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BUREAU OF THE BUDGET

OPENING REMARKS OF THE CHAIRMAN

Mr. MAHON. The committee will come to order.
We are pleased to have before us this morning the Secretary of the

Treasury, Mr. Fowler; and the Director of the Bureau of the Budget,
Mr. Zwick; with their associates. We may have a bit of difficulty in
properly seating everyone in view of the crowded quarters here, but,
Mr. Secretary, I would say that we think we are in a very economical
mood as we begin consideration of the new budget for fiscal 1969. We
believe in austerity. It may be that some of the members of the com-
mittee who have not yet arrived may have to sit on the floor, but we
should be willing to do some sacrificing here in order to move us toward
a better fiscal situation.
Last year, as you know, Congress was engaged in a more or less

constant battle over spending and appropriations and taxes. That bat-
tle is now resuming; this is really the beginning of it. We would like
for you, Mr. Secretary, and you, Mr. Director, to lay before us a gen-
eral outline of the new budget on behalf of the administration. There
have been many reactions to the new budget, as you know. Some have
said it is entirely too high. Others have said it is entirely too low. We
would like to have your evaluation of the situation.
We do not expect to interrogate you in great depth. We expect to

take up the details with witnesses from the various agencies over the
coming months. We expect to make some reductions in the budget.
In the last session we cut the appropriation requests for fiscal 1968 to

(1)
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the extent of about $5.8 billion, and we also enacted House Joint Reso-
lution 888 reducing obligations to a very considerable additional ex-
tent. I will insert a recent table summarizing the extent of those actions.
They approximate $10 billion.
I think I may, before this record is printed, outline a few additional

matters here which I won't take the time now to present.
NoTE.—The following tabulation sets forth the effect of title II of House Joint

Resolution 888 on controllable obligations as estimated by the Bureau of the
Budget on February 8, 1968, but subject to revision as Jitter figures become
available:

[I n millions]

Department or agency

Reductions in
Budgeted obligations arising H.J. Res. 888 Total Revised

controllable from congressional additional reductions obligations
obligations actions other than reductions (estimate) (estimate)

in H.1. Res. 888 (estimate)
(estimate)

(1) (2) (3) (4) (5)

Agriculture  $4,322 +$72 $548 $386 $,3,936
Commerce  1, 070 104 104 966
Corps of Engineers  510 10 57 67 443
Health, Education, and Welfare_ _ _ 7,498 311 439 750 6, 748
Housing and Urban Development . 1,351 488 150 638 713
Interior  1, 668 75 53 128 1,540
Justice  477 20 20 457
Labor  525 27 20 47 478
Post Office  532 62 49 111 421
State  306 6 12 18 288
Transportation  1, 456 +6 104 98 1, 358
Treasury  917 7 26 33 884
Atomic Energy Commission  2, 646 115 85 200 2,446
General Services Administration  699 8 113 121 578
National Aeronautics and Space

Administration  5,061 511 511 4,550
Veterans' Administration  1, 754 1 139 140 1,614
Office of Economic Opportunity  2,060 287 287 1,773
Economic assistance  2,450 455 455 1,995
Other civilian programs  1,300 91 505 596 704
Allowances  2,450 2,450
In'erfund transactions  —682 —682
Exceptions  +300 +300 300

Subtotal  38, 370 2,500 1,910 4,410 33, 960
Defense, non-Vietnam, and mili-
tary assistance  54, 695 2,610 2,989 5,599 49, 096

Total  93,065 5,110 4,899 10,009 83,056

Mr. MAHON. How would you like to proceed, Mr. Secretary?
Mr. FOWLER. Mr. Chairman, I thought I might make my presenta-

tion on the receipts side and Mr. Zwick on the expenditure and the
overall budget picture, and then we would deal with the questions
together. Some questions may point more to one than the other, and
perhaps by dealing with the question jointly we can offer the most
complete information.
Mr. MAHON. I think that is right. I believe it would be better to

withhold our questions until both of you have made your presenta-
tions. You will probably cover many of the questions which we have in
mind. Without objection, we will not expect to ask questions until you
have made your presentations.
Approximately how long would it take you, Mr. Secretary, to pre-

sent your testimony?
'Mr. FOWLER. For my own part, I should say about 20 minutes.
Mr. Zwios. About the same, Mr. Chairman.
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Mr. MAHON. I don't want to burden you, but since this room is so
crowded, if you could stand it probably would be desirable and we
could hear you better. The accoustics are not too good.
Mr. FOWLER. I have, Mr. Chairman, and members of the committee,

what is known as a penetrating monotone so the decibels will be all
right, although the tone will be a little dull.
I am grateful for the opportunity to appear again before the mem-

bership of this distinguished committee.
Mr. MAHON. I want to say that there is probably more interest in

the subject matter this year than last, and there was a great deal last
year.
We will hear from you with a great deal of interest. We have been

reading about you and reading your statements. We know of your
heavy responsibilities. I wish you would touch on as many of these
difficult and vital fiscal matters as you can.

GENERAL STATEMENT OF SECRETARY FOWLER

Mr. FOWLER. Thank you, Mr. Chairman.
First, I would like to say that in front of each member's desk there

should be a set of charts with the heading "Fiscal Policy in Perspec-
tive-1968." I shall have occasion to refer to these later. Secondly, I
have asked that there be placed at the desk of each member a copy of
this blue book which is called, "Maintaining the Strength of the United
States Dollar in a Strong Free World Economy." This was issued by
the Treasury Department in mid-January to provide in detail the
background and reasons for the balance-of-payments program an-
nounced by the President in his January 1 message. It describes what
we have done to date and what we propose to do, both over the short
and long term, to bring our balance of payments into equilibrium and
keep it there—as the President said—as a matter of national and in-
ternational responsibility of the highest priority.
In this book, in addition to the President's message, there is for those

who do not want to delve too deeply into what is a very technical sub-
ject, a 14-page summary of the entire volume. I earnestly urge every
member to read those 14 pages as a minimum. The increasing im-
portance of this subject, not only to our national policy but to our role
in the world, makes it almost an obligation for all of us to try to learn
more about it in order to competently deal with it.
Following the summary, there is a chapter devoted to a description

of the international monetary system and the process for the adjust-
ment of the imbalances that occur in it. That chapter gives, I think, a
general understanding of what this system is, what it is all about, and
why the dollar plays such a key and indeed a vital role in it.
Then there is a chapter devoted to the current problems facing the

international monetary system. Then in chapter III, there is a de-
scription of what we have done to date in trying to cope with the
problem of our own imbalance of international payments over the
last 7 to 8 years. Then individual chapters are devoted to the five
fingers of the solutions of the problem: First, the achievement and
maintenance of a healthy trade surplus; second, an intensified program
to moderate the foreign exchange cost of Government expenditures
abroad, which is a matter of direct interest to this committee; third,
an intensified effort to temporarily reduce the outflows of capital until
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the longer term programs become effective; fourth, a long-range pro-
gram for promoting foreign private investment in U.S. corporate
securities, which is a flow-through from the fruits of the Foreign
Investors Tax Act that was passed by the Congress a year and a half
ago in October 1966; and fifth, a chapter devoted to a long-range pro-
gram for narrowing the travel gap through promotion of foreign
travel to the United States, and some temporary measures to restrain
U.S. travel expenditures abroad while this longer range program is
getting into effect.

Finally, at the end, chapter IX, "Adjustment Responses Expected of
Our Trading Partners," develops the manner and method in which
the solution to our balance of payments involves other nations. The
damage that might come from the solution will be minimized given
cooperation on the part of the countries, particularly the countries
of Western Europe, whose surpluses over the last 8 to 10 years are
really the counterpart of our deficits. This chapter drives home the
proposition that the solution of our balance-of-payments problem,
consistent with free world security and development, is a two-way
street, and it takes, in a sense, two to tango. In order to do this job
properly and effectively we need help and cooperation from other
countries.
Now, to come to my statement proper:
The size and complexity of Federal programs makes it necessary

for you to allocate the review of spending requests to your various
subcommittees. Before undertaking this detailed review of spending
requests, you may wish to examine the overall budgetary and financial
plan for the coming year.

THE NEED FOR FISCAL RESTRAINT

A year ago when I appeared before your committee, I observed that:
The year ahead will require flexible policies geared to meet changes in the

economy. For the present, we must avoid restraints until the economy can work
off sizable inventories and the housing industry can respond to easier credit con-
ditions. After midyear, however, we will need to move toward fiscal neutrality,
as defense expenditures continue to rise. In 1968 the situation may call for re-
straint and we should be ready to provide it.

Now, a year later, there is no doubt. The current situation does call
for fiscal restraint. Developments last year corresponded fairly closely
to our expectations. The economy did work off its sizable inventories
and the housing industry made a strong recovery. Expenditures did
continue to rise but the overall total was held down by the reduction
late in the year of various programs and personnel by $4.3 billion.
This resulted from effective cooperation between the administration
and the Congress exemplified in Public Law 90-218 making continuing
appropriations for fiscal year 1968.
But the move toward a sharply reduced deficit that we saw as neces-

sary after midyear never came about. Despite the President's request
of last August—since repeated on numerous occasions—there has as
yet been little progress toward a tax increase.
Despite the cuts made during your sessions during the closing

months of last year's session and despite the cuts effected in the con-
tinuing appropriation act, the deficit has remained high, and the Fed-
eral budget has become far too stimulative an influence on the economy.
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The continuation of a large deficit in a buoyant economy is increasingly
being registered in rising prices and imports.

NEED FOR TAX INCREASE

The President's budgetary recommendations constitute a sound fi-
nancial plan for the next 18 months. But, early adoption of the Presi-
dent's tax increase proposals is an indispensable element in that plan.
Prompt passage of the tax program would mean an additional $16 bil-
lion in revenue over the next year and a half. In my opinion, no amount
of discussion and debate is going to produce changes in budget expendi-
tures remotely near the $16 billion figure.
With the tax program, the current fiscal year deficit—on the new

unified budget basis—would be reduced from $22.8 billion to $19.8
billion and the fiscal year 1969 deficit from $20.9 billion to $8 billion.
Without the tax program, our budgetary deficits would decline only
slightly and woad remain excessively large. Fiscal responsibility is
incompatible with back-to-back budget deficits in fiscal 1968 and 1969
exceeding $20 billion.
It is not pleasant to ask the American taxpayer to pay more taxes.

But, the alternative is even less pleasant. If extra revenues are not
raised through the tax route, there will be an excessive amount of
Federal borrowing. This will throw a heavy load on the money and
capital markets. Already, interest rates are at the highest levels in
decades. Private 'borrowing continues at a brisk pace. Superimposing
a massive new amount of Federal borrowing will run the risk of con-
gested financial markets and even higher interest rates.

Failure to enact the proposed tax increases would maintain the budg-
et deficit at levels which over the next 16 months would risk fueling a
boom that could produce a recession or even a bust. Budget deficits and
a high rate of expansion are already contributing to an unacceptable
acceleration of price advances. In the second half of last year, the
comprehensive GNP price deflator rose at nearly a 4-percent annual
rate, in contrast to a rise of $2.3 percent in the first half of the year,
when we were recovering from the inventory adjustment. The Con-
sumer Price Index showed a similar pattern. Once a wage-price spiral
gets underway it becomes very difficult to cheek without stalling the
economy in the process. Therefore, application of fiscal restraint
should be taken now.
Budget deficits and a high rate of expansion are also beginning to

hurt our trade surplus. There was some strengthening of the trade sur-
plus in the first three quarters of 1967 but a sharp deterioration in the
fourth quarter eliminated the gain anticipated for the year. It was an
upsurge of imports more than any worsening of exports which caused
this decline. The President's tax proposals of last August were in-
tended to head off just such a development. But, failure to act on taxes
has contributed to a rapid expansion of the economy. This expansion,
in turn, is being reflected in a very sharp rise of imports. Eventually, if
wage and price increases are allowed to rise unchecked, our basic inter-
national competitive position would begin to suffer.
Thus, very dramatically the events of the last quarter of 1967, un-

derscored by a dwindling trade surplus, provide proof positive of
earlier assertions of the important relationship of the tax surcharge
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to our balance of trade and payments and the international position of
the dollar.
In his tax message of August 3 last year the President stated that

failure to act on his tax proposals and to restrain unnecessary spend-
ing could have the most serious consequences including:
An excessive expansion of domestic markets could again quicken the flow of

imports to the United States, while rising costs and prices cut into our exports.
The position of the dollar as the key element in the world's financial system
could be impaired.

The keystone to the entire balance-of-payments program is the tax
increase proposal or some variation. The other direct measures added
in the President's January 1 program to the pre-existing effort are not
going to be as effective in dealing with the balance-of-payments prob-
lem unless these tax proposals coupled with expenditure controls, ap-
propriate monetary policy, and a more effective voluntary program of
wageprice restraint, are combined to stem the inflationary pressures
which now threaten our trade surpluses, both long term and short term.
Both domestic and international considerations require that we put

our fiscal affairs in order by prompt enactment of the tax increase pro-
posals. Failure to act would jeopardize the recordbreaking 'T-year
steady and stable expansion in our domestic economy and the 20-year
operation of a sound international monetary system that has brought
the greatest era of world trade and development in our history.
The current budgetary recommendations of the President involve

a combination of restraint on expenditures and the tax action to in-
crease revenues. On the expenditure side, the budget incorporates a
rigorous application of priorities. Maybe there can be an argument
about whether the table of program reductions and reforms on pages
20 to 22 of the budget and the proposed increases are in exactly the
right areas. There can be no question, however, that severe restraints
have been imposed.

EXPENDITURE INCREASES

The 1969 budget calls for practically no increase in controllable
civilian programs, with la large number of individual decreases off-
setting increases in high-priority areas. The increase in the total budget
for fiscal 1969 over fiscal 1968 is far less than the corresponding in-
creases in fiscal 1968 and fiscal 1967. The total rise in projected spend-
ing for 1969 is $10.4 billion. The actual increase in 1967 over 1966
was $23.8 billion. In 1968, the estimated increase is $17.2 billion.
Furthermore, the total rise of $10.4 billion is completely accounted

for by higher expenditures for defense, obligatory interest on the
public debt, and mandatory payments required by recently enacted
laws dealing with social security, public assistance, veterans' benefits,
and Federal pay increases. Any further reduction in total expenditures
for fiscal 1969 would have to begin to cut deeply into high-priority
programs.

EXPENDITURE INCREASES COVERED BY NORMAL REVENUE GROWTH

Between 1968 and 1969, the total expenditure increase of $10.4
billion is more than covered by the normal growth in revenues asso-
ciated with rising incomes and business activity. This means that all
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of the revenues from the proposed tax action would be app-lied to
reducing the budget deficit.
The fact that the fiscal 1969 normal growth in revenues will exceed

the rise in expenditures reverses a contrary pattern. On both an admin-
istrative and a unified budget basis, expenditures rose more than
revenues in fiscal 1967 and fiscal 1968. This pattern will be broken in
fiscal 1969.
Even with the projected increase in expenditures, but without the

proposed tax rise, the deficit in 1969 would be considerably less than
the estimated $26 billion of special expenses for Vietnam. This gives
assurance that the tax increase need only be temporary and can be
removed when the cessation of hostilities in Southeast Asia relieves the
budgetary pressures from that conflict.

EXCESSIVE DEFICIT WITHOUT TAX INCREASE

Let me reemphasize, however, that in the absence of tax action the
budget deficit next year would be far too large. It would be excessive
in terms of:

The economy which is now advancing strongly. GNP rose by
$32.5 billion in the second half of last year in contrast to only $13
billion in the first half.
The rate of inflation which has stepped up recently. Consumer

prices rose at nearly a 4-percent annual rate in the second half of
last year in contrast to less than a 2Y2-percent rate in the first half.
The financial markets and interest rates which are already at

very high levels. Tax action would mean the difference in fiscal
1969 of borrowing $8 billion from the public, or more than $20
billion. The larger amount would seriously overstrain the ca-
pacity of the market and drive interest rates higher.
Our balance-of-payments position which worsened significantly

last year. Following the British devaluation in November we lost
a billion dollars worth of gold and have had to resort to a new
and restrictive program with respect to our balance of payments.
Failure to act on taxes has contributed to the recent worsening
in our trade balance.

Prompt and favorable action on the tax increase proposals would
lop $16 billion off the back-to-back $20 billion deficits that face us in
fiscal 1968 and 1969. There is no corresponding action from the ex-
penditure side within the realm of likely enactment that could do as
much for our fiscal position.
I know that we can count on your committees for a searching and

objective review of the expenditure side of the current budgetary pro-
posals. We believe this is a tight budget and we welcome your close
scrutiny of its constituent parts. It continues to be my firm belief that
affirmative action on the President's tax proposals is the single most
important step that can be taken to strengthen our budgetary and
financial position.
Now, Mr. Chairman, if you will turn for a brief moment to the

series of charts entitled "Fiscal Policy in Perspective-1968." I know
the committee wants to view today the fiscal policy recommended by
the administration not in terms of specific details but in terms of a
general perspective. We have prepared these charts to let you con-
sider the recommendations in the light of our current fiscal posture,
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the burden of Federal debt and expenditures, the performance of
the economy in recent years, the performance of the economy in 1967
indicating the need for further fiscal restraint, the effects of the new
tax program on taxpayers, and some balance-of-payments consid-
erations.
I find it very difficult to look at a chart and gather all that is intended

by the drawing and the various figures; so we have provided on the
back of each chart a description of what that chart is designed to tell.
For example, and I am not going all the way through this because the
members can study it at a later time, chart 1 provides an overall look
at the budget outlays and receipts estimated for the fiscal year 1969,
showing very clearly that the $8 billion budget deficit is caused by
heavy expenditures made necessary by the Vietnam war. Were it pos-
sible to eliminate the expenses of Vietnam, and also the $13 billion in
recommended tax increases, we might have a surplus rather than a
deficit.
Let me say, to be perfectly clear and to elaborate that point for a

moment, I do not want to say that the minute Vietnam is over there
is going to be a reduction in the defense budget by $26 billion. That I
think would be a misleading interpretation of these figures because we
went into Vietnam with a defense budget, as I recall it, close to $50
billion. During that time, costs, prices, and the carrying charges of
maintaining the defense posture we had, apart from the special buildup
for Southeast Asia, certainly increased. I would not have any exact
estimate of that, but I would think it might well be in the neighborhood
of $5 to $6 billion. So you would be getting the same quantity, if I
may use the expression, non-Vietnam defense, from $54 billion that you
got from about $50 billion in early 1965. Moreover, the phase-down
from Vietnam, possibly $17 or $18 billion of the $26 billion total, won't
be made in a single day or a single month or perhaps a single quarter.
I thought I ought to add that to make that chart clear.

THE IMPERATIVE NEED FOR TAX INCREASE

The second chart, No. 2, deals with the effect of tax action on the
budget deficit in fiscal years 1968 and 1969. Without tax action as
recommended by the President the unified budget deficit would ex-
ceed $20 billion in both fiscal 1968 and 1969. Enactment of the pro-
posed tax program would reduce the fiscal 1968 deficit to $19.8 billion
and the fiscal 1969 deficit to $8 billion.
Now, Mr. Chairman, I am going to stop right there rather than go

through the remainder of these charts, and simply say with all the
sincerity that I can command that to continue to tolerate two budget
deficits in excess of $20 billion from now until June 30, 1969, is to take
a risk with our economy that it is not wise and not prudent to take.
Sometimes you can have a very substantial budget deficit, as we

had during the first 6 months of the last calendar year, and if the
private sector is either declining or is stable, that deficit won't create
inflationary pressures. But if you have that same deficit coinciding
with an economy which is expanding vigorously in the various sec-
tors, you have the built-in ingredients of a raging inflation. And this
happened to the economy in the last 6 months of the calendar year,
an economy which grew at the rate of about $16 billion a quarter—
nearly half of the growth being not real growth but price increases.
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That leads me to the conviction that we simply cannot take the chances,
over the next 14, 15, or 16 months, that we don't have an explosive
situation on our hands.

Whether it turns out to be that way or not, it just seems to me that
the risks are too large to take, both in terms of our own domestic expan-
sion and in terms of our external obligations to maintain and keep
the dollar sound.
I have been in communication with, and receive communications

from, a number of people whose life work in private finance and in

business is devoted to analyzing this type of situation. We have the

benefit of the point of view of ministers of finance and heads of cen-

tral banks who can look at it objectively because they are not involved
in our own domestic pressures. The uniform judgment I get, and I
have plenty of material to support it here, is that the entire economic
and financial world is looking to the U.S. Government to manifest
during this period ahead a sense of fiscal responsibility which has
not been definitely demonstrated.
Even though the rest of the world insists that fiscal restraint in-

volves looking at both sides of the ledger, they cannot follow the de-
tails of the individual agencies' expenditures and whether you cut
this program or that program or the other program. Therefore, the
single dramatic psychological element of confidence in this economy
at home and confidence in this economy abroad, which is the key to
the strength of the dollar in the period ahead, depends upon what hap-
pens to the tax proposal I have discussed this morning.
Mr. MAHON.. Thank you, Mr. Secretary.
We will withhold questions until we have heard from the Director

of the Bureau of the Budget.
I think it appropriate to remark that perhaps the average Amer-

ican citizen who reads this record might very well comment that the
Appropriations Committee met for the purpose of considering the
budget, but that the Secretary of the Treasury spent nearly all of his
time talking about taxes. It could be thought that the Secretary's state-
ment might very well have been made more appropriately to the Ways
and Means Committee, which deals directly with taxes.
But, of course, we on this committee know that the budget as sub-

mitted by the President has at least two sides to it. One is the spending
side—the authorization and appropriations side—and the other is the
income side, including recommendations as to new revenues. They are
all part and parcel of the budget; the revenue proposals and estimates
are just as much a part of the budget as the authorization and appro-
priation and spending proposals.
Your remarks have been very much to the point. We appreciate

them very much. We could not be unaware of your great sincerity and
your feeling of urgency in regard to the matters which you have dis-
cussed. I, for one, hope that ways will be found to promote the sug-
gestions which you have made.

Secretary FOWLER. Mr. Chairman, may I say also that when I ap-
pear before the tax-writing committee, the Ways and Means Commit-
tee, it is not uncommon for me and the Director of the Budget to hear
some questions and make some presentations regarding expenditures.
I thought it would be only reciprocal if in coming here we discussed
taxes.
Mr. MAHON. Very well said.
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CHARTS AND TABLES

Before the Director proceeds, we will ask that the various charts
and tables of the Secretary be inserted here. They should prove in-
formative and helpful, and that is a prime purpose of this meeting,
to secure helpful information. The explanatory note on the back of
each chart could be transferred to the bottom of the chart and appear
as a brief explanation for the chart.
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Chart I

BUDGET OUTLAYS AND RECEIPTS, FISCAL YEAR 1969
Viet Nam outlays require tax increases
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Chart 1

B- 1561

An overall look at budget outlays and receipts estimated for the fiscal year
1969 shows very clearly that the $8 billion budget deficit is caused by the heavy
expenditures made necessary by Viet Nam. Were it possible to eliminate the $26.3
billion for Viet Nam and also the $13.2 billion in recommended tax increases, we would
have a $5.2 billion surplus rather than an $8.0 billion deficit.

Note: The Tax Adjustment Act of 1966 resulted in temporarily higher receipts
by a speedup in the collection of corporate taxes and also in the collection of
individual income taxes by the adoption of graduated withholding. That Act will
not increase receipts in fiscal 1969. The 1966 Act also extended certain excise
taxes but that extension expires in fiscal 1968.
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Chart 2

EFFECT OF TAX ACTION ON BUDGET DEFICIT
FISCAL YEARS 1968 AND 1969

Tax action needed to reduce deficits to safer levels
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Chart 2

Without tax action as recommended by the President, the unified budget deficitwould exceed $20 billion in both fiscal 1968 and fiscal 1969. Enactment of theproposed tax program would reduce the 1968 deficit to $19.8 billion and the fiscal 1969deficit to $8.0 billion.
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Chart 3

ORIGINAL REVENUE ESTIMATES COMPARED WITH ACTUALS
(Administrative Budget)
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The record shows that this Administration has not over-estimated receipts in orderto justify higher expenditures. Actual receipts exceeded the original estimates in4 of the last 5 fiscal years. The $6.3 billion estimated shortfall for the currentfiscal year results from two factors: (1) Corporate profits were less than estimated;and (2) the proportion of higher personal income going into tax revenues, which hadbeen increasing in recent years, apparently decreased in calendar 1966. This causedactual collections of individual income taxes to fall short of the original estimates.

91-3'76 0 - 68 - 2
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Chart 4

Budget Outlays as a Percent of Gross National Product
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Chart 4

As a proportion of GNP, unified budget outlays rose in fiscal 1966, 1967, and
1968 because of Vietnam. Other outlays, exclusive of the social insurance trust funds,
have steadily declined as a proportion of GNP since 1964. Even when this trust fund
spending is included, the proportion has not risen appreciably. Although the chart
does not reflect earlier years, since data on the new budget concept are not yet
available prior to 1958, the current ratio of outlays to GNP is well below that at
the time of Korea.
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Chart 5

Pereart
t25 - 122 Federal Debt Held by The Puklic

as a Percakt of Gross National Product

84

Chart 5

The Federal debt held by the public has grown at a much slower rate than the
economy. From the peak of almost one and one-quarter times the GNP in fiscal 1946,
the Federal debt held by the public has steadily declined, dropping to 48 percent
in 1960 and to 40 percent in 1965. We estimate that it will fall further to about
34 percent in fiscal 1969. By this measure, the size of the Federal debt is a steadily
lessening strain on the carrying capacity of the economy. (All data are based on new
budget concepts.)
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Chart 6

Net Public and Private Debt
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Chart 6

The Federal Government's share of total indebtedness declined from 58 percent

at the end of 1946 to 27 percent by December 31, 1960, and is estimated to be only

about 18 percent at the end of 1969. Individual, corporate, and state and local

borrowers have each increased their share of total debt. During most of the postwar

period, the relative decrease in the Federal share of total debt enabled the private

economy to expand rapidly without overstraining our resources.
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Chort 7

FEDERAL INTEREST EXPENDITURES AS PERCENT
OF RECEIPTS*

For the past decade the share of receipts going for interest has been stable

90%
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Chart 7
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Budget interest expenditures, of which interest on the public debt is the main

component, are shown here as a proportion of budget receipts. This ratio has shown

a relatively stable trend over the past decade. The high point was 9 percent in

1960 and is estimated at 8 percent for fiscal year 1969. The Bureau of the Budget

has not published the figures for interest payments to trust funds for the years

prior to fiscal 1967. We have, however, indicated the ratio that would result for

the most current years if we used such a measure of interest payments to the public.
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Chart 8

GNP GROWTH AND PRICE COMPARISONS
1955-60 and 1960-66

During 1960-66 the economy greatly improved in both growth and price performance

Annual Rate of Real GNP Growth

+2.2%

A
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1960-66

Annual Rate of Price Change*

*GNP Pig? Deflator.

+2.6%
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Chart 8

From 1960 to 1966, in contrast to the late 1950's, the rate of growth in the
U. S. economy increased and price increases were smaller. Between 1960-1966,
GNP at constant prices increased at an annual rate of 5.0 percent, more than double
the 2.2 percent rate between 1955-1960. The annual rate of price change, as measured
by the GNP price deflator, was 1.6 percent between 1960 and 1966, compared to 2.6
percent in the 1955-1960 period.
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Chart 9

GROWTH OF CIVILIAN EMPLOYMENT. 1952-'66
Economic Growth Means More Jobs; Slack Means Fewer Jobs
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Chart 9
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Workers have a definite stake in a stable and growing economy. As shown in
the chart, each of the past three recessions has resulted in a decline in net
number of new jobs. In contrast, continued economic growth without recessions
from 1960 to 1966 has meant larger employment gains than in previous years. Civilianemployment increased by almost 1.2 million annually in the recession-free years
1961-1966. During 1953-1960, employment increased only about 700 thousand annually.
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Chart 9A

Real Gross National Product
After the Recession Troughs of 195 4 and 1961
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SOURCES. DEPARTMENT OF COMMERCE AND COUNCIL OF ECONOMIC ADVISERS.

Chart 9A

There is a sharp contrast between the path of real GNP in this expansion and that

which followed the recession trough in 1954 (i.e. the previous seven years). If real

GNP had risen in 1961-67 at the rate it did in the earlier period, it would have

reached $688 billion at the end of 1967 (in end-of-1967 prices). The actual per-

formance of the economy exceeded this by $120 billion -- a difference greater than

the current total of Federal expenditures for goods and services.
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Chart 10

ANNUAL RATE OF GROWTH IN SELECTED COUNTRIES'
In the 1960s U.S. growth compares favorably with that of other countries
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Chart 10

During the late 1950's, the growth rate of the U. S. economy fell below that of
other major industrial countries. In the 1960's, the U. S. growth rate has risen
appreciably and compares very favorably with growth rates abroad.
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ANNUAL RATE OF COST OF LIVING INCREASE
U.S. cost of living increases have been smaller than abroad
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The U. S. cost of living record was generally in line with the experience of most

major industrial nations in the 1955-60 period and it was considerably better than the

major industrial countries during the 1960-66 period. After rising at about a 2

percent rate in the 1955-60 period, the U. S. cost of living advanced at the slower

rate of approximately 1.6 percent in the 1960-66 period.



25

0/0

+8

+6

+4

—2

—4

—6

Chart 12

1967 SPEEDUP IN ECONOMIC PACE
QUARTERLY ANNUAL RATE OF CHANGE IN KEY AREAS
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A much faster pace of economic activity developed during 1967
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Chart 12
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6

The economic projection in January 1967 was for a slow first half but a strong
last half of the year. That is why the proposed tax increase was not to take effect
until the last half. The estimate proved to be generally correct with the first half
somewhat lower than projected and the second half somewhat higher.

Growth in GNP in current prices, at annual rates, was only about 2 percent in the
first quarter of 1967 and about 4-1/2 percent in the second quarter. The third and
fourth quarters, however, ,gistered strong gains of 8 percent. In terms of constant

prices, GNP actually dropped slightly in the first quarter, rose a little over 2

percent in the second quarter, but jumped 4-1/2 percent in the third and fourth

quarters. Industrial production declined in the first half of the year but rose

strongly in the second half, exceeding a 5 percent rate in the fourth quarter. Price
changes, which stayed close to an annual rate of 2 percent in the first half, rose to

a rate of 4 percent in the last quarter. All these developments indicate a trend of

growth in the economy which runs the risk of becoming excessive in the absence of a

tax increase.
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TOTAL BORROWING FROM THE PUBLIC
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Chart 13
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Total borrowing from the public in fiscal 1968 will be more than five times
the borrowing in fiscal 1967. However, with the tax proposals and expenditure
restraints, the borrowing need will be reduced by more than half from 1968 to 1969.
Without the tax increase, the borrowing need will actually exceed the 1968 total.
Such a large, continuing Federal demand for funds would cause further upward pres-
sures on interest rates and disintermediation tendencies with the bad effects of
such pressures on the housing industry we saw in 1966.

Note: These borrowing requirements reflect, in the main, the estimated deficits
for 1968 and 1969 with adjustments for seigniorage, changes in cash balance, and
deposit fund balances. These borrowing requirements, reflecting as they do deficits
calculated on a unified budget basis, exclude borrowing by the FederAl Land Banks
and the Federal Home Loan Banks.
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TAX BURDEN IN SELECTED COUNTRIES*
Total Federal State and Local Taxes as 0/0 of GNP

United States taxpayers have a lower tax burden than other major industrial countries
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Americans enjoy a lower tax burden than any of the major industrial countriesof Western Europe -- and this includes taxes levied at all levels of government --Federal, state, and local. As shown in the chart, estimates based on data compiledby the Organization for Economic Cooperation and Development show that as a proportionof total national production, French citizens paid 38.5 percent in taxes; Germany,34.4 percent; Italy, 29.6 percent; United Kingdom, 28.6 percent; and the U. S.,
27.3 percent. The figures are based on data for 1966.
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Chart 15

TAX SAVINGS FROM ACTIONS TAKEN AFTER 1963
Taxpayers will continue to benefit from huge tax savings after proposed tax increase
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Chart 15

One factor in the debate over the proposed tax increase which should not be
overlooked is the amount of tax savings which results from actions taken after 1963.
These tax savings, which were over $8 billion in 1964, will rise to nearly $24 billion
in 1968. Even after the enactment of the proposed tax increases, the savings in 1968
would still come to over $13 billion. Thus, even with the proposed tax increase,
American taxpayers are still far ahead of where they would have been were tax rates
to have remained at pre-1964 levels.
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Chart 16

TAX SAVINGS AT 1968 PROPOSED RATES
COMPARED WITH 1963 RATES

Wage or Salary Income, Married Couple. Two Dependents

At 1963 Rates —ppm
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The enactment of the proposed 10 percent surcharge effective April 1, 1968,would come to 7.5 percent of the tax for calendar 1968. This would still leaveindividual taxpayers paying much less income tax than they did in 1963. For
example, a married couple with two dependents and a wage and salary income of
$7,500 would have a 1968 tax liability of $737 instead of $877 at 1963 rates --a saving of $140. Savings at other income. levels are shown in the chart.
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Chart 17

TAX SAVINGS AS A PERCENT OF 1963 TAX:
AT 1968 PROPOSED RATES COMPARED WITH 1963 RATES
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The tax savings at 1968 proposed rates are relatively greatest at lower wage

and salary levels, as shown in the chart. For example, a married couple with two

dependents and wage and salary income of $3,000 would pay $61 less tax at 1968

rates than at 1963 rates -- about 94 percent of their total 1963 tax liability of

$65. (There would be no increase in 1968 or 1969 tax for a married couple whose

tax at 1967 rates was $290 or less.)
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Chart 18

U.S. BALANCE OF PAYMENTS ON -LIQUIDITY- BASIS
AND GOLD SALES

-23
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4

-17

5
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Balance
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3

Gold
Sales

-1 2
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— -I

1958 '59 '60 '61 '62 '63 '64 '65 '66 '67*First Three quarters 1967 seasonally adjusted annual rate 'Preliminary fall year estimate -$35 to -$4.0
Note. Includes sales for domestic industrial and artistic purposes Also includes acquisitions from /MF of $300million of gold in 1960 and $150 million in 1961 and a payment of $259 million of gold for quotaincreases In 1965.
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Chart 18
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The liquidity deficit of $1.4 billion in 1966 was about $100 million above1965, but it was a much better performance than in other recent years. In 1967,however, our attempts to restore balance in our international accounts received asevere setback and the deficit rose sharply to between $3.5 billion and $4.0 billion.This deterioration reflected the effects of higher costs in Vietnam, heavy unilateraltransfers, a disappointing trade surplus, and increased outlays by U. S. citizenstraveling abroad. The uncertainties and unrest which accompanied the sterlingdevaluation added to our already difficult problems.
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Chart 19

U.S. BALANCE OF PAYMENTS ON "OFFICIAL SETTLEMENTS"
BASIS AND GOLD SALES

3
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-13

Gold
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* First three quarters 1967 seasonally adjusted annual role.
Note. The officio/ settlements balance counts changes in dollar claims of foreign official monetary

authorities — but not private holdings — in addition to reserve losses of the 115 The
liquidity balance counts changes in the liquid dollar holdings of all foreigners — private
and public — as well as losses in reserves
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Chart 19
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The factors which combined to worsen the "liquidity" deficit (noted in
discussion of Chart 18) had a similar effect on the "official settlements" deficit.
After achieving a small surplus in 1966 -- the first such surplus since 1960 when
we first began to collect figures on this basis -- the deficit rose sharply last
year to a seasonally adjusted annual rate of $2.9 billion for the first three
quarters of 1967.
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New Budget Concept' of Federal Debt and Federal Debt as Percent of GNP

(In billions of dollars)

End of Fiscal
Year

Federal Debt Federal Debt Held by the Public

Gross
Held by
Public Change

Percent of
GNP

1950 $256.9 $222.2 $+4.6 84.4%

Korea
1951 255.3 217.2 -5.0 70.0
1952 258.8 217.5 +0.3 64.5
1953 265.7 221.1 +3.6 61.6
1954 270.8 224.5 +3.4 62.0

Peacetime
1955 274.3 226.6 +2.1 59.9
1956 272.7 222.2 -3.4 54.3
1957 272.3 219.4 -2.8 50.9
1958 279.1 226.0 +6.6 51.3
1959 286.7 234.3 +8.3 49.9
1960 289.2 236.1 +1.8 47.7

1961 291.0 237.2 +1.1 46.8
1962 301.1 246.7 +9.5 45.5
1963 308.5 252.6 +5.9 44.1
1964 314.4 255.6 +3.0 41.8
1965 320.8 259.6 +4.0 39.7

Vietnam
1966 329.5 265.6 +6.o 37.0
1967 341.3 269.2 +3.6 35.3
1968e 370.0 290.0 +20.8 35.5
1969e 387.2 298.0 +8.0 n.a.

1/ This concept excludes Federal Land Banks', Fed eral Home Loan Banks'
and District of Columbia debt and Federal security holdings, CCC certi-
ficate of interest, and non-interest bearing debt issued to international
lending institutions; it includes defense fami4 housing mortgages.

e - Estimated.
n.a. Not available.

February 1, 1968
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GENERAL STATEMENT OF THE BUDGET DIRECTOR

Mr. MAHON. All right, Mr. Zwick, please proceed. Will you first
state to us when you became Director of the Bureau?
Mr. ZWICK. Yes, sir.
Mr. Chairman and distinguished gentlemen; I am delighted to be

here. My first reaction, though, is somewhat the bizarre fact that
I am a 10-day-old Budget Director and this is a committee that has
had years of experience before in these matters. It does seem that
we have got the cart before the horse here with my briefing you with
that great experience.

BIOGRAPHY OF MR. ZWICK

Mr. MAHON. What is your background in the Government? Give us
a little background now. You can amplify it for the record.
Mr. ZWICK. I came to the Bureau a little over 2 years ago on

October 1, 1965. I was an Assistant Director so I have been involved
in the 1967, 1968, and 1969 budget presentations.
Mr. MAHON. Your background before that?
Mr. ZWICK. Well, I am trained as an economist. Before my employ-

ment with the Bureau, I was with the Rand Corp. in Santa Monica,
Calif., which does work basically for the defense establishment,
primarily research and development.
I taught economics at Harvard University and the University of

Connecticut. I have degrees in 'agricultural economics from the Uni-
versity of Connecticut and in economics from Harvard.
(The following biographical information was later supplied for

the record:)
Charles J. Zwick took office as Director of the Bureau of the Budget on Janu-

ary 29, 1968. He was named by President Johnson to succeed Charles L. Schultze
on January 8. Mr. Zwick joined the Bureau as an Assistant Director on October
1, 1965. Prior to this, he had been with the Rand Corp. in Santa Monica, Calif.

Director Zwick was born in Plantsville, Conn., on July 17, 1926. He is married
to the former Joan Cameron, and they have two children, Robert, 12, and Janet, 8.

After active duty in the Army from 1946 to 1948, Mr. Zwick returned to the
University of Connecticut where he received a B.S. degree in 1950 and an M.S.
degree in 1951. He received a Ph.D. in economics from Harvard University in
1954.
Between 1954 and 1956, he was on the economics faculty of Harvard Univer-

sity where he taught courses in the economics of agriculture and quantitative
methods. He also was a member of the faculty of the department of agricultural
economics at the University of Connecticut.
At Rand, Mr. Zwick headed work on military logistic problems and Rand's

Urban Transportation project under a Ford Foundation grant. During 1964 and
1965, he led a team studying economic assistance programs in Vietnam, Thailand,
and Laos.

The third major feature of the new budget format is to highlight
congressional action. If you look at the first summary table in the
budget, on page 10 of the budget document, if you have it in front of
you, you see a format there which lays out as the first item "budget
authority." The second bank of figures within this table gives you the
normal expenditure, receipt, and net lending relationships. The third
bank of figures then gives you the deficit and the means of financing it.
The last bank within that summary table on page 10 covers the debt



41

outstanding. So that throughout the budget we have tried to highlight
more the congressional action required within the budget.
Mr. MAHON. Is it correct to say that the Congress will, at this ses-

sion, be acting upon the obligational authority budget—what is now
called the budget authority—which is some $201 billion for 1969,
rather than $186 billion expenditure, or "budget outlay" figure—or.
I should say, the portion that is subject to annual action.
. Mr. ZWICK. Yes, you will be acting on $141.5 billion of that $201
billion, because the remainder is available through prior actions. I
have a chart later on which gives a breakdown showing what you have
to act on specifically and what is available through prior authorization.
Mr. MAHON. Will you make very clear what you mean by these

various types of budget?
Mr. ZWICK. I think as we go through the charts it will come out.
Mr. MAHON. SO it is clear in the record.
Mr. ZWICK. I suggest that we delay that.
Mr. MAHON. Proceed.
Mr. ZWICK. The fourth major feature I would like to call to your

attention is a new definition of netting, which the Commission pro-
posed in order to get more uniform rules of netting receipts against
expenditures. In the old budget, whether or not receipts were netted
depended upon how the individual statutes were written in terms of
fund structures of the various Federal programs. The Budget Com-
mission recommended, and we have adopted, a procedure whereby if
receipts are market oriented—such as postal receipts, grazing fees,
park permits, and fees from the Park Service, proceeds of sale of prop-
erty—they are netted against expenditures. On the other hand, when
receipts are associated with the exercise of sovereign power of Gov-
ernment—that is, taxes, fees for regulatory activities, et cetera—they
are treated as receipts. We think that this gives us a more unified and
consistent pattern of netting and grossing expenditures.
On the last item on the chart, the budget treats participation certifi-

cates, so-called PC's, as a means of financing the deficit, rather than
as a negative expenditure, which was the case in the earlier budgets.
These are the major changes we have adopted this year in the budget

document. In addition to these changes, the 'Commission made two
other important recommendations: (1) to shift the budget to an ac-
crual accounting basis and (2) to identify the interest subsidy part
of a loan program and include it in the expenditure account of the
budget; in other words, you would calculate the interest subsidy ele-
ment in a loan and then count it as an expenditure rather than as a
loan.
Both the accrual accounting technique and the identification of the

interest subsidy in loans involve major modifications in the account-
ing systems of the Government.
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NEW UNIFIED BUDGET
• Is Comprehensive in Coverage -Includes Trust Funds
• Separates Spending and Lending

• Highlights Congressional Action

• Nets Market-Oriented Receipts Against Expenditures

• Treats PC's and Seigniorage as Means of'
Financing the Deficit

CHART 1

The major features of that new unified budget are shown in my
first chart. First, the new budget •has comprehensive coverage—in
other words, it includes the trust funds as well as the old administra-
tive budget items and also includes loan programs. In that respect it
is closer to the old consolidate cash budget than the national income
accounts budget—which excludes lending—or the administrative
budget—which excludes trust funds.
The second major recommendation was that the budget be separated

into two accounts, an expenditure account and a loan account. Be-
cause loans have a different economic impact than outright expendi-
tures, it was thought desirable to separate them.
The expenditure account 'approximates the old national income ac-

counts budget but it is not completely identical to it. The lending ac-
count includes most loan programs but not all loan programs. I would
like to make this point: loans which do not have to be repaid or loans
that are made on noncommercial terms, such as, AID loans, are in the
spending account rather than the lending account.
Mr. ZWICK. What I am going to do today is run through fairly

quickly a set of budget charts which you have in front of you. We
are going through the big charts but I think it will be easier for you
to follow the individual charts that you have in front of you.

NEW BUDGET CONCEPT AND FORMAT

The first point I would like to make, Mr. Chairman, is that we have
a new budget format this year. As you all know, last year the President
established a Commission to study budget concepts and the budget
format. That bipartisan Commission—the President's Commission on
Budget Concepts—was chaired by Mr. David Kennedy from Chicago.
It included both Chairman Mahon and Mr. Bow from this committee
and Chairman Hayden and Mr. Young from the Senate Appropria-
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tions Committee. That Commission in October of 1967 unanimously
recommended that a new budget format be adopted. The Commission
recognized, and we recognized, that it will probably be at least 2
years before we can adopt these recommendations. We would anticipate
using our present format for the 1970 and 1971 budgets. With luck,
in 1972, if the whole Government accounting system is on an accrual
basis, we would move to an accrual accounting basis and an identifica-
tion of the subsidy elements in the interest payments in loan programs.

THE ACCRUAL CONCEPT FOR RECEIPTS AND EXPENDITURES

Mr. MAHON. At this point in the record I wish you would make it
absolutely clear, in lay terms, what you mean when you contrast the
present concept with the accrual concept.
Mr. ZWICK. Very well.
(The following information was supplied for the record:)

THE ACCRUAL SYSTEM OF STATING RECEIPTS AND EXPENDITURES

At present the Federal Government counts its expenditures at the time the
checks are issued. It counts its receipts at the time the money is collected. The
budget surplus or deficit is the difference between receipts and expenditures for
the year. Therefore the surplus or deficit ignores amounts which we owe but
have not yet been paid and amounts which are owed to us but remain to be
collected later.
The President's Commission on Budget Concepts has recommended a change

in the present practice to one of counting expenditures and receipts when they
accrue. This is one feature of the system of accounting known as the accrual
system; it has other features which are not directly pertinent to this discussion.

Essentially accounting for expenditures on the accrual basis would mean that
expenditures would be reported in the year and month in which the Government
becomes liable to make the payment even though the payment itself might occur
at a different time. Another way of saying this is that expenditures are recorded
on an accrual basis when performance occurs on the part of the prospective
payee—an employee, a vendor, a lessor, a contractor, etc. Similarly in the accrual
system receipts are recorded when they are earned by the Government; that is,
when the other party becomes liable to the Government to make the payment.
Some examples from non-Government life may illustrate the difference be-

tween the accrual system and the present system of stating receipts and expendi-
tures:
A man buys a $100 suit of clothes, takes delivery and starts wearing the suit

in August, but pays for it on a revolving charge account basis, one-third at a
time in September, October, and November. The expenditure accrued in August
because that is when he became responsible for paying the $100, even though
the checks were issued in payment in several later months. Similarly when the
Government buys Something and accepts delivery, the accrual would be recorded
in that month rather than waiting until the checks are drawn to pay for it at
some later time as is presently the case.
A businessman's employees are at work in the last half of February and earn

their pay, but the checks are drawn to pay them in March. Since performance
occurred in February and the salary was owed as of the end of that month, the
accrued expenditures were issued in March. Many Government employees re-
ceive their checks 10 to 13 days after the close of a pay period. Under the
accrual system the Government would report the expenditures in the months in
which the salaries are earned rather than the present System of reporting only
at the time the salaries are paid.
A college lets a contract to construct a building to its specifications, and the

contractor starts performance. Under the accrual system the cost to the institu-
tion of the work put in place is recorded as an expenditure month by month
without waiting until the time when the building is accepted and the contractor
is paid off. The Government has many construction contracts, and under the
accrual system the Government's liability for work performed Will be recorded
monthly regardless of the timing of the payments to the contractors or the
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amonuts held back for final completion of the contract. Any adjustments due to
improper performance would be recorded under the accrual system at the time
they are settled at the end of the contract.
A corporation advances $500 to an officer on June 30 to facilitate an official

trip he will make in July, with the understanding that he will account for the
advance and return the unused portion, or claim and receive an additional
amount on the basis of his actual expenses at the end of the trip. Under the
accrual system this is an expenditure only when the trip occurs, and until that
time the advance is recorded as an amount due from the employee; under the
checks issued system the expenditure is recorded in the month of June even
though no performance has occurred at that time.

Similar rules are applicable to receipts. In the case of income taxes the
accrual occurs as the corporation or individual earns the taxable income, even
though a delay is permitted in making the payment. Rents and royalties are
recorded as a receipt earned by the Government under the accrual system in the
months in which the other party uses the property or extracts the minerals, even

though he may be allowed an additional 30 days or 60 days in which to make
the payment therefor.

Basically the accrual system of reporting receipts and expenditures represents

a refinement of the conventional system of reporting checks issued and pollee-

tions. The refinement modifies the conventional (cash) system by taking account
of what is owed by the Government and to the Government. Therefore the

accrual system provides a much more accurate representation of the changes

in the Government's financial position.
The accrual system will greatly reduce the possibility of significant deviations

in monthly figures which are unrelated to the true financial position of the

Government. Under the cash system delays in paying bills toward the end of the
month may result in abnormally low expenditures in that month and high

expenditures in the following month when the auditing and payment of bills
catches up. Under the accrual system the transactions for each month will

reflect expenditures for which the Government became liable during the month

and will not be influenced by delays in the payment of bills.
Since nearly all business accounting in the United States is based on the accrual

system, the Government's accounts on the new basis will fit more readily into the

total economic picture. Government purchases will be on the same accounting

basis as businessmen's sales to the Government, as will the various other types of

business transactions that occur. Heretofore the sales to the Government recorded
in the economic statistics of the Nation could not be matched by the Government's
expenditures for purchases recorded in its own central accounts because the one
was on the accrual basis and the other on the checks issued (cash) basis.

Mr. ZWICK. I think that highlights the major elements in the new
budget format. Let me turn now to my next chart, and run through
very quickly how we get from the old administrative budget to the new
budget concept.

First, let me note that we do carry in the 1969 budget the administra-
tive, consolidated cash, and national income account budgets. Informa-
tion is provided in Special Analysis A so that you can translate from
the new budget basis to the administrative budget and the consolidated
cash data. Special Analysis B presents the national income accounts
data.
We did carry the new budget data, in summary at least, back 10

years to 1958. And, as I have noted, we have provided in the budget a
bridge for you between the old and new concepts.
(Note: Special Analyses A follows:)
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SPECIAL ANALYSIS A

COMPARISON OF NEW AND OLD BUDGET CONCEPTS

This analysis provides a comparison of the budget totals under
the new concept used in this budget with two older concepts used
heretofore.' It also presents, as a transitional matter, a full table based
upon the old concept of the "administrative budget." It continues
the presentation of a gross table on the flow of funds, as a supplemen-
tary measure of Federal financial data.

THE NEW CONCEPT OF THE BUDGET

In this budget, a unified comprehensive summary budget statement
is utilized to present the total financial plan for the Government, along
the lines recommended by the President's Commission on Budget
Concepts in its report of October 10, 1967. The basic principles are
that the budget encompasses all programs of the Federal Government
and its agencies, with the outlay and deficit divided between the
expenditure account and loan account, and with proprietary receipts
offset against outlays, regardless of the funding structure at any
particular time. Payments between funds are eliminated from the
totals, as is conventional in statements that consolidate data for
a number of funds. These principles are explained on pages 48 to 50 of
this document.
The financial plan also includes appropriate attention to congres-

sional action on the budget, a comprehensive statement of the Federal
debt with a distinction between that which is internal and that which
is held by the public, and a redefinition of participation certificates in
loans to be a part of the debt rather than a sale of assets.
Two of the fundamental recommendations of the Commission could

not be adopted in this budget because, as the Commission report
indicates, more time is required to provide an appropriate accounting
basis for the data. These relate to the use of the accrual basis, instead
of the cash basis, for the presentation of receipts and expenditures,
and the identification of subsidies on loans (including the capitaliza-
tion of the interest subsidies at the time the loan is disbursed).

OLD MEASURES OF THE BUDGET

The administrative budget.—While the budget documents have for
many years covered all of the types of funds administered by the
Government, certain funds were totaled separately from others to
form the "administrative budget." This administrative budget
covered receipts and expenditures of the Federal funds—that is, funds
owned by the Government. It excluded funds held in trust by the
Federal Government. In the case of public enterprise funds, ultra-

1Transactions in the Federal sector of the national income and product accounts, another meas-
ure of Government finances, are set forth and explained in Special Analysis B.

5
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governmental funds, and reimbursements which by law are mingled
with appropriations, the administrative budget offset receipts against
expenditures; otherwise, it presented receipts and expenditures gross,
except for refunds.

While the administrative budget was not coextensive with either
the finances requiring annual action or the expenditures subject to
legislative and administrative control, it was often the focus of
attention as the principal financial plan for the Government. Actually,
it always included a number of appropriations and funds in which
money becomes available each year without new action by the execu-
tive or legislative branches, the most important being interest on the
puolic debt. Similarly, it excluded a few items on which annual
action is required, but which are in the nature of trust funds.

Consolidated cash statement.—The consolidated cash statement
sought to reflect the transactions between the Government and the
public. It was "consolidated" in the sense that it included both Federal
funds and the trust funds. It was "cash" in the sense that its totals
were basically on a checks-paid basis, as distinguished from the
checks-issued basis used in the administrative budget.

Since the trust funds, particularly those derived from taxes and
social insurance premiums, have become of greater importance, the
consolidated cash statement took on a greater significance in the
presentation of Federal finances, and in permitting analysis of the
relationship between Federal finances and the remainder of the
economy. This statement followed the same rules as the administra-
tive budget with respect to grossing and netting; most trust funds
were reported gross, but a few, designated as trust revolving funds,
were included on the basis of the net excess of expenditures over
receipts. The consolidated cash statement also included among
Government-sponsored enterprises two privately owned groups—the
Federal home loan banks and the Federal land banks—which at one
time were mixed ownership in nature.

ELEMENTS OF DIFFERENCE

Table A-1 presents "bridges" between the measures of receipts
and expenditures used in this budget and the older measures of the
administrative budget and the consolidated cash statement. Table
A-2 makes a similar presentation for the measures of borrowing and
other financing presented in this budget, as compared with the
changes in the net borrowing by Federal funds, related to the admin-
istrative budget, and the net borrowing from the public, related to the
consolidated cash statement.

91-376 0 - 68 - 4
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Table A-1. RELATION OF BUDGET TOTALS TO OLDER MEASURES
(In billions of dollars)

Description

RECEIPTS

Unified, comprehensive budget totals 
Additions or deductions (-), differences

in:
Coverage (adjusted for intragovern-

mentals 1):
Trust funds 
D.C. municipal funds 

Grossing of proprietary receipts:
To be continued in fund structure_
Proposed for netting in new funds_

I nterfund and intragovernmental trans-
actions:

Employee payments for retirement_ _ _
Employer payments of Government

for social security 
Social security annuitants' payments

for supplementary medical insur-
ance 

Definition of receipts: Seigniorage 
Total, receipts under older concepts_

OUTLAYS (FORMERLY EXPENDI-
TURES)

Unified, comprehensive budget totals 
Additions or deductions (-), differences

in:
Coverage (adjusted for intragovern-

mentals 1):
Trust funds 
D.C. municipal funds 
Privately owned institutions 

Grossing of proprietary receipts:
To be continued in fund structure_ _ _ _
Proposed for netting in new funds_ _ _ _

Interfund and intragovernmental trans-
actions 

Timing:
Debt issued in lieu of checks:

International lending agencies 
Other program payments 
Interest

Other interest accruals, checks out-
standing, and clearing accounts_ _ _

Deposit fund liabilities 
Definition of cash, monetary assets 
Definition of borrowing:

Sales of participation certificates, net_
Increase in balances held for buyers of

participation certificates 
Sales of Defense family housing mort-

gages, net 
Totals, outlays under older concepts

Reconciliation to
administrative budget

Reconciliation to
consolidated cash

1967
actual

1968
estimate

1969
estimate

1967
actual

1968
estimate

1969
estimate

' 149.6 155.8 178.1 149.6 155.8 178.1

--37.0 --38.9 --43.9  
.3 .4 .4

2.8 2.1 2.0 4.5 4.1 4.2
.4  .4  

--1.2 --1.3 --1.4 --1.2 --1.3 --1.4

.5 .5 .6 .5 .5 .6

--.5 --.6 --.8
.8 .4 .2 * * *

115.9 118.6 135.6 153.6 158.9 181.1

158.4 175.6 186.1 158.4 175.6 186.1

--30.9 --35.1 --36.6 * * *
.3 .3 .4

--.1  .1 -3.9 1.6 2.

2.8 2.1 2.0 4.5 4.1 4.2
.4  .4  

-.7 --.8 -.8 --1.2 --1.4 --1.(

--.2  
* * 4

--.7 --.6 --.(

.7  
-1.1 --.4 --.4

--.6 --.4 --.7 .1  

--3.5 --4.7 --3.1 -2.6 --3.4 --2.":

.1 .3 .3  

.1 .1 .1 .1 .1 .1

. 125.7 137.2 147.4 155.1 176.0 188.;

*Less than $50 million.
The adjustments for coverage take account of the change in the intragovernmental transactionscaused by inclusion or exclusion of funds which have transactions with the Federal funds.
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Significant differences are as follows:

Coverage.—Trust funds must be subtracted from the new budget
totals in moving toward the administrative budget concept. The
District of Columbia municipal funds, and certain transactions of
Government sponsored, but privately owned corporations (Federal
land banks and Federal home loan banks), for which the U.S. Treas-
urer acts as fiscal agent, must be added to the new budget to move
toward the consolidated cash statement.

Grossing of proprietary receipts from the public.—The new budget
offsets against expenditures the proprietary receipts from the public,
both in the Federal funds and the trust funds, regardless of fund
structure. The older budget concepts permitted such offsets only in
accordance with the fund structure—that is, when the receipts are
deposited in public enterprise funds, trust revolving funds, etc. The
proposals to create new public enterprise funds such as for the Rural
Electrification Administration and the power marketing agencies of
the Department of the Interior, have no effect on the totals under the
new concept; under both of the older concepts, however, the adoption
of such proposed legislation would reduce the receipts and expenditures
from the levels which would otherwise prevail.

Interfund and intragovernmental transactions.—Under each concept,
payments between funds covered by that concept are netted out to
avoid duplication. However, there are differences in the application
of this principle. The Government's payments into the social security
trust funds, representing its contributions as employer of military
personnel and covered civilian personnel, are treated as an intra-
govern mental transaction in the new budget, just as the Government's
payments into the civil service and foreign service retirement and disa-
bility funds are treated there and in the consolidated cash statement.
On the other hand, the new budget does not treat as an intragovern-
mental payment the employee's share of retirement or social security,
which is collected by payroll deductions. Nor does the new budget
trea`t, as an intragovernmental transaction the monthly payments for
supplementary medical insurance which are collected from social
security or other annuitants through deductions from their annuity
checks. The older consolidated cash statement had given intragov-
ernmental treatment to such deductions. The new concept does not
diminish the recorded expenditures in payment of earnings or
annuities because of the payroll deduction method of making collection
from the payees.

Timing.—The new budget follows closely the checks-issued principle
of the conventional accounts, and therefore differs from the old ad-
ministrative budget only in one minor regard with respect to timing.
In accordance with the recommendations of the President's Commis-
sion on Budget Concepts, payments to international lending orga-
nizations are recognized in the new budget only when the cash is
actually paid out, whereas the administrative budget recognized the
expenditure at the time that the public debt figures were increased
through the issuance of notes to these organizations.
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Table A-2. RELATION OF FINANCING TOTALS TO OLDER MEASURES

(In billions of dollars)

Description

Reconciliation to
administrative budget

Reconciliation to
consolidated cash

1967
actual

1968
estimate

1969
estimate

1967
actual

1968
estimate

1969
estimate

FINANCING

Unified comprehensive budget deficit 8.8 19.8 8.0 8.8 19.8 8.0
Additions of deductions (-) to borrow-

ing, differences in:
Coverage:
Trust funds 6.5 4.3 7.1 -.6 * *
Borrowings from D.C. government * * *
Privately owned institutions -.1  . 1 -3.9 1.6 2.8

Timing -.2  -.6 -.6 -.6
Definition of cash, monetary assets -. 3 -. 4 -. 7 . 5  
Definition of borrowing -3.4 -4.6 -3.0 -2. 5 -3.3 -2.2

Net change in borrowing 2.5 -.7 3.5 -7.4 -2.3 .1

Additions or deductions (-) to other fi-
nancing, differences in:

Coverage:
Trust funds -.4 -.4 .2 .7 * *
Other .1 * *

Timing -.4 -.4 -.4
Definition of cash, monetary assets - 3  -. 3  
Definition of borrowing . 1 .3 .3  _
Definition of receipts -. 8 -. 4 -. 2 * * *

Net change in other financing -1. 4 -. 5 . 3 . 1 -. 4 -. 4

Deficit under older concepts 9.9 18.6 11.8 1.5 17.2 7.6

'Less than $50 million.

Several adjustments are necessary, however, to move from the new
budget toward the old consolidated cash statement, since the latter
was on a checks-paid basis. The exclusion of deposit funds from the
coverage of the new budget is a reconciling item; the exclusion is made
because deposit funds generally represent a timing adjustment with
respect to transactions of other funds; the most common uses of de-
posit funds are to account temporarily for receipts before they are
earned, and to account temporarily for certain expenditures after the
check in payment of the liability has been drawn but pending final
settlement. Such funds are also used to account for moneys deposited
with the Government as banker.

Definition of cash and monetary assets.-The United States drawing
rights in the International Monetary Fund (which represent a part
of the Government's equity in the fund) are now treated like cash.
Hence, the exercise of those drawing rights, under which cash is
moved from the IMF to the U.S. Treasury, no longer affects receipts,
expenditures, borrowing, or redemption of borrowing. Also, the ex-
change of notes for cash in connection with subscriptions to the IMF
do not affect the new budget totals. In the older concepts, certain
transactions with the IMF affected the totals.
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Definition of receipts.—Seigniorage, representing the difference
between the face value and the intrinsic value of coins manufactured,
increases the Goverment's cash without an increase in liabilities and
has therefore been a receipt in the administrative budget. It has been
excluded from the consolidated cash statement of receipts because it
did not come from the public. The new budget similarly excludes
seigniorage.

Definition of borrowing.—Both of the older concepts treated the
sale of certificates of participation in loans as the sale of an asset,
and therefore as a receipt offsetting expenditures in the public enter-
prise funds concerned. However, the portion of the loan repayments
received by the Government and retained for the certificate holders
until maturing of the certificates was accounted for in a trust fund.
On recommendations of the President's Commission, such sales are
now treated as borrowing. Under these circumstances, the repayments
on loans collected by the Government are appropriately deposited
into Federal funds. The new budget also treats Defense family
housing mortgages as a form of borrowing.

Borrowing.—Several of the factors named above also affect the
figures on borrowing. The reconciliation of debt oustanding under the
three concepts is as follows (in billions of dollars) :

1967
actual

1968
estimate

1969
estimate

Public debt issued by the Treasury  326, 221 347, 031 358, 908
Agency debt issued by authorized agencies (TVA, FHA, etc.), other
than participation certificates and trust fund issuances 910 1, 099 1,333

Portion of above debt held by Federal funds (—)' —2, 736 —3,637 —4,270

Total net debt outstanding, administrative budget concept  __ 324, 394 344, 493 355, 971

Participation certificates issued to public 6,119 9,504 11,737
Defense family housing mortgages outstanding 2, 034 1, 954 1, 871
Agency debt issued by trust funds to public 7,821 10,617 12,033
Public and agency debt held by trust funds (—)t  —67,881 —73,630 —81,376
Public debt held by the IMF and international lending organizations

(—) —3,328 —2,937 —2,237

Total net debt outstanding, unified comprehensive budget con-
cept  269, 160 290, 000 298, 000

Participation certificates and defense family housing above —8,153 —11,458 —13,608
Debt issued in lieu of checks other than to IMF and international

lending organizations (—) —13,321 —13,916 —14,466
Debt issued to public by Federal land banks and Federal home loan
banks 8,239 8,119 10,979

Public and agency debt held by Federal land banks and Federal home
loan banks (—) —3,851 —2, 100 —2, 100

Debt issued for IMF drawings, net of Exchange Stabilization Fund
holdings 828 828 828

Debt issued by trust revolving funds, not included in consolidated
cash computations (—) —93 —91 —104

Public debt held by trust revolving funds not included in consolidated
cash computations 11 12 13

Debt issued by the District of Columbia Armory Board 20 20 20
Public and agency debt held by District of Columbia agencies —65 —70 —73

Total net debt outstanding, consolidated cash concept 252, 773 271, 344 279, 489
After adjusting for reclassification of participation sales trust fund.

Financing other than borrowing.—The remaining adjustments in
table A-1 that do not affect borrowing (except for those which are
self-balancing within table A-1) generally affect either the cash accounts



52

or the liabilities related to the cash accounts. One item in this group is
the accumulation of trust fund balances, which, in conventional ad-
ministrative budget terms, represent a change in liabilities. In both the
consolidated and comprehensive budget concepts, trust fund balances,
like the Federal fund balances, are merely a reservation within the
total balances on the books of the Treasury that result from the
cumulative surplus or deficit.

THE "ADMINISTRATIVE BUDGET"

Table A-3 presents, according to customary classifications, the
administrative budget as derived from the adjustments set forth in
the preceding tables.

Table A-3. THE "ADMINISTRATIVE BUDGET" (in millions of dollars)

Description

RECEIPTS BY SOURCE

Individual income taxes 
Corporation income taxes 
Excise taxes 
Estate and gift taxes 
Customs 
Miscellaneous receipts 
Interfund transactions 

Total, administrative budget receipts 

EXPENDITURES BY AGENCY

Legislative Branch'
The Judiciary 
Executive Office of the President 
Funds appropriated to the President 
Department of Agriculture 
Department of Commerce 
Department of Defense-Military 
Department of Defense-Civil 
Department of Health, Education, and Welfare 
Department of Housing and Urban Development 
Department of the Interior 
Department of Justice 
Department of Labor 
Post Office Department 
Department of State 
Department of Transportation 
Treasury Department
Atomic Energy Commission 
General Services Administration 
National Aeronautics and Space Administration 
Veterans Administration 
Other independent agencies 
Allowances for:

Civilian and military pay increase 
Contingencies 

Interfund transactions  

Total, administrative budget expenditures

Excess over receipts (+) or expenditures (-) 

1967
actual

1968
estimate

1969
estimate

61,526 67,700 80,900
33,971 31,300 34,300
9,278 9,509 9,908
2,978 3,100 3,400
1,901 2,000 2,070
6,87, 5,644 5,669
-682 -678 -660

115,849 118,575 135,587

250 285 296
87 95 101
28 32 33

4,141 4,808 4,900
5,741 6,520 7,220
757 856 910

67,664 73,930 76,881
1,343 1,401 1,371

10,794 13,156 14,515
493 495 1,249

1,516 1,542 1,717
409 443 504
512 713 712

1,141 1,087 767
414 421 431

1,467 1,570 2,093
14,538 15,493 16,440
2,264 2,333 2,546
675 648 673

• 5,426 4,805 4,575
• 6,197 6,325 6,818

543 804 1,322

1,600
100 350

-682 -678 -660

125,718 137,182 147,363

-9,869 -18,607 -11,776
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As in the case of the basic tables of the budget, the amounts shown
include transactions under both existing and proposed legislation.
The receipts, therefore, include the expected income from the proposed
income tax surcharge, as well as lesser amounts from other tax pro-
posals. The expenditures include those to be financed from Federal
funds under the President's legislative program, as well as those
recommended under existing legislation, and its renewal or extension.

FLOW OF GOVERNMENT-ADMINISTERED FUNDS

In recent years there has been presented in the special analyses
of the budget, a consolidated statement of Government-administered
funds on a gross basis. This statement presents the flow of moneys
between the Federal Government and the public. It has been on a
checks-issued basis and its coverage has been substantially the same
as the new concept. It excludes borrowing and repayment thereof.
The Commission recommended that the compilation of such gross

figures be continued as supplementary information. Table A-4 pre-
sents such a statement.

Table A-4. GROSS FLOW OF GOVERNMENT-ADMINISTERED FUNDS

(In millions of dollars)

Description

RECEIPTS BY SOURCE

Individual income taxes 
Corporation income taxes 
Employment taxes 
Unemployment insurance 
Premiums for insurance and retirement 
Excise taxes 
Estate and gift taxes 
Customs 
Other receipts from the public:

General and special funds 
Public enterprise funds 
Trust funds (excluding trust revolving funds) 
Trust revolving funds 
Reimbursements to appropriations and other funds 

Total receipts from the public 

PAYMENTS BY FUNCTION

National defense 
International affairs and finance 
Space research and technology 
Agriculture and agricultural resources 
Natural resources 
Commerce and transportation 
Housing and community development 
Health, labor, and welfare 
Education 
Veterans benefits and services
Interest 
General government 
Allowances for:

Civilian and military pay increase 
Contingencies 

Total payments to the public 
Excess of payments (-) 

1967
actual

1968
estimate

1969
estimate

61,526 67,700 80,900
33, 971 31, 300 34, 300
27,823 29,730 34,154
3, 652 3, 660 3, 594
1,853 2,049 2,275

13,719 13,848 14,671
2,978 3,100 3,400
1,901 2,000 2,070

5,280 4,838 5,070
14,812 14,755 16,542
1,836 2,035 2,291
9,549 11,481 13,238
2, 450 2,475 2, 630

181,350 188,971 215,135

74, 245 80, 389 83, 979
6,032 6,334 6, 635
5,439 4,812 4,589
18,859 20,184 22,075
3,920 4,196 4,308
12,953 14,234 15,285
4,313 6,370 5,897
39,017 45,311 50,419
4,186 4,702 4,879
7,937 8,195 8,405
10,561 11,147 11,655
2,709 2,803 3,015

1,600
100 350

190,173 208,775 223,090

-8,823 -19,805 -7,954
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It differs from the unified comprehensive budget, only with respect
to grossing and netting and the distribution here of the nonfunctional
adjustments shown elsewhere. Its deficits are the same. The items
which are here grossed may be summarized as follows (in millions of
dollars) :

1967 1968 1969
Receipts conventionally offset against expenditures: actual estimate estimate
Receipts of public enterprise funds (table C-1) 14,812 14,755 16,542
Receipts of trust revolving funds (table C-5) 9,549 11,481 13,238
Reimbursements to appropriations and other funds:
Department of Defense 2,249 2,278 2,432
Other agencies 200 197 198

Other receipts offset against expenditures in the new budget (table
12) 4,948 4,430 4,617

Total 31.758 33,141 37,027

Table A-4 is not fully comparable to similar information presented
in recent budgets (table B-9 in the 1968 budget), because of the follow-
ing conceptual changes that were set forth earlier in this analysis:
• Definition of borrowing (sale of participation certificates) ;
• Definition of cash and monetary assets (IMF) ;
• Timing of payments to international lending organizations;
• Government payments as employer for social security.

COMPARISON OF RESULTS

Table A-5 summarizes receipts, expenditures, and deficits under the
new concept, the old administrative budget, the consolidated cash
statement, and the flow of funds statement included above.

Table A-5. COMPARISON OF RESULTS UNDER FOUR CONCEPTS

Description

(In millions of dollars)

Unified, comprehensive budget:
Receipts 
Expenditures and net lending 

Budget deficit 

The "administrative budget":
Receipts 
Expenditures (including lending) 

Excess of expenditures 

"Consolidated cash" statement:
Receipts 
Expenditures (including lending) 

Excess of expenditures 

Flow of Government-administered funds:
Receipts from the public 
Payments to the public 

Excess of payments 

1967
actual

1968
estimate

1969
estimate

149,591 155,830 178,108
158,414 175,635 186,062

8,823 19,805 7,954

115,849 118,575 135,587
125,718 137,182 147,363

9,869 18,607 11,776

153,596 158,823 181,146
155,142 175,981 188,725

1,546 17,157 7,579

181,350 188,971 215,135
190,173 208,775 223,090

8,823 19,805 7,954
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Mr. ZWICK. In the 1969 budget on an administrative budget basis
you would have expenditures of $147.4 billion. The first thing one
would have to do to get to the outlays of $186.1 billion on the new
basis is to add the S4 billion worth of PC's which are anticipated to
be sold in fiscal year 1969. Then, in addition, you add the $47.2 billion
worth of trust fund outlays estimated in 1969. But against this you
have to net out $12.5 billion of interfunds and other adjustments. The
major adjustments are contributions by the Government, as employer,
to the trust funds for employee retirement benefits, interest payments
by the Treasury to the trust funds, general revenue payments to the
medicare trust funds, the receipts which are netted against expendi-
tures, and so on. In other words, you do not simply add the trust funds
to the old administrative budget to come up to the new budget total.
You add the two and the PC's, but then you have to take out the infra-
governmental transactions and other adjustments, which amount to
12.5 billion. That is how you get to total outlays of $186.1 billion on

the new budget basis.
Turning to the receipt side, total receipts on the administrative

budget basis would have been $135.6 billion in 1969 and the trust fund
receipts are estimated at $54.6 billion. After netting out $12.1 billion
of interfunds, and other adjustments on this side, we get total receipts
of $178.1 billion on the new basis. The difference between the two
totals—outlays and receipts—is the $8 billion deficit, which shows up
much better on the next chart.

COMPOSITION OF PROJECTED BUDGET DEFICIT

Administrative and New Unified Budget Deficits

$ Billions

Administrative Budget Deficit  $ 11.8
Plus (-I-)

Sales of Participation Certificates (Gross)   4.0

Less (—)
Trust Fund Surplus  —7.4
Other Changes, Net (IMF, Seigniorage, Etc.) —0.4

Equals (--)
New Unified Budget Deficit

of which:

Expenditure Deficit   4.7
Net Lending   3.3

Executive Office of the President • Bureau of the Budget

CHART 3

$ 8.0
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On the administrative budget basis, the deficit in 1969 would have
been $11.8 billion. To that you have to add the S4 billion worth of
PC's. Then you take away the trust fund surplus of $7.4 billion and
make some minor adjustments in the way we handle the International
Monetary Fund, seigniorage, et cetera—this comes to $0.4 billion—
and you have a total deficit of $8 billion on the new basis.
This $8 billion deficit is made up of a $4.7 billion deficit on the

expenditure account and $3.3 billion of net lending. The net lending
represents the gross outlays on loans minus the repayments received
from our loan programs.
Mr. MAHON. Will you make sure the record shows the composition

of this $3.3 billion of net lending?
Mr. ZWICK. Yes, sir; We will.
(The following was later supplied for the record:)

DISBURSEMENTS, REPAYMENTS, AND NET LENDING FOR FEDERAL CREDIT PROGRAMS IN THE LOAN ACCOUNT

[In millions of dollars'

Agency or program
1969 estimate

Disburse-
ments

Repayments Net lending

LOAN ACCOUNT

Office of Economic Opportunity 18 15 3
Department of Agriculture:

Commodity Credit Corporation 220 196 24
Rural Electrification Administration 550 190 360
Farmers Home Administration 1,352 1,358 —6

Department of Commerce:
Economic Development Administration 72 7 65
Maritime Administration 8 —8

Department of Health, Education, and Welfare 87 4 83
Department of Housing and Urban Development:

Federal National Mortgage Association 1,669 564 1,106
Federal Housing Administration 405 292 113
Public housing loans 220 235 —15
College housing loans 295 38 257
Urban renewal loans 475 444 31
Housing for the elderly loans 100 2 98
Public facility loans 54 4 50

Department of the Interior 16 4 12
General Services Administration 41 —41
Veterans' Administration:

Housing loans and guarantees 600 238 363
Insurance policy loans 165 101 64

District of Columbia 108 43 65
Export-Import Bank 1,680 1,005 675
Farm Credit Administration:

Banks for cooperatives 2,370 2,132 238
Federal intermediate credit banks 9,481 8,948 533

Federal Home Loan Bank Board 20 —20
Small Business Administration 421 320 102
Other agencies or programs 12 16 —4
Purchase of obligations of federally sponsored enterprises 882 —882

Total, loan account 20, 372 17,106 3,265

TEN-BILLION-DOLLAR CUTBACK IN FISCAL YEAR 1968 BUDGETED OBLIGATIONS

Mr. ZWICK. Switching gears to talk about the fiscal year 1968 cut-
back, I though the committee would be interested in knowing what
happened as a result of their actions and the passage of Public Law
90-218 last year. This is shown on the next chart.
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Fiscal Year 1968 Cutbacks from Budget Levels -
Controllable Programs
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PUBLIC LAW 90-218, 9s2Prx CONGRESS, H.J. RES. 888, DECEMBER, 18, 1967

JOINT RESOLUTION Making continuing appropriations for the fiscal year 1968, and for
other purposes

Resolved by the Senate and House of Representatives of the United States
of America in Congress assembled, That the joint resolution of October 5, 1967.
(Public Law 90-102) is hereby amended by striking out "October 23, 1967" and
inserting in lieu thereof "December 20, 1967".

TITLE II—REDUCTIONS IN OBLIGATIONS AND EXPENDITURES

SEC. 201. In view of developments which constitute a threat to the economy
with resulting inflation, the Congress hereby finds and determines that, taking
into account action on appropriation bills to date, Federal obligations and ex-
penditures in controllable programs for the fiscal year 1968 should be reduced
by no less than $9 billion and $4 billion, respectively, below the President's budget
requests. The limitations hereafter required are necessary for that purpose.

SEC. 202. (a) During the fiscal year 1968, no department or agency of the Exec-
utive Branch of the Government shall incur obligations in excess of the lesser
of—

(1) the aggregate amount available to each such department or agency
as obligational authority in the fiscal year 1968 through appropriation acts
or other laws, or
(2) an amount determined by reducing the aggregate budget estimate of

obligations for such department or agency in the fiscal year 1968 by—
(i) 2 percent of the amount included in such estimate for personnel

compensation and benefits, plus
(ii) 10 percent of the amount included in such estimate for objects

other than personnel compensation and benefits.
(b) As used in this section, the terms "obligational authority" and "budget

estimate of obligations" include authority derived from, and estimates of
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reservations to be made and obligations to be incurred pursuant to, appropria-
tions and authority to enter into contracts in advance of appropriations.
(c) The references in this section to budget estimates of obligations are to

such estimates as contained in the Budget Appendix for the fiscal year 1968
(House Document No. 16, 90th Congress, 1st Session), as amended during the
first session of the 90th Congress.
'SEC. 203. (a) This title shall not apply to obligations for (1) permanent appro-

priations, (2) trust funds, (3) items included under the 'heading "relatively
uncontrollable" in the table appearing on page 14 of the Budget for the fiscal
year 1968 (House Document No. 15, Part 1, 90th Congress, 1st Session), and
other items required by law in the fiscal year 1968, or (4) programs, projects,
or purposes, not exceeding $300,000,000 in the aggregate, determined by the
President to be vital to the national interest or security, except that no program,
project, or purpose shall be funded in excess of amounts approved therefor by
Congress.
(b) This title shall not be so applied as to require a reduction in obligations

for national defense exceeding 10 percent of the new obligational authority
(excluding special Vietnam costs) requested in the Budget for the fiscal year
1968 (House Documents Nos. 15, Part 1, and 16), as amended during the first
session of the 90th Congress: Provided, That the President may exempt from
the operation of this title any obligations for national defense which he deems
to be essential for the purposes of national defense.

SEC. 204. In the administration of any program as to which (1) the amount
of obligations is limited by section 202(a) (2) of this title, and (2) the allocation,
grant, apportionment, or other distribution of funds among recipients is required
to be determined by application of a formula involving the amount appropriated
or otherwise made available for distribution, the amount available for obligation
as limited by that section or as determined by the head of the agency concerned
pursuant to that section shall be substituted for the amount appropriated or other-
wise made available in the application of the formula.

SEC. 205. To the maximum extent practical, reductions in obligations for per-
sonnel compensation and benefits under this title shall be accomplished by not
filling vacancies. Insofar as practical, reductions in obligations for construction
under this title may be made by stretching out the time schedule of starting new
projects and performing on contracts so as not to require the elimination of new
construction starts.

SEC. 206. The amount of any appropriation or authorization which (1) is un-
used because of the limitation on obligations imposed by section 202(a) (2) of
this title and (2) would not be available for use after June 30, 1968, shall be used
only for such purposes and in such manner and amount as may be prescribed
by law in the second session of the 90th Congress.
Approved December 18, 1967.

Mr. ZWICK. Total obligations were cut by $10 billion and expendi-
tures by $4.3 billion. Splitting between defense and civilian programs,
obligations were cut $5.6 billion in defense and S4.4 billion in civilian
activities. Expenditures were cut $2.1 billion in defense and $2.3 billion
in civilian programs. Take a look at this another way and see how
much of this $5.6 billion cutback in defense obligations was due to ap-
propriation actions and how much was due to the 2-to-10 cutback—you
find that $2.6 billion of the cutback was due to appropriation reduc-
tions and an additional $3 billion was due to the 2-to-10 formula in
defense. In civilian programs, $21/2 billion of the cutback in obliga-
tions was due to appropriation actions, and $1.9 billion is due to the
2-to-10 cutback.
On the expenditure side, similarly, there is a cutback of $700 million

in expenditures for defense due to appropriation actions and $1.4
billion of expenditure reductions due to the application of the 2-to-10
formula. On the civilian side, expenditures are down $900 million
due to appropriation actions and $1.4 billion due to the application of
the 2-to-10 formula.
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This gives you a quick overview of what has happened as a result
of both the appropriation actions and the passage of Public Law
90-218--total obligations are down $10 billion and expenditures are
down $4.3 billion in fiscal year 1968.

NEW BUDGET (OBLIGATIONAL) AUTHORITY

The next group of charts is concerned with budget authority, in-
cluding the issue that Chairman Mahon started to raise a minute ago.
I think this gives you a better feel for the actions that this committee
has to in fact take on the budget. The first chart in this group shows
you three fiscal years-1967, 1968, and 1969.
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Current
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Action
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Interest
and Other
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NOTE: Amounts have not been Adjusted for: 1967 1968 1969

INTERFUND TRANSACTIONS 6.6 7.4 8.2

APPLICABLE RECEIPTS 4.9 4.4 4.6

Executive Office of the President • Bureau of the Budget

CHART 5

Mr. ZWICK. I think it is probably better to start with fiscal year 1969,
where you have total budget authority of $214.6 billion in contrast to
the $201.7 billion that I mentioned a moment ago, Mr. Chairman. The
reason for the difference is that we have not subtracted here the ad-
justments for interfunds and applicable receipts which we are netting.
Therefore, the $214.6 billion is the gross budget authority request that
is in the budget. If you subtract out from the $214.6 billion the $12.8
billion of interfunds, and applicable receipts, you get back to the $201.7
billion of budget authority we carry in our summary tables. Out of
that, $141.5 billion will require current congressional action. Then
there is $54 billion for trust funds and $19.1 billion for interest and
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other authority that becomes available automatically based on prior
congressional action. To sum up, of the $214.6 billion, the Congress is
going to have to act on $141.5 billion worth of budget authority, the
rest being available through prior congressional actions. I should
note that we are estimating supplemental requests in fiscal year 1968
for S3.3 billion, so that current action will be needed on $3.3 billion for
fiscal year 1968 as well as on $141.5 billion of new authority requested
for fiscal year 1969.
Mr. MAHON. Mr. Director, your charts use different figures for the

budget authority being sought, or estimated for 1969—at one place it
is $201.7 billion; at another, $214.6 billion. One was what you might call
"net," the other "gross." But my question would be, is it valid to do
the offsetting that you spoke. of, in respect to the so-called market-
oriented receipts and the interfund items? I am advised that those
offset receipts, for example, do not affect the budget authority being
asked for, so why should you not show the gross rather than the
net budget authority? I do not raise the same question in respect to
offsetting these items against outlays, but only against the new budget
authority. I wish you would say something about that.
(The following information was supplied for the record:)
It is true that the offset receipts do not affect the budget authority being re-

quested. This is seen in the following table (from table 4 on p. 56 of the 1969
budget) :

[I n millions of dollars]

1967
actual

1968
estimate

1969
estimate

Budget authority:
Requiring current action by Congress 135,432 128,400 141,496
Not requiring current action by Congress 58,667 69,944 73,085
Offset receipts:

I nterfund and intragovernmental transactions —6,589 —7,415 —8,240
Applicable receipts from the public —4,948 —4,430 —4,618

Total budget authority 182,562 186,499 201,723

The offsetting against budget authority, as well as against outlays, was
recommended by the President's Commission on Budget Concepts, so that budget
authority and outlays would be on the same "wavelength." The Commission
said:
"In addition, tabulations and statements on appropriations should, insofar

as possible, follow the same concepts, definitions, and scope as the tabulations
and statements on budget expenditures." (p. 15, report)
"As pointed out in chapter 2, the Commission recommends that the tabula-

tion of the congressional appropriations in the President's budget be as con-
sistent as possible, in terms of scope and definition, with the tabulation of
budget expenditures." (p. 28, report)
To do otherwise would muddy the comparison of budget authority with out-

lays, since it would result in showing some $10 to $13 billion of authority each
year which would never appear in budget outlays, either then or in some future
year.

Mr. Zwicx. This next chart gives you a feel for budget authority
by agency, and the growth of it from fiscal 1967 to fiscal 1969.
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Budget Authority by Agency
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The biggest increases in budget authority are in Defense,
which is up $6.1 billion from 1968 to 1969, and in HEW, which
is up $6 billion. May I say very quickly, $5.1 billion of the $6 billion
increase in HEW is for the trust funds—such as social security, health
insurance, disability insurance, and supplementary medical insurance.
Only $900 million of the increase is due to the nontrust fund aspects
of HEW. Then you have an increase in Treasury of $1 billion; $900
million of that is for interest costs.
This gives you a quick rundown of the big increase items, bging De-

fense, up $6.4 billion; HEW, up $6 billion—and most of that in HEW,
$5.1 billion, being for the trust funds.

OBLIGATIONAL AUTHORITY IN LEGISLATIVE BILLS—BACK-DOOR SPENDING

Mr. MAHoN. Mr. Director, the staff tells me that in this new budget
it is proposed in a few instances to provide obligating authority—con-
tract authority in, perhaps, all cases—directly through legislative bills
rather than through the regular appropriations process. I am speaking
of items in addition to what is already provided by previous legislation.
One item, I understand, relates to highway beautification for $85

million. I believe some of the general road items are in that class, also.
We have heretofore taken a dim view of that sort of direct arrangement
for supplying new obligating authority. It tends to tie our hands at the
appropriation stage.
Why do you propose highway beautification and the others in this

direct manner, which to some considerable extent would, if adopted,
effectively bypass the normal appropriation channels? We would like
for you to comment on that, and supply a table listing all such amounts
that became available through substantive bills.
You might also supply a table listing all permanent appropriations.
(The following information was supplied for the record:)
For the last several years, we have followed a policy of recommending new

obligational authority in legislative bills rather than through the regular appro-
priations process only in cases where this has been the traditional method of
financing over the years (primarily the highway and housing programs).
Under the present law relating to highway beautification (23 U.S.C. 319( b ) ),

an authorization for appropriations automatically becomes available for obliga-
tion a year in advance of the year for which the appropriation is authorized. In
this case, our recommendation for an appropriation authorization will necessarily
result in contract authority unless the basic law is amended. The budget assumed
that this provision of the basic law would not be changed.

91-376 0-68 5
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1969 BUDGET

PERMANENT APPROPRIATIONS

In thousands of dollars)

1967 1968 1969

Legislative branch:
Federal funds: Library of Congress: Oliver Wendell Holmes devise
fund 7 7 7

Trust funds: Library of Congress and General Accounting Office 2,830 2,744 2,744

Total, legislative branch 2,837 2,751 2,751

The Judiciary: Trust fund 1,012 1,065 1,095

Funds appropriated to the President: Trust funds (economic assistance,
Office of Economic Opportunity, Peace Corps) 3,505 .3,526 3,593

Agriculture:
Federal funds:

Agricultural Research Service:
Salaries and expenses 25,000 15,000 15,000
Animal quarantine station 200 327

Consumer and Marketing Service:
Special milk program 53,000 104,000 104,000
School lunch program 45,000 45,000 64,325
Perishable Agricultural Commodities Act fund 894 905 905
Removal of surplus agricultural commodities 361,040 404,351 406,558

Foreign Agricultural Service: Salaries and expenses 3,117 3,117 3,117
Commodity Credit Corporation: National Wool Act 38,260 34,793 63,700
Forest Service: Miscellaneous appropriations 69,346 72,549 77,010

Total, Federal funds 595,657 679,915 734,942
Trust funds 63,586 66,808 68,275

Total, Agriculture 659,243 746,723 803,217

Commerce: Trust funds 15,599 108,923 133,670

Defense-Military: Trust funds 8,034 7,710 7,270

Defense-civil:
Federal funds:

Corps of Engineers: Miscellaneous appropriations 3,510 3,500 3,500
Wildlife conservation, etc., military reservations 253 267 270

Total, Federal funds 3,763 3,767 3,770
Trust funds (Corps of Engineers and Soldiers' Home's payment of
claims) 25,871 20,779 18,523

Total, Defense-civil 29,634 24,546 22,293

Health, Education, and Welfare:
Federal funds: Office of Education:

Colleges for agriculture and the mechanic arts 2,550 2,550 2,550
Promotion of vocational education, act of Feb. 23,1917 7,161 7,161 7,161
Higher education facilities loan fund (participation sales in-

sufficiencies) 1,700 1,700

Total, Federal funds 9,711 11,411 11,411
Trust funds 30,077,055 32,594,643 37,670,398

Total, Health, Education, and Welfare 30, 086, 766 32,606,054 37,681,809

Housing and Urban Development:
Federal funds:

College housing loans (participation sales insufficiencies) 10,739 12,061
Urban mass transportation fund 130, 000 125,000 175,000
Public facility loans (participation sales insufficiencies) 1,325 1,305

Total, Housing and Urban Development 130,000 137,064 188,366
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1969 BUDGET-Continued

PERMANENT APPROPRIATIONS

[In thousands of dollars]

1967 1968 1969

Interior:
Federal funds:

Bureau of Land Management: Miscellaneous appropriations_ _ _ _ 71, 391 74, 491 74, 923
Bureau of Indian Affairs: Miscellaneous appropriations 7,331 7,091 7,481
Office of Territories: Internal revenue collections for the Virgin

Islands 11,074 12,368 12,468
Geological Survey: Miscellaneous appropriations 1  

Bureau of Commercial Fisheries:
Promote and develop fishery products and research per-

taining to American fisheries 6, 778 7,444 7,000
Payment to Alaska from Pribilof Islands fund 300 332 112

Bureau of Sport Fisheries:
Migratory bird conservation account 5,385 5,000 5,000
Miscellaneous appropriations 35, 845 41, 230 40, 066

National Park Service: Miscellaneous appropriations 107 118 120
Bureau of Reclamation: Miscellaneous appropriations 3,331 3,588 3,600

Total, Federal funds 141,543 151,662 150,770
Trust funds 100,723 94, 250 96,590

Total, Interior 242,266 245,912 247,360

Labor: Trust funds 4, 073, 404 4,118,155 4, 094, 872

State:
Federal funds:

Educational exchange permanent appropriations 353 353 354
Payment to the Republic of Panama 1,930 1,930 1,930

Total, Federal funds 2,283 2,283 2,284
Trust funds 11,545 12,592 12,337

Total, State 13,828 14,875 14,621

Transportation:
Federal funds: Federal Aviation Administration: Grants-in-aid for

airports 71,000  70,000
Trust funds 1,211 7,543 3,508

Total, Transportation 72,211 7,543 73,508

Treasury:
Federal funds:

Office of the Secretary: Miscellaneous appropriations 16 16 18
Bureau of Accounts:

Claims judgments, and relief acts 9,455 7,006 6,006
Interest on uninvested funds 12, 753 12,788 12, 387

Bureau of the Mint: Coinage profit fund 2,622 1,624 1,560
Internal Revenue Service:

Refunding internal revenue collections interest 120, 094 133, 900 136,900
Internal revenue collections for Puerto Rico 59,803 65,000 67,000

Secret Service: Contribution for annuity benefits 671 800 800
Interest on the public debt 13, 391, 068 14, 350, 000 15, 200, 000

Total, Federal funds 13, 596,482 14, 571, 134 15,424,671
Trust funds 32, 413 35, 278 38,696

Total, Treasury 13, 628, 895 14, 606, 412 15, 463, 367

Atomic Energy Commission: Trust fund 531 391 338

General Services Administration:
Federal funds: Expenses, disposal of surplus real and related per-
sonal property 685 1,000 1,000

Trust funds 140 150 100

Total, General Services Administration 825 1, 150 1, 100

National Aeronautics and Space Administration: Trust funds 472 2,688 1,548

Veterans' Administration:
Federal funds: Veterans' insurance and indemnities 638 650 650
Trust funds 737,902 753, 790 745, 558

Total, Veterans' Administration 738, 540 754, 440 746, 208
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1969 BUDGET-Continued

PERMANENT APPROPRIATIONS

[In thousands of dollars]

1967 1968 1969

Other independent agencies:
Federal funds:

District of Columbia: Repayable advances to the District of
Columbia general fund 

Federal Power Commission: Payments to States under Federal
33, 000 39, 000 40, 000

Power Act 
Small Business Administration: Disaster loan fund (participa-

tion sales insufficiencies) 

96 99

2, 155

99

1,647

Total, Federal funds 33,096 41,254 41,746

Trust funds (American Battle Monuments Commission, Civil Serv-
ice Commission, Federal Communications Commission, Foreign
Claims Settlement Commission, Civil War Centennial Commission,
Appalachian Regional Commission, Commission on the Status of
Puerto Rico, National Capital Planning Commission, National
Foundation on the Arts and the Humanities, National Science
Foundation, Railroad Retirement Board, Smithsonian Institution,
Tax Court of the United States, U.S. Information Agency, Water
Resources Council) 4,710,405 5,085,833 5,434,848

Total, other independent agencies 4,743,501 5,127,087 5,476,594

Total, permanent appropriations:
Federal funds 14,584,865 15,600,147 16,629,617
Trust funds 39,866,238 42,916,868 48,333,963

Total 54,451,103 58,517,015 64,963,580

PERMANENT APPROPRIATIONS TO LIQUIDATE CONTRACT AUTHORIZATIONS

n thousands of dollars]

1967 1968 1969

Funds appropriated to the President: Trust fund: Military assistance:
Advances, foreign military sales (1, 078, 035) (1, 150, 000) (1, 400, 000)

Housing and Urban Development: Federal funds: Urban renewal programs_ (725, 000) (750, 000) (750, 000)
Interior: Trust fund: Office of Saline Water: Cooperation with foreign
agencies (5,400) (10, 500)

Transportation: Trust funds: Federal Highway Administration:
International trust funds (6, 441) (5, 440)
Miscellaneous trust funds (49)

Total, Federal funds (725, 000) (750, 000) (750, 000)
Total, trust funds (1, 084, 476) (1, 160, 889) (1, 410, 500)

Total (1, 809, 476) (1, 910, 889) (2, 160, 500)

Note.-Contract authorizations, which permit obligations, are classified as budget authority. Since appropriations to
liquidate contract authorizations permit payment of the obligations incurred under contract authorizations, they do not
constitute budget authority.
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BUDGET AUTHORITY (EXCLUDING APPROPRIATIONS) PROVIDED IN SUBSTANTIVE BILLS
[In thousands of dollars]

1967 enacted 1968 estimate 1969 estimate

Reappropriation: Appalachian Regional Commission 11  

Authorizations to spend debt receipts:
Agriculture: Agricultural credit insurance fund (permanent, indef-

inite) 71,239  
Housing and Urban Development:

College housing loans (permanent) 300, 000 300, 000
Federal National Mortgage Association:

Loans to secondary market operations (current) 110,000  
Special assistance functions:

Current 500, 000  
Permanent 550, 000 525, 000

Management and liquidating functions (permanent, indef-
inite) 16, 037 82, 708  

Trust funds:
Current 3, 822, 510  
Permanent 108,762 536,655 159,000

Veterans' Administration: Direct loan revolving fund (permanent) 1 100, 000  
Other independent agencies:

District of Columbia: Advances to sinking fund, Armory Board
(permanent, indefinite) 757 506 506

Export-Import Bank of Washington fund (permanent, indefinite)_ 778, 610 865, 100 608, 000
Federal Home Loan Bank Board revolving fund 13, 200  
Tennessee Valley Authority fund 1, 000, 000  
Trust funds (permanent) 188, 594 484, 514 540, 596

Total, authorizations to spend debt receipts:
Federal funds 2, 589, 843 1, 798, 314 1, 433, 506
Trust funds 4, 119, 866 1, 021, 169 699,596

Contract authorizations:
Military assistance: Trust fund (permanent, indefinite) 1, 479, 471 1, 350, 000 1, 320, 000
Agriculture:

CCC: Price support and related programs (permanent, indefi-
nite) 988, 860  

Forest roads and trails:
Current 170,000  125,000
Permanent 170, 000

Commerce: Maritime Administration:
Operating-differential subsidies (permanent, indefinite) 196,936 213, 000 213, 000
State marine schools (permanent, indefinite) 1,275 1,275

Defense-military (all permanent, indefinite):
Army stock fund 123,672  
Navy stock fund 77, 045
Marine Corps stock fund 30,671  
Air Force stock fund 13, 504
Defense stock fund 233, 654

Interior:
Public lands development roads and trails:

Current 3,000  3,500
Permanent 5,000

Indian education and welfare services (permanent indefinite)__ _ 910 1,300 1,300
Indian road construction:

Current 19, 000  20, 000
Permanent 23, 000

Parkway and road construction:
Current 34,000
Permanent 

Trust funds (permanent) 6 , 019
41,000
11,670

Transportation:
Highway beautification 85, 000 85, 000
State and community highway safety programs:

Current 167, 000 50, 000
Permanent 100,000

Forest highways:
Current 33,000 f 33,000
Permanent 1-33,000

Public lands highways:
Current 14,000 f 16,000
Permanent 1-16,000

Trusf funds:
Current 4, 450, 000 150, 389 1, 049, 000
Permanent 5,591 4, 850, 000 3, 650, 000

Civil Aeronautics Board: Payments to air carriers (permanent in-
definite) 59,576 53,061 53,211

Total, contract authorizations:
Federal funds 1, 175,968 1, 681, 496 552,186
Trust funds 5, 941, 081 6, 362, 059 6, 019, 000

Total, budget authority (excluding appropriations) provided
in substantive bills:

Federal funds 3, 765, 811 3, 479, 821 1, 985, 792
Trust funds 10, 060, 947 7, 383, 228 6, 718, 596

Total 13, 826, 758 10, 863, 049 8, 704, 388

'This authorization was subsequently rescinded in an appropriation bill.
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The next chart is the familiar flow chart on the relationship of new
authority, and previous balances to outlays in 1969 and future years.
The only thing different this year is that these numbers are signifi-
cantly larger because the trust funds are in here now this increases
substantially the levels compared with the ones that I am sure you
have been familiar with in the past.

OBLIGATIONS AND EXPENDITURES (OUTLAYS) FROM CARRYOVER BALANCES

1969 Budget - Relation of Authorizations to Outlays

$ Billions

New Authority
Recommended
For 1969

201.7

To be spent in 1969
131.3

1,s ,

qbq

THE BUDGET
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Unspent Authorizations   

I .6

Enacted in Prior Years

222.3

Outlays
in 1969

186.1

Unspent Authorizations
For Outlays in

To be held for Outlays 0 Future Years
in Later Years 165.9 236.4

CHART 7

Mr. ZWICK. Basically the chart says that of the $186.1 billion of
outlays that we are forecasting for 1969, 70 percent will come from
new authority we are requesting for fiscal year 1969. Thirty percent
of it will come from prior balances already authorized. Then, of course,
the remainder of the authority requested for 1969 will become avail-
able for next year and a small amount of the unused balances will be
expiring—this is estimated at $1.6 billion. But as you carry over bal-
ances into 1970 and further years, this chart gives you one picture
of the relationship between new budget authority, outlays, and prior
balances.
There is another chart behind this one which I think is a compli-

cated chart, but it tells the story even better than this one.
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Relation of Authority to Outlay
Hypothetical Major Equipment Contracts
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CHART 8

Mr. ZWICK. Last year, you may remember, Director Schultze had a
chart which described the procurement cycle for an aircraft program,
involving procurement of several hundred aircraft and showing how
the outlays were made over time. We thought we would try a different
approach to it this year. We have used the procurement of hypothet-
ical major equipment as an example, involving the appropriation of
$200 million in fiscal years 1966 and 1967, and then a major decrease
in appropriations in 1968 and 1969, to $100 million in both of those
years.
On the right hand side of the chart we try to show you how the

expenditures relate to these annual amounts of budget authority.
You see then in fiscal year 1966, you spend S40 million of the $200

million that. you appropriated in 1966. Then, of that $200 million
appropriated in 1966, a large amount shows up .in fiscal year 1967
expenditures, and the remaining amount appropriated in 1966 shows
up in 1968 expenditures. Similarly in 1967, you appropriated $200
million. Some of it was spent in 1967, the major portion of it is being
spent in 1968, and the last portion will be spent in 1969. In 1968, you
appropriated $100 million. Again, some of that is being spent in 1968,
the major portion will be spent in 1969, and the remaining quantity
in 1970. Then we have the 1969 appropriations showing up as outlays
in 1969, some in 1970, and some in 1971.
I think that while this chart is complicated, it does make the point

that even though budget authority was reduced in fiscal year 1968
from $200 to $100 million, expenditures in that year go up from $140
to $180 million. Essentially it illustrates the lags that are built into the
system and why. Even when you cut budget authority or obligations,
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as we did in the current fiscal year, by $10 billion, you get a lesser
effect in terms of outlays. There are lag effects, if you like, that are
built into this system. The time involved in the lag depends on what
sort of equipment you are talking about or what other type of activity
you are dealing with. But I think this example demonstrates how au-
thority gets translated into outlays and why you may have outlays
going up when, indeed, authority is going down dramatically.
Mr. MAHON. Mr. Director, I think nothing about the budget tends

to confuse the average legislator and the public more than this busi-
ness of unspent authorization from prior years, unspent appropria-
tions from prior years. There are those who say, "Why appropriate
any money this year? They have already enough money to run the
Government."
Your example relating to the purchase of equipment is not typical, of

course, because you had already said that of the appropriations for a
given year, some 70 percent, as a rule of thumb, is expended that year
and 30 percent is spent in the next year or years. In the example which
you gave, it would appear that about 30 percent was spent in 1 year
and 70 percent, roughly, spent in the following years.
What I would like for you to do is to do your best to bring an essay

or dissertation at this point in the record to cover this whole business of
unspent funds carried over from previous years.
Would you do that?
Mr. ZWICK. Yes, sir. When we talk about a major piece of equipment,

the outlays are spread through time in a certain pattern. Other outlays
have a different time pattern. A major Corps of Engineers project, for
example, would be at one extreme where you are making commitments
for a long period of time. At the other extreme, you have appropria-
tions that are paid out in the year that they are made.
Mr. MAHON. When the record comes to you, do the best that you can.
Mr. ZWICK. We will.

UNEXPENDED CARRYOVER BALANCES

Mr. MAHON. While we are on this subject, Mr. Director, last year, in
connection with the protracted battle of the budget, some Members ex-
pressed concern about the size of carryover balances of spending au-
thority and the fact that Congress does not directly regulate or control
them by law each year. There are reasons, of course. I would expect that
the subject may arise again this year.
I have in hand a statement of balances, going back to fiscal 1953,

which the committee staff has prepared. It shows the obligated portion,
the unobligated portion, and the total carryovers, and it shows budget,
expenditures for each year, and relates the size of the carryover bal-
ances to the size of the budget expenditures. It shows that the relation-
ship has been fairly constant for several years—carryover balances
have ranged in the 90-percent area in relation to budget expenditures,
although, of course, they have grown in absolute size as the budget
grew. The percentage was much higher back in the midfifties.
Under the new budget concept, which incorporates the trust funds,

some of which have large book balances accumulated to help meet
obligations in years to come, the carryover grand total rises somewhat
more than does the budget outlay total thus, the percentage relation
to which I made reference also changes.
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I am going to insert this table in the record, and when you get it I
wish you would extend your remarks and explain, in a general way at
least, what review, what examination, is given to and what account is
taken of these carryovers when the new budget requests are being
made up.

UNEXPENDED CARRYOVER BALANCES, FISCAL YEAR 1953_68 1

(Of appropriations; contract authority; loan and public debt financing authority)

iln billions of dollars]

Fiscal year
Carryover balances at beginning of fiscal year Budget ex- Carryover as a

(Taken from annual budgets) penditures percentage of
outlays expenditure

Obligated Unobligated Total

New budget concept:
1969 82.2 140.1 222.3 186.1 1 119
1968 79.0 134.5 213.5 175.6 122
1967 69.4 121.2 190.6 158.4 1 120

Old ("Adm.") budget concept:
1966 49.6 47.4 97.0 107. 0 91
1965 42. 6 46.7 89.3 96. 5 93
1964 42. 5 45.3 87.8 97. 7 90
1963 41.0 39.0 80.0 92.6 86
1962 36.9 39.5 76.4 87.8 87
1961 34.9 37.6 72.5 81.5 89
1960 37.1 34.7 71.8 76.5 94
1959 37. 1 34.9 72.0 80.3 90
1958 35.3 33.5 68.8 71.4 96
1957 37.4 35.6 73.0 69.0 106
1956 37.8 41.8 79.6 66.2 120
1955 48. 9 45.3 94.2 64.4 146
1954 69.7 33.1 102.8 67.5 152
1953 69.7 29.7 99.4 74.1 134

1 Sudden jump over earlier years is due largely to folding in trust funds with large balances.

(The following information was later supplied for the record:)

BALANCES OF OBLIGATIONAL AUTHORITY

The principal reason for the rise in the absolute level of carryover balances
from year to year is the fact that the level of Federal programs has grown over
time. This fact is clearly demonstrated by the statement of balances prepared by
the committee staff. An example will serve to clarify this concept.
In the chart describing hypothetical major equipment contracts, $200 million

was appropriated in the fiscal year 1966. Of this sum, $40 million was paid out
in that year, and the balance ($160 million) was carried forward to be spent in
later years. Suppose, for purposes of illustration, that the program level for major
equipment purchases had been twice as high. Then $400 million might have been
appropriated. Assuming that the factors causing a lag in expendituress remained
unchanged, one would expect that the balance carried forward would increase
in proportion-to about $320 million.
The aggregate balances carried forward in any year are, of course, the sum

of the balances for hundreds of individual appropriation accounts. The factors
causing various degrees of expenditure lag in these accounts are of many types,
depending on the nature of each program, the timing of contracts during the
fiscal year, et cetera. The essential point is that, at any given moment in time,
a higher general level of Federal activities will of necessity mean a higher general
level of funds Which have been obligated, but which have not yet been spent.
And the "balances carried forward" shown in the budget are nothing more nor
less than a statement of this level-as of June 30 each year.

Since so many interacting factors determine the level of balances, the propor-
tion these balances represent of budget outlays will differ from year to year-
sometimes more, sometimes less. As shown on the committee's table, at the begin-
ning of the fiscal year 1967, balances represent 120 percent of outlays; at the
start of 1968, they were 122 percent; at the start of 1969, they are estimated
to be 119 percent.
The level of balances is, indeed, given careful attention when the new budget

requests are being prepared. This is particularly true in the case of unobligated
balances. To cite a hypothetical example, suppose that the President had deter-
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mined that an appropriate program level for a particular Federal activity, in his
view, was $300 million for a particular fiscal year. If there were no unobligated
balances brought forward into that year, this decision would lead to a request
in his budget for $300 million in budget authority. If, however, there had been
$100 million in unobligated balances brought forward into that year, the Presi-
dent's request to Congress for budget authority could be only $200 million. The
same program would be provided in both eases—the only difference being that in
the latter example, part of the program would be financed by balances of funds
provided by the Congress in earlier years.
It should be noted, however, that unobligated balances are often not available

for program needs of the budget year. The Congress often appropriates obligating
authority for specific projects, such as construction, with the expectation that
funds will be obligated over a period of several years. In such cases, the unobli-
gated balances are earmarked for specific purposes and are not always available
to be applied to programs not previously contemplated.

BUDGET EXPENDITURES ( OUTLAYS )

Mr. ZWICK. That finishes the group of charts we have on budget
authority.
What we would like to do now is move to outlays and give you a

feel for what is happening in 1969 in terms of outlays. The first chart
in this group shows what is expected to happen to outlays in the 3 fiscal
years 1967, 1968, and 1969, using the new budget format. Outlays are
estimated to go from $158.4 billion in 1967 to $175.6 billion in 1968, up
$17.2 billion. They are up $10.4 billion in fiscal year 1969 over fiscal
year 1968.

Budget Outlays $Billions

$158.4

$175.6
$186.1

Change in Budget Outlays

efense $23 8

79.8

National 076.5

70.1 $17.2
$10.4

1967 1968 19 69
71.8 ACTUAL ESTIMATE ESTIMATE

64.1
57.1

Social Insurance
Trust Funds and
Other Fixed Charges

34.5
31.2 34 4

Other

1967 1968 1969
ACTUAL ESTIMATE ESTIMATE

Executive Office of the President • Bureau of the Budget

CHART 9

As you will note, a major increase between 1967 and 1968 was De-
fense. Defense is up by a smaller amount between 1968 and 1969..1 will
go through a chart which gives you more detail on that. The main
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thing I would like to show on this chart is that the year-to-year in-
crease in budget outlays—and Secretary Fowler has already alluded
to this point—is declining substantially over these 3 years. The in-
crease in 1967 over 1966 was $23.8 billion. The increase in 1968 over
1967 is $17.2 billion. The increase in 1969 over 1968 is $10.4 billion.
If you subtract out of these totals the outlays for national defense,

the comparable numbers would come out about $101/2, $11, and $7 bil-
lion. So that no matter whether you look at total outlays or outlays
minus Defense, you find that the increase in 1969 over 1968 is much
smaller than it was in 1968 over 1967 or in 1,967 over 1966.
Let me now go to the next chart. Obviously one way to look at how

large Federal spending is is in relation to the economy, and the ability
of the economy to afford these expenditures, just as every one of us in
figuring our own budgets has to look at our income when we calculate
our expenditures.

BUDGET EXPENDITURES AS PERCENT OF GNP

Budget Outlays as a Percent of Gross National Product

30 -

25-

20 19
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Social Insurance Trust Funds

ll Other Federal Activities
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Fiscal Years Estimate

Executive Office of the President . Bureau of the Budget

CHART 10

This chart points out that apart from the social insurance trust
funds, which are largely self-financed—for example, social security
and health insurance, which are financed mainly through payroll
taxes—and apart from the special costs of Vietnam, for all other Fed-
eral activities, budget outlays as a percentage of gross national prod-
uct have been going down.
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In 1969, outlays exclusive of Vietnam and social insurance trust
funds stand at roughly 13.9 percent of the estimated gross national
product. In the last 3 years of the 1950's they stood at 16 percent. "All
other" Federal outlays, as shown on the chart, have gone down as a
percent of gross national product over the course of this period.
If you add the self-financed social insurance trust funds back in, the

percentage declines slightly. It was 19 percent in 1960 and about 18
percent in 1965. It has not declined very much. Then the chart shows
the recent added costs of Vietnam, which have moved the Federal sec-
tor to roughly 21 percent of the gross national product, just about the
level that we reached during the Korean war. That gives you a feel for
some benchmarks here.
With Vietnam and the social insurance trust funds, we are about at

the Korean war level. We can enter into debate on whether to subtract
these trust funds out, but they are self-financing. All other outlays,
excluding Vietnam, have clearly been declining through time and stand
at their lowest point in some time-at 13.9 percent in 1969.
Mr. MAHON. Mr. Director, when this transcript comes to you I wish

that you would give us some percentage figures with respect to the
gross national product and defense costs and costs otherwise for the
period of World War II and also for the war in Korea, so that we can
make comparisons.
Mr. ZWICK. Yes, sir • we certainly will.
(The information follows:)
Comparable data on the new unified budget basis are not as yet available prior

to fiscal year 1958. The information requested has therefore been prepared on a
consolidated cash basis (i.e., the older concept of Federal finance which is
closest to the new concept). Also, during World War II, consolidated cash
figures were not functionalized. Therefore, the break shown for that period
is approximate.

Fiscal year

World War II:

CONSOLIDATED CASH PAYMENTS AND THE GROSS NATIONAL PRODUCT

[Dollar in billions]

Total cash payments to National defense All other
Gross the public

national
product Amount Percent Amount Percent Amount Percent

of GNP of GNP of GNP

1942 $139.2 $34. 5 24.8 $22.9 16. 5 $11.6 8. 3
1943 177.5 78.9 44. 5 63.4 35.7 15.5 8.8
1944 201.9 94.0 46.6 76.0 37.6 18.0 9.0
1945 216.8 95.2 43.9 80. 5 37. 1 14.7 6. 8
1946 201.6 61.7 30.6 45.0 22.3 16.7 8.3

Korea:
1951 310. 5 45. 8 14.7 22.7 7.3 23. 1 7. 4
1952 337.2 68.0 20.2 44.2 13. 1 23.8 7. 1
1953 358.9 76.8 21.4 50.6 14. 1 26.2 7.3
1954  362. 1 71.9 19.8 47. 1 13.0 24.8 6. 8

CHANGES IN BUDGET EXPENDITURES ( OUTLAYS ) 1969 OVER 1968

Mr. ZWICK. The next chart shows where the $10.4 billion that we are
up, 1969 over 1968 goes.
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Change in Budget Outlays 1968-1969

Billions

Social Insurance Trust Funds

+3.3
National Defense

 1+ 1.6
Federal Pay Increase

+1.3

Interest and Other Fixed Charges

+0.5

Relatively Controllable Civilian Programs

—0.5

Undistributed
Intragovernmental Payments

2

Executive Office of the President • Bureau of the Budget

CHART 11

Of the total increase, $4.2 billion is for social insurance trust fund ex-
penditures and $21/2 billion of that $4.2 billion is a result of last year's
social security legislation. $1.7 billion is the normal growth in the ex-
penditures out of these trust funds as they mature and population in-
increases $21/2 billion of this $4.2 billion is for the new social security
legislation.

National defense is up $3.3 billion, of which $1.3 billion is additional
costs for Vietnam. $2 billion is additional costs in defense outside of
Vietnam.
The next step in the Federal pay increase, which was enacted last

year by Congress, will take effect on July 1 of this calendar year, and
will add $1.6 billion to the outlays in fiscal year 1969..

Interest and other fixed charges are up $1.3 billion. Of that $1.3 bil-
lion, interest is $900 million. The other $400 million is the sum of var-
ious items. It includes public assistance, which is up half a billion
dollars. CCC payments will be up about $100 million. On the other
hand, the postal deficit will be down $400 million. So there is an in-
crease of $900 million for interest and $400 million, net, for all other
fixed charges.

Relatively controllable civilian programs are up half a billion dol-
lars and it turned out because of this netting process that we have to
deduct certain intragovernmental payments that just offset the increase
in the controllable programs. This summarizes where the $10.4 billion
increase is.
Let me make one other set of observations.
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Even though the $10.4 billion is a much smaller increase than we had
between 1967 and 1968, and 1966 and 1967, there are some unusual
increases in 1969. For example, the $2.5 billion increase in social
security—you will not, unless you have a new social security bill this
year,have that same sort of growth next year in these trust funds. It
will be somewhere between $1.7 billion and $2 billion; you have $2.5
billion worth of growth here from last year's legislation which you
would not expect next year. Then, you have in Defense an increase of
$1.3 billion for Vietnam, which you would normally not expect, so that
this is an extraordinary expense.
On the Federal pay increases, we had last year, this year, and next

year major increases in pay which are essentially a catching-up process,
which you would not think of as a normal increase in budgetary out-
lays. In fact, the effect of pay increases in 1969 will really be close to
$2 billion because the 1968 pay increase, the one the employees got last
October, was only in effect in fiscal year 1968 for 9 months, but will be
in effect for 12 months during fiscal year 1969. That really adds another
$400 million to this $1.6 billion for pay increases shown on the chart.

Similarly, you wouldn't expect interest to be up $900 million year to
year if we had the tax increase and interest rates were lower. So that
even though the $10.4 billion is a very much lower number in terms of
past experience, it includes some very extraordinary expenditures
which would not normally be conceived of as normal growths in
expenditures.

CHANGES IN BUDGET EXPENDITURES (OUTLAYS) FOR "CONTROLLABLE"
CIVILIAN PROGRAMS

Mr. MAHON. With respect to this—
Mr. ZWICK. I was going to go on and break out what this half-a-

billion-dollar increase in controllable civilian programs is for.
Mr. MAHON. Go ahead; break it out.
Mr. ZWICK. On this next chart.
Mr. MAHON. With respect to this chart, you should make it clear for

the record that you are talking about an increase in expenditures next
year of some $10.4 billion. You are talking about an increase in expendi-
tures, not the increase in new appropriations—new budget obliga-
tional authority—is estimated at $15.2 billion, not $10.4 billion?
Mr. ZWICK. That is correct.
Mr. MAHON. We will be acting on the basis of the $15-billion con-

cept, not the $10 billion?
Mr. ZWICK. You will be acting on some part of the $15 billion,

because some of it is already authorized by previous actions; that is
correct.
I would like to turn now to the increase of half a billion dollars in

relatively controllable programs and see what it consists of.
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CHART 12

Mr. ZWICK. The $0.5 billion net increase consists of gross increases
of $3 billion and decreases of $2.5 billion. It is in this area where much
of the debate on the budget will come; $2 billion of the $3 billion gross
increases are payments on prior contracts. The biggest items of increase
in controllable civilian outlays are the model cities program and urban
renewal, other HTTD activities. The supersonic transport, I think, is
up $250 million, if I remember the numbers correctly.
To sum up, as chart 12 shows, there are payments on prior con-

tracts of $2 billion and other increases of $1 billion, making an increase
of $3 billion, offset by $2.5 billion of decreases with a net of $0.5 bil-
ion. The major decrease is a reduction in FNMA market purchases
of $1.4 billion.
As you know, we are proposing in legislation—the cities message

has not come up, so we have not yet spelled it out in detail—several
reforms: (1) a removal of the interest rate ceilings; and (2) a con-
version of the Federal National Mortgage Association secondary
market operations to a private instrument as was anticipated in the
legislation setting it up. We only have in the budget, therefore, for
fiscal year 1969, $1 billion worth of mortgage purchases under these
operations of FNMA. In contrast, in fiscal 1968, with the very tight
money conditions that we have had, FNMA purchases of mortgages
in support of the homebuilding industry are estimtaed at $2.4 billion.
Thus, there is a major reduction in FNMA. All other decreases, to-
gether, add up to $1.1 billion. These decreases are detailed on pages
20, 21, and 22 of the budget, in terms of program levels. They repre-
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sent budget cutbacks or program reforms. They cut across almost
every agency of the Government and every sector of the economy.
They are going to be, I am sure, painful. We are going to have a lot
of dialog about them.
I think the point that we are trying to make here is that we are

going to increase selectively some programs, your prime programs—
for example, the crime prevention program will be up more than 25
percent. As you know, the President sent up a message on crime
yesterday. Another example is manpower training, in which we are
trying to provide jobs for hard-core unemployed; appropriations for
1969 for manpower training are up $442 million. If we are going to
selectively increase programs, we have got to make room through
decreases. I think much of the debate will range on where the de-
creases should come.

EXPENDITURE REDIXTION OF $1.4 BILLION

Mr. MAHON. Mr. Director, you made reference to a certain state-
ment in the budget with regard to removing interest rate ceilings?
Mr. ZWICK. That is correct.
Mr. MAHON. I wish you would place that in the record at this

point.
Mr. ZWICK. Yes, sir.
(The requested information follows:)
A statement regarding removing interest rate ceilings is found in the Pres-

ident's budget message (p. 33 of the Budget), together with a discussion of
related proposals. The President said:
"Specific steps * * * are being proposed to the Congress, including authority to

lift the ceiling on interest rates for FHA and VA mortgages, which currently
discourages savers from investing in mortgages."

Mr. MAHON. You are making the point that unless legislation is
passed with respect to FNMA, as indicated by your chart, all else being
equal, the budget deficit would not be $8 billion, but $1.4 billion more?
Mr. Zwicx. Yes, sir. That is one of two possibilities: (1) the budget

deficit would be $9.4 billion or; (2) we could abandon the home-
building industry—in other words, by administrative action we could
just not make any more money available. When that happened, as
it did in 1966, Congress voted over $1 billion worth of special funds.
One way or another I suspect that these expenditures would be made
and that the deficit would be closer to $9.4 billion than $8 billion.

PROGRAM CUTBACKS AND REFORMS PROPOSED IN THE 1969 BUDGET

Mr. MAHON. Insert the list that you referred to with respect to the
cutbacks and reforms.
Mr. ZWICK. We will do that.
(The information follows:)
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BUDGET PROGRAM REDUCTIONS AND REFORMS

[Fiscal years, In millions]

Cuts below 1968 program
Agency and program level, as funded

Budget Reductions

1969

Agriculture:
Farm operating loans  —$50
Rural electrification loans  —45
Forest roads and trails  —29
Sewer and water loans  —22
Water and sewer grants  —3
Watershed protection program  —17
Flood prevention program  —11
Agriculture research  —15
Forest protection and utilization  —2
Great plains conservation prdgram  —2
Other  —1

Subtotal, Agriculture  —197

Commerce:
Ship construction  —156
Research—Maritime Administration  —7

Subtotal, Commerce  —163

Health, Education, and Welfare:
College facility grants  —224
Books, equipment, guidance, and testing grants  —120
Health research facilities construction  —29
School aid to federally impacted areas  —17
Medical library construction grants  —10

Subtotal, Health, Education, and Welfare  —400

Housing and Urban Development:
Grants for basic water and sewer facilities  —$25
Public facility loans  —10
Special assistance for market rate mortgages—Federal National Mortgage Association_ __ —27

Subtotal, Housing and Urban Development  —62

Interior:
Reclamation program  —27
Indian construction programs  —22
Road programs  —6
Sport fisheries construction  —5
Commercial fisheries construction  —1

Subtotal, Interior  —61
Justice: Elimination of new prison construction  —I
State: Educational exchange  —1

Atomic Energy Commission:
Production of special nuclear materials  —12
Nuclear rocket program  —10
Space electric power  —8
Civilian application of nuclear explosives (Plowshare)  —6

Subtotal, Atomic Energy Commission  —36
General Services Administration: Construction  —143
National Aeronautics and Space Administration: Manned and unmanned exploration and other
programs  —447

National Science Foundation: Institutional science programs  —31

Small Business Administration:
Business loans 
Economic opportunity loans 
Investment company loans 

—40
—25
—25

Subtotal, Small Business Administration  —90

Total, budget reductions  —1,632

91-376 0-68---6
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1969 1970

PROGRAM REFORMS

Agriculture: Agricultural conservation program—limit to practices with long-term benefits —$120 —$120

Health, Education, and Welfare: School aid to federally impacted areas—tie payments more
closely to Federal burden —100

Housing and Urban Development: Private housing—place greater reliance on the private
market (requiring change in statutory interest rate ceilings) —669 —669

Labor: Institute user charges to recover expenses under Longshoremen and Harbor Workers
Compensation Act —3 —3

Transportation:
Airway services—increase taxes on users —40 . —55
Waterways—impose tax on users —7 —14
Highway trucking—increase tax on diesel fuels and apply graduated use tax by weight  —239 —250

Subtotal, transportation —286 —319

Veterans' Administration:
Compensation—eliminate statutory payments for cases of arrested tuberculosis —54 —54
Burial benefits—eliminate duplication with social security —46 —46
Pensions—count railroad retirement benefits as part of income in setting amount of

veterans pension —7 —7

Subtotal, Veterans' Administration —107 —107

Small Business Administration: Disaster loans—employ more equitable and rigorous criteria_ —50 —50

Water resources projects of several agencies—raise the interest rate used for evaluating
projects 

Total, program reforms —1,235 —1,368

Grand total, budget program reductions and reforms, 1969 —2, 867  

1 While no immediate savings are realized, the long-term effect could be substantial.

Mr. Zwicii. This gives you a general feel for where the $10.4 bil-
lion increase in the budget is to go, and breaks out the half billion dol-
lar increase in controllable outlays into the increases and decreases.

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS

I have just a couple more charts. One I thought you might be inter-
ested in is the relationship of the cuts and increases to Federal aid
to State and local governments, an issue that we are all vitally
interested in.
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CHART 13

Mr. ZWICK. I think the moral of the message shown on Chart 13 is
that even though we held the budget down significantly in 1969, and
it did not show the same absolute growth rate as we had in 1968 over
1967 and 1967 over 1966, we are continuing a vigorous program of aid
to State and local governments. It is up roughly $2 billion in 1969
over 1968. It was up $3 billion in 1968 over 1967. The point we are
trying to make here is that we have continued a significant increase
in Federal aid. If you think of it in terms of the $3 billion gross in-
crease within the roughly half a billion dollar net increase in control-
lable outlays we talked about earlier, an almost $2 billion increase is
going to be in terms of aid to State and local governments.
I think in the setting of priorities and support of specific programs

we have given priority to aiding State and local governments.
I have two final charts which summarize the cutbacks that you find

on pages 20, 21, and 22 of the budget document. First there are budget
reductions of $1.6 billion below the 1968 program levels as appropri-
ated by Congress.



BUDGET PROGRAM REDUCTIONS
(Fiscal Year — in Millions)

Cuts Below 1968
Program Program Level as

Funded

Budget Reductions: 1969 

NASA (Manned Space Flight and Other)    — $ 4 4?
Education Programs (Mainly Books and Equipment and College Facility Grants) .. — 3 6 1
Agriculture Loan Programs and Other     — 1 9 7
Ship Construction Subsidies and Research   . — 1 6 3
General Services Administration (Construction)   —1 4 3
Small Business Administration (Loan Programs)   —90
Interior (Construction) — 6 1
Health Facilities (Research and Medical Library)  — 39
Atomic Energy Programs (Special Nuclear Materials and Other) . .   —36
Other Reductions   —95

Total Budget Reductions     —1,632
CHART 14

Mr. ZWICK. NASA has the largest reduction—S447 million. Educa-
tion programs, primarily construction and books and equipment, are
down $361 million. Agriculture, primarily loan programs is down
$197 million. Ship construction subsidies and research are down $163
million. You can read them in detail on pages 20 through 22 of the
Budget. We just wanted to give you the flavor of it.
You will see running through this list two priorities: One, a,

deferment, a stretchout, a holdback on construction activities. Simi-
larly we have kept a tight rein on lending programs because of
the tremendous pressures we are putting on the financial market that
Secretary Fowler spoke about earlier. You will find in the loan pro-
grams in 1968, net lending is $5.8 billion and in 1969 net lending will be
$3.3 billion. So you have had a significant holddown in construction
activities and loan activities spreading across all programs.
In addition to the program reductions, we have proposed a number

of program reforms.
Mr. MAHON. Mr. Director, before you go into the program reforms,

you were talking about budget reductions. You did not make it clear
whether you were talking about expenditures or new obligational
authority.
Mr. ZWICK. I am sorry. It is program level on the chart, mainly

obligations, but including some new obligational authority, or budget
authority, as we use it in the new concept. This might be a good time
to mention that we have developed a new nomenclature with the new
budget format. The one you have probably heard already is "budget
outlays". We have used outlays" to mean the sum of expenditures in
the expenditure account plus net lending in the loan account. So rather
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than saying "expenditures minus net lending" or some phrase like that,
we are now using the word, "budget outlays" to mean the sum of
expenditures plus net lending. That is what we used to call "expendi-
tures" in the old budget. We are using the words "budget authority"
to include new obligational authority for the expenditure account and
loan authority for the lending account. So you have total budget au-
thority being NOA in the expenditure account plus loan authority in
the loan account. It is very similar to the old concept, but just a
slightly different nomenclature.

BUDGET PROGRAM REFORMS
(Fiscal Years - in Millions)

Program 

Program Reforms:
Private Housing -Place Greater Reliance on the Private Market
Transportation - Charge Users for Benefits Received  
Education -Tie Impacted Aid More Closelg to Federal Burden
Veterans- Eliminate Overlapping and Outmoded Benefits
Agricultural Conservation Program-Limit to Long-Term Benefits 
SBA Disaster Loans-Emplog More Equitable and Rigorous Criteria
Water Resources Projects-Raise Interest Rate Used for Project Evaluation
Other Reforms  

Total Program Reforms     -1,235 -1,368
_v /mmediate, .60 SubstamVol Long -Term Savings

Cuts Below 1968
Program Level,as

Funded

CHART 15

19 6 9 1970

—0669 — 669
— 286 — 319

— 100
—107 —10?
-120 — 120
— 50 — 50

—3 —3

Mr. ZWICK. As you can see, the reforms include user charges, pri-
marily in the transportation area. The housing item includes FNMA
special assistance programs and also involves removal of the statutory
interest rate ceiling on FHA insured mortgages. We are proposing
to eliminate some overlapping outmoded benefits in VA, to reduce
the agricultural conservation program, to set up new criteria for
water resource projects, et cetera. The detail, again, is spelled out on
pages 20 through 22 of the budget.
I think that gives you a quick overview of the contours of the 1969

budget. Secretary Fowler and I, of course, will be happy to try to
answer any questions you may have.
Mr. MAHON. I wish you would state when the record comes to you,

or now, whether all of these reforms to which you referred require
action by Congress in the legislative field.
Mr. ZWICK. No, sir; all of them do not require legislation. The

majority of them require legislative action, but not all of them. For
example, the institution of tighter criteria in the disaster loan pro-
gram of the Small Business Administration is an executive action and
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we can take that directly. But the major proportion of the reforms will
require legislative action, that is correct.

QUESTION OF RESTRAINT IN PREPARING THE 1969 BUDGET

Mr. MAHON. Thank you, Mr. Director, for a very excellent state-
ment which will, of course, be available to us throughout the year.
I would like to ask each of you to give your views as to whether or

not you regard this as a so-called "tight" budget. I would like for you
to explain whether or not there was considerable restraint used in
the preparation of the budget.
Mr. Secretary, you spoke of the difficulty of getting a tax increase.

I think one good byproduct of the difficulty has been focused on the
expenditure side. So will you, Mr. Secretary, tell us whether or not
there was restraint used and, if so, document it.
Then I wish you would answer the same question, Mr. Zwick.
Secretary FOWLER. I will make mine very short, Mr. Chairman.

Since the transfer of the Bureau of the Budget from the Treasury De-
partment in the mid-1930's to the Executive Office of the President,
the Secretary of the Treasury and his staff have had quite limited
responsibility and participation in the review of the individual ex-
penditure programs that go into the budget. Therefore, I do not have
any fingertip acquaintance with the appraisals that went on. These
are matters that are reviewed intensively by the Bureau of the Budget
with each individual department and agency and thereafter reviewed
by the President with the Bureau of the Budget.
My participation in that process is limited to the general dimensions.

I am usually there exhorting in very general terms to hold everything
down and cut everything that can be cut, but I am not a daily partici-
pant in the exercise.
My main impressions of this go to the closing months of last year

when my major participation was in trying to forge what were hope-
fully two titles in the tax bill—title I having to do with increase in
taxes, and title Tithe across-the-board reduction in expenditures. Title
II was lopped off and became the basis for the continuing appro-
priation act, with which this committee is familiar.
Mr. MAHON. Will you respond, Mr. Zwick?
Mr.ZWICK. Yes, sir, Mr. Chairman.
I think, obviously, we view it as a very stringent budget and I would

illustrate that in four different ways.
First, the $10.4 billion increase between 1968 and 1969 is smaller than

the increases we have had in recent years. I think that is one indication.
Second, that smaller increase, $10.4 billion compared to $17.2 billion

between 1967 and 1968 and $23.8 billion between 1966 and 1967 was
accomplished after we had a cutback program in fiscal 1968. It
is one thing to talk about how big the increase is from year to year, but
we want to know whether we are doing it from a very tight level or
after we have just had a big year of appropriations. In this case the
smaller increase is on top of the 1968 cutback. I think that fact adds
weight to the tightness of the budget.
The third observation I would make is one I made a few moments

ago; as you go through that $10.4 billion increase you find a large num-
ber of extraordinary costs and growth in expenditures which you
would normally not expect to find. For example, there is the $2.5
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billion increase in social security because of the new law, and you do
not enact social security legislation every year. You would not have
showing up next year the $1.3 billion increase for Vietnam, or the
$1.6 billion for pay. You add these together and you have something
like $5 or $6 billion which I would call extraordinary, not normal
growth, in expenditures.
Let me be clear. I cannot imagine a year in which you would not

have some extraordinary expenditures, but you would not expect to
have $6 billion or so extraordinary expenditures in 1 fiscal year. They
make up a large part of that $10.4 billion growth.
And then, fourth, if you compare that growth of $10.4 billion to

what we call normal growth in revenue—what are sometimes called
the fiscal dividend, the additional revenues that come to the Gov-
ernment with an unchanged tax structure, which just result from a
larger economy with higher profits and higher personal income—our
estimate is that the normal growth in revenue in fiscal 1969 would be
$11.5 billion. Therefore, the growth in expenditures, including the
special costs of Vietnam, is less than the normal growth in revenue—
we have held expenditures down, even in the face of Vietnam, to a
growth which is less than the normal growth in revenue. I think
those are the four ways to look at this question of a tight budget.
Mr. MAHON. You have talked now about restraint in expenditures.

I wish you would also address yourself to restraint used in making
up the requests for additional appropriations. Of course, there is
some relationship between the expenditure increase of $10.4 billion
estimated and the appropriations, but I wish you would, in revising
your remarks, point that out.
As was pointed out a few moments ago, you are requesting an in-

crease in appropriations of about $15.2 billion.
Mr. Zwtox. Yes.
Mr. MAHON. And relate that to the previous years at this point. You

do not have to give that testimony at the moment.
(The information follows:)

BUDGET AUTHORITY

[In millions]

Fiscal year
Increase over
preceding
fiscal year

1969 estimate $201,723 $15,224
1968 estimate 186,499 3,937
1967 actual 182,562 (1)

1 Time has not yet permitted computation of budget authority for fiscal years prior to 1967 in terms of the unified budget
concept.

It should be noted that comparisons of budget authority from year to year can
be very misleading in a short time span. As the President pointed out in his
budget message, current action by the Oongress to provide budget authority varies
widely from year to year because in several large programs—highways, TVA
electric power construction, college housing loans, and secondary market func-
tions of the Department of Housing and Urban Development, for example—
budget authority is provided in one year to cover a number of succeeding years.
In fiscal year 1968, there is a considerafble variation in the amount of such multi-
year authority, netting to a sizeable decrease as shown by the following examples:
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[Budget authority in millions]

1967 1968 1969

Tennessee Valley Authority, borrowing authority for power construction 1,000  
Housing and Urban Development:

FNMA—secondary market operations 3,931 537 159
College housing loans 600 1,900 585

PROPOSALS FOR ADVANCE APPROPRIATIONS

Mr. MAHON. Now, Mr. Director—and I would like for the com-
mittee to be particularly alert to this problem—what about advance
appropriations or authorizations?
As I understand, you ask that we appropriate, at this session $1.2

billion for elementary and secondary education for fiscal 1970. We
have been following a similar advance financing policy in respect to
airport grants aid, mass transit grants, and urban renewal grants. I
wish you would expand with respect to this elementary and secondary
education appropriation for fiscal 1970.

Also, what is the total and tell us whether it is in the $201 billion.
Mr. ZWICK. The advance funding would not be in the $201 billion

budget authority for fiscal 1969.
Mr. MAHON. But you are asking for the appropriation this year.
Mr. ZWICK. That is right.
Mr. MAHON. Why is it not? Of course it is not for fiscal year 1969

but the action, if we follow your recommendation, we would be grant-
ing the obligational authority during fiscal 1969. So why would it
not be counted that way?
Mr. ZWICK. Because the funds would not be available for obligation

until 1970. I think I will turn to Mr. Cohn, the Assistant Director, for
the technical explanation, but let me first make an observation on
what gave rise to this problem.
As the appropriation actions have come later and later in the

calendar year, it has become very difficult for state and local govern-
ments, particularly school districts, to do their planning on a school
year cycle. And we have been under tremendous pressure to give
some indication, some assurance to them of the funds that will be
available so they can have orderly planning. What has happened in
the past-Land I cannot document this so I guess it is in the form of
hearsay—is that when these appropriations have come in late, the
local school districts have had to have very conservative estimates
of what they were going to get. Then, when they got more money
than they anticipated or budgeted, this went into equipment and so
forth.
Mr. MAHON. You can elaborate for the record. We are all familiar

with the hardships and the unbusinesslike situation that the previous
system has brought about. I think we are all interested in seeing that
the schools know in adequate time how to plan their programs if they
do not know how much money they are going to get.
Are there other items than elementary and secondary education

where you follow this technique in this budget?
Mr. ZWICK. There are one or two others. This is where a 10-day-old

budget director stalls.
Mr. MAHON. Mr. Cohn, would you comment?
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Mr. CoHN. I think you have ticked off the ones I recognize, Mr.
Chairman: the airport grants, mass transit, urban renewal, and ele-
mentary and secondary education.
I might add, in answer to your first question, that the treatment of

this advance authority as 1970 budget authority rather than 1969 is
consistent with the practice we have used in the past.
For example, for airport grants, that money will not be available

for obligation until the year ahead and therefore we count it as budget
authority in the year ahead. We do this too—and I think it is safe to
pick an example from another committee—in contract authority for
highways. Several years ago the Public Works Committee enacted con-
tract authority for highways, which was so much for 1967, so much for
1968, so much for 1969, so much for 1970, and then said these amounts
could be available for obligation in the year preceding. In this case, we
have counted in 1967 the amount enacted for 1968 because the legisla-
tion said it could be available in 1967.
Mr. MAHON. You may elaborate on that for the record.
(The information follows:)

Proposed provisions of advance budget authority for fiscal year 1970, by 90th
Congress, second session

Health, Education, and Welfare: Office of Education: Elementary and
Millions

secondary educational activities $1,200
Housing and Urban Development:

Urban renewal programs:
Contract authorization 1,400
Appropriation to liquidate contract authorization (1,400)

Urban mass transportation fund 230
Transportation: Federal Aviation Administration: Grants-in-aid for
airports  65

Total  2,895

NOTE.—Advance contract authorizations to be available for fiscal year 1970
will also be proposed for road construction programs in the Departments of
Agriculture, Interior, and Transportation and for the highway beautification and
State and community highway safety programs in the Department of Trans-
portation. The amounts to be proposed are still under consideration.
There is a single rule of long standing that is followed in the budget presenta-

tion of proposed or enacted budget authority. Budget authority is always shown
under the fiscal year in which it becomes available for obligation. Since the
above authority is intended to become available in fiscal year 1970, it is not
shown as 1969 authority. Similarly advance budget authority for elementary
and secondary education activities proposed to be enacted in fiscal year 1968 for
1969 is shown as 1969 funding.

PROPOSED 1968 FY SUPPLEMENTAL REQUESTS

Mr. MAHON. Let us refer to the proposed requests of some $3.3 bil-
lion in supplementals for the current fiscal year 1968, ending this June
30th. Tell us something of the character of this total. And are we going
to have a continuing number of supplemental requests, or do you think
you are going to have one principal package and chop it off at that?
Mr. ZWICK. We anticipate four, perhaps five supplementals of the

following character: The President has what we call the zero supple-
mental for Defense. This requests no new money for Defense, but it
allows Defense to transfer moneys from some accounts to other ac-
counts, roughly $1.7 billion between accounts. Secondily, it allows
them to transfer within accounts moneys that were reserved under
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Public Law 90-218, under the 2-10 formula, for non-Southeast Asia
purposes over to Southeast Asia. So you will be getting momentarily
what we call the zero defense supplemental which does nothing but
transfer money within the totals they already have.
Mr. MAHON. All right, that is one. •
Mr. ZWICK. Second, you should be getting, hopefully this week,

what we have called an urgent supplemental. It involves four items,
three of which are mandatory under law. One, payments of prior
claims and judgments; two, public assistance; three, unemployment
compensation for Federal employees and ex-servicemen. A fourth
item is grants for rehabilitation services and facilities, and if they do
not get these moneys by March 1, they are going to have to close down
some operations and we are going to stand a chance of losing $5
million worth of Federal investment.
So you are getting what we call an urgent supplemental, things that

have to be acted upon very quickly. There are only four items in it.
I would hope it would be up in the next several days.
We expect then, within two or three weeks, to come up with what

you would consider your normal supplemental, with the major pro-
gram change items that we are talking about. In addition, there should
be a supplemental for pay increases only. Finally, there may or may
not be at the end of the session a clean-up supplemental.
This is the pattern as we anticipate it now. A zero increase Defense

supplemental which allows transfers and reprograming, an urgent
supplemental which should be up in the next few days with four
items in it, the regular program supplemental, and then another sup-
plemental on pay will be coming up. Within three weeks we would
hope to have all of the supplementals up except for the possibility of
any clean-up supplemental at the end of the session.

QUESTION OF BALANCING THE BUDGET IN FISCAL YEAR 1969

Mr. MAHON. Mr. Director, let us assume for the purposes of discus-
sion that Congress passes the surtax increase as requested in the new
budget; that Congress approves all of the new user charges and all
other revenue raising measures proposed in that budget; and there-
fore place ourselves in the position, if your present estimate holds up,
of having an $8 billion deficit for fiscal 1969.
Now, having done that, suppose Congress should say, "Well, in

order to do better, and to achieve a balanced budget in 1969, we will
cut expenditures by $8 billion at this session and achieve that long-
sought but elusive balance in the budget. How would you analyze that?
Mr. ZWICK. I have two reactions.
One, we looked long and hard at that budget and we concluded

in terms of the needs and requirements, both internationally and do-
mestically, that this country faces, it would not be prudent to cut
the budget that severely. From a program emphasis, needs of the
country, point of view, we just could not do that. Perhaps Congress
can find ways of doing that.
Point two, as a fiscal policy argument, is this good policy? I think

we would be somewhat concerned, and Secretary Fowler may want
to elaborate on this, to have this violent swing from a Federal sector
which has had a huge deficit into a balanced position within a short
period of time.
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As I indicated as I went through the charts, we will be going from
a deficit position of $14 billion to a $4.7 billion deficit in the expenditure
account. In the Federal sector of the national income accounts, which
ties in with data the Department of Commerce generates for the
national income accounts for the entire Nation, and which most econ-
omists look at in viewing fiscal policy, there will be a deficit of $2.5
billion for fiscal 1969. By the turn of calendar 1969, we expect to be
roughly in balance on the national income account basis, and if you
went into balance, you would be in a surplus position on the national
income account basis in the first half of 1969.
Now, your proposal would be a severe turnaround in Federal activi-

ties, and I would want to go back and meditate with our staff to
know exactly what it would do. But my offhand reaction would be
that such a severe turnaround in Federal spending policy might be
inappropriate from a fiscal policy point of view.
Mr. MAHON. You do not mean to say that a balanced budget would

be so shocking it would upset the economy's applecart, do you?
Mr. Zwics. No, sir. We think we are going to have a balanced

budget starting in the second half of fiscal 1969, the first half of
calendar 1969. We are saying that the rate at which you approach
these things is a relevant consideration.
Mr. MAHON. I do not think you got quite the point that I was

seeking to make, and perhaps did not make very well.
How much would we have to reduce the appropriation requests in

order to achieve the $8 billion reduction in the expenditure estimates?
Mr. ZWICK. I missed your question completely.
Mr. MAHON. Your response was helpful.
Mr. ZWICK. If we take the 1968 experience, we cut appropriations

$10 billion and got $4.4 billion of expenditure reductions. That was
after the year started. If you took these actions early in the session—
I would guess the 50 percent rule is not too bad—you would have to
cut appropriations $16 billion.
Mr. MAHON. In order to achieve
Mr. ZWICK. —an $8 billion cut in expenditures, depending on

where you take it. If you take it from construction programs, it has
to be a deeper appropriation cut. If you take it out of current, fast
spending, programs for salaries or grants to State and local govern-
ments, you could do it with a smaller reduction in appropriations.
But I would guess a $16 billion reduction is the order of magnitude
you are talking about.

FEDERAL AIDS TO THE POOR

Mr. MAHON. I would like to get some figures in the record on Federal
aid to the poor. The budget message classifies, on page 36, the total in
Federal aid to the poor as something like $27.7 billion—estimated—
for fiscal 1969. Do you have a more detailed table you could insert with
whatever accompanying explanation of its concept or dimensions that
may be necessary that would be helpful to us in this respect?
Mr. ZWICK. Yes, we do, Mr. Chairman. I can readily tick off the

major headings: education, $2.5 billion; work and training, $1.6 bil-
lion; health, $4.7 billion; cash benefit payments, $15.9 billion; others,
which include food programs under Agriculture, public housing, and
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Appalachia programs, $2.9 billion. We can give you the detail within
these categories of the total.
(The information follows:)

TOTAL FEDERAL AID TO THE POOR

NOTE.—The tabulation prepared by the Bureau of the Budget does not encom-
pass all programs which affect the poor, but only those that have special impact
on them qua poor. The following are the criteria used in selecting the programs for
inclusion in the tabulation.

1. Programs which are aimed at the poor in general or at a specific group of
the population who are poor (example, Indians) or at a particular region which
is considered poor (example, Appalachia). Major programs in this category
include:

Title lot ESEA
Economic Opportunity grants
Work study
Adult basic education
Head Start
Indian health, education, and welfare
Job Corps
Work incentive activities
Neighborhood Youth Corps
Concentrated Employment Program
Public assistance
Food stamp program
Appalachian program
Aid to depressed areas and regions
Comprehensive health centers
Day care centers
All other 0E0 programs

2. Programs which are aimed principally at low income groups of which the
poor constitute a significant proportion. Major programs in this category include:

NDEA student loans
Health insurance for the aged
Medicaid
Veterans disability pensions
Veterans survivor pensions
Direct distribution and removal of surplus agricultural commodities
Minimum wage enforcement
Grants for maternal and child health and welfare
Low rent public housing
Comprehensive city demonstration program
10-year housing program

3. Programs which are open to all regardless of income but which are taken
advantage of most by low income groups. Major programs in this category include:

Vocational education
MDTA
Selective Service System rejectee program
VA hospital, nursing, domiciliary and outpatient care
Grants for vocational rehabilitation service
Grants for neighborhood facilities

4. Programs which are open to all regardless of income but which contain
specific benefits to the poor or to the very low income groups. Major programs in
this category include:

OASDI
Railroad retirement program
Unemployment insurance
Veterans survivor compensation
School lunch and special milk programs
Rural housing loan program

Programs in the first category are included in the tabulation at 100 percent. For
the remaining categories only that portion of a program which is estimated to
relate to poor beneficiaries is included. It should be emphasized that this tabula-
tion relates to outlays of the Federal Government assisting the poor and should
not be taken to measure the benefits that the poor derive from these programs.
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ESTIMATED FEDERAL FUNDS FOR PROGRAMS ASSISTING THE POOR, FISCAL YEARS 1960-69

[Billions of dollars]

Category and program 1960
actual

1963
actual

1967
actual

1968
estimate

1969
estimate

Education:
Health, Education, and Welfare: ESEA Act of

1965, title I  1. 1 1. 2 I. 2
Other (1) (I) .4 .6 .7

Office of Economic Opportunity: Headstart,
Followth rough, etc .4 .4 . 5

Interior: Indian education 0.1 0.1 .1 . 1 . 1

Subtotal .1 .1 2.0 2.3 2.5

Work and training:
Health, Education, and Welfare: Work incentive

activities (9 . 1
Office of Economic Opportunity .8 . 8 1. 1
Labor: b MDTA, etc (9 (1) .2 .3 .4

Subtotal (1) 1.0 I. 1 1.6

Health:
Health, Education, and Welfare:

Health insurance for the aged a  1.3 1. 7 2. 0
Public assistance medical care .2 .4 .9 1.4 1. 7
Other .1 .1 .3 .3 .3

Veterans' Administration: Hospital and domi-
ciliary care .3 .4 . 5 .6 .6

Office of Economic Opportunity . 1 . 1 . 2

Subtotal .6 .9 3.2 4.1 4 . 7

Cash benefit payments:
Health, Education, and Welfare:

OASDI a 4.0 5.3 6.7 7.9 8.9
Public assistance 1.8 2.3 3.0 3. 5 3.6

Railroad retirement a .4 .3 .3 .4 .4
Veterans' Administration: Compensation and

pensions 1.6 2.0 2.3 2.4 2.5
Labor: Unemployment insurance . .5 .6 .4 .5 .5

Subtotal 8.3 10.4 12.8 14.6 15.9

Other social, welfare, and economic services:
Agriculture:

Food programs .2 .3 .3 .4 .5
Other (1) .1 .1 .2 .2

Commerce: EDA . 1 .2 .2 .2
Office of Economic Opportunity . 3 .4 . 5
Department of Health, Education, and Welfare__ .1 1 .4 .4 .5
Housing and Urban Development:

Public housing and rent supplements . 1 . 1 .2 .2 . 3
Other (9 .1 .3

Interior: Services to Indians, eto .1 .2 .4 .3 .3
Labor (1) (1) (9 (1) (9
Small Business Administration: Economic op-

portunity loans () (1) (9
Appalachian program (FAP) . 1 . 1 . 1

Subtotal .5 1.0 2.0 2.4 2.9

Total 9.5 12. 5 21. 1 24.6 27. 7

I Less than $50 million.
a All trust funds.
b Includes some trust funds.

NOTES:
Totals may not add due to rounding.
The amounts shown in this table are (a) NOA's for regular budget accounts except where program level is the more

meaningful concept, and (b) expenditures for trust funds.

QUESTION OF BALANCING THE BUDGET IN 1969

Mr. MAHON. Mr. Secretary, you might give us your comment on the
matter of a balanced budget in fiscal 1969, the issue which we discussed
a few moments ago.

Secretary FOWLER. I have two observations to make, Mr. Chairman.
I think it is most important to reverse the direction in which we
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have been moving to reverse sharply and decisively the trend toward
increased fiscal deficit financing which began with our increased par-
ticipation in hostilities in Southeast Asia in the fiscal year 1966. To
move from that direction and to start back down the road to balances
and surpluses in a sharp and decisive manner is a great deal more im-
portant than to reach there all in one fell swoop.
I will only cite one bit of historical experience in that regard. In

fiscal year 1959 and 1960 there was a shift from a deficit of approxi-
mately $13 billion in fiscal 1959 to a $1.2 billion surplus in fiscal 1960,
all in the compass of 1 year. That factor combined with certain other
factors resulted in the recession of calendar years 1960 and 1961.
So my own concern would be that we reverse the direction .we have

been taking, not just a billion dollars or two by reducing expenditures
to lower the deficit from $21 billion to $19 billion, but by taking a
really substantial chunk out of the deficit.
As has been indicated by Mr. Zwick, in terms of expenditures—as

distinct from lending, which has a different economic impact—you
have a deficit of about $4.7 billion. Of the so-called national income and
products account basis, which is the measure that economists use most
precisely to define a restrictive budget, it would be even smaller, closer
to $2.5 billion for the fiscal year.
Mr. MAHON. I wish you or Mr. Zwick in your testimony in this

general area of discussion would make very clear for the record what
we mean by the national income account budget.
Secretary FOWLER. We will, Mr. Chairman.
(Note: Additional information may be found beginning on p. 94.)
Secretary FOWLER. May I add one more thing?
Mr. MAHON. Yes.
Secretary FOWLER. I think we must also view the confluence of what

is happening in the Federal side of the economy, Federal expenditures
and deficit, with what is happening in the private sector at the same
time. If the private sector were going right through the window,
then we ought to go to a budget surplus rather than just trying to
eliminate the deficit. The sharpness and the trajectory of the decline
is something, as I think Mr. Zwick indicated, that would give us a little
concern. Although this Secretary of the Treasury, if he had a free
road, might have asked for a little bit larger tax increase than he did,
in view of the lack of success he has been having in the last half year to
get that 10 percent and in view of the economy and the prospects, I
just do not think, as a practical matter, I could ask for a little more.
Mr. MAHON. Mr. Secretary, I believe you are a Virginian. Your dis-

cussion with respect to trends and to the direction toward a balanced
budget reminds me of a statement once ascribed by former Senator
Robertson, of Virginia, to the famous evangelist, Billy Sunday. With
respect to trends, Billy Sunday is supposed to have said that he would
rather be standing one foot from hell headed toward Heaven than be
a thousand miles away headed in the wrong direction.

Secretary FOWLER. If you could look inside my heart, I would like
to be moving in the direction of balance in very large steps both in
terms of our budget deficit, our balance-of-payments deficit, and our
economy. We want to have a balanced economy, not achieving re-
straint through strictly monetary measures, which means the housing
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industry would be depressed while everything else goes along pretty
well, but achieving a balanced economy. So balance in three terms is
what is in my heart—toward balance in the budget deficit, toward
balance in our international accounts, and toward balance in the
economy.
Mr. MAHON. On that note, we will conclude until 2 o'clock.

NATIONAL INCOME ACCOUNT AND PRODUCT ACCOUNTS

(Note.—The following is supplied in response to an earlier request:)
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SPECIAL ANALYSIS B

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT
ACCOUNTS

The budget is designed to serve many purposes:
• It represents a proposed allocation of resources to serve national

objectives, between the private and public sectors, and within
the public sector;

• It is an economic document which embodies the taxing and spend-
ing policies of the Government for promoting high employment,
price stability, growth of the national economy, and maintainance
of the Nation's balance of payments;

• It sets forth the President's requests to Congress for appropriation
action on existing or new programs, and changes in tax legisla-
tion;

• It is a report to the Congress and the people on how the Government
has spent the funds entrusted to it in past years.

No single budget concept can completely satisfy all purposes. The
budget is designed to provide a unified picture of the Federal Govern-
ment's finances, while other series—such as the Federal sector of the
national income accounts (NIA)—focus on specific areas of concern
for various other purposes.

In past years, the budget document included a special analysis
which concentrated on explaining the relationship among the three
most widely used measures of Federal financial transactions: (1) the
administrative budget, (2) consolidated cash statement (receipts
from and payments to the public), and (3) the Federal sector of
the national income accounts. In accordance with the recommendations
of the President's Commission on Budget Concepts, neither the ad-
ministrative budget nor the consolidated cash will be utilized as major
measures of Federal finances. The relationship between the new budget
and these two older concepts is discussed in detail in Special Analysis A.
The budget document and related Treasury reports provide detailed

information on the finances of the Federal Government. The national
income accounts of the United States are the most widely used
measures of aggregate economic activity in the country. This analysis
is designed to explain the relationships of the budget to the Federal
sector of the national income accounts, and to present the budget
estimates in national income terms.

This analysis is divided into three major sections: (1) the size and
trends of major components in the Federal sector; (2) the relationship
between the Federal sector and the budget; and (3) definitions of the
major categories of the Federal sector.

TRENDS IN FEDERAL SECTOR RECEIPTS AND EXPENDITURES

Total expenditures in the Federal sector accounts budget are esti-
mated to rise by $13.9 billion between fiscal 1968 and 1969, receipts by
$21.4 billion. As a consequence, the Federal sector deficit will decline
by $7.5 billion, from $10 billion in 1968 to $2.5 billion in 1969.
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Trends in Federal sector receipts.—Rising levels of economic ac-
tivity expand the Nation's tax base and provide increased sources of
Federal revenues. Between 1952 and 1967, Federal sector receipts more
than doubled despite major decreases in tax rates and liberalization of
tax provisions. Receipts in the national income accounts increased from
$65.1 billion in fiscal 1952 to $147.6 billion in 1967. Part of this
growth, however, has resulted from increases in social security tax
rates and wage ceilings. Consequently, Federal receipts have kept pace
with the growth in the economy.
Two major factors account for most of the changes in Federal sector

receipts in 1969:
(1) The level of economic activity.—Personal tax and nontax receipts

consist mainly of income taxes and tend to increase as personal income
rises. Since income tax rates are progressive, there is a larger than pro-
portional increase in these receipts as more people enter the higher
income brackets. Corporate profits taxes, which are closely related to
corporate profits, are also influenced by the level of economic activity
and the profitability of business corporations. Since business taxes con-
sist mainly of excise taxes on certain goods and services, such as
tobacco, alcohol, automobiles, and telephones, they depend largely on
the level of purchases of these items. Social insurance contributions
expand with the growth in employment and earnings.
(2) Changes in tax rates.—The 1969 budget recommends a 10%

income tax surcharge on individuals and corporations. In addition,
contributions for social insurance in fiscal 1969 will be affected by
recent legislation which increased the ceiling on wages subject to
social security taxes from $6,600 to $7,800 beginning January 1, 1968,
and which raised the combined employer and employee tax rate from
8.8% to 9.6% effective January 1, 1969.

Trends in Federal sector expenditures.—The $13.9 billion rise in
Federal sector expenditures in 1969 compares with increases of $16
billion in 1968 and $23.2 billion in 1967. The upsurge in defense pur-
chases, starting with the large-scale commitments of American troops
in Vietnam, is expected to continue in the year ahead, but at a much
reduced rate. Federal sector expenditures, like receipts, have grown
significantly over the past 15 years. The demands of a growing popula-
tion, an expanding economy, and an unsettled world have resulted in
new and expanded Federal programs to meet these needs. Nevertheless,
despite a doubling of Federal sector expenditures from 1952 to 1967,
about the same proportion of the gross national product was devoted
to Federal programs in 1967 as prevailed 15 years previously. This
year, Federal sector expenditures will account for 20.9% of the GNP,
slightly lower than the 21.1% accounted for 15 years ago.

Significant shifts, however, have occurred among the several cate-
gories of expenditures, reflecting world conditions, domestic problems,
and basic Government policy. As chart B-1 indicates, the largest
proportion of Federal outlays is for national defense purchases of goods

91-376 0 - 68 - 6
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and services, which increased rapidly early in the 1950's due primarily
to the requirements of the Korean war. Since that time defense spend-
ing as a percent of the total declined to a low point of 7.5% in 1965, and
has risen somewhat since as a result of the conflict in Vietnam; they
are expected to reach 9.1% of GNP this year, compared with 13.6%
in 1953.

Federal Sector Expenditures Major Categories as a Percent of Total

Percent
100—

All Other

Grants in Aid

80—

Domestic Transfers

60—

40—

Defense Purchases

20—

Non Defense Purchases

NASA

•
• Vietnam

44
44

1949 1954 1959 1964 1969
Fiscal Years
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Aside from space, nondefense spending for goods and services has
been a very stable proportion of total expenditures. Nondefense pur-
chases have been subject to especially heavy economy efforts recently
in order to mitigate inflationary pressures. Expenditures for space
exploration have grown rapidly in recent years, rising from $401
million in 1960 to a high of $5.9 billion in 1966; they have declined
somewhat since then, and are expected to total $4.6 billion in 1969.

Grants-in-aid reflect Federal efforts to assist State and local govern-
ments in meeting pressing domestic needs. Most of the items included
in the grants-in-aid category in the Federal sector accounts are also
included in the discussion of Federal aids in Special Analysis K of this
budget. Table B-1 shows both grants and domestic transfer pay-
ments-broken into several major groupings-for the past 10 years.

Table B-1. GRANTS-IN-AID AND DOMESTIC TRANSFER PAYMENTS
(In billions of dollars)

Fiscal year

Grants-in-aid

Public
assistance Highways All other

1960 2.1 2.9 1.9
1961 2.2 2.6 2.1
1962 2.4 2.8 2.4
1963 2.7 3.0 2.6
1964 2.9 3.6 3.3
1965 3.3 4.0 3.6
1966 3.5 3.9 5.3
1967 4.2 4.0 7.2
1968 5.2 4.3 8.5
1969 5.8 4.3 9.9

Domestic transfer payments

Retire-
ment and
disability

Unem-
ployment
insurance

Hospital
and sup-
plemental
medical

insurance

All other

16.5 2.6
18.1 4.0
20. 1 3.5
21.9 2.9
23.1 2.8
24.3 2.4
28.1 2.0
29.7 2.0
32.5 2.4
36.4 2.4

3.2
4.8
5.5

.5

.5

.5

.6

.4

.6

.7

.8

.3

.6

Domestic transfer payments (which are mainly pensions, unemploy-
ment benefits, and veterans benefits) account for the second largest
share of total Federal expenditures-an estimated 25.9% in 1969. Dur-
ing the late 1950's there was a rapid decline in expenditures for the
GI bill but recent legislation is providing benefits for veterans who
vvere ineligible under the earlier programs, while social security bene-
fits under both retirement and health programs have expanded rapidly
in recent years. A significant part of the war on poverty is in the form
of transfer payments. In general, the growth of these programs has
been the result of efforts to meet the needs of the poor, sick, and
elderly-an obligation that our Nation cannot afford to shirk.
Table B-2 shows Federal expenditures as a percent of total GNP,

for alternate years, since 1952. These expenditures have been re-
markably stable as a portion of our Nation's economy.
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Table B-2. FEDERAL SECTOR NIA EXPENDITURES AS A PERCENT OF GNP

Fiscal year
Total

expend-

Purchases
Domestic
transfer
p.ig ,,

Grants-
in-aid

All
otherNondefense

NASA Other

952 19.6 12.4 (1) 1.4 2.5 0.7 2.5
954 20.5 12.6 (1) 2.1 2.9 .8 2.1
956 17.0 9.6 (1) .5 3.1 .8 2.1
958 18.9 10.2 (1) .3 4.0 1.1 2.2
960 18.4 9.1 0.1 .5 4.2 1.4 2.2
962 19.6 9.3 .2 .7 4.6 1.4 2.4
964 19.1 8.3 .7 .7 4.5 .1.6 2.3
966 18.4 7.6 .8 .6 4.4 1.8 2.2
968 20.9 9.1 .6 .7 5.3 2.2 2.1
Excluding Vietnam:
1966 17.5 6.8 .8 .6 4.4 1.8 2.2
1968 17.9 6.4 .6 .7 5.3 2.2 2.1

1 Less than 0.05%.

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR OF THE
NATIONAL INCOME ACCOUNTS

The national income accounts depict the Nation's current produc-
tion, income, and spending in separate major categories which are
designed to aid understanding of the operations of the economy and
to facilitate useful economic analysis. These accounts attempt to
include all current income and production activities and do not meas-
ure transactions-such as loans-which represent an exchange of
assets rather than income or production. Loan transactions have a
significant economic impact, affecting both income and output, but
they are best analyzed as part of monetary rather than fiscal policy.
Special Analysis E (Federal credit programs) and the means of financ-
ing statement (p. 61 of the budget) are both designed to facilitate a
study of the monetary policy implications of the budget.
Budget outlays are divided into two major segments-the expendi-

ture account and the loan account. All transactions included in the
loan account are excluded from the Federal sector, so this discussion
will focus exclusively on how the Federal budget expenditure account
relates to the Federal sector account.
Table B-3 shows the major differences between the receipt-expendi-

ture account in the budget and the Federal sector estimates. These
differences are explained in the following paragraphs.

Employee retirement.-The Civil Service and Foreign Service retire-
ment programs are financed by employer and employee contributions.
Retirement benefits under these programs are recorded as expendi-
tures in the budget and as transfer payments in the Federal sector
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Table B-3. RELATIONSHIP OF THE RECEIPT-EXPENDITURE ACCOUNT
TO THE FEDERAL SECTOR NIA (in billions of dollars)

1967
actual

1968
estimate

1969
estimate

RECEIPTS

Total budget receipts 149.6 155.8 178. 1

Employer share, employee retirement (grossing). 1.7 1.9 2.0
Other netting and grossing 1.1 1.2 1.2
Adjustment to accruals -4.8 2.2 1. 1
Other_ (0 (I) (0

Federal sector, NIA receipts  147.6 161.1 182.5

EXPENDITURES

Total budget expenditures (excludes net lending) 153.2 169.9 182.8

Employer share, employee retirement (grossing) 1..7 1.9 2.0
Other netting and grossing 1. 1 1.2 1.2
Defense timing adjustment -. 4 . 3 . 4
Lending in the expenditure account -1.4 -1.7 -2.1
Dollar expenditures to finance agricultural exports -. 8 -. 7 -. 5
Other  1.6 .2 1.1

Federal sector, NIA expenditures. 155.1 171.1 185.0

1 Leas than $50 million.

accounts. The contributions of Government agencies, as employers,
to these retirement trust funds are deducted from total budget ex-
penditures since these contributions represent intragovernmental
transactions. However, the NIA accounts consider Government pay-
ments for employee retirement to be part of the compensation paid
to Government employees who, in turn, make their trust fund con-
tributions. Therefore, the Federal sector accounts include the Govern-
ment's contributions to employee retirement funds in both receipts
and expenditures. Likewise, Federal payments on behalf of its em-
ployees to the old-age and survivors disability insurance programs
are included in Federal sector receipts and expenditures. These ad-
justments affect total receipts and expenditures equally and thus do
not alter the budget surplus or deficit.

Other netting and grossing.-The budget normally counts as re-
ceipts only income from taxation or revenues due to the exercise of
governmental power to compel. Money received in the course of busi-
ness type transactions, therefore, are normally shown as offsets against
expenditures. For instance, receipts from two major insurance pro-
grams operated by the Veterans Administration (National Service
Life Insurance and United States Government Life Insurance) are
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netted against expenditures in the budget since these programs are
voluntary, business-type activities. However, in the NIA the receipts
are treated in the same way as receipts from compulsory Government
insurance programs. This adjustment also has no impact on the
budget surplus or deficit.

Timing adjustments.—At the present time the budget counts receipts
when the cash is collected, and most expenditures when the checks are
issued to pay the bills. In the NIA receipts are counted when the in-
come is earned or when the transaction giving rise to the receipt occurs,
even though the cash may be received at a later point. Accrued ex-
penditures record outlays when the production or work takes place
rather than when the payment is made. This permits changes in re-
ceipts and expenditures to more accurately reflect the impact of the
Government on the economy. Since the accrual concept is followed in
the national income accounts receipts, they differ from budget receipts
by the amount of estimated accruals which are not collected in the
time period covered.

Defense purchases are recorded in the Federal sector at the time of
delivery of goods instead of when they are paid for; work in process
on fixed-price contracts is counted as change in business inventories.
Both the budget and the Federal sector record public debt interest
when it accrues.

Lending.—The loan account in the budget includes only those
domestic credit transactions where there are definite requirements for
full repayment of the loans, plus all foreign loans made on commercial
terms. Those credit programs which do not meet these requirements
are included in the expenditure account. The Federal sector, however,
excludes not only all lending transactions included in the loan account,
but also some credit programs included as expenditures in the bud-
get—such as foreign loans in AID and tobacco and foreign loans in the
Commodity Credit Corporation (CCC). Certain credit transactions
in the expenditure account—like most CCC nonrecourse commodity
loans—are treated as purchases of goods under the national income
accounts concept.

Dollar expenditures to _finance agricultural exports.—The Commodity
Credit Corporation facilitates the export of agricultural products
by acquiring the foreign currencies used to pay for such commodities.
This expenditure of dollars is included in the budget but excluded
from the Federal sector on the ground that it is an exchange of financial
assets: dollars for foreign currencies. When the foreign currencies
thus acquired are spent, they are then counted as Federal sector
expenditures.

Other.—This category includes some of miscellaneous adjustments
largely for certain specialized aspects of the national income accounts
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such as purchases and sale of land, which are included in the budget
but not in the national income accounts. Certain nondefense timing
adjustments are included here because of the difficulty in separating
them from other adjustment categories included herein. It also in-
cludes adjustments for the expenditure of foreign currency acquired
as described in the paragraph above.

MAJOR CATEGORIES OF THE FEDERAL SECTOR OF THE NATIONAL
INCOME ACCOUNTS

Federal sector receipts.—Federal receipts on a national inco me
basis largely reflect the tax payments or liabilities of individuals
and of corporations and other businesses arising out of incomes earned.
They also include other tax and nontax receipts. These receipts are
classified into the following four categories: (1) personal tax and
nontax receipts, (2) corporate profits tax accruals, (3) indirect business
tax and nontax accruals, and (4) receipts from contributions for
social insurance.

1. Personal tax and nontax receipts consist mostly of individual in-
come taxes, estate and gift taxes, fines, fees, and donations.

2. Corporate profits tax accruals comprise the Federal tax liability
incurred and accrued on corporate earnings during the specified year
or period. While the budget treats Federal Reserve payments of earn-
ings to the Treasury as miscellaneous receipts, these are included in the
corporate profit tax category in the Federal sector.

3. Indirect business tax and nontax accruals consist primarily of
excise taxes, customs duties, and Federal receipts from rents and
royalties.

4. Contributions for social insurance are composed chiefly of payroll
taxes for retirement, disability, hospital, and unemployment insurance,
plus employer and employee contributions to retirement funds of
Federal Government employees and premiums for federally operated
veterans and medical insurance programs.

Table B-4 shows the adjusted 'receipts and expenditures after
reclassification into the national income accounts categories.
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Table B-4. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS (in billions of dollars)

Description

RECEIPTS, NATIONAL INCOME BASIS

Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals 
Contributions for social insurance 

Total receipts, national income basis 

EXPENDITURES, NATIONAL INCOME BASIS

Purchases of goods and services 
Defense 
Nondefense 

Transfer payments 
Domestic ("to persons") 
Foreign 

Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enterprises 

Total expenditures, national income basis 

Surplus (-I-) or deficit (-), national income basis 

1967
actual

1968
estimate

1969
estimate

64.6 71.0 83.8
31.4 34.3 37.2
15.9 17.1 18.1
35.7 38.7 43.4

147.6 161.1 182.5

84.5 92.8 99.4
(67.6) (74.4) (78.8)
(16.9) (18.4) (20.6)
39.8 44.9 49.9

(37.7) (43.0) (47.9)
(2.1) (1.9) (2.0)
15.4 18.0 20.0
10.1 10.7 11.2
5.3 4.6 4.5

155.1 171.1 185.0

-7.5 -10.0 -2.5

• Federal sector expenditures.-Federal expenditures on a national
income basis represent either purchases of goods and services or
outlays which directly affect current levels of income. These expendi-
tures are classified in the following five categories: (1) purchases of
goods and services, (2) transfer payments, (3) grants-in-aid to State
and local governments, (4) net interest paid, and (5) subsidies less
current surplus of Government enterprises. The definitions of the
categories have been developed by the Department of Commerce so
that they are consistent with the framework of accounts used to cover
all sectors of the Nation's economic activity.

1. Purchases of goods and services measure the value of the Nation's
output (i.e., gross national product) bought directly by the Federal
Government. Thus, Federal expenditures for goods and services
represent the value of output taken by the Federal Government itself.
These purchases include the pay of active military and civilian

employees of the Federal Government, employer contributions for
retirement, insurance, and other benefits for Federal employees;
deliveries of equipment and supplies for defense and other programs;
construction put in place for the Government; payments on research
and development contracts with corporations and on similar agree-
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ments with private nonprofit institutions; expenditures for the pur-
chase of commodities to be donated to schools or similar institutions;
and, generally, the administrative expenses of Government programs.
Federal purchases, in turn, are classified in two major subcate-

gories—defense and nondefense. The defense category includes pur-
chases for those activities classified under the defense function of the
budget. Purchases for all other types of activities are classified as
nondefense.

2. Transfer payments consist of expenditures by the Federal Govern-
ment for which no current services have been rendered. Examples of
transfer payments are: veterans compensation, pensions, and benefits;
retired pay to Federal civilian or military personnel; unemployment
benefits; old-age, survivors, disability, health, and supplemental
medical insurance; and nonrepayable outlays for scholarships and
fellowships.

Although transfer payments do not directly enter gross national
product as a Federal Government component, they are a part of per-
sonal income and are counted as part of national output when respent
by the recipients.

3. Grants-in-aid to State and local governments, for purposes of the
national income accounts, are Federal payments (other than for in-
terest on the public debt) to State and local governments, including
State and local educational institutions. Like transfer payments and
net interest paid, Federal grants-in-aid are counted in the GNP
when spent by recipients—in this case, as purchases by State and
local governments or as consumption expenditures of individuals
receiving State or local transfer payments.

4. Net interest paid consists of the interest outlays to residents
(including State and local governments) minus the interest received
from them.

5. Subsidies less current surplus of Government enterprises consists
of two elements which are consolidated for statistical reasons: (a)
subsidy payments to resident businesses and (b) the "current surplus"
or "deficit" of Government enterprises.
(a) A subsidy is a monetary grant to a private business. By defini-

tion, therefore, subsidies are made only to businesses organized for
profitmaking purposes (including farms). Examples of subsidies are
Government payments to farmers for land retirement, payments to
air carriers, and the operating differential subsidy of the Maritime
Administration.
(b) Government enterprise is the term applied to those functions

of the Government (usually appearing in the budget as public enter-
prise revolving funds) for which operating costs are to a great extent
covered by the sale of goods and services to the public, as distinguished
from those being financed by tax receipts. Government enterprises
conduct operations which are of a business-type nature. The difference
between their sales and current operating expenses constitutes the
surplus or deficit of Government enterprises. The Post Office and the
Tennessee Valley Authority are two of the largest enterprises.
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Table 20. FEDERAL SECTOR OF THE NATIONAL INCOME AND PRODUCT
ACCOUNTS, 19411-1968 (in billions of dollars)

Fiscal year

940 
941 
942 
943 
944 

945 
946 
947 
948 
949 

950 
951 
952 
953 
954 

955 
956 
957 
958 
959 

960 
961 
962 
963 
964 

965 
966 
967 
968 

Federal sector of the national income and product accounts

Expenditures As a percent of GNP
Gross

national Excess of
product Receipts of which, receipts (-F) Total Federal

purchases or expend- Federal purchases
Total of goods itures (-) expendi- of goods

and tures and
services services

95.0 7.6 9.1 5.3 -1.5 9.6 5-5
109.4 12.1 13.4 9.6 -1.3 12.3 8. E
139.2 19.6 33.6 29.9 -14.0 24.2 21.5.
177.5 28.9 76.8 72.3 -47.9 43.3 40. E
201.9 43.1 91.3 85.6 -48.1 45.2 42.4

216.8 43.0 98.2 89.7 -55.2 45.3 41.4
201.6 38.4 55.5 40.1 -17.1 27.5 19. C
219.8 42.7 29.5 13.0 +13.2 13.4 5. C
243.5 43.6 30.9 13.2 +12.7 12.7 5.4
260.0 40.0 39.6 19.3 +.4 15.2 7.4

263.3 42.0 42.4 19.0 -.5 16.1 7. ;
310.5 60.8 44.6 25.1 +16.2 14.4 8.1
337.2 65.1 66.0 46.6 -1.0 19.6 3. E
358.9 69.3 75.8 56.1 -6.5 21.1 5. (
362.1 65.8 74.2 53.2 -8.5 20.5 4. ;

378.6 67.2 67.3 43.9 -. 1 7.8 1. (
409.4 75.8 69.8 45.2 +6.0 7.0 l.(
431.3 80.7 76.0 47.7 +4.7 7.6 1. 1
440.3 77.9 83.1 50.7 -5.1 8.9 1. :
469.1 85.4 90.9 54.7 -5.5 9.4 1. ;

495.2 94.8 91! 3 52.7 +3.5 8.4 0. (
506.5 95.3 98.0 55.5 -2.7 9.3 1. (
542.1 104.2 106.4 60.9 -2.1 9.6 1.'
573.4 110.2 111.4 63.4 -1.2 9.4 1.1
612.2 115.5 116.9 65.7 -1.4 9.1 0.;

653.5 120.6 118.3 64.3 +2.3 8.1 9.E
718.7 132.9 131.9 71.7 +.9 8.4 10.0
763.1 147.6 155.1 84.5 -7.5 20.3 11.1
817.0 161.1 171.1 92.8 -10.0 20.9 11.4
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AFTERNOON SESSION

PROPOSALS FOR NEW LEGISLATION—AFEEICTING REVENUE AND OUTGO

Mr. MAHON. Without objection, the committee will resume.
Mr. Director, this morning in your statements, and in certain charts

that were presented, and to some extent in the discussion, various con-

tingencies and legislative actions were discussed or alluded to. When

you get your remarks, will you insert tabulations that will enumerate,

both as to the revenue side and the outlay side of the budget, the various

assumptions or the various amounts that hinge on specific legislative

action. With respect to revenue, please list the tax proposals, the user
charge proposals, and so forth. With respect to expenditures, please

list the FNMA item that you mentioned that depends on legislative
action the propositions of legislation for new programs or new or

expanded features of old programs. Show both outlays and new obliga-
tional authority, so we will have this information for ready reference.
Mr. ZWICK. Yes, sir.
(The information follows:)

1969 BUDGET—ITEMS PROPOSED FOR SEPARATE TRANSMITTAL, PROPOSED LEGISLAT
ION

[In thousands of dollars]

1968 1969

NOA Exp. NOA Exp.

Funds appropriated to the President:
Military assistance: Foreign military credit sales 
International financial institutions:

Inter-American Development Bank (callable
capital) 

Subscription to the International Development

120, 000

205, 900  

6,000

Association 
240, 000 10, 000

Total 565, 900 16, 000

Agriculture:
Agricultural Research Service: Salaries and ex-

penses, self-supporting activities (user charges)___
Consumer and Marketing Service:

Consumer protective, marketing, and regulatory
programs—Establishment of revolving fund

—1,536 —1,536

for user charges 4,766  —11,655 —11,030

Food stamp program 20, 000 15, 000

Removal of surplus commodities—Establish-
ment of user charges 

—1,500

Total, agriculture 4,766  6, 809 934

Defense-military:
Military personnel: Servicemen's group life insur-
ance 

23,000 23,000

Operation and maintenance: Federal employee
status for civilian technicians, and increased
travel allowances for military personnel 

52, 000 47, 000

Total, defense-military 
75, 000 70, 000

Health, Education, and Welfare:
Office of Education:

Higher educational activities 
23, 000  

Expansion and improvement of vocational
education 

15, 000 7,000

Social and Rehabilitation Service: Juvenile delin-
quency prevention and control 

25, 000 20, 000

Office of the Secretary: Public broadcasting program 
20, 000 20, 000

Total, HEW 
83,000 47,000
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1969 BUDGET-ITEMS PROPOSED FOR SEPARATE TRANSMITTAL, PROPOSED LEGISLATION-continued

[In thousands of dollars]

1968 1969

NOA Exp. NOA Exp.

Housing and Urban Development:
Housing and urban development programs (housing

programs, services in public housing, and new
towns) 

Metropolitan development incentive grants 
30, 000
10, 000

14, 000
3,000

Total, HUD 40, 000 17, 000
Justice: Control of crime (safe streets bill) 30,000 10,000 80,000 39,000

Labor:
Manpower administration:

Salaries and expenses, Office of Manpower
Administration, for labor mobility assistance 4,600 2,300

Trade adjustment activities 10, 000 8,000
Wage and labor standards: Salaries and expenses -3,475 -3,475

Total. Labor 11,125 6,825

Transportation:
Federal funds:

Federal Highway Administration:
Highway beautification 85, 000  85, 000 51, 000
Forest highways, current (finance from
highway trust fund) -33, 000 -34, 115 -33, 000 -35, 000

Public lands highways, current (finance
from highway trust fund) -16,000 -10,424 -16,000 -10,000

St. Lawrence Seaway Development Corporation:
Rehabilitation of locks 13, 105  

Subtotal, Federal funds 49, 105 -44, 539 36, 000 6, 000

Trust funds:
Forest highways 
Public lands highways 

110, 065 1
40, 324 1 44,539 133, 000 1

116, 000 J 45, 000

Subtotal, trust funds 150, 389 44, 539 49, 000 45, 000

Total, DOT (Federal and trust funds) 199, 494  85, 000 51, 000

Veterans' Administration:
General and special funds:

Liberalization of pension benefits and aid for
returning veterans 115, 500 88, 500

Refinements in statutory veterans benefits -106,600 -106,600

Total, Veterans' Administration 8,900 -18,100

Civil Service Commission: Intergovernmental personnel
assistance program  20,000 12,000

District of Columbia: Federal payment to District of Co-
lumbia 10,200 10,200

Export-Import Bank: Authorization to spend debt re-
ceipts (the export expansion program) 15,000

Grand total 234,260 10,000 985,934 266,859

In addition to the items included in the above listing, legislation will be re-
quired to effect $400 million of the $669 million program reform proposed in
the budget message for the Department of Housing and Urban Development.
(The remainder may be accomplished under existing law). This legislation, by
lifting statutory interest rate ceilings, would have an impact on FNMA's (1)
special assistance for rent supplement housing, and (2) management and
liquidating functions fund financing of FHA purchase money mortgages.

REVENUE LEGISLATION

The estimated effect of proposed legislation on budget receipts is summarized
In the following table:
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tin millions]

Proposal Fiscal year
1968

Fiscal year
1969

Income taxes:
Proposed surcharge:

Individual income taxes $930 $6,920
Corporation income taxes 970 2,880

Acceleration ofjcorporation tax payments 800 400

Subtotal, income tax proposals 2,700 10,200

Excise taxes—extension of present rates:
Automobiles 190 1,500
Telephone service 116 1,160

Subtotal, excise extensions 306 2,660

User charges:1
Transportation:

Aviation services 40
Waterways 7
Highways—increase diesel fuel tax and apply graduated use tax on heavy trucks 239

Other 11

Subtotal, user charges 1 297

Total, revenues under proposed legislation 3,006 13,157

1 Excludes charges which are offset against the expenditures of the programs to which they apply.

VALIDITY OF ECONOMIC ASSUMPTIONS UNDERLYING REVENUE ESTIMATES

Mr. MAHON. With respect to the validity of your revenue assump-
tions, Mr. Secretary, we need not get into this in great depth, at the
moment, but to the extent your charts and statements do not already
do so, we want you to undertake to demonstrate for the record that
the economic assumptions underpinning your revenue estimates are
not too rosy, as some seem to suggest. For example, we note that the
GNP for calendar 1968 is projected at $61 billion higher than calendar
1967, although last year it was only about $42 billion over the pre-
vious year, 1966.
On that point, we would be glad to have you briefly relate the rule

of thumb relationship of GNP to Federal revenues. Is it something
like $150 million in revenues for every $1 billion in GNP?
Mr. FOWLER. You want that for the record?
Mr. MAHON. Yes.
Mr. FOWLER. A very quick answer on the $61 billion is, that it is

grounded on the expectations of the economic report. The $61 billion
estimate is not an exceptionally optimistic assumption because GNP
increased about 832.5 billion in the last half of 1967, which is a rate
of $65 billion a year. Frankly, the $61 billion is a projection which
hopefully assumes that the impact of the fiscal, coming from the tax
bill, and expenditure restraint measures will pull the economy back
from the $65 million a year rate of increase, at which it has been going,
to a level closer to $60 billion.
Mr. MAHON. So you would assume this is a conservative figure.
Mr. FOWLER. I am afraid so.
Mr. MAHON. Corporate profits for calendar 1968 are assumed to be up

nearly $7 billion over 1967 despite the fact that 1967 reflected a drop of
nearly $4 billion below 1966. Also, explain if there is a rule of thumb
relationship here. Personal income in calendar 1968 is assumed to be
up by S48 billion over last year.
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Last year was up about $42 billion over 1966. You might give us some
illumination on that issue.
Mr. FOWLER. In that connection, I would like to note for the record,

in chart No. 3 of the charts on fiscal policy in perspective, that original
revenue estimates compared with actual receipts show that in 1964,
1965, 1966, and 1967 the actual revenues exceeded the original estimates.
That was not true in 1968-1968 revenues were short of the estimates
because of the economic conditions that existed in the calendar year
1967, which were, as I have indicated in my earlier statement, a sharp
inventory adjustment, causing the gross national product to increase by
only about $13 billion.
(Note. The following was supplied later:)

REVENUE ESTIMATES FOR FISCAL 1969

The budget revenue projections for the fiscal years 1968 and 1969 assume a con-
tinuation of the economic expansion that has characterized the past 7 years. GNP
for the calendar year 1968, the period most important in determining fiscal 1969
receipts, is estimated at $846 billion. The increase over 1967 is $60.9 billion or 7.8
percent. The 1968 growth exceeds the 5.6-percent growth for 1967 but is less than
the 8.7-percent growth experienced in 1966 and the 8.1-percent growth in 1965.
Both of these years were years of expansion in which the economy made increas-
ing use of its unutilized resources. Unemployment in 1968 is expected to continue
at about the same rate that was experienced in the last part of calendar year 1967
and remain below 4 percent.
Incomes generally will rise with the expected gain in GNP. Personal income is

estimated to increase from $626.3 billion in calendar 1967 to $675 billion in 1968.
The projected rise of $48.7 billion is greater than the $42.3 billion increase experi-
enced in 1967 and exceeds as well the 1966 and 1965 gains.

Corporate profits declined in the first two quarters of calendar 1967, but rose by
a small amount in the third quarter and by a substantial amount, $2.6 billion in
the fourth quarter. For the entire year 1967 profits were $80.1 billion, $3.7 billion
less than the 1966 total.
In calendar 1968 profits are estimated to rise to $87 billion. The profits share

of GNP in 1968 under the projections would be 10.28 percent, somewhat above the
10.20 percent in 1967, but substantially less than 11.3 percent and 11.2 percent
shares for 1966 and 1965, respectively.
On the new unified budget basis, receipts in fiscal 1969 are estimated at $178.1

billion. This is a rise of $22.3 billion above the 1968 estimate. The projected
increase is divided approximately equally between the rise in receipts due to
economic growth and increases due to enacted or proposed change in tax rates.
The proposed 10-percent income tax surcharges are estimated to amount to $9.8
billion in fiscal 1969, $7.9 billion more than the effect of the surcharge on 1968
revenues. Social security legislation enacted in 1967 increased the taxable wage
base effective January 1, 1968, from $6,600 to $7,800 and increased the combined
tax rate on employers and employees from 8.8 to 9.6 percent as of January 1,
1969. The effect of these changes is to increase tax receipts in fiscal 1969 over
1968 by $3 billion. The combined effect of these two major legislation changes,
therefore, accounts for $10.9 billion of the total increase of $22.3 billion. The
remaining $11.4 billion is accounted for entirely by the increase in revenues
resulting from economic growth although there are several other factors which
are virtually offsetting affecting the rise in fiscal 1969 revenues. The increase in
revenues due to economic growth is $11.5 billion which is 18.9 percent of the
rise in GNP. This relationship will vary with the size of the gain in GNP and the
relative sizes of the personal income and corporate profits shares.
The individual income tax is by far the most important source of revenue. It

provides $80.9 billion or 45.4 percent of the total receipts of $178.1 billion esti-
mated for fiscal 1969. The increase in individual income tax receipts, fiscal 1969
over 1968, is $13.2 billion. The proposed income tax surcharge provides $6 billion
of the increase with the remainder being due primarily to economic growth.

Corporation income taxes are estimated at $34.3 billion in fiscal 1969, a rise
over 1968 of $3 billion. This increase reflects the expected rise in profits and
the full-year effect of the proposed surcharge offset in part by the fact that the
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acceleration in corporation tax payments enacted in 1966 increased receipts in

fiscal 1968 but not in 1969.
Employment taxes are estimated to increase from $29.7 billion in fiscal 1968

to $34.2 billion in 1969. Legislative changes account for $3 billion of the increase

and economic growth for the remaining $1.5 billion.
Excise tax revenues in fiscal 1969 are expected to rise by $0.8 billion in fiscal

1969 to $14.7 billion. The extension of present excise rates on passenger auto-

mobiles and telephones accounts for $2.7 billion of the total yield in 1969. Pro-

posed user charges amount to approximately $0.3 billion in 1969.
Other revenue sources are estimated to amount to $14.1 billion in fiscal 1969.

The rise over 1968 is $0.8 billion. Estate and gift taxes account for $0.3 billion

of the increase, customs for $0.1 billion, miscellaneous receipts for $0.3 billion,

and premiums for other insurance and retirement for $0.2 billion. Unemploy-

ment tax receipts, the only major revenue sources to .show a decline are estimated

to drop $0.1 billion in 1969.

PARTICIPATION SALES CERTIFICATE PROPOSALS

Mr. MAHON. We had a discussion this morning about the highly con-
troversial subject of participation sales or participation certificates—
PC's. What about the virtue of this method? There is, of course, as you
know, much controversy about this technique. Certain premiums have
been necessary in order to sell these certificates. Is that still true? Can
you tabulate in one place the interest insufficiency items that are scat-
tered in the several bills? Why should we continue to follow this
method and why not just sell regular Treasury bills and notes? That
question may arise again.
Will you give us further explanation of this?
Mr. FOWLER. Mr. Chairman, we have felt that the practice started in

1954 of disposing, in a regular manner on an annual basis, of a portion
of the assets of the Government in good loans was a desirable practice.
It is clear that the interest rates, the yield on the participation cer-
tificates, is higher than that of the regular Treasury securities. But we
believe it a desirable practice, in those cases where the Government
assumes the direct lending responsibility and in a sense displaces the
commercial lending sources, to plow back those lending responsibilities
to the private sector. I think the difference of opinion about the account-
ing, which was the major source of the dispute, has been eliminated in
the new budget format by the classification of the participation cer-
tificates as a means of financing rather than a negative expenditure. I
am hopeful that the practice, which has been in use for the last 10 or 12
years, will no longer be as objectionable as in the past.
Mr. JONAS. Mr. Chairman, would you yield for a question on PC's?
Mr. MAHON. Yes.
Mr. JONAS. Mr. Secretary, you have stated what is said on all occa-

sions on the floor when this subject comes up, that this is not anything
different than what was done under the previous administration. You
have said this practice began in 1954. I wish at this point in the record
you would have someone prepare and insert a statement showing
the differences between what was done then and what we are doing
now. My recollection is that in those years what we did was exchange
bonds. We would exchange or trade mortgages that the government
owned for outstanding bonds which would then be cancelled and this
would result in reducing the national debt. That is my recollection.
I do not believe we sold participation certificates in 1954 at a premium
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discount. In order to have this clear for future reference, I would like
to have, if it is all right with you, a statement showing the difference.
Mr. FOWLER. I will be glad to supply that either as a comparison

or contrast as the facts indicate.
Mr. MAHON. Give us a clear picture of the historical background.
(The information follows:)

1954 P/C SALES

In 1954 to dispose of smaller business loans in its portfolio, the Reconstruc-

tion Finance Corporation, with the cooperation of a committee of bankers ap-

pointed by the American Bankers Association and the Association of Reserve

City Bankers, developed a plan for the creation of what was termed the "RFC

Loan Pool." As of February 28, 1954, 2,848 loans were selected for the pool. All

but two of these had outstanding balances under $500,000. The aggregate

amounts of the unpaid balances and commitments was $73,381,000. Certificates

of interest bearing interest at the rate of 31/2 percent per annum, each repre-

senting an undivided share of the pool loans, were sold to nearly 1,000 banks

and private investors. The certificates of interest totaled $47,165,000, and their

sale resulted in the immediate return of that amount to the Government, and

a corresponding negative expenditure. The certificates of interest were com-

pletely retired on July 5, 1956. At the time of the sale, Treasury securities of

comparable maturity were yielding about 1% percent.

1959 AND 1960 "MORTGAGE BOND" EXCHANGE

On October 21, 1959, and again on February 9, 1960, FNMA announced that

it was making 4 percent VA mortgages, held in its management and liquidating

functions, available on a competitive basis in exchange for 2% percent Treasury

bonds investment series B. In these two transactions $311.3 million of FNMA

mortgages were exchanged for $316.4 million of bonds.
This transaction was in compliance with the President's statement in the

budget for fiscal year 1960:
For the fiscal year 1960, the Association will endeavor to cover its expenditures

for mortgage purchases by receipts from mortgage sales and other sources. To

make this possible without diverting the flow of new funds from the mortgage

market, an estimated $335 million in Government-owned mortgages will be

offered to investors in exchange for certain Government bonds which then will

be retired.
The proposed exchange was viewed as a step toward carrying out the con-

gressional directive in the FNMA Charter Act approved August 2, 1954, which

stated:
(c) Manage and liquidate the existing mortgage portfolio of the Federal Na-

tional Mortgage Association in an orderly manner, with a minimum of ad-

verse effect upon the home mortgage market and minimum loss to the Federal

Government.
In addition the operations were viewed as permitting the maintenance of a

balanced budget without requiring additional reductions in other expenditures

or increases in taxes. That these transactions were to be reported as negative

budget expenditures is clearly set forth in the 1960 Annual Report of the Housing

and Home Finance Agency which stated, "Such bond retirements are reflected

in the budget as receipt items (credited against FNMA expenditures) just as

the purchases of the mortgages were originally reflected in the budget as ex-

penditure items." An extract from page 260 of the annual report follows:

"LIQUIDATION

"Exchange of FNMA Mortgages for U.S. Treasury Bonds

"On October 21, 1959, FNMA announced that it was initially making available,

on a competitive basis, $150 million, or thereabouts, of its 4-percent VA-guaran-

teed management and liquidating functions mortgages in exchange for U.S.
2% percent Treasury bonds, investment series B, 1975-80. The exchange had,

as a basic purpose, the accomplishment of one of FNMA's statutory objectives—

the liquidation of a portion of the management and liquidating portfolio 'in an

orderly manner, with a minimum of adverse effect upon the home mortgage

market and minimum loss to the Federal Government.' An additional and

91-376 0-68-8
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significant benefit accrued to the Government. This benefit was a reduction
of Government debt through retirement of the bonds acquired by FNMA and
surrendered to the Treasury for cancellation. Such bond retirements are reflected
in the budget as receipt items (credited against FNMA expenditures) just as
the purchases of the mortgages were originally reflected in the budget as
expenditure items.
"Offers to exchange, which were opened December 1, 1959, aggregated $282.9

million, and of that amount $188.3 million was approved at an average exchange
price of $102.03 face amount of bonds for each $100.00 unpaid principal amount
of mortgages. Under the initial exchange transaction, which was completed
in March 1960, $186.6 million of FNMA mortgages was exchanged for $190.3
million face amount of bonds.
"On February 9, 1960, FNMA provided for a second exchange transaction

under which $200 million, or thereabouts, of 4-percent VA-guaranteed manage-
ment and liquidating functions mortgages were made available, on a competitive
basis, in exchange for U.S. 2%-percent Treasury bonds, investment series B,
1975-80. Offers to exchange, which were opened March 8, aggregated $129.7
million. All of the offers were approved at an average exchange price of $101.28.
Under the second exchange transaction, which was completed in June, $124.7
million of mortgages was exchanged for $126.1 million face amount of bonds.
"As a consequence of the two exchange transactions, $311.3 million unpaid

principal amount of FNMA mortgages was exchanged for $316.4 million face
amount of bonds; all but $0.1 million of the exchange transactions was effected
in 1960."
In addition to the two types of participation sales mentioned above, in 1953

and 1954 the Commodity Credit Corporation sold participations in a pool of
price support loans. This operation is described in the hearings before the
Committee on Finance, U.S. Senate, July-August 1957—"Investigation of the
Financial Condition of the United States", part 2, pages 899-900.
"During the fall of 1953, the Commodity Credit Corporation formed a pool of

price support loans against which certificates of interest were sold to the com-
mercial banks of the country. The initial issue of $357 million was followed by
a second issue, in December 1953, of $449 million, and a third issue, in February
1954, of $351 million. Of these certificates of interest, $940 million was out-
standing at the close of the fiscal year 1954. This meant that the budget deficit
for that year, of $3,117 million, would have been $4,057 million if the certificates
of interest had not been issued. The purpose of the certificates was to en-
courage greater private participation in Commodity Credit programs, and it was
also of assistance to the Treasury in keeping within the debt limit of $275
billion.
"All of these certificates of interest issued during the fiscal year 1954 were

redeemed in August 1954, and in November 1954, $1,169 million of similar certif-
icates were issued to cover the pool of price support loans available at that
time. Many of these were redeemed before maturity so that the total amount
of Commodity Credit Corporation certificates of interest, on June 30, 1955, was
$538 million. Thus the fiscal 1955 deficit of $4.180 million would have been $3,778
million had it not been for the operations in these certificates.
"There were no further issues of Commodity Credit certificates of interest

after November 1954. The budget surplus of $1,626 million in the fiscal year
1956 would have been a budget surplus of $2,164 million, if it were not for the
fact that the Treasury had to redeem the remaining outstanding Commodity
Credit certificates of interest during that year."

Mr. JONAS. Your statement about what happened in the 1959-60
Mortgage Bond exchange confirmed my understanding that the Gov-
ernment then traded Government-owned mortgages for outstanding
Government bonds and the bonds received in exchange for the
mortgages were retired and the national debt was reduced in a cor-
responding amount. That is quite different than what you are doing
when you dispose of capital assets and use the proceeds for general
operating expenses instead of in reducing the national debt.
Mr. JONAS. Mr. Chairman, there is another question you asked that

the Secretary did not answer. Will you state, Mr. Secretary, the full
amount of insufficiencies you contemplate will arise if you dispose of
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$4 billion of PC's. Is that figure in the budget at any one particular
place or do you have to go through the whole budget to see what the
insufficiencies will be on the $4 billion.
Mr. ZWICK. It is scattered by agency.
Mr. JONAS. Can you pull that together and put in the record at this

point the total insufficiencies if you sell the $4 billion?
Mr. ZWICK. Yes, sir.
(The information follows:)
lAs indicated by the following table, the estimated 1969 insufficiencies related

to the $4 billion of 1969 participation sales amounts to $32 million, requiring
appropriations of $12.1 million. When the 1969 insufficiencies related to partici-
pation sales in prior years are added to this, total insufficiencies are estimated
at $160 million, requiring $89.4 million of appropriations.

ESTIMATE OF I NSUFFICI ENCI ES—PARTICIPATION CERTI FICATE SALES, FISCAL YEAR 1969

[In thousands of dollars]

Small Department
Veterans' Business Department of Housing Export-

Total Administra- Administra- of and Urban Import
tion tion Agriculture Develop- Bank

ment

Insufficiencies
Financed by—

Investment income from par-

31, 983 3,400 1,450 2,354 24, 779 _ _

ticipation sales fund (—)_ _ _ —3,781 —275 —1,450 —1,000 —1,056  
Retained earnings reserved to
meet insufficiencies (—).. _ —16,150 —1,050 —1,354 —13,746  

New obligational author-
ity 12, 052 2, 075  9,977  

Estimated sales 4, 000, 000 600, 000 200, 000 500, 000 1, 850, 000 850, 000

ESTIMATE OF TOTAL INSUFFICIENCIES—PARTICIPATION CERTIFICATES OUTSTANDING, FISCAL YEAR 1969

II n thousands of dollars]

Veterans' Small DepartmentDepartmentDepartment Export-
Total Adminis- Business of Agri- of Health, of Housing Import

tration Adminis- culture Education, and Urban Bank
tration and Welfare Develop-

ment

Insufficiencies 159, 976 13, 360 9,348 17, 800 1 5, 000 114,468
Financed by—

Investment income from partic-
ipation sales fund (—) —28,221 —2,125 —7,701 —12,252  —6, 143  

Retained earnings reserved to
meet insufficiencies (—) —45,732 —2,840 —5,548  —37,344  

Insufficiencies brought forward
from prior year 2 3, 360 3, 185 175  

New obligational authority 89, 383 11,580 1,647  5, 175 70, 981  

1 No sales are planned for 1969. All amounts apply to prior years sales.
2 These amounts are the portions of the 1968 insufficiencies which exceeded the 1968 appropriations for insufficiencies.

Mr. JONAS. I have one other question on that. We fought this battle
out last year in Congress, and the result was that it was decided that
Congress, at least, wanted to go to direct appropriations for these in-
sufficiencies. But I notice the budget contemplates now going back to
your original proposition of indefinite appropriations. Is that correct?
Mr. ZWICK. That is correct.
Mr. JONAS. We will have to fight that out again just as we did last

year.
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Mr. ZWICK. The reason for this, of course, Mr. Jonas, is that our
people who handle these certificates tell us it costs us more money when
we go to annual appropriations.
Mr. JONAS. I do not think that can possibly be so because the limita-

tion was not to "exceed" a certain amount. That seemed to Congress
to be more desirable than to give the administration a blank check to
pay any amount of subsidy that it sees fit to do. We could not figure
any other way to keep any kind of control on it.
I for one had thought that issue had been resolved with the Con-

gress speaking specifically to it on several rollcalls. But if you have any
argument to make in support of the claim that this is a better way of
doing it, which I refer to as giving you an open end to spend any
amount that you think the market justifies rather than tying it down
to a definite appropriation item, I think it would be proper to have it
at this point in the record.
Mr. MAHON. Be sure to supply adequate responses to the questions.
Mr. ZWICK. Yes, sir.
(The information follows:)

PARTICIPATION SALES INSUFFICIENCIES

For the 1967 participation sales, as recommended by the President, permanent
indefinite appropriations to cover insufficiencies were provided. This procedure
was contemplated under the original Participation Sales Act of 1966, and was
also recommended by the President in the 1968 budget.
Appropriation acts for 1968, however, in every case, provided a definite appro-

priation with a specific amount intended to cover the payments necessary for 1
year alone on sales authorized in those acts—and did not provide for the long
range of years the certificates are outstanding. If definite appropriations are
continued in 1969, they will have to cover insufficiencies accruing on sales author-
ized in 1968 acts as well as those authorized in the 1969 acts.

Insufficiencies arise primarily from the fact that in most cases the interest
rates payable on the certificates of participation will exceed the interest received
from those placed in the pool, since many of these loans carry statutorily
authorized interest rates well below market levels.
The sales authorizations represent the point of control over the sales program

by the Appropriations Committees and the Congress. Under the new concepts,
these authorizations are reported as new obligational authority. Once the sales
are made, the insufficiencies will automatically accrue. The definite appropriation
does not limit the amount of these insufficiencies in later years, and therefore
provides no congressional control. There is no advantage for the Congress in
going through the process of making specific new appropriations each year.

It is almost impossible to predict with accuracy, for any one year, the amount
of the insufficiency which will materialize under new participation sales activi-
ties. The amount required depends upon (1) the timing of sales within the year,
(2) the interest rate to be earned on the loans in the pool, and (3) the interest
rates required to be paid in order to sell the participation certificates. Market
conditions, of course, are a major factor on all three of these conditions. Interest
rates on loans and securities of all types advanced sharply in 1966, then after
a short period of decline, rose again in 1967. There have been wide fluctuations
in 1968.
Examples of the inability to forecast these requirements in the 1968 estimates

are an underestimate of $3.2 million, requiring additional appropriations for
the Veterans' Administration, and an overestimate of $7.9 million for the Depart-
ment of Housing and Urban Development, which will lapse.
With respect to the insufficiency requirements payable on certificates in later

years, neither the Congress nor FNMA has any flexibility. Like interest on the
public debt, these payments must be provided on schedule to preserve the credit
standing of the Federal Government. It would be most unfortunate if investors
in participation certificates were to get the impression that there is any doubt
of the payments being made in full at the time when they are called for.
In view of the various methods available for covering any temporary shortages

of the funds required to make principal and interest payments on participation
sales certificates, there is no reason, in our judgment, to doubt that these pay-
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ments will be made. Nevertheless, prospective buyers want absolute assurance
that funds will be made available in sufficient amount and on time. Unwillingness
to provide such assurance in advance by indefinite appropriations has caused
some bond counsel to express doubts on the certainty of timely payment. To the
extent such doubts arise, the terms on which participation certificate sales can
be made would be less favorable; in other words, interest rates paid could be
perceptibly higher. Such higher interest rates would automatically increase pay-

ments for insufficiencies. This is an unnecessary risk which can be avoided by

enacting indefinite appropriations.
The President in 1968, and again this year, recommends the permanent indefi-

nite appropriations like those enacted in 1967. The basic control over participa-

tion certificates would, of course, still remain with the Appropriations Committees

of the Congress through the annual appropriation process which annually author-

izes the amounts which may be sold.

(The following information was supplied for the record by the
Treasury Department:)
The questions raised by Mr. Jonas strike at the merits of (1) an annual ap-

propriation vs. a permanent appropriation and (2) a fixed appropriation vs. an

indefinite appropriation.
The marketability of participation certificates can be somewhat reduced if the

interest insufficiency appropriation needs to be acted upon annually by the Con-

gress. The increase in cost, however, cannot be accurately justified. While the

market reaction may be somewhat irrational in view of the guarantee of timely

payment by FNMA backed by borrowing authority from the Treasury, there can

be little question but that the marketability of participation certificates would

be somewhat improved if assurance were provided through a permanent appro-

priation that funds would be automatically available as needed to meet interest

and principal interest payments without any additional congressional or ad-

ministrative action required.
When the Congress by appropriation action fixes a maximum amount of interest

insufficiency payments that may be made in conjunction with the issuance of

participation certificates, it thereby simply adds an additional, contingent limi-

tation on the amount of participation certificates that may be sold. Such action

does not limit the interest rate which must be paid in order to sell participation

certificates in the market. Moreover, the amount of insufficiency payments does

not directly increase or decrease the cost to the Federal Government of partici-

pation sales in any one to one manner. The Federal Government can finance

loans by issuing additional Treasury obligations or by selling participation cer-

tificates. If the second route is followed, the additional cost incurred is simply

the difference between rates of interest on the participation certificates and on

the Treasury obligations. If the loans themselves were made at below market

interest rates, the Federal Government will suffer a loss on that account no mat-

ter how it finances the loan transactions.

THE CIVIL SERVICE TRUST FUND

Mr. MAHON. Mr. Director, now that the trust funds are folded into
the new budget concept, and treated as part and parcel of the budget
rather than separately as heretofore, what is the situation in some-
thing like the civil service retirement fund, where I believe the fund
is actuarily short, so to speak, over the long haul perhaps $50 billion
or so in its funded ability to meet estimated claims of covered workers
in future retirement benefits? Is the projected budget deficit for 1969,
of $8 billion, ostensibly lower by the excess of income over outgo for
1969 in this retirement fund; that is, is there an apparent "windfall"
in 1969 that reduces the deficit, but at the same time can it in reality
be argued that the general fund takes on a big deficit that in fact exists
in this trust fund as I have briefly stated it?
I wonder if you would comment on that generally when you extend

your remarks, and if there are similar considerations in any of the
other trust funds being incorporated into the unified budget, you could
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touch that aspect. Of course, we realize that adoption of the concept
does not in any sense change the applicable trust fund statutes at all.
(The following information was supplied for the record:)
The trust funds show receipts in excess of outlays in each of the 3 years shown

in the budget, as follows (see table C-4 on page 488 of the 1969 budget for more
detail) :

[In millions of dollars]

1967 actual 1968 estimate 1969 estimate

Trust fund receipts 44,725 47,814 53,839Trust fund outlays 38,589 43,946 46,469

Excess of receipts 6,136 3,868 7,370

This excess of receipts makes the budget deficit lower than it would be if the
trust funds were excluded from the computation. However, the new budget defi-
cit correctly reflects the Government's total transactions with the public. The
trust funds are a part of those transactions.
In the case of trust funds whose liabilities, computed on an actuarial basis,

exceed their resources, similarly computed—like the civil service retirement and
disability fund—the change in budget presentation makes no change at all in
the general fund's responsibility or liability. The integrity of each fund is still
preserved. The general fund owes neither more nor less than it would have
owed otherwise. Nor is there any change in the liabilities of all funds added
together.
The President's Commission on Budget Concepts clearly recommended the

inclusion of trust fund receipts and outlays in the computation of the budget
surplus or deficit (pp. 5,25, 26-27, and 102 of the report).
Mr. MAHON. Mr. Bow has some questions.

BUDGET SITUATION WITHOUT THE 10-PERCENT SURTAX PROPOSAL

Mr. Bow. Thank you, Mr. Chairman.
Mr. Secretary, your statement as the chairman has indicated relates

a great deal to the necessity of passage of the surtax bill, so that we
can have some fiscal responsibility. That is not, of course, the preroga-
tive of this committee. Our committee is one that has to do with ap-
propriations and spending. I should like to ask you this question, Mr.
Secretary: In case there is no tax increase, could you tell this com-
mittee, then, what its responsibility would be with respect to further
reductions in the budget, or would the administration be prepared, if
there is no tax increase, to submit a new budget to us at a lower figure
to try to prevent some of the things that might happen without a tax
increase?
Mr. FOWLER. I could not answer the latter question, as to whether

the administration would be prepared to submit a new budget or not.
I would say that if there is no tax increase that every effort should
be made to reduce the level of expenditures and to reduce the deficit.
Mr. Bow. You are not in a position to say at this time whether we

would receive budget priorities from the administration.
Mr. FOWLER. I think that is a question that would be better

addressed to the Director of the Budget.
Mr. Bow. Could you respond to that, Mr. Zwick?
Mr. ZWICK. We are obviously here fighting for the budget we have

just presented to you in the last month.
Mr. Bow. On the basis of a tax increase?
Mr. ZWICK. Yes.
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Mr. Bow. I note again today there have been suggestions that there
won't be a tax increase. That puts an added responsibility, if no tax
increase should come about, upon this committee. Are you prepared,
if that should come about, to submit to us either a new budget or re-
vised budget indicating to us some priorities where cuts could be made?
Mr. ZWICK. We have no specific contingency plan at the moment

on that, Mr. Bow.
Last fall, as you know, we worked with these committees to enact

Public Law 90-218, whereby we did cut back in a joint enterprise
between the Congress and the executive. We have no specific plans at
the moment.
Mr. Bow. But would you not agree that if such a situation should

develop it would then put an additional responsibility upon this com-
mittee to make further and drastic cuts in the budget?
Mr. ZWICK. If our forecast about the behavior of the private econ-

omy is correct, and we get no tax increase and expenditures continue
as we forecast, we clearly have a joint problem, both the executive and
the legislative.

PROPOSED REDUCTIONS AND CUTBACKS

Mr. Bow. Thank you. In the budget message of the President and
your charts, as I read them, you show that there is curtailment in cer-
tain programs as regards 1969 activities of $1.6 billion of obligations
and small reductions in 1969 expenditures.
You gave a list of those.
Mr. ZWICK. That is correct those are the items on pages 20, 21, and

22 of the budget.
Mr. Bow. In determining that $1.6 billion, what figures did you use

to reduce the budget by that amount?
Mr. ZWICK. You mean what numbers are these subtracted from?

We have a table which gives you the program level before and after
the proposed reductions. I could submit it for the record.
Mr. Bow. I have seen that. In that connection, did you take into con-

sideration House Joint Resolution 888—Public Law 90-218—and
what the appropriations were last year?
Mr. ZWICK. These are cutbacks from the level that was appropriated

before the resolution which cut back.
Mr. Bow. If you were to take House Joint Resolution 888 into con-

sideration, your actual reduction would be about $900 million rather
than the $1.6 billion. Am I correct in that?
Mr. ZWICK. It certainly would be less and that sounds about right,

but I do not have that specific calculation. That sounds about right.
Mr. Bow. So actually, from the budget figures and the amounts ap-

propriated the cut would be somewhere around $900 million consider-
ing House Joint Resolution 888?
Mr. ZWICK. From the amounts appropriated minus the 2-10 cutback,

yes, sir.
ADDITIONAL CIVILIAN EMPLOYEE POSITIONS

Mr. Bow. That was the result after we passed House Joint Resolu-
tion 888. I have only one other matter, Mr. Chairman. I was somewhat
surprised in the reading of this budget to see that you anticipate in
1969 over 1968, 45,600 new employees. Can you discuss that a little? I
have a list of where they are. There are 17,800 in Post Office, 3,400 in
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Defense, 3,400 in Health, Education and Welfare, 1,400 in Housing
and Urban Development, 2,400 in Interior, 1,000 in Labor, 1,900 in
Transportation 3,500 in Treasury. In fact, in the last 1 years ending
with fiscal year 1969 full-time employment in the executive branch will
have increased by 454,747. Tell us something about the need for these
additional employees in view of what was done in House Joint Resolu-
tion 888 last year.
Mr. ZWICK. Yes, sir. I will take 1969 over 1968 as we are now fore-

casting, or do you want to go back to 1968?
Mr. Bow. I think you might take that. If this is a tight budget, if

you exercised real restraint, how do we get 45,600 new employees?
Mr. ZWICK. Let me indicate the workload items that are involved

here. As a prolog to that, let me point out again that in 'terms of either
the Nation's population or as a percentage of the labor force these num-
bers are not going up. Again, you are getting the same reflection that
you get when you look at expenditures as a percentage of gross national
product. As your country gets bigger, it is almost inevitable that you
have increased workload. Let me give you the specifics. Of the total
45,600 increase, the first and largest single increase is 17,800, or 39
percent of the total, for the Post Office Department to service a 3.8-per-
cent increase in mail volume. Another 3,000 is for the Department of
Defense for the support of the operations in Vietnam. Then there is
an increase of 3,500 for the Treasury Department, for the Internal
Revenue Service to stay abreast of 112 million tax returns, which will
be up 3 million in 1969, and for the Bureau of Customs which expects a
7-percent increase in foreign cargo entries. The Department of HEW
will be up 3,400, reflecting a rise in the number of claims processed for
old-age and survivors insurance, and an estimated 3 million increase
in the number of bills and claims received under the supplementary
medical insurance plan.
The Department of the Interior will be up 2400; first, for more

teachers to educate Indians on reservations; second, for continued con-
struction and operation of new power facilities initiated in prior years,
again the implication of prior commitments: third, for work on water
pollution control, including the staffing of new laboratories; and
fourth, for handling an estimated 9-percent increase in visitation to
national parks. The Department of Transportation is up 1900, reflect-
ing additional workload of FAA as a result of increased aviation
activity, such as an increase of roughly 15 percent in landing and take-
offs at our major airports. Clearly, we have to add air traffic controllers
as the workload increases.
The Veterans' Administration is up 1900, for the same reasons as the

increase in 1968: to enlarge and improve hospital and medical services.
The major objective is to provide better, more intensive medical care
to shorten the patient's stay.
The Department of Housing and Urban Development is up 1400,

covering a workload growth of 100.000 FHA mortgage insurance
applications, and the new and expanded activity of the model cities
and urban renewal programs. As you remember, that is one area where
we have a significant expansion in the 1969 budget.
Mr. Bow. I will assume that the subcommittees will check very care-

fully on the question of new employees. We cannot go into that in detail
today. I would hope we would check carefully the increases because we
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have had increases greatly in excess of increases in population. The
Department of Health, Education, and Welfare has had an increase in
the last 4 years of 33 percent. Small Business: Up 31 percent: Inter-
national Development: Up 23 percent. Peace Corps is up 50 percent.
The Post Office, up 23.2 percent.

NUMBER OF FEDERAL EMPLOYEES RELATED TO POPULATION AND LABOR FORCE

Mr. ZWICK. I will be happy to submit for the record Federal civilian
employment as a percent of population and as a percent of the civilian
labor force. Both of those have been fairly constant.
I would like to say that we welcome intense scrutiny by the subcom-

mittees. If they can cut further, we would be happy.
(The following table was later supplied for the record:)

FEDERAL CIVILIAN EMPLOYMENT RELATED TO POPULATION AND THE CIVILIAN LABOR FORCE

Year
Federal Govern- Average civilian Federal employ- Federal employ-
ment employment labor force ment per 1,000 ment per 1,000

(thousands) (age 16 and over) population civilian labor force
(thousands)

1947  2, 082 59,350 14.4 35.0
1948  2,044 60,621 13.9 33.7
1949  2,075 61,286 13.9 33.8
1950  1,934 62,208 12.7 31.0
1951  2,456 62,017 15.9 39.6
1952  2,574 62,138 16.3 41.4
1953  2, 532 63,015 15.8 40.1
1954  2,382 63,643 14.6 37.4
1955  2,371 65,023 14.3 36.4
1956  2, 372 66,552 14.0 35.6
1957  2,391 66,929 13.9 35.7
1958  2, 355 67,639 13.5 34.8
1959  2,355 68,369 13.2 34.4
1960  2,371 69,628 13.1 34.0
1961  2,407 70,459 13.1 34.1
1962  2,485 70,614 13.3 35.1
1963  2,490 71,833 13.1 34.6
1964  2,469 73,091 12.9 33.7
1965  2,496 74,455 12.8 33.5
1966  2,664 75,770 13.5 35.1
1967  2,877 77, 347 14.4 37. 1

Mr. Bow. It is rather interesting to note on page 75 of the "Special
Analysis," your chart on "Government-Civilian Employment"; and
then to take a look at your chart in the 1969 budget charts on new
budget concepts and compare the two. This shows the Federal employ-
ment and State and local employment. The one on page 75 is a special
analysis.
Mr. ZWICK. That is right.
Mr. Bow. The Federal aid to States and local government is on the

other chart that I have shown you.
Would you comment on the fact that increases in two charts look

almost identical? Are we, by our grants and payments to the States,
beginning to increase their employment? That is, are Federal funds
going to increase the employment in State and local governments as
well?
Mr. ZWICK. I presume so, sir, to some extent, as we are increasing

grants. The chart I did show you indicates that we have continued
the increase of grants to State and local governments. They are up $2
billion in the 1969 budget. Presumably State and local governments are
adding to the labor force to meet workloads.
Mr. Bow. Our arants of Federal funds are one of the reasons for this

great increase of 77 percent since 1942.
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Mr. ZWICK. Yes. Federal grants to State and local governments, as a
portion of their total revenues, have gone up. Given the nature of the
increased employment, they would have added to their labor force
even if we did not increase our grants. But it is true, if you look his-
torically at the revenues of the State and local governments, the propor-
tion of their revenues that are coming from the Federal Government
has trended up over time.
Mr. Bow. If you look at aid to States and local governments and

Government-civilian employment, the charts look almost identical.
Mr. ZWICK. That is right.
Mr. MAHON. Would you yield at that point?
Mr. Bow. I would be glad to, Mr. Chairman.
Mr. MAHON. I wish you would discuss, Mr. Zwick, in detail for the

record the charts to which reference has been made in these questions.
I wish when you get this record that you would explain as fully as you
can this much sharper increase in State and local civilian employment
than in the Federal personnel figure.
Mr. ZWICK. Yes; sir.
(The information follows:)
Special analysis F of the 1969 budget contains a great deal of information on

civilian employment in the executive branch. Much of the information which
follows was drawn from that source.

Since the end of World War II, a number of pressures have been exerted on
both the quality and scope of services at all levels of government. Among the
most important are: increased population, rapid urbanization, growing incomes—
providing a heightened awareness of those left behind in the general economic
advance, as well as the resources to cope with the problems so revealed—the
backlog of needs accumulated during wartime periods, and continued world
tensions.
While the latter factor especially has had the greatest influence on employment

in the Federal Government, most of the others have placed the heaviest demands
on the more than 80,000 units of State and local government throughout the
country. This is especially true of education, where the required increase in em-
ployment alone since 1950 exceeded total Federal civilian employment in 1967.
The outcome of these various forces has caused Federal civilian employment

in the executive branch to rise from 2.1 million in 1947 to 2.9 million in 1967,
or 38 percent. State and local employment over the same two decades has risen
from 3.6 million to 8.9 million, nearly 150 percent. As a result, the Federal
Government employs less than one-fourth of all civilan government employees.
The table below shows the relative growth of total civilian employment since
1942.
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GOVERNMENT EMPLOYMENT AND POPULATION, 1942-69

Government employment Population

Year Federal
executive
branch 4

(thousands)

State and
local govern-

ments
(thousands)

All govern-
mental
units

(thousands)

Federal as
percent of
all govern-

mental units

Total
United
States

(thousands)

Federal em-
pioyment
per 1,000

population

1942 2,272 3,310 5,582 40.7 135, 361 16.8
1943 3,274 3,184 6,458 50.7 137, 250 23.9
1944 3,304 3,092 6,396 51.7 138,916 23.8
1945 3,787 3, 104 6,891 55. 0 140, 468 27. 0
1946 2,666 3,305 5,971 44.6 141,936 18.8
1947 2,082 3,568 5,650 36.8 144. 698 14.4
1948 2,044 3,776 5,820 35. 1 147. 208 13.9
1949 2,075 3,906 5,981 34.7 149. 767 13.9
1950 1,934 4,078 6,012 32.2 152,271 12.7
1951 2,456 4,031 6,487 37.9 154,878 15.9
1952 2,574 4,134 6,708 38.4 157, 553 16.3
1953 2,532 4,282 6,814 37.2 160,184 15.8
1954 2,382 4, 552 6,934 34. 4 163, 026 14.6
1955 2,371 4,728 7,099 33.4 165,931 14.3
1956 2,372 5,064 7,436 31.9 168, 903 14.0
1957 2,391 5,380 7,771 30.8 171, 984 13.9
1958 2,355 5,630 7,985 29. 5 174, 882 13. 5
1959 2,355 5,806 8,161 28.9 177, 830 13.2
1960 2 2,371 6,073 8,444 28. 1 180, 684 13. 1
1961 2,407 6,295 8,702 27.7 183,756 13. 1
1962 2,485 6, 533 9,018 27.6 186,656 13.3
1963 2 2,490 6,834 9,324 26.7 189, 417 13. 1
1964 2 2,469 7,236 9,705 25.4 192, 120 12.9
1965 2,496 7,700 10, 196 24. 5 194, 592 12.8
1966 2,664 8,320 10,984 24.2 196,920 13.5
1967 2,877 8,898 11,775 24.4 199,118 14.4
1968 (estimated)  4 2,932  23. 8 14.6
1969 (estimated)  4 2,987  23.0 14.7

I Covers total end-of-year employment in full-time permanent, temporary, part-time, and intermittent positions except
for summer workers under the President's Youth Opportunity Campaign; member employees of the Soldiers' Home; and
various merchant seamen on vessels under Federal shpping contracts:

1967 actual 1968 estimate 1969 estimate

Youth Opportunity Campaign 82, 923 83, 000 83, 000
Merchant seamen 7,464 6,500 6,400
Member-employees of the Soldiers' Home 250 250 260

2 Includes piece-rate census workers employed for the decennial census.
3 Excludes 7,411 project em ployees in 1963 and 406 project employees in 1964 for the public works acceleration program.
4 An official projection of population and of State and local government employment for 1968 and 1969 is not available.

The percentages and ratios shown for these years are consistent with a range of reasonable estimates based on recent trends
in population and State and local employment.

The surge in State and local employment is largely the result of heavy require-
ments for education-which now constitutes more than half of the total-as
shown in the following table. Since 1960, alone, total employment in State and
local governments has risen from 6.1 million to 8.9 million, or 2.8 million. Of the
increase, education accounts for 1.8 million-or 62 percent of the total.

STATE AND LOCAL EMPLOYMENT

iln June of selected years. In thousands]

1960 1965 1966 1967
Increase, 1960-67

Absolute Total Annual
amount percent percent

Total 6,073 7,700 8,320 8,898 2,825 46. 5 5.6

Education (2,749) (3,722) (4,144) (4,504) (1,755) (63.8) (7.3)
Other (3,324) (3,978) (4,176) (4,394) (1,070) (32.2) (4.1)

The balance of State and local employment, and the increase therein, is spread
among a number of programs. For example:
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Hospitals account for about 10 percent of the total;
Highways employ another 81/2 percent; and
Police constitute nearly 5 percent.

The following chart graphically illustrates the increase in government civilian
employment:

Government Civilian Employment
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Mr. Bow. I believe that is all I have at this time, Mr. Chairman. I
will yield to my colleagues.

THE CAUSES OF INFLATION

Mr. MAHON. Mr. Whitten has some questions.
Mr. WHrrrEN. Mr. Secretary, so far we have largely dealt with this

subject as though it was an individual instance or something that
might require a little belt tightening in getting appropriations and
taxes. Briefly for the record, what is the primary reason for inflation?
Mr. FOWLER. The primary cause
Mr. WHITTEN. Yes.
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Mr. FOWLER. There are two causes and they interact together, Mr.
Whitten. I am a lawyer and not an economist, but my economist friends
tell me that we have come to accept two concepts called cost-push infla-
tion and demand-pull inflation. The demand-pull inflation is the one
we more commonly know as too much money chasing too few goods.
Cost-push inflation is the tendency for increases in wage and labor
costs, particularly on a unit basis, to push up prices whenever the
demand situation is such that a price increase can be made to stick, in
terms of the competitive forces that are at work. This in turn increases
the cost of living, which in turn causes new increases in wages and
labor compensation, giving rise to a price spiral. These two things, as
I say, interact together. I think it is quite difficult to take any given
pattern of price increase, whether it be in the consumer price index or
the wholesale price index, and identify one and say so much is due to
demand-pull inflation and so much is due to cost-push inflation. Both,
I think, are contributing very substantially to the rate of price increase
which marked the last 6 months of the calendar year 1967 when the
so-called price deflator moved up around 4 percent.

BALANCE-OF-PAYMENTS SITUATION

Mr. WHIrrEN. As you can imagine, I am asking two or three ques-
tions here to lead up to the question that I have that I would like to
explore. I do not want to limit you, may I say, to an offhand descrip-
tion here. I hope you will feel free with the record to fully explain the
question. Now we come to this matter of dollar balances. If I under-
stood you correctly this morning, a big part of our problem is that we
are buying too much and selling too little, in a nutshell. Without
tying you to that, would you explain what that situation is with regard
to our problem on dollar balance?
Mr. FOWLER. It is not that we are buying too much and selling too

little, because the level of our sales in the export market exceeds the
level of our imports. However, I think that the so-called trade surplus
that we have is not large enough to compensate for the other elements
in the account, for which we have a deficit. This has to do with a
number of items that enter into our balance-of-payments account.
I am trying to search for a paper here from which I can illustrate

that. But suffice it to say that on the exchange of goods our trade surplus
in 1967 was about $4 billion. It was $4.1 billion on the census basis.
This is the mainstay, you might say, of our international financial
position. Personally, I would think it would be a much healthier situa-
tion if that trade surplus were running at the rate of $5 to $6 billion
rather than $4 billion. Indeed, in 1964 we had a trade surplus, using
comparable figures, of around $7 billion. I think in order to carry the
other elements in the balance-of-payments account, in which we are on
the minus side, we need a much more substantial trade surplus than the
one we had in 1967 or in 1966.
Mr. WHITTEN. Thank you, Mr. Secretary. What I am leading to is

this: I have been on the committee several years, and I recall when Mr.
Humphrey occupied your position, if I recall correctly, our Govern-
ment was making a push to get the United States to make foreign
investments. In fact, it was testified then, or perhaps later, that we
had about $60 billion which we had promoted into investment in for-
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eign countries, long-term investments. I read where part of our prob-
lem comes from the fact that we have these long-term investments
abroad, promoted by the Government, which are not due, and we in
turn are in difficulty because we have short-term obligations.

Carrying this one step further, for years—and I think it is fairly
well known here—I think our foreign policy has reached the point
where we have to review it from start to finish. I think it is more or
less bankrupt. With that background I am trying to describe why. In
foreign aid we have done three or four things. In the first place, the
money is expended and they get the goods and we get the money aided
to our money, which increases that type of inflation that you mentioned
earlier, with more money chasing less goods. Not only that, but we have
promoted many of our customers into becoming competitors when it,
comes to maintaining this increased trade balance which you men-
tioned. Recently I heard in a meeting where this recent Pueblo incident
was discussed. That is not an incident, but it is one step in a continuing
series of events. I was in Mexico two different years, and the foreign
markets that we said we were building up through foreign aid, it seems
that American corporations are going to Mexico and other countries,
doing their production there, and selling from there, and we, instead
of getting the new markets in the United States, U.S. capital is going
abroad and furnishing those built-up markets from someplace outside
the United States. There are other indications that much of these im-
ports from several countries we could name really is American industry
taking advantage of cheap foreign labor because the labor costs here
are so high. I made a series of statements here and I am not going to
prolong it.
Would you give us your comment as to any of these being factors

[are] involved in this problem and whether this is not the time to re-
view our overall situation instead of trying to handle it with just two
slight instruments here—one is decreased appropriations, the other
is increased taxes. Haven't we got to look at all these series of happen-
ings that may have been gradually leading us to this situation. I am
taking one more step. It has already led us to a good many things. If
you read the "Decline of the Roman Empire," it is very, very similar,
taking the silver out of our currency so we can spend it; mortgaging
our notes through the PC's; now looking at this bill you are asking us
to cut back attention to our natural resources so that we will be kind of
Jiving on the improvements we have made in our natural resources in
the last few years. I realize that is a pretty big package but I would
like to have your comment on whether this is a local and one-shot type
of thing or whether we have been building up to it somewhat in the
line that I have mentioned.
Mr. FOWLER. Mr. Whitten, I think I should comment in these terms:

That in the blue book that was presented to you this morning, we, in
the Treasury Department, have tried to analyze as best we could for
Members of Congress and all interested persons all the factors that
have led to a decision, expressed in the President's January 1 message,
that the time has now come for us to eliminate what has become a
chronic deficit in our balance of payments, a deficit which is a major
contributing factor to an instability in the international monetary
system, and a deficit which if left untended and uncorrected can dis-
rupt the matchless pattern of progress that has occurred in world
trade and development since World War II.
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think I would like to underscore what you have said, that this is
not the result of a single factor or one or two factors. It does require
an analysis of the entire pattern of international payments. In the
picture we must take into account that although the amount of our
exchanges over the borders in money terms is not very large in terms
of our gross national product, it nonetheless is very important and
very vital.
On page 2 of the summary and conclusions of this blue book you

will find that in 1966 our total international payments, insofar as
they can be measured, amounted to $49 billion, while our foreign
receipts were nearly $48 billion. The resulting deficit in our balance
of payments was $1.3 billion. In 1967 this deficit increased to about
$3.6 billion. Although this is only a fraction of our gross national
product, which was running around $750 billion during that period
of time, it is a very vital and important element. I think the Ameri-
can people and the American Congress can no longer ignore the
challenge to take decisive action. Meeting that challenge has three
elements:

First, it includes managing our own internal economy in such a
way that we will not, by an excessive rate of growth, suck in large
quantities of imports. Imports tend to come in at a much higher
rate, when we are growing at an excessive rate of speed, than they
do when we are traveling on a fairly stable, consistent, sustainable
pattern. For example, when our rate of growth in money terms is in
excess of 8 percent, it seems that we suck in imports at a much higher
percentage of our gross national product than when our rate of growth
in money terms is ranging between 5 and 6 percent. The figures in
1965 and 1966 will amply illustrate this point. The maintenance of a
stable, sustained rate of growth in money terms is a key element in
maintaining and improving a healthy trade surplus.
This brings me back to the pertinence of the problem of fiscal re-

straint in the period ahead because the economy is running at an ex-
cessive rate of speed and threatens to continue at excessive rates unless
there is a mix of appropriate fiscal restraint and monetary restraint.
This will also undermine our long-range competitive position unless
wage and price decisions are more closely related to increases in pro-
ductivity than has been the case in the last year. That is one element.
The second element is to take long-term measures dealing with

other aspects of the balance-of-payments accounts, which promise to
eliminate disparities in those aspects of our accounts. For example
a long-range program to encourage foreign tourism in the United.
States is the appropriate permanent way to deal with the so-called
travel deficit. Last year this deficit exceeded $2 billion. In 1966 it
was $1.6 billion, which was more than 120 percent of our total deficit
for that year.
In addition to long-range measures, we must employ some temporary

measures to cope with the emergency of the problem while the longer
range measures are getting under way. Let me illustrate this third
element, short-term measures, with the area of direct investment and
bank lending abroad, which you referred to in your statement. Looked
at from a long-term point of view, this is one of the elements of
strength in our balance-of-payments system because of the returns
from our overseas investments. But it is also true that each year we
have a balance-of-payments deficit our liquidity position has been
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eroded to that extent. Looked at as a business proposition, our private
investments abroad have been very profitable for us. These invest-
ments have increased from $13.5 billion in 1946 to $86 billion in 1966.
Netting that against what foreigners have invested over here, our
net investment position with reference to the rest of the world has
been substantially improving each year we have had these deficits.
However, when looked at from the standpoint of the United States as a
banker—and we play both of these roles—our liquidity position has
been steadily deteriorating.
While the quick reserves we have at hand to deal with foreign

claims that might be presented used to exceed the total of out-
standing short-term foreign claims on us, this situation was
reversed, beginning, I think, about 1960. The total of these foreign
short-term claims has now grown to be twice the amount of our re-
serves. I do not think that all these short-term credits are going to be
presented to the bank at the same time, you understand. That is not
in the cards. But we have reached a point where our liquidity posi-
tion as a banker has eroded to the extent that we must call a halt
to it. Despite the fact that we have in this overseas investment a
profitable business for the long pull, we have as a temporary measure
imposed some rather drastic restraints on the outflow of funds for
private investment overseas, whether it be direct investment involving
plant and equipment or whether it be in the nature of bank lending.
These are all direct measures—dealing with direct investment, with

bank lending, and with travel—and we also have direct measures
dealing with another very important component of this picture,
namely, Government expenditures overseas. And we must have specific
measures to deal with these specific areas. However, these are only
the fingers of the hand, whereas the thumb—and you must use that
thumb to get complete control of the situation—is internal manage-
ment of our own affairs. This balance-of-payments problem and that
of the budget, I think, present the two most important financial prob-
lems we have confronting us today.

It can't be dealt with by a single slice here or a single slice there.
It really requires a rather composite approach.
Mr. MAHON. Mr. Secretary, you stated that you had to go meet the

head of the Common Market for a few minutes, and you would then
return.

Secretary FOWLER. I will be right back.
Mr. MAHON. What is your situation ?
Secretary FOWLER. I am going to be a little bit late now but I will

be back about 3:30 this afternoon.
Mr. WHITTEN. May I make one comment at this point.
Mr. MAHON. Then you can resume when he gets back.
Secretary FOWLER. If you excuse me, I will be right back. I happen

to be host and must leave for a minute to greet him. I will come right
back.
Mr. MAHON. I want to express my pleasure over the fact that ap-

parently we seem to have very good attendance of the 51-member
Appropriations Committee here today.
Everyone has obviously been highly interested and we certainly

have had very good attention to the presentations made by the Secre-
tary and by the Director.
Are there further questions on my left?
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NUMBER OF PEOPLE IN POVERTY STATUS—AND AIDS TO THE POOR

Mr. ANDREWS. Mr. Director, on page 36 of the budget you state
that between 1963 and 1967 the number of people living in poverty
fell from over 35 million to less than 29 million, and from 19 percent
of our population to under 15 percent. But 29 million poor people are
still far too many.
In the table that follows on that page, you show that projected for

1969, you have an expenditure, estimated in Federal aids to the poor,
of $27.7 billion, which I assume is the highest in history.
Mr. ZWICK. That is correct.
Mr. ANDREWS. Why is it that while the trend of the number of

poor goes down, the trend of expenditures before goes up? For in-
stance, in the 1963 column, you show $12.5 billion and in 1969, $27.7
million. One of the biggest items listed is for cash benefit payments,
which rose from $10.4 billion in 1963 to a projected $15.9 billion in
1969.
The trend is that as the number of poor people goes down, the cost

goes up. Would you explain that?
Mr. ZWICK. Yes, sir. Two comments.
First, there is some price-level adjustment that has to be done. But,

even after adjusting for the price changes, your point is still well taken.
I think it represents a clear commitment on the part of this country to
do more about this unfortunate group. The Nation has been getting
wealthier and in this process this has been a group that has been left
behind. I think we are doing more on the average per person, which is
what you are talking about.

Secondly, as the group gets smaller, presumably it will reach a point
where the group gets so small that the totals could turn around and
start going down. However, I think it is important to recognize that
the costs per person will probably go up. As you get to the harder and
harder cases to work with, the cost of trying to move them out of this
poverty posture into a place where they are self-sustaining members
of our society goes up. I would expect through time the cost per person
in poverty would go up. But as the number in poverty goes down, at
some point the total cost would level off and then go down.
Mr. ANDREWS. Thank you.
Mr. MAHON. Are there further questions on my left?

POST OFFICE AND GSA PUBLIC BUILDING PROJECTS

Mr. EVINS. Mr. Secretary, I noted that the Wall Street Journal
carried an article yesterday to the effect that the Budget includes
$88,200,000 for 34 public buildings projects to be constructed by the
Post Office Department under its separate construction authority ob-
tained by delegation last year from GSA. I understand a large part
of this is for plannina, but three of these are being initially funded
for construction. This Ts a substantial increase over the $50 million for
nine projects appropriated in the curernt year.
The General Services Administration has the primary responsibility

as construction agent for the entire Government, including all depart-
ments, yet, its new public buildings construction projects have been
deleted entirely from the budget.

91-3764-68---9
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I must say that some view this decision with considerable concern,
insofar as the overall construction requirements of the government
are concerned.
How did you arrive at this decision?
Mr. ZWICK. The overall level of actual Post Office construction re-

mains fairly constant. You are raising the question of the distribution
between Post Office Department and GSA construction. There has
been an apparent shift from GSA to Post Office construction, as such.
Your question referred to this?
Mr. EviNs. GSA made some proposals to the budget for construc-

tion, but no part of the request was approved. Yet you approved 34
for the Post Office Department.
Mr. ZWICK. We do have in GSA-
Mr. Ey-IN-8. There is a little inconsistency in that decision in the

Bureau.
Mr. ZWICK. First, to be clear, we have Post Office activities in GSA

in 1969. As I count them, there are four such projects. We ought to be
clear on that issue. Clearly there has been an apparent change in mix.
I do not have the details as to why it came out specifically that way.
Mr. MAHON. Mr. Cohn, can you give us a further elaboration on this

question?
Mr. CoHN. As to change in mix no sir. I would like to point out

that a little higher priority was given topostal buildings than other
buildings because of the problem the Post Office has with the increas-
ing mail volume. So that it was necessary, in order to handle and
process and move the mail efficiently, to put in some post office build-
ings, whereas we would not have given office buildings the same
priority.
Mr. EvINs. I have a further question, Mr. Chairman, for the

Director on another subject.
Mr. MAHON. Will you please amplify your answers to be as specific

as possible?
MT. ZWICK. Yes, sir.
(The following information was supplied for the record:)

COMPARISON OF GSA AND POST OFFICE CONSTRUCTION PROGRAMS

The following information explains why the appropriation for construction
proposed in the 1969 budget for the Post Office Department is greater than that
proposed for General Services Administration construction.

Differences in format of construction appropriations between the two agencies
should be noted. GSA construction funding is in two appropriations, one cover-
ing the site and design phase, and the other the construction phase. Post Office
construction funding is in one appropriation covering both phases. Both phases
should be considered, not only to make relevant comparisons between construc-
tion programs, but also as a basis for meaningful budget review within each
program. On a combined basis, the $88.3 million appropriation request for Post
Office compares to $11 million for GSA.

Consideration of appropriation levels should also take into account unobligated
balances of prior year appropriations, since the baci4og still to be obligated in-
fluences decisions on providing new obligating autMrity. The following table
shows new authority, unobligated balances, obligational programs and expendi-
tures for the two agencies for 1968 and 1969 as set forth in the 1969 budget.



129

Post Office GSA

1968 1969 1968 1969

1. New authority:
Site and design 15. 1 51.2 20.3 11.0
Construction 34.9 32. 1 63.8
Purchase of buildings 5. 0

Total 50. 0 88. 3 84. 1 11. 0

2. Unobligated balances, start of the year:
Site and design 40.2 35.5

9Construction 225. 235. 6

Total 266.1 271.1

3. Unobligated balances, end of year:
Site and design 
Construction 

35. 5
 6 25.5235.199. 2

Total 271.1 224.7

•4. Obligational program:
Site and design 15. 1 51.2 25.0 21. 0
Construction 34.9 32. 1 54. 0 36.4
Purchase of buildings 5. 0

Total 50. 0 88.3 79.0 57.4
5. Expenditures 16. 0 53.2 148.3 103.0

Note: Item 1+2-3=4.

The two programs outlined in the table above reflect the consensus on the part
of the President, the Congress, and the public that Federal expenditures should
be reduced to the maximum extent possible consistent with orderly and efficient
operation of the Government. The following factors were considered in arriving
at the budget totals shown above:

1. The General Services Administration has large unobligated balances,
caused in large measure by a construction slowdown in 1967, for which
obligations in large part had to be deferred if any significant reduction in
expenditures was to be achieved. This accounts for the sharply reduced
obligational program scheduled for GSA in 1968 and 1969. Despite this
reduced obligational program, 1968 expenditures are only $29 million lower
than in 1967 because of expenditures from obligated balances carried forward
to 1968.

2. With obligation of a large part of the unobligated balance for GSA con-
struction being deferred, it would serve no purpose to request new obliga-
tional authority which would only add to the unobligated balance carried
forward to future years. However, to maintain continuity in the program,
$11 million in new obligational authority is requested for site and design
work on new projects.

3. Since the Post Office Federal construction program is just getting
started in 1968, it would be relatively easy to restrict the program to very
low levels of obligation and expenditure in 1968 and 1969. However, con-
sideration has to be given to the urgent need for the large special purpose
mail-handling facilities which comprise the Post Office construction pro-
gram. These facilities are needed as soon as possible to permit the mechani-
zation of mail-processing functions and the efficient handling of a rapidly
increasing volume of mail. Present facilities in many cities are inadequate
to handle current volumes of mail, and are not suitable for conversion to
mechanization. Therefore, despite the overall need for reduced expenditures,
operational needs of the Post Office require that continued progress be made
in acquiring these facilities. Since the Post Office has no unobligated bal-
ances. further progress depends on the appropriation of additional obli-
gating authority in 1969.

4. Considering balances carried forward as well as new appropriations
for 1969, and the amount actually planned for obligation, the Post Office con-
struction program is not much different from the GSA program. Post Office
will obligate $37.1 million to start construction on three new buildings and
to purchase two buildings currently under lease; GSA will obligate $36.4
million to start construction on six buildings as well as provide for cost
increases for buildings already under contract.



5. While the amount of site and design funds, including carry forward
balances, available for 1969 are roughly comparable—POD $51.2 million and
GSA $46.5 million—the amount planned for obligation by GSA in 1969 is
considerably less than in the Post Office Department. This is because the
Post Office program is just getting underway, while GSA already has a large
number of projects under site and design contract; there will be enough
projects ready for construction, when present restrictive budgetary policies
can be modified, without entering into many additional design contracts
in 1969.

Mr. MAHON. Proceed.

BUDGET PROPOSALS TO LIFT INTEREST CEILINGS ON FHA AND VA LOANS

Mr. EviNs: Mr. Director, on page 3 of the budget, under housing
and community development, specific steps are being proposed to over-
come the competitive disadvantages of housing funds in the market,
including authority to lift the ceiling on VA and FHA loans, which
is 6 percent now. We all know of the condition of the mortgage market:
What effect will lifting the ceiling on interest rates have? The sky may
be the limit. What do you have in mind?
Mr. ZWICK. Two things. I will first comment on lifting the interest

rate. I do not think the actual interest costs to the homeowner will
change. In fact, you can make an argument that it may go down. The
homebuyers are paying those interest costs today through points.
These are then absorbed into the price of the house. So I do not think
the total interest costs will be any higher; you can argue that by lifting
an artificial ceiling the interest costs may be lower. We are saying that
you should be putting the interest cost where you see it and not hiding
it in points and artificially inflating prices of homes.
Mr. EVINS. You have a 6-percent level on interest rates for VA and

FHA loans now. Is it a wise policy to lift the ceiling on interest rates
now when they are this high?
Mr. ZWICK. Right now what you have are deep discounts of 7 or 8

points that people are paying. When you translate that into the actual
interest costs to the homeowner, the situaton is no different from when
you raise the interest ceiling.
I think that we can argue you are no worse off—and people might

argue you are better off—but I do not want to make that strong an
argument.
Mr. Elam. The great pressure is to raise interest rates all along.

I think we ought to try to hold interest rates down.
Mr. ZWICK. On that point I am in complete agreement with you.

I think the best way is to have our proposed tax surcharge and allow
fiscal policy to carry the load rather than monetary policy, as much as
it is now doing. I think in terms of the interest rate, the argument is
this: when you have this artificial limit on interest rates it means that
the Federal Government is picking up these mortgages either through
FNMA's secondary market operation—as I indicated earlier, it is
running at a level of $2.4 billion in this fiscal year, the highest level in
recent years—or you are picking it up in FNMA's management and
liquidation activities, and so forth. In other words, these mortgages
are not competitive in the market and therefore the Federal Govern-
ment is picking them up. We think by lifting an artificial interest rate
ceiling we will improve the mortgage market, not increase the costs
to the homeowner, and reduce this mortgage burden on the budget.
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The second point is spinning the secondary market part of FNMA
off into a private operation with a public purpose. As I am sure you
know, the original legislation setting up the FNMA secondary market
operation clearly stated that when the Government stock was retired
this would become a fully privately owned and operated corporation.
Mr. MAHON. You can elaborate on that for the record.
MT. ZWICK. Yes, sir.
(The information follows:)

TRANSFERRING FNMA's SECONDARY MARKET OPERATIONS TO PRIVATE OWNERSHIP

The Housing Act of 1954, which established the Federal National Mortgage
Association in its present form, contained the following provision:
"As promptly as practicable after all of the preferred stock of the association

held by the Secretary of the Treasury has been retired, the Housing and Home
Finance Administrator (now the Secretary of Housing and Urban Development)
shall transmit to the President for submission to the Congress recommendations
for such legislation as may be necessary or desirable to make appropriate provi-
sions to transfer to the owners of the outstanding common stock of the associa-
tion the assets and liabilities of the association in connection with, and the control
and management of, the secondary market operations of the association under
section 304 of this title in order that such operations may thereafter be carried

' out by a privately owned and privately financed corporation."
Experience since 1954 has shown that the capitalization and borrowing provi-

sions of the 1954 act will not permit the retirement of preferred stock under
existing law, primarily because of the volume of mortgages sold to FNMA.
The housing needs for the future, including the elimination of presently occu-

pied substandard housing, will require a larger volume of mortgage credit than
has been available in the past few years. Adequate institutions must be avail-
able to channel funds from the capital market into mortgage investments.
FNMA, in its secondary market operations, is already performing this function
in a limited way under Federal Government auspices. It borrows money from
the private market and uses the proceeds to purchase mortgages.
The President announced in the budget message that legislation would be pro-

posed to provide "an orderly transfer of ownership of the Government's activities
in the secondary market to private hands, so that private capital can be raised
and mortgages purchased as required by market conditions." This legislation
will enable FNMA to meet the mortgage market conditions as they exist today,
not as they were anticipated in 1954. It will structure FNMA along the lines of
other agencies, such as the Federal Land Banks and the Federal home loan
banks, which have no Government ownership and depend on private capital to
finance their programs.

INTERNATIONAL BALANCE OF PAYMENTS

Mr. EVANS. Mr. Secretary, alluding again to our balance-of-pay-
ments situation, the United States has had a balance-of-payments
deficit almost continuously since 1950 and, according to the President's
Economic Report, our payments position in the fourth quarter of 1967
deteriorated sharply. 
Is there any expectation that this situation will be corrected and im-

proved at any time soon? Suppose you supply some comment on that.
Mr. ZWICK. The recently published Treasury booklet "Maintaining

the Strength of the United States Dollar in a Strong Free World
Economy' discusses on pages 2-5 the evolution of the U.S. payments
position over these years since 1950.
Following the devaluation of sterling in November, 1967 and the

deterioration of our own position a drastic reduction in our balance-
of-payments deficit was necessary to defend the dollar and insure
against a breakdown of the international monetary system.
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The program President Johnson announced January 1, 1968, was
'designed to bring about a sharp reduction in the U.S. payments deficit
in the year ahead, bringing it into—or close to—equilibrium.

INDEBTEDNESS OF FOREIGN GOVERNMENTS TO THE UNITED STATES

Mr. MAHON. Mr. Secretary, I think we may have discussed this
matter briefly in other years during these annual hearings, but there
is, as you know, an increasing reservoir of interest in the country and
the Congress in the matter of debts owed to us by foreign countries,
especially arising from the First World War, and more especially in
relation to France. I believe the total of such World War I debts may
range over $21 billion, of which the French portion may approach $7
billion. I am speaking, in those figures, only to World War I. A num-
ber of Members of the House have introduced a bill or resolution on
the matter. It is, of course, a quite complicated matter, with a number
of considerations attached.
I have here a general, nontechnical statement of December 20, 1967,

which I understand your department gives out to people who inquire
about this and I think we might insert it, or you can insert an updated
version. And we would ask you to insert some tables covering both
World War I and World War II figures at some recent date, by
countries.
It might be helpful, Mr. Secretary, if you would also elaborate on

the matter for the record.
Secretary FOWLER. I would like very much to see World War I

debts settled. I am not aware of anything in the record which indicates
that the debtors have ever contested the juridical validity of their
obligations to the United States growing out of World War I. Within
the framework of international law, it is clear that these obligations
are not conditional upon the debtors' receipt of German obligations
payments, and the highest officials of our Government have consistently
denied any such relationship. However, there have been assertions
on the part of the debtors that there is a de facto connection between
their obligations and the receipt of German reparations payments.
There does not seem to be any possibility of reaching an agreement on
repayment of these obligations in the absence of any overall settlement
of the World War I reparations problem with its wide ranging po-
litical ramifications.
(Additional information provided in attachments:)

GOLD LOSSES AND DEBT REPAYMENT

REPAYMENT OF WORLD WAR I AND II DEBT

In its effort to halt the loss of gold the administration has given special at-
tention to the potential contribution of debt repayment. Virtually all of the loan
agreements and settlements made with foreign countries since the beginning
of World War II established fixed amortization schedules which call for regular
payments over a period of years. We expect both principal and interest on post-
World War II obligations to be paid in accordance with these schedules, and
with relatively few exceptions these payments are being made. Receipts from
such scheduled debt prepayments amounted to more than $800 million in 1966.
Only in a few cases has it become impossible for debtor nations to meet sched-
uled payments, making it necessary to negotiate a rescheduling of the obligation.
Some of the loan agreements provide for postponing payments under certain
circumstances. Where disputes arise resulting in payment delays, efforts are
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made to reach agreement in order that payments may be resumed. There have
been a few instances, notably in the case of the Republic of China and the USSR,
where it has not yet been possible to reach agreement involving comprehensive
settlement of World War II lend-lease and related accounts. (The U.S.S.R. is
making payments on lend-lease items which were in production or storage in the
United States before V—J Day.)
The United States has encouraged the governments of nations which are in a

strong financial position to make payments in advance of the schedule due dates
and since 1959 advance repayments of nearly $3 billion have been collected. Sev-
eral countries, among them Germany, Italy and Sweden, have now prepaid all
or nearly all of their World War II and postwar debt obligations to the United
States.
The situation is different with respect to World War I debts. Most governments

fulfilled their commitments under their World War I debt agreements until the
depression. Debtor governments stopped making payments in 1932, following the
expiration of the 1-year moratorium on debts owed to the United States negotiated
by President Hoover in an effort to mitigate the effect of these debt obligations on
Europe's economic health. Although some countries made token payments until
the beginning of World War II, Finland is the only country which is presently
meeting its obligations in full.
While the countries which have large World War I obligations to the United

States have never denied the juridical validity of their debts, there is a view
widely accepted among them that the payment of these debts should be dependent
on reparation payments by Germany. Resolution of the problem of governmental
claims against Germany arising out of World War I was deferred "until a final
general settlement of this matter" by the London Agreement of 1953, to which the
United States is a party.
The Government of the United States has never recognized that there was

any connection between the World War I obligations of those countries and their
reparations claims on Germany. While the London Agreement would not prevent
the United States from raising, on a bilateral basis, the question of payment of
any of the debtor countries' World War I obligations (except in the case of Ger-
many), it must be recognized that any effort on the part of the United States to
collect these obligations would undoubtedly raise the problem of German World
War I reparations. From the practical viewpoint, therefore, there does not seem
to be any possibility of reaching an agreement on repayment in the absence of an
overall settlement of the World War I reparations problem, with its wide-ranging
political ramifications.

FRENCH DEBT

The French hold to the generally prevailing view with regard to their debts to
the United States. They not only have been servicing debts incurred after World
War II regularly but have paid more than $880 million in advance of the due date.
As of June 30, 1967, France's obligations to the United States (excluding World
War I debts) were roughly $300 million.
The World War I indebtedness of the Government of France due and unpaid

as of June 30, 1967 was $5,077 million, including $2,091 million of the principal
sum and $2,986 million on interest arrearages. Unmatured principal was $1,773
million. No payments have been made since 1931. The total obligation which
might be said to have been outstanding on June 30, 1967, including both matured
and unmatured principal and interest arrearages to that date, was $6,850 million.
The French Government has never contested the juridical validity of its

obligation to the United States growing out of World War I. Within the frame-
work of international law, it is clear that this obligation is not conditioned upon
France's receipt of German reparation payments, and the highest officials of our
Government have consistently denied any such relationship. The argument has
been made, however, that there is a direct connection between the French World
War I obligation to the United States and the receipt of German reparation pay-
ments. When the French Chamber of Deputies authorized the ratification of the
1926 agreement on funding the World War I debt to the United States, it also
passed, as a separate action, not affecting the validity of the unconditional rati-
fication, a resolution stating that the French debt to the United States was to be
paid exclusively by the sums that Germany shall pay France. Furthermore, that
body passed a resolution on December 14, 1932, deferring payment of the
installment due to be paid to the United States the following day and inviting the
convocation of a general conference with Great Britain and other debtors for
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the purpose of adjusting all international obligations and putting an end to all
international transfers for which there was no compensating transaction.

U.S. GOLD POLICY

The established policy of the United States is to buy and sell gold to foreign
governments and monetary authorities for legitimate monetary purposes at the
fixed price of $35 per ounce. This policy provides the foundation for the inter-
national position of the dollar and the maintenance of its value in world markets.
The stability of the dollar and its convertibility into gold at the fixed price has
also resulted in its widespread use as a world trading currency and as the princi-
pal currency held along with gold in reserves of other countries. Any restriction
on the convertibility of the dollar for monetary purposes or changed in its value
in terms of gold would create serious difficulties in world financial and exchange
markets and consequently undermine the stability of the entire world monetary
system.

If the United States placed conditions on its willingness to sell gold to a foreign
monetary authority, however merited the condition might seem in an individual
instance, the result would be to make the dollar only a partially convertible cur-
rency. This would inevitably shake confidence in its continued convertibility for
other purposes at a fixed price, and it would no longer be considered, by the bulk

of the world, to be "as good as gold". Thus the decision to convert dollars into
gold has to remain that of the monetary authority concerned, each of which should

be fully aware of the responsibility it shares in maintaining an effective and stable
international payments system within the framework of international monetary
cooperation.
The accumulation of dollar balances by foreigners and thus their ability to

buy gold is a consequence of our balance-of-payments deficits. The best way to
stop gold losses by the United States is, therefore, to have both deficit and surplus
countries get back into balance-of-payments equilibrium. This is the course of
action which the United 'States is pursuing, both in formulating its own policies
and in the framework of international cooperation. President Johnson, in his
New Year's Day message to the Nation on the balance of payments, made the
position clear. He said:
"The time has come for decisive action designed to bring our balance of pay-

ments to—or close to—equilibrium in the year ahead.
"The need for action is a national and international responsibility of the

highest priority."
His message, a copy of which is attached, outlined a comprehensive program,

beginning with enactment of the anti-inflation tax proposals now pending before
Congress, for the achievement of this objective.

MESSAGE TO THE NATION ON THE BALANCE OF PAYMENTS

WHERE WE STAND TODAY

I want to discuss with the American people a subject of vital concern to the
economic health and well-being of this Nation and the free world.

It is our international balance-of-payments position.
The strength of our dollar depends on the strength of that position.
The soundness of the free world monetary system, which rests largely on the

dollar, also depends on the strength of that position.
To the average citizen, the balance of payments, and the strength of the dollar

and of the international monetary system, are meaningless phrases. They seem
to have little relevance to our daily lives. Yet their consequences touch us all—
consumer and captain of industry, worker, farmer, and financier.
More than ever before, the economy of each nation is today deeply inter-

twined with that of every other. A vast network of world trade and financial
transactions ties us all together. The prosperity of every economy rests on that
of every other.
More than ever before, this is one world—in economic affairs as in every other

way.
Your job, the prosperity of your farm or business, depends directly or in-

directly on what happens in Europe, Asia, Latin America, or Africa.
The health of the international economic system rests on a sound international

money in the same way as the health of our domestic economy rests on a sound
domestic money. Today, our domestic money—the U.S. dollar—is also the money
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most used in international transactions. That money can be sound at home—

as it surely is—yet can be in trouble abroad—as it now threatens to become.
In the final analysis its strength abroad depends on our earning abroad about

as many dollars as we send abroad.
,U.S. dollars flow from these shores for many reasons—to pay for imports and

travel, to finance loans and investments and to maintain our lines of defense

around the world.
When that outflow is greater than our earnings and credits from foreign

nations, a deficit results in our international accounts.
For 17 of the last 18 years we have had such deficits. For a time those deficits

were needed to help the world recover from the ravages of World War II. They

could be tolerated by the United States and welcomed by the rest of the world.

They distributed more equitably the world's monetary gold reserves and supple-

mented them with dollars.
Once recovery was assured, however, large deficits were no longer needed

and indeed began to threaten the strength of the dollar. Since 1961 your Gov-

ernment has worked to reduce that deficit.
By the middle of the decade, we could see signs of success. Our annual deficit

had been reduced two-thirds—from $3.9 billion in 1960 to $1.3 billion in 1965.

In 1966, because of our increased responsibility to arm and supply our men

in Southeast Asia, progress was interrupted, with the deficit remaining at the

same level as 1965—about $1.3 billion.
In 1967, progress was reversed for a number of reasons:

Our costs for Vietnam increased further
Private loans and investments at increased.
Our trade surplus, although larger than 1966, did not rise as much as we

had expected.
Americans spent more on travel abroad.

Added to these factors was the uncertainty and unrest surrounding the de-

valuation of the British pound. This event strained the international monetary

system. It sharply increased our balance-of-payments deficit and our gold sales

in the last quarter of 1967.
THE PROBLEM

Preliminary reports indicate that these conditions may result in a 1967

balance-of-payments deficit in the area of $3.5 to $4 billion—the highest since

1960. Although some factors affecting our deficit will be more favorable in 1968,

my advisors and I are convinced that we must act to bring about a decisive

improvement.
We cannot tolerate a deficit that could threaten the stability of the inter-

national monetary system—of which the U.S. dollar is the bulwark.

We cannot tolerate a deficit that could endanger the strength of the entire free

world economy, and thereby threaten our unprecedented prosperity at home.

A TIME FOR ACTION

The time has now come for decisive action designed to bring our balance of

payments to—or close to—equilibrium in the year ahead.
The need for action is a national and international responsibility of the highest

priority.
I am proposing a program which will meet this critical need, and at the same

time satisfy four essential conditions:
Sustain the growth, strength and prosperity of our own economy.

Allow us to continue to meet our international responsibilities in defense

of freedom, in promoting world trade, and in encouraging economic growth

in the developing countries.
Engage the cooperation of other free nations, whose stake in a sound

international monetary system is no legs compelling than our own.

Recognize the special obligation of those nations with balance-of-payments

surpluses, to bring their payments into equilibrium.

THE FIRST ORDER OF BUSINESS

The first line of defense of the dollar is the strength of the American economy.

No business before the returning Congress will be more urgent than this: To

enact the anti-inflation tax which I have sought for almost a year. Coupled

with our expenditure controls and appropriate monetary policy, this will help
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to stem the inflationary pressures which now threaten our economic prosperity
and our trade surplus.
No challenge before businesss and labor is more urgent than this: To exercise

the utmost responsibility in their wage-price decisions, which affect so directly
our competitive position at home and in world markets.
I have directed the Secretaries of Commerce and Labor, and the Chairman of

the Council of Economic Advisers to work with leaders of business and labor
to make more effective our voluntary program of wage-price restraint.
I have also instructed the Secretaries of Commerce and Labor to work with

unions and companies to prevent our exports from being reduced or our imports
increased by crippling work stoppages in the year ahead.
A sure way to instill confidence in our dollar—both here and abroad—is

through these actions.
THE NEW PROGRAM

But we must go beyond this, and take action to deal directly with the balance-
of-payments deficit.
Some of the elements in the program I propose will have a temporary but im-

mediate effect. Others will be of longer range.
All are necessary to assure confidence in the American dollar.

1. Direct investment
Over the past 3 years, American business has cooperated with the Govern-

ment in a voluntary program to moderate the flow of U.S. dollars into foreign
investments. Business leaders who have participated so wholeheartedly deserve
the appreciation of their country.
But the savings now required in foreign investment outlays are clearly

beyond the reach of any voluntary program. This is the unanimous view of all
my economic and financial advisers and the Chairman of the Federal Reserve
Board.
To reduce our balance-of-payments deficit by at least $1 billion in 1968 from

the estimated 1967 level, I am invoking my authority under the banking laws
to establish a mandatory program that will restrain direct investment abroad.
This program will be effective immediately. It will insure success and guaran-

tee fairness among American business firms with overseas investments.
The program will be administered by the Department of Commerce, and will

operate as follows:
As in the voluntary program, overall and individual company targets

will be set. Authorizations to exceed these targets will be issued only in
exceptional circumstances.
New direct investment outflows to countries in continental western Europe

and other developed nations not heavily dependent on our capital will be
stopped in 1968. Problems arising from work already in process or com-
mitments under binding contracts will receive special consideration.
New net investments in other developed countries will be limited to 65

percent of the 1965-66 average.
New net investments in the developing countries will be limited to 110

percent of the 1965-66 average.
This program also requires businesses to continue to bring back foreign earn-

ings to the United States in line with their own 1964-66 practices.
In addition, I have directed the Secretary of the Treasury to explore with

the Chairmen of the House Ways and Means Committee and Senate Finance
Committee legislative proposals to induce or encourage the repatriation of ac-
cumulated earnings by U.S.-owned foreign businesses.
2. Lending by financial institutions
To reduce the balance-of-payments deficit by at least another $500 million, I

have requested and authorized the Federal Reserve Board to tighten its program
restraining foreign lending by banks and other financial institutions.
Chairman Martin has assured me that this reduction can be achieved—

without harming the financing of our exports
primarily out of credits to developed countries without jopardizing the

availability of funds to the rest of the world.
Chairman Martin believes that this objective can be met through continued

cooperation by the financial community. At the request of the Chairman, how-
ever, I have given the Federal Reserve Board standby authority to invoke
mandatory controls, should such controls become desirable or necessary.
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3. Travel abroad
Our travel deficit this year will exceed $2 billion. To reduce this deficit by $500

million—
I am asking the American people to defer for the next 2 years all non-

essential travel outside the Western Hemisphere;
I am asking the Secretary of the Treasury to explore with the appropriate

congressional committees legislation to help achieve this objective.

4. Government expenditures overseas
We cannot forego our essential commitments abroad, on which America's

security and survival depend.
Nevertheless, we must take every step to reduce their impact on our balance

of payments without endangering our security.
Recently, we have reached important agreements with some of our NATO

partners to lessen the balance-of-payments cost of deploying American forces
on the Continent—troops necessarily stationed there for the common defense
of all.
Over the past 3 years, a stringent program has saved billions of dollars in

foreign exchange.
I am convinced that much more can be done. I believe we should set as our

target avoiding a drain of another $500 million on our balance of payments.
To this end, I am taking three steps:
First. I have directed the Secretary of State to initiated prompt negotiations

with our NATO allies to minimize the foreign exchange costs of keeping our
troops in Europe. Our allies can help in a number of ways, including—

The purchase in the United States of more of their defense needs;
Investments in long-term U.S. securities.

I have also directed the Secretaries of State, Treasury and Defense to find
similar ways of dealing with this problem in other parts of the world.
Second, I have instructed the Director of the Budget to find ways of reducing

the numbers of American civilians working overseas.
Third, I have instructed the Secretary of Defense to find ways to reduce

further the foreign exchange impact of personal spending by U.S. forces and
their dependents in Europe.

LONG-TERM MEASURES

5. Export increases
American exports provide an important source of earnings for our business-

men and jobs for our workers.
They are the cornerstone of our balance-of-payments position.
Last year we sold abroad $30 billion worth of American goods.
What we now need is a long-range systematic program to stimulate the flow

of the products of our factories and farms into overseas markets.
We must begin now.
Some of the steps require legislation:
I shall ask the Congress to support an intensified 5-year, $200 million Com-

merce Department program to promote the sale of American goods overseas.
I shall also ask the Congress to earmark $500 million of the Export-Import

Bank authorization to—

Provide better export insurance;
Expand guarantees for export financing; and
Broaden the scope of Government financing of our exports.

Other measures require no legislation.
I have today directed the Secretary of Commerce to begin a Joint Export

Association program. Through these associations, we will provide direct financial
support to American corporations joining together to sell abroad.
And finally, the Export-Import Bank—through a more liberal rediscount sys-

tem—will encourage banks across the Nation to help firms increase their exports.

6. Nontariff Barriers
In the Kennedy round, we climaxed three decades of intensive effort to achieve

the greatest reduction in tariff barriers in all the history of trade negotiations.
Trade liberalization remains the basic policy of the United States.
We must now look beyond the great success of the Kennedy round to the

problems of nontariff barriers that pose a continued threat to the growth of
world trade and to our competitive position.
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American commerce is at a disadvantage because of the tax systems of some
of our trading partners. Some nations give across-the-board tax rebates on
exports which leave their ports and impose a special border tax charge on our
goods entering their country.
International rules govern these special taxes under the General Agreement

on Tariffs and Trade. These rules must be adjusted to expand internationaltrade further.
In keeping with the principles of cooperation and consultation on common

problems, I have initiated discussions at a high level with our friends abroad
on these critical matters—particularly those nations with balance-of-payments
surpluses.
These discussions will examine proposals for prompt cooperative action among

all parties to minimize the disadvantages to our trade which arise from differences
among national tax systems.
We are also preparing legislative measures in this area whose scope and nature

will depend upon the outcome of these consultations.
Through these means we are determined to achieve a substantial improvement

in our trade surplus over the coming years. In the year immediately ahead, we
expect to realize an improvement of $500 million.
7. Foreign Investment and Travel in United States
We can encourage the flow of foreign funds to our shores in two other ways:

First, by an intensified program to attract greater foreign investment in
U.S. corporate securities, carrying out the principles of the Foreign Investors
Tax Act of 1966.
Second, by a program to attract more visitors to this land. A special task

force headed by Robert McKinney of Santa Fe, N. Mex., is already at work
on measures to accomplish this. I have directed the task force to report
within 45 days on the immediate measures that can be taken, and to make
its long-term recommendations within 90 days.

MEETING THE WORLD'S RESERVE NEEDS

Our movement toward balance will curb the flow of dollars into international
reserves. It will therefore be vital to speed up plans for the creation of new
reserves—the special drawing rights—in the International Monetary Fund. These
new reserves will be a welcome companion to gold and dollars, and will strengthen
the gold exchange standard. The dollar will remain convertible into gold at $35
an ounce, and our full gold stock will back that commitment.

A TIME FOR RESPONSIBILITY

The program I have outlined is a program of action.
It is a program which will preserve confidence in the dollar, both at home and

abroad.
The U.S. dollar has wrought the greatest economic miracles of modern times.
It stimulated the resurgence of a war-ruined Europe.
It has helped to bring new strength and life to the developing world.
It has underwritten unprecedented prosperity for the American people, who are

now in the 83d month of sustained economic growth.
A strong dollar protects and preserves the prosperity of businessman and

banker, worker and farmer—here and overseas.
The action program I have outlined in this message will keep the dollar strong.

It will fulfill our responsibilities to the American people and to the free world.
I appeal to all of our citizens to join me in this very necessary and laudable

-effort to preserve our country's financial strength.

JUNE 30, 1967 SUPPLEMENT TO MEMORANDUM COVERING THE WORLD WAR
INDEBTEDNESS OF FOREIGN GOVERNMENTS TO THE UNITED STATES (1917-21)

Part I. Statement showing indebtedness, also payments of foreign govern-
ments to the United States.

Part II. Payments made since July 1, 1932.
Part III. Summary of receipts by fiscal years.
Part IV. Status of German World War I indebtedness.
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PART II.—PAYMENTS MADE DURING PERIOD FROM JULY 1, 1932, TO JUNE 30, 1967—FUNDED AGREEMENTS

Principal Interest
Moratorium
agreements
annuities

Total

Czechoslovakia $1,829, 914.17 0 0 1 $1, 829,914. 17
Finland:

Dec. 15, 1932, through June 15,
1966 3,420, 000.00 $7,692,032. 50 $1,349,865.66 1 12, 461,898. 16

Dec. 15, 1966 
Dec. 15, 1967 

185, 000.
0
00 85,

82,
610. 00
372. 50

0
0

1 270,
1 82,

610. 00
372. 50

Great Britain 30,000, 000.00 83,055,999. 07 0 1 113, 055,999. 07
Greece 0 1,035,120. 00 0 1 1, 035,120. 00
Hungary 0 88,453. 44 0 1 88,453. 44
Italy 0 3,245,458. 26 0 1 3, 245,458. 26
Latvia 9,200.00 118,182.28 0 1 127,382. 28
Lithuania 0 109,376. 36 0 1 109,376. 36
Rumania 0 29,061. 46 0 • 12 29,061. 46
Russia 0 0 0 30

35,444,114.17 95,541,665.87 1,349,865.66 132,335,645.70

For detailed analysis of payments see supplement of June 30, 1961.
2 Does not include token payment made June 15, 1940.
3 Does not include $1,433.01 paid on unfunded indebtedness by the Provisional Government of Russia.

PART I I I.—SUMMARY OF RECEIPTS

Principal Interest Total

Total fiscal year 1933 through fiscal year 1966 $35,551,114.14 $96,432, 982.07 1 $131,984, 096. 21
Fiscal year 1967 185,000.00 167, 982.50 352, 982. 50

Total through fiscal year 1967 35,736,114.14 96,600, 964.57 132,337, 078.71

1 For a detailed analysis of receipts by fiscal years see supplement of June 30, 1961.
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BUDGET PROPOSALS FOR NEW LEGISLATION

Mr. MAHON. Mr. Natcher had a question.
Mr. NATCHER. Mr. Director, do you have a number of requests in

the budget for fiscal year 1969 for new programs?
Mr. ZWICK. Yes, sir.
Mr. NATCHER. Can you give me some idea of just the approximate

number?
Mr. ZWICK. I will have to supply it for the record. It is much lower

than last year. The specific major programs, certainly, are fairly few,
in the order of a dozen or so major programs. There are certainly a lot
of small pieces of legislation and what the sum of those small pieces is
I do not know. In terms of major legislation, probably about a dozen
or so.
Mr. NATCHER. A dozen or so?
Mr. ZWICK. Yes, sir.
(NoTE.—The items proposed for separate transmittal in the budget under pro-

posed legislation appear in a list earlier in these hearings. See p. 106.)

Mr. NATCHER. As you know, with the war in Vietnam costing about
$3 billion a month, and with the domestic programs that must go along
costing millions, we have considerable trouble, Mr. Director, on this
committee with some of the programs that you have in the budget.
About 3 years ago the House and the Senate authorized the Inter-

national Education Act. You had that in a supplemental last year and
you had it in the regular bill.
In the supplemental, you will recall it was about $1 million and in

the regular bill for Labor, HEW, you carried it up to $20 million. It
was knocked out in the supplemental. It was knocked out of the regu-
lar bill. It is a new program and you have it in the budget again, Mr.
Director, for $10,820,000. Are you placing this item in the category of a
third time is the charm?
Mr. ZWICK. No, sir. First, let me go back to your opening statement,

which was about Vietnam expenditures running at the rate of $3 bil-
lion per month.
Mr. NATCHER. Yes.
Mr. ZWICK. That does not conform with any of our accounting

systems.
Mr. NATCHER. HOW much does it amount to?
Mr. ZWICK. We are estimating for 1969, Department of Defense

expenditures of $25.8 billion for Vietnam and a foreign aid contribu-
tion of about $500 million, for a total of $26.3 billion.
Mr. NATCHER. HOW much would you say it amounts to per month?
Mr. ZWICK. A little over $2 billion per month.
Mr. NATCHER. Let us say $2 billion. And the domestic programs

cost billions. It runs into billions of dollars.
Mr. ZWICX. That is right.
Mr. NATCHER. What about this $10,820,000. Why is it back in the

budget? Why shouldn't it be deferred, Mr. Director?
Mr. ZWICK. Sir, we are obviously disagreeing on the priority of this

specific item.
Mr. FLOOD. Will the gentleman yield tome?
Mr. NATCHER. Yes.
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Mr. FLOOD. Mr. Director, I want to add this parenthesis to Mr.
Natcher's inquiry.
Because of the rules of the game here, I woke up one morning

and found myself chairman of the Appropriations Subcommittee for
Labor, and Health, Education, and Welfare. I never thought I would
live that long, but I did.
This matter came before the subcommittee. We had elaborate hear-

ings and we had a meeting to decide whether or not to appropriate
funds for this program. I called for a vote. Under my strong and
dynamic leadership of the subcommittee, the vote was 9 to 1. I was
the one. The life expectancy of that program does not look very
bright.
Mr. NATCHER. What about this request.
Mr. Zwicx. When we disagree on priorities, we have to keep coming

back. For example, you find transportation user charges in this budget
which, indeed, we think would relieve the burdens on the general tax-
payer and properly put them on the users of these services, where they
belong. Congress has in the past taken it into its own judgment not
to pass these user charges. We still believe enactment of user charges
is correct public policy and we are back asking for them again.
Mr. NATCHER. Mr. Chairman, in order to save time, Mr. Director,

at this point in the record I wish you would amplify your statement
about coining back again at this time for $10,820,000, for a new pro-
gram.
Thank you, Mr. Chairman.
Mr. ZWICK. I will be happy to.
(The information follows:)

HIGHER EDUCATION FOR INTERNATIONAL UNDERSTANDING

The administration is requesting $10.8 million for fiscal year 1969 to imple-
ment the provisions of the International Education Act of 1966.
That act authorizes the Secretary of Health, Education, and Welfare to make

grants to American colleges and universities to assist them ( a) in establishing,
strengthening and operating graduate centers in research and training in inter-
national studies; and ( b ) in planning and carrying out comprehensive programs
to strengthen and improve undergraduate instruction in international studies.
The International Education Act does not authorize an overseas assistance

program. Rather, it provides a means of strengthening the competency in inter-
national studies of American educational institutions. These institutions must
provide the resource base of knowledge for our efforts abroad. They must train
the students who will go on to careers in international affairs—in either govern-
ment or industry.
The need for Federal support to institutions of higher education for interna-

tional studies and research is indicated by evidence that:
Less than 50 of our 1,500 universities or 4-year colleges require candidates

for the baccalaureate degree to take even a single course dealing primarily
with nonwestern areas;
Only 50 percent of 191 State colleges and universities surveyed in 1966

reported offering one or more courses in nonwestern studies; and
Less than 10 percent of the students in liberal arts and other 4-year

colleges offering courses on the nonwestern world took such courses in 1963-
64; less than 1 percent studied a nonwestern language.

These deficiencies in the area of nonwestern studies are particularly disturb-
ing in an era when America's resources are being concentrated in just these
areas of the world. The International Education Act can assist our colleges and
universities to train the personnel needed by government and industry. It can
help these institutions amass the knowledge and develop the understanding
needed by all our citizens for intelligent decisionmaking in matters regarding
international affairs.

Mr. MAHON. Mr. Jonas.
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PROPOSALS FOR INTEREST CEILING INCREASE ON FHA AND VA LOANS

Mr. JONAS. Mr. Director, returning to the question asked by the
gentleman from Tennessee, did I understand you to say that an
increase in the ceiling on interest would cost the homeowner less than
he is paying now by points?
Mr. ZWICK. No. I said that you can construct such an argument the

burden of my statement was that it would not cost the homeowners any
more in interest costs than they are now paying. They are now paying
it in points absorbed in the price of the home they buy. I did not say
it would cost them less. I said there have been arguments constructed
that it might.
Mr. JONAS. The payment of points is a one-shot proposition and the

payment of interest goes on for perhaps 30 years or longer depending
upon the life of the mortgage.
Mr. ZWICK. These points are intimately related to the going interest

rate. When you are having 7-point discounts today, which on a $15,000
mortgage means $1,000, that is quite a bit of interest whether you
spread it over 30 years or a week.
Mr. JONAS. I do not mean to argue it. I am in favor of legislation

on the interest ceiling. I want to be sure the administration is in favor
of that.
Mr. ZWICK. We certainly are.
Mr. JONAS. The President stated so in his message, but he had not

implemented that and stated he would support an individual bill to do
that. Do you plan to do that?
Mr. ZWICK. Yes, sir.
Mr. JONAS. Is it to be included in the omnibus bill that will take

months to get through congress?
Mr. ZWICK. That decision has not been entirely resolved as of the

moment.
Mr. JONAS. I wonder when we are going to make that decision.
Mr. ZWICK. We are clearly on the record'.
Mr. JONAS. Bills have already been introduced and are pending

before the Banking and Currency Committee right now to lift this
restriction.
Mr. ZWICK. I understand.
Mr. JONAS. Can we understand that the administration is support-

ing those bills?
Mr. ZWICK. Our position is that we will take whatever route will

get these rates lifted most quickly.
Mr. JONAS. Are you supporting these bills?
Mr. ZWICK. Which bill are you talking about specifically?
Mr. JONAS. Two bills I know are pending before the Banking and

Currency Committee right now to lift the restriction on interest rates
for VA and FHA mortgages.
Mr. ZWICK. I know about the VA but not about the FHA one.
Mr. JONAS. There is one other question I wanted to ask, Mr. Chair-

man, and I will make that a brief one.

DEFENSE VERSUS NONDEFENSE SPENDING

Mr. Director, in your charts and throughout the testimony it is al-
ways argued that we are in this fix, this fiscal difficulty, because of the
war in Vietnam.
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My interpretation of table 17 in the budget, and my interpretation
of the spending levels for nondefense and defense projects, indicates
that nondefense spending has gone up more since 1960 than defense
spending has. Is that correct or not?
Mr. ZWICK. Since 1960?
Mr. JONAS. From 1960 right on through 1969. Nondefense spending

has increased more than defense spending.
Mr. Zwics. That is correct.
Mr. JONAS. That same situation is true if we restrict it to the last 3

years. Nondefense spending is up more than defense spending since
1965, say; is that not true?
Mr. ZWICK. We can do that one very quickly for you.
Defense is up $30.2 billion. All other is up $37.9 billion. Yes.
Mr. JONAS. The answer is "Yes"?
Mr. ZWICK. Yes, it is.
Mr. JONAS. Then it is not exactly fair to keep placing all of the

blame for our fiscal woes on the war in Vietnam, is it?
Mr. ZWICK. I do not think we have, sir. Let me quote to you from

the President's budget message on that specific point.
Mr. JONAS. You have just admitted, then, it would not be fair to do

that?
Mr. ZWICK. That is correct.
Mr. JONAS. The war—
Mr. ZWICK. We have said—the President stated that we have re-

sponsibilities, both domestically and internationally, to meet, and that
the total sum of those outlays is such that we need a temporary tax
surcharge.
Mr. JONAS. I wanted to ask the Secretary this question.
Mr. ZWICK. The record ought to be clear on that specific question.
Mr. JONAS. I would like to ask the Director, and if you would like

one of the Treasury men to answer it, that is all right.
An argument was made in support of the Tax Reduction Act of

1964, which I voted against because we couldn't get any commitment
on reducing spending then and I did not think it was wise to reduce
taxes without reducing spending by an equal amount. The argument
in support of that bill was that if taxes were reduced it would in-
crease the cash flow into the Treasury.
Mr. ZWICK. That is correct.
Mr. JONAS. By stimulation of business. Now, exactly the opposite

argument is being made to the effect that an increase in taxes is
necessary to increase the cash flow. How do you explain that incon-
sistency?
Mr. ZWICK. Sir, I think it is a perfectly logical posture to have.

Let me insert in the record, before I get to that, the President's state-
ment on page 8 of the budget, which is:
* * * Even after a rigorous screening of priorities, however, the cost of meet-

ing our most pressing defense and civilian requirements cannot be responsibly
financed without a temporary tax increase.

I think the record is clear on this specific issue.
Mr. JONAS. What?
Mr. ZWICK. That the tax increase is needed because he has looked

at both domestic and international responsibilities and has—
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FISCAL POLICY ASPECTS OF TAX RATE CHANGES

Mr. JONAS. Is it your position now that an increase in taxes would
increase the cash flow to the Treasury?
Mr. ZWICK. Now to your second point about the 1964 tax cut. In

1964, you had a case of an economy not operating at full capacity.
You had idle resources. The logic of that situation was that by cutting
taxes you provided a stimulus to private investment, private consump-
tion, that would have a multiplier effect, generating income, gen-
erating profits, and increasing GNP, which indeed happened.
If you look at the rate of growth in GNP since the tax cuts,- I think

you can make a very good case that what you did was stimulate the
economy. This generated larger personal incomes, larger corporate
profits, and of course your tax revenues result from those increases in
personal income and increases in profits. So that it was a logically cor-
rect statement that by cutting taxes in that period you increased total
revenues to the Treasury.
Now I come to the current situation where you have full employ-

ment. Obviously you cannot stimulate more real output when all your
resources are being used.
Mr. JONAS. We do not have 100 percent operation of our plant

capacity today, do we?
Mr. ZWICK. No, sir.
Mr. JONAS. It is nearer 85 percent.
Mr. ZWICK. If you look at the industrial plants, that is true. At

the same time, if you look at the unemployment rate for married men,
it is down to 1.6 percent, the lowest rate since the Korean war.
Mr. JONAS. Aren't you proposing in this same budget to spend

millions for employment, stimulate employment?
Mr. ZWICK. We are trying to get at the hard-core unemployed, but

let me finish my question on what happens if you cut taxes. You can
raise revenues now by either taxing more, or if you didn't tax more
you could, I suppose

' 
if you assumed the Federal Reserve Board

could pump in enough reserves in the system and get enough inflation,
generate more revenues through inflation. This is a course that no
responsible .person would forecast. I think there is a clear distinction
of appropriate fiscal policy when you are operating at less than full
capacity and when you are operating at close to full capacity. When
you are operating at less than full capacity, it is quite clear that by
stimulating demand you increase output. This output produces in-
come and profits which lead to Federal revenues. When you reach full
capacity or close to full capacity in your economy, the only way you
can get additional revenues is through inflation or through normal
growth in capacity of the country or by increased taxes.
Mr. MAHON. Will you yield?
Mr. JONAS. Yes, sir.
Mr. MAHON. The Secretary is due back shortly. I would like for

your question to be posed at this point to the Secretary and let him
(rive his comments in addition to the comments of the Director.
(Information supplied by Secretary Fowler follows:)

There is little in summary that can be added to the Budget Director's state-

ment.
It is clear, as experience has demonstrated, that a reduction in tax rates at a

time when the economy is operating at less than its optimum level will stimulate
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private investment and consumption, that this will lead both to a reduction in

the full employment gap and to a more rapid rate of economic growth and, in

turn, that the result will be to enhance the revenue base and finally to increase

total tax revenues. On the other hand, if the economy is already fully employed,

a tax reduction not matched by an equal or larger expenditure reduction would
simply overstimulate the economy and lead to an inflation in prices. Such infla-

tion could also result in higher tax revenues, but at the great expense of creating

economic instability with its risks of later recession or depression.
In the present situation, the economy is not only fully employed but there is

every prospect that, as the months progress, demand will be pressing harder and

harder on supply unless fiscal action is taken, first, to hold down moderately on

private demand through tax increases and, second, to limit Federal demands

through expenditure restraint of the kind and character proposed in the Presi-

dent's budget. We estimate that, if the proposed tax legislation is enacted, Fed-

eral revenues will be higher than they would be otherwise, because the higher

tax rates applied to the revenue base will result in an immediate increase in tax

revenues. What will be avoided is an accelerated rate of inflation which would

become more marked as the year moves along.

Mr. JONAS. I had one other thing and then I will suspend.
If what you say is so, why were we a year ago encouraged by the

administration to restore the investment credit and accelerated
depreciation which amounted to a tax reduction?
Mr. ZWICK. You have to read the whole history, Mr. Jonas. If you

read the history of what was happening in the financial markets and
to interest rates in the fall of 1966, when we suspended the investment
credit, you see a dramatic change in those financial markets. It was
a temporary suspension asked for as a temporary measure at that time
to meet a particular problem we had in our financial markets. As soon
as we corrected that and got into a posture where we thought we were
over that hump—and we wanted the credit as a long-term part of our
tax structure—we asked for its reimposition.
Mr. JONAS. It turned out to be the shortest tax reduction in his-

tory, didn't it?
Mr. Zwicii. I do not know whether that is good or bad.
Mr. JONAS. It is bad if you are running a business. A businessman

doesn't want the tax laws operated like a yo-yo. I think some stability
in our tax laws is important so businessmen will know how to plan for
the future.

Isn't that important?
Mr. ZWICK. Yes, sir. But most businessmen I know are more inter-

ested in stability in profits than in taxes.
Mr. JONAS. Maybe we don't know the same businessmen.
Mr. ZWICK. They are more interested in profits than taxes.
Mr. JONAS. I think they are concerned about both. Sure, they wanted

the tax reduction. They wanted the investment credit restored. You
wanted it restored. Now, after that yo-yo operation, you want to extend
the confusion by increasing taxes when the reductions you advocated
have been in effect a very short period of time.
Mr. ZWICK. Yes.
Mr. JONAS. That was just a year ago.
Mr. WALLACE. May the Treasury comment on that?
Mr. MAHON. Without objection, the Treasury can comment on the

question at this point.
(The information follows:)

Secretary FOWLER. We have always considered the investment credit as a per-

manent part of the tax structure. It is intended to encourage investment in plant

and equipment. It was suspended in 1966 under very special circumstances. Busi-
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ness investment was at an unsustainable level, and shortages and bottlenecks were
showing up in the capital goods industry. As soon as it became clear that these
abnormal pressures were easing, the investment credit was restored.

Mr. JoNAs. I would like them to comment now instead of putting
something in writing that I won't be able to read until the record is
here.
Mr. MAHoN. We can do that later.
Mr. JONAS. I would like to see it before it goes in the record.
Mr. MAHON. Sure.

Mr. JONAS. That is all.
Mr. MAHON. Are there further questions on my right?
Mr. Laird?

VARIATIONS FROM ORIGINAL BUDGET ESTIMATES

Mr. LAIRD. Mr. Director, I have some questions that go to the credi-
bility of the financial document as it came to the Congress. During the
last three or four budgets we found that the first estimates which were
submitted to the committee were quite different from the revised esti-
mates submitted to the committee some 6 months or so later.
If you take the consolidated cash statement for 1968, 1967, and 1966,

the differences between the Bureau of the Budget's original estimate
and its midyear revised estimate of dollars or percentage increases are
really quite alarming. If we take the first estimate in 1967, 1968, we
find that the defense costs showed an increase over the previous years
of $5.5 billion or 7.7 percent nondefense, $6 billion increase or 6.6
precent. The total increase was $11.5 billion or 7.1 percent.
We move to your revised estimate after this committee has completed

most of its hearings and we find that your percentage increase on
defense is 9.1 and your percentage increase on nondefense is 17.1.
To use a comparison here I would use the consolidated cash statement

because in this way we can go through all of these years. I would like to
put in the record at this time a table showing these differences in the
consolidated cash statement running all the way back to 1965-66.
(The information follows:)
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TABLE I.-DIFFERENCES BETWEEN THE JOHNSON ADMINISTRATION'S ORIGINAL ESTIMATE AND ITS MIDYEAR

REVISED ESTIMATE OF DOLLAR AND PERCENTAGE INCREASES OVER THE PREVIOUS YEAR'S BUDGET

[Consolidated cash statement]

Amount Percent
(billions)

968 -69 (1st estimate):
Defense  
Nondefense 

$3.
9. 4 9. 4

Total 12.7 7.2

1967-68 (2d estimate):
Defense 6,4 9. 1
Nondefense 14.5 17. 1

Total 20,9 13. 5

1967-68 (1st estimate):
Defense 5. 5 7. 7
Nondefense 6.0 6.7

Total 11.5 7.1

1966 -67 (2d estimate):
Defense 12. 8 21.9
Nondefense 10.3 13.0

Total 23, 1 16. 8

1966-67 (1st estimate):
Defense 4.0 7.0
Nondefense 6. 0 7. 7

Total 10.0 7.4

1965-66 (2d estimate):
Defense 6. 6 13. 0
Nondefense 6.0 8.4

Total 12.6 10.3

1965 66 (1st estimate):
Defense -.
Nondefense 6. 4 9. 3

Total 6.0 4.9

I Source: Derived from the Budget of the U.S. Government, fiscal years 1967-69.

Mr. LAIRD. This table shows an alarming difference in the second
estimates which are presented to this committee and to other commit-
tees of the Congress.
How do you explain this great variance in the consolidated cash

statements over this 4-year period?
Mr. ZWICK. Sir, let me make several comments.
First, I think that for many reasons the consolidated cash picture

is an unfortunate one to look at. I think that when the Budget Con-
cepts Commission took a look at it, they suggested eliminating one
major cause for variances in estimates in setting up the new budget
format. They recommended excluding the home loan banks, which
have been very volatile. These banks showed, for example, if you want
to take a change which worked for the administration rather than
against the administration, a $41/2 billion increase in revenues in the
first half of 1967 as compared to the January estimate. This was not
due to a more restrictive fiscal policy of the administration. It was that
savings and loan institutions got into more liquid positions and started
paying off more of their debt.
Mr. LAIRD. That might be true for one short period of time. If you

take the consolidated cash statement and use it over the period of the
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4 years, I think that you would find that these estimates were off in
each of those 4 years.
Mr. Zwicx. My first point is that I think it would help the dialog if

we use the new budget concept, which I think is a preferred instrument
to look at, rather than the consolidated cash budget. This was unani-
monsly agreed to by a bipartisan commission.
Mr. LAIRD. I agree to the new budget concept for the clarity of the

budget. I commend the President for using it. I commend the com-
mittee for bringing it to the Congress. I am glad that we are moving
in this direction. I support that.
In order to make comparisons with charts that are published in the

budget document, this is one way of making this kind of comparison.
Mr. ZWICK. I think so.
Mr. LAIRD. I think that you will find, regardless of how you use the

new system or the old, you will find that the percentages that you have
been off are very alarming.
Mr. ZWICK. Yes, sir.
Mr. LAIRD. I want to find out whether this submission is a more

credible fiscal plan for the next 12 months than those that have been
submitted by the Bureau of the Budget for the last 4 years.
Mr. Zwicx. My first point, and I reiterate, is that you can do it with

the new budget concept. I think it is a more consistent and more useful
way to look at it.
Mr. LAIRD. The same thing shows up.
Mr. ZWICK. Not quite as volatile as you are now making it out. Let

me go into the specifics. You are clearly correct on two items where we
have done badly. One was on estimating the cost of Vietnam. We cer-
tainly did very badly in fiscal year 1967 in estimating that cost. I think
it is important and I 
Mr. LAIRD. There were some who estimated them a little better than

you did?
Mr. ZWICK. That is right. The same people last fall were estimating

that it was going to go up by something like $5 billion.

VARIATIONS IN VIETNAM WAR COST ESTIMATES

Mr. LAIRD. I would just as soon discuss that with you right now.
As long as you brought that subject up, let's go into that. I am glad you
brought it up. We are now in a position where we are going through a
reprograming process. You call it a zero supplemental. I do not call it
a zero supplemental at all because you are reprograming $6.4 billion
in the various accounts in the Department of Defense. And you are
taking this reprograming of $6.4 billion shifting it from items other
than war costs to war costs in Southeast Asia. Because of the $6.4 bil-
lion that is being reprogramed, 87 percent of it is directly attributed to
the administration's underestimating Vietnam war costs this year.
I admit that you can avoid a supplemental in that fashion, but, Mr.

Director, you are not avoiding the fact that your Vietnam war cost
estimate was incorrect by almost $5 billion.
Mr. ZWICK. Our original Vietnam war cost estimate for fiscal 1968

was incorrect by $2.5 billion and we will be happy to give you the
detail on that. The total Department of Defense estimate, since we did
reduce other costs by $2 billion, is up $0.5 billion between January of
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1967 when we made our first estimate of the 1968 budget and January
of 1968, when we made our second one.
Mr. LAIRD. You made an estimate then of $21.9 billion as Vietnam

war costs. And you have those war costs now up to $25 billion.
Mr. ZWICK. Not in 1968, sir.
Mr. LAIRD. Almost $25 billion with the war cost being reprogramed

out of the procurement account in other accounts. It really is over
$25 billion and you and I know how gas, supplies, etc. are not being
correctly charged.
Mr. ZWICK. We are saying the Southeast Asia cost is up $2.5 billion

over what we estimated in January 1967; we are saying all other de-
fense expenditures are down $2.0 billion; therefore Defense will end
up fiscal 1968 with expenditures $0.5 billion higher than we estimated
in January of 1967.
Mr. LAIRD. Mr. Director, you know that this reprograming action

is a means of avoiding the Congressional debate that would accompany
a supplemental in this election year. You cannot assure me today that
the items being reprogramed will not have to be replaced merely be-
cause you stretch out certain procurement contracts into a later com-
pletion date. A later completion date only means that we will have to
replace the obligational authority at a later time in order to fulfill
those contracts or requirements.
Mr. ZWICK. That is right.
Mr. LAIRD. If you cut down on the number, take for instance, the

reprograming that is being used in the Department of Defense on air-
craft, you are not cutting down on the number of planes. As a matter of
fact, a case can be made that this will be more expensive. And I believe,
and I will predict now, that these aircraft will cost you more using the
reprograming procedure. You are merely covering up the costs of the
Vietnamese war and postponing a debate on a supplemental in this
second session of the 90th Congress.
Mr. Zwicx. Sir, I could not disagree more with that statement.
Mr. LAIRD. All right. Where do you disagree? Let's take the plane

costs. Do you think stretching acquisition out 12 more months will
give you a plane that is any cheaper when the delivery date is post-
poned these 12 months?
Mr. ZWICK. You have three things working on your side, I think

Mr. Laird.
First, you have more time. As a normal business practice you always

defer any expenditure as long as you can in order to get better esti-
mates of requirements and needs. You may not even make the same
total purchase if you defer and stretch out.
Point two, you are essentially pressing on capacity of the economy

to produce right now. By stretching these things out--
Mr. LAIRD. You are only moving contract dates from 1970 to 1971

now. We are talking about a 1970 delivery date compared with a 1971
delivery date. You are using these funds now for Vietnam and then
will have to have them replaced later. You could now contract for a
later delivery and reduce the impact of expenditures and save millions
of dollars. Instead, you use this obligational authority now and expend
immediately on war costs.
Mr. ZWICK (continuing). You are still stretching out the total im-

pact of federal expenditures on the economy. And if this has any im-
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pact—and we think we can show it in terms of highway construction,
for example, where a stretchout succeeded in lowering the construction
cost index—everything done which helps reduce inflationary pressures
will lower the unit cost of the airplane.
Third, the reason why you ought to be able to get a better airplane

per dollar is through technical improvements and testing that can take
place during this period.
Mr. LAIRD. You are making an argument then that the original

shopping list for procurement was submitted to this committee in error
and you have a new method whereby we can save a considerable
amount of money by stretching out the acquisition date?
Mr. ZWICK. No, sir.
Mr. LAIRD. There was an error in the way it was originally sub-

mitted and it was the most costly way of submitting it. Is that true?
Mr. ZWICK. No sir; that is not true at all.
Mr. LAIRD. That is what I gather from your defense of this pro-

posed new way of financing war costs. It still is part of this adminis-
tration's philosophy of fight now, finance later.
Mr. ZWICK. We submitted a budget in January 1967, which out-

lined what we thought was a sensible program. After that, several
things happened.

First, the Vietnam costs did go up $2.5 billion over what we esti-
mated; second, Congress did not see fit to pass the tax increase we
asked for. We therefore had to subsequently go back and look at the
budget and decide what to do in that context, as Mr. Bow said this
morning, and we decided to take this course. I do not think it implies
anything about errors in January 1967.
Mr. LAIRD. Have you gone over the shopping list changes in the pro-

curement account?
Mr. ZWICK. Yes, sir.
Mr. LAIRD. For the Department of Defense?
Mr. ZWICK. I am not sure when you say "shopping list" what you

are talking about, sir.
Mr. LAIRD. We have gone over the shopping list, a procurement list

for 1968, when it was submitted to us for the procurement account.
Now the changes that are being submitted in the shopping list to stretch
out some purchases amount to a transfer of at least several billion
dollars from regular procurement accounts into accounts to pay for war
costs. You are familiar with the shopping list or procurement list
changes.
Mr. ZWICK. Yes. You mean the changes involved in the transfers.

You are talking about the transfers from the various accounts to other
accounts.
Mr. LAIRD. But I am talking about the changes in the items on the

1968 defense shopping list within the procurement account.
Mr. ZWICK. You mean the changes program by program?
Mr. LAIRD. Right. Have you gone over them?
Mr. ZWICK. Not in detail; no, I have not.
Mr. LAIRD. Perhaps we had better get into this with the Secretary.

Do you approve the reprograming within the procurement account?
Mr. ZWICK. Yes, we do.
Mr. LAIRD. Just in a broad general way?
Mr. ZWICK. My people have gone into it in detail and can give you

back-up. I personally have not looked at the detail.
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Mr. LAIRD. Did you realize that 87 percent of that reprograming
has to do with covering costs of the Vietnamese war?
Mr. ZWICK. It is mainly for Vietnam, but I am saying the total

cost of Vietnam is going to be up $2.5 billion in fiscal 1968, not the $6
billion you said earlier.
Mr. LAIRD. The $6.4 billion which I used was the total amount of

reprograming that is involved?
Mr. ZWICK. That is correct.
Mr. LAIRD. Of that $1.6 billion or $1.67 billion is a transfer from

procurement into 0. & M.? And that 0. & M. $1.67 billion almost
entirely is Vietnamese war costs?
Mr. ZWICK. $1.67 billion is the total for Vietnam out of the $6.4

billion $1.5 billion represents the net transfer into 0. & M., almost
entirely for Vietnam, and $1.3 billion represents the net transfer out
of procurement.
Mr. LAIRD. The other reprograming that is involved withn the

procurement and within the other accounts within the Department
of Defense is clearly attributed to replacing items and supplies that
have been used in the Vietnamese war but not directly attributed to
Vietnam because we have transferred out of Western Europe, we have
transferred from bases here in the United States. And I agree you do
not have to say that is necessarily war costs, but it is a replacement
of a drawdown of stock that is directly attributed to the war in
Vietnam, although it is not going to be accounted for in that way in
the reprograming process.
Mr. ZwicK. I just do not agree with that interpretation of the

reprograming
Mr. LAIRD. You can't for the record, but the facts speak for them-

selves. We will develop that very thoroughly, I am sure, in the appro-
priation hearings, but it is very clear in 1968 defense reprograming that
has been submitted that this is what it amounts to. We are replacing
stocks that have had to be drawn down in the United States, in West-
ern Europe, and in other areas. They have already been used or are in
inventory in Vietnam.
I am not going to pursue this with the Budget Director because

he does not have the detail on this, but it would seem to me that this
is something that is going to cause you considerable difficulty as you
prepare for the 1970 and the 1971 budget. What you are doing here
is delaying the day of reckoning. You are not saving money in the
long run. You are adding increased costs to future defense budgets.
I believe that we will prove out by 1972 that you have added to

the expense of this defense procurement by this kind of a process. And
I believe we will be able to prove that without any question of a doubt.
Mr. ZWICK. That, I reiterate, has to be based on an assumption that,

you know today, as of this moment, exactly what the flow of pur-
chases is going to be over the next few years.
Mr. LAIRD. And what cost-of-living projections are, and payroll

projections are, and wage-rate projections are through the year 1972.
Mr. ZWICK. Right.
Mr. LAIRD. But I am willing to take the gamble that those wage-

rate projections, cost-rate projections are on an upcline rather than a
decline, and if they are, Mr. Director, this reprograming process will
add to the cost of government during that period of time.
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Mr. ZWICK. And you are also accepting the assumption that the
statement of requirements as of today will not change in the future.
And I would say any prudent businessman defers as long as he can
decisions to procure. So you are playing both sides of this street. You
have to take, along with the cost increases, the savings flowing from the
additional information, technological improvement, and changes in
basic posture.
Mr. LAIRD. I would agree if the Secretary of Defense and the Joint

Chiefs of Staff would come out today and say we are not going to pur-
chase this number of fighter planes, this number of attack submarines,
this number of torpedoes, this number of bombs. But they are not
saying that; they are saying our requirements will be the same as on
the original shopping list and in some cases even greater in the years
1971 and 1972.
(Additional information, subsequently supplied, follows:)

The following information describes the increases and offsetting reductions
which comprise the $1,695,600,000 in transfers proposed by the administration
among appropriations to the Department of Defense for the fiscal year 1968:

REDUCTION OF APPROPRIATIONS

Military Personnel, Army, $90,500,000.
Military Personnel, Marine Corps, $10 million.
Military Personnel, Air Force, $54,200,000.
Reserve Personnel, Army, $14,200,000.
Reserve Personnel, Air Force, $1 million.
National Guard Personnel, Army, $32,500,000.
National Guard Personnel, Air Force, $1 million.
Operation and Maintenance, Army National Guard, $1,300,000.
Operation and Maintenance, Air National Guard, $400,000.
Procurement of Equipment and Missiles, Army, $409,500,000.
Shipbuilding and Conversion, Navy, $233,200,000.
Other Procurement, Navy, $160,800,000.
Procurement, Marine Corps, $12,200,000.
Aircraft Procurement, Air Force, $222,700,000.
Other Procurement, Air Force, $280,900,000.
Research, Development, Test and Evaluation, Army, $100 million.

Special Foreign Currency Program, $11,200,000.
Army Stock Fund, $60 million.
In all, $1,695,600,000.

INCREASE OF APPROPRIATIONS

Military Personnel, Navy, $20,900,000.
Operation and Maintenance, Army, $950 million.
Operation and Maintenance, Navy, $232 million.
Operation and Maintenance, Marine Corps, $7,200,000.
Operation and Maintenance, Air Force, $327,100,000.

Operation and Maintenance, Defense Agencies, $17,100,000.
Procurement of Aircraft and Missiles, Navy, $6,300,000.

Missile Procurement, Air Force, $15,100,000.
Procurement, Defense Agencies, $6,100,000.
Research, Development, Test and Evaluation, Navy, $5,800,000.

Research, Development, Test and Evaluation, Air Force, $108 million.

In all, $1,695,600,000.

VARIATIONS IN ESTIMATES FOR STATE WELFARE AID GRANTS

Mr. LAIRD. Mr. Director, I am also concerned about the estimate be-

ing used here on the welfare aid to the States. Last year when I ques-

tioned the Budget Director and questioned the Department of Health,

Education, and Welfare, I estimated that your estimates were off by
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over $500 million. The administration quarreled with me on that
figure and said I was wrong. I was wrong. It turned out it is $1.1
billion underestimated instead of $500 million as compared with the
original budget document.
Now Mr. Director, it seems to me if you take the current caseload of

the five major welfare programs as far as the States are concerned, and
you take the caseload of today, you project out your increases in costs,
your increases in medical payments, using the figures of the Bureau of
Labor Statistics as your base, that your budget estimate, and on that
basis as submitted to us here today, is off $350 million.

VARIATIONS IN ESTIMATES FOR STATE WELFARE Am LIMITS

Mr. Director, I am also concerned about the estimate being used here
on the welfare aid to the States. Last year when I questioned the
Budget Director and questioned the Department of Health, Education,
and .Welfare, I estimated that your estimates were off by over $500
million. The administration quarreled with me on that figure and said
I was wrong. I was wrong. It turned out it is $1.1 billion underesti-
mated instead of $500 million as compared with the original budget
document.
Now Mr. Director, it seems to me if you take the current caseload

of the five major welfare programs as far as the States are concerned,
and you take the caseload of today, you project out your increases in
costs, your increases in medical payments, using the figures of the
Bureau of Labor Statistics as your base, that your budget estimate,
and on that basis as submitted to us here today, is off $350 million.
What is your comment on that?
Mr. ZWICK. I have two comments.
First., you are correct that we underestimated badly last year the

cost of the medicaid program for three reasons, but I think it is an
analogous situation to the Vietnam situation.
In 1967 we missed very badly. It was a new program, and nobody

estimated the rate at which it was going to increase. We missed the
Vietnam cost by almost $10 billion in 1967, and you and I have a dis-
agreement about how badly we have done in 1968 
Mr. LAIRD. My only disagreement is that you are using, I think, the

subterfuge of hiding your war costs for the remaining portion of 1968
by using the clever technique of reprograming. But I know it is going
to cost you more money.
Mr. ZWICK. That is the key to this argument because I think we

have done a much better job in 1968 of estimating costs than you ap-
parently think we have.
I submit the same thing is happening in the medicaid area. We

started into a new program last year and we underestimated the cost
for three reasons: (a) we underestimated the rate at which the States
would sign up; (b) we underestimated the levels they would set—and
particularly the States of New York and California set very high
levels; and (3) we underestimated the inflation in medical service
costs. The sum of these three factors gave us an error which we are
all unhappy with and embarrassed with.
I do not think you project that sort of an error into a program as it

starts to mature. I think there is ample evidence in many programs
that when you start them off you ean do a very bad job of estimating
costs.

91-376-68--11.
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But as you move into the program—as it matures—your ability to
estimate costs improves radically. I will submit that is the case in
Vietnam and is the case in many other programs we could name. I
think, therefore, it is misleading to use the 1967 or 1968 misestimate
in these programs and project it into 1969.
Mr. LAIRD. Let's take these welfare costs.
How correct do you think this estimate is that you have before us

today for fiscal '19G9?
Mr. Zwics. We hope that is a good estimate.
Mr. LAIRD. Have you cranked in—
Mr. ZWICK. Inflation in medical costs?
Mr. LAIRD. The increased costs that are projected by the Bureau of

Labor Statistics.
Mr. ZWICK. Yes, sir. We are, of course, assuming enactment of the

tax increase as part of our forecast in all of this.
Mr. LAIRD. How is the tax increase going to affect these? You are

not now trying to sell the tax increase as an anti-inflation measure?
I thought the President was now willing to call it a "war tax."
Mr. ZWICK. It ought to affect the general price level and therefore

the rate of inflation in medical costs, which is one of the things we
missed very badly in fiscal 1967; that is, the rate at which costs of
medical service went up.
Mr. LAIRD. I do not want to pursue this, but with or without the

tax increase I predict you are off $350 million today on that estimate
and it can be higher.
(Nom.—The following additional information on 1968 Federal

grants required for medicaid was supplied for the record by the Bureau
of the Budget:)
In the fall of 1966 when we were reviewing estimates for Federal grants for

medicaid we were dealing with a sizeable unknown. Only 19 States were then
in the program and the States themselves were not estimating projected re-
quirements except from quarter to quarter. In order to come up with a 1968
estimate the Department of Health, Education, and Welfare in effect had to
rely on a general nationwide approach. New York which had a medicaid pro-
gram was then spending under medicaid at the annual rate of $15 per inhabitant
(i.e., medicaid expenditures divided by total State population). Figuring that
New York had a rather liberal and broad program. HEW used a range of $10 to
$12 applied to the total population. This yielded a total medicaid expenditure
of about $2.2 billion for which the Federal share was $1.2 billion. Other ap-
proaches were also explored and yielded somewhat similar figures.
During calendar 1967 actual experience was, of course, much higher and it was

realized that a supplemental would be needed for fiscal year 1968. The current
estimate for fiscal year 1968 reflects this increase. It is based upon a canvass of
eight States (California, Illinois, Michigan, Massachusetts, Minnesota, New
York, Pennsylvania, and Wisconsin) which, in October 1967, were requested to
estimate their requirements for fiscal year 1968 and 1969 under three assump-
tions. One of the assumptions was the Mills Federal medicaid matching formula
enacted in the 1967 amendments to the Social Security Act. These eight States
account for 60 percent of the Federal grants for medicaid. Accordingly, when
these States' estimates were enlarged to cover all States, it yielded the revised
current requirements of Federal grants in 1968 ($1.8 billion). Similarly, the esti-
mate by these States indicated that Federal grants required in fiscal year 1969
would be $2.1 billion. These are the figures in our 1969 budget.

PPES SYSTEM

On page 41 of the small budget book, you discuss the planning, pro-
graming, budgeting system, the PPB.
Mr. ZWICK. Yes, sir.
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Mr. LAIRD. And you talk about how this system has been in effect for
2 years now and you point, as the number one example of its effective-
ness, to the "Department of Health, Education, and Welfare has an-
alyzed the effectiveness of the cooperative Federal-State vocational
rehabilitation program. This study indicated that the increase in life-
time income of participants is many times the rehabilitation costs, con-
firming previous judgments that this program merits high priority."
I have served on the Health, Education, and Welfare Committee

ever since that Department was created and we have had these statistics
every year. If this is the best argument you can make for the planning,
programing, budgeting system, it would seem to me you should give it
a much lower priority. We have had these figures every year and pe-
riodically have included their detailed analysis in our hearing record.
This PPB is just a new term for an old activity.
Mr. ZWICK. I do not understand your introductory sentence. I do

not read anything in that paragraph to say that this is our No. 1
example. That was your editorializing, not the Budget's It is an ex-
ample of where PPB applies.
Mr. LAIRD. You only use three examples and this is the first of the

three. This has been in operation 16 years to my personal knowledge.
Did you know that?
Mr. ZWICK. The fact that people have been analyzing and getting

better costs is certainly not a new idea. This is an old idea. I do not
think you can infer from any words in that section that this is our No.
1 defense of the PPB system.
Mr. LAIRD. From my personal knowledge we have been doing that

cost effectiveness study for at least 16 years on that program.
Mr. ZWICK. I am delighted.
Mr. LAIRD. I was kind of shocked to see it pointed to as a 2-year

program in this budget document. That may be a little nit picking but
I do think it should be borne in mind this committee, in considering
vocational rehabilitation programs over at least the last 16 years, has
always had the benefit of cost effectiveness studies in this area and I
will place in this record a few excerpts from previous hearings to
illustrate this.
Mr. ZWICK. I can do no more than join with you and applaud.
(The excerpts referred to by Mr. Laird follow:)
(Excerpts from hearings before the Department of Labor and

Health, Education, and Welfare Appropriations Subcommittee on
budget estimates for fiscal years 1955, 1960, 1965:)

HEARINGS ON 1955 BUDGET

INCOME TAXES OF REHABILITANTS

Mr. BUSBEY. Would you explain to the committee exactly how the figures
were arrived at, at the bottom of page 2 of your statement?
Miss SWITZER. The income tax figure is the usual compilation we make, follow-

ing a formula discussed with the Treasury. We can supply the formula for the
record if you are interested in it.
Mr. BUSBEY. Does that take into account Federal, State, and local income?
Miss SWITZER. No. This takes into account the Federal income tax only, and

it is based upon certain assumptions which the Treasury considers conservative.
It has been checked within the past year on the basis of actual earnings and
averaged out. We have in the records that come to us the actual earnings of
people who are rehabilitated and placed in employment. It is on the basis of
those actual figures this estimate is based. It is made, of course, on the assump-
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tion of the tax laws at the time the estimate is made. The best experts on this,
it seemed to the Department, would be in the Treasury Department, because they
are in the business of estimating income every day. After consultation, the for-
mula was determined.

EARNINGS OF REHABILITANTS

With regard to the second figures, the earnings of the rehabilitants, those are
actual earnings.
In the sentence just above the tabulation we say:
"During 1954, 65,500 disabled persons were rehabilitated into employment.

During 1955, the number will be 59,000 with the Federal and State funds esti-
mated to be made available."
These figures are estimates of what the loss would be, based on those who

would not be rehabilitated. To the extent the number rehabiliated drops, there
is a corresponding drop in income taxes and earnings, and for some a continuance
on public assistance, based upon what has happened in past years.
The assistance costs are readily estimated. When people are taken off assistance

it is easy to find out what was paid to them when they were on and to make an
estimate of how long they would have stayed on.
Mr. BUSBEY. What do the actual figures show for 1953?
Miss SWITZER. Comparable to these figures here?
Mr. BUSBEY. Yes.
Mrs. LAMBORN. Earnings in 1953 were at the rate of $17 million before reha-

bilitation and after rehabilitation $114 million; a 600-percent increase in earn-
ing power.
Mr. BUSBEY. How do you get those figures? How do you get those actual

figures?
Miss SWITZER. We have a form we call our 11-9. It is a report of finished work.

On every rehabilitated case, that form comes into the office with the data on it
which establishes the actual facts of rehabilitation. On that form is a statement
of what the person received when he started rehabilitation, where he was work-
ing, and if so, how much money he got, and afterward when he finished what
he was getting on the job.
Mr. BUSBEY. Who makes that form out?
Miss SWITZER. The State person responsible.
Mr. BUSBEY. Is there any check on those figures by the Federal Government?
Miss SWITZER. Do you mean do we go back to see whether or not the reporter

made an accurate statement?
Mr. BUSBEY. To see whether that is a permanent situation or just a temporary

one at the time the report was made, or what?
Miss SWITZER. A number of followup studies are made from time to time,

both by the States themselves and by us. The general findings are that between
75 and 80 or 85 percent of the people rehabilitated are still at work when follow-
up studies are made 5 to 7 years after rehabilitation. We feel that that is a fairly
accurate reflection of the facts.
Mr. DABELSTEIN. May I add a statement, Mr. Chairman. When we make a

periodic review of cases we also check what information they have in the folder
regarding the earnings of the individual at the time that he is rehabilitated.
Our standards require that before the case is reported as rehabilitated, the State
agency is supposed to have followed the individual up in employment for a
satisfactory period of time to determine that he has the skills necessary to
hold the job that he is performing adequately, and that the wages are com-
parable to those being paid to other workers. We find many State agencies have
a statement in the case folder signed by the client stating when he started his
work, what he is doing, what wages he is receiving, and how he got the job.
Mr. BUSBEY. Are these rehabilitants required to report a change in their earn-

ing capacity from year to year to the State agency?
Mr. DABELSTEIN. No.
Miss SWITZER. No; unless there is some continuing relationship between them.

I think in many of the programs for the blind, where followup and counseling
is common practice there would be. But when a person is rehabilitated and put
to work our philosophy is he is just like any other worker then, and the chances
are he does not come back for help unless he loses his job and his disability
interferes with his getting another one.
Mr. BUSBEY. Let us say that here is a man and before he was rehabilitated

he received in wages $1,000 a year. After he was rehabilitated he received the
first year $3,000. The third year after he is rehabilitated he may receive $5,000
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or he may be back to $1,500. I am wondering what procedure there is to follow
through on this situation.
Mr. DABELSTEIN. There is no permanent system to follow up every one. The

State agencies from time to time may follow up various groups, 5 or 10 years
later, to see what changes have taken place in earnings, the periods that they
have been employed, and so on. These are followup studies. After the case has been
closed, no routine followup is made unless it is a special study.
Miss SWITZER. The studies are very time-consuming and very expensive, if

they are undertaken to the point where they are reliable. We have not been able
to do as many as we would like to do, nor have most of the States.
Mr. BUSBEY. I do not challenge the statement at all that for each dollar invested

the Government gets back $10, but I was trying to ascertain exactly and specifically
how you arrive at that ratio of 1 to 10.

Miss SWITZER. That is developed, as I said earlier, on the earning figures that
we have on which Federal income taxes are paid, on the average number of
dependents that the people have, and on the Federal tax rates in effect when the
estimate is made. We have gone over this now several times. Very recently, in the
last 6 months, with technical economic experts and tax prognosticators to review
it again and see if there were any fallacies in our figuring. We have come out of
it with thoroughly good assurance it is a conservative estimate.
Mr. KETA-  y I might say there is a program analyst on the staff of Assistant

Secretary Perkins who quite recently explored this entire estimating technique,
and he is a highly trained and competent statistician, and he concluded that the
10-to-1 ratio was a conservative estimate, taking all the factors into consideration
that had to be in the estimate. It constituted a conservative estimate and one that
could be used with the recognition that it had a high degree of validity.
Mr. BUSBEY. I think the program is in much better position for getting appropri-

ations through Congress if we have something in the hearings to substantiate that
ratio instead of having somebody say, "Well, sure it is a figure, but they just
pulled it out of thin air."

BASIS FOR ESTIMATES OF INCOME TAXES TO BE PAID BY REHABILITANTS

Miss SWITZER. Why not put into the record the most recent analysis of the
figures and the assumptions on which we based it this year. I would like to put
that in the record.
Mr. BUSBEY. I think it would be a good idea. We will put it in the record at this

point.
(The information is as follows:)

"PROCEDURES FOLLOWED IN PREPARING ESTIMATES OF FEDERAL INCOME TAXES
To BE PAID BY REHABILITANTS

"Examples in the following material relate to persons rehabilitated in fiscal
year 1952. The same procedures were followed in preparing estimates for Federal
income taxes to be paid by those rehabilitated in the 1953 fiscal year.

"A. AVAILABLE DATA ON PERSONS REHABILITATED

"1. Weekly earnings on job at closure.
"2. Age at acceptance for rehabilitation (median of 34 years for persons reha-

bilitated in fiscal year 1952).
"3. Length of time required for rehabilitation (averages about 1 year).
"4. Number of dependents at acceptance for rehabilitation.

"B. ASSUMPTIONS MADE

"1. On the average, rehabilitated persons Will continue to earn at the same
weekly rate as reported for job at closure.
"2. On the average, the number of dependents will remain the same as reported

at time of acceptance.
"3. Federal income-tax rates will continue as at present (1952).
"4. On the average, rehabilitated persons will work until they reach the age

of 65.
"5. The rehabilitated group as a whole will work 85 percent of the time during

their remaining work lives ( studies made from 1 to 3 years after rehabilitation
indicate that 85 percent of the rehabilitants studied were working).
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"C. EXCLUSIONS FROM ESTIMATES

"1. Farm operators. Weekly income not estimated.
"2. Family workers and housewives. No attempt made to estimate the money

value of their services.

"D. STEPS FOLLOWED IN PREPARING ESTIMATE

"1. Weekly earnings at closure (in $10 intervals) for persons aged 15 to 64,
and for persons 65 and older, are cross-classified with number of dependents.
"2. Weekly earnings are converted to estimated annual earnings by multiplying

weekly earnings by 50—the estimated number of weeks worked in the first year

after rehabilitation.
"3. Estimated Federal income tax in each annual earnings and exemption

bracket obtained (a) for those aged 15 to 64 and (b) for those 65 years and
older (because of special exemption for this age group) by applying tax rate
given on tax table, Form 1040, United States individual income-tax return.

"Example:
Age group 15 to 64 with 2 exemptions persons__ 1, 240

Weekly earnings at closure per person  $54. 50
Estimated annual earnings per person (weekly earnings by 50)._ $2,725

Federal income-tax rate per person earning $2.725 annually, with
2 exemptions (Form 1040)  $281

Estimated total Federal income-tax payment for group  $348, 440

"4. Estimated Federal income-tax payments for first year after rehabilitation,

for each age, income, and exemption group, are totaled, giving the estimated
aggregate Federal income-tax payment for all rehabilitated persons with reported
earnings in a specific year.

"5. To estimate Federal income-tax payments for the remaining work-lives of

rehabilitated persons—
( a) Average age of rehabilitants (34 years at acceptance plus 1 year for

rehabilitation, or 35 years at closure) is
(b) Subtracted from 65 (the assumed upper age limit of work-life) ,
(c) Leaving 30 years as the average work-life for rehabilitated persons.
(d) Since it is assumed that rehabilitated persons will work only 85 percent

of the time in their remaining work-lives, the adjusted working years
are 85 percent of 30, or 25.5 years.

(e) Multiply the estimated total Federal income-tax payment for first year
after rehabilitation by 25.5 years to obtain total Federal income-tax
payment for estimated work-lives of rehabilitants.

"Examples:
Estimated aggregate Federal income-tax payment, first year after rehabili-

tation, for all rehabilitated persons with reported earnings—$10,378,543.

$10,378,543 by 25.5 work-years, or estimated total Federal income taxes paid
during remaining work-lives, $264,652,846.

"6. The '10 to 1' estimate ($10 returned in Federal income taxes for each dol-

lar paid by the Federal Government for rehabilitation (is then obtained by divid-
ing the estimated total Federal income-tax payments made during the working

lives of the rehabilitants by total Federal program costs for the current year

(1952), or
$264,652

'
846

=12
21,826,417

"7. Based on the above result, the statement that 'during their working lives

rehabilitants will pay in Federal income taxes more than $10 for every single

Federal dollar spent on their rehabilitation' is conservative.
Mr. BUSBEY. Do you have one of these forms with you that the State agency

fills out?
Mr. HUNT. No; I do not think so.
Mr. BUSBEY. Just mail me one, or get one to me so that I can look it over. I

would like to see it for my own personal education.
Miss SWITZER. Did we finish your questions on those figures on page 2? I am

not sure that we did. You asked us to go back to 1953.
Mr. HUNT. The income tax calculated for the fiscal year 1953 for these people

was $10 million the first year. The assistance cost saved was $8 million.
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DOLLAR ADVANTAGES OF PROGRAM TO FEDERAL, STATE, AND LOCAL GOVERNMENTS

Mr. BUSBEY. Considering all the economic benefits from the operation of this
program, what is your estimate of the total benefit to the Federal Government
and what would be the total benefits to the States and local governments?

Miss SWITZER. If we did everything we wanted to, do you mean?
Mr. BUSBEY. Well, I think that we would have to base that on the program as

it is now operated.
Miss SWITZER. You are speaking in terms of the maximum dollar advantages

to the Federal Government, State and local governments, based on, let us say,
the 1953 or 1954 program?
Mr. BUSBEY. Yes; or any other economic benefits to the community outside

of the dollar benefits.
Miss SWITZER. I think that there are several very important benefits we tend

sometimes to overlook. They are economic, too, as well as the tax and relief sav-
ings. I think one of the very important economic benefits of this program is the
production potential of the people who work. People who are out of work and
socially and economically dependent are not producers, and it seems to me that
if we have learned anything in the last number of years it is that in order to
keep our country economically healthy we have to increase our productive capac-
ity constantly. If we have people working and producing wealth instead of con-
suming it, then we are making a very real economic contribution to the country.
We have some very good figures on that.
For example—and this is on the basis of the 1953 figures again—about 100

million man-hours of work are being done every year by those rehabilitated in
1953. Now. I think that in itself is a big contribution, but I think if you analyze
the kinds of things these people do, it is even more important because it has been
possible in the last several years to do some very selective training and placement.
We have been able, through the counseling and guidance services that are

given to the people who apply for the service, to pick out those who can be
trained for our scarce skills and professions. We have a surprising number,
especially of the younger group, who go into nursing, laboratory technicians, and
the precise instrument machine-shop type of job operation, and teaching; so the
man-hours of work is one side of it, and then this contribution to areas in short
supply is another.
I wonder if perhaps the most important contribution of all is not the philoso-

phy of independence that the program of rehabilitation just must of necessity
inspire in a community? After all, we feel the mounting cost of relief and pub-
lic welfare at all levels of government is something that concerns every taxpayer
and every citizen, and we can see what can be accomplished when we take
people off relief. We can usually trace the building back of a family, the taking
of a person out of despondency and giving him back his independence and self-
respect. Those we find before they get on relief we can make pretty good calcu-
lations on. We have probably done a very good social job of prevention.
Mr. BUSBEY. What about the dollar figures for Federal, State, and local taxes?
Miss SWITZER. Well, we do know about the dollar figures for Federal taxes.

We just do not have any way of measuring, and I do not know how we could
measure State and local taxes, because it is so difficult to do this on a national
basis.

State taxes vary from State to State, and local property taxes would be almost
impossible to estimate; we have never made any estimate of that kind, and we
just do not know.
Mr. BUSBEY. Do you know of any States that have tried it?
Miss Swirzra. No; I do not. I think a State that had income-tax laws prob-

ably should do a little job of estimating for their own benefit, and perhaps
some of them have, but we have never been able to see our way clear in doing a
job of estimating on that.

EXPENDITURES FOR REHABILITATING PERSONS NOT IN ANY GAINFUL EMPLOYMENT

Mr. BUSBEY. Have you ever made an estimate of the Federal funds which
have been spent in previous years on rehabilitating individuals who are not in
any gainful employment?

MISS SWITZER. No; I do not believe so. I would not know how one would go
about estimating such a thing. The only thing you could do would be to take
the total figures, and of course there would be some total failures, but I think
they are in the minority as compared to the number of people who are reha-
bilitated.
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Mr. HUNT. Do you refer, Mr. Chairman, to those served in the present Fed-
eral-State program or to all crippled persons?
Mr. BUSBEY. I am talking about those in the Federal-State program. That is

the one in which we are interested.
Mr. HUNT. All of those who are reported as rehabilitated are persons who

after a 30- to 60-day followup by the counselor in charge of the case, are
reported as employed. There are some people taken into the program who do
not turn out to be successful and do not finish their rehabilitation services. They
number about 5,000.
I think the great majority go through their planned services, and are suc-

cessfully rehabilitated on the job.
Miss SWITZER. Do we have any better figures on that? We have had in many

cases statistical analyses which we have done for the Secretary, but do we
have any estimate of the number of people who start services, and do Snot con-
tinue them for some reason
Mr. DABELSTEIN. Yes; we have the absolute number of those who after they

start service die or other conditions intervene, and I think it is around 5,000.
Mr. HUNT. On page 14 of the budget document, Mr. Chairman, there is a break-

down at the close of table 3.
Mr. DABELSTEIN. Those are the number that are not counted as rehabilitated,

although they have had the service, and that number is 5,771.
Miss SWITZER. Yes; that is correct.
Mr. HUNT. Those that were closed are shown at the bottom of the page, under

the title "Closed from active load during year." They include the ones we have
been talking about. Under the caption "Without the completion of service," there
is a group closed before initiation of the plan, and before they started rehabili-
tation services, and then a group dropped after initiation of the plan. The figure
shown in the latter case is 5,771 for 1953; 5,636 for 1954, and we estimate about
5.203 for fiscal 1955, or 6 percent of the total group closed.
Mr. DABELSTEIN. Those are the cases on whom money has been spent for

training, or for physical restoration and who do not end up in employment.
Miss SWITZER. Mr. Chairman, may I go back to one question which you asked?
Mr. BUSBEY. Surely.
Miss SWITZER. Mr. Dabelstein says he has seen an estimate made, and he will

look it up and send it to you, by an economist that the figure for Federal, State,
and local taxes all combined is 19 to one, but he does not remember where he
saw that.
Mr. DABELSTEIN. I do not have the reference with me, but I can

get the information.
Miss SWITZER. He will look it up and give you that.
Mr. BUSBEY. All right; if you find the reference and the breakdown we will

put it in the record.
(The information is as follows:)
"The reference to income tax estimates of 19 to 1 is as follows:
"'If the Federal income tax (at 1949 rate) that is likely to be levied on these

increased earnings,' ( (53,131 persons rehabilitated in the fiscal year 1948) 'is com-
puted and to it is added the estimated total loss in taxes that would have fol-
lowed if these 53,131 cases and their dependents had remained largely dependent
on friends or relatives, the savings to taxpayers would be almost 20 times the
tax funds spent for rehabilitation in 1948.'"

Source: Woytinsky, W. S.. and Associates, Employment and Wages in the United States.
The Twentieth Century Fund : New York, 1953, p. 224 (ch. 17, Health Insurance for Work-
ers and Their Families, by Harkey S. Sanders).

HEARINGS ON 1960 BUDGET

RETURN PER DOLLAR SPENT

Mr. FOGARTY. What about the return per dollar spent on rehabilitation? Has
that changed any?

Miss SWITZER. It has improved a little. The tax return for the Federal Gov-
ernment is still $10 for $1. I have seen some very interesting tables on that.
Mr. HUNT. There is a summary here.
Mr. FOGARTY. Put it in the record.
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(The summary referred to follows:)

"ECONOMIC VALUE OF REHABILITATION

"In the first year after rehabilitation, the 74,317 persons rehabilitated by the
State vocational rehabilitation agencies will earn an estimated $144.2 million as
compared to the annual rate of $23.3 million estimated as their earnings the year
before their rehabilitation started. They will pay an estimated $11.7 million
in Federal income taxes on their earnings the first year after rehabilitation.
During their working lives, estimates indicate they will pay about $10 in Federal
income taxes for every Federal dollar invested in their rehabilitation.
"About 15,000 of the 74,317 rehabilitants received some help from public assist-

ance during the process of rehabilitation. The first year after rehabilitation, it
is estimated that they will earn about $25 million. To maintain them on public
assistance rolls for 1 year would cost an estimated $13 million. The cost of re-
habilitation for this number of individuals was estimated at about $13 million.
"Earnings of farmers and family workers are excluded."

HEARINGS ON 1965 BUDGET

ECONOMICS OF REHABILITATION

Mr. FOGARTY. We will put in the record this table showing the economic gains
resulting from the program.
( The document referred to follows:)

SELECTED ECONOMIC GAINS, 1961-65

Fiscal year

1965 1964 1963 1962 1961

All rehabilitants 132, 600 121, 000 110, 136 102,377 92, 501
Earnings (millions):

At acceptance $54.8 $50.0 $45. 5 $44.3 $41.6
At closure $279.5 $255. 1 $232.2 $211.0 $186.8

Income tax paid (millions):
At acceptance 4.7 4.3 $3.9 $3.8 $3.6
At closure $23.9 $21.8 $19.9 $18.1 $16.2

Returned for every tax dollar spent after average
lifetime of work $7 to $1

Man-hours contributed (millions) 155
Public-so pported rehabilitants public assistance
and tax-supported institutions 23,200 21, 200 20, 400 17, 821 16,647

Annual cost to rehabilitate (millions) $19.3
Annual cost per client $1,000
Annual estimated earnings after rehabilitation
(millions) $40.6

Income tax paid at closure (millions) $3.5
Public assistance clients only 17, 500 16, 000 14, 541 13, 625 13, 528

Cost to Federal, State, and local governments
(1 year) (millions):

Before rehabilitation $16.5  
After rehabilitation 5. 6

Net saving 10.9  

Average savings per client $1,220
BOASI applicants 10,500 9,600 8,666 7,266 6,757

Mr. LAIRD. I would like to go on for some length, but I know we
have a rollcall and you want to adjourn at 4 and I do not want to
wear out my welcome with other members of this committee, if I have
any welcome.
Mr. MAHON. We will not be able to adjourn at 4 but we do have to

answer the rollcall.
Mr. Laird had a number of questions which he wanted to get in in

the minimum length of time. It was obvious you did not comment in
as much depth as you would like to; and, without objection, you will
be permitted to express your views more adequately in the record.
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Mr. LAIRD. I would like to express mine a little more adequately
too.
Mr. MAHON. So the record can be given clarification.
Mr. Giaimo has a question.

DELAYS IN ENACTING APPROPRIATIONS

Mr. GIAIMO. Mr. Director, it is a matter of arowina
b 

concern to
Congress, and I think should be of concern to the Bureau of the Budget
that, because of the interim period between the time of the new fiscal
year when many agencies are operating on continuing resolutions
until that time when their appropriation is voted upon, there may be
expenditures of money which are questionable.
For example, last year, in the Dickey-Lincoln Dam in Maine, we

deleted something over a million dollars from the budget in the ap-
propriation bill. Then we find out that during that period of time
approximately $400,000 had already been expended through the ve-
hicle of the continuing resolution.
During the debate on the poverty bill, indications were from people

in the 0E0, that they would be better off operating under the con-
tinuing resolution and without an appropriation, fearing there might
be a cutback or reduction in the appropriation.
My question is How can we get better control over the situation,

because it seems to me we are losing control over it?
Do we recoup money spent, for example, in the case of the $400,000

spent on the dam? And what does your organization plan to do in the
future to try to get better control over this?
Mr. ZWICK. Mr. Giaimo, I could not agree more with the problem

you have identified, and our solution is to get these bills up here and
get them acted upon as quickly as possible.
I think it was last August when we did a midyear review of the

budget, which used to be a useful process, only five regular appropria-
tion bills had passed both Houses of Congress. To the extent we push
the appropriations further and further back, you cannot stop most
activities, because you assume that they are going to be funded. So
they keep going at some sort of a level and then you get a situation like
the Dickey-Lincoln Dam. Or activities are kept going at a particular
level and have more money for the year than they need.
We talked about the Elementary. and Secondary School Act this

morning. The reason we are asking for advance funding a year in the
future is so that the school districts can do more intelligent planning,
because what they have been doing in the past is holding back and then
later getting more money than they expected. Since they could not hire
more teachers and other personnel at the last minute, or after the
school year has started, they used it for equipment. This might possi-
bly be a good use of these moneys but certainly the school authorities
would be much better off if they had an earlier fix on what their funds
were going to be. But I do not know what we can do that is very in-
telligent about the overall problem if the appropriation actions are
going to be that late.
Mr. GIAIMO. And you know in general they will be. Is the Dickey-

Lincoln situation a widespread one? Are there many examples of this
in the budget each year?
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Mr. ZWICK. It would depend on the budget for the particular pro-
gram. Take a year in which the budget goes up dramatically and the
agency holds at a constant level during the continuing resolution
phase. Then at the end of the year they probably have more money than
they need.
In a case where you have a severe congressional reduction, it could

work the other way. And, to generalize, for an agency that had exactly
the same budget one year versus the next year, it would not have any
impact at all. It would just continue on.
Mr. GIAIMO. Were there many examples in last year's budget where

there were considerable cutbacks?
Mr. Zwicx. I do not think so. I think in the majority of the cases

you get by. You do not get violent swings. In the majority of the cases
people assume that next year's budget is going to be similar to this
year's and things go on reasonably satisfactorily.
Mr. GIAIMO. I wonder, Mr. Chairman, if we could have furnished

for the record examples of where there might have been some other
situations.
Mr. MAHON. Upon the request of Mr. Giaimo, give us some more in-

formation on both sides of this issue.
Mr. ZWICK. I will try to supply examples of where they got more

money than they expected and where they got less than expected and
therefore had to do something about it.
(The information follows:)

IMPACT OF LATE ENACTMENT OF APPROPRIATION BILLS

Various types of difficulties may be encountered operating under a continuing
resolution:

Non-Federal recipients of funds cannot do an adequate job of planning
and programing since they do not know what funds will eventually be
allowed. An example of this is elementary and secondary school aid men-
tioned by the Director earlier in his testimony. Obviously, school districts
expecting to receive Federal funds have considerable difficulty when the
appropriations are not known until well after the start of the school year.
Agencies operating under a continuing resolution may continue a project

for which funds were appropriated in prior years; the appropriation, when
passed, disallows the project for the current year. A recent example is the
Dickey-Lincoln project. Congress appropriated funds in the 2 previous years.
The agency continued planning on the project by utilizing unobligated bal-
ances carried forward from appropriations enacted in prior years. Congress,
in the final appropriation act, did not allow funds for the project in the
current year.
Agencies operate at the rate permitted under the continuing resolution,

and the appropriation, when passed, allows considerably more than the
continuing resolution allowed.
In this case, an agency may have some difficulty adequately programing

all the funds efficiently and effectively, as Congress intended, in the short
time left before the close of the fiscal year and may have to lapse some funds.
A recent example is the air pollution control activities of the Public Health
Service. Late enactment of the appropriation, coupled with an appropriation
increase over the prior year level, has caused extremely heavy workloads
near the end of the fiscal year, and lapse of some of the annual appropriation.
Agencies operate at the level permitted by the continuing resolution, but

the appropriation, when passed, does not allow sufficient funds to continue
even at that level. A recent example is the Job Corps of the Office of Eco-
nomic Opportunity. Several camps had to be closed this fiscal year to stay
within overall appropriation limitations.

The problems outlined above are inherent in a situation in which appropria-
tions are not enacted until some time after the fiscal year begins. Obviously,
these difficulties can only be overcome by earlier appropriation action.
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Mr. MAHON. I believe everyone on the Appropriations Committee
feels we ought to pass the money bills as early in the year as we reason-
ably can and get this work behind us, and we would be able to do much
better in this respect if the authorizations are cleared in time. There is
a great push on to do a better job this year than has been done pre-
viously to get the authorization and we are preparing a reporting
schedule for the appropriation bills which we hope, and expect, to be
able to follow.
Mr. Whitten, will you take the chair for a few moments?
Mr. WHirrEN. Mr. Long?

ECONOMIC IMPACT OF BUDGET DEFICITS

Mr. LONG. Mr. Zwick, I want to address these questions to you but
some of them perhaps ought to be answered by Mr. Fowler, and I hope
his aides will ask him to comment for the record when he does come
back.
My first question concerns the economic impact of the deficit. We

all realize the inflationary impact of a deficit does not depend on
merely what the Government does, but on what the entire economy
is doing.
Mr. Z1VICK. That is correct.
Mr. LONG. I have seen recent accounts—and I have not had a chance

to check on their validity—that the private economy has been running
a surplus, in the sense that it has been saving a lot more than it is
spending. If that is so and if the surplus is large enough, this could
in itself offset the Federal Government deficit and eliminate the in-
flationary gap.
I wondered whether you would comment on that.
Mr. ZWICK. I would be happy to comment on it. Truly, the point

you are making is absolutely correct, and I think the best recent ex-
perience of this was in the first half of calendar 1967 when the private
economy clearly was moving sideways and most of the stimulus came
from State, local, and Federal Government activities.
If you look at a typical forecaster's model—and they are similar—

they should have roughly a half a dozen or so sectors to the economy,
such as residential construction and other forms of fixed investment,
changes in business inventories, net exports, Federal purchases of
goods and services, State and local purchases, and personal consump-
tion expenditures.
Those are the items you look at, and you try to forecast what is

going to happen in each one of those components, and the sum of them
tells you how the economy is moving.

Let's look at 1968. We had a remarkable recovery in calendar 1967 in
the residential construction industry. We are hoping that this con-
tinues in calendar 1968.
If you look at the demand for housing, it is quite clearly there. The

only issue is whether monetary conditions allow housing to continue
to expand.
Mr. LONG. I do not want to get into detail. Is the private economy

running a surplus and if so, does that surplus anywhere compare
with the size of the Federal deficit?
Mr. ZWICK. I am not exactly sure how you define a surplus.



171

Mr. LONG. Spending substantially less than its income or much less
than in years past.
Mr. ZWICK. Basically it has had to run a surplus to finance the Fed-

eral deficit. That is one way to describe it. You may be pointin. g to
the fact that the fourth quarter savings rate was higher than antici-
pated. We have done some checking into that and in 7 out of the last
10 years, this has been the case, fourth quarter savings are higher
than in the third quarter and higher than in the first.
Mr. LONG. Taking the current period, the last quarter last year

and the first quarter this year, you do not contemplate a substantial
enough rise in savings in the private economy to offset the Federal
deficit?
Mr. ZWICK. That is exactly right. We think the pressures from the

increase in residential construction, investment in plant and equip-
ment—which the various surveys show as being up 5 or 6 percent—
and the rate of inventory accumulation are all things that need to
be compensated for by reducing the deficit.
Mr. LONG. I hope you will give me a well-considered answer on that

for the record.
(The information follows:)
Regardless of the level—in terms of capacity utilization and unemployment

rates—at which the economy is operating, aggregate savings is always equal to
aggregate investment. Savings, in real terms, is the nonuse of current production.
Investment, again in real terms, is the using of current output to create some-
thing; for example, a machine, which will produce current production over some
period in the future. In a society as large and diverse as ours, both savings and
investment take many forms and the people who save are not necessarily the
same ones who wish to undertake investment. For the pioneer American family,
savings and investment were directly related.
Real savings and real investment are always equal because the economy will

adjust to make them equal. If, in the aggregate, we attempt to undertake real
investment which is greater than our real savings, the real growth of the economy
will accelerate, generating higher real incomes. With higher levels of income, the
savings rate—for persons and for businesses—will be higher because they had
not planned either increased consumption or additional investment projects to
absorb the unexpected increase in incomes.

Conversely, if we attempt, in the aggregate, to save more than we plan to in-
vest, the process will work in reverse. The attempt to save more than we plan to
invest reduces demand and lowers incomes. Persons and businesses will then
have to forego some of the planned savings in order to meet current consumption
needs.
A Federal Government surplus is one of the many forms of savings in our

complex society. When revenue exceeds expenditures, the excess is used to re-
duce the Federal debt and the holders of that debt will either increase their
consumption or, more likely, seek alternate forms of investment.
A Federal deficit is a use of savings because the Federal Government must

borrow to meet its deficit. And such borrowing does not have to be inflationary,
if the monetary authority does not increase the money supply, either directly
(by buying the Government securities) or indirectly (by increasing bank re-
serves). If the monetary authority does not increase the money supply, the
Federal securities will compete with other investment demands for the available
supply of savings. This will cause not only the rates of interest on Federal secu-
rities to rise but will raise the rates of return acceptable to savers. As a result,
investment projects or programs which could have obtained funds, at lower
rates of interest or return, will either be dropped or postponed. Thus, the economy
has adjusted to bring savings in line with investment.
The appropriate size of the Federal surplus or deficit, therefore, depends upon

the strength of private investment demand. If investment demand is weak and,
particularly, if the economy is operating with a great deal of unemployment and
idle industrial capacity, the appropriate fiscal position is one of deficit. On the
other hand, if the economy is operating close to capacity and with severe labor
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shortages, the appropriate fiscal position would be one of surplus. We are cur-
rently in neither of those extremes. Our labor markets are tight—particularly
in the category which can be considered the backbone of the labor force, men
over 20—but we have not developed severe labor shortages. Our capacity utiliza-
tion was at 84.3 percent in the fourth quarter of 1967; but we foresee a healthy
recovery of investment demand in 1968. Without the tax surcharge and with the
only responsible monetary policy in such a situation, many investment programs
are going to be forced to be deferred.

Consequently, the high and rising rates of personal savings which we have wit-
nessed during 1967 may be the reflection for individuals of the process described
above.

RAISING TAXES VERSUS CUTTING SPENDING

Mr. LONG. The next question I have deals with the administration
policy for dealing with the inflationary problem by raising taxes
rather than cutting spending. This is the policy approach; right?
Mr. Zwicx. No, sir; that is not our policy. If we held spending down

very dramatically, as I tried to indicate this morning 
Mr. LONG. You cannot make up this deficit through spending cut-

backs?
Mr. ZWICK. You cannot do it all through cutbacks in expenditure.

There has to be a slowdown jointly.
Mr. LONG. Where you differ from many Members of the Congress,

however, is that you feel there must be a substantial tax increase and
many Members of Congress feel it should be done much more through
spending cuts. Right?
Mr. ZWICK. Yes.
Mr. LONG. You are aware, I think, the reason many Members of 'Con-

gress feel the way they do is they feel we cannot be assured a tax in-
crease would not be accompanied by inflation anyway.
Mr. ZWICK. I think this is the discussion I had with Mr. Jonas before

on why a tax increase
Mr. LONG. I think this is Mr. Mills' feeling, I certainly think it is

the feeling of many Members of Congress--if we raise taxes the way
you want us to, it is very likely we will get an increase in prices any-
way, for several reasons.
First, at least a very important cause of current inflation is cost-

push rather than demand-pull. I do not think you are attributing it
exclusively to demand-pull.
Mr. ZWICK. We are 'arguing that in calendar 1968 under any circum-

stances you now have some inflation built in. The real question is, as
you leave calendar 1968 and go into 1969, will the rate of price increase
be decelerating or accelerating?
To argue that the tax increase will not help pull down this spiral

you have to argue that all of the tax increase will come out of savings.
While logically possible, it has never happened before in the history
of the country.
If you look at this in the past, nearly every tax increase has come out

of consumption and very little out of savings.
Mr. LONG. I think we agree we are going to get some inflation any-

way. That is built in.
Mr. ZWICK. We are predicting, even with a tax increase, about 3-

percent inflation.
Mr. LONG. I think another consideration of Members of Congress on

this tax increase is, if we do go ahead and raise taxes, this is really
going to take the pressure off which now holds down spending. Every
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week my feeling is that we are presented with some "goody" by the
administration, and since I vote for most of them, I take my full share
of the blame. A Congressman is a meany if he does not vote for them
and the one thing that is going to hold this spending is the fact we have
this deficit.
If we raise the taxes, we are going to take the presure off and these

goodies are going to continue to be presented to us and we are going
to continue to vote for them.
I would like to hear your comment on that, also that of Secretary

Fowler. Is there not a good deal of justice to this misgiving we have?
Mr. ZWICK. One way to have expenditure discipline is do it through

the appropriations process. Another way to do it is not vote the tax
increase, possibly cut down expenditures slightly as a result of this,
but then pay the price through inflation.
I think that is the public policy issue we all have to face and that is

a pretty expensive way of getting discipline—through the rate at
which prices increase as they did in the fourth quarter last year.
(Note: Subsequent comments of Secretary Fowler follow:)

Even with a tax increase we still confront a unified budget deficit of $8 billion
in fiscal 1969. Thus while increasing taxes may decrease the intensiveness of the
need for expenditure restraint the need is still there and is quite strong.

Mr. LONG. I am inclined to agree. But I think also there is a certain
amount of hypocrisy involved, in the sense the administration is pre-
tending that Congress is spending the money, when the truth is Con-
gress is every day or every week being put on the spot by the adminis-
tration with some attractive-sounding program that makes us vote
for it and then we come up with a substantial deficit.

EFFECT OF TAX INCREASE ON EMPLOYMENT

Let me go on to the next question, and that concerns the impact on
unemployment.
If we raise taxes, will this not raise unemployment?
Mr. ZWICK. We would assume without a tax increase that unemploy-

ment will be lower than we are now forecasting, so it will raise unem-
ployment in the sense it will be higher than it would be without a tax
increase. We would project a level of unemployment about where we
are now and our forecast was to essentially maintain during 1968 
Mr. LONG. You cannot conscientiously assure us if we raise taxes

that this will not either raise unemployment above what it is now or
keep it at a somewhat higher rate than it would otherwise be.
Mr. ZWICK. We can assure you if you raise taxes it will be somewhat

higher than it would otherwise have been, and that is the policy trade-
off you are making—between inflation, balance-of-payments consider-
ations, and unemployment.
Mr. LONG. Have we not reached a kind of dilemma, partly a political

one and also an economic one? Is it not true that we really cannot have
price stability without a somewhat higher level of unemployment, and
that we cannot have a low level of unemployment without some
inflation?
Do we not have this kind of economic and political dilemma that

while inflation has become somewhat politically intolerable it is also
true that the level of unemployment necessary to check inflation is
also politically intolerable?
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Mr. ZWICK. Yes, sir, at some level this becomes the issue.
And the question is, what level? We are essentially trying to reduce

this level and reduce the dilemma through two approaches: First,
through a big expansion in manpower training programs, where we
are trying now to get at the hard-core unemployed, the people very
difficult to hire even with high level employment because of a whole
host of disadvantages from physical and educational 
Mr. LONG. You surely recognize that any fruits from the manpower

development program are going to be the long run, not the short run.
Mr. ZWICK. That is right.
Mr. LONG. So the point is, what you are asking us especially to do

is raise taxes in order to hold down inflation, when the impact of this
also will be to raise the level of unemployment that will itself become
politically intolerable and then you will be back with a spending pro-
gram to get us to do something about the unemployment that results
from the taxes that you are asking us to increase.
Mr. ZWICK. No, sir. We said our best forecast is to hold unemploy-

ment at its current levels.
Mr. LONG. Do you think that is satisfactory to the public as a whole?
Mr. ZWICK. Rather than absorbing increased inflation given the

implications of the balance-of-payments problems, and other measures
we are now having to take, I think yes.
We are at the lowest level of unemployment we have had in 15 years.

Nobody I know of would not want it to be even lower, down to 2 or 1
percent. But at any given point you have to balance off inflation, the
rate of economic growth, price stability, unemployment, and the bal-
ance of payments.
Mr. LONG. Let me ask one more question in connection with your

point about unemployment. To what extent is our unemployment at
this low level because of the fact employment has risen from economic
reasons and to what extent became recently unemployment was re-
defined by excluding from the ranks of the unemployed some members
of the labor force?
Mr. ZWICK. The old classification for the month of January of this

year, if you are asking me that, no longer exists. But basically, if you
look at any industry 
Mr. LONG. How much unemployment has been redefined out of the

labor force? Will you get that answer?
Mr. ZWICK. It is a trivial part of the problem. Our best guess is that

on the old basis the unemployment rate would have been one to two-
tenths higher than on the new basis.
Mr. LONG. You can assure me of that?
Mr. ZWICK. Yes. The most volatile part of the unemployment rate is

the women coming in and out of the labor force.
Mr. WHITTEN. Mr. Robison?

PPB SYSTEM

Mr. ROBISON. Mr. Zwick, as we all know, the implementation of the
so-called PPB has been rather extensive throughout the Federal de-
partments and agencies. Let me ask you, to what extent the President
relied on the PPB system in preparation of this budget, and in evaluat-
ing priorities between competing programs?
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And, as the second part of my question, do you as the new Director
of the Bureau of the Budget intend to continue this system?
Mr. ZWICK. Let me answer the second part first.
Yes; absolutely, we intend to continue our PPB system. As to the

first part, we relied quite heavily on it in this budget review. The only
qualifications I am makina here are qualifications of the type Mr.
Laird pointed out. Some of the things we are doing in cost-benefit
analysis have been done for a number of years.

Clearly, last fall the review process was to the maximum extent
based on the program category structure in the PPB system. I have
been in the Bureau of the Budget two years, starting in October of
1965. Certainly we did a lot more in 1966 than we did in 1965, and
significantly more in 1967, and we expect to do more in 1968.
Mr. ROBISON. The reductions that have been made—let us pick out

the Agriculture Department programs, as an example—was the PPB
system applied in arriving at the final recommendation for those
reductions, at least in part?
Mr. ZWICK. Yes, sir. And the point I would like to make is that

the PPB system is a combination, involving commonsense, trying ta
order priorities, and trying to select, given those priorities, those
programs which you think contribute most to your goals. So you are
making the PPB system a much more mechanistic process than indeed
it is. It is a way of looking at the budget that pervades the Bureau of
the Budget, and I am sure pervaded the Department of Agriculture
quite significantly, and I have heard the Secretary of Agriculture say
it has been a very useful device for him in looking at his programs and
getting an answer to the question of where he is going.

PUBLIC DEBT CONCEPT UNDER NEW UNIFIED BUDGET CONCEPT

Mr. ROBISON. Let me switch to one more area for one more question.
The excess of estimated trust fund receipts over expenditures, which

the budget shows at $7.4 billion, permits you under the new unified
budget concept to show the anticipated deficit at $8 billion instead of
$15.4 billion or thereabouts.
Mr. ZWICK. That is correct.
Mr. RosisoN. Now, would you address yourself for a moment to the

effect of this new approach on the so-called public debt as presently
defined?
Mr. ZWICK. As presently defined, you mean the official debt limit?
Mr. RosisoN. Yes.
Mr. ZWICK. In terms of borrowing from the public, if you look at

the budget on page 10, it so happens in fiscal 1969 that we are esti-
matincr that we will be borrowing exactly $8 billion from the public
and the deficit is $8 billion. This could vary from year to year.
With regard to the debt as defined under the debt limit, it would

go up by more than $8 billion. I would rather have Secretary Fowler
answer. I do not know how much more.
Under the definition that is used in setting a debt limit, the debt

will go up by more than $8 billion. I do not have the figure.
Mr. ROBISON. The reason it goes up—perhaps the Secretary will

answer—is because these trust fund surpluses are pledged for trust
fund program purposes. Is that why?

91-376-63---12
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Mr. ZWICK. The gross Federal debt goes up $17.2 billion. The ques-
tion is the relevance of the gross debt. If you are looking at the impact
on the private financial market, it is clearly the borrowing from the
public that is the relevant measure. If you are looking at gross public
debt, it goes up $17.2 billion. The relevant debt measure depends on
what question you are trying to answer.
Mr. ROBISON. With the chairman's permission, maybe he would

amplify or the Secretary would for the record.
(The following information was supplied for the record by the

Bureau of the Budget:)
The budget treatment of data relating to the debt follows the recommendations

of the President's Commission on Budget Concepts. Emphasis is given to both
gross Federal debt and net Federal securities held by the public. The gross
Federal debt includes public debt issued by the Treasury and debt issued by
agencies whose receipts and expenditures are part of the budget. From this total,
holdings by federally administered funds, whether Treasury or agency debt, are
deducted to reach net Federal securities held by the public.
The debt subject to the public debt limitation includes: (1) Nearly all the

debt issued by Treasury, (2) that relatively small portion of agency issuances
which are guaranteed, (3) those participation sales certificates issued under
1968 authorizations other than for the Export-Import Bank of Washington, and
(4) debt issued to the International Monetary Fund or other international
organizations. The last type of debt issuances is not covered in the amounts
of "gross Federal debt" in accordance with recommendations of the Commission.
The following table compares debt estimates for 1968 and 1969:

[In billions of dollars]

1968
estimate

1969
estimate

Difference

Outstanding debt at end of year:
Gross Federal debt:

Public debt (issued by Treasury) 344. 1 356.7 12.6
Agency debt (issued by agencies) 25.9 30.5 4.6

Total gross Federal debt 370. 0 387. 2 17. 2

Less holdings by federally administered funds:
Public debt 77.2 85.6 8.4
Agency debt 2. 8 3.6 .8

Total holdings by federally administrated funds 80. 0 89.2 9.2

Net Federal securities held by the public 290. 0 298.0 8.0

Comparison of debt with public debt limitation at end of year:
Public debt (as shown above) 344. 1 356.7 12.6
Public debt issued to International Monetary Fund and international lend-
ing organizations 2.9 2.2 -0.7

Subtotal, public debt-statutory definition 347.0 358.9 11.9
Less agency debt:

Guaranteed debt other than participation certificates 0. 6 0. 6 (1)
Participation certificates issued in fiscal year 1968 other than for

Export-Import Bank 4.0 4. 0
Less pre-1917 debt and other small sums not included under the debt
limitation 0.3 0.2 (1)

Total debt subject to public debt limitation 351.3 363.3 11.9

1 Less than $50 million.

(The following information was supplied for the record by the
Treasury Department:)
The several debt concepts referred to are reconciled in table 9, page 61, of the

budget and schedule A, page 469 of the budget, reproduced below. As may be
seen in the budget financing section of table 9, total borrowing from the public
is estimated at $8 billion in fiscal year 1969 and for the same period, it is esti-
mated that the debt subject to limit will increase by approximately $12 billion.
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The principal differences in the makeup of the two figures are as follows:
"Borrowings From the Public" reflects the changes in public debt issued by the
Treasury and agency debt and participation certificates issued by the agencies,
but excludes the amounts of each of these that are purchased by the Government
investment accounts and Federal agencies.
The 1969 change in "Debt Subject to Limit" reflects the increase in public debt

issued by the Treasury (less a small amount not subject to the statutory limita-
tion) , and the increase in the agency debt that is subject to the statutory limitation
(FHA debentures in 1969).
The principal factor responsible for the difference in magnitude of the two

figures in 1969 is the estimated increase in purchases of public debt and agency
debt by the Government investment accounts and Federal agencies. This increase
serves to diminish the amount that is to be borrowed from the public.

TABLE 9.-MEANS OF FINANCING AND OUTSTANDING DEBT

In millions of dollars]

Description 1967
actual

1968
estimate

1969
estimate

BUDGET FINANCING

Borrowing from the public:
Nonbank investors 
Commercial banks 

-1,403
405

Federal Reserve banks 4, 549

Total, borrowing from the public 3, 551 20, 840 8, 000

Other means of financing the budget deficit:
Seigniorage on coins 813 410 226
Decrease or increase (-) in available cash and monetary assets 4,858 -1, 018 173
Increase or decrease (-) in liabilities for:

Checks outstanding (net of items in transit) 657
Deposit fund balances -1,056 -428 -445

Total, other means of financing 5,272 -1,035 -46

Total, budget financing 8, 823 19, 805 7,954

1966
actual

1967
actual

1968
estimate

1969
estimate

OUTSTANDING DEBT AT END OF YEAR

Gross Federal debt:
Public debt (issued by Treasury) 316, 098 322, 893 344, 094 356, 671
Agency debt (issued by agencies) 13, 375 18,451 25, 899 30,495

Total, gross Federal debt 329, 473 341, 343 369, 993 387. 167

Holdings by federally administered funds:
Public debt 63, 697 70,537 77,191 85,573
Agency debt 167 1,647 2,802 3,594

Total, holdings by federally administered funds 63, 864 72, 184 79,993 89, 167

Net, Federal securities held by the public 265,609 269, 160 290, 000 298,000

COMPARISON OF DEBT WITH PUBLIC DEBT LIMITATION AT
END OF YEAR

Public debt 316,098 322,893 344,094 356, 671
Portion of-

Public debt issued to International Monetary Funds and inter-
national lending organizations 3, 810 3,328 2,937 2,237

Agency debt subject to limitation on public debt 462 512 4,568 4,632
Public debt not subject to limitation (-) 266 262 255 250

Total, debt subject to public debt limitation, end of year 1 320,102 326, 471 351,344 363, 290

1 The applicable public debt limitations are: $328 billion from July 1, 1965; $330 billion from July 1, 1966: $336 billion
from Mar. 2, 1967; and $358 billion from July 1, 1968. The last limitation also covers certificates of participation issued in
1968; in addition, a temporary increase of $7 billion is provided from July 1, 1968, to June 29, 1969, and each year thereafter.

Borrowing.-Several of the factors named above also affect the figures on bor-
rowing. The reconciliation of debt outstanding under the three concepts is as
follows:
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[In billions of dollars)

1967
actual

1968
estimate

1969
estimate

Public debt issued by the Treasury 326, 221 347, 031 358, 909
Agency debt issued by authorized agencies (TVA, FHA, etc.), other than partici-

pation certificates and trust fund issuances 910 1, 099 1,333
Portion of above debt held by Federal funds (—)1 —2,736 —3,637 —4,271

Total net debt outstanding, administrative budget concept 324, 394 344, 493 355, 971
Participation certificates issued to public 6, 119 9, 504 11,737
Defense family housing mortgages outstanding 2, 034 1,954 1, 871
Agency debt issued by trust funds to public  7, 821 10, 617 12, 033
Public and agency debt held by trust funds (—)1 —67,881 —73,630 —81,376
Public debt held by the IMF and international lending organizations (—) —3,328 —2,937 —2,237

Total net debt outstanding, unified comprehensive budget concept 269, 160 290, 000 298, 000
Participation certificates and defense family housing above —8, 153 —11,458 —13,608
Debt issued in lieu of checks other than to IMF and international lending organi-
zations (—) —13,321 —13,916 —14,466

Debt issued to public by Federal land banks and Federal home loan banks 8,239 8, 119 10, 979
Public and agency debt held by Federal land banks and Federal home loan
banks (—) —3, 851 —2, 100 —2, 100

Debt issued for IMF drawings, net of Exchange Stabilization Fund holdings 828 828 828
Debt issued by trust revolving funds, not included in consolidated cash compu-

tations (—) —93 —91 —104
Public debt held by trust revolving funds not included in consolidated cash
computations 11 12 13

Debt issued by the District of Columbia Armory Board 20 20 20
Public and agency debt held by District of Columb!a agencies —65 —70 —73

Total net debt outstanding, consolidated cash concept 252, 773 271, 344 279, 489

After adjusting for reclassification of participation sales trust fund.

REFERENCE TO VIETNAM WAR COST ESTIMATES

Mr. WHITTEN . May I recognize the gentleman from Iowa who has
been seeking recognition. Would you yield to the gentleman from New
Jersey for a comment?
Mr. SMITH. Yes.
Mr. PATTEN. Mr. Director, I was here in January 1967 and February

and I heard Mr. McNamara talk. I want you to know I understand
what he said and there was no credibility gap insofar as the Vietnam
war costs are concerned.
Mr. ZWICK. Thank you very much.

PC SALES AUTHORIZATIONS IN NEW BUDGET

Mr. SMITH. My question has to do with PC's. What is the total
amount of money you are proposing to raise by the sales of PC's?
Mr. ZWICK. In fiscal 1969?
Mr. SMITH. Yes.
Mr. ZWICK. Gross PC sales are estimated at $4 billion.
Mr. SMITH. That is reflected in the new budget as a debit is that

correct?
Mr. ZWICK. That is reflected in the budget as a means of financing

the deficit, just like Treasury borrowing. It does not affect the amount
of the deficit under the new concepts.
Mr. SMITH. We will accumulate during the fiscal year some market-

able accounts receivable that will at some time become PC's or could?
Mr. ZWICK. Or could be sold as individual items.
Mr. Slum'. To what extent are they represented in the budget?
Mr. ZWICK. $3.3 billion is the estimate of net lending in the 1969

budget.
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Mr. SMITH. Does that give a net of seven?
Mr. ZWICK. Not quite. The $3.3 billion is the net increase expected

in the total portfolio of loans in the loan account from the $39.8 billion
outstanding on June 30, 1968, to the $43.1 billion on June 30, 1969. It
is not affected by or related to the volume of certificates of participation
sold.
Mr. SMITH. To what extent are assets reflected that are accumulated

and have a cash value?
Mr. ZWICK. Assets in the forms of buildings, dams, et cetera, not at

all. We are talking about the total loan and mortgage portfolio, notes
held by the Government in the loan account. I do not have the gross
figures with me, but I understand that the Federal Government now
has about $40 billion worth of notes and mortgages, in terms of gross
volume, in the loan account.
Mr. SMITH. The only assets that show up in this budget are those

that are capable of being PC's; is that right?
Mr. ZWICK. Or loans you can sell individually. FNMA sells off indi-

vidual mortgages, VA sells off individual mortgages. They buy and
resell them. We thought the PC technique was an efficient way of doing
this rather than trying to sell individual mortgages one by one or indi-
vidual notes. Notes from a small college in Connecticut might not be
as marketable as a participation in a pool of college mortgages that
the Federal Government held. The portfolio of the loan account by
the end of the fiscal year 1969 will total about $43 billion. Over $20
billion of this is either already pooled or eligible for pooling. All of
the $43 billion conceivably could be sold on an individual loan basis—
but some of it only at sacrifice prices.
Mr. SMITH. But other loans and assets are not reflected; is that

correct?
Mr. ZWICK. That is correct. Another $14 to $16 billion of loans in

the expenditure account—mostly foreign loans made on non-commer-
cial loans—are not in the $40 billion portfolio which we have been
discussing. These are repayable over a period of years, but, for various
reasons, are considerably less salable than most of the loans in the
loan account.

VARIATIONS IN BUDGET ESTIMATES

Mr. Willi-TEN. The gentleman from Minnesota, Mr. Langen.
Mr. LANGEN. Thank you, Mr. Chairman. The gentleman from Wis-

consin pursued the subject that I had in mind quite exclusively a mo-
ment ago. But let me raise one question along the same line. What
assurance do we have with the new budgeting system that you have
now projected to the committee that we won't have the same experience
again this year that we had last year where, upon the presentation
equivalent to today, we were told that there would be about an $8
billion deficit, and within 3 months that deficit had grown to about
$29 billion in testimony before another committee? Have we eliminated
that possibility?
Mr. ZWICK. One reason for the discrepancy was nonaction on the

proposed tax surcharge.
Mr. LANGEN. Just a moment; when you go from $8 billion to $29

billion and the tax picture last year was estimated to produce about
$4.7 billion, I believe—there is a much bigger difference between $8
billion and $29 billion than $4.7 billion.



180

Mr. ZWICK. That $29 billion also included lower PC sales than we
estimated in the budget.
Mr. FOWLER. May I say there was never an estimate given of the

deficit at $29 billion.
Mr. LAIRD. Except by the President who used $35 billion.
Mr. FOWLER. The $29 billion was a measure of what might happen

if a series of contingencies occurred. Some of these contingencies oc-
curred and some of them did not occur. The difference between the $8
billion and the present deficit estimate, I think, was very clearly and
specifically spelled out in the President's message of August 3.
Mr. ZwicK. We are now talking of an expenditure in fiscal 1968 of

$137.2 billion, as compared to the $135 billion estimated la§t year, so
the difference is $2.2 billion on the old administrative budget basis.
Mr. LANGEN. You are now estimating as of today a $22 billion

deficit providing there is no tax increase.
Mr. ZWICK. That is about right. Under the new concept, the esti-

mated deficit in fiscal 1968 is $19.8 billion with the tax increase. Under
the old administrative budget concept, it is $18.6 billion.
Mr. LANGEN. That is after the reductions that Congress made which

makes your estimates of last year in substantial error. Last year, I
recall, you referred also to a national income account.
Mr. ZWICK. Yes, sir.
Mr. LANGEN. By that budget you estimated there would be only a

deficit of $2 billion.
Mr. ZWICK. That is right, for 1969. We end up, on that accounting

basis, with a deficit of about $8.7 billion in 1968. You find that in
special analysis (B) of the budget, which deals with the national in-
come accounts. On that basis, we will end up with a deficit of about
$8.7 billion, I believe.
Mr. FOWLER. The difference there being principally the tax increase

that was cranked into the budget last year, but which has not yet been
provided.
Mr. ZWICK. I am sorry, let me correct what I just said. The esti-

mated deficits are $10 billion in 1968 and $2.5 billion in 1969 on the
national income accounts basis. Again, I want to make the point, the
deviations from last year's estimates are due to a number of forces, but
the expenditures we now forecast, on the old administrative budget
basis, are up $2.2 billion from the $135 billion we projected at that time.
So the big increase in the deficit is not because expenditures have gone
out of control, but mainly because we did not get the tax increase and
receipts fell below what we expected for given levels of income.
Mr. LANGEN. My basic question still has not been answered. What

assurance do we have that the same thing won't happen this year?
Mr. ZWICK. I think the assurance is severalfold : One, as I argued

earlier with Mr. Laird, we have every reason to believe that our fore-
cast of the cost in Vietnam has improved through time two, to the
extent medicaid costs were poorly estimated last year, we have more
experience with that program. On the receipts side I would rather
have the Secretary answer. I might point out, though, that in 4 out of
the past five years we have underestimated rather than overestimated
on the administrative budget basis—we don't have the figures to com-
pare on the basis of receipts the new concept. If you take the five-year
period—including fiscal 1968—we have underestimated rather than
overestimated.
Mr. WHITTEN. Mr. Cohelan.
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NATURE OF INFLATIONARY FORCES

Mr. COHELAN. Mr. Zwick, I just have three questions; one in rela-
tion to cost-push inflation. I would hope that either you or the Secre-
tary would expand on that in some of the more technical detail. I do
not think the average citizen really understands this process. I myself
am quite confused. For example, I am wondering at what point market
forces come into play with cost-push inflation; to put it another way,
when does demand begin to affect the price level? To put it still another
way, when, given cost-push inflation, does such market control price
itself out of the market?
Mr. ZWICK. I do not know how extensive an answer you want at

this point, 'but clearly all of these factors are interrelated. We have had,
and we presumably have now—given the history up to this point,
February 8, 1968—a number of wage settlements, and we will have
more, which are above the levels of increased productivity.
Five and a half percent was the average wage settlement in 1967 as

compared to the normal growth in productivity of around 3.2 percent.
If there is a very strong demand for the product, most likely these
wage increases will be passed on in higher prices. The average busi-
nessman does not want to cut into his profit margins. That is a reason-
able attitude for him to take. He would tend to pass these wage in-
creases on in higher price.
Mr. COHELAN. But it is only in a market sector where it can be done.
Mr. ZWICK. That is right. If you have less demand, then maybe he

cannot pass it on, and it is reflected in lower profit margins. Then you
start getting pressures on wage settlements, and very soon the demand
part is intimately related to how much you take in higher wage settle-
ments and how much you pass the wage settlements on or how much you
narrow your profit margins. They are obviously interrelated.
Mr. COHELAN. You would satisfy my request if you would expand

on that in whatever responses are made because this is a very difficult
concept.
Mr. Zwicx. It is very complicated.
(The information follows:)

[The Annual Report of the Council of Economic Advisers, February 1968, pp. 97 to 102.]

INFLATIONARY BIAS IN A PROSPEROUS ECONOMY

There are several sources of inflationary bias in a high-employment economy, in
which output grows in pace with and does not generally strain productive
capacity.

MARKET POWER

The first source of bias, which clearly interacts with and strengthens the
others, lies in the fact that, at high employment of manpower and capital re-
sources, the competitive pressures which limit the ability of firms and unions to
raise prices and wages are weaker than in a slack economy. Some firms are likely
to attempt to use their market power to widen their profit margins, and some
groups of workers may attempt to raise their wages relative to wages of others.
There is also an increased resistance to price reductions when costs fall or de-
mand slackens. Wage rates seldom decline even when unemployment is wide-
spread. But, in a generally strong economy, many groups of workers try—often
successfully—to resist even any relative reduction in their own wages compared
to those of other workers.
If a significant number of firms or unions take advantage of their market

power to seek improvements in their profits or relative wages, those who have to
pay higher prices or wages will seek to maintain their absolute positions by
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adding their cost increases to their prices, or their cost-of-living increases to
their wages. They may even seek to restore their relative positions by taking a
markup on cost increases or demanding wage increases as large as other workers
obtained.
There are many reasons why the effective market power of large firms and

unions is greater at high levels of resource use than at lower ones. At high levels
of employment and capacity utilization, firms have less reason to fear that, if
they raise prices, they will lose customers to competitors. For their competitors
are then not in a position to take on a large volume of additional business.
Similarly, when profits are high throughout the economy, there is less of a threat
that new firms will enter a particular industry in response to higher prices. In
wage bargaining, when union members are fully employed, organized labor is
naturally less concerned that a large settlement may curtail the growth of em-
ployment. Moreover, a firm which is operating close to capacity is less willing to
risk a protracted strike, and therefore more likely to accede to demands for large
settlements, since it would have difficulty making up for output lost during a
work stoppage.

UNEVEN PRESSURES OF DEMAND

A second source of bias arises from the fact that—at high but not excessive
overall employment of manpower and capital resources—the pressures of de-
mand on supply will not be equal in all sectors of either the product or labor
markets. In some industries, the growth of demand may be so large that it can-
not be immediately matched by additional output. This pulls up prices even where
individual firms possess little or no market power. Likewise, in those labor
markets that are particularly tight, the rise of wages tends to speed up even if
workers are unorganized. But the rise in prices and the faster rise in wages where
markets are under pressure is not automatically offset by price reductions or a
slower advance of wages in the rest of the economy. Moreover, other firms
which buy the products which have risen in price will pass along the cost in-
crease—perhaps with a markup applied—and other groups of workers will try
to match the wage gains secured in the tight labor markets.
An extraneous reduction of supply in a key sector—e.g., agriculture—can have

similar effects. Prices then rise in that sector without falling elsewhere, leading
to larger wage increases that raise costs and prices generally. Though these
influences may be temporary, the wage and price movements they induce are not
reversed fully when the supply problem is overcome.

TEMPORARY SPURTS OF DEMAND

The third source of inflationary bias lies in the fact that the growth of overall
demand is unlikely to be completely smooth, even with the best of fiscal and
monetary policies. When demand is already adequate to use most productive re-
sources, a sudden speedup in the growth of demand may create temporary upward
pressures on prices and costs in a wide range of sectors. And even if such a spurt
in demand is subsequently balanced out by a temporarily reduced growth of
demand, costs and prices do not then correspondingly fall. Indeed, the spreading
and spiraling effect of the previous cost and price increases will continue to be
felt. Thus, although a spurt of demand in 1965 and 1966 was followed by a bal-
ancing slowdown, the wage-price spiral set off by the initial spurt continued to
turn in the relatively slack period of 1967.

INEFFICIENCIES AND BOTTLENECKS

Even in an economy as efficient and progressive as ours, there are a few indus-
tries and labor markets where gross inefficiencies persist—stagnant technology,
weak management, firms of inefficient size, restrictive labor practices, unneces-
sarily costly systems of distribution, Government policies that weaken incentives
to economize, avoidable seasonality of production and employment, inadequate
methods for training and recruiting workers, and similar factors. Prices or wages
or both tend to rise faster in these industries than in others; in a high-employment
economy this tendency is aggravated. These industries constitute a further source
of inflationary bias in the sense that they offer unexploited opportunities for
significant cost reductions.

WORKINGS OF THE SPIRAL

Any of these sources—or their interaction—can easily trip off a price-wage
spiral. In such a spiral, rising living costs support demands for wage increases



183

in excess of productivity gains. The resulting bulge in labor costs is reflected in
prices. Price and wage increases can continue to reinforce each other long after
the initial source of inflation has ceased to operate. Thus, the spiral can continue
to turn more or less on its own momentum. But, unfortunately, one or another
of the basic sources of the bias is likely to provide new motive power, so long as
resources remain adequately utilized.
On the other hand, the circular relationship between wages and prices can

support price stability as well as a spiral. If prices remain stable, the demand for
wage increases is not swollen to cover rising living costs. And if wage increases
remain moderate, costs and prices may remain stable. But the stability can be
broken on the side of either wages or prices. And once broken it is difficult to
reestablish.
A general rise in prices and wages does not directly reduce total private de-

mands, for the higher prices and wages provide additions to money incomes suf-
ficient to permit the higher prices to be paid. But the spiral can be curtailed by
Government policies. The existence of a wage-price spiral requires that the rate
of growth of aggregate demand in money terms exceed the rate of growth of
real productive capacity. If fiscal and monetary policies should fail to permit the
expansion of demand in money terms necessary to "validate" the price rise, real
growth would not keep up with the growth of capacity. Unemployment would
rise and utilization rates decline. This would lead to the gradual slowing down
and termination of the spiral. Obviously, the greater the restraint through fiscal
and monetary policy, the more quickly the spiral can be brought under control.
But this may require an unacceptably high level of unemployment.

THE GOAL OF PRICE STABILITY

Since minimum unemployment and high utilization of our productive resources
bring so many obvious benefits to the Nation and to most individuals, the tempta-
tion is great to dismiss the accompanying inflationary bias as a minor incon-
venience, a cost far outweighed by the benefits. Nevertheless, price stability is an
important goal because the costs of inflation are serious and pervasive. Inflation
impairs economic efficiency, redistributes income capriciously, and weakens the
Nation's competitiveness in world markets.
A realistic stabilization policy cannot expect to hold down to zero the average

change of prices of consumer goods and services. From 1961 to 1965, although
wholesale prices remained virtually constant and there was obvious slack in the
economy, consumer prices rose between 1 and 11/2 percent each year. Such a mod-
erate rate of price increase, however, does not represent a significant erosion in
the purchasing power of the consumer's dollar. This is especially true because
improvements in quality and the introduction of new goods add to consumption
opportunities even when they are not fully reflected in price indexes as reductions
in prices.

Furthermore, the objective of price stability does not aim to hold any specific
price constant. Within a stable average price level, there can and must be con-
stant adjustments to changing levels and patterns of demand, to diverse move-
ment of costs in different sectors, and to technological change. Costs and prices of
some items rise; others fall. These relative price changes attract resources toward
those areas where the need is greatest.

Similarly, price stability is compatible with rising wages. Labor compensation
can move up in line with the average growth of labor productivity without adding
to the labor costs of output. And the stability of overall labor costs is thoroughly
consistent with readjustments in the relationships among wages in different
sectors and for different occupations. These changes tend to be gradual and the
disparities self-correcting, as workers—particularly new entrants—are attracted
into the areas where labor is in greatest demand.

THE IMPAIRMENT OF EFFICIENCY

Once prices start moving up on a broad front, however, the necessary relative
adjustments of prices and wages become much more difficult. Some prices re-
spond immediately to changes in underlying economic conditions, others only
after a long delay, but then often with a big change. Thus, while each change
may appear to correct one set of disparities, it creates others; adjustment of the
latter, in turn, creates new problems. Relative prices, wages, and profits cannot
achieve the patterns appropriate to the changing needs of the economy when all
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of them are ratcheting upward at an uncertain and uneven rate. The efficientallocation and use of resources inevitably suffers. Thus, the objective of pricestability is linked to the aim of economic efficiency.

ARBITRARY REDISTRIBUTION OF INCOME

Inflation has a significant effect on the distribution of income and wealth. Byand large, that impact is haphazard and inequitable from a social point of view.Some groups in the economy are more vulnerable to inflation than others; this iswhy inflation has been described as the "cruelest tax."
A particularly significant income shift associated with rising prices takesplace between the active participants in the economy, whose money incomes

adjust more or less to rising prices, and those—such as the retired and disabled—who are not active participants. The money incomes of millions of the families
in the latter group are relatively fixed at any given time and augmented little,if at all, by rising prices. Many depend on pensions and other sources of retire-
ment income which come from accumulated savings in forms that have a fixed
money value, such as savings deposits, insurance policies, or bonds. Some retired
persons live on previously accumulated wealth that has a fixed money value.
There are some partial offsets: interest rates on deposits tend to rise in periods of
inflation, and so may the prices of common stocks and of real estate. But not
everybody holds assets that rise in price or yield. Legislative changes in social
security have provided considerable relief to many retired and disabled individ-
uals at the lower end of the income range, but not to all. Nevertheless, the inactive
members of the population as a group suffer losses of real income that to them
are significant, even though the corresponding gains of the active group are
relatively small in terms of its income.
To be sure, in a period of inflation, some workers will have the opportunity

for wage gains sufficiently large to enhance their real incomes relative to other
workers. Some businessmen do manage to widen their profit margins. Yet, in the
ensuing spiral, neither business as a whole nor labor as a whole is likely to make
permanently larger gains in real income as a result of inflation. Periods of rapid
rises in both wage rates and prices have not significantly altered the long-term
distribution of income between labor and business. Both groups reap their gains
in a depreciated dollar, with some loss to both by sacrificing the smooth func-
tioning of the economy. Most gains achieved by individual groups of workers
are principally at the expense of other workers, and the profit gains of some
industries may be obtained largely at the expense of profits in other sectors.
Improvements in the distribution of economic rewards and in equality of oppor-

tunity often occur in periods of high demand and relatively full employment. It
is during such periods that persons with educational, racial, locational, age, or
physical disadvnatages find the greatest opportunities to move into the main-
stream of economic life, and secure their greatest relative gains. But these gains
come from full employment, not from the excessive wage and price increases
that may accompany it. Our objective is to achieve the gains while avoiding costly
inflation.

INFLATION AND THE BALANCE OF PAYMENTS

As chapter 5 makes clear, rising prices also have important international
implications which—particularly at the present time—can be even more serious.
If our prices rise faster than those of our major competitors, American goods
suffer in world markets. An increase in the U.S. surpls of exports over imports
is needed to strengthen our balance of payments and to permit the eventual re-
laxation of the restrictions now necessary to maintain our payments position.
A healthy trade surplus also has a direct and individual meaning for the pocket-

books of the vast numbers of American workers, businessmen, and farmers who
are engaged in industries exposed to export or import competition. If costs and
prices in these industries are not kept in check, markets may shrink and profits
along with markets. Restriction of imports to compensate for this deteriorai ion
would be no answer, since it would lead to retaliatory curbs on our exports, and
thus to reduced markets and job opportunities in our export industries.

SLI3WING THE TREND OF RISING PRICES

The social and economic costs of rising prices point to the pressing need to
reestablish and to maintain reasonable stability of the U.S. price level. It is clear.
however, that the current inflationary trend cannot be stopped abruptly. Yet it
is equally clear that the trend must be slowed down. Once a deceleration is
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achieved ,it can become self-reinforcing. As wage increases slow down, unit labor

costs and prices will move up less rapidly. The successive upward adjustments

of wages to prices and of prices to wages can progressively shrink. If price

increases slow down in 1968 and reasonable stability is in the process of being

restored, the health and strength of the U.S. economy will not be seriously im-

paired by the fact that prices are still rising. But a new acceleration of price

increases could have serious consequences, both domestic and international.

PROPOSED BUDGET REDUCTIONS AND REFORMS

Mr. COHELAN. The other thing that troubles me, Mr. Zwick, with
the greatest of sympathy and understanding for the problem that you
and the Secretary of Treasury have in constructing a budget in these
times, I find it difficult to understand why, in presenting your budget
program reductions and reforms, you seem to ignore certain of the
political realities of items that you present.
I could select any one of them at random from pages 20,21, and so on,

but just take one item alone. Do you seriously believe that you are going
to be able to cut federally impacted school aid?
Mr. ZWICK. We have a new approach to that this year, which I can

go into, and we think it makes sense. As you know, we tried once before
to reduce impacted school aid, and we were badly beaten. The new
approach we are proposing includes three features. First, we are going
to phase the reduction over time; second, and probably most important,
we are proposing what we call a grandfather clause which says that
no school district will be made less well off when you add together title
I elementary and secondary education grants and the impacted school
grants under the new formula; the sum of those two will be equal to or
greater than what they would have received under the old formula.
If we cannot win that battle, then we cannot ever get reform. But I
would hope we could. Let me describe briefly what we are doing at the
present time under this program. As you know, there are students who
are children of Federal employees living on Federal installations—
service personnel being a good example—and we pay a hundred percent
of the cost to the community of their education. Secondly, there are
cases in which Federal employees working at a Federal installation live
in the community and therefore are paying taxes and contributing to
the community's revenue. We now pay 50 percent of the local com-
munity's cost of those students when more than 3 percent of the total
student body is in this category. The amount we pay is based on either
the average cost per student to that community or an amount based on
State or National average costs, whichever is higher.
What we are trying to do is to lift the eligibility criterion from

3 to 6 percent of the total student body, to pay only on behalf of chil-
dren exceeding 6 percent of the total student body, and to match only
local costs, not some higher average unrelated to local costs. Those are
very modest reforms.
We are proposing a very modest reform, phased over time, with a

grandfather clause.
We do have a real problem in getting any reform in the budget.
Mr. COHELAN. Mr. Director, I purposely selected that item just at

random, but I could go through every item you have here and predict
there will be some problems of a similar nature.
Mr. ZWICK. Mr. Cohelan, there will be great problems.
Mr. FOWLER. You have greatly strengthened the case for a tax

increase.
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TAX REFORMS

Mr. COHELAN. This leads to my third and final question, Mr. Sec-
retary. Some of us are certainly understanding what you are telling
us, and from a technical point of view I think you have made your
case. But I also recall talking to you and to others some time ago, as
other members have, about tax reforms. I have not heard anything
about tax reforms.
Mr. FOWLER. I would like to discourse on that for just a minute, if

I may, to say that out of two long, extended experiences with tax re-
form in the Revenue Act of 1962 and the Revenue Act of 1964, which
together accomplished about $1.7 billion of so-called loophole closing,
one bill took 18 months, the second one took 14 months. It has been
the practice and attitude of both Houses of the Congress and both
taxwriting committees that when they take away a so-called tax privi-
lege it is not taken away retroactively, it is taken away prospectively.
Therefore, any revenue increases that might come about after the
rather long and tortuous legislative process of tax reform would prob-
ably begin to produce additional revenues in 1970 or 1971.
So with 18 months in one instance and 14 months in another, and

producing a sum total of $1.7 billion, I do not believe we can solve
the financing problem we have in any major way by bringing tax
reform into the picture. I think it would instead delay and impede
the process of getting a substantial reduction in the deficit.
Let me hasten to say that just as soon as the issue presented by the 

isurcharge proposals s met and disposed of one way or another, we
shall be here with some very substantial tax-reform proposals which
have been prepared and have been in process of preparation for a con-
siderable period of time, because I believe that our system is far from
being equitable today.
Mr. COHELAN. I have just one final comment to make. I am delighted

to hear what you said. My only regret is that somewhere in your state-
ment you have not made this clear, that this is a clear objective of the
administration.
Mr. FOWLER. It certainly is and continues to be so and we have a

package ready.
Mr. MAHON. Are there further questions from anyone?
Mr. WRarrErr. Mr. Chairman.
Mr. MAHON. Mr. Whitten.

GOVERNMENT EXPENDITURES  IN THE GNP

Mr. WHI1 TEN. Mr. Chairman, I would like for this to be tied back
to what I was pursuing earlier in the day.
Mr. Secretary, I am not trying at this late hour to drag this out, but

there are two or three points I want to follow up. This gross national
product in recent years has come more and more to the forefront
presumably to justify the rate of expenditure. Am I correct that in
the GNP, as I recall it from the Budget Director's statement last year,
the Government programs are carried at face value as a part of the
GNP.
Mr. FOWLER. That is right.
Mr. WHITTEN. Thus the so-called new programs that we have had

in recent years add to the GNP, which in turn is then used to justify
the ability of the country to have these new programs.
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Mr. FOWLER. I do not accept your major premise that the concept
of GNP is primarily designed as a justification for increasing ex-
penditures. Gross national product in real or money terms is used all
over the world to measure the rate of growth of economic systems. It
is a common international concept wherever economists congregate.
Mr. WHITTEN. I do not believe I used the word "primarily." May I

say I have been here long enough to remember when that was not
used in common everyday justification for budgets. I said from my
own observation the time has come where it is one of the factors that
you point to as to what we can afford both in the way of taxes and
in Government programs. I want the record to show it. That being
true, when we turn here today, and we have taken the silver out of our
coinage, we have sold PC's which mortgages the assets in notes that
we have, and in the same breath, almost, when we ask for a tax in-
crease we show new programs which will cost an equivalent or ap-
proximately the equivalent amount, it is pretty hard for the public
or us as Congressmen to see that this tax increase is really an in-
flationary-type control but rather that it is a means to carry out these
other things.
Mr. FOWLER. Let me say very clearly and very positively that, in

my book, the tax increase is being used, as it is presented to you here,
to reduce the deficit and bring the deficit into manageable propor-
tions. Secondly, let me put it another way and say that, in my book,
the tax increase is a price that we ought to pay for the conduct of the
war. I think it has come time for us to recognize that we cannot con-
tinue to carry on this scale of conflict overseas, with its drain on our
budgetary situation, without being willing as citizens to pay some-
thing in the way of increased taxes for it.
We have never fought a war in which there was not a very sub-

stantial increase in taxes. I do not believe we should this time.
Mr. WHITTEN. We have fought very few wars while at the same

time the Government came out with proposals for all sorts of new
programs at a time when we were running a deficit. So this is unusual
in several respects.
Mr. FOWLER. It may well be.
Mr. WHITTEN. I just voted against a bill on the floor a minute ago.

The budget has $5 million here for a new commission to study an
old area where six other departments are already involved. We are
spending $11 million now. We just created a new commission which
has $5 million dollars budgeted here. I am just pointing out for the
record, and I do not want to pursue this too long—I do not want to
cut you short---I hope you will expand this in the record, Mr. Secre-
tary, in connection with the points I made.
Mr. FOWLER. I certainly will. We will do this in appropriate places

throughout the record.
Mr. WHITTEN. Thank you, Mr. Chairman.

RESTRICTIONS ON OVERSEAS INVESTMENTS

Mr. MATION. Mr. Secretary, I think that we all realize that at this
time of fiscal stringency we do not want to (To overboard in encourag-
ing U.S. investments overseas. I realize the problem is one of great
importance. I would hope that the program will operate in such a
way that undue hardship will not be worked upon investors who
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have recently made investments and commitments overseas and who
would sustain great financial loss unless separate attention is given to
their specific problems.
With respect to the January 1 Executive order on overseas invest-

ments—established American companies, I understand, are generally
limited to capital transfers abroad of 65 percent of their 1966 base.
What about new companies which just began foreign operations in
1967 and, therefore, have no base but have either a legal or moral
commitment to accelerated investment in 1968? It seems to me that
some special consideration must be given in these cases.
Mr. FOWLER. As one component of the short-term features of a bal-

anced and comprehensive program which incorporates .basic long-
term measures, direct investment controls were adopted. The substan-
tial savings required in this area were designed to be obtained from
the areas most able to sustain the reduced level of capital inflow.
In an effort to facilitate the free transfer of capital within these

limits, general authorizations were provided to those companies which
had a history of capital transfers. Special authorizations were re-
quired for companies which had no, or an inadequate, base.
Allowable capital transfers under general authorizations are de-

termined by the application of certain percentage ratios, as specified
for different scheduled areas, to the amount of direct investment
which occurred during the base period 1965 and 1966. For schedule A
countries—basically, the lesser developed countries—investors are au-
thorized to make direct investments—the sum of net capital outflows
and reinvested earnings—of up to 110 percent of their base period
amount in that area. The figure of 65 percent of base is the ratio
applicable to the schedule B countries—basically, Canada, Japan, the
United Kingdom, and Middle East areas. In the case of the schedule C
countries—primarily continental Europe—there is a 35-percent ratio,
but allowable investment in these countries must be made up entirely
of reinvested earnings.
In the absence of a special authorization, companies operating

abroad having no base in 1965 and 1966, are limited to a total outflow
of $100,000 during 1968. Administratively, it has been recognized that
companies without a base may be in a relatively limited position com-
pared to companies which have had some experience abroad. Here,
the special authorization procedure is designed to provide opportunity
to these firms. If these companies are committed to investments in
1968, we would expect that they would seek to arrange the necessary
financing through foreign sources so as to reduce total outflows. To the
extent that they face especially serious problems in complying with
the regulation, companies are asked to present their case to the Office
of Foreign Direct Investments for special consideration.
Mr. MAHON. As far as I can determine, it has been the policy to let

these new overseas endeavors operate on a "hand to mouth" basis;
that is, authority for only 2 or 3 months at a time. It seems to me this
lends great uncertainty to the proposition. Is consideration being
given to granting longer range authority? I think steps should be
taken to stabilize this situation.
Mr. FOWLER. Almost all of the special authorizations issued have

been for the year 1968. A few have been issued for a period of several
months in the following situations: (a) where a direct investor was
certain of being able to borrow funds abroad in a few months but
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meanwhile wanted to continue work on his project, using funds from
the United States; (b) where a direct investor was in considerable
doubt about his "allowable" direct investment under the regulations
and wanted to be covered by a Special Authorization for a few months
pending clarification of his "allowable" amount of direct investment.
In the first few weeks of operations the Office of Foreign Direct

Investment concentrated on providing to industry the immediate
answers required—especially where prior commitments were involved
and thus helped in this way also to avoid uncertainty.
The $100,000 capital transfer exemption serves to meet the immedi-

ate direct investment needs of smaller companies, supplemented, of
course, by their foreign borrowings.

SUMMARY OF PROBLEMS AND PROPOSALS

CONCERNING INTERNATIONAL BALANCE OF PAYMENTS

Mr. MAHON. Mr. Secretary, in connection with some of this dis-
cussion, I wish you would feel at liberty to quote any section of this
summary and conclusions to which you referred several times in this
blue book. You referred to it earlier and more recently. I think some
of this is worth printing in this hearing. I leave it to your discretion
as to the amount.
Mr. FOWLER. Thank you, Mr. Chairman. I think the summary and

conclusions are important and will make them available for the record
at this point.
(The information follows:)

SUMMARY AND CONCLUSIONS

The United States must, can, and will correct its balance-of-payments prob-
lem. The action program announced by President Johnson on January 1 is a
national and international responsibility of the highest priority. Our task now
is to assure the success of that program.
This paper explains the importance of correcting our balance-of-payments

problem and explains why a new program to achieve it has become necessary.
Beyond that, it describes the kinds of adjustments that must now occur—in the
United States and in other countries—if the new program is both to restore
balance-of-payments equilibrium and to promote continued prosperity and eco-
nomic growth in the United States and throughout the free world.
The world faces the need to restore equilibrium in international transactions.

The United States must cut its payments deficit now; it cannot allow its official
reserve assets to run down without limit. Morever, the smooth functioning of
the present international monetary system, under which unparralleled prosperity
and growth have been attained, requires that large and persistent surpluses and
deficits be eliminated, and in particular that confidence in the main reserve cur-
rency—the U.S. dollar—be maintained.
The United States has acted decisively. It is in the interest of countries which

have enjoyed balance-of-payments surpluses, as well as of the rest of the world,
that they too act to facilitate the needed adjustments and hasten the day when
undesirable restrictions can be removed. They must accept reductions in their
surpluses. This involves policies leading to higher domestic levels of activity
within the framework of stable prices. It requires receptivity to imports from
developed and less developed countries, acceptance of an appropriate share of
the burdens of mutual defense and of economic development assistance, and
greater encouragement of capital outflow.
A large part of the required adjustment can be achieved over the longer term

without disturbance to the patterns of economic activity by which men earn
their living. The United States must be able to finance its share of world trade
and investment and defense without jeopardizing its international liquidity
position and hence the very structure of the international monetary system.
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Europe must now arrange to play a larger role in the financing of all these
activities and devote less of its financial resources to the accumulation of gold
and foreign exchange reserves.

THE BALANCE-OF-PAYMENTS PROBLEM

It is understandable that even today many of our citizens are not fully aware
of the urgent necessity of restoring a balance in our international payments.
The U.S. economy is strong and prosperous. Foreign transactions of the United
States, while very large in terms of the international economy, are small rela-
tive to our total production, consumption, and investment—relatively smaller
than for almost any other country. Why should the United States or the world
be disturbed about a balance-of-payments deficit that is only a fraction of one
percent of our output of goods and services?
Despite the magnitude of our domestic economy, the foreign transactions of

the United States are important to our economic well-being and indispensable
to the free world. Imports of foodstuffs, raw materials, and finished goods are
essential for our production and our high standard of living. The overseas ex-
penditures of the U.S. Government for foreign aid and defense are vital to our
objectives of world peace and security. U.S. private foreign investment is profit-
able to our banking and business institutions and important for economic growth
and development in many other countries. And travel enhances international
understanding.
The cost of imports, travel abroad, security, and aid expenditures overseas,

and foreign investment must be paid for by exports of goods and services, the
earnings of our foreign loans and investments, travel and investment by foreign-
ers in the United States, and other foreign exchange receipts.
In 1966 our total international payments, insofar as they can be measured,

amounted to $49 billion while our foreign receipts were nearly $48 billion. The
resulting deficit in our balance of payments amounted to $1.36 billion. This in-
creased to about $3.5 to $4 billion last year.
When our total foreign payments are mo,re than our foreign receipts, some or

all of the excess dollars received by foreigners are sold to their central banks,
which can use them in a variety of ways—including holding them as reserves
or buying gold from the United States. The result tends to be a deterioration in
the liquidity position of the United States, as the ratio of its reserve assets (e.g.,
gold) declines relative to its liquid liabilities ( e.g., dollars held by foreigners).
The United States is the major international banking center holding large

deposits both for monetary authorities and for private banks, corporations, and
individuals. The dollar functions as the principal international currency. Its
liquidity position must remain strong, like that of any bank, to retain the con-
fidence of its depositors.
The U.S. deficit was welcome when it first developed in the early postwar years.

Then, as now, the deficit consisted of capital outflows—both public and private—
that exceeded the U.S. surplus on goods and services. It supplied reserves to
foreign countries—principally European—which had drawn them down to
finance the war and postwar reconstruction. More basically, the U.S. capital
flow to Europe contributed to the European economic miracle and the smooth
transition to European economic unity.
In the late 1950's, however, U.S. deficits began to become a source for concern.

Not only did the size of the deficits rise, but they were financed more by sales
of gold and less by foreign accumulation of dollars than in prior years. Although
some foreign central banks had what they considered to be adequate supplies
of dollars in their reserves, many countries had small reserves and were still
eager to add to their dollar reserves. There was still no high urgency about re-
storing balance to our international accounts. Nevertheless, President Eisen-
hower instructed the Department of Defense and other Government agencies to
economize on their foreign exchange expenditures. With 3 years of large defi-
cits culminating in a speculative outbreak in the London gold market in October
1960, new measures were called for. President Kennedy proposed measures to
increase exports and other receipts, intensified efforts to cut Government balance-
of-payments costs, and later introduced the interest equalization tax to hold
down U.S. purchases of foreign securities. A sharp rise in U.S. capital outflows
in 1964 made it necessary for President Johnson to introduce a voluntary pro-
gram for holding down direct investment and bank loans abroad.
The rationale behind these measures was as follows:
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First, while the rising outflow of U.S. capital was moderated, U.S. Inter-
national balance would be restored by the growth of the U.S. surplus on
noncapital transactions.

Second, modestly restraining the increase in U.S. foreign investments,
particularly those in Western Europe, would have only a small effect on
world economic growth in sharp contrast to other alternatives and would
yield satisfactory balance-of-payments results over time.

From 1958-60 to 1965, we made good progress in reducing our payments deficit
because of the growth of our exports of goods and services relative to our im-
ports, because of the rise in earnings from our foreign investments, and because
of the reduction in capital outflow in 1965.
In 1965 and 1966, we reduced our liquidity deficit by almost two-thirds from

the average deficits of 1958-60 and one-half from the average of 1961-64. As this
period progressed, however, the accelerated expansion of the U.S. economy and
the war in Vietnam placed renewed pressure on the balance of payments. The
boom resulted in an extraordinary increase in imports. The costs of our forces
in Vietnam added substantially to our foreign payments. Thus, while the volun-
tary program reduced the capital outflow considerably from the peak of 1964, the
payments deficit persisted. There was retrogression in the first three quarters
of 1967 because the foreign exchange costs of Vietnam rose further, private
capital outflow increased, net tourist expenditures rose, and the European eco-
nomic slowdown reduced European imports—and our exports.
The devaluation of sterling in November 1967 brought the balance-of-payments

problem to an acute stage. Against the background of a persistent deficit in the
U.S. balance of payments, the British move resulted in a weakening of confidence
in currencies and was accompanied by a burst of speculative buying of gold and
a resulting large loss of U.S. gold reserves in November and December. This was
a threat not only to the dollar but also to the international monetary system as
a whole.
While the speculation was repulsed with the cooperation of most of the mem-

bers of the gold pool, it underlined the urgency of placing the dollar once more
in an impregnable position. The time had come when it was necessary and de-
sirable to take new and decisive measures to move the U.S. payments position
strongly toward balance.
What was the best way to achieve this? Depressing the American economy is

as unacceptable to most other nations of the world as it is to the United States.
The United States occupies a unique role in the world economy. It is by far the
largest exporting and importing country. It is the principal source of inter-
national capital. It is the largest donor of aid. Military forces stationed abroad
are indespensable to the security of many countries—including the United States.
For all these reasons the entire world is affected by the U.S. economy and the
U.S. balance of payments. The volume of international trade, the prices of basic
commodities, the cost of money and even the level of production and employment
abroad respond to the U.S. economy. The United States must seek a solution to
the payments imbalance through the expansion of the world economy rather than
the contraction of its own, and consequently the world, economy.
The action program announced by President Johnson on January 1 avoids de-

flation, while underlining the urgent need for prompt enactment of an anti-
inflationary tax increase, along with proper control of pubic expenditures, ap-
propriate monetary policy, responsible wage and price decisions on the part of
business and labor, and other measures to increase our export surplus.
Because the need to cut the U.S. payments deficit is urgent, the program also

includes new and stringent temporary restraints on outflows of U.S. private
capital and on foreign travel by Americans. Indeed, it is upon these uncongenial
measures that we must rely for the largest immediate effects. These measures
have been adopted reluctantly as an emergency matter. How soon they can be
relaxed will depend greatly upon our own efforts to increase our trade surplus,
reduce or neutralize government expenditures abroad, and encourage foreign
travel and investment in the United States. It will depend upon the policy re-
sponses of other countries, especially of those countries in continental Western
Europe that have experienced chronic payments surpluses in recent years.

INTERNATIONAL MONETARY SYSTEM

It is the relationship of the U.S. dollar and the U.S. payments position to the
international monetary system that makes this program both a national and
international responsibility. The present international monetary system has
evolVed substantially since the gold standard was in force for all of the large
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trading countries. During this long period of evolution, the very nature of the
system has changed to conform to the needs of the world economy. The Interna-
tional Monetary Fund, established at Bretton Woods, embodies in its Articles of
Agreement the main principles on which the international monetary system is
now based. Essentially, it is a system in which the par value of each currency
is expressed in terms of gold. The foreign exchange rates for currencies must be
kept within 1 percent of the parity. In most countries other than the United
States, the central bank supports the currency, when the balance of payments is
in deficit, by selling dollars in the foreign exchange market; when in surplus,
the central bank purchases dollars against its own currency in the exchange
market. The United States is the only country that freely buys and sells gold
as the method of meeting its obligation to maintain the international value of its
currency.

Countries in deficit can receive medium-term credit from the International
Monetary Fund while restoring their balance of payments without resort to
measures destructive of national or international prosperity.
Such an international monetary system requires adequate monetary reserves

to enable countries to meet payments deficits while they take measures to adjust
their balance of payments. The monetary reserves of the world consist mainly
of gold, U.S. dollars, and other currencies. As world trade and payments grow,
the need for additional monetary reserves also grows. Since 1950, less than half
of the increase in monetary reserves has been in the form of gold. More than
half of the increase has been in the form of U.S. dollars acquired by the central
banks of other countries. Without the growth of dollar reserves, the growth of
world trade and payments would have been severely restricted and the world
economy might have been subjected to serious deflationary pressures and
instability.
In actual fact, the international monetary system has worked well. This is

evident from the enormous expansion of world trade from $55 billion in 1950
to about $200 billion in 1967. The expansion of trade and payments and the sta-
bility of the international monetary system have been buttressed not only by
growth of reserves but also by enlargement of international credit facilities.
The resources of the International Monetary Fund were increased in two steps
from over $9 billion in 1958 to $21 billion at present. The International Monetary
Fund entered into an agreement with a number of industrial countries (the
Group of Ten) under which they undertook to lend up to $6 billion to the Fund
if this should prove to be necessary. A network of reciprocal currency agreements
was established by the central banks of the large financial centers for swaps of
each other's currency; the United States has such swap arrangements totaling
$7.1 billion with 14 central banks and the Bank for International Settlements.
In order to help maintain confidence in the equivalence of gold and currencies
at stable values, a number of countries formed a gold pool to maintain the
orderly character of the London gold market.
These various measures helped the international monetary system to function

effectively. Even so, it became evident that a more basic reform was necessary.
The world can no longer depend entirely upon increases in gold and dollars to
provide an assured and satisfactory growth of monetary reserves. The amount
of newly mined gold available will not provide for an adequate increase in world
reserves. And it is not desirable from the point of view of the United States or
the rest of the world that the growth of U.S. liabilities in the form of dollar
reserves abroad should continue as in the past. A steady increase in U.S. liabili-
ties, while its reserves decline, exposes the international monetary system to the
threat of instability.
In 1965, at the initiative of the United States, the Group of Ten and the

International Monetary Fund began to develop methods for creating a new
reserve asset to supplement gold and dollars. These discussions have led to an
agreement for the creation of special drawing rights at regular intervals and in
an amount necessary to assure an adequate growth of monetary reserves. This
new supplement to existing reserve assets will be issued by the International
Monetary Fund. All 107 members of that institution will be eligible to participate.
At the annual meeting of the International Monetary Fund in Rio de Janeiro in
September 1967, the Governors of the Fund unanimously approved a resolution
providing for legal drafting of this proposal as an amendment to the Fund's
articles of agreement. It is hoped and expected that the necessary legal steps
will be completed late this year or early in 1969 and that the plan will then be
put into operation promptly.
The Rio resolution for the creation of special drawing rights (SDR) repre-

sents a landmark in the evolution of an international monetary system responsive
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to the needs of the modern world. When this system is in operation, the growth
of monetary reserves can be adequate without depending either on the uncer-
tainties of gold mining and gold hoarding or on persistent deficit in the U.S.
balance of payments.
The early availability of SDR removes one of the concerns as to the impact

of the U.S. balance of payments program—namely, a slowing of reserve growth
and a consequent adverse effect on world trade and income. Early activation of
the SDR plan can maintain an adequate growth of world reserves together with
restoration of U.S. balance of payments equilibrium.

STRATEGY FOR PAYMENTS IMPROVEMENT

The key resources which give the United States the strength to deal with its
underlying long-range payments problem constructively and sensibly are:

—a strong economy with a gross national product in excess of $800 billion,
representing 40-45 percent of world output;

—a large stock of foreign assets with powerful earnings potential. Gross
assets abroad—public and private—total more than $110 billion. Our net
long-term asset position—approximately $70 billion—has increased every
year for 20 years. Private overseas assets alone now generate annual earn-
ings of about $6 billion.

—a basic trade surplus, on which we must build;
—a strong reserve position (nearly $15 billion, or about 20 percent of world
reserves), even after losses of the past few years.

We can build on these elements of strength and move toward balance of
payments equilibrium through short- and long-range measures vigorously imple-
mented. Furthermore, the passage of time will ameliorate forces that presently
exacerbate the balance of payments deficit and hide the fundamental progress
achieved.

Ideally, the United States would solve its balance of payments problem through
a gradual, long-range approach in which there was no interference with the free
movement of goods and services, capital or people. Over the long run, the United
States is, in fact, dedicated to just such an approach.
However, the situation that confronts the United States today requires prompt

and major corrective action. Long-term measures alone that take hold gradually
over time are not sufficient.

THE PRESIDENT'S ACTION PROGRAM

President Johnson's program is designed to bring about a sharp reduction in
the U.S. payments deficit in the year ahead, bringing it into—or close to—
equilibrium. The program consists of general and specific measures, short- and
long-range actions.
As indicated in the President's message on January 1, 1968:
"The first line of defense of the dollar is the strength of the American economy.
"No business before the returning Congress will be more urgent than this: To

enact the anti-inflation tax which I have sought for almost a year. Coupled with
our expenditure controls and appropriate monetary policy, this will help to stem
the inflationary pressures which now threaten our economic prosperity and our
trade surplus.
"No challenge before business and labor is more urgent than this: To exercise

the utmost responsibility in their wage-price decisions, which affect so directly
our comptitive position at home and in world markets.
"I have directed the Secretaries of Commerce and Labor, and the Chairman

of the Council of Economic Advisers to work with leaders of business and labor
to make more effective our voluntary program of wage-price restraint.
"I have also instructed the Secretaries of Commerce and Labor to work with

unions and companies to prevent our exports from being reduced or our imports
increased by crippling work stoppages in the year ahead.
"A sure way to instill confidence in our dollar—both here and abroad—is

through these actions."
In addition, the action program contains these direct measures:
1. Direct inveatment: By Executive order and regulations issued under the

banking law, a mandatory limit has been placed on direct investment by U.S.
companies in foreign affiliates. The program, together with its accompanying
provisions on the repatriation of foreign earnings, is expected to reduce the pay-
ments deficit by $1 billion in 1968.
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In the highly developed countries, principally in continental Western Europe,

a moratorium is imposed on .any new capital outflow from the United States,

and a restraint is placed in the reinvestment of earnings from direct investment.

In a group of countries in which a high level of capital inflow is essential for

economic growth and financial stability, and where adequate funds cannot be

secured from other sources, U.S. companies may make new capital transfers for

direct investment which together with reinvested earnings do not exceed 65

percent of the average of their capital outflow plus reinvested earnings in 1965

and 1966. The countries in the group subject to this limitation include, among

others, Canada, Japan, Australia, New Zealand, the United Kingdom and the

oil-producing countries.
In the less-developed countries, U.S. companies may make new capital trans-

fers for direct investment which together with their reinvested earnings in these

countries do not exceed 110 percent of the 1965-66 average.
The funds available for new investment through the retention, of earnings or

permitted transfers of new funds can be suplemented by borrowing abroad. Funds

available from depreciation reserves abroad are also not counted as part of the

new investment. Specific authorization will be required for any new transactions

not falling within the targets set up for investors. The order does not apply to

direct investment of less than $100,000 in any year.
In accordance with the regulations, U.S. companies must repatriate from their

share of the earnings of all their foreign business ventures in the three groups of

countries amounts equal to the greater of (1) the same percentage of their share

of total earnings from these three groups as they repatriated during 1964-66, or

(2) so much of their share of earnings as may exceed the limit set for capital

transfers to each group. In the case of the continental European countries where
a moratorium on capital transfers applies, the applicable rule with respect to (2)
above is the earnings in excess of 35 percent of investment in 1965-66 must be
repatriated. In addition, short-term financial assets held abroad, other than in
direct investments, are required to be reduced to the average level of 1965 and
1966 and held at this level.

2. Banks and other financial institutions: Revised guidelines have been issued
by the Board of Governors of the Federal Reserve System for reducing foreign
credits from U.S. banks and other financial institutions. Then new guidelines are
designed to bring a net inflow of at least $500 million in 1968. The program is
voluntary, although the President has given the Federal Reserve Board standby
authority to invoke mandatory controls.
The bank program also requests banks to reduce the amount of their term

loans to developed countries of continental Western Europe by not renewing
such loans at maturity and .by not relending them to others. All banks are also
asked to reduce the amount of outstanding short-term credits to developed coun-
tries of continental Western Europe by 40 percent of the amount outstanding at
the end of 1967. As these loans are repaid, ceilings for outstanding foreign credits
will be reduced correspondingly.
Revised guidelines for other financial institutions, such as insurance com-

panies, mutual savings banks, pension funds, etc., request them to reduce their
holdings of foreign assets covered by the program by 5 percent or more in 1968
compared with the amount of such assets held at the end of 1967. It is expected
that these institutions will reduce to zero their holdings of liquid funds abroad,
or to the minimum working balance required to conduct foreign business activi-
ties, even if this entails a decline in foreign assets by more than 5 percent.

.both programs, priority will continue to be given to credits for financing ex-
ports and to loans to the less developed countries. The major effects of the revi-
sions are focused on the developed countries of continental Western Europe.

3. Foreign travel: Our travel deficit increased substantially in 1967 to a
figure estimated at approximately $2 billion. The administration believes that
the .best long-range manner to reduce this deficit is to encourage more foreign
travelers to visit the United States. A special task force is at work on measures
to accomplish this. The President has directed the task force to report within 45
days on the immediate measures that can be taken and to make its long-term
recommendations within 90 days. Their recommendations will be acted on
laromptly. Meanwhile, however, more drastic measures are required on a tempo-
rary basis. A reduction of $500 million in payments for foreign travel is essential
for restoring our balance of payments. The President has therefore asked the
American people to defer for the next 2 years all nonessential travel outside the
Western Hemisphere. The Treasury is exploring with congressional committees
appropriate legislation to help achieve this objective.
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4. Government expenditures overseas: The cOmmitments for aid and defense,
on which free world security depends, necessitate very large expenditures abroad.
These costs have risen sharply because of the Vietnam war. Over the past 3
years, a stringent program has substantially reduced their foreign exchange
costs. The President has, nevertheless, set a target of a further reduction of $500
million in the foreign exchange impact of such programs in 1968.

Negotiations will be initiated promptly with our allies in Europe and in the
Pacific to minimize the foreign exchange costs of our military spending abroad.
They can help, as they have, by purchasing in the United States more of the
equipment for their defense needs. They can also offset the adverse effects of our
military expenditures on the balance of payments by investing part of their for-
eign exchange receipts in long-term U.S. securities. The Department of Defense
has been instructed to find ways to reduce further the foreign exchange impact
of personal spending by U.S. forces and their dependents. The Preident has in-
structed the Director of the Budget to find ways to reduce the number of Amer-
ican civilians working overseas. AID has been directed to reduce its foreign
exchange costs by at least $100 million in 1968.

5. Export increases: In the long run, the best way to restore our balance of
payments is to increase our trade surplus by increasing the rate of our export
growth. The surplus on goods and services must be the main source of the for-
eign exchange earnings needed to finance our private foreign investment and the
overseas expenditures of the Government. While the expansion of U.S. exports is
primarily a long-range program, special efforts in this direction can contribute as
much as $500 million to the improvement of the balance of payments in 1968.
The President will ask Congress to support an intensified 5-year program to

promote the sale of our industrial and agricultural products in foreign markets.
The President will also ask Congress to earmark $500 million of Export-Import
Bank funds to provide better export insurance, to expand guarantees for export
financing, and to broaden the scope of Government financing of exports. Through
a more liberal discount system, the Export-Import Bank will encourage banks to
help firms increase their exports. The Commerce Department will begin a joint
export association program to provide financial support to American companies
joining together to sell abroad.

Since 1934, the United States has taken the lead in cooperative action to
expand world trade through reciprocal reduction of tariffs. The policy inaug-
urated by President Roosevelt and Secretary of State Hull has been extended and
broadened in every administration since then. In the Kennedy round, we climaxed
three decades of intensive effort to achieve the greatest reduction in tariffs in all
the history of trade negotiations. Trade liberalization remains the basic policy of
the United States.

Nontariff barriers, however, pose a threat to the continued growth of world
trade and to the U.S. competitive position. We ask no unfair trade advantage.
On the other hand, we cannot ignore the disadvantage to our trade resulting
from the tax systeMs of our trading partners. Some countries, those that make
extensive use of indirect taxes compared to personal and other income taxes, give
across-the-board tax rebates on their exports and impose special border taxes on
their imports. These tax practices are governed by the rules of the General
Agreement on Tariffs and Trade, which we will seek through negotiation to
adjust and expand international trade further.
The United States has initiated discussions, particularly with nations having

balance of payments surpluses, to minimize the handicaps to our trade which
arise from differences in national tax systems. We are also preparing legislative
measures in this area whose scope and nature will depend on the outcome of
these consultations.

LONG-RANGE ASPECTS OF THE BALANCE OF PAYMENTS PROGRAM

A drastic reduction in our balance of payments deficit is necessary to defend
the dollar and to insure against a breakdown of the international monetary
system. The action program will achieve this. The program will entail sacrifices
in this country and it may cause difficulties for some foreign countries. In order
to assure a fair sharing of these sacrifices, the program has been widely spread
over all sectors of the U.S. economy. In order to minimize adverse effects on
the world economy, the program distinguishes among groups of countries on the
basis of their ability to absorb reductions in their foreign exchange receipts.
The action program is designed to deal with an emergency. We do not regard

certain aspects of it as consistent with a long-range solution to our underlying
balance of payments problem. Restrictive measures are temporary. The policy of
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the United States is to support the unrestricted international flow of goods,
services, and capital under a stable international monetary system based on
fixed values for currencies defined in terms of gold or the dollar, linked at $35
an ounce. The world economy can operate most effectively only with a balanced
pattern of international payments, achieved without restrictions. The interna-
tional monetary system can function effectively only if monetary reserves can
grow steadily at an appropriate rate without depending, as in the past, on a large
infusion of dollar reserves derived from a payments deficit of this country.
When the fighting in Vietnam ends, the foreign exchange costs of our security

efforts in Southeast Asia—now running at an annual rate of about $1.5 billion—
will drop and will help our balance-of-payments position. But it is important to
remember that we had a balance-of-payments problem before Vietnam, and the
cessation of the fighting will not in and of itself effect a cure. Much more is re-
quired if we are to terminate restrictive measures and at the same time maintain
equilibrium. This we are determined to do. This is why the action program in-
cludes intensified long-range balance-of-payments measures.
An appropriate long-range balance-of-payments solution for the United States

must be based on a substantial and growing surplus in trade and services, includ-
ing earnings from U.S. foreign investments. The present trade surplus is too
small. It must be increased substantially through an expansion of U.S. exports.
The Government is taking measures to encourage exports. U.S. producers will
be able to benefit from these measures only if they strengthen their position in
world markets by maintaining competitive prices and costs.

Unfortunately, after a period of unprecedented stability, U.S. prices and costs
rose in 1966 and 1967. The rapid expansion in the U.S. economy that is now under-
way threatens a further rise in prices and costs. This would endanger our
economic prosperity and undermine our competitive position in world markets.
The President has instituted rigorous controls on Government expenditures. The
Federal Reserve is following a cautious monetary policy. The most urgent busi-
ness before Congress is to complete this anti-inflation program by enacting a
temporary surcharge on income and profits taxes.
Even a strong fiscal policy and a stringent credit policy cannot maintain price

stability unless business and labor are willing to follow price-wage practices
that conform to the needs of our economy. Furthermore, at a time like this, the
country cannot afford the loss of output resulting from crippling work stoppages
in critical industries. They reduce our exports and increase our imports. They
may have an enduring effect on our trade position if the need for vital goods
is met by imports not because of lower prices but solely because of greater assur-
ance of a regular supply.
Not only our commodity exports, but our exports of services can be increased.

We hope, particularly, that foreign tourists will come to the United States in
growing numbers over the longer term.
The United States is eager—and working hard—to encourage foreign direct

investment in this country and investment in U.S. corporatb securities. Foreign
companies whose products are already familar to U.S. buyers would find direct
investment very profitable. We have an enormous market, efficient labor, and
easy access to advanced technology. The attractiveness of U.S. corporate secur-
ities has been enhanced by the Foreign Investors Tax Act of 1966. The benefits
granted by this legislation as well as other factors mentioned above should
result in a moderate but steady inflow of investment funds from abroad.
The United States recognizes its responsibility for adjusting its own balance

of payments and its does not intend to shirk this responsibility. At the same time,
it must be recognized that the U.S. balance of payments is part of a world pattern
of payments. The counterpart of the deficits of some countries is the surpluses
of other countries. Countries in surplus have a responsibility for adjusting their
balances of payments and thereby facilitating the progress toward international
equilibrium that the U.S. action program makes possible. They can meet these
responsibilities by reducing their barriers to trade, by increasing their aid to
less-developed countries, by sharing adequately in the cost of common defense, by
encouraging capital outflows, and, by maintaining a satisfactory pace of domestic
economic expansion. As part of this vital adjustment effort, we should be •able—
indeed we must find ways—to work constructively with our allies on forms of
bilateral and multilateral financial arrangements designed to neutralize the
foreign exchange consequences of the locations of our troops and those of our
allies. The arrangements should be long term and provide financial viability
to our alliances.
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The growth of reserves of the rest of the world will be sharply affected by the
reduction in the U.S. deficit. Yet many countries will wish to see a gradual in-
crease in their reserves as their international transactions expand. Therefore,
it is important to implement as speedily as possible the plan agreed in outline
last September to create new international reserves in the form of Special Draw-
ings Rights in the International Monetary Fund.

SIGNIFICANT TECHNICAL CHANGES REFLECTED IN THE 1969 BUDGET

Mr. MAHON. Each year when the new budget comes from the Presi-
dent, it is the practice of the Budget Director to send us a letter
identifying the more significant technical changes reflected in the new
budget. I think it might be useful, especially in view of the new unified
budget presentation used in the budget, to include the current letter
for general information.
(The letter of January 31, 1968, follows:)

EXECITTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., January 31, 1968.
Hon. GEORGE H. MAHoN,
Chairman, Committee on Appropriations,
House of Representatives, Washington, D.C.
DEAR Mn. CHAIRMAN: Following our annual practice, some of the more sig-

nificant technical changes reflected in the 1969 budget are set forth below to
assist you and the other members of the Committee on Appropriations in your
review of the President's recommendations.

IMPLEMENTATION OF THE PROPOSALS OF THE PRESIDENT'S
COMMISSION ON BUDGET CONCEPTS

The recommendations of this Commission have been implemented to the maxi-
mum extent feasible in the 1969 budget. These changes are summarized in the
budget message. The new concepts are explained on pages 48 to 50 of the budget
and the figures are compared with the old budget concepts in Special Analysis
A (pp. 464-472).
The time for preparation of the budget did not permit us to make all the

changes in the appendix that would be consistent with adoption of the Commis-
sion recommendations. Particularly, the appendix does not distinguish between
the expenditure account and the loan account, and continues to use the older
terms of new obligational authority and expenditures even when it is referring
in part to loan authority and net lending. However, in keeping with the thrust of
the Commission's recommendations regarding congressional action, we have added
two lines to the program and financing schedules to identify expenditures out of
current authority and those out of prior authority. This is done for 1968 and 1969
estimates, and for 1967 actual expenditures where there is accounting support
for such a breakdown. For some years we have made such a distribution in
developing data for the budget presentation, but the detail has not been made a
matter of public record.

SPECIAL ANALYSES

As indicated above, special analysis A has been added to provide a comparison
of budget totals under the new budget concept with those under the "adminis-
trative budget" or old concept and under the "cash consolidated" concept, both
of which were discussed last year in "Three measures of Federal financial trans-
actions." The third measure is discussed in special analysis B "Federal transac-
tions in the national income and product accounts." In accordance with the
unified-budget concept, outlays from Federal funds and from trust funds have
been merged in special analysis D and in others, as appropriate. The first six
special analyses in the separate special analyses volume are also printed in the
budget.

ARRANGEMENT OF THE APPENDIX

In keeping with the consolidated budget recommended by the Commission, we
have arranged the sequence of the budget schedules so as to present the trust
funds for each agency immediately following the Federal funds for that agency,
rather than in a separate trust fund section of the appendix.
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Budget Schedules applicable to the President's legislative program have been
presented as a separate section in each agency chapter. In the "Other independent
agencies" chapter, these schedules generally follow those of the agency con-
cerned. We believe this arrangement will be of assistance to the committee in its
consideration of the financial impact of these proposals.

SIMPLIFICATION OF PRESENTATION IN THE APPENDIX

Three proposals for simplification of the budget presentation were discussed
with the House and Senate Committees on Appropriations early in the fall.
The proposals were directed toward producing a more effective tool for com-
mittee use, and we have proceeded to make changes in accordance with those
discussions. They are summarized 'below:

1. To present financial schedules more concisely we have included summary
line entries for transfers in and transfers out, omitting the detail of such entries.
These pertain primarily to the columns for the past year and the current year,
since very few transfers are forecast for the 'budget year. Details, will be avail-
able, and may 'be included in agency justifications, if desired.

2. Each schedule of personnel 'data in part II of the appendix has been arranged
in two sections. The first section indicates the number of positions in each grade,
information which was not added up for each of the higher grades heretofore,
through the information could be compiled from the old schedules. In the second
section we have listed the operating titles of positions in the higher grades. We
have omitted the details of nonpermanent positions and the routine extension of
the dollar data with respect to permanent positions.

3. We have not printed business-type statements for a number of revolving
funds, where they appeared to be of no value to the committee and are not re-
quired by law. Nor have we printed schedules for deposit funds; none of them
require congressional action. These schedules will be available from the agencies,
however, upon request.

STATUTORY PAY INCREASES

We have used the customary method of presentation of proposed supplemental
estimates to meet the costs of civilian and military pay increases effective in
fiscal year 1968 under the provisions of Public Laws 90-206 and 90-207. Amounts
required to meet the cost of statutory pay increases to become effective during
fiscal year 1969, however, are provided for as a one-line contingency item for
the entire Government, rather than in the individual schedules.

PUBLIC LAW 90-218 LIMITATIONS ON OBLIGATIONS

The 1969 estimates for a number of no-year appropriation's have been reduced
by the amount of unobligated 'balances carried forward from 1968 pursuant
to reservations made in accordance with Public Law 90-218. This has the effect
of financing a portion of the program level recommended for 1969 with savings
resulting from the 1968 cutback.
'Congressional authorization will be requested to increase the limitation on

obligations established under the provisions of Public Law 90-218 in order to
effect maximum absorption, within funds already appropriated, of statutory
pay increases, penalty mail cost increases, and similar uncontrollable supple-
mental requirements. Where such authority is requested, the budget reflects in
the regular schedules the net amount of pay increase supplementals required
after application of amounts reserved. The net amount of any program supple-
mentals required is reflected in separate program and financing schedules in
accordance with the usual practice.

FINANCING CONSTRUCTION FOR THE ATOMIC ENERGY COMMISSION

The appropriation proposals for the Atomic Energy Commission provide only
partial funding for several major construction projects, rather than the full-
funding basis shown in the 1968 budget. This partial or phased funding for major
projects follows the method of financing applied by the Congress last session
in its action on the Public Works and Atomic Energy Commission Appropriation
Act.

FINANCING OF TRADE ADJUSTMENT ACTIVITIES

A separate appropriation is proposed for 1969 in the Department of Labor for
payment of trade-adjustment benefits. This action was taken on the basis of a
congressional recommendation made during consideration of the Deparfment's
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appropriation act last year. In the 1968 budget these activities were included
under the appropriation "Unemployment compensation for Federal employees
and ex-servicemen."

APPALACHIA

Amounts proposed for all the special programs authorized by title II of the
Appalachian Regional Development Act of 1965 (Public Law 89-4), have been
included in a single appropriation to the President, rather than in the accounts of
the various departments and agencies. This change is required by Public Law
90-103 and generally follows the action taken by Congress in the Supplemental
Appropriation Act, 1968. Expenses of coordinating these programs are reflected
under the Appalachian Regional 'Commission in the "Other independent agencies"
chapter.

CENTRALIZED FINANCING OF SELECTED FUNCTIONS

In accordance with the wishes of Congress expressed during consideration of
1968 appropriations, centralized financing is provided for interagency boards
of examiners and the civil defense and defense mobilization functions in the 1969
budget. These requirements are now reflected, respectively, in the recommenda-
tions for the Civil Defense Service Commission and the Office of Emergency
Planning.

DEPARTMENT OF TRANSPORTATION

This Department is now fully organized, and the schedules reflect full-year
funding for the complete organization for 1968 and 1969. For 1967, however, the
schedules for the Department of Transportation include full-year funding for
those organizations which were transferred in their entirety; for other activities,
the amounts shown represent those transferred on April 1, 1967, the date the
Department came into 'being.

PLANNING-PROGRAMING-BUDGETING

As our planning-programing-budgeting effort is gaining momentum, and agency
implementations have 'become more refined, we are able to present more informa-
tion of this type for your consideration. This is evident particularly in the pro-
gram tables included in part 4 of the 'budget, which provide additional insight
into the programs we propose to attain desired objectives.
The changes outlined above are designed to improve the presentation of the

President's budget recommendations. I hope that this information will prove
useful to the Committee on Appropriations. Please call on us if we can be of
further assistance.

'Sincerely,
CHARLES J. ZWICK, Director.

Mr. LAIRD. I would like to add a comment. We have heard the Secre-
tary before the committee on several occasions but this is the first time
we have had the new Budget Director, Mr. Zwick, before our com-
mittee. I would like to say that for a person who has just taken over
this new responsibility, which is a major responsibility in the Govern-
ment, he certainly has acquitted himself very well before the com-
mittee today. I would like to congratulate him.
Mr. COHELAN. Hear, hear.
Mr. ZWICK. Thank you very much, sir. I look forward to many

annual appearances.
Mr. MAHON. Mr. Director, several members of the committee have

commented to me on your testimony and the fine way you handled
yourself in undertaking here today to grapple with these very difficult
problems. Secretary Fowler, you have done your usual excellent job of
oiling us a very, helpful presentation. We appreciate it very much.
There are a few additional questions which would more or less

round out this discussion on a few points that we mentioned but have
not gone into in detail, and I am going to suggest that you deal with
them when your transcript comes to you. Thank you very much for
your help.
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Mr. FOWLER. We appreciate it, Mr. Chairman and members of the
committee.

EXCERPTS FROM REMARKS OF CHAIRMAN MAHON ON THE PRESIDENT'S
BUDGET FOR 1969

(Clerk's note.—Following previous practice, herewith are the re-
marks of Chairman Mahon on the President's budget for 1969, pre-
sented in the House of Representatives on January 29, 1968.)

THE PRESIDENT'S BUDGET MESSAGE

The speaker pro tempore. The gentleman from Texas (Mr. Mahon) is recog-
nized for 5 minutes.
Mr. MAHON. Mr. Speaker, we have just had presented perhaps the most impor-

tant single document of this congressional year.
While I have given some thought and attention to the message, so much is in-

volved that it is not possible at this time to analyze the budget adequately or to
come to a set of conclusions as to what specific steps Congress should take.
The executive branch of the Government has had several agonizing months in

which to formulate the budget. The crisis period, the major decision period, took
place in more recent weeks and months. The President has been heavily involved,
of course, in those decisions. The budget is his budget.

THE PRESIDENT'S RESPONSIBILITY

The President has done his duty in submitting the budget as he sees it. The
law directs him to submit his legislative and fiscal proposals, along with his rea-
sons. The law gives him carte blanche—he is to recommend what he deems ap-
propriate to the times and the circumstances as he sees them. That he has done.
The Presidency is the only elective office in the land that represents all 200

million Americans. The President—alone among all public officials—has the big-
gest constituency and the broadest horizon of interests to consider when he pre-
pares the budget. Ours is a big and varied country, with almost endless competing
and conflicting interests. The budget is the convening place for all of the policies
and programs of the Government; the occasion for great contesting for a place
and a share in the budget that never includes enough money to cover all of the
national wants and often not enough to cover all of our national needs.
So, Mr. Speaker, this budget, in common with all budgets, necessarily reflects

great compromises. It represents a drawing of the line, so to speak, by the Presi-
dent between what he regards as the national wants and the national necessities,
and expressions of the extent to which he thinks we can afford them under all the
circumstances. So it is entirely understandable that the budget includes things
which some may regard as proper and necessary but which others may regard as
unjustified or of low priority. Some will say the budget is too low in certain re-
spects; others will say it is too high. Some will criticize it for what it includes,
while others may take exception because of what it omits.
The people of my area will not agree with all of the budget. Nor will I. Citizens

of many Members' districts, and many Members themselves, will be in disagree-
ment with some features of the budget.

THE CONGRESSIONAL RESPONSIBILITY

In any event, Mr. Speaker, processing the budget—both the revenue side and
the outgo side—is solely the responsibility of Congress. We may criticize and we
may take exception, but we have the final responsibility of determining what the
appropriations, and eventually the expenditures, shall be; and what revenue-
raising measures shall be adopted. Moreover, we have opportunities to alter, to
subOtract, to add, to approve, and to disapprove in any way we collectively set fit.
All we need is the will to do so—and a majority vote. That is our system.
I would say further that with receipt of this budget the 45-day respite is over;

the "battle of the budget" resumes—perhaps with increased intensity—where it
left off on December 15.
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All budgets from all administrations in all times generally distinguish them-
selves in some particular respects. But all budgets from all administrations in all
times also generally have some things in common. I would say that this new
budget probably conforms in that respect.

THE NEED FOR FISCAL RESTRAINT

According to today's budget, we face the prospect—perhaps the certainty—of
a deficit in the current fiscal 1968 period of about 20 billion—perhaps more. And
with a deficit that for the coming fiscal year 1969 is projected at $8 billion, and
which could be much higher, there must be a major and unrelenting effort on the
part of Congress to hold the line in spending.
The President's budget, from his viewpoint, is considerably restrained, I would

say, but we need to move more rapidly to a balanced fiscal picture.
The dollar is under challenge and our gold continues to drain away. The warn-

ing signals have been hoisted. The storm flags are flying around the world. If we
do not show sufficient respect for the value of our dollar, how can we expect other
countries of the world who rely on it—and who hold billions of them—to respect it
either?
Whether we like it or not, it seems to me imperative that on both the appropria-

tion and the authorization bills this year, Congress must wherever reasonably pos-
sible show minus signs up and down the line. We need to make meaningful cuts.
It is just as much our duty and responsibility to act on the budget—and act
wisely—as it is the duty and responsibility of the President to present it.
The budget is between a rock and a hard place even with enactment of the con-

troversial surtax increase—nearly $20 billion in the red this year on the new
basis of counting; about $8 billion in the red next year. It is even somewhat higher
on the old "administrative budget" basis. We have our work cut out for us even
with enactment of the proposed tax package.
We need a two-pronged attack to save every dollar we can safely save, and to

secure every dollar of additional revenue that we reasonably can. Prudence and
self-discipline make mighty good sense in public spending decisions at all times.
But when we are in an inflationary period; when the budget is heavily in the red;
when we are at war; when foreign holders of dollars threaten to foreclose on our
shrinking gold supply if we do not act with great prudence and restraint; in these
circumstances, clearly commonsense suggests that we ought to get our fiscal house
in better order. In these circumstances, the duty of economy just is not debatable;
it is clearly imperative.

ALL BUDGETS ARE TENTATIVE

Mr. Speaker, as we consider this budget and vote on it during the year, it is well
to remember that budgets of all administrations, all Presidents are character-
istically optimistic in tone and outlook. A budget is a plan, a projection, a set of
recommendations. It is not self-executing. It depends on legislative action, or
legislative inaction; on performance of the economy; on the state of world affairs,
and so on. It is therefore tentative. It never exactly materializes; for many rea-
sons it very often winds up wide of the mark on both sides of the ledger. History
strongly cautions us to assume that the budget will turn out for the worse rather
than the better; that it is wise to hedge against the uncertainties, the slippages,
the failures. I will insert some suporting detail in corroboration of this point.

THE BUDGET HAS TWO SIDES-AND MANY FEATURES

The budget has two sides—income and outgo—and many features. Processing
it is the work of many minds and hands; of all Members; and of several com-
mittees. There are lots of opportunities to practice fiscal discipline—in com-
mittees and on the floor.
Some $13.2 billion of additional revenue measures relating to fiscal 1969 are

proposed in the budget—and they are counted in arriving at the $8 billion deficit.
The tax package also involves $3 billion for the current fiscal year 1968.
There are several propositions of new legislation that involve nearly $1 billion

in fiscal 1969 budget authority which a number of the legislative committees will
first have for consideration.
Something like $36.5 billion of the budget for continuing programs is involved in

the legislative authorization process—either in the annually recurring bills such
as space, foreign aid, maritime administration, parts of the defense budget, and
so on, or in other programs where the basic legislative authority periodically
comes up for renewal. A number of legislative committees have an opportunity to
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exercise restraint in these bills. The House will have two bites, two chances to
exercise restraint in all these programs involving, as I indicated, close to $37
billion—first in the authorization process and again at the appropriations stage.

The SPEAKER. The time of the gentleman has expired.
(Mr. Mahon asked and was given permission to proceed for 3 additional

minutes.)
SST AIRCRAFT PROGRAM

Mr. RIVERS. Mr. Speaker, will the gentleman yield?
Mr. MAHON. I yield, Mr. Speaker.
Mr. RIVERS. Mr. ,Speaker, of course, the House of Representatives will work

Its will on the budget. However, I have read a lot of it and have studied it over

the weekend. I notice that the President has asked additional money for the
supersonic transport. I hope that the great chairman of the great Committee on
Appropriations will not reduce this request. One of the greatest assets this Nation
has is the aircraft industry. We lead the world in commercial aircraft and we
should continue to lead the world in production of airframes. It is imperative
that we keep the lead, and we can only keep it by keeping the state of the art in
our possession as it is now.
I trust and I hope that the gentleman will work hard to retain that additional

money for the supersonic transport, because it is vital to this country that we
retain the lead that we now possess in this field. The supersonic transport rep-
resents something away ahead of the field and away ahead of the world, and the
President, in my opinion, was wise in requesting this extra money in the budget.
Mr. MAHON. I thank the gentleman.
Mr. Speaker, it is true that we construct with American capital and labor

the great bulk of the commercial aircraft of the world. It is important that we
maintain these sales from the standpoint of our balance-of-payments situation
and for other reasons also.

THE ADDITIONAL REVENUE MEASURES PROPOSED

Mr. Speaker, returning to the budget generally, while we must make reductions
wherever reasonably possible—and I think much can be done—we also need to
provide additional revenue. There is no doubt about that in my mind. I think
we were wise last year in not enacting a tax bill, because the postponement
tended to focus attention on the spending issue which is before us. It tended to
dampen the spending practices of the Government.

It tended, in my opinion, to reduce the amount of the budget presented to us
this year. I think this was very good. But the time has now come for us to take
steps to provide additional revenue, and I believe that appropriate steps will be
taken at this session of the Congress—at least indications are that steps will be
taken at this session—to bring in additional revenue. However, coupled with
this, there has got to be an •austere program in Federal spending and in
appropriations.

BUDGET CROSSES $200 BILLION MARK

Mr. Speaker, it is noteworthy that for the first time in our history the budget
projects new budget obligational authority above the $200 billion mark. The
President is requesting new obligational authority in the sum of $201 billion
plus. This is one-fifth of a trillion dollars. This should help to more sharply focus
on the necessity for our following a policy of paying our own way insofar as
possible—as common prudence suggests, and especially now in order to strengthen
the dollar in the money markets of the world.,
So I am hopeful, Mr. Speaker, that we shall move forward in the right fiscal

,and legislative directions as the session proceeds.
Mr. Speaker, under permission granted earlier by the House, I am incorporating

at this point considerable elaboration of some features that seem to me pertinent
to today's budget and our fiscal picture, together with supporting tables and
statistics, which I hope may be helpful in illuminating some of those
considerations.
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NEW OBLIGATION AL AUTHORITY IN TODAY 'S BUDGET—OVER $ 2 0 0 BILLION

Mr. Speaker, that brings me to a key point I want to make about the
budget and the matter of congresisonal action. It would be well to fix firmly
in our minds the fundamental point that Congress will be acting not on the basis
of the expenditures—or outlays—budget of $186.1 billion mentioned prominently
in the message and in the press, but rather on budget—obligational—authority—
or, for all practical purposes, appropriation authorizations and requests. Congress
does not vote directly on the expenditure—or outlay—figures. Congress acts on
obligating authority. The authorization bills are stated on this basis. The appro-
priation bills are also stated on this general concept.
The grant of appropriations or other authority to obligate the Government is

the significant point of legislative decision; the basis on which legislative deci-
sions are grounded. Appropriations are the leading edge, the forerunner of
expenditures. A higher obligational authority means, sooner or later, a higher
expenditure outlay.
And, Mr. Speaker, in today's budget for fiscal 1969, the total proposed budget—

obligational—authority is stated at $201,723,000,000 under the new unified,
comprehensive budget which now includes trust funds. There is some basis for
saying that it could properly be stated at an even higher amount. A new feature
of the unified budget presentation is to reflect so-called "market-oriented" type
receipts as offsets to expenditures rather than as budget receipts, but in today's
budget they are also offset against budget obligational authority although they
do not in fact impinge upon the amounts of authority requested or granted. Inter-
fund and intragovernmental transactions are also similarly handled for the
first time.
In any event, Mr. Speaker, the total crosses the $200 billion mark on the new

basis. It was only 2 years ago that there was much said about crossing the $100
billion barrier mark although that was related to 'budget expenditures—and on
the old basis—rather than obligational authority.
Today's total budget obligational authority for 1969 is one-fifth of a trillion

dollars.
Today's total budget obligational authority for 1969 is $18,551 million above the

corresponding amount already enacted for fiscal 1968. It is $15,224 million above
the grand total currently estimated in the budget for 1968 after counting in some
$3.327 million of fiscal 1968 supplementals to be considered at this session for such
things as pay act costs, public assistance grants, and so on.
So that the key overall figure for fiscal 1969 is the budget obligational amount

of $201,723 million. But I should quickly add that some $60,227 million—stated on
the net basis—of that has already been authorized and actually appropriated in
earlier Congresses for the trust funds or as permanent appropriations or author-
izations. The $60 billion principally involves such major items as the social
security trust funds, interest on the public debt, the highway trust fund, and so
forth. They are detailed in the budget. They recur automatically under earlier
laws without need for annual grant of obligating authority in the current session.

THE NEW OBLIGATIONAL AUTHORITY CONGRESSIONAL ACTION AMOUNTS

Thus, more precisely, Mr. Speaker, the budget obligational authority which
according to today's budget we are asked to consider and act upon at this session
aggregates some $144.8 billion as follows:

For fiscal 1969.  $141, 496, 000, 000
For fiscal 1968 (supplements)  3, 327, 000, 000

Totals for session to be acted on  144, 823, 000, 000
I include tables that capsule most of the big increases that make up the $15.2

billion obligational authority increase proposed for 1969 over 1968 and an agency
breakdown of the $141.5 billion for 1969 and the $3.3 billion for 1968:
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New budget (obligating) authority proposed in this budget for fiscal year 1969
aver fiscal year 1968 (rounded amounts used)

Available through current action by the Congress: Fiscal year 1969
Department of Defense and military assistance program compared to

(excludes defense share of the $1,600,000,000 pay there- fiscal year1968

ment effective July 1, 1968, listed below)  +$6, 200, 000,000

Public assistance and payments to the medicare trust fund_ +586,000,000
Foreign economic assistance  +597,000,000

Federal manpower activities (civilian agencies)  +442, 000,000

Office of Economic Opportunity ( excluding manpower ac-
tivities)   +163, 000, 000

Atomic Energy Commission (largely new antiballistic mis-
sile system)  +245, 000, 000

Model cities program (full funding)  +688,000,000

Military and civilian pay raises (July 1, 1968, increment
under last year's pay bill)  +1, 600, 000, 000

Later transmittal ( pending enactment of proposed legisla-
tion, including $445,000,000 for investments in certain
international financial institutions)  +700,000,000

Contingencies  +400, 000, 000

All other (consisting of many increases and decreases)   +1,475,000, 000

Total increase through current action by the Congress__ +13, 096, 000, 000

Available without current action by the Congress:
Trust funds (principally social security)  +3,900,000, 000

Interest on the debt  +900,000,000

Other   —1, 659, 000, 000

Deduct interfund and intragovernmental transactions and
applicable receipts from the public  —1,013,090,000

Total, increase without current action by the Congress__ +2, 128, 000, 000

Total, budget authority increase  +15,224, 000,000

Note: Total increase of $15,224,000,000, of which $13,096,000,000 involves current action
by Congress and $2,128,000,000 is under permanent law and therefore does not require cur-
rent action. In addition, some $3,327,000,000 of contemplated fiscal year 1968 supplementals
would require current action when submitted.
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BUDGET AUTHORITY REQUIRING CURRENT ACTION BY CONGRESS

[In millions of dollars]

Description 1967
enacted

1968 estimate
1969

1969 total
estimate

compared
to 1968

total
estimate

Enacted
Supple-
mental Total
needed

total
estimate

Legislative branch 271 277 4 282 306 +24
The Judiciary 90 94 1 95 102 +7
Executive Office of the President 29 31 (1) 31 33 +2
Funds appropriated to the President 5, 112 4,718 10 4,728 6,329 +1,601
Department of Agriculture 7,734 6,411 52 6,463 7,307 +844
Department of Commerce 873 763 8 771 825 +54
Department of Defense, military 71, 943 72, 112 800 72, 912 79, 257 +6,345
Department of Defense, civil 1, 391 1,383 11 1,394 1,345 -49
Department of Health, Education, and Welfare_ _ _ 12, 617 12, 858 1,604 14, 463 15, 388 +925
Department of Housing and Urban Development_ 6, 402 3, 330 25 3, 356 3,427 +71
Department of the Interior 1, 586 1,592 29 1,621 1,724 +103
Department of Justice 408 417 47 465 545 +80
Department of Labor 638 625 29 654 742 +88
Post Office Department 1,215 962 212 1,174 920 -254
Department of State 395 389 1 390 418 +28
Department of Transportation 6,204 1,511 221 1,732 2,821 +1,089
Treasury Department 931 921 13 934 1,016 +82
Atomic Energy Commission 2, 199 2, 509 2, 509 2,755 +246
General Services Administration 656 570 4 574 509 -65
National Aeronautics and Space Administration_ 4,968 4, 589  4, 589 4, 370 -219
Veterans' Administration 6,598 7,499 76 7, 575 7,537 -38
Other Independent agencies 3,174 1,510 28 1,538 1,672 +134
Allowances for:

Civilian and military pay increase_ 1,600 +1,600
Contingencies 150 150 550 +400

Total, budget authority requiring current
action by Congress 135,432 125,073 3,327 128,400 141,496 +13, 096

I Less than $500,000.

Note: Figures may not add to totals due to rounding.

THE CONGRESSIONAL ACTION AMOUNTS

As the tables I have inserted disclose, there is some $13,100 million of increases
projected in budget-obligational-authority requiring action at this session,
and in addition, some $3,327 million of fiscal 1968 supplementals to be asked for.
Of course, Mr. Speaker, Congress has full opportunity and a duty and respon-
sibility to consider and to decide not just on the increases sought, but on the en-
tirety of the hundreds of items.
Mr. Speaker, a word about the new unified, comprehensive budget concept.

It replaces three previously used concepts-administrative, cash, and national
income accounts. Hopefully, the switch will promote understanding-or at least,
minimize misunderstanding and confusion. But until there is generally better
understanding of the budget totals which Congress considers and votes on, some
lack of good understanding is apt to persist.
Congress will not at this session act on great chunks of the $186.1 billion ex-

penditure-outlay-budget-in fact, it does not directly act on any of the $186.1
billion outlay estimates. The authorizations and appropriations on which Con-
gress acts are stated on an obligational authority rather than an expenditure-
outlay-basis.
As someone has said, today is the consequence of yesterday; so, tomorrow is

the consequence of today. The $186.1 billion expenditure-outlay-is essentially
a "checks issued to pay the bills when they come due" figure. It includes, for
example, $54.8 billion of expenditures-outlays-expected to be made in fiscal
1969 from unexpended balances of spending authority of earlier years-voted
in earlier years and thus not coming before the House for a vote in the fiscal
1969 bills. It was voted previously.
Then, of course, there are the expenditures-outlays-in the $186.1 billion

figures-that will flow in 1969 from new obligating authority-interest, social

trust funds, and so forth-that becomes available automatically under permanent
law of earlier sessions and thus also not coming before the House for a vote
in the fiscal 1969 bills. The amount is not now precisely determinable, but it
ranges somewhere between $52.9 billion upward to $60 billion; the following
table uses the lower figure.
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So, the $186.1 billion expenditure-outlay-figure is not by any means the one
on which Congress will be acting this session.
I include a table that recapitulates the point:

ESTIMATED BUDGET OUTLAYS AND APPROPRIATIONS REQUESTED-PORTIONS SUBJECT TO ACTION IN BILLS
DURING THE 90TH CONG., 2D SESS.

[Rounded amounts used]

Budget estimates
of expenditures

(outlays)

Budget estimates
of appropriations

RELATING TO FISCAL 1969

1. Totals proposed, President's budget, Jan. 29, 1968  $186, 062, 000, 000 $201, 723, 000, 000
2. Deduct estimate of expenditures (outlays) in fiscal 1969 out of appropriations

made in prior session (and thus not in bills for action in the present session)_ -54,780,000,000
3. Deduct amounts applicable to permanent appropriations that recur auto-

matically under earlier laws, and thus not in bills for action in the present
session (several, but principally interest on the debt; most of the trust
funds, such as social security, etc.). The expenditure figure used here may
duplicate some part of item 2 above, but only relatively negligibly so and
not enough to distort  -52,900. 000, 000 -60,227.000,000

Amounts relating to fiscal 1969 that would be involved in proposals for
direct consideration and action in the present session  78, 382, 000, 000 141, 496,000,009

= = =
RELATING TO FISCAL 1968

4. Supplements contemplated for fiscal 1968 as shown in President's 1969
budget, Jan. 29, 1968, for direct consideration and action in the present
session  3, 379, 000, 000 3, 327,000,000

TOTALS FOR THE PRESENT SESSION

5. Totals proposed, President's budget, Jan. 29, 1968 (items 1 and 4)  189, 441, 000,000 205, 050,000,000
6. Totals for direct consideration and action in the present session (item 5, less

items 2 and 3 which arise out of actions taken in prior sessions)  81, 761, 000, 000 144, 823,000,000

Notes.-Item 2, in the "expenditure" column would include some amounts applicable to activities subject to annual
scrutiny under the corporation budget law, which would largely result, however, from appropriation or other turd
authority granted in prior sessions. In item 3, the "expenditure" figure is a bit arbitrary,

BUDGET VARIATIONS AND CONTINGENCIES

Mr. Speaker, common prudence reinforced by hard, cold experience during
all administrations of all Presidents dictates certain things which it seems to me
we should remember as we process the budget:

First, any original budget is tentative at best. Uncertainties abound.
Second, all original budgets turn out differently-the realizations often do not

match the expectations.
Third, in aggregate over the years, the Treasury has not come out as well as

the original budget project. There is more often than not a shortfall.
There are many slips between the cup and the lip.
Economic conditions on which revenue estimates are bottomed can and do

change.
Congress alters the budget.
Revenue legislation fails of passage.
Emergencies arise.
War requirements-as James A. Garfield once so well observed-"war over-

turns all ordinary calculations."
Specifically, in six of the last 13 administrative budgets, actual revenues were

less than the original January projections. In the other seven, they exceeded
the original figures. Largely because of the surges in revenues in the last 2 years,
1966 and 1967, the net result of the 13 years was a net plus of $6.7 billion on the
revenue side. In fact, in each of the last 4 years, revenues have exceeded the
original budget estimates.
But on the other side, expenditures exceeded original January budget projec-

tions in 10 of the 13 years. Original estimates were overshot by $41.6 billion

over the 13 years.
As a result, instead of a combined deficit of $20.4 billion as originally projected,

there was an actual budget deficit of $55.2 billion-a worsening, in other words,

of some $34.8 billion over the 13 years.
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Today's budget deficit projection of $8 billion for 1969 hinges on a number

of significant contingencies, chief among which of course is the $16 billion tax

and user charges package for fiseals 1968 and 1969.
I am inserting a brief table illustrative of some of the budgetary consequences

if several significant revenue propositions in the 1969 budget are not enacted:

SELECTED MAJOR CONTINGENCIES SURROUNDING THE BUDGET FOR 1969

[Partial listing only]

Revised budget for
1968

Budget for 1969

1. Budget deficit projected by President, Jan. 29, 1968 (with all the attending
assumptions and contingencies)  -$19, 805,000,000 -$7,954,000,000

2. If the proposed 10-percent surtax is not adopted (corporation, Jan. 1;
individuals, Apr. 1)  1,900.000 000. 9,800,000,000

Then the projected deficits would be -21,705,000.000 -17,754,000,000
3. If the proposal to further accelerate corporate tax collections is not adopted_ 800, 000, 000 400, 000, 000

Then the projected deficits would be 
4. If the proposal to extend excise taxes expiring Apr. 1 is not adopted (auto

from 7 percent to 2 percent; telephone from 10 percent to 1 percent)__

-22.505.000.000

306, 000, 000

-18, 154, 000, 000

2,660, 000, 000

Then the projected deficits would be 
5. If the various proposals for user charges are not adopted (aviation service,

$40,000,000; waterways, $7,000,000; highways, $239,000,000; all other,
$11, 000, 000) 

-22,811,000,000 -20.814.000,000

297, 000, 000

Then the projected deficits would be (this is a partial listing only.
Other considerations enter) -22,811,000.000 -21, 111, 000, 000

Note: Perhaps the most important single contingency other than those listed above that could affect the tentatively
projected budget picture would be if the general performance of the economy in calendar year 1968 were to vary sig-
nificantly from the economic assumptions underpinning the budget. Principally, the assumption that GNP (gross national
product) for calendar 1968 will be about $846,000,000,000-about $61,000,000,000 above 1967.

VARIATIONS FROM ORIGINAL BUDGET PROJECTIONS

Mr. Speaker, the following chart supplies more details showing the swings in

budget receipts, expenditures, and budget results, and how they can miss the

original marks. There were many reasons but there was only one result: a

budget shortfall-another reason, Mr. Speaker, why we had best redouble our

efforts to deny access to the Treasury for all but the most essential objects.

VARIATIONS IN "ADMINISTRATIVE BUDGET" PROJECTIONS, 1955-67

In billions of dollars]

Fiscal
Budget receipts Budget expenditures Surplus or deficit

year
Original Actual Swing Original Actual Swing Original Actual Swing

1955 62.5 60.2 -2.3 65.4 64.4 -1.0 -2.9 -4.2 -1.3
1956 59.7 67.8 +8. 1 62. 1 66.2 +4.1 -2.4 +1.6 +4.0
1957 65.0 70.6 +5.6 64.6 69.0 +4.4 +. 4 +1.6 +1.2
1958 73. 1 68.6 -4. 5 71.2 71.4 +. 2 +1.8 -2.8 -4.6
1959 74.0 67.9 -6. 1 73.6 80.3 +6.7 +. 5 -12.4 -12.9
1960 76.4 77.8 +1.4 76.3 76. 5 +. 2 +. 1 ±1.2 +1.1
1961 83.3 77.7 -5.6 79. 1 81.5 +2.4 +4.2 -3.9 -8. 1
1962 82.3 81.4 -.9 80.9 87.8 +6.9 +1.5 -6.4 -7.9
1963 93. 0 86. 4 -6.6 92. 5 92.6 +. 1 +. 5 -6. 3 -6.8
1964 86.9 89.5 +2.6 98.8 97.7 -1.0 -11.9 -8.2 1 +3.7
1965 93.0 93. 1 +. 1 97.9 96. 5 -1.4 -4.9 -3.4 1 +1. 5
1966 94.4 104.7 +10.3 99.7 107.0 +7.3 -5.3 -2.3 1 +3.0
1967 111.0 115.8 +4.8 112.8 125.7 +12.9 -1.8 -9.9 -8.1

1 0riginal deficit projection decreased by this amount.

91-376--68-14
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RECENT BUDGET TRENDS

Of course, Mr. Speaker, the last budget was higher than the year before. The
long truth of history is that growth of the population—there are 2,286,000 more
Americans this morning than there were when the budget came a year ago—and
growth of the country virtually ordains some growth in public services; that is,
over the long stretch of time. This has been more or less the unvarying case from
the beginning. Speaking of national appropriations, in 1879, the distinguished
Republican, James A. Garfield, then a Member of the House and chairman of the
Committee on Appropriations, made exactly this point. And he added, "war over-
turns all ordinary calculations," as, Mr. Speaker, it has helped upset recent
budgets, including the current one.
President Eisenhower acknowledged much the same budget phenomena in his

budget message to Congress in 1960:
"Moreover, inescapable demands resulting from new technology and the growth

of our Nation, and new requirements resulting from the changing nature of our
society, will generate Federal expenditures in future years. * * * We must not
forget that a rapidly growing population creates virtually automatic increases
in many Federal responsibilities."
There has been only one balanced budget—and it was a small balance—since

the big deficit of $12.4 billion in fiscal 1959. Every year since, revenues have been
insufficient to cover expenditures. However, notwithstanding recent growing de-
fense expenditures and enlarged and enlarging nondefense outlays, a rising tide
of revenues from the unprecedented general national economic boom of recent
years enabled the Government to make big strides toward balancing income and
outgo. In 3 of the last 4 fiscal years the administrative budget deficit was reduced
below the prior year:

"Administrative budget" basis
Millions

Deficit, fiscal 1964  $8, 226
Deficit, fiscal 1965  3, 435
Deficit, fiscal 1966  2, 251
Deficit, fiscal 1967  9, 869
Deficit, fiscal 1968 (estimate)  18, 607
Deficit, fiscal 1969 (estimate)  11, 776

Special support costs for the war in Vietnam in the 3 fiscal years 1967-1969, as
shown in today's budget, are some $20,557 million; $24,989 million; and $24,264
million; respectively—in each case, more than equaling the budget deficits for
the 3 years on the basis shown, even excluding the $12.9 billion tax package for
1969. Without these war costs, in other words, the budgets would be in black
assuming, of course, that there would be no changes otherwise.

NEW PROPOSITIONS OF LEGISLATION WITH BUDGET OBLIGATION AND EXPENDITURE
IMPACT

Mr. Speaker, some portions of every budget hinges on basic legislative action
because the President's annual recommendations always embrace some new
propositions of legislation that have impact on the budget. The list this year is
not long in relation to some other recent years and involves, for fiscal 1968, some
$234 million in obligating authority but only $10 million in spending—outlays—
and, for fiscal 1969, some $985 million in obligating authorty and $266 million in
spending—outlays.
These propositions must first be taken up in bills from the applicable legislative

committees and enacted into law before any related appropriations can be con-
sidered. Failure of any item on the list would amount to a cut in the budget.
For general information, I am including a tabulation of those presently

identified:
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EXPENDITURES ( OUTLAYS ) , NATIONAL DEFENSE AND OTHERWISE, AND RECEIPTS

Mr. Speaker, with the adoption of the new unified comprehensive budget con-
cept which among other things folds in trust funds with the old administrative
budget and makes certain other conceptual changes in budgetary presentation,
certain former historical tables of budget information, such as segregations be-
tween defense and nondefense spending, no longer hold their comparability. It
therefore maye be useful and handy to have in the record two or three historical
tables from today's budget that are structured on the new concept which is
explained in considerable detail for the information of those who care to look at
"Special Analysis A" beginning on page 464 of the budget.

TABLE A-5.—COMPARISON OF RESULTS UNDER FOUR CONCEPTS

[In millions of dollars]

Description 1967 actual 1968 estimate 1969 estimate

Unified, comprehensive budget:
Receipts 149, 591 155,830 178, 108
Expenditures and net lending 158,414 175,635 186,062

Budget deficit 8, 823 19, 805 7,954

The "administrative budget":
Receipts 115,849 118,575 135,587
Expenditures (including lending) 125, 718 137, 182 147, 363

Excess of expenditures 9,869 18, 607 11,776

"Consolidated cash" statement:
Receipts 13,596 158,823 181,146
Expenditures (including lending) 155, 142 175, 981 188,725

Excess of expenditures 1, 546 17, 157 7, 579

Flow of Government-administered funds:
Receipts from the public 181, 350 188,971 215,135
Payments to the public 190, 173 208,775 223,090

Excess of payments 8,823 19, 805 7,954
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FEDERAL, STATE, LOCAL PUBLIC DEBT

Mr. Speaker, to help round out this résumé, I am including some pertinent data
on our public debt—Federal, State, local. Increased debt results from unbalanced
budgets that have to be met by borrowing to cover the difference. Accumulation
of great debt in time of great stress is virtually unavoidable, but piling it up—
refusing to pay as we go—in times of unmatched general national prosperity
with the accompanying flood of Treasury revenue is a policy that many, myself
included, find unsettling.

Despite the population explosion that just recently put the United States over
the 200 million mark, we have been accumulating public debt at the various levels
of government at such a rate that the overall debt per capita keeps climbing.
I include a sheet on the Federal debt from a recent Treasury statement, and

summarized per capita debt figures:
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PER CAPITA DEBT-FEDERAL, STATE, LOCAL GOVERNMENTS

Total Federal State Local

1940 $479 $326 $27 $127
1946 (end of World War II) 2,037 1,924 17 97
1950 (pre-Korea) 1,861 1,702 35 125
1954 (post-Korea) 1,925 1,683 60 182
1961 1,988 1,579 109 301
1966 2,179 1,632 149 399

Note.-Federal-debt on Dec. 31, 1967, as reported in the Treasury statement, was $345,000,000,000. Debt ceiling for
fiscal year 1968 is $358,000,000,000; $365,000,000,000 for fiscal year 1969. Per capita Federal debt on Dec. 31, 1967, was
$1,723, as reported in the Treasury statement.

Source: Tax Foundation.

GOLD SUPPLY, POTENTIAL DOLLAR CLAIMS AGAINST IT, AND BALANCE-OF-PAYMENTS

DEFICITS

Mr. Speaker, the following tabulation succinctly charts the steadily deteriorat-
ing condition of our gold supply, and the reserves and possible foreign claims
against it, from 1957 down to last October-the last date for which complete data
are available. Since that time, the supply of gold has shrunk significantly
further-in round figures, to about $12 billion, against which a "cover" require-
ment of some $10.7 billion is currently required as backing for our currency, leav-
ing only about $1.3 billion in gold free for foreign and other sales.
I also include a list of our balance of international payments deficits of the last

18 years:
CURRENT DATA ON GOLD STOCK AND DOLLAR CLAIMS

[I n billions of dollars]

U.S.
gold
stock

Gold stock
(above re-
quired 25
percent
backing

for currency,
and for
deposits
before

March 1965)

Possi-
ble

foreign
claims

Potential
shortage of
gold with
percent
backing

provision 1

U.S.
gold
stock

Gold stock
(above re-
quired 25
percent
backing

for currency,
and for
deposits
before

March 1965)

Possi-
ble

foreign
claims

Potential
shortage of
gold with
present 25
percent
backing

provision 1

End of 1967:
calendar January__ _ 13.2 3, 4 26. 9 23.5
year- February_ _ 13.2 3.4 26. 9 23.5

1957 22.9 10.8 14.9 4. 1 March 13.2 3. 4 26. 9 23.5
1958 20.6 8.5 15.6 7.1 April 13.2 3. 5 27.3 23.8
1959 19. 5 7.3 17.7 10.4 May 13.2 3. 3 27.6 24.3
1960 17.8 6. 1 18. 8 12.7 June 13.2 3. 2 27.6 24.4
1961 16.9 4.9 20.4 15.5 July 13.1 3. 1 28. 0 24.9
1962 16.1 3.7 21.4 17.7 August 13.1 3. 0 28. 7 25.7
1963 15.6 2.8 23.1 20.3 September_ 13. 1 3. 0 29. 1 26.1
1964 15.5 1.8 25.6 23.8 October 2_ _ 13.0 2. 9 30. 2 27.3
1965 13.8 1 4. 3 25.8 1 21. 5 Change, end
1966 13.2 3.2 27.8 24. 6 of 1957 to

9-year change -9.7 -7.6 +12.9 +20.5 October
1967 -9.9 -7.9 +15.3 +23.2

1 Public Law 89-3 approved Mar. 3, 1965, eliminated the requirement for the maintenance of reserves in gold certificates
against Federal Reserve bank deposit liabilities.

2 Preliminary.

Source: U.S. Department of Commerce, Office of Business Economics.
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4

THE U.S. BALANCE-OF-PAYMENTS POSITION FOR THE LAST 18 YEARS, 1950-67

[Rounded amounts used'

Year Deficit (-) or sur-
plus (+)

Year Deficit (-) or sur-
plus (+)

1950 -$3, 489, 000, 000 1960 -$3, 901, 000, 000
1951 -8,000.000 1961 -2,370, 000, 000
1952 -1,206.000.000 1962 -2,203,000, 000
1953 -2, 184, 000, 000 1963 -2,671,000,000
1954 -1,541,000,000 1964 -2, 800, 000, 000
1955 -1,242,000,000 1965 -1,335,000,000
1956 -973, 000. 000 1966 -1,357,000,000
1957 +578, 000, 000 1967 estimated (subject to revisions)__ -3, 500, 000, 000
1958 -3,365,000. 000

-37,437,000,0001959 -3,870,000, 000 Total since 1950 

Note.-Figures are computed on the liquidity basis.

Source: Survey of Current Business, June 1967.

COST OF LIVING-BUYING POWER OF THE DOLLAR

Mr. Speaker, the matter of inflation and the consequent reduced buying power
of the dollar is reflected in the official Government figures in the tables I am
including herewith. A stable dollar is a cornerstone of our economic well-being
in all its ramifications.
The Consumer Price Index in December stood at 118.2 percent of the 1957-

59 average; at 145.0 percent of the 1947-49 average; and at 244.1 percent of
the 1939-pre-World War II-average.
As measured by the index, the buying power of the dollar was down to about

85 cents from the 1957-59 period; down to 69 cents from the 1947-49 period; and
down to 41 cents as compared to its 1939 buying power.

CONSUMER PRICE INDEX

All items All items

1939=100 1947-49=100 1939=100 1957-59=100

Years: 1957-Continued
1939 100.0 59.4 48.4 July 240.6 142.9 116.5
1947 160. 8 95. 5 77. 8 August 241.4 143. 4 116.9
1948 173.1 102.8 83.8 September__ _ 241.8 143. 7 117.1
1949 171.4 101.8 83.0 October 242. 6 114.2 117.5
1957 202.4 120.2 98.0 November__ _ 243. 3 144. 5 117.8
1958 207.9 123.5 100.7 December____ 244. 1 145. 0 118.2
1959 209.8 124.6 101.5 Selected
1960 213.0 126.5 103.2 months:
1961 215.2 127.8 104.2 June 1946 134.3 79.8 65. 0
1962 217.7 129.3 105.4 June 1950 171. 4 101.8 83. 0
1963 220.4 131.0 106.7 December
1964 223.2 132.6 108.3 1952 192. 1 114.1 93. 0
1965 227.0 136.2 109.9 December
1966 233.6 138.8 113.1 1958 208.2 123.7 100. 8

1967: December
January 236.9 140.7 114.7 1959 211.3 125.5 102. 3
February 237.1 140.9 114.8 December
March 237.5 141.1 115.0 1960 214.6 127.5 103. 9
April 238. 1 141.5 115.3 December
May 238.7 141.8 115.6 1961 215.8 128.2 104. 5
June 239.5 142.3 116.0

Source: Department of Labor and Office of Financial Analysis.

(



218

PURCHASING POWER OF THE DOLLAR'

1939=$1 1947-49=$1 1957:59=U 1939=$1 1947-49=$1 1957-59=81

Years: 1967-Continued
1939 $1.000 $1.684 $2,066 April .420 .707 .867
1947 . 622 1.047 1.285 May .419 .705 .865
1948_ . 578 .973 1,194 June .418 .703 .862
1949 .583 .982 1.205 July .416 .700 .858
1957 .494 .832 1.021 August 414 .697 .855
1958 .481 .810 994 Sebtember . 414 .696 .854
1959 .477 .803 985 October .412 .693 .851
1960 .469 .791 971 November .411 .692 .849
1961 .465 .782 .960 December .410 .690 .846
1962 . 459 .773 .949 Selected months:
1963 .454 .764 937 June 1946 . 745 1.253 1.537
1964 .448 .754 925 June 1950 . 583 .982 1.205
1965 .441 .734 .910 December 1952 .521 .876 1.075
1956 .428 .720 .884 December 1958 .480 .808 .991

1967: December 1959 .473 .797 .978
January .422 .711 .872 December 1960 .466 .784 .962
February 422 .710 .871 December 1961 .463 .780 .957
March 421 .709 .870

1 As measured by the BLS consumer price index.

Source: Department of Labor.
CONCLUSION

Mark Twain once said:
"Thunder is good. Thunder is impressive. But it is lightning that does the

work."
It seems to me that we need lots of 'thunder about economy and restraint and

discipline. I suspect we will not be disappointed. We need to thoroughly ventilate
our fiscal requirements and problems. But we also need lots of lightning to get
results.
If I may recapitulate a few things:
A budget has two sides-income as well as outgo. It involves the work of

many committees and all Members. There are some $16 billions of income-for
fiscal 1968 and 1969 combined-that this budget assumes will derive from tax
and user charge legislation not yet enacted.
There are about $1 billion of new propositions of legislation in the budget

that will first have to run legislative committee gauntlets.
There is some $36.5 billion involved in the various annual authorizing bills, or

other bills for programs whose legislative authorities expire and must first be
renewed in bills from various legislative committees if the programs are to con-
tinue. Congress gets two bites at these particular budget items-first at the au-
thorizing stage, then the appropriation stage. There are many opportunities to
take cold, hard, critical looks at billions of new obligational authority.

It would seem imperative that we show minus signs all up and down the line
in every instance where we safely can in making budget decisions. We should
hack at the roots as well as at the branches.
The Committee on Appropriations begins consideration of the portions of the

budget committed to it with some general hearings on Thursday of next week,
February 8 with the Secretary of the Treasury and the Director of the Budget.
We expect to cooperate fully with the announced plans to try to conclude the ses-
sion business before the national conventions this summer. There is much to be
done. We need timely passage of the several authorizing bills involved.
We would welcome every constructive suggestion that might help in doing a

better job on the business at hand.
The Speaker pro tempore (Mr. Olsen). The time of the gentleman from Texas

has again expired.
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