about fiscal profligacy for a 
budget that, given built-in increases from the 
past, is a stem one. More to the point, the financial 
pIan we call the budget gives us surprisingly little 
information about where we are going beyond the 

next few months even though this plan covers trans
actions of a magnitude equal to about one-quarter 
of the national income. Longer-range planning in 
the private sector could be done a good deal more 
effectively if the Federal government could give 
some idea about where its own fiscal operations are 
going beyond these few months immediately ahead, 
and longer-range planning for the Federal govern
ment might also thereby be improved. 

How might the budgetary horizon be extended a 
bit? One limited step would be for the budget 
to include a projection of annual expenditures for 
each year of the life of projects that obligate the 
government for more than o'ne year. This would 
give us some indication each January of outlay 
increases that are already inevitab:e down the road, 
and around which the rest of the budget would have 
to be built to arrive at any given target for total 
expenditures. Indeed, it would not be amiss for 
the Budget Message to include an explicit discus
sion of trends for total e""penditures.,during a period 
of, say, five years ahead. This would make an ex
cellent addition to the already highly useful "Spe
cial Analyses" in the Budget Message. 

A little more of the time dimension would also 
be injected into the budget ritual if the annual 
messages (the Budget }Iessage and the Economic 
Report) were to contain a national economic budget 
projection, as outlined by Bator. The decision on 
this is a close one. The projections do become clubs 
that can and will be used against an Administration 
when the figures do not work out (for example, the 
1962 GNP projection of $570 billion). This whole 
exercise could easily degenerate into a numbers 
game in which the substance of the problems is be
clouded rather than clarified. 

At the same time there is a discipline involved 
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here that is good. The Administration is forced to 
quantify the economic program it puts forward :md 
to compare this with the level of demand for output 
that would be consistent with com(ortably full use 
of productive resources., This quantification' can 
force a facing up to short-falls and excesses of eco
nomic policy that can other.wise be obscured by the 
phrases of state-craft that '!low rather easily in 
Washington. 

While, a Member of the President's Council of 
Economic Advisers I was impressed with the pit
falls to quantification involved in a published na
tional economic budget projection. From the van
tage point of a professorship the net weight of the 
argument seems to me to shift Gloser to the affirma
tive. It is, in any case, safe to predict that we shall 
continue to move in this direction. 

Second, even after three decades much academic 
discussion about fiscal policy as an instrument for 
influencing the level of economic activity still 
seems to me to have a surprising quality of unreal
ity about it. Economists fret understandably about 
the' always-balanced-budget view, though this 
year's tax-cut discussions ,suggest that progress has 
been made. Economists lI,1so, however, can afford a 
little self-evaluation. They particularly need to 
face up to some operational problems which too 
often have been ignored 'as they confidently pre
scribe doses of fiscal policy in a specific situation. 
One of the basic limitations to the active use of 
fiscal policy is the high degree of viscosity of the 
budget in the short run, and this will 'not disappear 
by assuming it out of 'Our models. History is illum
inating here. There is apparently some,new natural 
law of the economic cosmos decreeing that a reee
dence in business activity must not become visible 
until just after the Congress has adjourned. ,This 
has been true of each post-war' recession. As of 
about September or October or November, what in 
very concrete terms can the phrase "use fiscal policy 
vigorously" really mean? 'The fact is that little 
contra-cyclical deflection of spending trends can be 
effected. A few relatively minor thin~s, of course, can 
be done. The 1961 list for Kenrieqy looked much like 
the 1958 Eisenhower lists for the simple reason that 
these were the things that could be done. The items 
in the, "vigorous list" would require Congressional 
action, which would take time - in some cases a 
good deal ()f it. Shoup's suggestion of an "active" 
or "efficacious" fiscal policy budget is a' good one. 
It might make for a more active contra'·cyclica1 
fisca1 policy, and it would certainly contribute to 
more realism on the par,t of economists about what 
it is reasonable to expeet in the relatively short run. 
My own view is that active fiscal policy (as opposed 

to the effect of built-in stabilizers) will not even 
begin to approach what much of the literature seems 
to expect from it until the President is given some 
::mited authority to vary tax rates cyclically. 

Third, expenditure policy must have a great deal 
more attention in budget policy discussions. What 
budgetary facts and procedures will best give ex
pression to the public's preferences about t~e divi
sion between private and public goods and servi~es? 
(Though the two sometimes get entangled, this is 

'a quite different matter from the question: What 
does any specific economist personally think the 
allocation between private and public spending 
ought to be?) A good arraying of facts is basic. 
Vast detail about expenditures for travel, personnel 
and paper clips tells us very little about the wisdom 
of expenditures - though it may be essential for 
management control. The substantial information 
now available on el,:penditures by objectives and 
programs is a major step forward. The small table 
on page 62 of this year's Budget ~1essage - show
ing total obligational availability of the Depart
ment of Defense distributed according to the differ
ent defense objectives to be achieved ("strategic, 
retaliatory forces," "continental air and missile de
fense forces," etc.) - gives the thoughtful lay 
citizen a markedly better basis for evaluating how 
his tax dollars are spent than the longer table on 

,page 61 which shows the distribution among such 
categories as military personnel, procurement, op
erations and maintenance, and military construc-

, tion. We are here beginning to have the basis in 
the budget for profit-center type comparisons
matching costs against the things we are trying to 
get from our outlays - that large corporations 
have used for a long time to insure better use of 
company resources. 

Procedures are involved here, however, as well as 
facts, and there is in principle one major gap in 
budgetary procedures. The Congress has yet to 
de\~se a workable procedure by which the whole 
budget would receive consideration. rhe C!lngress 
does do a thorough job of examining the merits of 
individual proposals. Anyone who has been before 
an Appropriations Subcommittee is not apt there
after to make many speeches about the superficial 
way the Congress examines proposals to spend 
money. Most things that get by the Appropriations 
Committees are in and oi, themselves worthy proj
ects, and 'elimination from the budget of waste and 
foolishness in the literal sense might bring the 
projected budget for FY 1964 down from $98.8 
billion to $98.0 billion, but it would not lop off 
billions. 

The essence of the discipline of economics, how-
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ever, emerges from the central !.act that the a~gre
gate of individually worthy and meritorious c1: ;ms 
on resources e.'(ceeds the resources available. <:p
timal allocation of resources between ·public and 
private claims cannot, therefore, be assured if our 
procedures are designed only to make certain that 
each project is "good." We cannot even be certain 
that the resulting bias is toward an excessively 
large budget. The standards of worthiness may be 
so high that our .procedures inject a bias in the 
direction of a budget outlay total that is too small. 

The Congress has gingerly dipped its toe in these 
waters and hastily retreated. Alternative sugges
tions have been made (for example, a single appro
priations bill, or holding up individual appropria
tions bills· until a total could be struck and an 
amendatory bill passed). Whatever the details of 
the solution may be, this absence of any explicit 
Congressional consideration of total expenditures 
remains in principle an important gap in budgetary 
procedures. . 

One last comment, on the Capital Budget idea. 
This clearly has had its attractions for economists 
as a way of circumventing excessive adherence to 
an always-balanced budget philosophy. We should, 
according to this line of analysis, remind business
men that they consider a business to be in the black 
if receipts exceed current expenses, and borrowing 
to finance capital expenditures is a very prudent 

and proper thing to do. Why apply different stand· 
ards to the Federal government? 

This line of argument wiIl produce only trouble 
for good budget policy. For one thing the gambit 
would not work. Those who want the budget bal· 
anced will not be tranquilized by a sub-total. 
Moreover, as ),!usgrave points out, having tried to 
explain that there are some important differences 
between the Federal budget and private budgets 
economists will not sound convincing if they sud· 
denly double back on themselves and urge treating 
the Federal government "just like a business." 

There is, however, a case for capital budgeting 
in the Federal government, and this presumably 
means some sort of Capital Budget (though not 
necessarily). The Federal government, no less than 
a business, should do as explicit and quantified a 
comparison as possible between the cost of each 
project and the returns. The presumption should 
be that the case for each project would include an 
explicit estimate of the project's rate of capital. 
The figures may have a considerable margin of 
error, but the discipline of producing the estimate 
will make for better planning of capital outlays. 

Indeed, this point can be generalized to the whole 
budget. What happens as the figures are being put 
together is at least as important as the figures 
themselves. 

o 


	00000001

