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Mr. MAHON. Will the committee come to order.
Mr. Director and gentlemen, we are delighted to have you before us

this morning. We are pleased that you have brought a number of your
top people to be here with us. It may be that some of them will gain
an education from the legislative branch. We in turn welcome the op-
portunity to be better informed and educated with respect to the pro-
posals of the administration from the standpoint of spending and
revenues and from the standpoint of proposed legislation for fiscal
year 1975. Of course, we will not overlook the $10 billion or so in sup-
plementals for the current fiscal year 1974.
Since you and your staff are the principal architects of the budget

document, it is informative for us to have exploratory sessions with
you. We need to probe and question your priorities. We need, as I think
you will agree, to be skeptical in considering the requests which are
made. I am sure that you as the Director of the Office of Management
and Budget have been somewhat skeptical in dealing with the depart-
ments and agencies of the Government with respect to the proposals
that they have made to you.
A lot of questions that we would want to ask in this 3-day hearing

will not be directed to you; they will be directed to the Secretary of
the Treasury, Mr. Shultz, to the Council of Economic Advisers, and to
Mr. Burns of the Federal Reserve System. We will try to refrain from
asking you questions that could be better asked of someone else, but
there are some questions we will ask you which should also be com-
mented on by the other witnesses later in the week.

(1)
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At the expense of taking some time, I think it is necessary for you
and your people to get an impression of the budget from our stand-
point. As you know, the budget was submitted to Congress on Feb-
ruary 4. We have now had an opportunity to examine its general
parameters, and we don't need to be told the A B C's of the budget.
We understand budgets generally, and we have studied this one.

PURPOSE OF OVERVIEW HEARINGS

It is the purpose of this series of hearings to explore the assump-
tions and conclusions of the budget and probe the contingencies. I must
say there are many contingencies. It is not the purpose of these open
hearings to undertake to examine in detail the thousands of programs,
activities, and accounts which comprise the budget. The members of
the committee will not be asking you about every little nut and bolt.
We are going to be talking about basic priorities and assumptions.
The detailed examination of programs and activities falls within the
operation of our subcommittee system. We must put the budget in
perspective with respect to its relationship to the national economy
which is experiencing some unique phenomena, with respect to its
changing characteristics from a priorities standpoint, with respect to
its size and objectives; with respect to its controllability from both
the congressional and executive viewpoints, with respect to its credi-
bility, and with respect to our willingness to pay. And I should add
that we as a nation have not undertaken to fully pay our way for the
programs that have been adopted.
The members of the committee will ask questions which are of in-

terest to all members and thereby develop a usable record to which
reference can be made in our subcommittee hearings and otherwise.
I will also state that I will ask the staff to prepare an appendix to
this hearings which will set forth certain pertament fiscal information
which is useful to those who use the budget. The Office of Manage-
ment and Budget has cooperated in supplying some of this material
and some has been prepared by the staff or obtained otherwise.
I would like to say this to the members of the committee and to you,

Mr. Ash: It is evident that we are confronted with an almost impos-
sible situation. How can we have a few days of hearings with you on
a subject this extensive and complex, with 55 members, all of whom
would like to ask innumerable questions?
I have conferred with many members of the committee, and they

have asked me to see to it that certain questions are asked. Members
realize the difficulty of providing adequate time for questions, but they
are anxious that the necessary questions be asked and that we have a
good record. So I would not undertake to yield to everybody 1 minute
or 5 minutes or 2 minutes, but I will undertake to yield to anybody
on the committee who wishes to ask special questions during the process
of the hearings.
If I may be a bit arbitrary, I will try to carry the ball and monitor

the hearings and make a record that should be coherent and usable
by the Congress and by the public.
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LARGEST BUDGET IN HISTORY

I should note that this is the largest budget in history. The first
$100 billion budget shocked the country, but a $304 billion budget this
year didn't seem to shock anybody. The fiscal year 1975 budget calls
for new budget authority—the leading edge of spending—in the sum
of $322 billion. It projects spending at $304 bililon and receipts at
$295 billion, but that hides the real deficit of $17.8 billion because we
borrow from trust funds in the amount of over $8 billion, and this must
be repaid with interest.
The President describes this budget as one that would support high

employment while restraining inflation and maintaining the flexibility
to take further action, if needed, to offset the effects of energy
shortages.

It has been described elsewhere as "conciliatory," "generous," "ir-
relevant," and as "a shift from fiscal restraint." It has been attacked
as too little. It has been attacked as too much. You will find people
on this committee who attack it from both angles.
What are some of the striking features of the budget? I think it

would be useful to spend a few minutes to outline some of the major
questions surrounding the credibility of the budget.

UNEMPLOYMENT: THERE ARE A LOT OF IFS AND SUBTLETIES

This budget is premised on an unemploymnet rate of 5.5 percent.
Unemployment is now 5.2 percent, up from 4.8 percent in December.
What would happen to receipts and expenditures in. the period 6 to 18
months from now if unemployment jumps 2 percent as some econo-
mists are predicting? Obviously, receipts would plunge, expenditures
would rise, and the deficit would soar. Where would that lead us?

RISING NATIONAL DEBT

This budget propels the national debt to new records. It increases
debt another $20 billion. In 1970 the debt subject to limit was $373
billion and under this budget the debt will soar to almost half a trillion
dollars. In the last 5 short years in the history of our Nation the debt
will have increased by one-third. Is this increase relevant to strong
economic activity and prosperity in certain segments of the economy?
To what extent has deficit spending contributed to the painful infla-
tionary problems we are experiencing? To what extent has it con-
tributed to the fact that we have twice in a 2-year period been forced
to devalue the dollar? Certainly our unwillingness to live within our
means has been an important factor and has contributed to the dollar
devaluation, inflation, and higher interest rates.
There is nothing in this budget to indicate that we expect to move

toward living within our means. On the contrary, it indicates we are
to a greater degree living beyond our means.

CONGRESSIONAL PRIORiTiES

This budget calls for sharp reductions totaling some $2 billion in
many programs which Congress has regarded as urgent and has re-
fused to abandon. These are some of the same programs in the Labor-
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HEW field which were proposed to be cut back in the budget last year
but with which Congress did not go along. So how realistic then, in
terms of congressional priorities—in this case to the tune of $2 bil-
lion—is this budget?

RECEIPTS

Receipts in this budget are premised on a gross national product of
$1,390 billion, an increase of about $100 billion, of which 7 percent is
attributable to inflation and 1 percent to real growth. But what if
there is a dip in real growth, a recession, as some economists and many
noneconomists are predicting? What about the projected increase in
corporation taxes of $5 billion, or a sharp 12 percent? We must recog-
nize that revenues can drop just as well as can they increase. That has
happened as many times as not.

WINDFALL PROFITS TAX ON PETROLEUM

This budget assumes collection of revenues of $3 billion under a pro-
posed windfall profits tax on petroleum. Obviously we must do every-
thing that we reasonably can to encourage our industries to expand our
energy resources. We must ask to what extent a windfall profits tax on
oil and other such legislation might dampen incentives to discover new
sources of energy and discourage production. Will a windfall profits
tax control profits or stifle production? This is one of the issues that
we will ask you to comment on. What we want is production. We want
gas for our automobiles and trucks, and oil for our homes and busi-
nesses.

OUTLAYS

On the outlay side of the ledger, this budget projects a spending
increase of $30 billion in fiscal year 1975 on top of a $28 billion increase
in the fiscal year 1974 budget. But even with these gigantic surges, we
must recognize there is a marked tendency to understate estimated
spending. In 16 of the last 20 years—a rather striking statistic—actual
outlays have outdistanced original estimates contained in the budget.
Experience dictates, then, that we must ask how credible is this budget
from the standpoint of estimated spending? This budget seems to say
that everything is somewhat lovely and that we will have little diffi-
culty in the future. However, a close inspection indicates the contrary,
which I think is in keeping with the facts.

INCREASED FEDERAL EMPLOYMENT

This budget seems to do an about-face in regard to the Federal
bureaucracy. It calls for an increase in Federal civilian employment of
22,000. The budget last year called for a reduction of 46,000 employees.
Not only has that reduction evaporated, but now an increase is re-
quested. We must ask what happened to the much publicized cutback
in the Federal bureaucracy.

UNCONTROLLABILITY OF THE BUDGET

We must explore the uncontrollability of the budget. This budget
continues the trend toward greater uncontrollability—uncontrollable
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by either Congress or the Executive. It is a shocking fact that 73 per-
cent of the outlays in this budget are, under existing law, uncontrol-
lable as compared to 64 percent in 1970 and 59 percent in 1967.
The President in his budget message states that about 90 percent of

the increase in spending in 1975 is mandatory—unavoidable under
present law. We must ask, then, what the Congress and the Executive
can and should do with respect to this problem. Congress is addressing
this subject in connection with budget control legislation. What has
the Executive done and what can the Executive do to contribute
toward this objective?

NEW BUDGET INCENTIVES

Recognizing the uncontrollability of outlays in this budget, it is
obvious that this budget is largely the product of decisions made in the
past. Hence the decisions we make this year, while perhaps not im-
pacting significantly on current outlays, will heavily influence budgets
for many years to come. We must ask then what new initiatives are
contemplated in the budget and what possible new initiatives are not
reflected in the budget. The budget indicates that legislation will be
proposed for programs which will require $1.5 billion in budget au-
thority in 1975 but which—for the same program—will require $4.1
billion in 1979. But this is only the tip of the iceberg.
When considering proposed new programs, Congress must be con-

stantly aware of their budgetary impact in future years. While the
1975 budget does not anticipate any expenditure for national health
insurance in fiscal 1975, any such plan could have an annual cost of
$6 to $10 billion in the future. It does not anticipate 1975 expenditures
for a program of housing allowances in the form of direct cash pay-
ments which is being considered in the administration. That program
could have an annual cost of perhaps $11 billion in the future. Future
costs for welfare reform could cost untold billions per year.

INCREASE IN DEFENSE BUDGET

This budget proposes a dramatic increase for defense. The budget
includes proposals for a $6 billion increase in fiscal 1974, the current
year, and another $6 billion in fiscal year 1975. This represents a total
increase of $12 billion for defense over the current level provided to
date by Congress.
It may be that Congress will conclude—and you will want to dis-

cuss this with Mr. Shultz—that the defense increases are based to
a considerable extent on economic grounds. It may be that some are
suspect. We want to explore that. No one takes issue with the goal
of keeping people on their jobs, and no one can successfully take issue
with the urgent need for maintaining an adequate national defense.
These are valid objective's. The question is whether there is a more
preferable, yet equally effective and productive ways of creating jobs,
keeping the country moving economically, and at the same time main-
taining an adequate defense.
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1974 SUPPLEMENTAL BUDGET REQUESTS

We will want to discuss at considerable length the supplemental
requests which you are making in the budget. This budget contem-
plates supplemental requests for the current year of some $14 billion—
as large or larger than the supplementals associated with the Vietnam
buildup of 1966 and 1967. Some $10 billion is actually requested in
the budget. We must ask, then, to what extent, if any, does this
represent a funding shift back from 1975 into 1974? If there is no such
shift, then are the 1975 figures realistic in terms of the overlay of such
large supplementals late in the fiscal year on the 1974 base? Is it realis-
tic and prudent to appropriate such large sums, especially for program
purposes, so late in the fiscal year?

THE BUDGET AND THE ECONOMY

With respect to the economy and the budget, I would say that we
must ask the overriding question of the extent to which the budget
impacts upon the economy or the economy impacts upon the budget.
The budget is advertised to have the flexibility to avoid a possible
recession and at the time time deal with continuing severe inflation.
We certainly must acknowledge that our current economic problems

raise some questions about the proper role of budgetary and fiscal
policies. With major segments of our basic industry operating at full
or near full capacity, and with much of the new capacity still 2 or
3 years from coming on line, does it make good sense to spend billions
of dollars to stimulate the economy when there are already widespread
shortages of basic materials and commodities? Would such a move
make a bad situation worse and cfreatly accelerate inflation. Last
year, inflation took a bite out of the dollar to the tune of 8 percent.
Last month, in the month of January alone, the wholesale price index
rose a shocking 3.1 percent. What is already in store?
The administration indicates that a number of proposals to stimu-

late the economy are in the wings and can be called upon if needed.
We must inquire as to the nature of these proposals and examine their
pros and cons. We must ask specifically what things will have to hap-
pen for it to become apparent that further stimulus of the economy is
needed.
So, Mr. Ash, and your colleagues, these are some of the issues which

trouble the committee and which, no doubt, trouble you.
Last year, primarily as a result of inflation we experienced an in-

crease in estimated revenues of some $14 billion. This year, dealing
with an economy with severe growth problems, we must be aware of the
possible negative impact which a slowdown in growth may have upon
revenues.
We recognize that the compilation of this budget was a monumental

task. I commend you and your people for the tremendous effort
which you have made to submit the budget proposals of the admin-
istration. I assume that there have been differences of opinion within
the administration during the compilaiton of the budget but that the
final budget product represents a consensus. In this committee and
in the Congress there is and will be a wide diversity of opinion as to the
merit of various budget proposals.
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Mr. Director, you have heard my attempt to place in some perspec-
tive the problems which confront this committee. We are aware of
many of your views with respect to this budget. It is important, how-
ever, that we have the opportunity to let you know in this hearing
what our views may be.
I shall presently ask you to put the very excellent statement which

you have prepared for us, in the record. Before placing it in the
record, I would like to yield to the ranking minority member, one of
the most valuable members of the legislative branch, Mr. Cederberg.
Mr. CEDERBERG. Mr. Chairman, I will take very, very little time.
I listened with interest and read the statement of the chairman

pointing out some of the dire consequences of this $304 billion budget
request for initial spending authority. I think it is only fair to point
out that these are the same questions that we have been raising over
the years. I think a rereading of the record of the hearings of this
committee with directors of the Bureau of the Budget over the past
years, whoever it has been, would show that many of these same ques-
tions have been raised. As I stated when the budget came up, there are
grave discussions about this $304 billion spending budget, and now
we have to decide where to cut it.
The only problem is that we—and when I say "we" I am not refer-

ring to the Appropriations Committee but I am referring to the whole
Congress—we proceed to raise it. I think it might be of some interest
to the members of the committee if the Director of the Office of Man-
agement and Budget would give us some of the basic problems that he
had in trying to keep this budget at $304 billion. I can recall having
discussions with him when the attempt was going to be made to try to
keep it under $300 billion. Certainly the reason this budget is what it
is now is because of actions the Congress has taken in years past.
So while we can express our concerns about the size of the budget,

and the size of the deficit, it seems to me that we have to realize that
the actions that have been taken over the years by the Congress result
in this budget, for good or for bad.
So I am hopeful, Mr. Director, that you can shed some light on this

to this committee as to the problems that you have. You have alluded
to this in your statement, I know, but it might be helpful if we could
get some ideas as to the problems that you are faced with, particularly
in the area of outlays required under existing law. We, I am sure, on
the Appropriations Committee will be very grateful for any guidance
that you can give us where we might cut this budget—we are going to
try to do it in our subcommittees—and also give us a little guidance as
to what we might look forward to in the future as to the increases pro-
posed in legislation by the executive and some of the legislation that
may be under consideration here in the Congress.

It seems to me that while we are concerned about this $304 billion
budget for fiscal year 1975, it looks like this might be a rather small
figure compared to what it is going to be in the next 5 years or so.
Mr. MAHON. Thank you, Mr. Cederberg.
With respect to the 'budget, there are those who say we will cut it

and those who say we will increase it. Based on past experience, it
should be pointed out that bills handled by the Appropriations Com-
mittee of the House and Senate have been less than the Presidential
budget for the last 30 years. At this time about 40 percent of the
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spending is mandated by nonappropriation bills and is not under the
jurisdiction of this committee. Last year we cut the appropriation
budget, but in nonappropriated and mandatory spending, such as so-
cial security, the Congress went above the budget. It is going to be a
monumental job to hold this overall budget to $304 billion in spending
and at $322 billion in new obligational authority.

GENERAL STATEMENT OF THE DIRECTOR OF THE OFFICE OF
MANAGEMENT AND BUDGET

At this point, Mr. Director, we will place in the record your
statement.
[The statement follows:]

STATEMENT OF ROY L. ASH, DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET
BEFORE THE HOUSE APPROPRIATIONS COMMITTEE

Mr. Chairman and members of the committee: The President's budget for
1975 pursues a number of major objectives:

The proper fiscal balance to keep the economy on the track to sustained
high employment and more stable prices;
A strong defense force in support of our efforts to build an enduring

structure of peace in the world;
A comprehensive energy program to deal with current shortages and

to reestablish our ability to be self-sufficient in energy; and
Basic reforms of grant-in-aid programs—reforms embodying the new

federalism philosophy of strengthening the role of State and local govern-
ments, and of the individual citizen. •

Before addressing these points, I would like to make two general observations
about the budget.

First, the most sweeping initiative included in the budget, of course, is the
President's proposal for a comprehensive national health insurance plan. Also,
the President has called once again for the cooperation of Congress in an effort
to bring about major reform of the welfare system. Neither of these proposals,
however, is expected to be enacted and established in time to affect 1975 budget
totals significantly.

Second, the new initiatives should not obscure the importance of the $300 bil-
lion or so budgeted for existing programs. That is an enormous amount of
money, and I think we owe each taxpayer our assurance that every effort is being
made to improve the performance of ongoing Government activities. The budget
reflects this concern through proposals to rationalize the structure of Govern-
ment—particularly in the energy area—and through stepped-up efforts to im-
prove the management of Federal programs. These efforts have placed emphasis
on the tangible results that programs achieve. This has involved working with
departments and Agencies on the development of specific program objectives, then
setting deadlines for their achievement. This process requires the analysis and
evaluation of the performance of ongoing programs, and the development and
implementation of significant program improvements. Applied governmentwide
this effort is helping to insure that the taxpayer does indeed get his money's
worth for his tax dollar.

ECONOMIC POLICY

During the latter part of 1973 the economy was operating at close to full
capacity. Simultaneously we experienced a shortage of energy. These factors
have combined to produce high rates of inflation in 1973 that can be expected to
continue in the first half of 1974.
Major shortages of basic resources in peacetime are a unique economic

experience for us. The situation dictates a prudent but flexible budgetary policy.
If we try to use the fiscal stimulus of large budget deficits to compensate for the
loss of jobs resulting from energy shortages, the result will be a classic case
of too many dollars chasing too few goods—thereby pushing up prices further.
On the other hand, the budget must support a high enough level of demand and
employment to prevent the economic slowdown from cascading beyond the impact
of energy shortages.
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The budget for 1975 should accomplish this delicate task. The budget recom-mends total outlays of $304.4 billion for 1975, compared to $274.7 billion for 1974.These figures are expected to result in moderate budget deficits of $4.7 billion in1974 and $9.4 billion in 1975. But on the full-employment budget basis, as conven-tionally defined, we will have surpluses of $4 billion in 1974 and $8 billion in 1975.These full-employment surpluses include the sizable increase in budget receiptsresulting from inflation. Since inflation increases full-employment receipts moresharply and more immediately than it does outlays, these full-employment sur-pluses do not indicate that spending should be higher. The fact that these sur-pluses anticipated in 1974 and 1975 will be largely the product of the inflation isthe reason that we must plan to achieve them—to provide restraint against fur-ther inflation.
Moderate full-employment surpluses in 1974 and 1975 will help prevent price

adjustments in the area of energy resources from spilling over into a general
inflation throughout the economy. Also, they will preserve for us the flexibility to
take targeted actions, if necessary, to offset any economic dislocations that may
result from energy shortages.
Because of the uncertain economic outlook, the President has directed, as a

precautionary measure, that contingency plans be prepared for use in the event
that the slowdown in the rate of growth is greater than we now anticipate. The
President's proposal to extend the duration and coverage of unemployment bene-
fits in high-unemployment areas is an example of the type of action that can, with
the approval of Congress, be taken. It would not be appropriate for me to specu-
late at this time as to what other specific measures might be taken, if the need
arises, but I would like to share with you the direction of our thinking. We are
considering both measures which would increase budget spending, and a few
actions which would affect cash receipts. We are seeking options that can be tar-
geted—that is, that would help ease any unemployment that may become concen-
trated in particular areas. High priority is being given to devising measures that
would take effect as quickly as possible and terminate easily or automatically
when no longer needed.
Any such measures should support the automatic stabilizers that already exist

in the tax structure and in the budget.

NATIONAL DEFENSE

Turning to defense spending, the budget anticipates a $6.3 billion net increase
in military spending, from $79.5 billion in 1974 to $85.8 billion in 1975. This net
increase does not represent a major departure from past defense budget strate-
gies. Rather, it reflects three major factors:

The pay and price increases necessary to maintain our existing defense
strength. This accounts for over $5 billion of the total increase requested.
Minimal increases to improve the readiness of our Armed Forces.
The necessary cost of developing future weapons systems.

Defense outlays will continue to represent a declining share of the budget and
of our gross national product.

• ENERGY

The 1975 budget provides funds for the various elements of a comprehensive
energy policy to deal equitably with current shortages and to reestablish our
ability to be self-sufficient in energy. This policy has three major facets: The first
involves the task of rapidly increasing our domestic energy supplies. This means
stepping up our production of oil, gas, and coal, and accelerating the development
of nuclear power. A second aspect involves slowing the growth in demand for
energy through the elemination of nonessential uses and through more efficient
energy utilization.
The third aspect of our energy policy involves greatly accelerating our energy

research and development programs. This is where the major budget impact of
our energy programs occurs: The budget proposes spending over $1.5 billion for
direct energy R. & D. in 1975, compared to $698 million in 1973. Outlays for fossil
fuel and other nonnuclear research will more than double.
The joint Government and private effort in energy research and development is

expected to receive over $10 billion in Federal support during its first 5 years.
This will complement an even larger energy research and development investment
by the private sector.



10

THE BUDGET AND NATIONAL PRIORITIES

Even a casual glance at the 1975 budget shows a pattern of Federal spend-
ing priorities markedly different from that which prevailed only a few years
ago. Twenty-nine percent of the 1975 budget is allpcated for defense, including
military retirement. Nondefense Federal operations, defined as activities where
the Government goes into the marketplace and buys something or hires some-
one, account for 10 percent of the total on a net basis. Another 7 percent of Fed-
eral spending goes for interest on debt held by the public.
This leaves about 54 percent of all spending in the form of grants to State

and local governments or benefit payments directly to individuals, primarily
under social insurance programs such as social security and medicare.
The increasingly indirect role the Federal Government is assuming in our

national life expresses the new federalism philosophy. Instead of commanding
a major portion of the economy directly and attempting to impose priorities
on State and local governments, the Federal Government is assuming the role
of simply collecting taxes from taxpayers with one hand and redistributing
these funds to recipients with the other hand. The strings attached to grants
in the past are being removed or relaxed, and at the same time we are stress-
ing cash, rather than federally specified in-kind assistance to individuals. This
means that control over final spending decisions is increasingly being decen-
tralized away from Washington; it is being returned to the people and to States
and local communities. People and communities are getting more Federal money
to spend as they see fit. This is what the new federalism is all about. The ob-
jective is not simply to diminish the direct role of the Federal Government
across the board, but rather to permit each level of government, and the pri-
vate sector, to focus on the responsibilities it can handle best.
The relative shift away from direct Federal operations toward payments to

individuals and grants to State and local governments is much more than just
a change in the form of Federal spending. The sharp growth in grants and trans-
fer payments coincides with a relative increase in human resource programs.
These now make up about half the budget, compared to 34 percent in 1969. De-
fense outlays, which make up the bulk of direct Federal operations, have dropped
from 44 percent of the 1969 budget to a proposed 1975 share of 29 percent.

BUDGET AUTHORITY

This committee has a special interest, of course, in budget authority. For fiscal
year 1975, total budget authority is estimated at $322 billion, $11 billion more
than in 1974.
For 1974, the budget seeks congressional action this session on an additional

$14 billion. Of this amount $10.4 billion is transmitted in the budget for action
by this committee. This latter amount includes $3.6 billion for increased pay
costs primarily for two separate comparability pay raises granted this year. It
also includes $3.4 billion for the Defense Department to improve readiness,
modernization, aircraft capability, and provide for retired pay and other man-
datory cost,increases ; $0.9 billion for various veterans programs; and $0.6 bil-
lion for food stamp and child nutrition programs.
For 1975, congressional action is requested on $198 billion of the total, $5

billion less than for 1974. The remaining $124 billion is the net of $164 billion of
permanent budget authority, which will be available under existing laws with-
out additional action by the Congress, and $40 billion in offsetting receipts.

Current budget authority increases by $21 billion from 1973 to 1974, then de-
creases by $5 billion in 1975. This pattern results largely from three unusually
large 1974 items already enacted: about $14 billion in highway and mass transit
authorizations, about $4 billion for the Environmental Protection Agency, and
over $3 billion in foreign economic and military aid.
Leaving 1974 aside, however, and comparing 1975 with 1973, we find that the

percentage of total budget authority supplied without action by Congress for
trust funds and interest on the debt rises from less than 42 percent in 1973 to 47
percent in 1975. The comparable figure for 1967 was just over 30 percent. These
figures are but one manifestation of the broad problem of the growth in the
portion of the budget that is relatively uncontrollable under existing law.
Federal funds transactions.—In response to the request of the Congress, the

1975 budget continues the practice begun 3 years ago of presenting information
on the transactions of Federal funds.
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Federal funds outlays in 1975 are estimated at $2201/2 billion, about $17 bil-
lion more than in 1974. Federal funds receipts are expected to be about $203
billion, also $17 billion higher, so that Federal funds deficits will be $18 billion
for both 1974 and 1975—compared to $25 billion in 1973.
The Federal funds deficit is associated with Federal funds payments to the

trust funds. These payments, totaling $201/2 billion in 1974 and over $23 billion
in 1975, more than account for the $18 billion Federal funds deficits in each of
these years. Three types of Federal funds payments make up virtually all of
these transactions: the payment to the general revenue sharing trust fund, in-
terest paid on debt securities held by trust funds, and the Government's con-
tribution to the social security and civil service retirement trust funds. The Fed-
eral funds deficit of $4 billion in transactions with the public in 1973 will be-
come a $2 billion surplus in 1974 and a $5 billion surplus in 1975.
With your permission, Mr. Chairman, I would like to discuss a few of the

highlights of the 1975 budget by use of some charts.



Bu
dg

et
 T
ot
al
s 
Si

nc
e 
1
9
7
3

$
 B
il
li
on
s

$
 B
il

li
on

s

3
0
0
 —

2
0
0
 —

1
0
0

11111
11111

11111
11M

23
2.

2

Re
ce
ip
ts

Ou
tl

ay
s

27
0.
0 

 2
7
4 
7

24
6.

5

A

29
5.
0 

 3
0
4 .4

'f
rv

—
 3
0
0

—
 2
0
0

—
1
0
0

19
73

 
1
9
7
4
 

19
75

Fi
sc
al
 Y
ea

rs
 

Es
ti
ma
te

t\
D



T
h
e
 B
ud
ge
t 

Do
ll
ar

Fi
sc
al
 Y
ea
r 
1
9
7
5
 E
st
im
at
e

W
h
e
r
e
 i

t 
c
o
m
e
s
 f
ro
m.

..

Ex
ci
se
 T
ax
es

Bo
rr
ow
in
g

In
co
me

Ta
xe
s Fr
om

Em
pl
oy
ee
s

Fr
om

Em
pl
oy
er
s

W
h
e
r
e
 i

t 
go
es
..
.

Be
ne
fi
t

Pa
ym
en
ts

to
In

di
vi

du
al

s

Ot
he
r

Fe
de
ra
l

Op
er
at
io
ns



Ch
an
gi
ng
 P
ri

or
it

ie
s

Pe
rc

en
t

6
0

5
0
 —

4
0
 —

3
0
 —

2
0
 —

1
0
 —

0
 —

Pe
rc
en
t

6
0

H
u
m
a
n
 R
es
ou
rc
es
*

n
o
s
e
i
m
ai

ii
is

ow
s0
0
0
s
e
s
s
i
o

De
fe
ns
e

Pe
rc
en
t 
of
 T
ot
al
 O
ut

la
ys

 
L

.0
1•
1•
••
•1
,1
1•
1•
10
12
W 
 

—
 5
0

—
 4
0

—
 3
0

—
2
0

—
1
0 0

1
9
6
9
 

1
9
7
0
 

1
9
7
1
 

1
9
7
2
 

1
9
7
3
 

1
9
7
4
 

1
9
7
5

Fi
sc

al
 Y
ea

rs
*E

du
ca

ti
on

 a
nd
 
M
a
n
p
o
w
e
r
,
 H
ea
lt
h,
 I
n
c
o
m
e
 S
ec
ur
it
y,
 a
nd
 V
et

er
an

s 
Be

ne
fi

ts
Es
ti
ma
te



De
fe

ns
e*

 Ou
tl
ay
s

$
 B

il
li
on
s

1
0
0
  

8
0
—
i

$
 B
il
li
on
s

1
0
0

6
0

Pr
oc
ur
em
en
t,

Co
ns

tr
uc

ti
on

,
an

d 
Ot

he
r

To
ta
l

/
-
-
6
0

4
0
—
 

—
4
0

r,w

2
0
 

—
2
0

Mi
Ht

ar
y 
a
n
d

0
 i
m
m
t
i
l
9
W
W
,
r
5
r
I
O
N
S
M
I
V
I
M
I
C
L
O
W
S
K
.
i
t
i
e
d
a
s
a
t
C
d
a
N
a
l
i
e
t
t
a
b
g
a
l
l
i
e
l
a
S
s
e
l
n
i
e
r
.

r
t
:

1
9
6
4
 6
5
 
6
6
 
6
7
 
6
8
 
6
9
 
7
0
 

71
 

7
2
 

7
3
 
7
4
 
7
5

Fi
sc

al
 Y
ea
rs
 

Es
ti

ma
te

*
D
e
p
a
r
t
m
e
n
t
 o
f 
De

fe
ns

e 
—
 
Mi

li
ta

ry
 &
 M

il
it

ar
y 
As

si
st

an
ce



De
fe

ns
e*

 O
ut

la
ys

 a
s 
a 
Pe

rc
en

t 
of
 G
N
P

Pe
rc
en
t

1
5
 
 

1
9
5
0
 

1
9
5
5
 

1
9
6
0
 

1
9
6
5

Fi
sc

al
 Y
ea
rs

*D
ep

ar
tm

en
t 

of
 D
ef

en
se

—M
il

it
ar

y 
&
 M

il
it
ar
y 
As

si
st

an
ce



Fe
de

ra
l 
Gr
an
ts
 t
o 
St
at
e 
an
d 
Lo
ca
l 
Go

ve
rn

me
nt

s
$
 B
il

li
on

s 
$
 B
il
li
on
s

6
0
—
 

 
6
0

4
0
 —
 

Ge
ne
ra
l 
Re
ve
nu
e 
Sh

ar
in

g 
—
 4
0

3
0
 —
 

—
 3
0

9.2
;:
et

wib
x:O

f

ig
hw
a

—
0
 —
 
 

0
1
9
6
5
 
6
6
 

6
7
 
6
8
 
6
9
 

7
0
 

71
 

7
2
 

7
3
 

7
4
 

7
5

Fi
sc

al
 Y
ea

rs
 

Es
ti
ma
te



He
al
th
 O
ut

la
ys

$
 B
il

li
on

s
3
0
 
 

$
 B
il

li
on

s

3
0

0
0

5 0
 
 

- 
0

1
9
6
5
 
6
6
 

6
7
 

6
8
 
6
9
 

7
0
 

71
 

7
2
 

7
3
 

7
4
 

7
5

Fi
sc
al
 Y
ea

rs
 

Es
ti

ma
te

5



In
co
me
 S
ec

ur
it

y 
Ou
tl
ay
s

$
 B
il
li
on
s

Ot
he
r 
Re
ti
re
me
nt
 a
nd
 S
oc
ia
l

In
su
ra
nc
e



Di
re
ct
 E
ne
rg
y 
R
&
D
 -
 o
ut
la
ys

$
 B
il
li
on
s

2.
0 -
 



Ou
tl
ay
s 
fo
r 
Tr
an
sp
or
ta
ti
on

$
 B
il

li
on

s

1
0

,.
."

#4
.4

fe
e.,

 • 
--
 

•
 'A
v.
*"
 
'

as
s 
Tr
an
si
t 
an

d 
Ra

il
ro

ad
s.



Ou
tl

ay
s 
fo
r 
Po

ll
ut

io
n 
Co
nt
ro
l 
an
d 
Ab
at
em
en
t-
EP
A

$
 B
il

li
on

s 
$
 B
il
li
on
s

4.
0 
—

3.
0 
—

2.
0 
—

Ot
he
r 

Po
ll
ut
io
n

Co
nt

ro
l 
an
d 
Ab

at
em

en
t

1.
0 
—

0 1
9
6
9
 

1
9
7
0

Fi
sc

al
 Y
ea

rs

W
A
 •
 •
 •
 •
 

•

03
4.

. 0
4%
,

19
71

1
9
7
2

To
ta
l Se

wa
ge

 P
la
nt

Co
ns

tr
uc

ti
on

 G
ra

nt
s

1
9
7
3

4.
0

3.
0

2.
0

1.
0

0
1
9
7
4
 

1
9
7
5

Es
ti
ma
te

•
 •
 %
V
'

0
:
W
o
m
o
o
m
o



Co
ns
ol
id
at
ed

Ed
uc
at
io
na
l 

Gr
an
ts

Ek
rn

en
ta

ry
,

Se
co

nd
ar

y,
an

d 
Vo

ca
ti

on
al



Re
la

ti
on

 o
f 
Bu
dg
et
 A
ut
ho
ri
ty
 t
o 
Ou
tl
ay
s—
 1
97
5 
Bu
dg
et

Fi
gu
re
s 

in
 b

ra
ck
et
s 
re

pr
es

en
t 
Fe

de
ra

l 
fu

nd
s 
on

ly

Ne
w 

Au
th
or
it
y

Re
co
mm
en
de
d

fo
r 
19
75

32
2.
1

[2
28
.7
]

7.°
sp
e4
, r
6
 
i
• "
l
ir
e

Un
sp
en
t 
Au
th
or
it
y

En
ac
te
d 

in
Pr
io

r 
Ye
ar
s

31
9.
8

[1
68
.2
]

To
 b
e 
sp

en
t 

in
 1
97
5

20
3.
2

[1
81

.1
]

•

q ,
 

-
\-
5

\q
1
<

7,
r> •s

/

..
.A

ut
ho

ri
ty
 w

ri
tt
en
 o

ff
 1
r
d
 
ex

pi
,e

ci
1
11:
 d

. 
0
.3
)

To
 b
e 
sp
en
t

in
 F
ut

ur
e 
Ye
ar
s

21
7.

3
[1
27
.4
]

Ou
tl
ay
s

in
 1
97

5
30
4.
4

[2
20

.6
]

Un
sp
en
t 
Au
th
or
it
y

fo
r 
Ou

tl
ay

s 
in

Fu
tu
re
 Y
ea

rs
33
6.
2

[1
74
.9
]

N
O
T
E
:
 T
he
 d
if

fe
re

nc
e 
be
tw
ee
n 
th

e 
to
ta
l 
bu

dg
et

 f
ig
ur
es
 a
nd

 f
ed

er
al

 f
un
ds
 s
ho

wn
 I
n 

br
ac

ke
ts

 c
on

si
st

s 
of

 t
ru

st
 l
on
ds
 a
nd

in
te
rf
un
d 

tr
an

sa
ct

io
ns

 b
et
we
en
 
fu
nd
 
gr

ou
ps



25

Mr. MAHON. Now I wish you would share with us some of the prob-
lems you confronted in negotiating with agencies and bureaus in
formulating this budget. Shed some light on this problem.
Mr. ASH. Thank you very much, Mr. Chairman.
I know you would like to get as quickly as we can into the substan-

tive aspects of the budget, and I am happy to submit the brief pre-
pared statement that I have for the record.
I would also like to introduce at this time those executives of OMB

that I have brought with me. I want to use the occasion not only for
them to get a direct understanding of the viewpoints that you, Mr.
Chairman, and other members of your committee have, but to make
sure that you have available to you the depth of understanding and the
depth of information about all elements of the budget that they bring
with them. I intend to amply call upon them to participate in these
discussions.
To my right is Mr. Fred Malek.
Mr. MAHON. Please have the gentlemen raise their hands as they are

introduced.
Mr. ASH. He is the Deputy Director.
To my left, Mr. McOmber, whose job it is to put together the budget,

a very difficult job. He is Assistant Director of the Office of Manage-
ment and Budget.

Sitting in the row immedately to my right, Associate Directors of
OMB, Wally Scott and Paul O'Neil and Frank Zrab, and Assistant to
the Director Hal Eberle.
Among us we would hope that you have a source of answers to vir-

tually any questions that you might ask.

UNCONTROLLABILITY OF THE BUDGET

Let me address myself, for a brief moment, to the point that you
made about the difficulties a putting together this budget. I presume
they are not much different than the difficulties of putting together
other budgets. To a great extent they relate to the point that Mr.
Cederberg made that is, that in many respects the budget is not so
much any more a set of Presidential programs as it is a forecast of
the inevitable consequences of programs put on the books in earlier
years.
Mr. MAHON. Programs put on the books by various administrations

with the approval, at least tacit approval, of both the legislative and
the executive branch.
Mr. Asir. That is right. Over the years, those kinds of actions and

the programs resulting from them, such as the personal entitlement
programs, are built into an inevitable stream of payments. Although
we have little, if any, discretion in these programs we must include
them in our forecasts each year. Let me just quantify that in one way
here. That is, as we look to the year-to-year changes, and you observed
there was a big change in fiscal year 1975 over 1974, almost a $30
billion increase.
Of that, $26.5 billion was under the heading of uncontrollables.

That is, either the programs themselves or, alternatively, the prior
obligations and commitments made, or procurement to, and that sort
of thing, that have long leadtimes, have accounted for $26.5 billion
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of the $30 billion increase. I think that is just one index. There are
other ways that we can look at it, but I would suggest, then, that
some of the things that we can all give our time to are the decisions
and the effects of the decisions we may make this year, not on this
year's budget so much as on future years' budgets. At one time maybe
we had the idea that we in executive branch could put together a
budget that, when enacted upon by the Congress, would be the basic
decisions affecting that year's activities.
More than that, we are making decisions this year about future

years' outlays, for future years' revenues, and we should consider all
of our actions and deliberations in that light. The budget is to a great
extent, a forecast of the effect of prior congressional and executive
branch decisions.
The budget that we must deal with contains some new initiatives

that would affect this year's outlays and revenues, but most of all, it
refk;cts a compilation of decisions made in earlier times.
When we work with the agencies, particularly agencies like HEW,

we find that to be true. There is a very limited range of new discre-
tionary opportunities for either the legislative or the executive
branch to deal with each year. Many decisions that are important to
future years are being put in front of you through the process of
reviewing this year's budget. I think that they clearly should be
considered in that light.
Let me not make further general observations, because I think that

characterizes the process of putting together the budget for any 1 year
and particularly in this year.
Thank you, Mr. Chairman.
Mr. MAHON. Thank you, Mr. Director.
You will put in the record certain tables and charts which you have

prepared, will you not?
Mr. Am. Yes, I will. They all point to how those decisions made in

earlier years have, to some extent, taken decisions out of our hands this
year.
[The information follows:]
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PLANS FOR STIMULATING THE ECONOMY

Mr. MAHON. Let us talk about stimulation of the economy, then
the priorities of which you speak, new initiatives, and about the elu-
sive budget margin, and move along as well as possible.
In their official comments on the fiscal 1975 budget, spokesmen for

the administration have characterized the proposed budget as one
which strikes the right balance between fiscal stimulus and restraint.
At the same time, the administration has stressed its willingness to
increase spending in certain areas if such action is necessary to avoid
a recession. At a press briefing on the new budget on February 2, Mr.
Malek outlined the administration's position in this area as follows:
* * * we think we have the right balance with this budget itself. But at the

same time, the President is not willing to tolerate recession, and should it
become apparent that further stimulus is needed, the President has directed
us to prepare a contingency plan of added spending that can stimulate the
'economy. This can be done in a couple of different ways. It can be done by
stimulating a particular geographic area, or reducing unemployment generally,
or by stimulating an industry that might be depressed.

What things will have to happen for it to become apparent to the
administration that further stimulus of the economy is needed?
Mr. Asa. We have in front of you Mr. Fred Malek who made that

statement. I cannot think of a better time to call on him.
Mr. MALEK. Mr. Chairman, once again, within the opening part

of that statement, we think that we have the right balance now between
stimulation to the economy and restraint against inflation. The thrust
of my statement, and the thrust of the President's policy, is to recog-
nize the fallibility in economic forecasting, particularly in a year
clouded by the impact of the energy problem.
We should be prepared if the economic indicators show that un-

employment is rising above what we projected, or that the economy is
on a less desirable growth path than we had projected, to be flexible
and to take those actions -which would prevent people from being
thrown out of jobs and would keep the economy moving. That is the
thrust of the contingency plan that we have prepared.
Mr. MAHON. Secretary Shultz listed certain items that might be re-

sorted to. Is strengthening the unemployment insurance system by ex-
tending coverage one of the things?
Mr. MALEK. Yes, sir.
Mr. MAHON. Increasing the level of benefits and providing for trig-

gering extended benefits in areas where unemployment rises rapidly
to a high level is another thing. Aren't these steps a rather traditional
way to provide stimulus to the economy? How much help will they
really be if we have a long-term problem caused by the energy crisis
or lack of other basic materials? And in fact, could some of these
formerly helpful tools backfire and greatly increase our inflation prob-
lems, and indeed hurt our overall economic condition?

It looks to me as though all these traditional rules might not be
applicable at this time.
Mr. MALEK. Sir, I think the unemployment benefits that you re-

ferred to can be used in a way that will impact on those particular
areas that could be hardest hit by unemployment. Again, we don't
expect that the energy crisis is going to have such a severe impact as to
necessitate the triggering of these items. But should they need to be
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triggered, and should we have items such as unemployment insurance
that can have an impact on a particular area while not adding to
general inflation, I think it is in the public interest that we do such
things.

TRIGGERING ECONOMIC STIMULUS

Mr. MAHON. What specific development will have to occur before
you would call in these Minutemen to help stem the tide of depression?
Suppose the unemployment rate rises to 5.6 percent, or 7, or 8; would
that trigger these programs?
Mr. ASH. Let me, Mr. Chairman, discuss that and particularly sug-

gest that in the discussion you will have tomorrow with Dr. Stein,
you may want to amplify this. We have a view of what the economy
will be for the rest of this calendar year. This view suggests that after
the second quarter, as we get into the third and fourth quarters we will
see a restoration of economic growth and diminution of inflation. At
any time when our forecast, using whatever indicators seem most re-
levant, leads us to conclude that our current view is not correct in terms
of what economic conditions will be in the mid to latter part of this
year that would be a cause for setting in motion some of these con-
tingency plans.
There will be continual reassessment of the economic outlook for

the whole course of the year. Specific actions won't be triggered by any
one statistical index but, rather by a set of factors that would cause
us to significantly change the view we now have that there will be
economic recovery starting in the second quarter and continuing in the
third and fourth.
Mr. MAHON. It seems to me that you indicate this whole matter is

somewhat nebulous. You are not able to pinpoint specifically what
action would be taken and when.

EXTENDED UNEMPLOYMENT BENEFITS

Upon the request of the administration, I believe last week, legisla-
tion was introduced which would extend unemployment benefits an
additional 13 weeks beyond the present level, as well as providing ex-
tended coverage. Do you think these additional benefits will be needed
in 1974 and 1975? Do you have any thoughts on that?
Mr. Am. They may well be needed in 1974 and we certainly would

encourage early consideration of that proposed legislation.
Mr. MAHON. You have not given us criteria as to just what would

trigger these things. Can you do that?
Mr. ASH. A number of different things could be triggered by dif-

ferent indications of economic outlooks. For instance, if the view was
that inflation is our greater problem, and unemployment is not, we
might have a different set of answers. The particular response that
we should pull out of the bag is that response that is best fitted to
what a changed view might be. It is very difficult at this time to an-
ticipate exactly what might be a succession of forecasts or successIve
views of the economy for the rest of the year.
Mr. MAHON. Do you anticipate the possibility of sharper increases

in unemployment and at the same time more inflation?
Mr. ASH. No, sir. Our anticipation at this moment—and again

Dr. Stein can elaborate more completely—our anticipation at this
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moment is that we are going over the top of the inflation rate during:
this quarter and it should be coming down later in the year. Unemploy-
ment will be rising a little from what it is now, as we see it. It will not
go over 6 percent, even though some are forecasting much more. Those
are the two trends we see for the immediate period ahead.
Mr. MAHON. Does this indicate that in seeking additional numbers

of weeks for unemployment benefits that the administration is pre-
pared for a rather long and steep downturn in the economy?
Mr. ASH. No, sir. In fact, we are anticipating that real economic

growth will begin to pick up in the second quarter and accelerate in
the third and fourth quarters. The quarter we are now in is probably
the quarter of the lowest economic growth we will have during this
year.
Mr. MAHON. The wholesale price index went upward in January,

3.1 percent. That could mean in the course of this year a tremendous
increase in prices and therefore a tremendous surge toward greater
and greater inflation. Do you anticipate that inflation is an even
greater threat than unemployment during this period of scarcity in
supply.
Mr. ASH. Certainly there is the real problem of finding that fine line

between a budget geared to holding down inflation and a budget geared
to holding down unemployment. We believe that we have found, at
least for now, that fine line. We feel we should be prepared, in this
year particularly, to be flexible if a change is called for.

ACCELERATION OF PROGRAMS

Mr. MAHON. What kinds of projects might be speeded up, and what
.is the total amount available that could be pumped into the economy
by way of these projects?
Mr. ASH. Let me set out some of the criteria we believe are applicable

to this kind of a situation.
First, if we expect any change to take place, it will be one that would

affect unemployment, and we would therefore look for projects that
would translate themselves into immediate employment. That is one
criterion.

Another criterion is to have projects or programs than could be fitted
to particular pocket areas of unemployment. As an example, the un-
employment insurance proposal that has been submitted is based upon
an automatic formula that routes unemployment compensation in
greater amounts to those pockets of unemployment that are particu-
larly serious.
A third criterion would be to have programs that are not long

term but that could be acted on immediately and could be brought to
an end when their purpose has been served. Some of the kinds of pro-
grams that would meet these criteria would be already existing pro-
grams that could be speeded up, as opposed to new ones. To add new
programs generally would have an effect on the economy many months,
and perhaps years, out. We could well decrease, as I think Secretary
Shultz has already indicated, the rates of income tax of withholding
that have been, in many cases, overwithheld. In earlier years, earlier
administrations have changed the dates of refunds of veterans in-
surance premiums. So there have been these kinds of changes of flows
of money that would go directly into the economy with immediate
effect.



43

Another one deals with the manpower revenue sharing, where there
could be more moneys that the cities and the States may want to apply
to public service employment.
Mr. MAHON. You may expand on that for the record.
[ The information follows :]
The examples above meet the criteria the administration has in mind. No de-

cisions have been made as to specific programs, but the administration will be
guided by the three criteria mentioned above—ability to generate employment,
ability to target the impact, and ability to start quickly and end quickly.

THE ELUSIVE BUDGET MARGIN

Mr. 1VIAHoN. Mr. Director, we will want to explore this question
further with Secretary. Shultz, but we also would like for you to
expand upon changing the time of Federal payments, possible changes
in monetary policy by the Federal Reserve Board, and changes in
tax withholding schedules. These are the kinds of things that should
be considered. We will ask you to comment to the full committee on
some of these issues.
I would like to move to the subject of budget margins, I should say

elusive budget margins. These dividends that budget directors and
administrations have been telling us about for decades, but which never
seem to materialize.

Until recent years, peacetime economic growth has tended to gen-
erate increases in Federal revenues faster than a corresponding rise
in expenditures. The resulting surplus is often referred to as a "budget
margin" or "fiscal dividend."
We thought we might have one at the end of the fighting in Vietnam.
Because of strong economic expansion in the early 1960's, it was

recognized that a substantial "fiscal dividend" would accumulate dur-
ing the past decade. Economists suggested that the dividend could
be distributed either in the form of tax cuts or through the introduc-
tion of major new Federal programs. These dividends have not
materialized.
What happened was that both courses were pursued. Major tax cuts

were enacted in 1964, 1969, and 1971—and, of course, expenditures for
human resources and other civilian programs increased dramatically.
The net result was that thefl combined decrease in taxes and the in-
crease in expenditures resulted not in a "budget margin" or "fiscal
dividend"—but rather a "fiscal mortgage." In other words, we are
spending most of our available revenues many years in the future.
The concept of a "budget margin" is still very much with us. The

budget transmitted to Congress in January 1970 estimated that we
would have a $22 billion budget margin in fiscal year 1975. Fiscal
year 1975 is here, and that budget margin has come down from $22
billion to $8 billion. Each year the budget continues to speculate that
5 years hence we will see a large "budget margin." The 1975 budget is
no exception. It estimates the potential 1979 margin at about $37 bil-
lion. But that 1979 margin is based on full employment revenues and
on a conservative projection of future costs of 1975 programs as well
as and other proposed programs.
I would like to ask this question:
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THE PROJECTED 1975 BUDGET MARGIN

What happened to the $22 billion 1975 budget margin? Was it re-
duced because beneficiary programs were expanded at the same time
taxes were cut?
What is the answer to that? The margin predicted in 1970 for 1975

was $22 billion but it didn't materialize.
Mr. ASH. That contemplated a continuation of the programs as

they existed in 1970 and pricing them forward to 1975. In the interim,
there has been considerable additional legislative activity, executive
activity, and there have been a number of additional programs put on
the books. In effect, we have found ways to expand those moneys so
that no longer are they there as we forecast them in 1970. We look
ahead in this budget to 1979 and similarly forecast a prospective full
employment margin available to deal with.
It is my forecast that we will probably find' ways to expend that.

I do want to make one comment about the observation that you made
in the process of asking that question that relates to the reduction
of defense expenditures because there is a different kind of dividend
in the sense of peace dividend more than a fiscal dividend.

I think it is important that we understand what did happen to
that. At the peak of the Vietnam war in 1968, we were spending on a
constant dollar basis Federal moneys at one-third more than we are
now that is the Federal budget today for Defense is about $85 bil-
lion, say $85:8 billion. On a constant dollar basis, we would have been
spending not $85 billion but more likely $125 billion or $130 billion.
What we have done by a gradual reduction of those expenditures, what
we have done is to have realized approximately $40 billion peace divi-
dend and have redirected that to domestic programs. The reduction of
the levels that we were spending for Vietnam—and I am putting these
all in 1975 constant dollars because of the change in dollar values—
is basically worth $40 billion a year.
Mr. MAHON. Expand on that for the record.
Mr. ASH. Yes, sir.
[The information follows:]

OUTLAYS OF THE DEPARTMENT OF DEFENSE, MILITARY AND MILITARY ASSISTANCE IN
CURRENT AND CONSTANT PRICES

[Fiscal years; dollar amounts in billions]

Amount of
inflation
between Constant
1968 and (1975)

Current 1975 dollar
dollar estimate outlays

outlays (percent) estimate

Fiscal year:
1968 $78.0 62.7 $126.9
1975 estimate 85.8 NA 85.8

"Peace dividend"--reduction from 1968 level to 1975 level of constant
dollar outlays in 1975 prices 41. 1

NA—Not applicable.
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BUDGET MARGINS A PIPEDREAM

Mr. MAHON. It seems to me that Congress, the country, and the Of-
fice of Management and Budget should recognize that these budget
dividends are more or less pipedreams. It is all right to speculate
on these dividends, but I think we kid ourselves if we say that under
a full employment budget there will be a margin of $37 billion avail-
able to us by 1979. I don't think that is very credible.
If no changes occurred you could calculate this, but as a matter

of fact this has not happened before and I don't think it will ever
happen.

CALCULATING THE 1979 BUDGET MARGIN

What programs have been left out of the calculations of this
margin? Does the $37 billion budget margin you speak of by 1979 pro-
vide for a welfare reform? It does not.
Mr. ASH. It provides for welfare reform at the continuation of the

levels of many categorical programs that already exist for welfare.
Furthermore, the number to which you refer on page 35 of the

budget, I think it indicates there, and it does, that they are not fore-
casts of what the administration will propose in the future budgets
or of possible program levels after future policy decisions and conclu-
sions, particularly by the Congress, but as a pricing of existing pro-
grams. It points out that that is the amount available either to re-
duce Government expenditures or to spend for other kinds of pro-
grams. At least it gives us a measure of what we have to work with.
Whether in working with it we would like to reduce taxes, save it, or
spend it is what the issue is each year.
Mr. MAHON. The budget estimates the cost of a national health in-

surance program at $6 billion in 1977. Proposals are pending in Con-
gress that would provide for a health program that might cost bil-
lions a year more. Independent estimates of the President's plan are
quoted as high as $15 billion. Does the $37 billion margin include
any allowance for a higher rate of health insurance benefits in 1978
and 1979? If not, it is probably sort of an Alice in Wonderland
exercise.
Mr. ARE Mr. Chairman, it does include the program that the Presi-

dent has proposed for health insurance. That is the amount that
would be $6 billion or so in 1977 and continuing into future years
from there. That is included as an expected outlay in deriving this
$37 billion full employment margin that has been calculated for 1979.

NEW INITIATIVES

I would like to turn to the new initiatives in the budget.
Mr. MAHON. You have quite a bit to say about new initiatives. How

do these new proposals in education and community development
differ from those not adopted by the Congress when last proposed?
What makes you more optimistic about their acceptance now? How
do you envision the role of Congress in the budgetary process? Is
there any room in this budget for congressional initiatives as opposed
to and in addition to Presidential initiatives? For the benefit of those
who study this hearing. I shall ask that a table reflecting new initia-
tives contained in the budget be placed in the record at this point.
[The table follows:]
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Mr. ASH. Mr. Chairman, let's start on those questions. I would ask
Mr. Paul O'Neill, Associate Director, to address himself to the first one
and then we will cover the others after that.
Mr. O'NEILL. I think it appropriate to look at page 320 and page 321

of the budget where you will see the tables required under the Legisla-
tive Reorganization Act of 1970. This sets out the new initiatives made
by the President in the budget.
To start with things of particular concern in my area, health re-

sources, we think there is a real possibility to work with Congress here
and come up with a replacement program for Hill-Burton and the
comprehensive planning activities.
That sense of forward progress comes from talking with mem-

bers of the committee. We are beginning to see some progress and
agreement. We are very hopeful about the Comprehensive Health In-
surance proposal. We are encouraged by the reception of that from
Members of the Congress and by the joint introduction by Congress-
man Mills and Congressman Schneebeli. We think there is a real pros-
pect of favorable action on Comprehensive Health Insurance.
In the educational grants area, we now have been working for 2 years

or 21/2 years. We think we are beginning to see substantial agreement.
I noted this morning an article in the New York Times indicates that
indeed the administration and Congress are beginning to make sub-
stantial progress.
Supplemental security is also noted here. As I look at these, there

seems to be a broad concensus concerning inflation-proofing supple-
mental security income benefits, something that wasn't done when the
program was first put on the books, so low-income people will not lose
benefits when there is a social security increase.
As we go through the list, I think in each of these cases, because of

the good cooperation and the conversations we have had with mem-
bers of the committees over the last year, there is indeed a real pros-
pect that these will be put into law this year.
Mr. MAIION. I would point out that the proposed new initiatives

would cost $1.5 billion in 1975, and by 1979 would cost $4.1 billion.

INCREASED SPENDING FOR DEFENSE

I would like now to go briefly to Defense. As you know, we have not
yet had the opportunity to hear the Secretary of Defense in the Ap-
propriations Committee.
Last year, the Defense Comptroller, Robert Moot, stated that dur-

ing the next 5 years the Department of Defense was projecting no sig-
nificant increase in procurement and research and development fund-
ing. He assured us of this.
However, both the proposed fiscal 1974 Supplemental appropriation

request and the fiscal 1975 budget contain large increases in these
categories.
For several years we have been predicting that the Soviets would be

able to MIRV their strategic missiles. As a matter of fact, they are
somewhat behind our earlier predictions.
Mr. Ash, would you comment on the conditions and reasoning which

have led the administration to increase spending in Defense pro-

30-156 0 - 74 - 4
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curement and R. & D. This increase in December is very significant
because. you have a $12-billion package before Congress now.
Every Member of the Congress and every member of this commit-

tee is anxious to know how valid the $12 billion proposed increase is.
Mr. ASH. First, I agree with you that a discussion directly with the

Secretary of Defense would be more appropriate, but let me put forth
the perspective we in the Office of Management and Budget have on
that subject.
The defense budget, of course, does increase this coming year, 1975,

over 1974, in total. It steps up by about $6.3 billion in outlays for the
Department of Defense.
By far the biggest amount of that increase has to do with pay and

price increases required to maintain a level of force and operations,
and only above that is a small amount representing new initiatives
having to do with R. & D. particularly for strategic forces.
There are a couple of reasons. The Secretary of Defense can elabo-

rate on them more particularly.
The first reason has to do with the lessons we learned and the infor-

mation we gathered from the recent war in the Mideast which gave us
some basis for knowing how we can and should improve our own
defense capability. Some of the expenditures are to be responsive to
that information and the understanding we gained.
Further, as you know, during the last year and since the testimony

to which you refer, we have learned a bit more about Soviet intentions
and plans. Of course, right now we are going into some of the inter-
national negotiations, the SALT talks and, later in the year, into
the mutual and balanced force reductions. We believe as a proper
response to their activity, we should step up some of our own.
These two basic reasons have occurred since the testimony to which

you refer, and do give rise to the relatively small amounts of increase,
at least as they relate to fiscal year 1975, in the defense area.
The biggest increases come from other causes; that is, the higher

prices of both labor and material.

IMPACT OF MIDEAST WAR ON 1975 DEFENSE BUDGET

Mr. MAHON. The fiscal year 1974 supplemental is said to be related
in large part to the lessons learned during the Middle East war, which
was prirriarily a conventional ground combat operation. However, with
respect to the fiscal year 1975 defense budget, we note that the Army's
share of research, development, test, and evaluation allocation declined
to 21 percent of the total, compared to 75 percent for the Navy and
Air Force.
Furthermore, the vast bulk of the research and development effort

supports the development of more modern aircraft, ships, and strategic
missiles, with less than 5 percent devoted to work on ground combat
equipment.
To what extent do the lessons learned in the Mideast war impact

on the fiscal year 1975 defense budget in the light of the statements I
have made ?
Mr. ASH. Of course, the lessons we learned did not all relate to

ground warfare. They related also to air warfare.
I think probably I should 'defer to the Secretary of Defense for the
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specific answers, because they really relate to weapons system by
weapons system.
Mr. MAHON. Mr. Ash, I will ask you a few additional questions for

the record insofar as they relate to you as Director of OMB. We realize
that the greater responsibility here lies with the Secretary of Defense
himself.

, ECONOMIC IMPLICATIONS OF THE DEFENSE BUDGET

I would like to ask you one basic question in addition. To what
extent did unemployment, energy problems, and the threat of reces-
sion relate to increases in the budget? Were these recommended in-
creases made for economic reasons in order to provide jobs? We all
like jobs. We realize the necessity for adequate defense, but to what
extent was the equation influenced by the desire to keep the economy
going?
Mr. ASH. None in the defense area. The defense budget was

constructed program by program and, in effect, strategy by strategy,
and does not have a domestic objective content to it. It is basically a
defense budget geared to the best assessment that can be made at this
time of defense needs.

LATE ADDITIONS TO THE DEFENSE BUDGET

Mr. MAHON. After OMB had essentially completed its review of the
defense budget, were there significant changes made in the budget in
late November of 1973 or in December of 1973 that were more or less
directed by the President, the White House, or the Department of
Defense itself? If so, how much was the defense budget increased or
reduced, and what were the reasons?
Mr. ASH. I have heard that question before, Mr. Chairman, and I

do not know where it stems from. The process of developing the De-
fense budget this year was almost exactly the same as the process of
developing the budget for all of the other agencies. During
the latter part of November, we had a series of meetings—myself and
my staff with the Secretary of Defense and his staff—about the De-
fense budget, because at that time we were gaining the benefit and the
understanding of what had been happening in the Mideast area. We
sat down together and attempted to work out a budget which reflected
all of the new information.
It was not a directed change. It wasn't a change, because we had not

arrived at an earlier budget. As you know, we start arriving at tenta-
tive numbers in October and in November. We were still in the proc-
ess of arriving at a final number and had not arrived at the final num-
ber, but did have information, as we had in some other agencies, that
came in late in the budget process, and worked it into the classical,
normal way of preparing a budget.
So, there was not a directed change. There was a change that was

brought out in the normal course because new information had become
available.
Mr. MAHON. In other words, there was a dramatic increase in the

Defense budget late in the preparation of the budget. It that not
right?
Mr. Asir. In November we had the benefit of new information 
Mr. MAHON. Regardless of the benefit of new information and re-



50

gardless of the war in the Mideast, did you make an additional sharp
increase in the Defense budget?

Mr. ASH. To an early tentative number. We did it in some other
agency budgets as well.
I am saying there is nothing out of the ordinary in the processes of

preparing the Defense budget, because under those kinds of circum-
stances new in'ormation is always cranked in.
Mr. ADDABBO. Will the Chairman yield at this point?
Mr. MAHON. Yes.

TRIDENT PROGRAM

Mr. ADDABBO. Mr. Director, relative to the Defense budget, you re-
ferred at several points to the Secretary of Defense. In last year's
program you slowed down the Trident program because you felt it was
a program which could be slowed down, but now we find the Trident
program being pushed ahead. Was that your decision or a decision of
the Defense Department?
Mr. ASH. It was the President's decision. All the key budget de-

cisions—and that was certainly one of them—are the President's
decisions.
Mr. ADDABBO. Who recommended to the President—the Secretary

of Defense or your office?
Mr. ASH. The National Security Council, the Secretary of De-

fense, and ourselves each made our recommendations to the President,
and then he made a decision based on those recommendations.
Mr. ADDABBO. Has there been a sudden change of our relationship

to Russia or China which means we should push forward on Trident,
or are we in a detente with Russia so we do not have to spend more on
that program?
Mr. ASH. As you know, the change on Trident this year was to move

from the rate of one a year to two a year. It had been contemplated
with the Congress, as I understand it, that that was an alternate rate
that probably should be favored.
The issue is not a black and white one, detente or no detente. The

issue is a very complex set of dynamic reltaionships. Last year the
Trident schedule was reduced from three a year to one a year. This
year it was deemed advisable to go back up to two a year.
Of course, the whole of the Defense budget has to be viewed as a

part of that dynamic process of changing world relationships.
Mr. ADDABBO. What was your recommendation to the President—

that we speed up the program, slow the program down, or keep it on
schedule?
Mr. ASH. I am not sure. I think we had some negotiation at that

stage. We had some discussions with the President and Secretary
Schlesinger together. I think we started off together with one, and then
we moved together to a two-a-year rate.
Mr. ADDABBO. You and the President? You and the Secretary?
Mr. ASH. We had different positions as the arguments kept un-

folding.
Mr. ADDABBO. What was your position?
Mr. ASH. At the end, it was two.
Mr. ADDABBO. In other words, your office was pushing the program,

is that correct, not the Secretary of Defense?
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Mr. MALES. Mr. Addabbo, I think you are probably aware that we
have attempted in this year, in a departure from past practices, to meet
individually with the leadership of the various committees to get
their indications of appropriate quantities before our recommenda-
tions are made to the President. In this case we met with Chairman
Hebert and Chairman Stennis of the Armed Forces Committees. I be-
lieve in both cases they felt Trident was a high priority. This, of course,
influenced our decision.
In the deliberations with the Secretary and with the members of the

National Security Council, we arrived at a consensus that two was the
right number.
Mr. ADDABBO. Did you consult with the chairman of this committee,

Mr. Mahon, and get his consent to go ahead with the program?
Mr. MALES. We do, of course speak with Chairman Mahon through-

out the year on various element; of the budget.
Mr. ADDABBO. But you sought the advice of Mr. Hebert rather than

the Appropriations Committee, is that right?
Mr. MALES. Not at all. I believe Chairman Mahon was in favor

of our meeting with various Members of Congress and getting a num-
ber of points of view and gaining a better understanding overall of the
priorities of the Congress.
Mr. MAHON. If I may interrupt at this point, Mr. Malek came to my

office, and we talked about having congressional input into the formula-
tion of the budget which is now before us. I told him we would welcome
the opportunity.

Insofar as my having been asked whether or not I wanted to go from
one Trident to two Tridents, I do not think that happened. I do not
have any recollection of that.
Have you further questions on the matter?
Mr. ADDABBO. As I understand now, your office is asking and urging

and pushing ahead the Trident program. At the same time, we read in
the budget that we seek the development of a small submarine. Is that
your decision or the decision of the Secretary of Defense?
Mr. ASH. I think it is pretty well an accepted principle that our

recommendations to the President are ones that we do not particularly
publicize, because basically we are performing staff work for the Presi-
dent, and do his bidding to carry out his decisions.
In doing that staff work for the small submarine, we, the Defense

Department and NSC considered together the ramifications of the
various alternatives to move in that direction or not to move in that
direction, and put our mutual recommendations in front of the Presi-
dent, and he made the decision that he made that we should move
ahead with a small submarine as well.
I think to separate who made which recommendations is not so

productive as the fact that the judgment was made based upon our staff
work, the combined recommendations of the Defense Department,
ourselves, and the National Security Council.
Mr. ADDABBO. The President makes the final decision, but we are

spending billions of dollars for managing the budget, and how can
you manage the budget when on the one hand you are pushing a large
submarine and, on the other hand, you say we need a small submarine?
Where is the management?
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Mr. ASH. I am sure the case the Secretary of Defense will make
on behalf of that strategy will be a good one, and I think it would be
inappropriate for me to make his case. He has a very good line of
reasoning that I think would be quite convincing, and I would com-
mend that you discuss that with him.
Mr. ADDABBO. Is it his decision or your decision as far as a small

submarine?
Mr. ART. It is the President's decision. We in OMB do not make

decisions. We make recommendations.
Mr. ADDABBO. What was your recommendation as far as the small

submarine?
Mr. ASH. I think it is pretty well accepted that the President's staff

recommendations to the President are not public knowledge.
Mr. ADDABBO. What was your recommendation? What was OMB's

recommendation?
Mr. FLYNT. I did not get that last response. 

iMr. ASH. I think it s pretty well accepted that the staff recom-
mendations to the President are matters between the staff and the
President and are not a matter of public discussion. I am just saying
it is an accepted practice.
Mr. ADDABBO. On tape or off tape?
No further questions.
Mr. MAHON. When the Secretary of Defense is before a subcommit-

tee of the Appropriations Committee, we will get into these matters in
much greater detail. We therefore, do not want to prolong this
discussion.
Mr. Long, I do not want to begin to yield extensively at this time.

Do you have a question on this matter?

BASE CLOSINGS
Mr. LONG. Yes; I do.
I would like to ask Mr. Ash if the present budget is not based on

any forthcoming base closure or realinement package similar to that
which was announced a year ago. Is it correct to conclude that the
administration, for economic reasons, has decided to postpone any
major base closure package?
Mr. MAHON. That is a question which we can more appropriately

address to the Secretary of Defense.
Have you an answer to that?
Mr. LONG. I think it bears on the budget.
Mr. Asti. The first part of it bears on the budget. The budget con-

templates realizing those efficiencies that were called for by last
year's base closings. It does not contemplate further base closings
this year. That is the budget premise.
Mr. LONG. Is this budget premise based on economic reasons?
Mr. ASH. It is not a reversal. It is merely that last year there were

some base closings, and this year the budget premise does not con-
template it.
Mr. LONG. But a tremendous base closure package was announced

a year ago, with more to follow this year. All this seems to have been
aborted; is that correct?
Mr. ASH. Last year's base closing package has gone into effect or is

planned to go into effect. They have all been announced and pub-
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licized and actions taken. In many cases they are completed. Others
may still be in process.
Mr. LONG. We are not going to get any more?
Mr. ASH. Last year's base closure package which was publicly an-

nounced has been put into effect. I am sure we would all expect that
the Defense Department must continually review the closures.
Mr. LONG. The base closure realinement package was supposed to

continue this year, and suddenly you have decided not t2 do it.
Mr. ASH. I have seen no base closure package this year. I think the

Defense Department can comment on this.
Mr. MAHON. Mr. Cederberg says he has a question.

PROBLEMS ASSOCIATED WITH LATE ENACTMENT OF THE BUDGET

Mr. CEDERBERG. I do not want to ask you to elaborate at this time,
but I would like you to elaborate for the record on the difficulties you
encounter in putting together a budget when we in the Congress fail
to provide the final answer on the budget until at least 4 or 5 months
of the fiscal year have gone by. Will you do that?
Mr. ASH. All right, sir.
[The information follows:]
Delays in the enactment of appropriations impede efficient management as well

as budgeting. Late passage of these bills reduces the time available for imple-
mentation of Government programs. This causes a delay in the startup of new
programs and backs up the workload in existing programs awaiting additional
appropriations. Because the Federal budget is transmitted midway into the prior
fiscal year, delays in congressional action on appropriations interfere with
planning throughout the year making it more difficult to manage programs
in a systematic way. Delays also make the estimating of outlays and obligations
more difficult and sometimes inaccurate.

IMPACT OF FULL FUNDING

Mr. CEDERBERG. The second one is that we on the Appropriations
Committee are criticized because we do not fully fund all these pro-
grams up to their authorized level. For the record, would you give
us an estimate of the appropriations that would be required for full
funding?
Mr. ASH. Let Mr. McOmber discuss the prospect of that.
Mr. MCOMBER. Mr. Cederberg, you will recognize that the answer

to that question requires a considerable amount of effort. There is a
very large number of authorizations on the books. We will do the best
we can.
Mr. CEDERBERG. Do the best you can with it. I realize you may not

be able to provide an absolutely complete answer.
[The information follows:]
Analyzing the difference between amounts authorized and appropriations

would require several weeks of staff work. However, a rough check reveals that
about $50 billion would be required to fully fund all the legislation that author-
izes specific projects or provides specific dollar amounts. About $20 billion would
be required for public works projects alone.

Mr. CEDERBERG. Also, give us the impact full funding would have
on inflation.
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[The information follows:]
The impact of full funding on inflation would depend heavily on whether

the additional spending was financed by higher taxes or greater borrowing. If
it were financed entirely by greater borrowing, the inflationary impact would
be very substantial. Since we do not have any experience with deficits in the
range which would result from an additional $50 billion of appropriations, it
is impossible to accurately quantify the relationship between Federal deficit
financing and inflation. However, the experience of the late 1960's indicates
that in periodg of high employment the impact on inflation can be quite large
and long lasting.

Mr. CEDERBERG. Also, if we did fully fund all these programs, which
we never do, and we decided we would pay them out of personal in-
come taxes rather than increasing the national debt, what would be
the impact of full funding on personal income tax rates
[The information follows:]
Financing the outlays resulting from an additional $50 billion of appropriations

would require nearly a 30-percent surcharge on corporation and individual in-
come taxes or almost a 40-percent surcharge on individual income taxes alone.
Mr. MAHON. I would like to say to the members of the committee

that in preparing questions for this hearing, in consulation with mem-
bers of the committee, we have tried to ask questions which are of im-
portance both to the committee and to the House. I do not propose to
try to pass the witnesses to all 55 members, but every member will have
an opportunity if there is some question he is interested in that has not
been previously asked.
We need to discuss the uncontrollable aspects of this budget, to which

reference has been made. Mr. Whitten was the cochairman of the Con-
gressional Committee to Study Budget Control. I am going to ask
him to develop this subject.
We all have been concerned and active in the field of impoundment.

I am going to ask Mr. Evins following Mr. Whitten, to go into the
question of impoundment. A new impoundment list is coming up
today. If there is no objection, I would like to ask Mr. Whitten to pro-
ceed in any way he deems desirable.
Mr. WHITTEN. Thank you, Mr Chairman. I do think, while the dis-

cussions have been fine, they have been rather general. As a former
district attorney, I am built the other way. I think the details are
what build up to the overall picture.

JOINT COMMITTEE ON BUDGET CONTROL

Mr. Ash, I am very proud to have been on the Joint Committee on
Budget Control. In my experience in Congress, of some 32 years, I
do not know that I have ever before seen 32 Senators and House Mem-
bers unanimously agree on a report and unanimously agree on intro-
ducing a bill. The Rules Committee, which had legislative jurisdiction,
brought out about 75 or 85 percent of that bill exactly as recom-
mended by the Joint Committee. I have never before seen that in my
experience here. But that happened in this instance.
The chief thing that came out of the Joint Committee was that the

facts show we have to have a congressional budget if the Congress is
to regain its proper role.
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"BACK-DOOR" FINANCING

Our hearings before the Joint Committee disclosed a number of
things that were, to me at least, not as surprising as they were to the
general public. Our hearings showed that the Appropriations Com-
mittee, which reviews spending every year, had stayed below the
budget for 30 straight years. Spending in excess of the budget had
been spending which bypassed the Appropriations Committee. This is
the so-called back-door financing.
Some people in the executive branch have looked askance at the 'leg-

islative branch, and have tried to blame all of this "back-door spend-
ing on Congress. But when I checked the matter, I found the executive
branch has also recommended "back-door" spending that simply was
not so. For example, who recommended revenue-sharing, committing
us to $25 billion or $30 billion a year? The executive branch, not the
Congress. If it had not been for your recommendation and your sup-
port, it would not have passed.
I can go down the line and cite other examples. It was the executive

branch that recommended a new trust fund for airway and airport ex-
penditures, and expansion of the highway trust fund. All the way
down the line, I find you recommending back-door spending.

SELECTION OF PRIORITIES

I am also disturbed about how the executive branch sets priorities.
Mr. Ruckelshaus, in testimony before the subcommittee I chair, testi-
fied it will cost $284 billion to clean up the environment. In 1966, I
wrote a book, "That We May Live", in which I pointed out that the
American people are going to have to choose between the undesirable
and the dangerous in determining the priorities in cleaning up the
environment. But what do we find? We find the Office of Manage-
ment and Budget releasing funds to get rid of bad odors and noises,
but freezing funds that this Congress provided to keep raw sewage
from going into our streams. You provide money to get rid of DDT,
which never hurts anybody, but you have approved parathion, which
you can rub on your arm and if you do not get it off, it will kill you.
You have a school to teach people how to use these dangerous sub-
stitutes that we have for things that never did any damage.
The result is that in New England the gypsy moth is running

rampant. I have petitions on my desk from the New York delegation.
In the Pacific Northwest you have the tussock moth which is

running rampant.
In other words, you have been spending money for relatively low

priority items.
On the other hand, for really important priorities, such as water

pollution control, you have spent less than directed by Congress.
1973, you spent only $2 billion of the $5 billion authorized. In 1974,
the Congress provided $6 billion; and you released only $3 billion.
In 1975, you released $4 billion out of $7 billion.
I am a believer, and I think my record will bear out I am a be-

liever in a balanced budget and holding back expenditures, but the
key part is what do you spend it for? Here you have taken on your-
self to freeze these funds for water pollution control, while spending
money on less vital programs.
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You have also refused to spend funds appropriated for vital con-
servation programs. If we leave our children and children's children
rich land, fully developed, they can create their own financial sys-
tem. But without a rich land, real wealth isn't attainable. We have
effective programs which do develop our land. We have the agricul-
tural conservation program, where over a million Americans have
put up their time and money to plant billions of trees. Millions of
ponds have been built by the Soil Conservation Service, and these
ponds have supplied water to increase the beef that we have.

AUTHORITY TO IMPOUND FUNDS

Where can you find in the law that you have a right to freeze funds
appropriated by the Congress to prevent pouring raw sewage in our
streams and to cut out or reduce other conservation programs? How
is it that you find the power to do that and, on the other hand, release
funds for these other things that do not have any permanent value
but might be politically expedient or might be popular in the next
election? Where do you find that authority?
Mr. ASH. Let us take the EPA one, to which you refer particularly.

As you know, we have been stepping up quite rapidly the amounts
that have been made available for those programs—this year
one-third more than last year, last year one-half more than the
year before.
Mr. WHITTEN. If you had a dollar and upped it one-third that

would be 33 cents. Let us talk about funds.
Mr. ASH. We are moving up fast.
Mr. WHITTEN. Give us the dollars.
Mr. ASH. $2 billion for 1973, S3 billion for 1974, and $4 billion for

1975. The rate at which funds have been allotted is the maximum
program expansion which can be accommodated without creating
substantial inflationary effects.
Mr. WHITTEN. How about the funds that were appropriated by the

Congress for rural waste treatment plants so as not to pour this raw
sewage into our streams? You froze that entirely. How about the
agricultural conservation program, which you froze the day after
Christmas; after announcing the program before the November elec-
tion, then you closed it after the election was over, on December 26.
Quite a Christmas present. How do you justify that?
Mr. MALEK. I think we have to recognize we are moving in the

direction of a loan program from a grant program for many of these.
Mr. WHITTEN. No, I don't think you can substitute a loan program

for a grant program. Some of these rural communities are too poor
to qualify for a loan program.
Mr. MALEK. Rural development loans have been increased to $1

billion for just this kind of community facilities and industrial devel-
opment, which is an increase of 40 percent over last year.
Mr. WHITTEN. We are not talking about that at the moment. If you

wish to bring that in, you might go into that.
Mr. MALEK. I think, furthermore, the Department of Agriculture

statistics shows that more communities have been assisted with rural
water and sewer 5-percent loans without the grants through mid-
December of fiscal year 1974 than for any prior comparable period.
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We did find there were a limited number of rural communities which
had applications on hand in January of 1973 when the grant program
was discontinued, did have some public health programs, and did not
have alternative methods of financing. Because of this, we have decided
to release $30 million in water and sewer grant funds for 1974, and
have put in $20 million for the same purpose in 1975. But it is our
hope that the 40-percent increase up to the $11 billion in loan authority
will help these same communities and will, in fact, help more commu-
nities because of the added resources available.
Mr. WHITTEN. We represent these communities, and we find the facts

are not in, line with the figures that you have. May I say that frankly
to you. I would be glad to have a set of those figures so I can answer
them, but that is not true insofar as the facts that come before the
Appropriations Committee.
What is the total amount of funds that you have frozen from these

public benefit programs where we will end up a richer country? I
refer to sewage treatment plants, water systems, and sewage. What
amount of money are you withholding?
Mr. MALEK. I think you are getting back to Mr. Ash's point 
Mr. WHIrl'EN. I am asking the question, and I would like an answer.

What is the sum total?
Mr. ASH. There is a report that the chairman called attention to

that is being submitted today.
Mr. WHITEN. That is very good, but I would still like an answer

to my question.
Mr. ASH. Let me quote out of that report. We will put it all in the

file.
Mr. WHITTEN. I yield to my colleague from Tennessee.
Mr. EviNs. I have a number of questions on this matter. One is re-

lated to a report filed today in accordance with the congressional man-
date in the Federal Impoundment and Information Act. We could not
get the information, so Congress passed a law to provide information
on impoundment.
The report filed today shows that last year in September, the im-

poundment total was $7.446 billion. As of today, it is $11.813 billion.
If the gentleman will yield further, I would like to make an obser-

vation at this point.
Mr. WHrrrEN. I will be glad to yield.
Mr. Evils's. Mr. Ash, you were quoted in the New York Times recently

in an interview with Edwin L. Dale in which you said: "You can
retire the word 'impoundment.' We may even forget how to spell it."
To what extent does this statement represent a change in administra-
tion policy, and to what extent are you engaging in semantics?
Mr. ASH. Last year, as you know, there was quite a discussion on the

subject of impoundment, because quite a number of actions were taken
as reflected in the budget submitted a year ago. Since that time, a
number of things have happened. Let me recount those, and then you
can judge what kind of change you think is taking place.
On a number of occasions we and the Congress have worked out mu-

tually agreeable legislation to deal with those very programs. I think
we have found an acceptable resolution that no longer calls for im-
poundment, in effect to redirect programs in the most cost/beneficial
way and away from some of the wasteful practices that we thought we
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had discerned when we took the actions we did. That took care of one
class of issues.
The second class was dealt with, as you know, by some actions we

have taken in the last few months, particularly in the HEW areas. We
are not reserving those HEW funds because, in looking at the basis
for doing so, we concluded that we should move off that position, and
did.

-We are continuing to reserve funds in other areas. This is a report of
those reserves and apportionments. We believe the basis on which we
are doing so is a proper and valid one.
Mr. EVINS. It is pretty clear that you have not retired the word "im-

poundment" from your vocabulary in the Office of Management and
Budget.
Mr. ASH. We use the words "reserves" and "apportionments" in

their normal sense, just as they have been used in all past years. The
word "impoundment" is most clearly defined as a budgeting reserve
established within the apportionment process.
Mr. EVINS. You do not want the press to use the word "impound-

ment." You want the press to use the word "reserve."
Mr. MALEK. I do not think that is the issue at all.

CONGRESS CAN STOP IMPOUNDMENTS

Mr. WHITTEN. One thing I wanted to follow up is that the impound-
ments to which I have referred are in programs that go to protecting
the public health, developing resources, taking raw sewage, that which
is dangerous to health. At the same time, you have been going along
with expenditures of funds for that which is merely undesirable.
The point I make is that your impoundment actions have resulted

in 32 Members of Congress, Republicans and Democrats, liberals and
conservatives, in 3 committees, unanimously bringing out a bill to es-
tablish a congressional budget, in order to put an end to these
impoundments.
While we are proceding along that legislation path, there is another

and simpler way to stop these impoundments. .
The simplest way is not for us to establish a congressional budget.

The simplest way is to say, "No part of these funds shall be used by the
Office of Management and Budget to do thus and so." You have had
it, the minute Congress passes that.
If Congress should take on itself to pass that in the Appropriations

Act for the Office of Management and Budget, you have had it, Mr.
Ash. I am trying to say to you that that is how seriously I view this
problem of impoundments. I hope it doesn't come to that. I believe in
cooperation between the branches of Government. But, if cooperation
isn't forthcoming, more serious actions of the type I have just sug-
gested will have to be taken.
The point that I make is that while you have been making the im-

poundments I am talking about, you yourself recommend the expendi-
ture of the same amount of money in revenue sharing, which bypasses
the appropriations process, has no annual review; send it out and say,
"Use it any way you want to." You have been most—I should not say
gloriously inconsistent, but, anyway, inconsistent. With that kind of
record, what can we count on?
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TOTAL FUNDS IMPOUNDED

You went into the figures and you still have not told me how much
you have frozen or reserved or kept back in these fields looking after
human health, developing our country, taking care of our food supply.
You have not answered that.
Mr. ASH. Would you like those numbers? We can proivde them for

you and submit them today.
Mr. WHITTEN. I have asked it several times. I guess that is a pretty

good indication.
Mr. ASH. The course of the discussion seemed to veer off that. We

are ready to put them in.
Mr. MOOlVIBER. Let us make sure which ones you mean. First of

all, you have mentioned water and sewer grants.
Mr. MAHON. Please answer the question as to funds impounded.
Mr. EviNs. Why not have the information broken down in the rec-

ord as to impoundment report for the various programs listed on page
8 of his report. Several members have requested this information.
Mr. MAHON. Will you proceed to give the figures as best you can?
Mr. MCOMBER. For the water and sewer grant program, we reserved

$120 million.
For the rural environmental assistance program, there is presently

reserved $85 million.
You have mentioned the EPA water and sewer grants. Our report

indicates, as you have stated already, Mr. 'Whitten, that we have
not allotted $3 billion out of the 1974 program, and we have not al-
lotted $3 billion out of the 1975 program.
Mr. WHirrEN. Give the other years, to, the sum total that stands

impounded.
Mr. MCOMBER. For that program, Mr. Whitten?
Mr. WHITTEN. All of the programs in this general area. I call to

your attention that our committee recommended and Congress ap-
proved funds for the Great Lakes area which I understand have been
frozen, too.
Mr. MCOMBER. If we add all of the figures together for the De-

partment of Agriculture-
Mr. WHITTEN. We handle EPA, HUD, and the rest of it.
Mr. ASH. Do you want the numbers of the whole of the budget,

or certain subdivisions of the budget?
Mr. WHITTEN. That is right.
Mr. ASH. The whole of the budget?
Mr. WHITTEN. That is right. But break it down in detail for the

record.
Mr. ASH. We can submit this report for the record, because it has

that detailed breakdown.
Mr. WHITTEN. Now give me the sum total.
Mr. MCOMBER. The sum total reported as of February 4 is $11.813

billion.
Mr. ASH. Let me add to that by saving that $3.4 billion of that

is for Federal aid to highways, $2.5 billion for Defense, $2.2 billion
for emergency security assistance for Israel. That leaves $3.7 billion
of the $11.8 billion to cover everything else.
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Mr. WHII1EN. In what instances have those been the total amounts
available? I know that was true until a few weeks ago with regard
to grants for rural water and sewage.
Mr. EVINS. Mr. Chairman, I move that the report supplied to Con-

gress as of today, signed by Director Roy L. Ash, dated February 19,
Federal Impoundment and Inforamtion Act, be made a part of the
record. On an attachment "D" it shows the total impoundments as of
today are $11,813 million, and last year at September 13 it was only
$7,446 million. So, it is obvious the impoundment practice has not
ceased and the word "impoundment" not been retired.
Mr. MAHON. We will place in the record, without objection, the

appropriate information.
[The material follows:]
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ATTACHMENT A

1974 LABOR/HEW APPROPRIATIONS - FUNDS WITHHELD
FROM OBLIGATION AND EXPENDITURE

The 1974 appropriations act for the Departments of Labor,
and Health, Education, and Welfare, and related agencies
(P.L. 93-192) contains the provision that "not to exceed
$400 million, ... may be withheld from obligation and expen-
diture..,." The appropriation language also specifies that no
individual appropriation provision may be reduced by more
than five percent. In addition, the conference report
(H.R. 93-682) establishes dollar limitations for the reductions
that may be made to specified programs.

The following table shows the effect of the amounts withheld
from programs receiving appropriations under this act. A
comparison is drawn between amounts authorized to be withheld
in the conference report and actual amounts withheld, as
reflected in the 1975 Budget Appendix:

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Health

(In thousands of dollars) 

Authorized
to be withheld Amounts
(conference withheld

report)  (1975 Budget) Difference

Health Services and
Mental Health Ad-
ministration:
Mental health 
Health services
planning and de-
velopment 1/ 
Health services de-
livery 1/ 
Health manpower 1/ 
Preventive health
services 

Subtotal

National Institutes  of
Health:
National Cancer In-
stitute 

26,874 9,567 -17,307

17,5091

25,937 -16,649
2,8001
22,277]

4,936 0 -4,936

(74,396) (35,504) (-39,892)

27,560 23,706 -3,854

1/ The 1974 activities of these programs are divided between Health
Services Administration and Health Resources in the 1975 Budget
Appendix.
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Authorized
to be withheld Amounts
(conference withheld

report)  (1975 Budget) Difference 

National Institutes of
Health-Cone-25
National Heart and
Lung Institute 

National Institute of
Dental Research 
National Institute of
Arthritis, Metabo-
lism and Digestive

15,145

2,278

13,365

1,607 -671

Diseases 
National Institute of
Neurological Diseases
and Stroke 
National Institute of
Allergy and Infecti-
ous Diseases 
National Institute of
General Medical

7,972

6,250

5,700

6,486

5,042

3,596

-1,4E6

-1,2'8

-2,104

Sciences 
National Institute of
Child Health and

8,838 8,449 -:?9

Human Development 
National Eye In-
stitute 

National Institute of
Environmental Health

6,512

2,081

5,357

1,684

-1,155

-297

Sciences 1,443 482 -961
Research resources 
John E. Fogarty Inter-
national Center 
National Library of

6,672

237

5,153

C

-1,519

-27-

Medicine 877 0 -877

Subtotal (91,564) (74,927) A-16,637,

:Total, Health 165,960 110,431 -55,22

Education

Office of Education:
Elementary and
secondary education 96,725 94,979 -1 ,746

:.chool assistance in
Federally affected
areas 16,584 16,584 0
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Authorized
to be withheld
(conference

report 

Office of Education--
Cont'd:
Education for the

Amounts
withheld

(1975 Budget) Difference

handicapped 
Occupational, voca-
tional, and adult
education 

5,325

26,354

5,325

26,354

0

0
Higher education 29,167 29,167 0
Library resources 8,585 3,688 -4,897
Educational develop-
ment 4,487 4,487 0
Salaries and expenses. 93 93 0

Total, Education... 187,320 180,677 -6,643

We

Social and Rehabilitation
Service:
Grants to States for
public assistance 2,500 2,500 0

Social and rehaLili-
tation services 7,775 7,775 0

Subtotal (10,275) (10,275) (0)

Office of Child Develop-
ment:
Child development 15,500 9,020 -6,480

Subtotal (15,500) (9,020) (-6,480)

Total, Welfare 25,775 19,295 -6,480

RELATED AGENCIES

Corporation for Public
Broadcasting 2,500

2/
2,250- -250

Office of Economic Oppor-
tunity 17,315

3/
9,800- -7,515

Total, Related
Agencies 18,815 12,050 :7,765

Total, HEW and Re-
lated Agencies  398,870 322,453 -76,43.6

2/ This withholding does not appear in the 1975 Budget Appendix.
T/ In the 1975 Budget Appendix, this figure is shown as an

unobligated balance lapsing.

30-156 0 - 74 - 5
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Attachrent

REASON FOR CURRENT FESERVE

cork-

1 "To provide for contingencies" (31 USC 6b5(c)(2)).

2 "To effect savings whenever savings are mace pos-
sible by or through changes in requirements,
greater efficiency of operations, or other
developments subsequent to the date on whicn sucn
(funds were) made available" (31 USC 665(c)(2)).

3

6

6a

To reduce the amount of cr to avoid requesting a
deficiency or supplemental appropriation in cases
of appropriations available for obligation tor
only the current year (31 USC 665(c) (1)). inis
explanation includes amounts anticipatea to be
used to absorb or partially absorb the costs ol
recent pay raises grant pursuant to law.

"To achieve the most effective and economical 116E."
of funds available for periods beyond the curreht
fiscal year (31 USC 665(c)(1)). This expi..,hation
includes reserves established to carry .out the
Congressional intent that funds provided for
periods greater than one year should be so
apportioned that they will be available tor tne
future periods.

Temporary deferral pending the establishment of
administrative machinery (not yet in place) or the
obtaining of sufficient information (not yet
available) to appertion the funds properly and to
insure that the funds will be used in "tne most
effective and economical" manner (31 USC
665(c)(1)). This explanation includes reserves
for which apportionment awaits the development
the agency of approved plans, designs, speci-
fications.

The President's constitutional duty to "take care
that the laws be faithfully executed" (U.6. Con-
stitution, Article II, Section 3):

Obligation at this time of the amount in
reserve is likely to contravene law regardihg
the environment; or the amount in reserve is
being held pending further study to evaluate
the environmental impact of the affectea k,id-
jects (activities) as required by law.
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6d

Existing tax laws and the statutory _limitation
on the national debt are not expected to pro-
vide sufficient funds in the current ana
ersuing fiscal years to cover the total or all
outlays in these years contemplated by the
individual acts of Congress.

Action taken consistent with the President's
responsibility to help maintain economic sta-
bility without undue price and cost increases.

Amount apportioned reflects the level or obli-

gations implicitly approved by the Congress in
its review of and action on the epprcpriarion
required to liquidate obligations under
existing contract authority.

6e Other. See footnote for each item so coaeu.

7 The President's constitutional authority ana x.s-
sponsibility as Commander in Chief (U.S. Constitu-
tion, Article II, Section 2).

8 The President's constitutional authority ana re-

sponsibility for the conduct of foreign artairs
(U.S. Constitution, Article II, Section 2).

9. Other. See footnote for each item so coned.

Not applicable or no reason required. (In most

cases where a previous reserve has been appor-

tioned in its entirety.)
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I.

IV.

Attachment C

ESTIMATED FISCAL ECONCMIC,  AND BUDGETARY  EFFECT

Same effect as set forth in the most recently sub-
mitted budget document, of which this item is an
integral part.

The reserve action will bring the budgetary impact
of this program to a level nearer or equal to that
contemplated in the most recently submitted budget
document and contribute to the reduction of
inflationary pressures.

The change from the previous reserve is expected
to contract the budgetary impact of this program
and contribute to the reduction of inflationary
pressures.

The release or reduction of the previous reserve
will facilitate use and expenditure of the avail-
able funds consistent with current program needs
and economic conditions in the area affected.

V. Other. See footnote for each item so coded.

VI. Not applicable or no explanation required. (In
most cases where a previous reserve has been ap-
portioned in its entirety.)
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Mr. MAHON. If you have further questions on impoundment at this
point, I think you might proceed.
Mr. EVINS. I would like to ask a few more questions, if the gentleman

will yield.
IMPOUNDMENT POLICY

With this announced change from "impoundment" to "reserve,"
which you prefer to use, to what extent does the administration pro-
pose to release funds appropriated by the Congress? Do you mean to
continue the same practice?
Mr. ASH. We will continue the normal reserve and apportionment

processes that all recent administrations have relied upon as a man-
agement tool. The reasons for the current increase in budgetary re-
serves that you should be particularly aware of are, first, the very
specific ones I have mentioned: the emergency security assistance for
Israel, defense, and then 
Mr. EviNs. You have not retired the word "impoundment." You will

not forget it. Although you said to the press, you can forget it, you
may even forget how to spell it, you have not forgotten how to spell
it, have you?
Mr. Asir. I am afraid I cannot forget how to spell it.
Mr. Thum. In this connection, I would remind you that programs

can be emasculated and frustrated by a variety of OMB-directed tech-
niques, frequent change of agency regulations, a deliberate slowdown
in processing of applications, the shifting of funds from one program
area to another where there is little chance for spending.
Is this your indirect approach to achieving the same end in addition

to your new impoundment policy?
Mr. ASH. We have no impoundment policy. We have only the pol-

icy of normally reserving and apportioning the funds that, are appro-
priated, and have introduced in this budget, we believe, nothing that
is out of that normal range of reserves of funds.
Mr. EVINS. Mr. Ash, the last couple of years in at least 24 States

and the District of Columbia there have been more than 40 cases filed
and 30 decisions have been rendered on impoundment of funds, more
than 25 of which are adverse to the position of the administration. In
view of these recent court decisions which have held numerous im-
poundments illegal, will it now be your policy to comply with the in-
tent of Congress, as interpreted by the courts, or do you intend to
defy the courts and the Congress further?
Mr. ASH. It has been and continues to be our policy to comply with

the laws and the courts. As you know, some of those court decisions
were favorable to the actions to which you refer. As I indicated earlier,
all of the HEW funds that were subject to that type of court test have
been made available. There are still some court cases in process. They
undoubtedly 
Mr. EVINS. Twenty-five of the eases have been adverse to the posi-

tion of OMB. You will acknowledge that, will you not?
Mr. ASH. Something of that nature, yes. I do not know exactly the

favorable ones.
Mr. EVINS. Although your statement indicates a change in policy on

impoundments, the recent OMB report reflects a level of $11.8 billion
today as compared to $7.4 billion in September 1973.
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Mr. ASH. May I add that the report does reflect a change of policy
toward normal, routine reserves and apportionments. The fact that
the amount is higher does not in any way demonstrate that there is
a policy change to reserve greater amounts. Reserves are higher for
two basic reasons. I have already indicated some specific ones.

Reserves are higher because in prior years we have had to operate
programs on continuing resolutions rather than regular appropria-
tions. The continuing resolutions exempt programs from apportion-
ment; therefore, no reserve actions have been taken for many programs
in recent years. This year actual authorization and appropriations for
Labor, HEW and foreign assistance programs have been made. In
fact, for the first time in several years, all regular appropriations have
been enacted. Consequently, routine reserve actions have been made
and reported to the Congress for all programs.
Mr. EvusTs. Notwithstanding the confrontation with the Congress,

and notwithstanding the 25 decisions of the courts, you tried to retire
the word "impoundment," but you are using the word "reserve" and
you are still following and continuing the same practice.
Mr. ASH. No, sir.
Mr. EVINS. As I stated earlier, there can be a lot of other methods

used in frustrating the will of Congress and the intent of Congress. One
year, for instance when Mr. Weinberger was Director, OMB im-
pounded funds for every project added by Congress for public works
projects. They delayed every addition, every add-on, every new public
workers project in the Nation. They stopped every one of them.
I feel that action contributes to the energy crunch today. There

would have been more power on the line, and also at lesser cost. His-
tory shows that the longer the delay, the greater the acceleration of
cost and the less benefits on the line.
We had Mr. Weinberger appear before my subcommittee, and

he said: "We were fair. We hit on both sides of the aisle." He even
acknowledged he had impounded funds to do with water rights to
Mexico. The President had made a speech on this project, and the
Secretary of State had also recommended in negotiations with Mexico
to provide certain water rights. They even impounded funds for
that project.
As you can see, your bureau may have grown to the extent that

you are not really aware of all of the recommendations of even the
President.
Mr. ASH. Since we do not do that any more, there must have been

a change of policy.
Mr. EVINS. One more question.
Mr. EVENS. You say there has been a change of policy, but we see

your impoundments are higher today than last year.
Mr. ASH. There is no relationship between the dollar amount and

a policy change. The dollar amount derives from quite independent
factors unrelated to policy change. For the last 2 years the Congress
had not passed the appropriations for Labor and HEW—we were
working against a continuing resolution. The whole definition of what
constituted impoundment was different.
Mr. EviNs. You may expand that for the record.
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[The information follows:]
I previously referred to the release of 1973 HEW funds which were appro-

priated by the Congress under a continuing resolution. Because such funds are
usually indefinite in amount, the continuing resolutions themselves defer the
apportionment of appropriations, as required under the Anti-Deficiency Act, until
after regular appropriations are made. Budgetary reserves are only established
within the apportionment process. Consequently, when the first reserve report
under the Federal Impoundment and Information Act was submitted to the Con-
gress, no reserves existed for funding provided normally in the Labor-Health,
Education, and Welfare and Related Agencies Appropriation Act. You will note,
however, that our most recent report lists $381 million in reserve for HEW. The
current HEW reserves reflect routine financial management actions to insure
that the funds will be spent in the most economical manner. These reserves are
consistent with the authority provided the Executive in the Anti-Deficiency Act.
It is primarily for this reason—that more appropriated funds are subject to ap-
portionment and reserve action—that the total of budgetary reserves 'are
greater at this time.

SUBSTITUTION OF EXECUTIVE PRIORITIES FOR LEGISLATIVE PRIORITIES

Mr. WHITTEN. My question is not limited to impoundment. The
other point I wish to make is that while you were freezing these
funds, reserving these funds or impounding them—take your own
choice—you were recommending spending an equal amount for rev-
enue sharing and all these other programs. It is a case of killing
programs favored by Congress and using the money to fund pro-
grams favored by the executive branch.
Again, of the $18 billion provided by the Congress for the clean

water program, you have frozen half. I cannot see that that is sound.
Have you any explanation for your action?
Mr. Asn. I can answer that one, if you wish. I have answered once,

but I will try it again.
In that particular program to which you refer, we have made

available $2 billion in 1973, $3 billion in 1974, and $4 billion in 1975.
The allotments have been made at the maximum rate at which they
can be effectively spent.
The fact that a higher amount was authorized for allotment does

not necessarily mean that that is the optimum rate to spend it. We
are spending at as rapidly increasing a rate as we think the moneys
can be effectively spent without the programs and projects themselves
adding to inflation and higher prices.
Mr. WmrrEN. The money you are spending in other programs in

equal amount you do not think have that same inflationary effect?
Mr. Am. It depends on the rate of increase of the particular kind

of programs. We are moving up just as fast as we think the avail-
able—
Mr. WHITTEN. What was your recommendation per year for rev-

enue sharing?
Mr. ASH. When it was put in a few years ago?
Mr. WHITTEN. Yes.
Mr. ASH. Slightly over $6 billion a year starting a few years ago.
Mr. WHITTEN. That is more than you are saving on this side. In

revenue sharing you do not have any control about what it is used
for. You turn it loose to the local level, and they use it for what they
want to.



72

Mr. ASH. Revenue sharing allows outlays to be diffused into many
sectors of the economy. In contrast, the clean water programs direct
funds into one sector of the economy, thus contributing to inflation
in that sector.
Mr. WHITTEN. Revenue sharing is not reviewed by Congress and

it cannot be reviewed.
Mr. AKE We certainly would hope that the Appropriations Com-

mittee would have a greater involvement in those kinds of expendi-
tures that you call backdoor expenditures. It would certainly serve
our purposes as well as yours.
Mr. WHITTEN. If you want to cut down on backdoor spending,

would you explain why you recommended so many more of them in
your budget this year?
Mr. Am. It is not because of the congressional arrangement. It is

because we believe those programs are proper. On the other hand, if
the Appropriations Committee—
Mr. WHITTEN. In this year's budget, you are asking for backdoor

spending. How can you condemn it in one breath and recommend it
in another and claim to be fair?
Mr. ASH. We are not asking for backdoor spending. We are asking

for particular programs. If the Congress would like to rearrange
its affairs so the Appropriations Committees assumed responsibility for
those, we would be very pleased.
Mr. WHITTEN. It is contrary to what you have said. Thank you.
Mr. EVINS. For one, you do propose changes in the budget which

have not been authorized. You are proposing the block grant approach
for certain of the Appalachian regional development programs. The
programs have been so successful and have done great work. In this
year's budget, you call for converting the rural Appalachian area pro-
gram into a revenue sharing approach in four regions. I, for one, will
recommend that it not be changed, because it has not been authorized
by law.

SHEET IN SPENDING POLICY

Mr. Director, on another subject, last year the 1974 budget was re-
plete with catch words such as slowdown, stretchout, terminate, elimi-
nate, restructure, defer, delay—essentially a negative policy. The new
budget this year, as the chairman pointed out, is bursting with enthu-
siasm and is called an expansionary budget. What caused this shift in
policy? =
Mr. ASH. This year, as we discussed earlier, is quite a different year

from last year as far as the economy and the economic outlook is con-
cerned. Last year—and I think in retrospect we were right in viewing
it that way—we were operating in an economy that was quite fully
charged. The role of the Federal Government in that economy was
properly to restrain inflationary forces to the extent that the Federal
Government has the ability to do so.
As we know, of course, the Federal Government does not have the

total ability.
Mr. EviNs. You have a change in philosophy from last year to this

year.
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APPALACHIAN DEVELOPMENT PROGRAM

Now returning to the Appalachian regional development program.
This program generally has been recognized as a partnership be-
tween the local, State, and Federal Government, a good working ar-
rangement, and it has worked well. Why is the 'administration now
proposing to tamper with an ongoing program to provide and convert
it to a supplemental grants program? A change in the Appalachian
regional program which has not been authorized by the Congress?
Mr. ASH. Mr. O'Neill would respond to that.
Mr. O'NEILL. Mr. Evins, we are proposing administrative changes

to the Appalachian regional development program which were recom-
mended by Federal Cochairman Whitehead on the basis of his con-
versations with State representatives who have asked for more
flexibility in making their own priorities. This is not an attempt to
convert the existing Appalachian regional development program,
which we agree with you has been a successful program, to a revenue
sharing program.
Mr. EviNs. The ongoing program works well.
Mr. O'NEILL. It has been authorized by the Congress and we are

not recommending changing any authorizations levels. We are instead
proposing some administrative changes that will permit more flexible
allocation of the non-highway program funds.
Mr. Elam. You have what you call a new federalism which indi-

cates you propose to loosen the reins. However, at the same time you
tighten the reins. You have sent programs recommended by States back
to them saying that proper consideration was not given to population,
proper consideration not given to regional recommendations.

IMPOUNDMENT POLICY

Mr. BURLISON. Would my friend yield for a question on impound-
ment? Mr. Ash, does the fact that Congress may, on a particular pro-
gram reappropriate year after year, money for impounded projects
have any impact at all on the thinking or reasoning of your office in
making a determination on impoundment for the succeeding year?
Mr. ASH. Not only year after year but in any one year. Obviously,

each authorization and appropriation that we have in front of us is
given full and responsible attention.
Mr. BURLISON. My question is: If you impounded funds for a

project in 1973 and the Congress came back in 1974 and appropriated
money for that project, wouldn't this have a positive influence on
changing your decision?
Mr. ASH. You might want to describe it in terms of a particular

program. Maybe I could better answer your question that way.
Mr. BuitusoN. Let me do that. Let me do what the Director asked.

In 1973, a Forest Service small water resources project, known as
the Council Bluffs project in the 10th Congressional District of Mis-
souri, was appropriated in the amount of $500,000, which was frozen
by your office. Then in fiscal year 1974, the Congress came right back
and reappropriated that money, which you in turn again impounded.
I would like to know what influence, if any, a mandate of Congress on
a spending program has on the Office of Management and Budget.
Mr. O'NEILL. Mr. Congressman, I wonder if I could respond?
I think it alludes to the point Mr. Evins was making as well, with
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an example of my own. Specifically, the regional medical program. In
the 1974 budget the President proposed that we stop funding regional
medical programs. It has been running over recent years at about $100
million annually.
Mr. FLOOD. Did you say the President recommended termination of

RMP's?
Mr. O'NEaLL. Yes, sir.
Mr. FLOOD. The President?
Mr. O'NEILL. Yes, sir, he did.
Mr. FLOOD. He did?
Mr. O'NEILL. Yes, sir, in the 1974 budget.
Mr. FLOOD. Did he make the recommendation? I know it was pro-

posed in the budget. The R1VIP ?
Mr. O'NEILL. Yes sir.
Mr. FLOOD. You know what I am talking about?
Mr. O'NEILL. Yes, sir, may I go on with the example?
Mr. FLOOD. Go ahead.
Mr. O'NEILL. The President recommended this program costing

over $500 million for a period of about 6 years be stopped. The Con-
gress had authorized $90 million for the program for fiscal year 1973.
And because we had a difference with you on the interpretation of the
continuing resolution, about $43 million of those dollars were not
made available until the President's decisions to release them in Decem-
ber.
In addition to that, Congress provided an additional $75 million ,

for that program for fiscal year 1974 ,of which approximately $43
million has been obligated to date. So we now are faced with the
situation where we are going to honor what Congress said and what
the courts said. We are going to give those regional medical programs
this year, between December and July, better than $120 million of tax-
payers' money.
Mr. WHIITEN. Would the gentleman yield? Another example I

think you should discuss is the HUD water and sewer program. Isn't
it true the Congress reappropriated 3 straight years for this program
and you have frozen, impounded or reserved, whatever word you want
to use those funds each year? Would you use that as an illuistration ?
[The information follows:]
The total amount of housing subsidy payments under the 235 and 236 pro-

grams are technically controlled in appropriation acts, since the substantive law
provides that the aggregate amount of contracts to make such payments shall
not exceed amounts approved in appropriation acts. However, the appropriation
acts have always been written in terms of a limit on the total amount of pay-
ments that may be required in any one fiscal year. Yet the contracts can extend
for 40 years. Thus an appropriation act authorizing contracts for annual pay-
ments of, say, $100 million actually commits the Government—without the pos-
sibility of control in future appropriation acts—to spend that amount each year
for the next 40 years. A seemingly innocent $100 million is really Ii $4 billion
spending commitment.

Mr. FLOOD. Mr. Chairman, here is a leading question: Why did you
make that decision? What did happen? You woke up one morning
and—boom? Why?
Mr. O'NEILL. Congressman Flood, I don't think that was the case. I

think the evidence collected over the last 5 years suggested very
strongly—and I think Secretary Weinberger would be happy to ex-
pand on this comment—that the RMP program, as it has been running
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and it has 'been used, has had a few notable successes. As a general
proposition it is not a high-priority use of the taxpayer's money to help
fund continuing education for people who make $50,000 or $100,000 a
year.
Mr. MAHON. Mr. Flood, this afternoon we will discuss the HEW

problem. You will be recognized then for any discussion.
Mr. BITRLisoN. I have one other question, Mr. Chairman, and this

concludes.
Did I correctly understand the gentleman to say that you are going

to pay attention to what the Congress mandates in these reappropria-
tions, and as the gentleman says, if the Congrass mandates for the
third time this important water resources project known as the Council
Bluffs project, that you will carefully reevaluate and reassess the judg-
ment that you have made in the past in reversing, overturning the
mandate of the Congress on the project ?
Mr. ASH. As best we can. We carefully assess every program. It does

not mean we are perfect in doing so. I certainly would assure you that
we do the best that we can. I would like to go into this one in particular.
I don't happen to know it. It may be that the Forest Service itself has
not recommended that that be spent because there may be some prelim-
inary work yet to be done. We will look into this project.
[The following information was supplied by the Office of Manage-

ment and Budget.]
The Council Bluffs Reservoir project received an appropriation of $500,000 in

1974 for an initial stage of a several-stage recreation and development project.
Became the initial appropriation represents only a small amount of the total
project costs, currently estimated at $5,226.000, the OMB has placed the amount
in reserve until an acceptable benefit/cost relationship for the entire project has
been established through systematic analysis. The OMB has recently received a
benefit/cost analysis and is thoroughly reviewing it. Our primary concern is that
the public benefits of the projects be commensurate with the long-term public
costs. If our review indicates that the project is a productive investment, we would
expect the funds appropriated for 1974 will be apportioned within the current
fiscal year.

Mr. BURLISON. The Forest Service does not legislate: the Forest
Service is supposed to carry out the recommendations of the Congress
in the appropriations of funds. I hope that you will reconsider the pro-
gram when the Congress for the third time this year reappropriates
this money for this project.
I appreciate the Chairman yielding.

UNCONTROLLABLE SPENDING

Mr. MAHON. Uncontrollable spending and the lack of budget flexi-
bility is one of the most serious and frustrating problems confronting
the Congress and the Executive.
For the last 30 years the Annronriationq Committee has recom-

mended and the Congress has enacted reductions in the portion of the
budget scrutinized by the Appropriations Committee. But through the
use of entitlement nrovisions. contract authority, and the expansion
of trirt funds, the appropriations process has been circumvented and
weakened.
In 1959, only 17 percent of the budget was outside the appropriations

process. Today that figure has risen to about 40 percent.
Worse, much of what the committee does see is largely uncontrol-
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lable or mandatory spending. In fact, 74 percent of the budget is
"uncontrollable" under existing law.
What is particularly distressing is that while the administration has

said it supported "budget control" this and past administrations have
consistently proposed programs that circumvent the appropriations
process—or reduce its effectiveness by supporting programs which
mandate appropristions.
The last three budget messages and also the current one are critical

of congressional budget procedures and particularly cite "backdoor"
and uncontrollable spending as evils that must be exorcised. Yet in the
very same budgets this administration has proposed programs that
make the situation even worse. Some of these programs are:
A revenue sharing program that contemplated establishment of a

permanent indefinite appropriation account from which funds would
be automatically disbursed to the States and local governments.
A new trust fund for airway and airport expenditures.
Expansion of the Highway Trust Fund for use in mass transit and

urban public transportation projects.
This year's budget is no better and proposes several programs which

will make the control of spending even more difficult.
The largest of these proposed mandatory spending programs is for

a national health insurance plan. It is estimated that in 1977 this pro-
gram would cost a minimum of $6 billion, all of which would be in the
form of mandatory spending.
This year the administration is requesting $900 million in new con-

tract authority to finance a revised subsidized housing program under
section 23 of the Public Housing Act.
Other proposed programs which fly in the face of sound budget pro-

cedure include a single urban transportation fund for urban mass tran-
sit and a $2 billion proposal for freight car loan guarantees.

ADMINISTRATION RECOMMENDATION ON UNCONTROLLABLE SPENDING

PROPOSALS

What new proposals are you making that would circumvent the ap-
propriation process?
There are quite a number of them. You can place them in the record.
[The following information was supplied by the Office of Manage-

ment and Budget:]
The 1975 budget includes three legislative proposals which would not move

within the normal appropriations process. These are not new attempts to cir-
cumvent the appropriations process, but represent new thrusts in areas which
traditionally have been financed outside regular appropriations channels.
Budget authority and outlays in fiscal year 1975 for each of the programs are

as follows:

LEGISLATIVE PROPOSALS OUTSIDE THE APPROPRIATIONS PROCESS

1ln thousands]

Budget
authority Outlays

Social Security Administration: Social security trust funds $11,000 —$345, 000
Federal Highway Administration: Highway beautification (trust fund) 50, 000 7,800
Railroad Retirement Board: Railroad retirement account_ 238, 000 198,000

Total 299,000 —139, 200
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Mr. MAHON. Do you as a general proposition favor the earmarking
of revenues? Do you feel that earmarking of funds can hamper effec-
tive budgetary control?
Mr. ASH. First, we don't propose any program for the purpose of

circumventing the Appropriations Committee. That is a matter 
Mr. 1VIAnoN. It does circumvent the appropriations review process

but you don't recommend it for the purpose of circumventing; is that
the point?
Mr. Am'. That is right. We don't recommend it for that purpose.

If the Congress would like to rearrange its affairs so that Appropria-
tions Committee assumes responsibility, we would be quite pleased.
That is a matter of your business and ours. We recommend what we
believe will be effectively designed programs.

TRUST FUND RECOMMENDATIONS

Mr. MAHON. You made recommendations with respect to trust funds.
Would you support legislation that would return the financing of some
trust fund programs, for example, highways funded under general
revenue as provided in 1954, back to the Congress?
Mr. ASH. We had hoped to be able to move it away from the very

stringent restrictions that have been on it. It could well be that we
would want to consider, after these years have gone by, moving it
back into the general budget rather than in a trust fund as it has been.

OMB LEGISLATIVE REVIEW

Mr. MAHON. I want you to respond to this question. The Office of
Management and Budget has certain responsibilities to review pro-
posed legislation. In how many instances in the last 4 years have you
made recommendations to avoid financing programs which do not
promote the objective of budget control? You could give budget control
to the legislative and executive branches but you are moving away
from budget control in some of your recommendations. That is what I
want you to address yourself to.
Mr. Am. We will research that and put it in the record.
You want to go back over 4 years, in how many areas we have moved

away from budget control? Maybe Mr. McOmber would like to
respond.
Mr. MAHON. How many you recommended against.
[The information follows:]
The administration's general policy against the enactment of new back door

authority is clearly documented in testimony before this committee and others
and in the budget documents themselves (see fiscal year 1974 Budget, pp. 8-9).
OMB records on legislative proposals do not provide a clear inventory of com-

ments supporting or opposing particular back door financing proposals. To be
sure, the executive has supported back door authority on occasion but, as a matter
of policy, it has done so only when such authority was currently in use or when
the program concerned was of the highest Presidential interest. Thus, during fis-
cal years 1969-74, Congress enacted $48 billion in back door authority, of which
only $13 billion was recommended by the executive.
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BACKDOOR AUTHORITY, FISCAL YEARS 1969-74 1

[In millions of dollars]

Amount
requested

Amount
enacted Change

Requested by executive:
Previous backdoor financing:

Federal-aid highways (Public Law 91-605) 1,602 2, 205 603
Federal-aid highways (Public Law 93-87) 5, 743 3 11,612 3 5,869
Traffic safety (Public Law 93-87)  180 461 281
Other (Public Laws 91-90, 91-446, 92-36) 405 3, 405 3, 000

Newly proposed as backdoor authority: General revenue sharing
(Public Law 92-512) 5, 300 3 8,295 3 2,995

Initiated by Congress:
Housing and Urban Development Act (Public Law 91-152) 1,500 1,500
Expanding mortgage market (Public Law 91-151) 3,000 3,000
Airport and airways (Public Law 91-258) 840 840
Stock market insurance (Public Law 91-598) 1,000 1, 000
Emergency home financing (Public Law 91-351) 750 7500
Water pollution control (Public Law 92-500) 11,050 11,050
Flood insurance (Public Law 93-234) 750 750
Railway restructuring (Public Law 93-236) 2,080 2,080
All other (Public Laws 90-401, 90-448, 90-495, 91-123, 91-308,
91-367, 91-373, 91-468, 91-609, 92-65, 92-316, 92-318, 92-503,
93-224) 1, 490 1, 490

Total, backdoor authority 13, 230 48, 438 35, 208

!Source: Reports of the Joint Committee on Reduction of Federal Expenditures and records of the Office of Management
and Budget. Our records are inadequate to detail longrun costs of these authorizations. Therefore, amounts shown reflect
only 1st year Costs.

Includes $4,450,000,000 requested in 1973 and enacted 1974.
3 Includes retroactive payment of $2,650,000,000 originally requested for 1972.

Mr. MICHEL. To balance out that record it might be well to include
how many times the Congress has in itself said that it is back-door
spending as against going the appropriation route. As a matter. of
fact, all this discussion on general revenue sharing brings to mind
again the fact that I happened to vote against it simply because the
Congress said we were going to be denied that annual review in this
committee. The criticism cannot all be leveled down there. Some of it
must be directed right here at this body because a majority of the
House and Senate and a conference committee agreed to it. It is not
all that one-sided. The record ought to be balanced out to show that.
Mr. MAHON. I think that the record should be balanced. We need to

show what actions were taken by the Congress that did not have the
recommendation and support of the Executive have resulted in back-
door spending or bypassing of the regular appropriation process. I
think this ought to be clearly set forth in the record. We and our staff
will see to that.
. Mr. MALEK. If I might add one other point for the record, in no
instance did the administration recommend that any special revenue-
sharing measure avoid the normal appropriation process and the
Congress.
Mr. MAHON. We will discuss that later.
Without objection, the committee will recess until 2 o'clock.

AI rLIOTOON SESSION

Mr. MAHON. The committee will come to order and we will resume
the hearings.
I thought our hearing this morning was somewhat productive, but

we would like to have more specific answers to the questions which
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plague us. I urge you to do the best that you can under the circum-
stances.

"OFF-BUDGET" AGENCIES

I would like to talk to you a moment, Mr. Director, about off-budget
agencies.
On page 32 of the budget it is indicated that outlays for off-budget

agencies have increased from $100 million to $2.8 billion since 1972.
We have not yet seen the figures for the Federal Financing Bank and
U.S. Railway Association. These two new agencies have combined
borrowing authority in the tidy sum of $17 billion.
Question, in view of these dramatic increases, do you think that

the time has come for the Congress to get all of these programs back
in the budget to where they can be evaluated, the same as any other
Federal program? Wouldn't that be to your advantage as Director of
the Office of Management and Budget? Wouldn't that be to our
advantage?
Mr. ASH. My comment is simple. It would be to our mutual ad-

vantage and I would hope it could happen.

RUNNING BUDGET PROJECT

Mr. MAHON. I would like to discuss with you for a moment the
so-called "running budget," future outlays problem. On page 35 of
the budget it is stated the outlay estimates reflected requirements
through existing law and contractual obligations, extensions of ex-
piring laws, 1975 budget proposals, and necessary minimum pay and
price adjustments. Certain figures are provided to us which I shall
place in the record at this point.
[The information follows:]

THE 1979 OUTLOOK

tin billions of dollars]

Actual
Estimate

1973 1974 1975 1976 1979Item

Full-employment receipts 243 278 311 339 428
Full-employment outlays, current programs 245 274 303 329 391

Full-employment margin, current programs —2 4 8 10 37

It would be helpful if we had more information on how the admin-
istration estimates future year budget outlays and receipts. In making
these estimates, can you tell us what assumptions were used, including
pay and price adjustments, number of beneficiaries, size of the labor
force, and so forth? Can you or some of your people enlighten us on
that?
Mr. ASH. Let's ask Mr. McOmber to insert the answer. See if that

satisfies you.
Mr. MCOMBER. Mr. Chairman, we generally assumed that there

would not be any major change in the rate of growth of the labor
force. We did assume that there would be what we would call normal
increases in pay and price. Other than that, we generally used the
same assumptions that were used for the 1975 budget.

30-156 0 - 74 - 6
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Mr. MAHON. Does Mr. Mainland of the staff have a question?
Mr. MAINLAND. What about the labor force? Do you know what

the growth rate would be? There are projections as to how many new
people would be added to the labor force and you have actuarial tables
which could be used to estimate how many would leave, etc. Does not
that figure in your estimate?
Mr. MCOMBER. I should state that we have simply assumed with

respect to those estimates that are affected by the labor force, a normal
growth in the labor force. I don't know what that is right offhand,
but we can provide that for the record.
[The information follows:]
The estimates assume an average annual rate of growth of 1.7 percent in the

civilian labor force. This estimate is based on a recent study by the Bureau of
Labor Statistics.

Mr. MAHON. For each of the outlay categories listed in the table
on page 37, can you provide us with the detailed data used in making
the fiscal year 1976-79 estimates in order for us to assess the relative
impact of (a) existing law and contractual obligations, (b) exten-
sions of expiring laws, (c) 1975 budget proposals, (d) pay and price
level changes?
Do you want to provide that for the record?
Mr. ASH. Mr. McOmber?
Mr. MCOMBER. Mr. Chairman, we want to be responsive to your

questions, but that is one area we would prefer not to provide more
detail. This is the reason: We do have some confidence in the overall
estimates as they stand. But when we consider many of the particular
components that go into the overall numbers in terms of making them
public, we have much less confidence in the estimates of components.
We want to focus on the overall aggregates of the figures and not
to focus on the details. With your permission, we would very much
prefer to leave the record stand as it is.
Mr. MAHON. Could we get your assurance that you and your staff

will cooperate constructively with us in the coming year to develop
a running budget procedure, recognizing that we will be learning by
doing and that none of us will be satisfied with the initial results? We
were thinking primarily of seeking your help in arranging for the
collection of 3- to 5-year outlay estimates by account, and for
uncontrollables.
Mr. ASH. We would look forward to doing that during this year.
Mr. MAHON. At this point I would like to yield to the gentleman

from Pennsylvania, Mr. Flood, chairman of the Health, Education,
and Welfare Subcommittee, for the purpose of interrogation.
Mr. Michel, ranking minority member of the Labor-HEW subcom-

mittee is present and he has some questions in this area. We have a
number of issues involved here.
Mr. Flood, I recognize you at this point.

UNEMPLOYMENT PROGRAMS

Mr. FLOOD. Thank you very much, Mr. Chairman. With reference to
unemployment, you are now going to look into the current problem.
You can imagine what is happening, where we are losing jobs every
day. People can't get work; but in my area of the country we came
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back, by miracles, from 17.5, when I first came here many years ago,
and we are now down to 1 percent more than the national average. The
15-year national average has all sorts of problems and we are getting
increased unemployment now because of this gasoline shortage. In the
next 2 or 3 days we are going to have serious problems with the retail-
ers. Will they walk or what? It is a bad situation and nobody knows
the answers.
In this specific area, with reference to the energy crisis and unem-

ployment, can you tell us when you fellows will move in? I don't mean
during fiscal year 1975 but on the theory that you are prepared to do
something now about unemployment. Are you talking about 1975 or
can you move into it at noon today? Can you attack the unemployment
problem in any way at all?
Mr. ASH. Certainly 
Mr. FLOOD. I want this for the record, but I would like a statement

in the next 2 hours.
Mr. ASH. Certainly the thinking that we have is not related just to

fiscal year 1975 because we all know that that could well be much later
than we would hope some of these actions could be taken. The contin-
gency thinking we are doing and the plans that we have contemplate
the use of those actions, way before we get to fiscal year 1975. For some
oi them there are different kinds of lead time. As you know, it is very
difficult for the Federal Government to do many things this week.
Certainly we have in mind those kinds of things that can be done as
early as possible. Some do take legislation, like unemployment
compensation.
Mr. FLOOD. I am not speaking about that. Do you have in your pocket

verse and chorus that you can pull out for me if I need it Friday, within
reason?
Mr. ASH. I would say Friday would be a little fast to be able to do

the things that have to be done. Certainly to the extent that there
are 
Mr. FLOOD. How about Saturday?
Mr. Asir. As far as we can. To the extent there are programs already

in progress up there—and I am not sure in that area which Federal
programs are in progress that might be expedited—certainly those are
the kinds of things that could be done just as fast as possible.
Mr. FLOOD. The answer is yes?
Mr. ASH. The answer is yes.
Mr. FLOOD. Three o'clock in the morning, you can tell Flood this is it.
Mr. ASH. I will await the call.
Mr. FLOOD. I appreciate that.

PUBLIC SERVICE EMPLOYMENT

As you know, in the budget for Labor-HEW there is a long list of
items that are so-called uncontrollable. This is the biggest budget in
the entire spectrum, Labor-HEW. If you exclude the uncontrollables,
you still have a big, fat figure from what it used to be. For our pur-
poses now, title II of the Comprehensive Employment and Training
Act enacted December 28, 1973, authorized appropriations for public
service employment and training. To qualify, a rate of unemployment
beyond 6.5 percent is required for 3 consecutive months.
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This is really an extension of the program currently being carried
out by the Emergency Employment Act; $1 billion was appropriated
for the Emergency Employment Act for fiscal year 1972 and $1.250
billion for 1973. According to the 1975 budget appendix, on page 624,
an amount of $1,014,174,000 of these appropriations were actually
spent in fiscal year 1973 and $641 million will be spent in 1974. The
President has requested a supplemental appropriation of $250 million
for fiscal year 1974 for the public service employment item.
In 1975, the budget contains $350 million for this purpose.
Three questions. First, has this Emergency Employment Act pro-

gram proved to be a very effective way of moving people to jobs? We
know about support from local communities. GAO reports are favor-
able. All the mayors, Governors, and county boards are all for this.
What about you?
Mr. ASH. Maybe we are all fortunate to have the associate director

responsible for that program here.
Mr. O'NEILL. I think, as you say, the results have been suggested

by some to be quite good. The GAO report you cite raises some ques-
tions we have been interested in since that program was initiated as to
the actual employment effect of the program.
In other words, there have been some cases, we believe, where the

Federal dollars provided under the Emergency Employment Act of
1972 were in effect used to hire people or pay salaries of people who
would have been on the rolls in any event. As we worked through with
the committees last year the development of the Comprehensive Em-
ployment and Training Act, we joined together in an idea that the
decision as to whether or not manpower money should be used for
institutional training or on-the-job training or for public service jobs,
is one that ought to be made in the local community and ought to be
applicable—
Mr. FLOOD. Public service jobs—you see potential there?
Mr. O'NEILL. We see a potential there where the decision is made

by the State and local people. What that bill provides, what that—
Mr. FLOOD. There is no reflection upon anybody.
Mr. O'NEILL. The potential we see with the bill, as we have it, and

appropriations as we requested them, is that in fact every dollar of the
amount appropriated under that bill can be used for whatever pur-
pose, whatever manpower training purpose, the local people want to
use it for.
You were asking Mr. Ash earlier about immediate action. There is

nothing we can do about using that $250 million for title II of the
Comprehensive Employment and Training Act until the Appropria-
tions Committee puts it into law.
Mr. FLOOD. As far as this phase, you need law?
Mr. O'NEILL. No, sir; we do not. We need appropriations.
Mr. FLOOD. Strange, that is a law too?
Mr. O'NEILL. Yes sir.
Mr. FLOOD. I think you need an affirmative act of some kind.
Mr. O'NEILL. Yes, sir.
Mr. FLOOD. I asked Mr. Ash, "Will you comment on that?" What

about the problem in Wilkes-Barre for example? What can I do?
Mr. O'NEILL. As Mr. Ash indicated, we have to look at the par-
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ticulars of the case. As we look at what is out there in the pipeline right
now, I think just a superficial judgment would say that there is a great
deal of money in the pipeline for various kinds of public works proj-
ects, for things that have been in the pipeline for urban renewal proj-
ects. In many cases those projects can be speeded up if the State and
local officials want to speed them up.
Mr. Wim-rEN. Would my colleague yield?
What about these impounded funds, sewage and all the other public

works that you have acknowledged that you have? It wouldn't take
any action except your signature to release those immediately, would
it?
Mr. ASH. The basic criteria that we have which were discussed ear-

lier were those that could have the most immediate effect, and each
situation has to be looked at as to whether it can be translated to im-
mediate effect.
Mr. WnrrrEN. That is very informative. My question was all it

would take to release it would be your signature. Is that right?
Mr. Am. That is a way to deal with those funds. Whether it does

the job or not is something else. Certainly it is a way to accomplish
the task.
Mr. FLOOD. The answer is "Yes."
I am not kidding on this. This is a desperate situation and it is per-

haps the worst in the United States. If the unemployment increases—
and, of course, it seems likely for a number of reasons—would you
expect to request more funds for public service programs?
Mr. ASH. That is clearly one of the possibilities, and we

requested 
Mr. FLOOD. It is just one of many possibilities?
Mr. ASH. What we would do is not request it specifically for public

service employment, but request additional funds for the total compre-
hensive manpower assistance program and then let the local decision-
makers decide how to use it. Because our basic thrust has been to move
out of trying to administer from here the details, community by com-
munity, of how such money should be spent. Instead, the responsibility
is put in the hands of those that are closer to the problem. We could
consider that.

PROGRAM REDUCTIONS UNREALISTIC

Mr. FLOOD. Let us now talk about program reductions. This budget
proposes many of the same severe reductions in education and health
that Congress rejected last year. These reductions, amount to nearly
$2 billion—that ain't hay either, even here—for fiscal year 1975. I have
heard all these platitudes and speeches about what great proposals
were being made in this budget. These program cuts are nearly iden-
tical to the ones proposed last year. Mr. Chairman at this point I sug-
gest that we insert in the record a partial listing of program reduc-
tions in the Labor-Hew area.
Mr. MAHON. It shall be inserted.
[The information follows:]
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PROGRAM REDUCTIONS

[In millions]

Decreases for
fiscal year

1975
Decreases in
1974 budget

Health:
General research support —45 —36
Mental health research and training —41 —39
Drug abuse —27
Alcoholism —38 —70
RMP's —37 —134
Health manpower —198 —256
Hill-Burton construction —197 —197
Teaching facilities —114 —100
Community mental health —70

Education:
Impacted area aid —253 —370
Emergency school aid —159
Teacher training —52 —45
Bilingual education —15 —10
Direct student loans —288 —288
Student supplementary grants —210 —210
Land grant colleges —12 —10
Veterans cost-of-instruction —24 —25
University community services —14 —15
Libraries and equipment —32 —215

Other: 0E0—Community Action —218 —332

Total —2,000 —2,400

Mr. FLOOD. At that time Congress vociferously refused to go along
with that. You know that and I know it.

Isn't it somewhat unrealistic to expect that these programs can be
abruptly cutback? What major change has occurred since last year
which would cause the Congress to change its mind about these
programs?
Mr. ASH. Let me talk about the total and then, if you wish, we can

talk about the particular ones.
Mr. FLOOD. The whole bag.
Mr. ASH. The President's budget is what he recommends as the

best program for the country. It is quite possible that others, particu-
larly as you have indicated, the Congress might not see it exactly the
same way. The budget is the President's view of how we can best spend
the taxpayer's money, his recommended course of action, and a set
of programs and funding levels for those programs. It is not a docu-
ment that says this is what the President guesses the Congress would
recommend.
Mr. FLOOD. Under no circumstances should I be impertinent and

presumptions to say that you fellows sitting around down there say-
ing, "We can cut this thing now, knowing that Congress will put this
thing back anyhow. Everybody will be happy."
Mr. O'NEILL. Mr. Chairman, in my defense I would stand on page 41

of the budget, which summarizes HEW outlays for 1973, 1974, 1975:
$82 billion, $96.8 billion, $111 billion.

HILL-BURTON TERMINATION

Mr. FLOOD. On Hill-Burton construction, you are again proposing
to terminate grants for construction and modernization of hospitals,
placing your confidence in the private market to supply all capital
needs for construction and modernization of those facilities. You know
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more about the climate of Washington than I do, so I give you credit
for knowing what you are talking about.
You know more about that than we do, and yet you say "Leave it

to the private sector." You know they won't touch it. We have heard
many instances in certain areas, not across the board, for one reason
or another where they simply can't avail themselves of the resources
of the private sector. They wouldn't touch them with a 10-foot pole,
for all the reasons you know. There may be a good case on the actual
building of additional hospitals, but modernization is a different
ball game and there is no such animal. What are you going to do
about that?
Mr. O'NEILL. Mr. Chairman, in response to your concern over the

response of the private sector to the need for medical facility con-
struction, I invite your attention to a revealing chart on page 146
of the Special Analyses of the 1975 Budget. It graphically portrays
the very marked increase from 1962 to 1972 in national expenditures
for medical facility construction, with an especially dramatic rise
since the enactment of medicare and medicaid. In 1974, HEW has
estimated that those programs will provide $790 million in reim-
bursements for construction costs, and private insurance companies
will provide an additional $1,020 million in such reimbursements.
It is not surprising, as the chart reveals, that the Hill-Burton con-
struction grants program has declined in importance as a source of
funds for medical facility construction. The data portrayed in the
chart should allay any fears you may have that private industry
either now or in the future views the medical care facility field as a
poor investment. Enactment of a comprehensive national health in-
surance program along the lines of the administration's proposal
would further assist hospitals to meet their legitimate costs of doing
business, including needed modernization of their facilities.
I also would like to go back to the example I used this morning

about RMP and indicate—from our point of view and yours too—
under court order we are going to spend $120 million to $125 million
on RMP in the next 4 months.
Mr. FLOOD. You knew I was going to ask about that.
Mr. O'NEILL. Let me finish this point. I think that you and appro-

priate colleagues of yours will be receiving today from the Secretary
of Health, Education, and Welfare a letter nailing down what I said
this morning, and recommending that instead of wastefully spending
a substantial amount of that $120 million because the RMPs generally
are not prepared to use all of those funds in a useful way, we redirect
that money to deal with the apparent problem that you are talking
about. We would propose to make about $80 million available for two
things. The first is a one-time funding of selected special projects for
the refurbishment of ghetto hospitals, where serious obstacles are en-
countered in attracting private funds. We think it will be useful to use
that money on the books and in large part take care of the ghetto
hospital modernization problem.
The other objective would be to enter into contracts with the States,

again on a one-time basis, to assist them in gearing up for the very
substantial health planning and regulatory responsibilities they will
be asked to exercise under both the comprehensive health insurance
program, and the health resources planning proposal enunciated in
the 1975 budget.
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REGIONAL MEDICAL PROGRAM

Mr. FLOOD. On the RMP's this is a different angle. I have heard
about that one for some time. You are planning to replace these com-
prehensive health planning and regional medical programs with some-
thing called health resources planning. That is beautiful. Couldn't do
better myself.
Concerning the various projects under regional medical programs

that are now dealing with care of the people in various specific disease
areas, cancer, stroke, heart, kidney disease, and so on, are they going
to be terminated? What about these very, very successful programs
of the RMP ? What is going to happen to them? How in the world do
they fit into this health resources planning, if at all?
Mr. O'NEILL. Mr. Chairman, the health resources planning 
Mr. FLOOD. That is a tough question.
Mr. O'NEILL. Very fine question, sir.
The Health Resources Planning Act is designed to deal with the

planning function in particular in a different way than we have tried
to deal with it before. It is designed to bring together the Government,
people in the local area, the providers, hospital people, and the con-
sumer to look at hospital bed needs, how they can attract nurses and
physicians, other skills, and balance the overall system in a medical
market area. It is not designed or proposed to be a service delivery
program. The President's proposal to deal with health care delivery
problems is to provide an insurance umbrella to make sure everybody
in the country has sufficient health insurance coverage so they can
buy what they need, without the Federal Government having to buy
it for them under categorical service programs that inherently were
spotty in their coverage, and thus inequitable. In this way we can
perform the functions that we can do well in Washington, and let the
private sector and State governments do what they are best at.

HEALTH MANPOWER CUTBACK

Mr. FLOOD. On manpower, the budget again proposes cutbacks in
support of training individuals in fields such as mental health, medi-
cal research, education, and rehabilitation. Is there sufficient man-
power train6d in these areas, including paramedic programs? Doesn't
the Federal Government have some responsibility for the distribution
and supply of adequate health and education manpower programs?
Mr. ASTI. Mr. O'Neill made a speech a little earlier this morning. He

might want to refer to it.
Mr. FLOOD. I couldn't do better myself.
Mr. O'NEILL. Mr. Chairman, we are coming back to you this year

in the health manpower area with a set of proposals that we think
make sense, that are pertinent to our medical manpower training
situation now and in the future. Right now—I think you have seen
these figures before—we have a situation where we have something
on the order of 2 or 21/2 qualified people applying for every medical
slot that we have got in the country. As we extrapolated the current
trends of medical manpower, we think it is fair to forecast—
Mr. FLOOD. You are talking about medical policy?
Mr. O'NEILL. I am talking about the whole range of medical man-

power. Dentists 



87

Mr. FLOOD. You are talking about doctors?
Mr. O'NEILL. The same with paramedics. If you look at the 1975

budget, the President proposed $125 million for so-called health man-
power special projects.
Mr. FLOOD. Georgetown has 6,167 slots.
Mr. O'NEILL. Yes.
Mr. FLOOD. When I went to law school, that was a murder case.
Mr. O'NEILL. The President has proposed a $125 million special

project program. Of that amount, HEW currently plans to make
available approximately $8 million to allied health schools, schools
of public health, to do that part of what we think we can do. That
is to carefully support curriculum development and other innova-
tions to make sure there is a sound basis for the training of so-called
physician-extenders and other allied health personnel.

FINANCING THE SOCIAL SECURITY PROGRAM

Mr. FLOOD. On another subject of importance to me—social security
programs. Social security taxes on employees are become quite a tax
burden even for the so-called middle-income families. Are you study-
ing any alternatives to finance this social security system? Do you fore-
see the necessity for financing ,at least part of the cost from general
revenue?
Mr. O'NEILL. Mr. Chairman, if I may, as we followed that program

over the years, we think that in a way the basic area 
Mr. FLOOD. There is an audience here.
Mr. O'NEILL. We think in a way we have done a disservice to the

program by trying to put into it more objectives than what it started
out with. In its original form, it was very strongly a savings program
for retirement years with contributions coming from the employer
and employees. Thus, they had a stake in the program. In the last
10 years or so, some of that has been eroded because we have gotten
confused between that pension objective and the welfare objective.
We ought to be moving away from that.
The social security program is a different program. It ought to be

looked at as one financed by the employer and employee, saving for
retirement years.
Mr. FLOOD. For the record, put some time on that answer?
Mr. O'NEILL. Be happy to.
[The information follows:]
We have two basic programs in this economy for providing income assurance

to elderly Americans: one is a retirement program—social security—which pro-
vides benefits related to former earnings, and the other is an assistance pro-
gram—supplemental security income—which provides benefits to older persons
based on need.
The assistance program, to help those in need, is the responsibility of all citi-

zens and is properly funded from general tax revenues. On the other hand, the
pension program which pays more to one person than another because he formerly
earned more than the other, properly requires that a person who takes more out
of the system should contribute more to it.
There is no need for these programs to be absolutely separate and watertight.

Administrative effectiveness is sometimes served if a limited amount of horizontal
income redistribution is allowed to exist in the pension program. However, we
believe that the welfare-oriented provisions—the high minimum benefits as well
as liberal dependents' and survivors' benefits—have exceeded proper dimensions
for a wage-related system.
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This confusion of roles between the two systems distorts the equities within
the system, necessitating complicated offset systems in the assistance programs
to avoid unwarranted windfalls; it also deprives retirees under the social security
system from realizing more adequate wage-related benefits because of the drain
on the system created by the welfare benefits.

WELFARE REFORM

Mr. FLOOD. In the President's state of the Union message, he appears
to have pointed welfare reform in the direction of negative income tax.
Recent results in Pennsylvania and New Jersey show some kind of
possibilities of this approach. Yet there seems to be no sense of urgency
at all to improve the public welfare system. Why the delay? Why
don't we have something now?
Mr. AsH. Again, Paul can answer it better than I. Let me make a

few comments and see what he wishes to add.
I am sure that most of us here realize that in the last few years there

have been many starts, not getting anyplace in true welfare reform.
What we have concluded is that if we are truly to achieve that objec-
tive—and I think most people believe we should achieve that objec-
tive—maybe it is time we should start it a little differently. Instead of
putting before the Congress a completely wrapped up package of how
we would design a welfare reform program, we start a little more from
the ground up and work with the Congress in making sure that we first
agree on a statement of the problem.
Mr. FLOOD. You are not going to come in here with one of your

sacred cows?
Mr. ASH. We hope together to develop a sacred cow, one we all find

acceptable or at least enough of us to at this time get effective legisla-
tion. In the past, we have all ended up with nothing, and yet that is
deplorable from every point of view. What we think should be done
is that we make sure that we all have a generally mutual understanding
of what the true problems have been in the present programs, true
objectives we would try to seek, and out of that develop a program
design that meets those objectives, worked on or developed more
between the executive and the Congress than one branch alone. This
is our expectation.
Mr. FLOOD. Good luck!
Mr. ASH. Think it will work?
Mr. FLOOD. Yes.
Mr. ASH. It is going to be a problem, and we have to find a different

way of working than before.
Mr. FLOOD. Sounds good in theory.
Mr. ASH. The other has not worked, so we might as well try this.

UNEMPLOYMENT COMPENSATION

Mr. FLOOD. Just two more on unemployment compensation.
In the 1975 budget estimates of the outlays from trust funds for

1974 are $5.8 million, and rise to $7.1 millon for 1975. This is quite a
jump. Are these estimates realistic in view of your own statistics on
unemployment?
Mr. ASH. They are based on the economic outlook that we now have

for that period of time. Obviously this is a very difficult matter to fore-
cast. I wouldn't gurantee that to be right plus or minus 1 or 5 percent.
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Certainly it is going in the right direction and about the right scale
of numbers and it is based at least on our present view which, as we
discussed earlier this morning, could well change as we go through the
year.
Mr. FLOOD. We have been reading stories in the newspapers about an

administration proposal to provide extended—underlined—unemploy-
ment compensation benefits which will cost probably an additional $1
billion. As far as we can tell, there is no proposal anyplace in the
budget request. Will you describe the proposal and tell us what effect
it will have on the 1975 budget, if enacted?
Mr. ASH. That specifically is not in there in the $7.1 billion shown

here. It could add on, if enacted, a $300, $400, $500, or $600 million ad-
ditional amount in fiscal year 1974; $300 to $600 million, depending on
what may transpire in the way of actual unemployment during that
time. That would be the range of possibility that it could cost this fiscal
year.
Mr. FLOOD. Thank you.
Mr. MAHON. Thank you, Mr. Flood.
Mr. Michel.
Mr. MICHEL. Thank you, Mr. Chairman.
Following up that question by Mr. Flood with respect to the

$300 to $600 million in unemployment compensation, that would
have to come up here in a supplemental if we were to enact
the extended unemployment bill which has been pending, if I under-
stand it, before the Ways and Means Committee for about a year?
Mr. O'NEu.L. Yes, sir; pending since last April.
Mr. MICHEL. To make certain here, there is nothing in the budget

for implementing that extended measure?
Mr. ASH. It is not calculated in the $7.166 billion number shown here.

It would require a supplemental, in that it would, after being
passed, not automatically come out of and be a charge against the
unemployment trust fund.

ESTIMATED 1974 EXPENDITURES

Mr. MICHEL. When the chairman began this hearing this morning,
I think he said that in 16 out of the 20 years actual outlays have
outdit tanced estimated expenditures. You are testifying here, Mr. Ash,
today to a $304 billion budget that has a planned deficit in fiscal year
1975 of—how much?
Mr. ASH. $9 billion actual deficit, full employment surplus of $8 bil-

lion. I think that you are talking about the actual.
Mr. MICHEL. What are the best estimates currently in fiscal year

1974? What are the best estimates of what our deficit will be when we
close the books June 30?
Mr. ASH. The deficit for that year will be $4.7 billion. That is what

we expect it to be at this moment for 1974.

FINANCING ADDITIONAL DEBT

Mr. MICHEL. We have heard a good deal of testimony and haggling
and haranguing around here in this hearing today with respect to the
impoundment of funds. If we would add the $11.8 billion of impound-
ment funds to the $4.7 billion deficit you say we are going to have on
June 30, we would end up with a $16.5 billion deficit this year?
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Mr. ASH. Some of the reserved funds are to be released during the
current fiscal year and some positions of those releases will be reflected
in outlays. This is included in the budget totals. But if all reserved
funds were released and if we were able to spend them in this fiscal
year the deficit would certainly be higher.
Mr. MICHEL. If not, it would pile onto the $9.3 deficit you have

planned for 1975?
Mr. AsH. Releasing all reserved funds would increase the 1975 defi-

cit; yes.
Mr. MICHEL. Where do we borrow those additional billions of dol-

lars to fund that kind of deficit? Where do we go?
Mr. ASH. As you know, a limited number of places. If we just pic-

ture it as a surcharge on the personal income tax rate we would be
talking about 10 percent more if it were paid out of 11-year incre-
ment to personal income tax. At least that is the scale of it. It is a
number that is important.
Mr. MICHEL. If we go into the market to borrow, we go into comple-

tion with all the other money available. We decry interest rates of
9 percent, but obviously if the Government has to go in to borrow all
the more it can't help but buttress that, and put more upward pressure
on interest rates.

POSITIVE ASPECTS OF RELEASING IMPOUNDED FUNDS

Mr. WHITTEN. Would my colleague yield?
I notice that the gentleman asking the question was overlooking

the fact that this runs counter to your earlier argument. If you release
$11 billion in expenditure for public works, and other projects, that
gives employment which decreases unemployment compensation, and
increases taxes on profits, so the budget deficit wouldn't increase as
much as you suggest. Not only am I right about that being a factor,
but you in your testimony have pointed to this as a means that you
might be forced to use so as to keep the economy going.
Your 1, 2, 3 answer about this deficit is a little too simple, wouldn't

you say?
:Mr. ASH. Let me say, as I said earlier, a budget attempts to walk a

fine line between overspending and underspending, realizing that
overspending contributes to inflation. Underspending could contribute
to unemployment, and the real job is to walk that fine line. We believe
that we have found the fine line for economic outlook as we now see
it and hope we wouldn't vary from it except for good reason.
Mr. WHITTEN. I asked you if you were not overlooking the fact

that employment in public works would decrease the amount of un-
employment compensation and generate income and taxes.
Mr. ASH. But it would reduce unemployment 
Mr. WHITTEN. You started with a "but," and that is not the way

to start off an answer.
Mr. Ash. It would reduce unemployment compensation much less

than it would increase total outlays. Therefore, total outlays of the
Federal Government to be covered by taxes or debt would then sub-
stantially go up.
Mr. WHITTEN. I thank my colleague.
Mr. MICHEL. I would like to make the point that the economy is

operating pretty much at 100 percent of capacity. There have been
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additional public works. Where will you get the wherewithal to do
the kind of things that the gentleman speaks of, particularly if you
are to confine it to water treatment plants, sewage disposal plants, and
this kind of thing?
I think what you testified to earlier was a more orderly expansion

of that program, which makes much more sense than the Congress
ballooning the program up far beyond our capacity to meet it without
encouraging additional expense in the cost of materials that go into
those actual projects. As you say, I think so very well here, Mr. Ash,
it is a question of walking a very fine, thin line.
Let me get to the manpower and labor areas, and then on to the

health items, if I might.

PUBLIC SERVICE EMPLOYMENT

The new comprehensive manpower legislation that was passed in
1973 consolidates many of the separate manpower programs and pro-
vides a formula for the distribution of funds to prime sponsors. Gen-
erally, cities over 100,000 and areas with unemployment over 61/2 per-
cent can have public programs, as I recall.
In the 1974 supplemental which the chairman of our subcommittee

alluded to, you ask for $250 million, and then in 1975, $350 million
is requested for public employment programs.
If my memory serves me correctly, during the past 30 months that

the emergency employment assistance program has been in effect, 325,-
000 or 330,000 people, all-told, drew benefits. Are there any estimates
of the number of people who would be employed by the new program?
Mr. O'NEILL. I can get that number for you for the record.
Mr. MICHEL. Would you supply it for the record?
Mr. O'NEILL. Yes, sir.
[The information follows
It is estimated that the $250 million for fiscal year 1974 and the $350 million

for fiscal year 1975 which are requested for distribution to high unemployment
areas for employment and training programs under title II of the Comprehen-
sive Employment and Training Act could, if used entirely for public employment,
fund 35,700 employment opportunities in 1974 and 50,000 in 1975.

COST CALCULATIONS ON FOOD ASSISTANCE PROGRAMS

Mr. MICHEL. Let me move to the food assistance program. The bulk
of the spending on food assistance programs is tied by law to food
prices and reimbursement rates in the school feeding programs and
food stamp allotments. The income eligibility limits in the food stamp
program are automatically increased or decreased semiannually as
food prices increase or decrease.
What are the USDA's expectations with regard to food price

changes during the fiscal year 1975, if any? Have we any kind of cal-
culation on that?
Mr. Asir. We do not have the factors that they have for food price

increases. We can certainly get those as well.
Mr. MICHEL. Were they used at all in the makeup of the 1975

budget?
Mr. ASH. Yes, sir, but we do not have the particular factors used.
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There were some used. In fact, that is largely what is causing the
increase shown here.
Mr. O'NEILL. I do not recall the precise figures but to give you an

example I would like to place your question in the context of the food
stamp program. The farm bill which passed last August specified
semiannual adjustment to the coupon allotment beginning January 1,
1974. Thus, for a family of four the food stamp benefit increased from
$116 to $142. Instead of having a limit on income eligibility for a four-
person family of about $4,600 which we had until December 31; on
January 1 we went to $5,700. So, any four-person family in this coun-
try with adjusted total income less than $5,700 is eligible for food
stamp benefits.
Under the farm bill, benefit levels change every 6 months to reflect

changes in the Consumer Price Index for food. We will get you the
precise estimate.
Mr. MICHEL. Last night I saw a program on television about the

plight of the poor with the increased cost of food. It indicated the
Federal Government was lagging in what it was doing. I would like
to have spelled out specifically for the record what we are doing by
way of increases in 1975 over 1974, •and the number of people so
affected.
Mr. Chairman, I will ask unanimous consent that they be permitted

to respond to several other questions on this subject for the sake of
the record.
Mr. MAHON. Without objection.
[The information follows:]

FOOD STAMP PROGRAM

Question. How many new participants will be brought into the food stamp
program in fiscal year 1974 and 1975 clue to geographic expansion as mandated by
Public Law 93-86?
Answer. About 1 million new participants will be brought into the program in

fiscal year 1974 and another 1.6 million in fiscal year 1975.
Question. What will this increased participation cost in 1975 as compared with

the cost of the commodity program in those areas that are switching over?
Answer. On an annual basis this increased participation in the food stamp pro-

gram will cost around $500 million compared with a little over $200 million for
the commodity program.

Question. What will be the additional State and local administrative cost in-
volved in operatink the food stamp program as opposed to the commodity pro-
gram and what will be the Federal share of that cost?
Answer. State and local administrative costs vary substantially in both pro-

grams from State to State and county to county. These variations are greatly in-
fluenced by the manner in which the State is organized to run the two programs.
Because the Federal contribution to the food distribution program was made
available primarily to secure expansion in programs that had no family assistance
program, there are some counties where the local or State contributions have been
virtually nothing. In such counties there will be a significant increase in local
costs.

State and local costs of the food stamp program include 100 percent of the
administrative issuance costs (approximately $1 per household per month) and
approximately one-third of the direct certification cost. Roughly the State and
local share of certification cost would average $1 per month per participating
household. Thus the total direct cost to State and local governments is about
$2 per participating household per month. Overhead costs at State and local
expense vary widely and we do not have an estimate.

Question. How many areas (that is. county, States and territories) are ex-
pected to remain in •the commodity distribution program through fiscal year
1975?
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Answer. None is expected to remain in the commodity distribution program
through fiscal year 1975.

Question. What set of criteria is the USDA using in making the judgment
that any particular area may remain in the commodity distribution program
rather than transfer to the food stamp program?
Answer. No State has requested that the commodity distribution program be

continued in a specific area. Some have requested delay. Our criterion has been
whether a State's request for delay in implementation is reasonable because
of the sheer number of localities that will be switching to the food stamp pro-
gram. Such States include the Navajo and Papago Indian Reservations in Ari-
zona and the State of Virginia which has 42 counties which will be switching
over, which expect to have statewide implementation by September. Because of
the magnitude of the program, Puerto Rico expects to complete islandwide
implementation by March 1975.

Question. What rationale has been put forward in State plans for leaving
specific areas under the commodity distribution program rather than switching
them over to food stamps?
Answer. None of the States has asked that commodity distribution be

continued.
Question. What has been the impact of the new quality control system on the

caseload of the food stamp program? Has there been significant reduction?
Answer. While this is a difficult area to judge because the quality control

program was just getting underway, it with other administrative actions includ-
ing the registration of household members who are eligible for work, monitoring
of households participating in the program with zero purchase requirements,
administrative reviews by regional offices, and increased number of audits have
had a significant impact on stabilizing participation. In fact, the level of partic-
ipation for those project areas which were operating the food stamp program
in October 1972 actually showed a decrease of 1.1 percent when compared with
the October 1973 level of participation. The increase in program participation
from October 1972 through October 1973 is attributed tdtally to the transfer of
project areas from the food distribution program to the food stamp program.
Question. Which States have not implemented quality control programs and

why not?
Answer. All 49 States operating a food stamp program report they have im-

plemented a quality control program. However, their most recent reports in-
dicate only 27 States have completed at least 85 percent of the required sample
which is needed to produce statistically valid results.
The reasons the remaining iSt-ates did not reach 85 percent were because of

problems in sample selection, insufficient staff, and because adequate staff was
not assigned early enough to begin a full-scale quality control program. Ten
States completed between 50 and 85 percent of their required sample. The
remaining 12 States completed less than 50 percent.
In some States, pressure from HEW to complete the AFDC quality control

sample has resulted in the diverting of food stamp quality control staff to work
on AFDC cases.

Question. Are "allowable error" standards used in a food stamp quality con-
trol program similar to or the same as those used by HEW? Does the USDA have
any penalties, fiscal or otherwise, which it can impose if States do not reduce
the errors they are making in administering the food stamp program to
acceptable levels?
Answer. The allowable error rates used in food stamp quality control are

the same as those used by HEW-3 percent for eligibility and 5 percent for
basis of issuance factors. A further review of these rates may be required but
cannot be done immediately because of the lack of basic data. A review of the
food stamp caseload, however, indicates that we have a much less stable popula-
tion than does HEW. The food stamp caseload is composed mainly of the work-
ing poor who are in and out of employment. They have frequently changing
incomes and may be in and out of the program.
We do have penalties for gross negligence and have billed States for the full

value of bonus coupons issued in "gross" violation of program regulations. We
are now tightening our rules in areas where a previous warning has been issued
to the State. HEW nays only a portion of the grant Paid to a public assistance
recipient. while USDA provides the full amount of the bonus dollars.
We are concentrating our efforts at this time in assisting the States in fully

implementing their systems. We have conducted training sessions in every State
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within the past month, have provided training materials for State use, and pro-
vided statistical and other assistance as requested. As a result of quality con-
trol reports, changes are being made at the Federal level in food stamp regula-
tions and operating procedures which more clearly define participation criteria
and will reduce caseload errors.

Finally, Food and Nutrition Services is using its other tools of program moni-
toring, such as administrative audits, and statistical reviews to focus the find-
ings of quality control both on statewide programs and to the subunits of local
administration.

INCREASING HEALTH COSTS—PRICE CONTROLS

Mr. MICHEL. May I move on to health.
More than 80 percent of the fiscal 1975 budget for health purposes

will involve expenditures for services provided under the medicare
and medicaid program. According to HEW's press release on the
budget, estimated outlays for medicare include the assumption that
phase IV economic controls will remain in effect for the health in-
dustry. The same controls, of course, as we know, also affect estimates
for medicaid. The HEW press release conceded that these estimates
would be much larger if the economic controls were removed.
Two months ago, the Cost of Living Council was enjoined by the

U.S. District Court for the District of Columbia from implementing
or enforcing its phase IV controls on institutional providers insofar as
nursing homes are concerned. In January, the American Hospital As-
sociation also filed suit against the Government, seeking similar relief.
If this challenge succeeds, the Cost of Living Council's phase IV

will be virtually destroyed; and if these controls are voided, what
impact on the budget can we expect, Mr. Ash?
Mr. ASH. It would, obviously, cause the budget numbers to increase.

Already, medicare, which was $12 billion in 1974, has moved to $14
billion in 1975. That $2 billion, or about 16 percent, is the increase
in medicare before any other erosion of the ability to hold these lines
through court action might take place.
Those numbers are moving up pretty fast. They certainly would not

go down.
Mr. MICHEL. Medicare accounts for the biggest increase in the health

budget, does it not?
Mr. ASH. Yes; it certainly does. In fact, medicare and medicaid

together account for $2.7 billion of the total health increase of $3
billion.

HEALTH MANPOWER

Mr. MICHEL. There are sharp differences of opinion about our reli-
ance in this country on imported doctors. An estimated 68,000 foreign-
trained doctors in the United States make up one-fifth of our country's
physicians.
This is indicative, I would say, of a shortage in this country. Does

this not have an effect on health care costs in our own country? Does
the budget address this problem at all?
Mr. Am. The main thrust of the budget regarding health man-

power is to provide the funds for those individuals in need, rather than
to institutions. This may go a long way toward developing a greater
supply of national health manpower, rather than foreign health man-
power, if we deal with individuals.
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Mr. MICHEL. The only thing that disturbs me about that com-
position, however, is that we have experienced 7- or 8-percent inflation
in the past year, and we expect a comparable amount in the coming
year. Does not that inflation have more of a bearing, really, on the
institution and its increasing costs than it has as an adverse effect on
the individual, particularly those we have been talking about who are
attending professional and medical schools?
Mr. ASH. Certainly, institutions are under the same kind of pressure

that individuals are. But, if we put the funds into the hands of the
individuals, they in turn can buy their own medical education from
those very institutions. They can determine what institution to get
their education from, and we could well end up, which is our hope here,
not merely providing funds through institutional help to those who
may not need financial help but, instead, providing funds to only those
who do need them. We should let those who can help repay their own
education costs, particularly in the medical field, where they earn a
substantial salary after graduation.
Mr. MICHEL. It really does disturb me—the makeup of this budget

when you look at health manpower. I am as sure as I am sitting here
that we will run into some real flack in this all-important area of man-
power. If you look at it cold turkey, it represents about a substantial
reduction at a time when the Congress has spoken repeatedly in the last
couple of years of the need for providing additional doctors, addi-
tional nurses, and the manpower necessary to meet this whole problem.
How do I, as a member of the same party as the administration on

this side of the aisle counter those arguments—arguments that in the
main are pretty legitimate with respect to a significant cut in health
manpower? That is a tough one for me to defend.
Mr. ASH. Is this not really largely the point Mr. O'Neill was making

this morning, that it is difficult to rationalize imposing on the taxpayer
a burden to in turn train those who go out and generate such high
levels of income from that very education that the taxpayer has paid
for? Is it not better to work in a different direction?

HIGHER EDUCATION POLICY

Mr. MICHEL. I appreciate that in the field of higher education,
through the basic opportunity grants, we are putting more money
there than we ever have before in the history of the country. It still
seems to me that when we are talking of an extended period of training
time, we have some real problems if we do not want to sacrifice qual-
ity—and we certainly do not want to do that in this country. We are
about the best and we want to remain the best. We can make some
reduction from an 8-year training period to 7 or maybe 6, but, never-
theless, the cost increases more than make up for the difference between
the telescoped period of time.
Mr. O'NEILL. I would like to add a couple of thoughts to what

Mr. Ash said.
As we have looked at what we have done in the last 10 years or, so

in health manpower, I guess we have come more and more to the view
that in part what we have been doing with institutional aid has been
counterproductive. Instead of the schools relying more on charging
people something that is somehow related to the cost of the education

30-156 0- 74 -7
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they are getting, our institutional aid and other forms of support to
medical schools has made it possible for schools to maintain a tuition
charge that is less than $1,000 in some places or 82,000, for a medical
education maybe costing somewhere between $6,000 and $8,000 a year,
depending on whose statistics you look at. Annual health manpower
capitation amounts to about $2,000 of the costs for each individual.
Then as we look at what happens to an individual when he comes out

of that learning stream, we find they are earning, on an average,
$40,000 or $50,000, and many of them more than that. There have been
stories here in the District of an individual earning from a Federal
program over $200,000 annually.
As we look at this, we think it makes an awful lot of sense for the

Federal Government to try to provide financial assistance to those in-
dividuals who cannot afford to finance their own medical education,
and let the medical institutions charge an appropriate tuition fee.
Mr. FLOOD. Did you say can, or cannot?
Mr. O'NEILL. For those that do not have the financial wherewithal,

for the Federal Government to make sure they do have the financial
wherewithal, but not through a grant program which just gives them
the money and that is the end of it.
For example, the administration now has before the Congress legis-

lation to extend and liberalize the national health service scholarship
program—analogous to the health professions scholarship program
successfully being run by the Department of Defense—under which
students in medical and other health professions sehools could have
all their medical education costs paid by the Government, as well as
have a generous stipend to live on during that time. Upon completion
of their training, they would agree to provide medical care to meet
whatever public needs the Secretary of HEW has identified, such as
in the National Health Service Corps or the Indian Health Service.
The 1975 budget would provide $23 million for this activity, and if
the Department can demonstrate a need for even more funds, I believe
the administration would be prepared to come back to the Congress
and request additional appropriations.
We also are proposing this year to expand the student guaranteed

loan level from the current $10,000 limit to $25,000. So, especially for
medical professionals, they will have the opportunity to get the money
they need to go to school. When they have completed their training,
they can pay it back, and not, in effect, have been given an education
that will earn them hundreds of thousands of dollars at the expense
of the taxpayer who, on the average, earns less than one-third of their
annual income.

COMMUNITY MENTAL HEALTH CENTERS

Mr. MICHEL. Last year's budget was designed to phase out the Com-
munity Mental Health Centers and put in an additional amount in
the budget to fund those that were already on the boards for the bal-
ance of their 8-year life. Does this year's budget differ from last year's
budget in that regard? Do we have knowledge that we will have a
continuation?
Mr. O'NEILL. I think it does in several important respects.
No. 1, when the President signed the Labor-HEW appropriation

bill for 1975 and decided not to continue the argument over the inter-
pretation of the continuing resolution for 1973, we, in effect, let loose an
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enormous amount of money, and part of that money over this next 6months or year will result in the establishment—as I recall—of an ad-
ditional 86 Community Mental Health Centers on top of those that
are already in place.
The 1975 budget says, let's go ahead and do that which we are going

to with the 1973 and 1974 funds. We are not asking for any new
money for further new starts, but we are asking for the dollars that
are necessary for the Federal Government to meet its commitment
with every single one of those community mental health centers for
the life of its commitment. We have not asked for all the budget
authority this year. We have asked for that which is necessary to meet
that commitment in fiscal year 1975, and we would propose to do so
in 1976 an,d the years beyond.
One other important factor is the President's proposed comprehen-

sive health insurance plan. We would for the first time, as a general
proposition, provide for mental health coverage under this broad
health insurance plan. We think under those circumstances everybody
would be able--
Mr. MAHON. Could you amplify that for the record?
Mr. O'NEILL. I will be happy to do so.
[The information follows:]
The mental health benefits in the comprehensive health insurance plan in-

clude 30 full days or 60 partial days of inpatient care per year, and 30 outpatient
visits to a comprehensive community care center or private practitioner per year
(the latter not to exceed 15 visits). These benefits are designed to cover the vast
majority of treatment for acute episodes, and would be the same under the em-
ployee health insurance plan, the assisted health insurance plan, and medicare.
In addition, mental hospital benefits would be continued under the residual medic-
aid program, pending a comprehensive proposal on long term and chronic care.
Mr. MICHEL. I will also ask, in keeping with that, unanimous consent

to insert a number of other questions in this whole general field of
health manpower, alcoholism, and mental health that I think we
ought to have developed in a general way here.
[The following answers to questions from Mr. Michel were sub-

mitted for the record.]
HEALTH MANPOWER

Question. The $369 million Fiscal Year 1975 budget request for health man-
power is almost 50 percent lower than $711 million appropriated for fiscal year
1974. Are you preparing us for next year's request for zero-funding for health
manpower?
Answer. The administration has no intention to propose termination of all

Federal health manpower programs. In 1976, for example, we anticipate that the
budget would reflect continuing large-scale support for activities to help remedy
health manpower distributional problems, and to improve access to health man-
power education by all segments of the society. Furthermore, the administration's
proposals for institutional support to health professions schools will involve a
gradual phasing down over 3 years of capitation grants, with the goal of phasing-
out the program within 5 years, to allow time for the schools and the students to
work out alternative ways of meeting the educational costs. Accordingly, under
the administration's proposals, a lower level of institutional support would con-
tinue to be provided in next pear's budget.

Question. If the fiscal year 1975 request were appropriated, what impact
would it have on enrollments, and general operations in health professions and
nursing schools nationwide?
Answer. The administration does not believe that the 1975 budget will impact

adversely on enrollments. Legislation that the administration will shortly be
submitting to Congress will require institutions receiving capitation support to
maintain enrollments as a condition of support.
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Health professions training institutions—and medical schools, in particular—
are very complex entities, involved in multiple and overlapping missions and with
annual revenues in the tens of millions of dollars. Although certain of the cate-
gorical Federal health manpower activities are proposed for termination or
reduction in the 1975 budget, total Federal outlays in 1975 for health training
and education would remain at about the same level as in 1974 as shown in the
following table from the special analysis volume of the budget:

TABLE 1-12.—FEDERALLY AIDED HEALTH TRAINING AND EDUCATION

[In millions of dollars]

Outlays

1973
actual

1974
estimate

1975
estimate

Degree or certificate training (929) (1, 093) (1, 058)
Research personnel 109 130 123
Physicians 370 458 465
Dentists 68 82 80
Nurses 129 127 92
Mental health professionals 42 40 44
Other health professionals 114 129 121
Paramedical personnel 97 127 133

All other training 289 296 275

Total 1,218 1,389 1,332

In the case of medical schools, total Federal outlays in 1975 would continue
to increase over prior years.

TABLE .1-13.—FEDERAL FUNDS TO MEDICAL SCHOOLS

[In millions of dollars]

Agency

Outlays

1973
actual

1974
estimate

1975
estimate

Department of Health, Education, and Welfare (933) (1, 086) (1, 096)
Research and development 546 715 743
Education and training 224 262 238
Construction 152 94 100
Hospital and medical services 10 14 13
Other 1 1 1

Department of Defense (5) (15) (15)
Education and training 5 15 15

Veterans' Administration (5) (10)
Education and training 5 10

National Aeronaufics and Space Administration (3) (4) (3)
Research and development 3 4 3

Special Action Office for Drug Abuse Prevention (3) (4)
Research and development 3 4

Total 941 1,113 1,127

Research and development 549 722 750
Education and training 229 282 263
Construction 152 94 100
Hospital and medical services 10 14 13
Other 1 1 1

In short, it is impossible to predict an aggregate response to the 1975 budget in
terms of enrollments. Most health professions schools continue to have at current
tuition levels two to three times the number of qualified applicants for each
entering position, with no indication that widespread student interest in a health
career is abating. Rather it appears to be increasing dramatically. Thus, there
is no reason to believe that either overall enrollments or general operations of
these institutions will be adversely affected by the 1975 budget.
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Question. Have all shortages of health manpower disappeared?
Answer. The concept of "shortage" in a professional field such as health man-

power is an elusive one and inherently arbitrary. There is no agreement in
absolute terms on what would constitute an optimal level of the many types of
manpower relative to the population as a whole. If "shortage" is taken to refer
to unfulfilled need for medical care, then certain health manpower "shortages"
will be with us forever, without regard to the numbers of such personnel ulti-
mately produced. Further, certain geographic areas of the country will probably
continue to experience markedly different ratios of health care providers to
populations, although measures to ameliorate gross maldistribution will be a
part of the administration's proposed health manpower legislation, including the
proposed scholarship legislation already before Congress.

All that , can be said with certainty is that the Nation already is experiencing
a significant increase in the aggregate supply of health manpower, and that based
on conservative projections of current enrollments in U.S. schools and accessions
of doctors trained abroad, further significant increases can be anticipated. (See
attachment, pp. 141-142, Special Analyses, Budget of th,e United States
(lovernment, 1975.)

Question. Who will fill the gap left by these significant decreases in the Federal
health manpower dollar?
Answer. As noted in a previous answer, although some funding of categorical

health manpower activities would be reduced under the administration's pro-
posals, total Federal spending for health training and education would not be
markedly reduced. In the case of medical schools funds would actually continue
to increase.

Certain institutions, of course, may experience actual increases in total
revenues from Federal sources, while others will have decreases. Those in the
latter category may choose to modify their programs or staffing patterns, or may
seek increased funds from other sources. One such source is to increase tuition
revenues, since tuition as a source of income for such schools has generally dimin-
ished in importance over the past decade. In medical schools, for example, from
1959 to 1970, tuition dropped from 7.6 percent to 3.7 percent of total revenues.

SOURCES OF FINANCIAL SUPPORT FOR MEDICAL SCHOOLS

[Dollar amounts in millions]

1959 1970
1959-70--

Percent
changeSource of support

Total
amount

Percent
of total

Total
amount

Percent
of total

Total $319.0 100.0 $1,712.9 100.0 437

Federal funds 94.0 29.5 778.6 45.5 728
Non-Federal grant and contracts 41.2 12.9 244.6 14.3 494
Tuition and fees 24.4 7.6 63.3 3.7 159
Endowment income 5.3 1.6 24.2 1.4 357
Medical services funds_  10.6 3.3 115.2 6.7 987
State appropriations 49.8 15.6 260.6 15.2 423
State, city, county grants in aid 8.2 2.5 22.6 1.3 176
Gifts 11.0 3.4 20.3 1.2 85
Teaching hospitals and clinics 13.7 4.3 57.9 3.4 323
Other 60.8 19.1 123.6 7.2 103

Source: Association of American Medical Colleges, "Medical Education In The Institution, Characteristics and Pro-
grams." A background paper prepared for Secretary Weinberger.

Question. The health professions capitation grant program was intended to
provide a reliable, steady base of support for health professions schools. Wasn't
the capitation program a major part of the administration's 1971 health man-
power bill? Why does the administration want to phase out this program?
Answer. The capitation grant approach to Federal support of health manpower

education was indeed espoused by the administration in 1971. Events since that
time, however, lead us to conclude that capitation grants are an inefficient
mechanism of support, and reflect an inappropriate Federal role in health man-
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power education vis-a-vis the Federal approach to higher education generally.
Specifically—
Such funds were not targeted based on an assessment of need for assistance;
Due to the allocation formula, some schools reaped windfalls while others could

have used more funds;
The incremental enrollment increases brought about through the capitation

grants proved to be very costly to the general taxpayer;
The amounts authorized and appropriated were unrelated to "real" educational

costs;
Continued capitation grants threatened to make many of the health professions

schools increasingly and excessively dependent upon tl,ie vagaries of the Federal
budget process;
The historical and continuing excess of demand for places in health professions

schools, the rapid increases in aggreagate health manpower supply, and the
extraordinarily favorable lifetime earnings potential of most health profes-
sionals, bring into question the appropriateness and equity of continuing to single
out the health professions for a level of public subsidy provided to no other class
of professions; and
Formula-type, across-the-board institutional support for health manpower

schools is fundamentally at odds with the Federal role in post-secondary educa-
tion generally, where support is targeted on assuring students financial access to
higher education, rather than supporting the institutions themselves.

Question. You have indicated that within the next 10 years or so there may be
a surplus of medical personnel if training capacity continues to increase. Can
you give us some projections regarding supply and requirements for medical
personnel during this period?
Answer. Estimates of increased health manpower supply were cited in a prior

answer. These projections point to marked increases in aggregate physician man-
power, relative to the general population, by 1980 and 1985. Estimating require-
ments for health manpower is both difficult and hazardous, due to a critical
series of heroic assumptions that must be made with regard to such matters as:
Degree of population growth;
Changes in mix of health manpower actually delivering care;
Changes in provider productivity;
Changes in effective demand for medical services due to general economic

conditions or availability of improved health insurance coverage; and
Changes in the organizational arrangements for health services delivery (for

example, increased numbers of HMO's).
The Department of Health, Education, and Welfare, nevertheless, has esti-

mated the supply and requirements for certain categories of health manpower in
1980, as follows:

Supply Requirements

Physicians  432,000 to 448,000  400,000 to 450,000.
Dentists  126,000 to 127,000   115,000 to 130,000.
Nurses, registered nurses  1,000,000 to 1,150,000  950,000 to 1,100,000.

HEW soon will be submitting to the Congress the administration's legislative
proposal for health manpower. When hearings are held later this year on
this subject, the Department will be prepared to discuss in detail the method-
ology and assumptions supporting these estimates.

Question. If the capitation grant program were terminated, what financial
adjustments will schools be required to make up for the loss of Federal support?
Answer. As noted in a prior answer, individual schools can be expected to

respond differently to reduced categorical health manpower institutional sup-
port, in most cases through a combination of program or staffing modifications
and increased funding from other sources.

Question. Nursing capitation support has been a bone of contention between
Congress and the administration since it was authorized in 1971. Once again
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you are not requesting funds for this program. You estimated a 157,000 shortage
of nurses in 1972. Has the shortage of nurses disappeared?
Answer. We are unaware of the source or basis for an asserted "157,000

shortage of nurses." As noted previously with regard to physicians, the "short-
age" concept is elusive, and claimed shortages are always arbitrary and often
self-serving.

Current data show a very substantial increase in the supply of active nurses
(R.N.'s). This is due to greatly expanded output from U.S. nursing schools, as
well as the lengthening career span of nurses and the increased willingness of
employing institutions to adopt their working patterns to the family needs of
married nurses. ,

NUMBER OF ACTIVE REGISTERED NURSES, BY FULL-TIME AND PART-TIME STATUS: SELECTED YEARS, DEC. 31
1955-72

Year
Number active Percent distribution

(Dec. 31) All Full time Part time All Full time Part time

1955 1 430, 000 388,000 42, 000 100 90.2 9.8
1957 1 460, 000 384, 000 76, 000 100 83.5 16.5
1959 504, 000 414, 000 90, 000 100 82.1 17.9
1961 550, 000 433, 000 117, 000 100 78.7 21.3
1963 582, 000 450, 000 132, 000 100 77.3 22.7
1965 621, 000 466, 000 155, 000 100 75.0 25.0
1966 640, 000 474, 000 166, 000 100 74.1 25.9
1967 659,000 483, 000 176, 000 100 73.3 26.7
1968 680,000 493,000 187,000 100 72.5 27.5
1969 700, 000 503, 000 197, 000 100 71.8 28.2
1970 723, 000 515, 000 208, 000 100 71.2 28.8
1971 748, 000 524, 000 224,000 100 70. 1 29.9
1972 777, 000 551, 000 226, 000 100 70.9 29. 1

1 Estimates exclude Alaska and Hawaii.

Source: Interagency Conference on Nursing Statistics (Estimates of Jan. 1 of the following year).

On an aggregate basis, HEW expects nursing supply and requirements to be
in rough balance in the future, with some geographic areas having a surplus.
Anecdotal evidence for this conclusion consists of scattered reports of nursing
underemployment in such areas as New York City, California, Seattle, and
Salt Lake City. The American Nurses Association, moreover, in a January 1973
letter to the Manpower Administration of the Department of Labor, noted
reports over the previous 2 years of unemployment of registered nurses in at
least 16 States, and stated that "The supply of nurses appears to be approaching
the demand at the first level staff nurse position."

Question. Have nursing school enrollments and graduations increased enough
to meet current and future demands for nursing services?
Answer. As previously noted, HEW anticipates nursing supply and require-

ments to approach a state of rough equilibrium in the near future. The following
chart from the special analysis illustrates this:
Training and education.—Since 1963, the number of U.S. medical and osteo-

pathic schools has grown from 92 to 119; total enrollment has increased 52 percent
from 33,072 to 50,125; and graduates have increased 45 percent, from 7,631
to 11,038. The pool of foreign-trained physicians—including many U.S. citizens—
has doubled to approximately 65,400, or 20 percent of all active physicans. The
Nation's supply of active physicians (M.D.'s and D.O.'s ) grew from about 252,000
in 1960 to 323,000 in 1971, an increase of 28 percent over an 11-year period.
Similarly, the number of active registered nurses grew from 582,000 in 1963 to
777,000 in 1972, a one-third increase.
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Without major alterations in either present output from domestic schools or
immigration patterns, the physician supply is projected to increase to between
435,000 and 446,000 by 1980, an increase of 35 to 38 percent over the 1971 level.
This increase would be 31/2 times the expected rate of increase in the size of the
U.S. population during the same period. Accordingly, the overall national ratio
of physicians per 100,000 of the population would increase from 156 in 1971 to
192 in 1980.
This increase in overall physician supply, however, has not significantly al-

tered the imbalance in the geographic and medical specialty distribution of phy-
sicians. The projected increase in supply could bring about little change in this
regard. Both United States and foreign-trained physicians have tended to locate
disproportionately in more populous, urbanized settings, especially in the Middle
Atlantic and East North Central States. Figure J-10 illustrates how little the
geographic distribution—shown in thousands of physicians per major census
area—changed from 1963 to 1971.

COMMUNITY MENTAL HEALTH CENTERS

Question. The Community Mental Health Center program is being phased out
on the grounds that it has been a successful "demonstration" program. Legisla-
tive history, however, shows that Congress hardly intended for the program to
be a short-term demonstration: It is . . . positive that the new Federal legisla-
tion must adopt changes which will enhance the ability of all communities to
share in the opportunity for the promotion of mental health and enlightened care
of the mentally ill. (Report of the Committee on Interstate Foreign Commerce,
December 10, 1969.)
In view of the congressional intent regarding this program, why are you pro-

posing termination before the goal of a center for each catchment area has been
reached?
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Answer. By the end of this fiscal year, about 626 community mental health cen-
ters (CMHC) will have been funded and every State will have at least two
CMHC's. This concept of delivering essential mental health services through a
community-based delivery program has been adequately demonstrated and docu-
mented. We believe that the administration's proposal is conceptually consistent
with the intent of Congress. Demonstration of the delivery of mental health serv-
ices in 626 CMHC's does enhance the ability of all communities to share in the
opportunity for the promotion of mental health and the enlightened care of the
mentally ill.
The administration has never endorsed the goal that the Federal government

directly provide a CMHC for every catchment area. Traditionally, the care of the
mentally ill has been the responsibility of the States. The administration's com-
prehensive health insurance plan (CHIP) is designed to cover virtually all acute
mental health care and treatment on an equitable basis. Those communities that
determine that a CMHC is the ideal mental health delivery system for their men-
tal health needs can establish their own CMHC, especially since most acute men-
tal health services would be covered by CHIP.

Question. In the fiscal year 1974 budget, one of the major justifications given
for phasing out the program was that "critical mental health services will be
provided more equitably on a national basis by financing these services under na-
tional health insurance." To what extent will each of the "five essential services"
required in a community mental health center be covered by the comprehensive
health insurance plan?
Answer. The comprehensive health insurance plan (CHIP) would include the

following mental health benefits:
Thirty full days or 60 partial days of inpatient care per year; and
Thirty outpatient visits to a comprehensive community care center or private

practitioner per year ( the latter not to exceed 15 visits).
These benefits are designed to cover the vast majority of treatment for acute

episodes, and would be the same under the employee health insurance plan, the
assisted health insurance plan, and medicare. In addition, mental hospital bene-
fits would be continued for the poor and institutionalized under the residual
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medicaid program, pending a comprehensive proposal on long-term and chronic
care. Therefore, CHIP would provide coverage for partial hospitalization, in-
patient, outpatient, and emergency care, four of the "five essential services" pro-
vided in a community mental health center. Except for consultation and educa-
tion all essential treatment services will be covered.

ALCOHOLISM

Questions. You are requesting almost $40 million less than was appropriated
in fiscal year 1974 for alcoholism project grants. Does this reflect an attempt to
phase out both alcoholism staffing grants and specialized staffing grants, or is
all of this $32 million request only for continuation of staffing grants?
Answer. The President's 1975 Budget proposes that the alcohol staffing grants

be phased out and that no new alcoholism staffing grants be awarded. Of
this $32 million request, $11 million is for the support in 1975 of existing
alcoholism staffing grants for which there is an 8-year commitment. Evaluation
studies conducted by the National Institute on Alcohol Abuse and Alcoholism
indicated that alcoholism treatment centers which received staffing grant awards
are not necessarily the best treatment model for the care of all persons with
alcohol problems.
Of the remaining $21 million requested, most is for the continued support of

high priority alcoholism demonstration projects, projects for targeted popula-
tions, and assistance to States for the implementation of the Uniform Alcoholism
and Intoxication Act.

Question. The National Instiute of Alcohol Abuse and Alcoholism has called
alcoholism the Nation's No. 1 public health problem. In view of this, why are
you eliminating all project grant support without increasing the level of State
formula grants for alcoholism?
Answer. The administration is not eliminating project grant support for

alcoholism projects. As mentioned before, $21 million has been requested for
limited high priority alcoholism demonstration projects. The State formula
grant programs would be continued at the 1974 level of $45.6 million in recogni-
tion of the traditional State responsibility for alcoholism services. We anticipate
giving priority to the award of project funds from the 1974 appropriation to
projects that will be able to obtain third party financing.
The administration recognizes that alcoholism is one of the Nation's more

serious public health problems. We believe that the proper direct Federal role
in alcoholism should stress the research and development of new alcoholism
treatment methodologies and services and limited demonstration programs. The
primary responsibility must rest with the private sector, States, and localities
to design and support appropriate alcoholism activities of their choice. The
private sector, States, and localities have traditionally assumed the major
delivery responsibilities for alcoholism.
The Federal Government, however, should assure as equitably and effectively

as possible that all people have the means to purchase services rather than
selectively financing certain services through direct Fede'ral grants to a limited
number of :communities. The President has proposed a Comprehensive Health
Insurance Plan which would finance for all Americans essential medical and
mental health services. Mental health services provided in psychiatrists' offices
and community treatment programs would be covered for the treatment of
alcoholism problems.

Current programs are already consistent with this appropriate Federal role.
Financing for the medical treatment of alcoholism is provided for aged and
disabled under medicare and for the poor under medicaid. Social services for
alcoholism are available to the needy under the social services program of grants
to the States. In addition to Federal efforts, of course private health insurance
already covers alcohol-related medical services for most persons and rehabili-
tation services are available through State and local social and medical services
programs.

EDUCATION

Question. Do you anticipate sharply higher costs of education in this country
as a result of increased food, fuel and other prices?
Answer. It is safe to say that increases in any of the basic commodities you

cite will result in concomitant increases in the cost of providing education, since
they are so closely linked.
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Question. Is the Federal Government a.n appropriate place for State and locali-
ties to turn for relief from higher costs?
Answer. We do not believe that the Federal Government should be expected

to offset any increases in the costs of providing basic educational services. This
has been the traditional responsibility of State and local educational authorities
and we believe the Federal role should remain primarily that of providing
compensatory and innovative support to school districts and to State education
departments.

Question. In both health and education, doesn't a shift from funding the insti-
tution to funding the student leave many institutions high and dry in a time of
rapidly escalating costs?
Answer. In higher education, the budget request for 1975 includes increases of

$320 million for student assistance, as well as, proposed decreases in institutional
aid. As a result, Federal funds for higher education will increase significantly
from 1974 to 1975. We do not expect that the terminations of the relatively small
Federal programs in university community service, veterans cost of instruction,
undergraduate instructional equipment and college library resources will impact
significantly on higher education finance; particularly in light of the significant
increases in Federal student assistance.
In the health education area, there are no grounds for believing necessarily

that a shift of Federal funding support from the institutions to the students will
financially jeopardize the schools. There are multiple adjustments the schools
can make in response to reduced institutional support, ranging from modifications
of programs and staffing patterns to increased revenues from other sources,
including tuition. In health professions schools, tuition as a source of income
generally has diminished in importance during the past decade. In medical
schools, for example, from 1959 to 1970 tuition dropped from 7.6 percent to
3.7 percent of total revenues.

IMPACTED AREA SCHOOL AID
Question. The administration is again proposing nearly total elimination of

the payments for "b" children (children whose parents either live or work on
Federal property). However, you are providing $40 million in order to help insure
that no school district loses more than 5 percent of its total current expenditures.
How many school districts do you project will totally lose their section 3"h" pay-
ments in 1975 as a result of your request?
Answer. Our current estimate is that nearly 4,500 school districts will lose

some funds as a result of the administration's proposal to terminate funding for
"b" category children.

Question. What is your estimate of how many districts will hit the 5 percent
reduction floor?

Answer. Of these nearly 4,500 districts, approximately 355 would qualify for
payments to insure that no district will lose more than 5 percent of its total
operating budget.

Question. How much beyond this $40 million would be needed to guarantee that
no school district would lose more than 5 percent?
Answer. We do not estimate the cost of his provision to exceed $40 million

and its cost may be as low as $30 million.

INCREASE IN SUPPLEMENTAL SECURITY INCOME

Mr. MICHEL. One question on supplemental security income.
As I understand, this past year we have had only 3 million-plus

persons on the rolls, although some 7 million would be qualified.
Mr. O'NEILL. Yes, sir.
Mr. MICHEL. The budget provides for the participation of what?

Five million?
Mr. O'NEILL. Yes, sir

' 
a little over 5 million by the end of fiscal 1975.

Mr. MICHEL. My question is: How do you account for the increase
from those who are currently on, 3 million-plus

' 
to the 5 million in the

budget, and then where is the void between the 5 million and the
7 million who are eligible?
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Since I will not have any other questions, in the interest of time, will
you simply put your response to this in the record, expanding as much
as you feel necessary?
Mr. FLOOD. Could we have one sentence on that?
Mr. MICHEL. Just a sentence or two on that?
Mr. O'NEILL. I will try to put a lot of commas in it.
We think we have the same situation with SSI that we have had

with other entitlement programs. I think if you look at the food
stamp program, you see another example, The basic authority was put
into effect back in 1968. We have had a gradual increase in the partici-
pation in that program.
So, even this year, we are seeing a proposed growth from 12 million

food stamp recipients to 15 million. It is a natural kind of phenom-
enon. Somehow, people who have entitlement are not aware of it or
they are not interested in taking part in it because they do not like the
idea of receiving Federal assistance. It takes some time for a new pro-
gram to get into effect and for eligible people to take advantage of it.
[The information follows:]
The basic explanation for growth of programs over time, and for the gap be-

tween the level of participation and the number of eligible individuals is as out-
lined above. First, it takes time for a program to become operational and for
eligible individuals to learn of its existence and apply for the benefits to which
they would be entitled. Second, some individuals, for a wide variety of reasons,
voluntarily choose not to apply for benefits, even though they would be eligible
for them. For example, a person whose benefits would be only $10 per month may
decide it is not worth the effort. Similarly, individuals who believe they may be
on the borderline of eligibility may feel it is not worth the effort of applying to
find out. Finally, despite the administration's major efforts to project a positive
image of the SSI program, many individuals probably still view it as a "welfare"
program, with all the demeaning connotations of that label and refuse to apply
for reasons of pride and self-esteem.

IMPORTATION OF DOCTORS

Mr. MAHON. You have made some very interesting observations in
connection with your discussion of the importation of doctors. I wish
you would rationalize as best you can this matter of our taking so many
doctors from the undeveloped world and from the rest of the world
which needs doctors more than we do, and failing to train enough doc-
tors to work in this country.
I know that issue has been before you, and I know you have some

sort of answer'. Will you put it in the record at this point?
Mr. O'NEILL. Yes, sir.
May I say just one sentence about that?
Mr. MAHON. Yes.
Mr. O'NEILL. I think the numbers of trained people we are seeing

coming in is a tribute to the open door policy of this country. People
look at our medical system and society and say, "We want to practice
medicine here in the United States because the Government does not
control it."
Mr. MAHON. Of course they would like to practice medicine here but,

after all, why should we not try to encourage these people to stay at
home where they are needed more than they are needed in this country?
[The information follows:]
Graduates of foreign medical schools—FMG's—have become an increasingly

significant portion of the Nation's total health resources. Their proportion of

'MM
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total U.S. physicians was 11 percent in 1963 and 18 percent in 1970. In fact, the
improvement in the overall national physician-to-population ratio during the
decade of the 1960's was attributable to a large extent to the growing input of
FMG's. About half of the inflow in recent years has come from schools in India,
South Korea, and the Philippines. An estimated 10 percent of the FMG's are
U.S. citizens who studied abroad and who are returning for their graduate train-
ing and to practice medicine.
These developments are a tribute to the attractiveness of medical careers in the

United States, especially the opportunities open to young doctors for advanced
training in sophisticated fields of human medicine, as well as to the advantages
generally speaking to many foreigners of living in a free and affluent society.
Foreign-trained doctors have distinguished themselves in many fields of medical
endeavor, both in clinical care and in biomedical research.
Our increased reliance on FMG's, however, is understandably a source of con-

cern to many people. That concern usually is reflected in one of two major
respects: first, that the annual net increases—currently about 5,000—in the
U.S. supply of FMG's constitute a "brain drain" from countries needing doctors;
and second, that many FMG's possess medical skills that are inferior to those
of most U.S. graduates, and therefore persons dependent upon FMG's receive a
lesser quality of care.
These concerns certainly are not trivial, and deserve careful attention by the

medical profession and by government at all levels. It is especially important,
we think, to improve the opportunities now available to many FMG's for inte-
gration into the graduate medical education system, so that their clinical skills
can be of a level comparable to graduates of U.S. schools.
The "brain drain" issue is a delicate one to deal with. The major doctor-

exporting countries are generally among the so-called underdeveloped countries,
and themselves face quite severe health problems. Those health problems, how-
ever, often involve needed improvements in public health, sanitation, nutrition,
housing, and so forth, although more health personnel (not necessarily doctors)
are needed in the rural areas of those countries. The fact of the matter is that
those countries' doctors, just as in the United States, tend to cloister dispro-
portionately in the urban areas, where their advanced training and skills can
be put to fullest use, and they resist practicing medicine in peasant communities.
They are attracted to the United States, Canada, the United Kingdom, and other
industrialized nations, both because of the opportunities previously mentioned,
and because there are too few opportunities to apply their skills and training in
their own lands. If they were not emigrating to the United States, they likely
would be immigrating in greater numbers to other Western nations and even if
we wanted to control access to our country we couldn't control access to those.
"The large immigration of FMG's from these poorer countries may well have

crested, however, and various developments now underway may noticeably stem
their future inflow. The first of these is a 1972 change in U.S. immigration policy,
requiring foreign physicians from doctor-short countries here on exchange visas
to return to their homelands before applying for entry to the United States as
regular immigrants. Secondly, there is some evidence that certain of the major
doctor-exporting nations are taking steps to diminish the emigration of their
doctors. Third, a major source of attraction for FMG's—large numbers of un-
filled U.S. residency positions—may dwindle away as the output from U.S.
medical schools grows significantly (1st-year residencies equal about 16,000, and
annual U.S. graduates are expected to reach that number in 4-5 years).

Despite the concerns over FMG's they necessarily will constitute a significant
amount of U.S. health manpower resources for the next few years, until the
recent major expansion in the output capacity of U.S. schools begins to be
reflected in the supply of practicing physicians. FMG's now fill major service
voids in inner-city hospitals and in certain less-attractive specialties—service
which most U.S. graduates currently shun. The population receiving their services
might prefer to have care from U.S. graduates, but absent the FMG's they might
not be receiving care at all.
When the administration testifies before the Congress on the health man-

power legislation later this year, the Department of Health, Education, and
Welfare will be prepared to address the FMG question in much greater detail.
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INVESTMENT OF TRUST FUND RECEIPTS

Mr. NATCHER. Mr. Ash, I want to direct your attention just for a
moment or two to the investment of trust fund receipts in public debt
securities.
A lot of people in this country do not know that the social security

trust fund money, highway trust funds, and other trust funds, are
invested in the public debt.
As far as the public debt is concerned, I believe it is anticipated

that the public debt at the close of 1975 will be about $495 billion. As
of February 13, it was $466 'billion.
By the end of fiscal year 1975, the trust funds and the other Govern-

ment accounts are estimated to own $147 billion of public debt
securities. Is that figure about right?
Mr. ASH. That is correct, yes, sir.
Mr. NATCHER. $147 billion of the total public debt will be owned

by the trust funds?
Mr. Asa. That is right.
Mr. NATCHER. What trust funds are we speaking about? We have

a great many. Just three or four or five of the large trust funds.
Social security; highway trust; what others?
Mr. ASH. The Federal employees retirement and the health in-

surance trust funds are the big ones.
You have indicated the highway trust fund. The unemployment

trust fund, and social security. Those are big ones. There are a number
of others, of course, that add up to all of that. There are about 15
major trust funds in total.
Mr. NATCHER. Mr. Ash, then we have about a one-fourth ownership

insofar as trust funds are concerned.
Mr. ASH. That is about right.
Mr. NATCHER. Does this cause any problem as far as trust funds are

concerned? What would happen, for instance, Mr. Ash, if the trust
needed all of the money invested?
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Mr. ASH. This is all based on actuarial calculations of need, and the
likelihood of that is very low, but let us stipulate it might. Obviously
the opportunities and the possibilities are limited.
One is that the Federal Government would have to borrow in the

open market to substitute for the borrowings that it is making from
these trust funds.
The other alternative is to raise taxes or lower budget outlays or

some combination of the two.
Those are the only two alternatives that are available.
Mr. NATCHER. Actuarially, are the trust funds sound, Mr. Ash, as

liquidity is concerned? Do we go back to the statement that as long as
the Federal Treasury is sound, our trust fund program is sound?
Mr. ASH. We moved long ago, as you know, away from a standard

actuarial calculation in social security, so no longer can we really say
the funds that are in it will provide full benefits for all those who have
a vested interest. It is on a totally different basis.
Each of the other trust funds has a different actuarial base. I think

you can say in general, and particularly with the weighting of the
social security fund, that it is quite different than if it were a privately
financed trust fund for the same kind of purpose.
Mr. NATCHER. As you know, all of the trust fund legislation in the

main provides for investment of one trust fund money. That is in the
organic or basic law.
Mr. ASH. Yes, sir.
Mr. NATCHER. Is this the best procedure to follow as far as trust fund

investment is concerned?
Mr. ART. When you consider the alternatives, it probably is. The

alternatives are that they would invest their funds in any market that
they chose to invest. I would think it would be better to have the Federal
Government itself borrow those funds and then, in turn, go out into
that public market so it could be a more orderly marketing and man-
agement of Federal Government securities in the public market.
One of the worries that we continue to have is that those agencies,

that at this time, go out independently into the public market do so in
a way unrelated to other activities of the Federal Government. Thus,
the recently proposed legislation on the Federal financing bank pro-
vides for an orderly process of Federal Government involvement in
the private securities market.
Mr. NATCHER. Thank you, Mr. Ash.
Thank you, Mr. Chairman.

FUTURE TRUST FUND SURPLUSES

Mr. MAHON. I would like you, in connection with your responses to
Mr. Natcher, to project for us what you think will happen to trust
funds. Will we continue to be able to borrow from them, to the tune of
$10 billion or $15 billion a year, for financing the regular expenses of
the Government? Haven't trust fund balances gone up and down? I
wish you would include a table and give us your best judgment as to
the future. I do not ask you to comment on it now.
Mr. Am. All right, sir. We will.
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[The information follows:]
The trust fund surpluses—by law—are invested in Federal debt securities.

This is, however, not a question of the Federal funds "dipping into" the trust
funds. Rather, economic policy is set on the basis of the total budget impact on
the economy; if the trust fund income and outgo are predetermined, the Federal
fund income or outgo must be adjusted to counterbalance the trust funds and
end up with a total budget impact on the economy that is fiscally sound.
The trust fund surpluses consistent with the 1975 budget estimates are as

follows (fiscal years—in billions of dollars) : 1975, 8.4; 1976, 9.5; 1077, 8.0;
1978, 12.8; 1979, 12.9.
These estimates assume renewal of expiring legislation (such as general

revenue sharing and the highway fund) and enactment of proposals in the 1975
budget. These estimates will change over time as our economic assumptions
change and as legislation is passed affecting trust fund receipts and outlays.
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Statement of Liabilities and Other Financial
Commitments of the United States 
Government as of June 30. 1973 

This report is compiled in accordance with Section 402 of Public Law 89-809
approved November 13, 1966 (31 U.S.C. 757f). It shows the liabilities of the Fed-

eral Government as of June 30, 1973 (Section I), and amounts representing financial

commitments which may or may not subsequently become liabilities, depending upon a

variety of future conditions and events (Sections II, III, and IV).

A word of caution about the use of the data is essential. The four sections

of the report deal with basically dissimilar types of commitments which cannot be

aggregated in any meaningful sense. Within Sections III and IV, even the individual

line items are largely dissimilar and not susceptible to meaningful addition.

The "Liabilities" in Section I represent existing liabilities to pay for such

things as (1) money borrowed, (2) goods and services actually received, and (3)

adjudicated claims. The existence of the liability in each of these categories

is certain and unconditional in all material respects and the amount owing is

fixed or reasonably determinable, but simply has not yet been paid.

The "Undelivered Orders" in Section II represent obligations for goods and

services ordered but not yet received and other legal commitments against appro-

priations, all pursuant to Section 1311 of the Supplemental Appropriation Act of

1955 (31 U.S.C. 200). These commitments will mature into liabilities in Section I

when the goods and services ordered are delivered or when other performance stip-

ulations have been fulfilled. The maturation of undelivered orders in Section II

into Section I liabilities is a normal expectancy in the regular course of events

in a relatively short time and the amounts of the undelivered orders are a

reasonable measure of such future liabilities.

The "Long-Term Contracts" in Section III represent commitments of a general

nature which have some similarity to those in Section II but differ from the

latter insofar as (1) they are not legal commitments against appropriations, (2)

maturation to a liability stage is of longer range nature, and (3) they are more

susceptible to cancellation or modification and hence are much less susceptible

to use as a measure of future liabilities.

The "Contingencies" in Section IV represent commitments which have the

basic characteristic of uncertainty (1) as to whether the conditions or events

implicit as a matter of conjecture will ever occur to cause any liability to

be incurred or (2) if they do occur, as to when, with what frequency and to

what degree.

Clearly, there is a vast difference between items in Section I -- where the

liability is certain and the amounts relatively precise -- and Section IV --

where the possible future liability is highly speculative, and may never arise

and where the amounts, if they can be projected at all, are stated for the most part

in terms of maximum theoretical risk exposure (the upper limit of the Government's

financial commitment) without regard to probability of occurrence and without

deduction for existing and contingent assets which would be available to offset

potential losses.

The explanatory notes accompanying the data, particularly for Sections III

and IV, are intended to assist interested parties in assessing broadly any risk

of probable loss; for most of the items in Section IV, quantitative assessment

becomes highly illusory.

Department offhe Treasury
Fiscal Service
Bureau of Accounts

January 1974 "
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Schedule 1 - The Public Debt
as of June 30, 1973

Public debt securities held by
Amount of public
debt securities
outstanding

Government Accounts:
Legislative Branch:

United States Tax Court:
Tax court judges survivors annuity fund  

The Judiciary - Judicial survivors annuity fund  
Funds appropriated to the President:
Overseas Private Investment Corporation  

Department of Agriculture:
Milk market orders assessment fund  
Rural Telephone Bank  

Department of Commerce:
Federal ship financing fund  
War risk insurance fund  
Gifts and bequests  

Department of Defense  
Department of Health, Education, and Welfare:
Federal old-age and survivors insurance trust fund  
Federal disability insurance trust fund  
Federal hospital insurance trust fund  
Federal supplementary medical insurance trust fund  
Other  

Department of Housing and Urban Development:
New communities guarantee fund  
Federal Housing Administration fund  
Rental housing assistance fund  
Participation sales fund  
Guarantees of mortgage-backed securities fund  
National insurance development fund  

Department of the Interior  
Department of Labor:

Unemployment trust fund  
Other  

Department of State:
Foreign service retirement and disability fund  
Conditional gift fund, general  

Department of Transportation:
Coast Guard  
Highway trust fund  

Department of the Treasury  
General Services Administration  
Veterans Administration:
Servicemen's group life insurance fund  
Veterans reopened insurance fund  
Veterans special life insurance fund  
National service life insurance fund  
United States Government Life Insurance fund  
General Post Fund, National Homes  

Other independent agencies:
Civil Service Commission:
Civil service retirement and disability fund  
Employees health benefits fund  
Employees life insurance fund  
Retired employees health benefits fund  

Emergency Loan Guarantee Board:
Emergency loan guarantee fund  

Federal Deposit Insurance Corporation  
Federal Home Loan Bank Board:
Federal Savings and Loan Insurance Corporation  

National Credit Union Administration:
National credit union share insurance fund  

United States Postal Service 

$348,500.00
8,148,000.00

127,590,000.00

1,033,000.00
6,969,000.00

42,580,000.00
5,531,000.00
125,000.00

1,017,075.00

34,945,623,000.00
7,803,229,000.00
4,172,365,000.00
699,631,000.00

81,500.00

8,338,000.00
1,138,377,500.00

8,571,000.00
877,116,000.00
8,082,000.00
80,986,000.00

914,500.00

10,956,747,000.00
31,000.00

64,562,000.00
190,000.00

22,650.00
5,550,051,000.00
2,968,157,273.61

2,481,500.00

252,993,000.00
352,638,000.00

6,427,365,000.00
689,705,000.00

1,429,000.00

30,490,779,000.00
188,607,000.00

1,242,781,500.00
36,381,000.00

4,315,000.00
5,635,828,500.00

2,906,576,000.00

27,089,000.00
1,084,912,500.00
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Schedule 1 - The Public Debt
as of June 30, 1973-Continued

Public debt securities held by
Amount of public
debt securities
outstanding

Mbar independent agencies--Continued
Railroad Retirement Board:

Railroad retirement holding account  
Railroad retirement account  
Railroad retirement supplemental account  

Small Business Administration:
Lease and surety bond guarantees revolving fund  

Total held by Government accounts  

Non-interest-bearing public debt securites held by:
International Monetary Fund  

The public:
Interest-bearing  
Non-interest-bearing  

Total held by the public  

Total public debt securities 

$3,785,000.00
4,516,586,000.00

38,531,000.00

5.630.000.00

123.384.829.998.61

825 000.000.00

332,968,564,345.17
963 210.968.31

333 931 775 313.48

458 141 605.312.09
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Schedule 3--Government's Liabilities for
Deposit Fund Accounts
as of June 30, 1973

Agency Amount

Legislative Branch  $5,176,697.28
The Judiciary  15,475,019.19
Executive Office of the President  247,718.51
Funds appropriated to the President  60,793,512.73
Department of Agriculture  117,143,627.88
Department of Commerce  8,876,701.91
Department of Defense  414,091,195.30
Department of Health, Education, and Welfare  70,113,636.49
Department of Housing and Urban Development  25,212,316.01
Department of the Interior  971,546,131.32
Department of Justice  37,545,510.69
Department of Labor  9,475,699.90
Department of State  2,985,380.71
Department of Transportation  7,720,582.54
Department of the Treasury  1,283,178,357.88
Atomic Energy Commission  270,171,508.07
Environmental Protection Agency  815,101.84
General Services Administration  9,155,637.63
National Aeronautics and Space Administration  49,201,765.63
Veterans Administration  61,379,385.76
Other independent agencies  153,567,488.23
District of Columbia  79,579,488.97

Total Deposit Fund Liabilities  3,653,452,464.47

Note: Excludes holdings of public debt and agency securities and participation
certificates which are shown as liabilities of the Government in other
schedules of this report.
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u
t
i
c
s
 
a
n
d
 
S
p
a
c
e
 
A
d
m
i
n
i
s
t
r
a
t
i
o
n
 

6
4
8

5
1

5
9
7

V
e
t
e
r
a
n
s
 
A
d
m
i
n
i
s
t
r
a
t
i
o
n
 

3
2
8

2
6

3
0
2

O
t
h
e
r
 i
n
d
e
p
e
n
d
e
n
t
 
a
g
e
n
c
i
e
s
 

9
,
8
7
1

3
4

9
,
8
3
7

T
o
t
a
l
 
 

1
0
2
,
0
9
5

5
,
9
0
8

9
6
,
1
8
7

.
 L
e
s
s
 t
h
a
n
 $
5
0
0
,
0
0
0
.
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 -
 L
o
n
g
-
t
e
r
m
 C
o
n
t
r
a
c
t
s

a
s
 o
f
 J

un
e 
3
0
,
 1
9
7
3

(
I
n
 m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 

.

A
n
n
u
a
l

r
e
n
t
a
l

o
r

c
o
s
t

R
e
m
a
i
n
i
n
g

l
i
f
e
 o
f

c
o
n
t
r
a
c
t
s

(
y
e
a
r
s
)

Co
st
s 
o
f

r
e
m
a
i
n
i
n
g

p
o
r
t
i
o
n
 o
f

c
o
n
t
r
a
c
t
s
.

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

.

D
e
p
a
r
t
m
e
n
t
 o
f
 A
g
r
i
c
u
l
t
u
r
e
:

.

F
o
r
e
s
t
 S
e
r
v
i
c
e
 
 

$
3

1/
4-

3 
1/
4

$
6

C
o
m
m
e
r
c
e
 D
e
p
a
r
t
m
e
n
t
:

N
h
r
i
t
i
m
e
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
 

1
7
0

2
0

3
,
4
0
0

O
p
e
r
a
t
i
n
g
 d
i
f
f
e
r
e
n
t
i
a
l
 s
u
b
s
i
d
y
 c
o
n
t
r
a
c
t
s
 a
r
e
 m
a
d
e

g
e
n
e
r
a
l
l
y
 f
o
r
 2
0
 y
e
a
r
s
.
 
A
n
n
u
a
l
 p
ay

me
nt

s 
u
n
d
e
r
 t
h
e
s
e

c
o
n
t
r
a
c
t
s
 o
v
e
r
 t
h
e
 p
a
s
t
 1
0
 y
e
a
r
s
 h
av
e 
r
a
n
g
e
d
 f
r
o
m
 $
1
1
2

m
i
l
l
i
o
n
 t
o
 $
2
2
7
 m
il
li
on
. 

S
u
b
s
i
d
i
e
s
 u
n
d
e
r
 t
h
e
 c
o
n
t
r
a
c
t
s

a
r
e
 p
ai
d 
s
u
b
j
e
c
t
 t
o
 f
i
n
a
l
 a
d
j
u
s
t
m
e
n
t
s
 a
t
 t
h
e
 e
n
d
 
o
f

o
p
e
r
a
t
o
r
s
'
 r
e
c
a
p
t
u
r
e
 p
e
r
i
o
d
s
 w
h
i
c
h
 a
r
e
 e
s
t
a
b
l
i
s
h
e
d
 
b
y

c
o
n
t
r
a
c
t
s
 g
e
n
e
r
a
l
l
y
 a
s
 1
0-
y
e
a
r
 t
e
r
m
s
.
 
O
p
e
r
a
t
i
n
g
 d
i
f
f
e
r
-

e
n
t
i
a
l
 s
u
b
s
i
d
y
 c
o
n
t
r
a
c
t
s
 p
r
o
v
i
d
e
 f
o
r
 t
h
e
 p
a
y
m
e
n
t
 o
f
 t
h
e

d
i
f
f
e
r
e
n
c
e
 i
n
 t
h
e
 v
o
y
a
g
e
 c
o
s
t
s
 o
f
 A
m
e
r
i
c
a
n-
f
l
a
g
 s
h
i
p
s
 a
s

c
o
m
p
a
r
e
d
 
w
i
t
h
 t
h
e
 
v
o
y
a
g
e
 c
o
s
t
s
 i
f
 t
h
e
 s
a
m
e
 s
h
i
p
s
 w
e
r
e

o
p
e
r
a
t
e
d
 u
n
d
e
r
 f
o
r
e
i
g
n
 f
l
a
g
s
 o
v
e
r
 d
es

ig
na

te
d 
s
t
r
a
t
e
g
i
c

t
r
a
d
e
 r
ou

te
s.

 
E
a
c
h
 c
o
n
t
r
a
c
t
 s
p
e
c
i
f
i
e
s
 t
h
e
 m
a
x
i
m
u
m

n
u
m
b
e
r
 o
f
 v
o
y
a
g
e
s
 w
h
i
c
h
 m
a
y
 b
e
 m
a
d
e
 a
n
 e
a
c
h
 d
e
s
i
g
n
a
t
e
d

r
o
u
t
e
,
 b
u
t
 t
h
i
s
 n
u
m
b
e
r
 m
a
y
 b
e
 c
h
a
n
g
e
d
 f
r
o
m
 t
i
m
e
 t
o
 t
i
m
e

b
y
 c
o
n
t
r
a
c
t
 a
me

nd
me

nt
. 

N
o
 l
i
m
i
t
a
t
i
o
n
s
 a
r
e
 s
p
e
c
i
f
i
e
d
 
a
s

t
o
 t
h
e
 m
a
x
i
m
u
m
 a
m
o
u
n
t
 o
f
 p
ay
me
nt
s.

D
e
p
a
r
t
m
e
n
t
 o
f
 D
e
f
e
n
s
e
:

P
a
n
a
m
a
 C
a
n
a
l
 C
o
m
p
a
n
y
 
 

-
2
2

3
2

E
l
e
c
t
r
i
c
 
p
o
w
e
r
 c
o
n
t
r
a
c
t
 w
i
t
h
 a
n
 a
u
t
o
n
o
m
o
u
s
 a
g
e
n
c
y
 o
f

t
h
e
 R
e
p
u
b
l
i
c
 
o
f
 P
an
am
a.

D
e
p
a
r
t
m
e
n
t
 o
f
 H
o
u
s
i
n
g
 a
nd

 
U
r
b
a
n
 D
e
v
e
l
o
p
m
e
n
t
:

F
e
d
e
r
a
l
 H
o
u
s
i
n
g
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
 
 

-
-

9
8

I
n
c
o
m
p
l
e
t
e
d
 
p
o
r
t
i
o
n
 o
f
 c
o
n
t
r
a
c
t
s
 f
o
r
 p
r
o
p
e
r
t
y
 r
e
p
a
i
r
s
.

D
e
p
a
r
t
m
e
n
t
 o
f
 T
r
a
n
s
p
o
r
t
a
t
i
o
n
:

C
o
a
s
t
 G
ua

rd
 
 

3
1

3
L
e
t
t
e
r
 a
g
r
e
e
m
e
n
t
s
 w
i
t
h
 f
o
r
e
i
g
n
 c
o
u
n
t
r
i
e
s
 t
o
 o
p
e
r
a
t
e

an
d 

m
a
i
n
t
a
i
n
 L
o
r
a
n
 S
t
a
t
i
o
n
s
 i
n
 t
h
e
 h
o
s
t
 n
a
t
i
o
n
 f
o
r
 t
h
e

b
e
n
e
f
i
t
 o
f
 t
h
e
 
Un
it
ed
 
St

at
es

. 
T
h
e
s
e
 a
g
r
e
e
m
e
n
t
s
 h
a
v
e

b
e
e
n
 i
n
 e
f
f
e
c
t
 f
o
r
 6
 y
e
a
r
s
 o
r
 m
o
r
e
,
 a
nd

 c
a
n
 b
e
 c
a
n
c
e
l
l
e
d

b
y
 v
iv
in
v 
a
n
n
r
o
n
r
i
a
t
e
 n
o
t
i
c
e
 (
A
t
 l
e
a
s
t
 I
 v
ea
r)
_

t

t\
D



S
c
h
e
d
u
l
e
 7
 -
 L
o
n
g
-
t
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r
m
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o
n
t
r
a
c
t
s

a
s
 
o
f
 
J
u
n
e
 3
0
,
 1
9
7
3
 -
 -
C
o
n
t
i
n
u
e
d

(
I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y

A
n
n
u
a
l

r
e
n
t
a
l

o
r

c
o
s
t

R
e
m
a
i
n
i
n
g

l
i
f
e
 
o
f

c
o
n
t
r
a
c
t
s

(
y
e
a
r
s
)

C
o
s
t
s
 
o
f

r
e
m
a
i
n
i
n
g

p
o
r
t
i
o
n
 
o
f

c
o
n
t
r
a
c
t
s

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

G
e
n
e
r
a
l
 S
e
r
v
i
c
e
s
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

B
u
i
l
d
i
n
g
 l
e
a
s
e
s
 
 

$
2
8
7

1
/
1
2
-
2
0

$
1
,
6
1
5

7
,
1
4
1
 b
u
i
l
d
i
n
g
 l
e
a
s
e
s
,
 i
n
c
l
u
d
i
n
g
 
2
,
1
0
0
 l
e
a
s
e
s
 e
x
p
i
r
i
n
g

i
n
 f
i
s
c
a
l
 y
e
a
r
 1
9
7
4
 
w
h
i
c
h
 
h
a
v
e
 
a
n
 
a
n
n
u
a
l
 r
e
n
t
a
l
 o
f

$4
4.
7 
m
i
l
l
i
o
n
 
a
n
d
 
a
 
p
o
t
e
n
t
i
a
l
 l
i
a
b
i
l
i
t
y
 o
f
 $
2
5
.
2
 m
i
l
l
i
o
n
.

B
u
i
l
d
i
n
g
 l
e
a
s
e-
p
u
r
c
h
a
s
e
 
c
o
n
t
r
a
c
t
s
 
 

2
1
2
-
3
0

3
1

I
n
c
l
u
d
e
s
 
p
r
i
n
c
i
p
a
l
 
a
n
d
 
i
n
t
e
r
e
s
t
,
 
a
s
s
e
s
s
m
e
n
t
s
 
a
n
d
 
t
a
x
e
s

a
n
d
 
e
s
t
i
m
a
t
e
d
 
p
a
y
m
e
n
t
s
 i
n
 l
i
e
u
 
o
f
 t
a
x
e
s
 i
n
 
d
e
t
e
r
m
i
n
i
n
g

c
o
s
t
 
o
f
 
r
e
m
a
i
n
i
n
g
 
p
o
r
t
i
o
n
 
o
f
 c
o
n
t
r
a
c
t
s
.

O
t
h
e
r
 l
o
n
g
-
t
e
r
m
 c
o
n
t
r
a
c
t
s
 
 

1
1
/
1
2
-
4
 1
/
3

1

U
n
i
t
e
d
 
S
t
a
t
e
s
 
P
o
s
t
a
l
 S
e
r
v
i
c
e
 
 

2
1
4

0
-
2
9

1
,
6
3
1

C
o
n
t
r
a
c
t
s
 f
o
r
 l
e
a
s
i
n
g
 
p
o
s
t
a
l
 f
a
c
i
l
i
t
i
e
s
.

V
e
t
e
r
a
n
s
 
A
d
m
i
n
i
s
t
r
a
t
i
o
n
 

2
-

2
E
q
u
i
p
m
e
n
t
 
r
e
n
t
a
l
s
.

T
e
n
n
e
s
s
e
e
 
V
a
l
l
e
y
 A
u
t
h
o
r
i
t
y
 
 

1
4
1

1
1
 1
/
2
-
1
5

2
,
0
9
7

I
n
c
l
u
d
e
s
 l
o
n
g
-
t
e
r
m
 p
o
w
e
r
 f
u
e
l
s
 c
o
n
t
r
a
c
t
s
,
 
p
o
w
e
r
 
p
l
a
n
t

l
e
a
s
e
,
 
a
n
d
 
o
t
h
e
r
 
c
o
n
t
r
a
c
t
e
d
 
c
o
m
m
i
t
m
e
n
t
s
.

T
o
t
a
l
 

8
.
9
1
6

N
o
t
e
:
 
D
a
t
a
 f
o
r
 
D
e
p
a
r
t
m
e
n
t
 o
f
 
D
e
f
e
n
s
e
 (
o
t
h
e
r
 
t
h
a
n
 
P
a
n
a
m
a
 
C
a
n
a
l
 
C
o
m
p
a
n
y
)
 a
n
d

c
e
r
t
a
i
n
 
o
t
h
e
r
 
a
g
e
n
c
i
e
s
 n
o
t
 
a
v
a
i
l
a
b
l
e
.

t\
D



S
c
h
e
d
u
l
e
 8
 -
 G
o
v
e
r
n
m
e
n
t
 L
o
a
n
 
a
n
d
 
C
r
e
d
i
t
 G
u
a
r
a
n
t
e
e
s

a
s
 o
f
 J
u
n
e
 
3
0
,
 1
9
7
3

(
I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 
a
n
d
 
p
r
o
g
r
a
m

A
m
o
u
n
t
 o
f
 c
o
n
t
i
n
g
e
n
c
y

L
e
s
s
:
A
m
o
u
n
t

s
h
o
w
n
 a
s

u
n
d
e
l
i
v
e
r
e
d

o
r
d
e
r
s
 
i
n

S
e
c
t
i
o
n
 I
I

N
e
t
 a
m
o
u
n
t

o
f

c
o
n
t
i
n
g
e
n
c
y

E
x
p
l
a
n
a
t
o
r
y
 
n
o
t
e
s

T
o
t
a
l

F
o
r
 
g
u
a
r
a
n
-

t
e
e
s
 
a
n
d

i
n
s
u
r
a
n
c
e

i
n
 f
o
r
c
e

F
o
r
 c
o
m
m
i
t
,

m
e
n
t
s
 
t
o

g
u
a
r
a
n
t
e
e

o
r
 i
n
s
u
r
e

F
u
n
d
s
 a
p
p
r
o
p
r
i
a
t
e
d
 
t
o
 
t
h
e
 P
r
e
s
i
d
e
n
t
:

A
g
e
n
c
y
 f
o
r
 I
n
t
e
r
n
a
t
i
o
n
a
l

D
e
v
e
l
o
p
m
e
n
t
:

H
o
u
s
i
n
g
 
g
u
a
r
a
n
t
y
 
f
u
n
d
 

$
2
7
7

$
2
7
7

-
-

$
2
7
7

I
n
c
l
u
d
e
s
 
e
x
t
e
n
d
e
d
 
r
i
s
k
 g
u
a
r
a
n
t
e
e
 
c
o
n
t
r
a
c
t
s

f
o
r
 
h
o
u
s
i
n
g
 s
i
g
n
e
d
 
a
s
 
o
f
 J
u
n
e
 3
0
,
 1
9
7
3
.

F
o
r
e
i
g
n
 m
i
l
i
t
a
r
y
 s
a
l
e
s
 f
u
n
d
s
 

O
v
e
r
s
e
a
s
 P
r
i
v
a
t
e
 
I
n
v
e
s
t
m
e
n
t

2
4
4

2
4
4

-
-

2
4
4

R
e
p
r
e
s
e
n
t
s
 
g
u
a
r
a
n
t
e
e
s
 
o
f
 c
r
e
d
i
t
 f
o
r
 s
a
l
e
s
 
o
f

d
e
f
e
n
s
e
 
a
r
t
i
c
l
e
s
 
a
n
d
 s
e
r
v
i
c
e
s
.

C
o
r
p
o
r
a
t
i
o
n
 

D
e
p
a
r
t
m
e
n
t
 o
f
 A
g
r
i
c
u
l
t
u
r
e

F
a
r
m
e
r
s
 
H
o
m
e
 
A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

A
g
r
i
c
u
l
t
u
r
a
l
 c
r
e
d
i
t
 
i
n
s
u
r
a
n
c
e

f
u
n
d
 

2
1
8

2
,
8
7
4

1
9
1

2
,
7
3
5

$
2
7

1
3
9

$
9
1

3
3
9

1
2
7

2
,
7
3
5

T
h
i
s
 
c
o
r
p
o
r
a
t
i
o
n
 o
f
f
e
r
s
 
U
.
S
.
 l
e
n
d
e
r
s
 
p
r
o
t
e
c
t
i
o
n

a
g
a
i
n
s
t
 c
o
m
m
e
r
c
i
a
l
 a
n
d
 
p
o
l
i
t
i
c
a
l
 r
i
s
k
s
 
b
y
 
g
u
a
r
-

a
n
t
e
e
i
n
g
 
p
a
y
m
e
n
t
 o
f
 
p
r
i
n
c
i
p
a
l
 a
n
d
 i
n
t
e
r
e
s
t
 o
n

lo
an
's
 
m
a
d
e
 
t
o
 
e
l
i
g
i
b
l
e
 
p
r
i
v
a
t
e
 
e
n
t
e
r
p
r
i
s
e
s
 i
n

f
o
r
e
i
g
n
 
c
o
u
n
t
r
i
e
s
.

T
h
i
s
 f
u
n
d
 
i
s
 
u
s
e
d
 
t
o
 i
n
s
u
r
e
 f
a
r
m
 o
w
n
e
r
s
h
i
p
 l
o
a
n
s

a
n
d
 s
o
i
l
 a
n
d
 
w
a
t
e
r
 c
o
n
s
e
r
v
a
t
i
o
n
 l
o
a
n
s
.
 
L
o
a
n
s

m
a
y
 
b
e
 i
n
s
u
r
e
d
 
o
r
 m
a
d
e
 
t
o
 b
e
 s
o
l
d
 
a
n
d
 
i
n
s
u
r
e
d
.

R
u
r
a
l
 
d
e
v
e
l
o
p
m
e
n
t
 i
n
s
u
r
a
n
c
e
 f
u
n
d

1
,
5
0
9

8
3
8

6
7
1

6
7
1

8
3
8

T
h
i
s
 f
u
n
d
 
i
s
 
u
s
e
d
 
t
o
 m
a
k
e
,
 s
e
l
l
,
 o
r
 i
n
s
u
r
e
 w
a
t
e
r

f
a
c
i
l
i
t
y
 
l
o
a
n
s
,
 r
u
r
a
l
 e
l
e
c
t
r
i
f
i
c
a
t
i
o
n
 
a
n
d
 
t
e
l
e
-

p
h
o
n
e
 l
o
a
n
s
,
 i
n
d
u
s
t
r
i
a
l
 d
e
v
e
l
o
p
m
e
n
t
 l
o
a
n
s
,
 
a
n
d

c
o
m
m
u
n
i
t
y
 
f
a
c
i
l
i
t
y
 l
o
a
n
s
.

R
u
r
a
l
 h
o
u
s
i
n
g
 i
n
s
u
r
a
n
c
e
 f
u
n
d
 

'

6
,
1
8
0

5
,
8
6
9

3
1
1

3
1
1

5
,
8
6
9

T
h
i
s
 f
u
n
d
 
i
s
 
u
s
e
d
 
t
o
 i
n
s
u
r
e
 r
u
r
a
l
 h
o
u
s
i
n
g
 l
o
a
n
s
,

f
a
r
m
 l
a
b
o
r
 
h
o
u
s
i
n
g
 l
o
a
n
s
,
 
a
n
d
 
l
o
a
n
s
 f
o
r
 r
u
r
a
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t
y
 r
e
v
o
l
v
i
n
g
 f
u
n
d
 
 

2
5
,
3
7
2

2
4
,
4
2
0

9
5
2

-
2
5
,
3
7
2

R
e
p
r
e
s
e
n
t
s
 t
h
e
 g
u
a
r
a
n
t
e
e
d
 
p
o
r
t
i
o
n
 o
n
l
y
 o
f
 t
o
t
a
l

l
o
a
n
s
 o
f
 $
4
7
,
1
6
5
 m
i
l
l
i
o
n
 m
a
d
e
 
t
o
 v
e
t
e
r
a
n
s
 f
o
r

p
u
r
c
h
a
s
e
 o
f
 h
o
m
e
s
,
 f
a
r
m
s
,
 
a
n
d
 
b
u
s
i
n
e
s
s
 p
r
o
p
e
r
t
y
;

t
h
e
 
r
e
m
a
i
n
d
e
r
 o
f
 $
2
2
,
7
4
5
 m
i
l
l
i
o
n
 
i
s
 n
o
n
g
u
a
r
-

a
n
t
e
e
d
;
 c
u
m
u
l
a
t
i
v
e
 
g
r
o
s
s
 c
l
a
i
m
s
 o
f
 $
1
,
6
9
8
 m
i
l
-

l
i
o
n
 w
e
r
e
 
p
a
i
d
 
t
h
r
o
u
g
h
 f
i
s
c
a
l
 y
e
a
r
 1
9
7
3
 o
u
t
 o
f

$
5
0
,
8
4
1
 m
i
l
l
i
o
n
 g
u
a
r
a
n
t
e
e
s
 
i
s
s
u
e
d
.
 
S
a
l
v
a
g
e

o
p
e
r
a
t
i
o
n
s
 (
a
c
q
u
i
s
i
t
i
o
n
 a
n
d
 
r
e
s
a
l
e
 
o
f
 s
e
c
u
r
i
t
y

p
r
o
p
e
r
t
i
e
s
)
 h
a
v
e
 
r
e
s
u
l
t
e
d
 
i
n
 r
e
c
o
v
e
r
y
 o
f
 a
l
l
 b
u
t

$
9
4
.
8
 m
i
l
l
i
o
n
 o
f
 t
h
e
 
t
o
t
a
l
 c
l
a
i
m
 p
a
y
m
e
n
t
s
.

O
t
h
e
r
 i
n
d
e
p
e
n
d
e
n
t
 a
g
e
n
c
i
e
s
:

E
m
e
r
g
e
n
c
y
 L
o
a
n
 
G
u
a
r
a
n
t
e
e
 
B
o
a
r
d
:

E
m
e
r
g
e
n
c
y
 l
o
a
n
 g
u
a
r
a
n
t
e
e
 f
u
n
d
.

2
5
0

1
5
0

1
0
0

2
5
0

T
h
e
 
B
o
a
r
d
 
m
a
y
 g
u
a
r
a
n
t
e
e
 
l
o
a
n
s
 m
a
d
e
 
b
y
 p
r
i
v
a
t
e

l
e
n
d
e
r
s
 
i
f
 n
e
c
e
s
s
a
r
y
 
i
n
 o
r
d
e
r
 t
o
 p
r
e
v
e
n
t
 
a
d
v
e
r
s
e

a
n
d
 
s
e
v
e
r
e
 
e
f
f
e
c
t
s
 o
n
 
t
h
e
 e
c
o
n
o
m
y
,
 
i
f
 c
r
e
d
i
t
 i
s

n
o
t
 o
t
h
e
r
w
i
s
e
 
a
v
a
i
l
a
b
l
e
 
o
n
 r
e
a
s
o
n
a
b
l
e
 
t
e
r
m
s
.

E
x
p
o
r
t-
I
m
p
o
r
t
 B
a
n
k
 
o
f
 t
h
e

U
n
i
t
e
d
 S
t
a
t
e
s
 

4
,
5
7
6

1
,
7
8
4

2
,
7
9
2

$
1
,
5
2
5

3
,
0
5
1

R
e
p
r
e
s
e
n
t
s
 l
o
a
n
s
 s
o
l
d
 
w
i
t
h
 
r
e
c
o
u
r
s
e
 
a
n
d
 
m
e
d
i
u
m
-

t
e
r
m
 g
u
a
r
a
n
t
e
e
s
.
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 G
o
v
e
r
n
m
e
n
t
 
L
o
a
n
 
a
n
d
 
C
r
e
d
i
t
 G
u
a
r
a
n
t
e
e
s

a
s
 o
f
 
J
u
n
e
 
3
0
,
 1
9
7
3
 -
 -
C
o
n
t
i
n
u
e
d

(
I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 a
n
d
 
P
r
o
g
r
a
m

A
m
o
u
n
t
 o
f
 c
o
n
t
i
n
g
e
n
c
y

L
e
s
s
:
 A
m
o
u
n
t

s
h
o
w
n
 a
s

u
n
d
e
l
i
v
e
r
e
d

o
r
d
e
r
s
 i
n

S
e
c
t
i
o
n
 
I
I

N
e
t
 
a
m
o
u
n
t

o
f

c
o
n
t
i
n
g
e
n
c
y

T
o
t
a
l

F
o
r
 g
u
a
r
a
n
-

t
e
e
s
 
a
n
d

i
n
s
u
r
a
n
c
e

i
n
 f
o
r
c
e

F
o
r
 c
o
m
m
i
t
-

m
e
n
t
s
 t
o

g
u
a
r
a
n
t
e
e

o
r
 
i
n
s
u
r
e

O
t
h
e
r
 
i
n
d
e
p
e
n
d
e
n
t
 
a
g
e
n
c
i
e
s-
-
C
o
n
t
i
n
u
e

I
n
t
e
r
s
t
a
t
e
 
C
o
m
m
e
r
c
e
 
C
o
m
m
i
s
s
i
o
n
 

N
a
t
i
o
n
a
l
 
C
r
e
d
i
t
 
U
n
i
o
n
 
A
d
m
i
n
i
s
-

t
r
a
t
i
o
n
:

N
a
t
i
o
n
a
l
 c
r
e
d
i
t
 u
n
i
o
n
 s
h
a
r
e

i
n
s
u
r
a
n
c
e
 f
u
n
d
 

S
m
a
l
l
 B
u
s
i
n
e
s
s
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

$
4
2 4

$
4
2 4

$
4
2 4

B
u
s
i
n
e
s
s
 l
o
a
n
 a
n
d
 
i
n
v
e
s
t
m
e
n
t

f
u
n
d
 

3
,
3
9
3

2
,
6
7
3

$
7
2
0

$
2
2
2

3
,
1
7
1

D
i
s
a
s
t
e
r
 l
o
a
n
 f
u
n
d
 

6
5

1
1

5

T
o
t
a
l
 
 

1
C
'
 7
13

1
4
6
 4
7
4

1
4
,
2
3
9

2
,
9
6
0

1
5
7
,
7
5
3

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

L
o
a
n
 g
u
a
r
a
n
t
e
e
s
 t
o
 r
a
i
l
r
o
a
d
s
 u
n
d
e
r
 
P
a
r
t
 
V
 o
f
 t
h
e

I
n
t
e
r
s
t
a
t
e
 
C
o
m
m
e
r
c
e
 
A
c
t
,
 a
s
 a
m
e
n
d
e
d
.
 
T
h
i
s

g
u
a
r
a
n
t
y
 p
r
o
g
r
a
m
 e
n
d
e
d
 
a
s
 t
o
 r
e
c
e
i
p
t
 o
f
 n
e
w

a
p
p
l
i
c
a
t
i
o
n
s
,
 o
n
 J
u
n
e
 
3
0
,
 1
9
6
3
.
 
A
l
l
 a
p
p
l
i
c
a
-

t
i
o
n
s
 p
e
n
d
i
n
g
 o
n
 t
h
a
t
 
d
a
t
e
 
h
a
v
e
 b
e
e
n
 p
r
o
c
e
s
s
e
d
,

a
n
d
 
t
h
e
 p
r
o
c
e
e
d
s
 o
f
 a
l
l
 t
h
e
 g
u
a
r
a
n
t
e
e
d
 
l
o
a
n
s

h
a
v
e
 b
e
e
n
 f
u
l
l
y
 d
i
s
b
u
r
s
e
d
.
 
T
h
e
 
a
p
p
r
a
i
s
e
d
 
v
a
l
u
e

o
f
 c
o
l
l
a
t
e
r
a
l
 p
l
e
d
g
e
d
 
i
s
 $
6
6
.
1
 m
i
l
l
i
o
n
.

T
h
e
 
f
u
n
d
 
h
a
s
 g
u
a
r
a
n
t
e
e
d
 
t
h
e
 
l
o
a
n
s
 
p
u
r
c
h
a
s
e
d
 
b
y

s
u
c
c
e
s
s
f
u
l
 c
r
e
d
i
t
 
u
n
i
o
n
s
 f
r
o
m
 l
i
q
u
i
d
a
t
i
n
g

c
r
e
d
i
t
 
u
n
i
o
n
s
 
a
t
 
a
 
p
r
i
c
e
 
t
o
 
p
e
r
m
i
t
 p
a
y
o
f
f
 t
o

m
e
m
b
e
r
s
 
a
t
 
p
a
r
.

R
e
p
r
e
s
e
n
t
s
 g
u
a
r
a
n
t
e
e
d
 
p
o
r
t
i
o
n
 o
f
 l
o
a
n
s
 
h
e
l
d
 
b
y

p
r
i
v
a
t
e
 
l
e
n
d
e
r
s
 a
s
 f
o
l
l
o
w
s
:
 
b
u
s
i
n
e
s
s
 l
o
a
n
s

$
2
,
7
5
5
.
5
 
m
i
l
l
i
o
n
,
 d
i
s
p
l
a
c
e
d
 
b
u
s
i
n
e
s
s
 l
o
a
n
s
 $
1
.
4

m
i
l
l
i
o
n
,
 e
c
o
n
o
m
i
c
 o
p
p
o
r
t
u
n
i
t
y
 l
o
a
n
s
 $
8
9
 m
i
l
l
i
o
n
,

l
o
c
a
l
 d
e
v
e
l
o
p
m
e
n
t
 
c
o
m
p
a
n
y
 l
o
a
n
s
 $
5
2
.
4
 
m
i
l
l
i
o
n
,

a
n
d
 
i
n
v
e
s
t
m
e
n
t
 c
o
m
p
a
n
y
 l
o
a
n
s
 
a
n
d
 
d
e
b
e
n
t
u
r
e
s
 o
f

$
2
0
0
.
8
 
m
i
l
l
i
o
n
.
 
T
h
e
 
n
o
n
g
u
a
r
a
n
t
e
e
d
 
p
o
r
t
i
o
n
 o
f

l
o
a
n
s
,
 o
r
 
p
a
r
t
i
c
i
p
a
n
t
s
 
s
h
a
r
e
 
i
s
 $
4
2
6
.
1
 m
i
l
l
i
o
n
.

T
h
e
 
n
o
n
g
u
a
r
a
n
t
e
e
d
 
p
o
r
t
i
o
n
 o
r
 
p
a
r
t
i
c
i
p
a
n
t
s
'

s
h
a
r
e
 
i
s
 $
6
7
1
,
0
0
0
.
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I
n
s
u
r
a
n
c
e
 
C
o
m
m
i
t
m
e
n
t
s

a
s
 
o
f
 
J
u
n
e
 3
0
,
 1
9
7
3

(
I
n
 
m
i
l
l
i
o
n
s
)

 ,

A
g
e
n
c
y
 
a
n
d
 
P
r
o
g
r
a
m

A
m
o
u
n
t
 o
f

i
n
s
u
r
a
n
c
e

i
n
 f
o
r
c
e

A
m
o
u
n
t
 
o
f

c
o
m
m
i
t
m
e
n
t
s

t
o
 i
n
s
u
r
e

L
e
s
s
:
 
A
m
o
u
n
t

s
h
o
w
n
 
a
s

u
n
d
e
l
i
v
e
r
e
d

o
r
d
e
r
s
 
i
n

S
e
c
t
i
o
n
 
I
I

N
e
t
 
a
m
o
u
n
t

o
f

c
o
n
t
i
n
g
e
n
c
y

,

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

F
u
n
d
s
 
a
p
p
r
o
p
r
i
a
t
e
d
 
t
o
 t
h
e
 
P
r
e
s
i
d
e
n
t
:

O
v
e
r
s
e
a
s
 
P
r
i
v
a
t
e
 I
n
v
e
s
t
m
e
n
t

C
o
r
p
o
r
a
t
i
o
n
 
 

_D
ep
ar
tm
en
t 
o
f
 A
g
r
i
c
u
l
t
u
r
e
:

$
3
,
5
0
9

$
2
,
9
9
0

-
$
6
,
4
9
9

T
h
i
s
 c
o
r
p
o
r
a
t
i
o
n
 
i
n
s
u
r
e
s
 
U
.
S
.
 
i
n
v
e
s
t
o
r
s
 
a
g
a
i
n
s
t

p
o
l
i
t
i
c
a
l
 r
i
s
k
s
 o
f
 e
x
p
r
o
p
r
i
a
t
i
o
n
,
 i
n
c
o
n
v
e
r
t
i
b
i
l
i
t
y

o
f
 l
o
c
a
l
 c
u
r
r
e
n
c
y
 h
o
l
d
i
n
g
s
 a
n
d
 
d
a
m
a
g
e
 f
r
o
m
 w
a
r
,

r
e
v
o
l
u
t
i
o
n
,
 o
r
 
i
n
s
u
r
r
e
c
t
i
o
n
.
 

•

F
e
d
e
r
a
l
 C
r
o
p
 I
n
s
u
r
a
n
c
e
 
C
o
r
p
o
r
a
t
i
o
n
 .

D
e
p
a
r
t
m
e
n
t
 o
f
 
C
o
m
m
e
r
c
e
:

W
a
r
 r
i
s
k
 
i
n
s
u
r
a
n
c
e
 r
e
v
o
l
v
i
n
g
 f
u
n
d
:

8
5
4

-
-

8
5
4

R
e
p
r
e
s
e
n
t
s
 t
h
e
 
g
r
o
s
s
 
o
r
 m
a
x
i
m
u
m
 
a
m
o
u
n
t
 
o
f
 1
9
7
3
 c
r
o
p

i
n
s
u
r
a
n
c
e
 c
o
v
e
r
a
g
e
 
p
r
o
v
i
d
e
d
.
 
F
o
r
 f
i
s
c
a
l
 y
e
a
r
 1
9
7
4

i
t
 i
s
 e
s
t
i
m
a
t
e
d
 
t
h
a
t
 p
r
e
m
i
u
m
s
 o
f
 
$
4
6
 m
i
l
l
i
o
n
 
w
i
l
l

e
x
c
e
e
d
 
i
n
d
e
m
n
i
t
i
e
s
 
o
f
 $
4
1
.
5
 
m
i
l
l
i
o
n
 
b
y
 $
4
.
5
 
m
i
l
l
i
o
n
.

B
u
i
l
d
e
r
s
'
 
r
i
s
k
 
i
n
s
u
r
a
n
c
e
 
 

3
3

-
-

3
3

C
o
n
d
i
t
i
o
n
a
l
 l
i
a
b
i
l
i
t
i
e
s
 f
o
r
 
p
r
e
l
a
u
n
c
h
i
n
g
 
w
a
r
 r
i
s
k

b
u
i
l
d
e
r
s
'
 r
i
s
k
 
i
n
s
u
r
a
n
c
e
 
o
n
 t
w
o
 v
e
s
s
e
l
s
.

I
n
s
u
r
a
n
c
e
 u
n
d
e
r
 b
i
n
d
e
r
 c
o
n
t
r
a
c
t
s
 
 

• D
e
p
a
r
t
m
e
n
t
 
o
f
 
H
e
a
l
t
h
,
 E
d
u
c
a
t
i
o
n
,
 
a
n
d

W
e
l
f
a
r
e
:

1
8
,
0
0
0

_
-

1
0
,
0
0
0

R
e
p
r
e
s
e
n
t
s
 
t
h
e
 
e
s
t
i
m
a
t
e
d
 
i
n
s
u
r
a
n
c
e
 
e
x
p
o
s
u
r
e
 
u
n
d
e
r

b
i
n
d
e
r
 c
o
n
t
r
a
c
t
s
.
 1
,
1
0
0
 c
o
n
t
r
a
c
t
s
 f
o
r
 h
u
l
l
s
,
 1
,
0
3
9

f
o
r
 
p
r
o
t
e
c
t
i
o
n
 
a
n
d
 
i
n
d
e
m
n
i
t
y
,
 a
n
d
 
7
7
9
 f
o
r
 i
n
s
u
r
a
n
c
e

o
n
 
c
r
e
w
 
l
i
f
e
 
a
n
d
 
p
e
r
s
o
n
a
l
 e
f
f
e
c
t
s
;
 
a
n
d
 
p
o
s
t-
l
a
u
n
c
h
i
n
g

w
a
r
 
r
i
s
k
 
b
u
i
l
d
e
r
s
'
 
r
i
s
k
 
i
n
s
u
r
a
n
c
e
 
p
o
l
i
c
i
e
s
;
 
a
l
l
 o
f

w
h
i
c
h
 
b
e
c
o
m
e
 
e
f
f
e
c
t
i
v
e
 
i
n
 
t
h
e
 
e
v
e
n
t
 o
f
 
t
h
e
 
o
u
t
b
r
e
a
k

o
f
 w
a
r
.

S
t
u
d
e
n
t
 l
o
a
n
 
i
n
s
u
r
a
n
c
e
 f
u
n
d
 
 

1
,
9
1
5

2
9
6

-
2
,
2
1
1

R
e
p
r
e
s
e
n
t
s
 
F
e
d
e
r
a
l
 i
n
s
u
r
a
n
c
e
 
p
r
o
g
r
a
m
.
 

L
o
s
s
 
o
n

i
n
s
u
r
a
n
c
e
 
i
n
 f
o
r
c
e
 
i
s
 e
s
t
i
m
a
t
e
d
 
t
o
 b
e
 $
1
7
2
 m
i
l
l
i
o
n
.

T
h
e
 
l
o
s
s
 
w
i
l
l
 
b
e
 
r
e
q
u
e
s
t
e
d
,
 
a
p
p
r
o
p
r
i
a
t
e
d
 
b
y
 
C
o
n
g
r
e
s
s
,

a
n
d
 
r
e
c
o
g
n
i
z
e
d
 
i
n
 t
h
e
 y
e
a
r
 i
n
 
w
h
i
c
h
 
c
l
a
i
m
s
 
a
r
e
 
r
e
c
e
i
v
e
d
.

N
o
t
e
:
 
D
a
t
a
 
o
n
 i
n
d
e
m
n
i
t
y
 a
g
r
e
e
m
e
n
t
s
 
i
s
s
u
e
d
 
b
y
 
D
e
p
a
r
t
m
e
n
t
 
o
f
 
2
e
f
e
n
s
e
 
n
o
t
 
a
v
a
i
l
a
b
l
e
.

t\
D

0
0
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o
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t
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e
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a
s
 
o
f
 
J
u
n
e
 3
0
,
 1
9
7
3
 -
 -
C
o
n
t
i
n
u
e
d

m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 
an
d 

P
r
o
g
r
a
m

A
m
o
u
n
t
 
o
f

i
n
s
u
r
a
n
c
e

i
n
 f
o
r
c
e

A
m
o
u
n
t
 o
f

c
o
m
m
i
t
m
e
n
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s
 

6
1
3
0
/
7
3

6
/
3
0
/
7
3

3
% -

1
3
7
,
1
3
6

1
2

-

$
1
2

-
1
3
7
,
1
3
6 -

N
o
t
e
: 

N
o
n-
U
n
i
t
e
d
 
S
t
a
t
e
s
 
c
i
t
i
z
e
n
 e
m
p
l
o
y
e
e
s
 w
h
o
 
r
e
t
i
r
e
d
 
p
r
i
o
r
 t
o
 O
c
t
o
b
e
r
 
5
,
 1
9
5
8
,
 a
r
e
 
n
o
t
 c
o
v
e
r
e
d
 
b
y
 t
h
e
 
C
i
v
i
l
 S
e
r
v
i
c
e
 
R
e
t
i
r
e
m
e
n
t
 S
y
s
t
e
m
 b
u
t

d
o
 
r
e
c
e
i
v
e
 
r
e
t
i
r
e
m
e
n
t
 b
e
n
e
f
i
t
s
 u
n
d
e
r
 
a
 s
e
p
a
r
a
t
e

D
e
p
a
r
t
m
e
n
t
 o
f
 H
e
a
l
t
h
,
 E
d
u
c
a
t
i
o
n
,
 a
nd

W
e
l
f
a
r
e
:

S
o
c
i
a
l
 S
e
c
u
r
i
t
y
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

F
e
d
e
r
a
l
 o
l
d-
a
g
e
 a
n
d
 
s
u
r
v
i
v
o
r
s
 
i
n
s
u
r
a
n
c
e

a
n
n
u
i
t
y
 p
l
a
n
.

t
r
u
s
t
 f
u
n
d
 

F
e
d
e
r
a
l
 d
i
s
a
b
i
l
i
t
y
 i
n
s
u
r
a
n
c
e
 t
r
u
s
t

7
/1
/
7
3
(
1
9
7
3
-
2
0
4
7
)

6
%

4
,
7
4
5
,
3
8
1

4
,
6
8
3
,
3
9
9

-
6
1
,
9
8
2

f
u
n
d
 

7
/
1
/
7
3
(
1
9
7
3
-
2
0
4
7
)

6
%

7
8
0
,
5
5
4

6
6
6
,
6
8
3

-
1
1
3
,
8
7
1

F
e
d
e
r
a
l
 h
o
s
p
i
t
a
l
 i
n
s
u
r
a
n
c
e
 t
r
u
s
t
 f
u
n
d
.

7/
1/
7
3
(
1
9
7
3
-
1
9
9
8
)

6
%

4
1
4
,
3
5
8

4
3
2
,
6
0
5

+
1
8
,
2
4
7

N
o
t
e
:
 

T
h
e
 
a
c
t
u
a
r
i
a
l
 l
i
a
b
i
l
i
t
i
e
s
 
a
n
d
 
a
s
s
e
t
s
 
h
a
v
e
 b
e
e
n
 c
o
m
p
u
t
e
d
 o
v
e
r
 t
h
e
 
v
a
l
u
a
t
i
o
n
 
p
e
r
i
o
d
s
 
i
n
d
i
c
a
t
e
d
,
 t
a
k
i
n
g
 
i
n
t
o
 a
c
c
o
u
n
t
 t
h
e
 
a
s
s
e
t
s
 
a
t
 t
h
e

b
e
g
i
n
n
i
n
g
 
o
f
 t
h
e
 
p
e
r
i
o
d
s
 
i
n
d
i
c
a
t
e
d
 
an
d 
t
h
e
 
p
r
e
s
e
n
t
 
v
a
l
u
e
s
 o
f
 a
l
l
 i
n
c
o
m
e
 
a
n
d
 
o
u
t
g
o
 
i
t
e
m
s
 
d
u
r
i
n
g
 t
h
e
 
p
e
r
i
o
d
.

T
h
e
s
e
 
e
s
t
i
m
a
t
e
s
 a
r
e
 
p
r
e
p
a
r
e
d
 
o
n
 t
h
e
 b
a
s
e
s
 u
s
e
d
 
b
y
 t
h
e
 
C
o
n
g
r
e
s
s
 i
n
 m
a
k
i
n
g
 p
r
o
v
i
s
i
o
n
 f
o
r
 f
i
n
a
n
c
i
n
g
 t
h
e
 
p
r
o
g
r
a
m
 -
-
 b
a
s
e
s
 r
e
g
a
r
d
e
d
 
b
y
 t
h
e
 
C
o
n
g
r
e
s
s

a
n
d
 
t
h
e
 
t
r
u
s
t
e
e
s
 o
f
 t
h
e
 t
r
u
s
t
 f
u
n
d
s
 a
s
 t
h
e
 
c
o
r
r
e
c
t
 o
n
e
s
 t
o
 u
s
e
 
i
n
 a
 s
o
c
i
a
l
 i
n
s
u
r
a
n
c
e
 
p
r
o
g
r
a
m
 -
-
 n
a
m
e
l
y
,
 t
h
a
t
 f
u
t
u
r
e
 
y
o
u
n
g
 
w
o
r
k
e
r
s
 w
i
l
l
 b
e

c
o
v
e
r
e
d
 
b
y
 t
h
e
 
p
r
o
g
r
a
m
 a
s
 t
h
e
y
 e
n
t
e
r
 t
h
e
 
w
o
r
k
 f
o
r
c
e
.
 
I
f
 t
h
e
 e
s
t
i
m
a
t
e
s
 w
e
r
e
 t
o
 b
e
 
p
r
e
p
a
r
e
d
 
o
n
 t
h
e
 
a
s
s
u
m
p
t
i
o
n
 t
h
a
t
 
n
o
 w
o
r
k
e
r
s
 w
e
r
e
 
t
o
 b
e
 
c
o
v
e
r
e
d

i
n
 t
h
e
 
f
u
t
u
r
e
 o
t
h
e
r
 t
h
a
n
 t
h
o
s
e
 w
h
o
 w
e
r
e
 
a
g
e
 
2
3
 a
n
d
 
o
v
e
r
 
i
n
 t
h
e
 
m
i
d
d
l
e
 
o
f
 1
9
7
3
 (
t
h
a
t
 i
s
,
 c
o
n
t
r
a
r
y
 t
o
 t
h
e
 
b
a
s
i
s
 o
n
 w
h
i
c
h
 t
h
e
 
C
o
n
g
r
e
s
s
 h
a
s
 p
r
o
v
i
d
e
d

f
o
r
 f
i
n
a
n
c
i
n
g
 t
h
e
 
p
r
o
g
r
a
m
)
,
 t
h
e
r
e
 w
o
u
l
d
 b
e
 
a
 
d
e
f
i
c
i
e
n
c
y
 o
f
 $
2
,
1
1
8
 b
i
l
l
i
o
n
 f
o
r
 t
h
e
 
O
A
S
D
I
 p
r
o
g
r
a
m
,
 c
o
m
p
u
t
e
d
 
o
n
 t
h
e
 
d
y
n
a
m
i
c
 
a
s
s
u
m
p
t
i
o
n
s
 b
a
s
i
s
,

r
a
t
h
e
r
 t
h
a
n
 t
h
e
 
l
e
v
e
l-
e
a
r
n
i
n
g
s
 
a
s
s
u
m
p
t
i
o
n
s
 b
a
s
i
s
 
c
u
s
t
o
m
a
r
i
l
y
 u
s
e
d
 
i
n
 p
r
i
o
r
 
y
e
a
r
s
.

N
o
 l
o
n
g
-
r
a
n
g
e
 
d
a
t
a
 
a
r
e
 
f
u
r
n
i
s
h
e
d
 
f
o
r
 t
h
e
 F
e
d
e
r
a
l
 s
u
p
p
l
e
m
e
n
t
a
r
y
 m
e
d
i
c
a
l
 i
n
s
u
r
a
n
c
e
 t
r
u
s
t
 f
u
n
d
,
 s
i
n
c
e
 t
h
i
s
 p
r
o
g
r
a
m
 
i
s
 o
p
e
r
a
t
e
d
 
o
n
 a
 1
-
y
e
a
r
 t
e
r
m

i
n
s
u
r
a
n
c
e
 b
a
s
i
s
,
 w
i
t
h
 t
h
e
 
p
r
e
m
i
u
m
 r
a
t
e
 b
e
i
n
g
 
a
d
j
u
s
t
e
d
 
b
y
 t
h
e
 
S
e
c
r
e
t
a
r
y
 o
f
 
H
e
a
l
t
h
,
 E
d
u
c
a
t
i
o
n
,
 a
nd
 
W
e
l
f
a
r
e
 
s
o
 a
s
 t
o
 f
i
n
a
n
c
e
 t
h
e
 
c
o
s
t
 o
f
 t
h
e

p
r
o
g
r
a
m
.
 
T
h
e
r
e
f
o
r
e
,
 t
h
i
s
 
s
y
s
t
e
m
 i
s
 n
o
t
 
s
u
s
c
e
p
t
i
b
l
e
 t
o
 l
o
n
g
-
r
a
n
g
e
 
a
c
t
u
a
r
i
a
l
 a
n
a
l
y
s
i
s
,
 a
n
d
 
i
t
 
h
a
s
 n
o
 a
c
t
u
a
r
i
a
l
 d
e
f
i
c
i
e
n
c
y
 o
n
 t
h
i
s
 b
a
s
i
s
,
 b
u
t

r
a
t
h
e
r
 o
n
l
y
 f
o
r
 t
h
e
 
e
x
i
s
t
i
n
g
 
s
i
t
u
a
t
i
o
n
 a
s
 t
o
 
i
n
c
u
r
r
e
d
 
l
i
a
b
i
l
i
t
i
e
s
 
an
d 
f
u
n
d
s
 o
n
 h
a
n
d
.



S
c
h
e
d
u
l
e
 1
0
 -
 A
c
t
u
a
r
i
a
l
 S
t
a
t
u
s
 o
f
 A
n
n
u
i
t
y
 P
r
o
g
r
a
m
s

a
s
 o
f
 J
u
n
e
 3
0
,
 1
9
7
3-
-
C
o
n
t
i
n
u
e
d

(
I
n
 m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 a
n
d
 P
r
o
g
r
a
m

V
a
l
u
a
t
i
o
n
 d
a
t
e

a
n
d
 
v
a
l
u
a
t
i
o
n

p
e
r
i
o
d

V
a
l
u
a
t
i
o
n

i
n
t
e
f
e
s
t

r
a
t
e

A
c
t
u
a
r
i
a
l

l
i
a
b
i
l
i
t
i
e
s

A
c
t
u
a
r
i
a
l

a
s
s
e
t
s

A
c
t
u
a
r
i
a
l

d
e
f
i
c
i
e
n
c
y
 (
-
)

o
r
 s
u
r
p
l
u
s
 (
+
)

D
e
p
a
r
t
m
e
n
t
 o
f
 L
a
b
o
r
:

F
e
d
e
r
a
l
 E
m
p
l
o
y
e
e
s
'
 C
o
m
p
e
n
s
a
t
i
o
n
 A
c
t
.
.
.
.

6
/
3
0
/
7
3

-
$
1
,
0
6
2

-
-
$
1
,
0
6
2

N
o
t
e
: 

A
c
t
u
a
r
i
a
l
 l
i
a
b
i
l
i
t
i
e
s
 f
o
r
 F
e
d
e
r
a
l
 E
m
p
l
o
y
e
e
s
'
 C
o
m
p
e
n
s
a
t
i
o
n
 A
c
t
 r
e
p
r
e
s
e
n
t
 e
s
t
i
m
a
t
e
d
 f
u
t
u
r
e
 
c
o
s
t
s
 f
o
r

s
a
t
i
o
n
,
 m
e
d
i
c
a
l
,
 a
n
d
 
m
i
s
c
e
l
l
a
n
e
o
u
s
 
c
o
s
t
s
 f
o
r
 c
o
m
p
e
n
s
a
t
e
d
 
c
a
s
e
s
 o
n
 r
o
l
l
s
 a
s
 o
f
 J
u
n
e
 3
0
,
 1
9
7
3
.

D
e
p
a
r
t
m
e
n
t
 o
f
 S
t
a
t
e
:

F
o
r
e
i
g
n
 s
e
r
v
i
c
e
 
r
e
t
i
r
e
m
e
n
t
 a
n
d

d
i
s
a
b
i
l
i
t
y
 f
u
n
d
 

 
6
/
3
0
/
7
3

V
e
t
e
r
a
n
s
 
A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

C
o
m
p
e
n
s
a
t
i
o
n
 a
n
d
 
p
e
n
s
i
o
n
s
 f
u
n
d

/
3
0
/
7
3
 (
F
Y
 1
9
7
4-
F
Y
 2
0
0
0

5
%

N
o
t
e
:
 
T
h
i
s
 i
s
 
a
n
 e
s
t
i
m
a
t
e
 o
f
 c
o
m
p
e
n
s
a
t
i
o
n
,
 p
e
n
s
i
o
n
s
,
 a
n
d
 
o
t
h
e
r
 b
e
n
e
f
i
t
s
 
c
o
s
t

I
V
e
t
e
r
a
n
s
 
i
n
s
u
r
a
n
c
e
 a
n
d
 
i
n
d
e
m
n
i
t
i
e
s
.
.
.
.
 
/
3
0
/
7
3
 (
F
Y
 1
9
7
4-
F
Y
 2
0
0
0
)

N
o
t
e
:
 
T
h
i
s
 
i
s
 
a
n
 e
s
t
i
m
a
t
e
 
o
f
 t
h
e
 
c
l
a
i
m
s
 
c
o
s
t
s
 a
s
 s
h
o
w
n
 i
n
 t
h
e

C
i
v
i
l
 S
e
r
v
i
c
e
 
C
o
m
m
i
s
s
i
o
n
:

C
i
v
i
l
 s
e
r
v
i
c
e
 r
e
t
i
r
e
m
e
n
t
 a
n
d

d
i
s
a
b
i
l
i
t
y
 f
u
n
d
 

 
6
/
3
0
/
7
3

R
a
i
l
r
o
a
d
 
R
e
t
i
r
e
m
e
n
t
 B
o
a
r
d
:

R
a
i
l
r
o
a
d
 
R
e
t
i
r
e
m
e
n
t
 S
y
s
t
e
m
 
 

6/
3
0
/
7
3

1
,
1
0
1

d
e
a
t
h
 b
e
n
e
f
i
t
s
,
 d
i
s
a
b
i
l
i
t
y
 
c
o
m
p
e
n
-

$
3
7
4

2
0
5
,
2
7
9

a
s
 
s
h
o
w
n
 i
n
 t
h
e
 l
o
n
g
-
r
a
n
g
e
 
p
l
a
n
s

5
8
4

l
o
n
g
-
r
a
n
g
e
 
p
l
a
n
 o
f
 t
h
e
 
a
g
e
n
c
y
.

5
%

5
-
3
/
4
%

1
5
4
,
6
0
9

4
3
,
6
9
0

8
5
,
9
3
3

3
6
,
8
5
2

-
7
2
7

-
2
0
5
,
2
7
9

o
f
 t
h
e
 
a
g
e
n
c
y
.

-
5
8
4

-
6
8
,
6
7
7

-
6
,
8
3
8

N
o
t
e
:
 

T
h
e
 
a
b
o
v
e
 d
a
t
a
 p
e
r
t
a
i
n
 o
n
l
y
 t
o
 t
h
e
 
r
e
g
u
l
a
r
 b
e
n
e
f
i
t
 p
r
o
g
r
a
m
 f
o
r
 w
h
i
c
h
 f
i
n
a
n
c
i
n
g
 i
s
 h
a
n
d
l
e
d
 
t
h
r
o
u
g
h
 t
h
e
 
R
a
i
l
r
o
a
d
 
r
e
t
i
r
e
m
e
n
t
 a
c
c
o
u
n
t
.
 
T
h
e

S
u
p
p
l
e
m
e
n
t
a
l
 a
n
n
u
i
t
y
 p
r
o
g
r
a
m
 f
i
n
a
n
c
e
d
 
t
h
r
o
u
g
h
 t
h
e
 
R
a
i
l
r
o
a
d
 
r
e
t
i
r
e
m
e
n
t
 s
u
p
p
l
e
m
e
n
t
a
l
 a
n
n
u
i
t
y
 a
c
c
o
u
n
t
 h
a
s
 b
e
e
n
 e
x
c
l
u
d
e
d
 
b
e
c
a
u
s
e
 
i
t
 i
s
 f
i
n
a
n
c
e
d
 
o
n
 a

p
a
y
-
a
s
-
y
o
u
-
g
o
 m
e
t
h
o
d
 
w
i
t
h
 t
h
e
 c
o
n
t
r
i
b
u
t
i
o
n
 r
a
t
e
s
 s
u
b
j
e
c
t
 t
o
 c
h
a
n
g
e
 q
u
a
r
t
e
r
l
y
.

A
c
t
u
a
r
i
a
l
 d
a
t
a
 a
r
e
 a
s
 o
f
 
J
u
n
e
 3
0
,
 1
9
7
3
 b
u
t
 r
e
f
l
e
c
t
 e
f
f
e
c
t
s
 o
f
 P
u
b
l
i
c
 
L
a
w
 9
2
-
3
3
6
 (
1
9
7
2
 s
o
c
i
a
l
 s
e
c
u
r
i
t
y
 
a
m
e
n
d
m
e
n
t
s
 p
r
o
v
i
d
i
n
g
 
2
0-
p
e
r
c
e
n
t
 i
n
c
r
e
a
s
e
s

i
n
 b
e
n
e
f
i
t
s
 e
f
f
e
c
t
i
v
e
 
i
n
 S
e
p
t
e
m
b
e
r
 1
9
7
2
,
 e
x
p
a
n
d
e
d
 
w
a
g
e
 
b
a
s
e
 
f
o
r
 p
a
y
r
o
l
l
 t
a
x
e
s
,
 
a
n
d
 
a
u
t
o
m
a
t
i
c
 
f
u
t
u
r
e
 
a
d
j
u
s
t
m
e
n
t
s
 i
n
 b
e
n
e
f
i
t
 l
e
v
e
l
s
 a
n
d
 
t
a
x
a
b
l
e

w
a
g
e
 b
a
s
e
 f
o
r
 c
o
s
t-
o
f-
l
i
v
i
n
g
 c
h
a
n
g
e
s
)
 w
h
i
c
h
 w
a
s
 s
i
g
n
e
d
 
i
n
t
o
 l
a
w
 
o
n
 
J
u
l
y
 1
,
 1
9
7
2
.
 
F
i
g
u
r
e
s
 e
x
c
l
u
d
e
 
e
f
f
e
c
t
s
 o
f
 f
u
t
u
r
e
 
c
o
s
t-
o
f-
l
i
v
i
n
g
 i
n
c
r
e
a
s
e
s
.

T
h
e
 
a
c
t
u
a
r
i
a
l
 v
a
l
u
a
t
i
o
n
 w
a
s
 
m
a
d
e
 u
n
d
e
r
 a
n
 o
p
e
n
-
e
n
d
 
a
p
p
r
o
a
c
h
,
 t
h
a
t
 i
s
,
 a
c
c
o
u
n
t
 i
s
 
t
a
k
e
n
 o
f
 t
h
e
 e
x
p
e
c
t
e
d
 
i
n
c
o
m
e
 
a
n
d
 
o
u
t
g
o
 w
i
t
h
 r
e
s
p
e
c
t
 t
o

i
n
d
i
v
i
d
u
a
l
s
 
w
h
o
 w
i
l
l
 e
n
t
e
r
 r
a
i
l
r
o
a
d
 s
e
r
v
i
c
e
 
i
n
 t
h
e
 f
u
t
u
r
e
.
 
F
o
r
 t
h
e
 
c
l
o
s
e
d
 
g
r
o
u
p
 o
f
 f
o
r
m
e
r
 a
n
d
 
p
r
e
s
e
n
t
 e
m
p
l
o
y
e
e
s
,
 t
h
e
 
a
c
t
u
a
r
i
a
l
 f
i
g
u
r
e
s
 w
o
u
l
d

s
h
o
w
 
a
 s
u
b
s
t
a
n
t
i
a
l
 d
e
f
i
c
i
t
.

T
h
e
 l
i
a
b
i
l
i
t
i
e
s
 
i
n
c
l
u
d
e
 
a
l
l
o
i
a
n
c
e
s
 f
o
r
 a
d
m
i
n
i
s
t
r
a
t
i
v
e
 
e
x
p
e
n
s
e
s
 
a
n
d
 f
o
r
 t
h
e
 n
e
t
 c
o
s
t
s
 d
u
e
 t
o
 t
h
e
 
B
o
a
r
d
'
s
 
p
a
r
t
i
c
i
p
a
t
i
o
n
 
i
n
 t
h
e
 
a
d
m
i
n
i
s
t
r
a
t
i
o
n
 o
f

P
a
r
t
 A
 (
h
o
s
p
i
t
a
l
 i
n
s
u
r
a
n
c
e
)
 o
f
 t
h
e
 
m
e
d
i
c
a
r
e
 
p
r
o
g
r
a
m
.

T
h
e
 
a
s
s
e
t
s
 
i
n
c
l
u
d
e
 
r
a
i
l
r
o
a
d
 
r
e
t
i
r
e
m
e
n
t
 t
a
x
e
s
 (
e
x
c
l
u
s
i
v
e
 o
f
 m
e
d
i
c
a
r
e
 
t
a
x
e
s
)
,
 e
x
p
e
c
t
e
d
 
g
a
i
n
s
 f
r
o
m
 t
h
e
 f
i
n
a
n
c
i
a
l
 
i
n
t
e
r
c
h
a
n
g
e
 
w
i
t
h
 s
o
c
i
a
l
 s
e
c
u
r
i
t
y

(
O
A
S
D
H
I
)
 a
n
d
 
i
n
t
e
r
e
s
t
 o
n
 
t
h
e
 f
u
n
d
s
 
o
n
 h
a
n
d
 
o
n
 t
h
e
 
v
a
l
u
a
t
i
o
n
 d
a
t
e
.



S
c
h
e
d
u
l
e
 1
0
 -
 
A
c
t
u
a
r
i
a
l
 S
t
a
t
u
e
 
o
f
 A
n
n
u
i
t
y
 P
r
o
g
r
a
m
s

a
s
 o
f
 J
u
n
e
 3
0
,
 1
9
7
3-
C
o
n
t
i
n
u
e
d

I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y
 
a
n
d
 
P
r
o
g
r
a
m

V
a
l
u
a
t
i
o
n
 d
a
t
e

a
n
d
 
v
a
l
u
a
t
i
o
n

p
e
r
i
o
d

V
a
l
u
a
t
i
o
n

i
n
t
e
r
e
s
t

r
a
t
e

A
c
t
u
a
r
i
a
l

l
i
a
b
i
l
i
t
i
e
s

A
c
t
u
a
r
i
a
l

a
s
s
e
t
s

A
c
t
u
a
r
i
a
l

d
e
f
i
c
i
e
n
c
y
 (
-
)

o
r
 s
u
r
p
l
u
s
 (
4.
)

T
e
n
n
e
s
s
e
e
 
V
a
l
l
e
y
 
A
u
t
h
o
r
i
t
y
:

R
e
t
i
r
e
m
e
n
t
 S
y
s
t
e
m
:

F
i
x
e
d
 
b
e
n
e
f
i
t
 f
u
n
d
 

6
/
3
0
/
7
2

4
-
1
/
2
%

$
5
1
7

$
4
1
7

-
$
1
0
0

,N
ot

e:
 

T
h
e
 a
m
o
u
n
t
 s
h
o
w
n
 f
o
r
 a
c
t
u
a
r
i
a
l
 
a
s
s
e
t
s
 r
e
p
r
e
s
e
n
t
s
 t
h
e
 b
o
o
k
 
v
a
l
u
e
 
o
f
 a
s
s
e
t
s
 
h
e
l
d
 
b
y
 
t
h
e
 f
u
n
d
 
p
l
u
s
 
t
h
e
 
p
r
e
s
e
n
t
 v
a
l
u
e
 
o
f
 
p
r
o
s
p
e
c
t
i
v
e
 
T
V
A

c
o
n
t
r
i
b
u
t
i
o
n
s
 f
o
r
 c
u
r
r
e
n
t
l
y
 a
c
c
r
u
i
n
g
 
b
e
n
e
f
i
t
s
.
 
T
h
e
 a
m
o
u
n
t
 s
h
o
w
n
 f
o
r
 
t
h
e
 
a
c
t
u
a
r
i
a
l
 d
e
f
i
c
i
e
n
c
y
 
r
e
p
r
e
s
e
n
t
s
 
t
h
e
 
p
r
e
s
e
n
t
 v
a
l
u
e
 
o
f
 
p
r
o
s
p
e
c
t
i
v
e
 
T
V
A

c
o
n
t
r
i
b
u
t
i
o
n
s
 f
o
r
 
p
a
s
t
 s
e
r
v
i
c
e
 
b
e
n
e
f
i
t
s
.

V
a
r
i
a
b
l
e
 a
n
n
u
i
t
y
 f
u
n
d
 

1
2
/
3
1
/
7
2

8
1

8
1

N
o
t
e
: 

T
h
e
 
a
m
o
u
n
t
 s
h
o
w
n
 f
o
r
 a
c
t
u
a
r
i
a
l
 a
s
s
e
t
s
 r
e
p
r
e
s
e
n
t
s
 
t
h
e
 m
a
r
k
e
t
 v
a
l
u
e
 o
f
 
a
s
s
e
t
s
 h
e
l
d
 
b
y
 t
h
e
 f
u
n
d
,

T
a
x
 C
o
u
r
t
 
o
f
 
t
h
e
 U
n
i
t
e
d
 S
t
a
t
e
s
:
 

I 
I 

I
T
a
x
 
C
o
u
r
t
 J
u
d
g
e
s
 S
u
r
v
i
v
o
r
s
 A
n
n
u
i
t
y
 F
u
n
d-
-
T
h
i
s
 f
u
n
d
 
w
a
s
 
e
s
t
a
b
l
i
s
h
e
d
 
u
n
d
e
r
 2
6
 U
.
S
.
C
.
 7
4
4
8
,
 
a
n
d
 
i
s
 
u
s
e
d
 
t
o
 p
a
y
 s
u
r
v
i
v
o
r
s
h
i
p
 
b
e
n
e
f
i
t
s
 
t
o
 e
l
i
g
i
b
l
e

w
i
d
o
w
s
 
a
n
d
 
d
e
p
e
n
d
e
n
t
 c
h
i
l
d
r
e
n
 o
f
 d
e
c
e
a
s
e
d
 
j
u
d
g
e
s
.
 
P
a
r
t
i
c
i
p
a
t
i
n
g
 
j
u
d
g
e
s
 
p
a
y
 
i
n
t
o
 
t
h
e
 f
u
n
d
 
3
%
 o
f
 t
h
e
i
r
 s
a
l
a
r
i
e
s
 
o
r
 r
e
t
i
r
e
d
 
p
a
y
 
t
o
 c
o
v
e
r
 c
r
e
d
i
t
-

a
b
l
e
 s
e
r
v
i
c
e
 f
o
r
 w
h
i
c
h
 P
a
y
m
e
n
t
 i
s
 
r
e
q
u
i
r
e
d
 
a
n
d
 s
u
c
h
 a
d
d
i
t
i
o
n
a
l
 f
u
n
d
s
 a
s
 a
r
e
 
n
e
e
d
e
d
 
a
r
e
 
p
r
o
v
i
d
e
d
 
t
h
r
o
u
g
h
 a
p
p
r
o
p
r
i
a
t
i
o
n
s
.
 

N
o
 a
c
t
u
a
r
i
a
l
 s
t
a
t
u
e
 
o
f

t
h
e
 f
u
n
d
 
i
s
 
a
v
a
i
l
a
b
l
e
 
a
s
 
o
f
 J
u
n
e
 3
0
,
 1
9
7
3
.
 
E
i
g
h
t
e
e
n
 
j
u
d
g
e
s
 
a
r
e
 
p
a
r
t
i
c
i
p
a
t
i
n
g
 i
n
 
t
h
e
 f
u
n
d
,
 a
n
d
 
t
w
o
 e
l
i
g
i
b
l
e
 w
i
d
o
w
s
 
a
r
e
 r
e
c
e
i
v
i
n
g
 s
u
r
v
i
v
o
r
s
h
i
p

a
n
n
u
i
t
y
 
p
a
y
m
e
n
t
s
.
 
T
h
i
s
 f
u
n
d
 
h
o
l
d
s
 $
3
4
8
,
5
0
0
 o
f
 p
u
b
l
i
c
 d
e
b
t
 s
e
c
u
r
i
t
i
e
s
.

N
o
t
e
:
 
B
e
c
a
u
s
e
 
t
h
e
 
v
a
r
i
o
u
s
 
a
n
n
u
i
t
y
 
p
r
o
g
r
a
m
s
 
h
a
v
e
 
b
e
e
n
 
c
o
m
p
u
t
e
d
 
o
n
 d
i
f
f
e
r
e
n
t
 a
c
t
u
a
r
i
a
l
 b
a
s
e
s
,
 i
t
 i
s
 
n
o
t
 p
o
s
s
i
b
l
e
 
t
o
 c
o
m
p
u
t
e
 a
 
t
o
t
a
l
.

CA
D



S
c
h
e
d
u
l
e
 1
1
 -
 U
n
a
d
j
u
d
i
c
a
t
e
d
 
C
l
a
i
m
s

a
s
 o
f
 
J
u
n
e
 3
0
,
 1
9
7
3

(
I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y

T
o
t
a
l
 a
m
o
u
n
t

o
f
 u
n
a
d
j
u
d
i
 -

c
a
t
p
d
 
c
l
a
i
m
s

L
e
s
s
:
 A
m
o
u
n
t

i
n
c
l
u
d
e
d
 
i
n

S
e
c
t
i
o
n
 I
I

N
e
t
 a
m
o
u
n
t
 o
f

u
n
a
d
j
u
d
i
c
a
t
e
d

c
l
a
i
m
s

L
e
g
i
s
l
a
t
i
v
e
 
B
r
a
n
c
h
:

G
e
n
e
r
a
l
 A
c
c
o
u
n
t
i
n
g
 O
f
f
i
c
e
 
 

$
1
8

$
1
8

F
u
n
d
s
 
a
p
p
r
o
p
r
i
a
t
e
d
 t
o
 t
h
e
 P
r
e
s
i
d
e
n
t
:

O
f
f
i
c
e
 o
f
 E
c
o
n
o
m
i
c
 
O
p
p
o
r
t
u
n
i
t
y
 
 

2
$
2

D
e
p
a
r
t
m
e
n
t
 o
f
 A
g
r
i
c
u
l
t
u
r
e
:

C
o
m
m
o
d
i
t
y
 C
r
e
d
i
t
 C
o
r
p
o
r
a
t
i
o
n
 
 

2
2

F
o
r
e
s
t
 S
e
r
v
i
c
e
 
 

2
3

2
3

D
e
p
a
r
t
m
e
n
t
 o
f
 C
o
m
m
e
r
c
e
:

M
a
r
i
t
i
m
e
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

V
e
s
s
e
l
 o
p
e
r
a
t
i
o
n
s
 r
e
v
o
l
v
i
n
g
 f
u
n
d
 
 

4
4

O
t
h
e
r
 
 

2
5

2
5

D
e
p
a
r
t
m
e
n
t
 o
f
 D
e
f
e
n
s
e
:

C
o
r
p
s
 o
f
 E
n
g
i
n
e
e
r
s
 
 

1
1
5

1
1
5

T
h
e
 
P
a
n
a
m
a
 C
a
n
a
l
 C
o
m
p
a
n
y
 
 

7
7

C
a
n
a
l
 Z
o
n
e
 
G
o
v
e
r
n
m
e
n
t
 
 

2
2

D
e
p
a
r
t
m
e
n
t
 o
f
 H
e
a
l
t
h
,
 E
d
u
c
a
t
i
o
n
,
 a
n
d
 
W
e
l
f
a
r
e
:

S
o
c
i
a
l
 S
e
c
u
r
i
t
y
 A
d
m
i
n
i
s
t
r
a
t
i
o
n
:

F
e
d
e
r
a
l
 o
l
d-
a
g
e
 
an
d 
s
u
r
v
i
v
o
r
s
 i
n
s
u
r
a
n
c
e

t
r
u
s
t
 f
u
n
d
 
 

1
6
1

1
6
1

F
e
d
e
r
a
l
 d
i
s
a
b
i
l
i
t
y
 i
n
s
u
r
a
n
c
e
 t
r
u
s
t
 f
u
n
d
.

1
3
0

1
3
0

F
e
d
e
r
a
l
 h
o
s
p
i
t
a
l
 i
n
s
u
r
a
n
c
e
 t
r
u
s
t
 f
u
n
d
 
 

8
1
5

8
1
5

F
e
d
e
r
a
l
 s
u
p
p
l
e
m
e
n
t
a
r
y
 m
e
d
i
c
a
l
 i
n
s
u
r
a
n
c
e

t
r
u
s
t
 f
u
n
d
 
 

7
5
2

7
5
2

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

F
r
e
i
g
h
t
 a
n
d
 
p
a
s
s
e
n
g
e
r
 t
r
a
n
s
p
o
r
t
a
t
i
o
n
 c
l
a
i
m
s
 o
f
 c
a
r
r
i
e
r
s
 
a
g
a
i
n
s
t

t
h
e
 U
n
i
t
e
d
 S
t
a
t
e
s
 a
n
d
 
o
t
h
e
r
 
c
l
a
i
m
s
.

C
o
m
p
o
s
e
d
 
o
f
 2
0
2
 c
l
a
i
m
s
.
 

B
a
s
e
d
 
o
n
 p
r
e
v
i
o
u
s
 e
x
p
e
r
i
e
n
c
e
,
 i
t
 i
s

a
n
t
i
c
i
p
a
t
e
d
 
t
h
a
t
 s
e
t
t
l
e
m
e
n
t
 o
f
 t
h
e
s
e
 c
l
a
i
m
s
 w
i
l
l
 b
e
 
m
a
d
e
 f
o
r

a
m
o
u
n
t
s
 s
u
b
s
t
a
n
t
i
a
l
l
y
 l
e
s
s
 t
h
a
n
 t
h
e
 g
r
o
s
s
 a
m
o
u
n
t
 o
f
 t
h
e
 c
l
a
i
m
s
.

C
o
m
p
o
s
e
d
 
o
f
 2
7
 c
l
a
i
m
s
.
 

B
a
s
e
d
 
o
n
 p
r
e
v
i
o
u
s
 e
x
p
e
r
i
e
n
c
e
,
 i
t
 i
s

a
n
t
i
c
i
p
a
t
e
d
 t
h
a
t
 s
e
t
t
l
e
m
e
n
t
 o
f
 t
h
e
s
e
 c
l
a
i
m
s
 w
i
l
l
 b
e
 m
a
d
e
 f
o
r

a
m
o
u
n
t
s
 s
u
b
s
t
a
n
t
i
a
l
l
y
 l
e
s
s
 t
h
a
n
 t
h
e
 g
r
o
s
s
 a
m
o
u
n
t
 o
f
 t
h
e
 c
l
a
i
m
s
.

T
h
e
 m
a
x
i
m
u
m
 l
i
a
b
i
l
i
t
y
 w
h
i
c
h
 c
o
u
l
d
 
r
e
s
u
l
t
 f
r
o
m
 
o
u
t
s
t
a
n
d
i
n
g

c
l
a
i
m
s
 a
n
d
 l
a
w
s
u
i
t
s
 i
s
 e
s
t
i
m
a
t
e
d
 
a
t
 $
7
 m
i
l
l
i
o
n
.

T
h
e
 m
a
x
i
m
u
m
 l
i
a
b
i
l
i
t
y
 w
h
i
c
h
 c
o
u
l
d
 
r
e
s
u
l
t
 f
r
o
m
 o
u
t
s
t
a
n
d
i
n
g

c
l
a
i
m
s
 a
n
d
 l
a
w
s
u
i
t
s
 i
s
 e
s
t
i
m
a
t
e
d
 
a
t
 $
2
 m
i
l
l
i
o
n
.

B
e
n
e
f
i
t
s
 
p
a
y
a
b
l
e
 
o
n
 a
l
l
 c
l
a
i
m
s
 f
i
l
e
d
,
 b
u
t
 n
o
t
 y
e
t
 a
d
j
u
d
i
c
a
t
e
d
.

D
o

C
l
a
i
m
s
 t
h
a
t
 h
a
v
e
 n
o
t
 y
e
t
 b
e
e
n
 p
a
i
d
,
 w
h
e
t
h
e
r
 o
r
 n
o
t
 y
e
t
 f
i
l
e
d
:

'
I
n
c
l
u
d
e
s
 i
n
c
u
r
r
e
d
 
b
u
t
 u
n
p
a
i
d
 
b
e
n
e
f
i
t
s
 
o
n
l
y
.



S
c
h
e
d
u
l
e
 1
1
 -
 
U
n
a
d
j
u
d
i
c
a
t
e
d
 
C
l
a
i
m
s

a
s
 o
f
 
J
u
n
e
 3
0
,
 1
9
7
3-
-
C
o
n
t
i
n
u
e
d

(
I
n
 
m
i
l
l
i
o
n
s
)

A
g
e
n
c
y

T
o
t
a
l
 a
m
o
u
n
t

o
f
 u
n
a
d
j
u
d
i
-

c
a
t
e
d
 
c
l
a
i
m
s

L
e
s
s
:
 A
m
o
u
n
t

i
n
c
l
u
d
e
d
 
i
n

S
e
c
t
i
o
n
 I
I

N
e
t
 
a
m
o
u
n
t
 o
f

u
n
a
d
j
u
d
i
c
a
t
e
d

c
l
a
i
m
s

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

D
e
p
a
r
t
m
e
n
t
 o
f
 H
e
a
l
t
h
,
 
E
d
u
c
a
t
i
o
n
,
 a
n
d

W
e
l
f
a
r
e-
-
C
o
n
t
i
n
u
e
d

H
e
a
l
t
h
 S
e
r
v
i
c
e
s
 
a
n
d
 
M
e
n
t
a
l
 H
e
a
l
t
h
 A
d
m
i
n
i
s
-

t
r
a
t
i
o
n
:

B
u
i
l
d
i
n
g
s
 
a
n
d
 f
a
c
i
l
i
t
i
e
s
 
 

$
1

-
$
1

C
o
n
s
t
r
u
c
t
i
o
n
 c
o
n
t
r
a
c
t
o
r
 c
l
a
i
m
s
.

H
o
w
a
r
d
 
U
n
i
v
e
r
s
i
t
y
 
 

D
e
p
a
r
t
m
e
n
t
 o
f
 H
o
u
s
i
n
g
 
an
d 

U
r
b
a
n
 
D
e
v
e
l
o
p
m
e
n
t
:

5
-

5
E
s
t
i
m
a
t
e
d
 
c
o
n
t
r
a
c
t
o
r
 c
l
a
i
m
s
 f
o
r
 d
e
l
a
y
s
 
a
n
d
 
d
e
s
i
g
n
 
e
r
r
o
r
s
 
i
n

c
o
n
t
r
a
c
t
 d
o
c
u
m
e
n
t
s
 f
o
r
 
H
o
w
a
r
d
 
U
n
i
v
e
r
s
i
t
y
,
 W
a
s
h
i
n
g
t
o
n
,
 D
.
C
.

L
o
w
-
r
e
n
t
 p
u
b
l
i
c
 
h
o
u
s
i
n
g
 
p
r
o
g
r
a
m
s
 
 

.

D
e
p
a
r
t
m
e
n
t
 o
f
 t
h
e
 
I
n
t
e
r
i
o
r
:

-
-

-
S
u
i
t
s
 
an
d 
c
l
a
i
m
s
 
a
g
a
i
n
s
t
 t
h
e
 
H
o
u
s
i
n
g
 A
s
s
i
s
t
a
n
c
e
 A
d
m
i
n
i
s
t
r
a
t
i
o
n

w
e
r
e
 
n
e
g
l
i
g
i
b
l
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p
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b
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c
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t
i
o
n
s
 t
o
 
c
a
l
l
a
b
l
e
 
c
a
p
i
t
a
l
 
s
t
o
c
k
 
a
u
t
h
o
r
i
z
e
d
 
b
y

P
u
b
l
i
c
 
L
a
w
 8
9
-
3
6
9
,
 a
p
p
r
o
v
e
d
 
M
a
r
c
h
 1
6
,
 1
9
6
6
.

R
e
p
r
e
s
e
n
t
s
 
t
h
e
 u
n
p
a
i
d
 
a
u
t
h
o
r
i
z
a
t
i
o
n
s
 t
o
 i
n
v
e
s
t
 i
n
 c
a
l
l
a
b
l
e
 
c
a
p
i
t
a
l
 s
t
o
c
k
,

a
s
 
a
u
t
h
o
r
i
z
e
d
 
b
y
 2
2
 U
.
S
.
C
.
 2
8
6
.

T
h
e
 
U
n
i
t
e
d
 
S
t
a
t
e
s
 h
a
s
 
p
l
e
d
g
e
d
 
u
p
 t
o
 $
3
 m
i
l
l
i
o
n
 f
o
r
 t
h
e
 
f
i
f
t
h
 
p
e
r
i
o
d
 (
1
9
7
3
-
7
4
)
.

A
n
 a
m
o
u
n
t
 o
f
 $
1
.
5
 m
i
l
l
i
o
n
 h
a
s
 
b
e
e
n
 r
e
q
u
e
s
t
e
d
 
i
n
 t
h
e
 
f
i
s
c
a
l
 y
e
a
r
 1
9
7
4
 t
o
 m
e
e
t

t
h
e
 s
e
c
o
n
d
 
h
a
l
f
 o
f
 t
h
e
 
2
-
y
e
a
r
 
p
l
e
d
g
e
.

U
n
d
e
r
 t
h
e
 I
K
E
'
 a
g
r
e
e
m
e
n
t
 a
s
 a
m
e
n
d
e
d
 
i
n
 A
p
r
i
l
 1
9
6
4
,
 t
h
e
 
U
n
i
t
e
d
 
S
t
a
t
e
s
 p
l
e
d
g
e
d

t
o
 c
o
n
t
r
i
b
u
t
e
 
$
6
5
1
.
8
 m
i
l
l
i
o
n
,
 (
c
o
n
s
i
s
t
i
n
g
 o
f
 $
2
9
5
.
6
 m
i
l
l
i
o
n
 i
n
 g
r
a
n
t
s
,
 $
1
2
1
.
2

m
i
l
l
i
o
n
 
i
n
 l
o
a
n
s
,
 a
n
d
 
$
2
3
5
 m
i
l
l
i
o
n
 i
n
 P
a
k
i
s
t
a
n
 r
u
p
e
e
s
)
;
 a
s
 
i
t
s
 s
h
a
r
e
 
o
f
 t
o
t
a
l

c
o
m
m
i
t
m
e
n
t
s
 
o
f
 
$
1
.
5
8
0
 b
i
l
l
i
o
n
 f
o
r
 c
o
n
s
t
r
u
c
t
i
o
n
 o
f
 w
o
r
k
s
 
i
n
 P
a
k
i
s
t
a
n
.
 
T
h
u
s

f
a
r
,
 t
h
e
 U
n
i
t
e
d
 S
t
a
t
e
s
 
h
a
s
 
p
a
i
d
 
i
n
 
$
2
5
0
.
6
 m
i
l
l
i
o
n
 i
n
 g
r
a
n
t
s
,
 $
1
1
9
 m
i
l
l
i
o
n

i
n
 l
o
a
n
s
,
 a
n
d
 
$
2
3
5
 m
i
l
l
i
o
n
 
i
n
 
r
u
p
e
e
s
.
 

T
h
e
 
U
.
S
.
 u
n
a
p
p
r
o
p
r
i
a
t
e
d
 
c
o
m
m
i
t
m
e
n
t
 
i
s

$
4
7
.
2
 m
i
l
l
i
o
n
.

A
n
 a
g
r
e
e
m
e
n
t
 w
a
s
 s
i
g
n
e
d
 
A
u
g
u
s
t
 6
,
 1
9
7
0
 f
o
r
 a
 p
e
r
i
o
d
 
o
f
 
5
 y
e
a
r
s
,
 w
i
t
h
 a
n

o
p
t
i
o
n
 f
o
r
 e
x
t
e
n
s
i
o
n
 f
o
r
 a
n
o
t
h
e
r
 
5
 y
e
a
r
s
.
 

T
h
e
 
a
g
r
e
e
m
e
n
t
 o
f
 f
r
i
e
n
d
s
h
i
p
 a
n
d

c
o
o
p
e
r
a
t
i
o
n
 a
l
s
o
 c
a
l
l
e
d
 f
o
r
 a
s
s
i
s
t
a
n
c
e
 
i
n
 c
u
l
t
u
r
a
l-
e
d
u
c
a
t
i
o
n
a
l
 a
n
d
 s
c
i
e
n
t
i
f
i
c

p
r
o
g
r
a
m
s
.
 
F
u
n
d
s
 w
i
l
l
 b
e
 
e
x
p
e
n
d
e
d
 
a
s
 
m
u
t
u
a
l
l
y
 
a
g
r
e
e
d
 
u
p
o
n
 b
y
 t
h
e
 
U
h
i
t
e
d
 
S
t
a
t
e
s

a
n
d
 
S
p
a
i
n
.



S
c
h
e
d
u
l
e
 
1
2
 -
 I
n
t
e
r
n
a
t
i
o
n
a
l
 C
o
m
m
i
t
m
e
n
t
s

a
s
 o
f
 
J
u
n
e
 
3
0
,
 1
9
7
3-
-
C
o
n
t
i
n
u
e
d

(
I
n
 
m
i
l
l
i
o
n
s
)

I
n
t
e
r
n
a
t
i
o
n
a
l
 o
r
g
a
n
i
z
a
t
i
o
n

A
m
o
u
n
t

S
o
u
t
h
e
a
s
t
 A
s
i
a
 M
i
n
i
s
t
e
r
s
 o
f
 E
d
u
c
a
t
i
o
n
 O
r
g
a
n
i
z
a
-

t
i
o
n
 

$
7

N
o
r
t
h
 A
t
l
a
n
t
i
c
 T
r
e
a
t
y
 O
r
g
a
n
i
z
a
t
i
o
n
 (
M
a
l
t
a
)
 

2
8

O
r
g
a
n
i
z
a
t
i
o
n
 o
f
 A
m
e
r
i
c
a
n
 S
t
a
t
e
s
:

C
a
p
i
t
a
l
 M
a
r
k
e
t
s
 D
e
v
e
l
o
p
m
e
n
t
 
P
r
o
g
r
a
m
 

1

I
n
t
e
r-
A
m
e
r
i
c
a
n
 E
x
p
o
r
t
 
P
r
o
m
o
t
i
o
n
 C
e
n
t
e
r
 

1

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

T
h
e
 
U
n
i
t
e
d
 
S
t
a
t
e
s
 p
l
e
d
g
e
d
 
c
o
n
t
r
i
b
u
t
i
o
n
s
 
a
t
 
t
o
e
 S
o
u
t
h
e
a
s
t
 
A
s
i
a
 M
i
n
i
s
t
e
r
s
 o
f

E
d
u
c
a
t
i
o
n
 m
e
e
t
i
n
g
 
i
n
 M
a
n
i
l
a
 
i
n
 
N
o
v
e
m
b
e
r
 1
9
6
6
.
 
T
h
e
 
s
i
x
 
c
e
n
t
e
r
s
 e
s
t
a
b
l
i
s
h
e
d

a
n
d
 
f
u
n
d
e
d
 
a
r
e
 
i
n
 v
a
r
y
i
n
g
 
s
t
a
g
e
s
 o
f
 d
e
v
e
l
o
p
m
e
n
t
.

A
s
 
a
 r
e
s
u
l
t
 
o
f
 a
n
 a
g
r
e
e
m
e
n
t
 s
i
g
n
e
d
 
M
a
r
c
h
 2
6
,
 1
9
7
2
,
 b
e
t
w
e
e
n
 t
h
e
 
U
n
i
t
e
d
 
K
i
n
g
d
o
m

a
n
d
 
M
a
l
t
a
,
 t
h
e
 
G
o
v
e
r
n
m
e
n
t
 o
f
 M
a
l
t
a
 r
e
c
e
i
v
e
s
 p
a
y
m
e
n
t
 o
f
 1
4
 m
i
l
l
i
o
n
 
p
o
u
n
d
s

s
t
e
r
l
i
n
g
 (
a
b
o
u
t
 $
3
7
 m
i
l
l
i
o
n
)
 f
o
r
 
a
 7
-
y
e
a
r
 
p
e
r
i
o
d
.
 
T
h
e
 
U
.
S
.
 
a
n
n
u
a
l
 
s
h
a
r
e

i
n
 
N
A
T
O
 
s
u
p
p
o
r
t
i
n
g
 
a
s
s
i
s
t
a
n
c
e
 f
u
n
d
s
 w
i
l
l
 b
e
 $
9
.
5
 m
i
l
l
i
o
n
.

T
h
i
s
 
i
s
 
a
 f
u
n
d
 f
o
r
 f
o
s
t
e
r
i
n
g
 
d
e
v
e
l
o
p
m
e
n
t
 
o
f
 c
a
p
i
t
a
l
 m
a
r
k
e
t
s
 
i
n
 
L
a
t
i
n
 
A
m
e
r
i
c
a
.

S
t
u
d
i
e
s
 
m
a
d
e
 
u
n
d
e
r
 t
h
i
s
 p
r
o
g
r
a
m
 a
r
e
 
t
o
 
r
e
s
u
l
t
 
i
n
 r
e
c
o
m
m
e
n
d
a
t
i
o
n
s
 c
o
n
c
e
r
n
i
n
g

(
1
)
 d
e
s
i
r
a
b
l
e
 
c
h
a
n
g
e
s
 i
n
 n
a
t
i
o
n
a
l
 e
c
o
n
o
m
i
c
 
an
d 

i
n
s
t
i
t
u
t
i
o
n
a
l
 p
o
l
i
c
i
e
s
 
a
n
d

p
r
a
c
t
i
c
e
s
,
 a
n
d
 (
2
)
 u
s
e
 
o
f
 f
i
n
a
n
c
i
a
l
 a
n
d
 
t
e
c
h
n
i
c
a
l
 a
s
s
i
s
t
a
n
c
e
 
n
e
e
d
e
d
 
t
o
 s
u
p
p
o
r
t

s
u
c
h
 e
f
f
o
r
t
s
.
 
T
h
e
 
U
n
i
t
e
d
 
S
t
a
t
e
s
 
p
a
i
d
 $
2
 m
i
l
l
i
o
n
 
i
n
 F
Y
 1
9
7
0
,
 $
1
 m
i
l
l
i
o
n
 
i
n

F
Y
 1
9
7
2
,
 $
1
 m
i
l
l
i
o
n
 
i
n
 
F
Y
 1
9
7
3
,
 a
n
d
 $
1
 m
i
l
l
i
o
n
 
i
n
 
F
Y
 1
9
7
4
 f
o
r
 t
h
i
s
 
p
r
o
g
r
a
m
.

T
h
e
 
C
e
n
t
e
r
 b
e
g
a
n
 o
p
e
r
a
t
i
o
n
s
 
i
n
 1
9
6
9
 a
s
 p
a
r
t
 o
f
 a
 
d
r
i
v
e
 t
o
 e
x
p
a
n
d
 
a
n
d
 
d
i
v
e
r
s
i
f
y

L
a
t
i
n
 A
m
e
r
i
c
a
n
 e
x
p
o
r
t
s
.
 
T
h
e
 g
o
a
l
 i
s
 t
o
 e
x
p
a
n
d
 
an
d 

d
i
v
e
r
s
i
f
y
 
n
o
n
t
r
a
d
i
t
i
o
n
a
l

e
x
p
o
r
t
s
,
 t
h
e
r
e
b
y
 
h
e
l
p
i
n
g
 t
o
 
a
c
c
e
l
e
r
a
t
e
 t
h
e
 e
c
o
n
o
m
i
c
 
i
n
t
e
g
r
a
t
i
o
n
 a
n
d
 
g
r
o
w
t
h
 o
f

L
a
t
i
n
 A
m
e
r
i
c
a
.
 
T
h
e
 
C
e
n
t
e
r
 f
u
r
n
i
s
h
e
s
 
s
h
o
r
t
 
c
o
u
r
s
e
s
 o
n
 e
x
p
o
r
t
 
p
r
a
c
t
i
c
e
s
 a
n
d

p
r
o
v
i
d
e
s
 t
e
c
h
n
i
c
a
l
 a
s
s
i
s
t
a
n
c
e
 t
h
r
o
u
g
h
 n
a
t
i
o
n
a
l
 e
x
p
o
r
t
 
p
r
o
m
o
t
i
o
n
 c
e
n
t
e
r
s
.



S
c
h
e
d
u
l
e
 1
2
 -
 
I
n
t
e
r
n
a
t
i
o
n
a
l
 C
o
m
m
i
t
m
e
n
t
s

a
s
 o
f
 
J
u
n
e
 
3
0
,
 1
9
7
3-
-
C
o
n
t
i
n
u
e
d

(
I
n
 m
i
l
l
i
o
n
s
)

I
n
t
e
r
n
a
t
i
o
n
a
l
 o
r
g
a
n
i
z
a
t
i
o
n

A
m
o
u
n
t

E
x
p
l
a
n
a
t
o
r
y
 n
o
t
e
s

O
r
g
a
n
i
z
a
t
i
o
n
 o
f
 A
m
e
r
i
c
a
n
 S
t
a
t
e
s-
-
C
o
n
t
i
n
u
e
d

S
p
e
c
i
a
l
 D
e
v
e
l
o
p
m
e
n
t
 A
s
s
i
s
t
a
n
c
e
 
F
u
n
d
 
 

S
p
e
c
i
a
l
 M
u
l
t
i
l
a
t
e
r
a
l
 F
u
n
d
 
 

T
o
t
a
l
 
 

$
 5 9

7
,
6
0
5

T
h
i
s
 i
s
 
a
 c
o
n
t
i
n
u
i
n
g
 
p
r
o
g
r
a
m
,
 f
u
n
d
e
d
 
b
y
 v
o
l
u
n
t
a
r
y
 
c
o
n
t
r
i
b
u
t
i
o
n
s
 o
f
 O
A
S
 m

em
..

b
e
r
s
.
 
I
t
 s
u
p
p
o
r
t
s
 m
u
l
t
i
l
a
t
e
r
a
l
 t
e
c
h
n
i
c
a
l
 
a
s
s
i
s
t
a
n
c
e
,
 
r
e
s
e
a
r
c
h
,
 
a
n
d
 
t
r
a
i
n
i
n
g

a
c
t
i
v
i
t
i
e
s
.
 
S
D
A
F
 f
u
n
d
s
 a
r
e
 
u
s
e
d
 
f
o
r
 a
c
t
i
v
i
t
i
e
s
 
s
u
c
h
 
a
s
 n
a
t
u
r
a
l
 r
e
s
o
u
r
c
e
s

w
o
r
k
,
 
t
a
x
 
p
o
l
i
c
y
 f
o
r
m
u
l
a
t
i
o
n
 a
n
d
 
r
e
f
o
r
m
,
 
p
u
b
l
i
c
 
a
d
m
i
n
i
s
t
r
a
t
i
o
n
,
 
s
o
c
i
a
l
 d
e
v
e
l
-

o
p
m
e
n
t
,
 
a
n
d
 
s
u
p
p
o
r
t
 f
o
r
 e
i
g
h
t
 I
n
t
e
r-
A
m
e
r
i
c
a
n
 t
r
a
i
n
i
n
g
 c
e
n
t
e
r
s
.
 
S
D
A
F
 s
u
p
p
o
r
t

i
s
 6
6
%
 
f
r
o
m
 
t
h
e
 
U
.
S
.
 a
n
d
 
3
4
%
 f
r
o
m
 
o
t
h
e
r
 m
e
m
b
e
r
s
.
 
T
h
e
 
U
.
S
.
 p
l
e
d
g
e
d
 
u
p
 t
o
 $
5

m
i
l
l
i
o
n
 d
u
r
i
n
g
 F
Y
 
1
9
7
4
 s
u
b
j
e
c
t
 t
o
 
a
v
a
i
l
a
b
i
l
i
t
y
 o
f
 f
u
n
d
s
 a
n
d
 
a
t
 a
 6
6 /
34
 r
a
t
i
o
.

T
h
i
s
 f
u
n
d
 
w
a
s
 
i
n
i
t
i
a
t
e
d
 
i
n
 1
9
6
8
 i
n
 
r
e
s
p
o
n
s
e
 
t
o
 t
h
e
 
D
e
c
l
a
r
a
t
i
o
n
 
o
f
 
t
h
e
 P
r
e
s
i
-

d
e
n
t
s
 
i
n
 1
9
6
7
 c
o
n
c
e
r
n
i
n
g
 t
h
e
 
n
e
e
d
 f
o
r
 e
x
p
a
n
d
e
d
 
m
u
l
t
i
l
a
t
e
r
a
l
 p
r
o
g
r
a
m
s
 i
n
 e
d
u
c
a
-

t
i
o
n
,
 
s
c
i
e
n
c
e
,
 
a
n
d
 
t
e
c
h
n
o
l
o
g
y
.
 
F
u
n
d
e
d
 
b
y
 v
o
l
u
n
t
a
r
y
 c
o
n
t
r
i
b
u
t
i
o
n
s
 
o
f
 O
A
S

m
e
m
b
e
r
s
,
 
i
t
 s
u
p
p
o
r
t
s
 t
w
o
 p
r
o
g
r
a
m
s
 d
i
r
e
c
t
e
d
 
b
y
 t
w
o
 s
p
e
c
i
a
l
i
z
e
d
 
c
o
m
m
i
t
t
e
e
s
 c
a
m-

p
r
i
s
e
d
 
o
f
 d
i
s
t
i
n
g
u
i
s
h
e
d
 
e
d
u
c
a
t
o
r
s
 
a
n
d
 
s
c
i
e
n
t
i
s
t
s
 o
f
 L
a
t
i
n
 
A
m
e
r
i
c
a
.
 
T
h
e

s
c
i
e
n
c
e
 
p
r
o
g
r
a
m
 e
n
c
o
u
r
a
g
e
s
 
r
e
s
e
a
r
c
h
 
a
n
d
 
n
e
w
 t
e
c
h
n
i
q
u
e
s
 i
n
 
s
o
i
l
 
r
e
s
e
a
r
c
h
,

m
e
t
a
l
l
u
r
g
y
,
 f
o
o
d
t
e
c
h
n
o
l
o
g
y
,
a
n
d
 
n
u
c
l
e
a
r
 e
n
e
r
g
y
.
 
T
h
e
 e
d
u
c
a
t
i
o
n
 p
r
o
g
r
a
m

f
o
c
u
s
e
s
 
o
n
 c
u
r
r
i
c
u
l
u
m
 
a
n
d
 
e
d
u
c
a
t
i
o
n
 t
e
c
h
n
o
l
o
g
y
 
i
n
c
l
u
d
i
n
g
 a
d
u
l
t
 e
d
u
c
a
t
i
o
n
.

F
o
r
 F
Y
 2
9
7
3
 t
h
e
 
U
.
S
.
 p
l
e
d
g
e
d
 
$
9
 m
i
l
l
i
o
n
 w
h
i
c
h
 w
i
l
l
 
b
e
 
d
u
e
 
i
f
 m
a
t
c
h
e
d
 
a
t

t
h
e
 6
6 /
34
 r
a
t
i
o
 b
y
 o
t
h
e
r
 m
e
m
b
e
r
s
, 
c
o
n
t
r
i
b
u
t
i
o
n
s
 d
u
r
i
n
g
 
F
Y
 1
9
7
4
.



A
g
e
n
c
y

L
e
g
i
s
l
a
t
i
v
e
 
B
r
a
n
c
h
:

G
e
n
e
r
a
l
 A
c
c
o
u
n
t
i
n
g
 O
f
f
i
c
e
 

F
u
n
d
s
 a
p
p
r
o
p
r
i
a
t
e
d
 
t
o
 t
h
e
 
P
r
e
s
i
d
e
n
t
:

A
g
e
n
c
y
 f
o
r
 
I
n
t
e
r
n
a
t
i
o
n
a
l
 D
e
v
e
l
o
p
m
e
n
t
:

A
l
l
i
a
n
c
e
 f
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Mr. WHITTEN. May I ask you a question at this point?
Mr. Natcher has done a fine job, and the chairman, too, in developing

that phase of the trust fund investments. In some areas, such as
military and other retirements, we do not have any trust funds as such
to offset the obligations incurred or that are being incurred by the
Government.
We have a number of big programs, have we not, where there are

no trust funds set aside, but they are still outstanding obligations of
the Government tAm I correct in 'that?
Mr. ASH. You have identified military retirement as one of the

biggest of all of those. If you wish, we can add to that list other
kinds of obligations. It is a little difficult actually to know where to
draw the line, but we will do the best we can as to what constitutes
that kind of obligation and what does not.
[The information follows:]
A report on total liabilities and other financial commitments of the Federal

Government is submitted annually to Congress pursuant to section 402 of Public
Law 89-809. This report is commonly referred to as the Saltonstall report—a
copy of which is to be attached to the testimony.

Mr. MATION. I regard the trust fund which provides for revenue
sharing as an unadulterated shenanigan. It is not really a trust fund.
It was made a trust fund by law, but it is not.
I wonder if there are other cases where the question of whether or

not a trust fund is valid?
I wish you would discuss this at this point in the record.
[The following was supplied by the Office of Management and

Budget:]
Federal funds are predominantly general funds of the Treasury that are not

earmarked by law for any specific purpose or program, while trust funds are
established by law to account for receipts that are earmarked for use in carry-
ing out specific purposes or programs. In fact, however, there is not always a
clear line of distinction between them technically, and there is no difference
between them, per se, in economic impact. For example:
The Federal Deposit Insurance Corporation and the Federal Savings and

Loan Insurance Corporation perform very similar functions, have similar
financing, and are under similar control (Presidential appointees confirmed by
the Senate). Yet one is classified as a Federal (public enterprise) fund and one
as a trust fund.
The Federal Government levied excise taxes for years and conducted a program

of highway development. Then, in accordance with the Federal Aid Highway
Act of 1954, excise taxes began to be earmarked for financing highway construc-
tion, and the earmarked funds were classified as trust funds. Yet, they are the
product of general tax laws and are not significantly different in nature from—
for example—the Land and Water Conservation fund which is a Federal
(special) fund. Veterans and civil service employee life insurance are treated
as trust funds, yet housing insurance is treated as Federal funds (Federal
Housing Administration).
The Military Assistance trust fund is virtually indistinguishable from other

deposit funds which are not included in the unified budget.
Even in the case of the largest trust fund group of all, the social security

trust funds, it is difficult to identify clearly what is in "trust"—except a com-
mitment by the Federal Government. The population served by the system is
nearly coterminous with the national population. To be sure, the beneficiaries
have the right to benefit payments if they qualify under terms of the Social Secu-
rity Act. But retired military personnel, veterans beneficiaries, and elderly poor
also have the right to benefit levels set by other laws, even though the benefits
come from Federal funds.
Not even the argument that trust funds are financed by special taxes or con-

tributions will withstand scrutiny in all cases. The bulk of the income of the
civil service retirement fund arises out of payments from Federal funds; in
1975 about two-thirds will come from Federal funds and an additional 71,f percent
from off-budget agencies.
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In sum, the classification of accounts as Federal funds or trust funds is basedon the requirements of particular statutes, or tradition, and even happenstance,as well as on the conceptual distinctions referred to above. As the illustrationsgiven above attest, the distinction is not necessarily a clear-cut accounting,legal, or economic difference of substance.
Mr. MAHON. Mr. Steed?

GSA FEDERAL BUILDING FUND
Mr. STEED. I would like to ask Mr. Ash a question about the new Fed-eral Building Fund under GSA.
The Public Building Amendments of 1972, Public Law 92-313, es-tablished the Federal building fund under the control of GSA. Theywould use the funds to finance public buildings services, which includethe operation, maintenance and repair, leasing, and construction ofpublic buildings. The act permits GSA, beginning in fiscal year 1975/to charge all the agencies of the Government rent for the space theyoccupy in GSA-controlled buildings. These rental proceeds would bedeposited in the Federal buildings fund and used by GSA to financeits public building operations.
Federal agencies have therefore included in their budget requestsfor 1975 amounts for these rental charges, and all the subcommitteesare going to have all their agencies bringing in this new item this yearfor this purpose.
The act also specifies that money deposited in the new fund shall beavailable for expenditure in such amounts as are specified in annual

appropriations acts.
My question is: How do you intend to comply with the requirement

for annual congressional appropriation action? What will be the cri-
teria used to establish the amounts?
Mr. ASH. I do not think you wish me to elaborate on how the amounts

are collected. That is pretty well fixed in the system as a result of that
legislation.
Mr. STEED. We will develop in our hearings how the rates are arrived

at and the amounts to be charged to different agencies for the space
they use, but right now, since we have separate items in the old budget-
ing system for the operation and maintenance fund and line item au-
thority for the building funds, they are all mixed into one thing.
One way to interpret this is that it gives GSA a blank check. I am

interested:to know how this thing is going to be presented to give the
Congress any control whatsoever over the use of this fund.
Mr. ASH. Walter Scott, the Associate Director particularly responsi-

ble for this act, can respond.
Mr. Scarr. The rentals, obviously, will give the individual subcom-

mittees the opportunity to be reviewing the space utilization of the
individual agencies. Within that context, each year we are proposing,
to- in fact return to the general fund the excess of rentals over mainte-
nance, alterations, and other expenditures that may relate to the GSA
program.
So, within the context of reviewing rentals, there will be the oppor-

tunity also to look at maintenance and other expenditures.
Mr. STEED. The best estimate I can make on this is that we will be

dealing here with over a billion dollars a year. How will the subcom-
mittee that I chair arrive at a figure limiting the amount of this billion
dollars that can be spent by GSA, and on what basis will this total be
arrived at?
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Mr. Scorr. It will be derived based upon the scrutiny of the rental
side itself. In the GSA budget the overall governmental level of ex-
penditures will be included. You will have an accounting of it there.
Mr. STEED. Assume that a ceiling amount were put in the appropria-

tion, and it did not require all that, or in the matter of new construc-
tion it was not all used, would you treat this as an impoundment, or
how would ally such surplus as that be carried?
Mr. ASH. This surplus is returned to the Treasury. Then after hav-

ing developed the rental receipt level, which I think is $1.2 billion
this year and is set forth in the budget, it comes before the Congress
for your consideration.

Furthermore, I am sure during the hearings you will have with GSA
you will go further into that.
Our proposal 
Mr. STEED. I am speaking of the probability of two surpluses, one

in the total receipts of $1 billion. Assume Congress authorizes only
$900 million, and then you decided to use only $800 million. You
would have a surplus in the total funds authorized in the appropria-
tion, and then you might have a residual from the amount that was
authorized in the appropriation. I am talking about the second
amount. Would that be considered an impoundment in the event it
was not all used?
Mr. Scow. There will be an appropriated amount each year for

the expenditures, the maintenance, and so on. On the other side, in
this $1.2 billion figure, it is anticipated in the first year approximately
$200 million will not in fact be spent on these various kinds of expendi-
tures. It is proposed in the budget that $80 million of those dollars
be put aside as a reserve fund in those years when there is not a match-
ina, and that $124 million of the figure be returned to the general fund.1Mr. STEED. On the part of the fund total that is put in the appro-
priation bill for expenditure that is set aside for new construction,
what control will the Congress have, under this bill, over the use of
that money?
Mr. Scow. There will be proposed and there is proposed in this

year's budget a funding level for new buildings of $275 million, as
opposed to the figure for last year of $220 million. This does not
mean that all of these buildings will be proposed in fact for direct
Federal construction. Some of these might be for purchase contract
or lease contract. In fact, of the $275 million figure, which you will
have the opportunity to review as well as the Public Works Com-
mittee, $25 million is proposed for direct Federal purchase.
Mr. STEED. As I remember, at the present time the Federal Govern-

ment owns about 10,000 buildings and leases about 3,000 buildings,
which means that out of this fund, rentals will be paid in two different
categories. What will be the rate of the privately-owned buildings
leased to GSA as compared to the federally owned buildings leased to
GSA?
Mr. Scow. GSA has done a survey throughout the country in all

areas where there are Federal buildings, to determine what the com-
parable commercial rates would be for those buildings. They have
used as a comparison much of the space where the Federal Govern-
ment is presently leasing space and GSA subletting it to Federal
Government tenants. The rental rates that have been established are
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based upon measurements which have taken place throughout the
country to try to come up with appropriate commercial kinds of rates.
We have also tried to factor in there what the leases to individual

Government agencies, if they had been done on a commercial basis,
would have been over a period of years. So, we have reduced the
rental rate 13 percent of what new rents would be today to reflect
this "over a period of years" factor. The same rate would be applied
to leased and Government-owned buildings if they were located in
the same area, represented the same type of space, and had the same
quality rating.
Mr. STEED. Under the old system, if an agency desired to acquire

additional or new property leases, it would make the first contract
itself, and then at the end of that fiscal year the ongoing rent for that
space would be picked up and carried in the General Services account.
Mr. Scam That is correct.
Mr. STEED. Will that system be altered any by this change?
Mr. Scow. It will be altered in the sense that the individual agency

will in fact be paying rentals to GSA, so the rentals themselves will
be factored into the scrutiny that takes place within the individual
agency.
Mr. STEED. The responsibility for the agency's moving costs and

additional rental space for part of the first year, then, will be in-
volved in their total rental?
Mr. Scow. In the agency budget.
Mr. STEED. Will this fund and its operation have any impact on.

grants-in-aid to local and State governments?
Mr. Scow. No, it shouldn't.
Mr. STEED. Are there any situations where we have joint problems

with State and local governments on rent, where the Federal Govern-
ment has a grant-in-aid type program where part of the Federal
payment is involved in the rental of the property? Will that in any
way be involved?
Mr. Scow. Not that I am aware of, and I will verify it to be sure

that is the case.
[The following information was supplied by the Office of Manage-

ment and Budget.]
A question has arisen concerning the application of rental charges to space

in Federal buildings assigned to the Department of Agriculture and occupied
by State agriculture extension service agencies. This is now under review
by GSA and the Department of Agriculture and will be resolved before the new
program takes effect on July 1, 1975.

MT. STEED. Thank you, Mr. Chairman.
MT. MAHON. Mr. Conte?

PUBLIC LAW 480 PROGRAM

Mr. CONTE. Mr. Ash, one thing bothers me about Public Law 480
where you are asking total program costs of $981 million, $739 million
under title I and $242 million under title II.
I arn wondering how we can have a Public Law 480 program this

year with the situation we are in, with the shortage of wheat and other
foodstuffs in this country. Why can we not suspend this at this time?
Mr. ASH. It is true that some food supplies are tight now, even

though we will have large quantities available for export in the very



147

near future. On the other hand, we have to place some value on the very
sensitive international relations factors, and particularly those which
relate to countries in some cases in very 'lire need.
I think our humanitarian instincts are ones that we should still

respond to. There are various cases for relief that we cannot walk away
from.

-We are however spending the moneys that we intend to spend more
selectively and with greater discrimination in those decisions.
I think what we should not do is to say let's reduce it to zero. We still

have to live with the rest of the world in ways that require a degree of
Public Law 480 food. .
On the other hand, it is down from what it has been, reflecting the

very factor that you have mentioned.
Mr. CONTE. My good friend from Ohio has taken on the chore that I

used to harp on for years in the foreign 'Aid committee: Why can't we
drive a harder bargain on some of these Public Law 480 and other
foreign aid programs, and barter for goods? If we had bartered with
the Arab States for oil for the billions of dollars we have given them
over the years, what a beautiful position we would be in today. Did
you ever think about bartering for minerals?
Mr. ASH. In fact, I think in the last few years, particularly this year,

we have seen a number of opportunities that we all should give atten-
tion to, of keeping our eyes open for our own interests, even as we do
business with countries around the. world. It is essential to have a
world of international business and trade relationships, and we could
well watch out for our own interests as well.
You are suggesting this, and I think many others would join in that

suggestion, particularly at this time, given what has been happening.
Mr. ADDABBO. Mr. Directoi- you said we are humanitarian. Did you

ever hear the old saying that clarity should begin at home? The export
of food products by your own direction is expected again this year to
affect our food prices right here at 'home. Should we not be worrying
about problems 'here at home? Have you any program which will cor-
rect the high food prices here at home without worrying about being
great humanitarians throughout the world?
Mr. Asir. The main solution to our problem 'here at home is one that

Congress itself took a large step toward last year when we changed the
whole agricultural price support program in a direction that would
generate the maximum amount of supplies rather than reduce supplies
and maintain prices. I think this is probably the main answer, not only
to our own needs, but the answer to our relationships with the rest of
the world.

Certainly, that is a program that is moving ahead, and moving
ahead fast, as a result of last year's congressional action.
Mr. ADDABBO. Is that increase in production commensurate 'with our

expected increase of exports of food products?
Mr. Asir. Are the numbers of increased production more or less than

the percentage of increase in exports? I do not happen to have in my
head the relative numbers of the two.
Mr. MAHON. You may expand that for the record.
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[The following information was supplied by the Office of Manage-
ment and Budget:]

Projections of future supply and demand for the basic food and feed grains
show substantial increases in ending stocks for the 1974-75 marketing year. This
salutary development is anticipated to result from record high domestic pro-
duction of these commodities and modest declines in export demand, even includ-
ing allowances for shipments under Public Law 480. Projected inventories of
soybeans are also expected to rise by the end of 1974-75, as production exceeds
increased domestic use and exports. The projected inventory buildup is significant
because it implies some relief from rising prices for these important, bellwether
commodities. Detailed figures are shown in the tables below:

TABLE SHOWING PRODUCTION OF FOOD AND FEED GRAINS, AMOUNT TO BE EXPORTED, AMOUNT TO BE

CONSUMED DOMESTICALLY, AND AMOUNT TO BE STOCKPILED (NOTE PARENTHESES):

WHEAT

Item
1972-73 1973-74 1974-75

preliminary indications projected I

Acreage (million acres):
Set-aside  20. 1 7.4 0
Planted  2 54.9 59.0 70. 0
Harvested  47. 3 53.9 64.0

Yield per harvested acre (bushels)  32.7 31.8 32. 2

(Million bushels)

Supply:
Beginning stocks  863.0 438. 0
Production  1, 545. 0 1, 711. 0
Imports  1.0 1.0

178. 0
2, 060. 0

1.0

Total  2, 409. 0 2, 150.0 2, 239. 0

Disappearance:
(Domestic)  787.0 772.0 760.0
(Exports)  1, 184.0 1, 200.0 1,000. 0

Total  1, 971. 0 1, 972. 0 1, 760. 0
(Ending stocks)  438. 0 178.0 479. 0

RICE

Acreage:
Allotment (million acres)  1.84 2.22 2. 10
Planted (million acres)  1. 82 2. 18 2.31
Harvested (million acres)  1.82 2. 17 2.30
Yield/harvested acre (pounds)  4,700 4, 277 4, 700

Supply:
Beginning stocks, Aug. 1 
Production 
Imports 

Total 

Disappearance:
(Domestic) 
(Exports) 

Million hundredweight

11.4 5.1
85.4 92.8
.5 .5

4.7
107.9

97.3 98.4 112.6

35. 8
54.0

38.3
55.4

38.3
61.2

Total  89. 8 93. 7 99. 5
Ending stocks, July 31  5. 1 4.7 13. 1
Difference unaccounted  +2.4  

See footnotes at end of table.
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TABLE SHOWING PRODUCTION OF FOOD AND FEED GRAINS, AMOUNT TO BE EXPORTED, AMOUNT TO BE
CONSUMED DOMESTICALLY, AND AMOUNT TO BE STOCKPILED (NOTE PARENTHESES)-Continued

1972-73 1973-74 1974-75
preliminary indications projected

FEED GRAINS 3(INCLUDES CORN, SORGHUM, OATS AND BARLEY)

Acreage (million acres):
Set aside  36. 6 9.4 0
Planted  115.1 121.4 127.0
Harvested  94.0 102.3 107.7

Yield per harvested acre (tons)  2.13 2.00 2.18

Million short tons

Supply:
Beginning stocks  48. 4 32. 4 26. 6
Production  199.9 205.0 234. 8
Imports  .4 .4 .4

Total  248.7 237. 8 261. 8

Disappearance:
(Domestic)  173.2 171.4 182.2
(Exports)  43. 1 39.8 36.7

Total  216.3 211.2 218.9
(Ending stocks)  32.4 26.6 42. 9

CORN

Acreage (Million acres):
Set aside  24.4 6.0 0
Planted  67.0 71.6 78.8
Harvested  57.4 61.8 68. 8

Yield per harvested acre (bushel)  97.1 91.4 97.0

Million bushels

Supply:
Beginning stocks  1,126 709 608
Production  5, 573 5, 643 6, 674
Imports  1 1 1

Total  6,700 6, 353 7,283

Disappearance:
(Domestic)  4, 733 4,620 5,075
(Exports)  1,258 1, 125 1,050

Total  5,991 5,745 6, 125
(Ending stocks)  709 608 1, 158

SOYBEANS

Acreage:
Planted (million acres)  46.9 53.3 55.4
Harvested (million acres)  45. 7 56. 4 54.4

Yield per harvested acre (bushel)  27.8 27.8 28.5

Supply:
Carryin, Sept. 1 
Production 

(Million bushels)

72.0
1, 270. 6

60 240
1,567 1,550

Total  1, 342. 6 1,627 1,790

Disappearance
(Crushings)  722 775 825
(Exports)  480 525 575
(Seed feed and residual)  81 87 90

Total  1,283 1,387 1,490
(Carryover Aug. 31)  60 240 300

See footnotes at end of table.
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TABLE SHOWING PRODUCTION OF FOOD AND FEED GRAINS, AMOUNT TO BE EXPORTED, AMOUNT TO BE
CONSUMED DOMESTICALLY, AND AMOUNT TO BE STOCKPILED (NOTE PARENTHESES)—Continued

1972-73 1973-74 1974-75
preliminary indications projected 1

SOYBEAN OIL

Million pounds

Supply:
Carryin, Oct. 1 785 516 716
Production 7, 501 8, 450 8, 251

Total 8, 286 8,966 9, 541

Disappearance:
(Domestic) 6, 702 7, 150 7, 450
(Exports) 1,068 1,100 1,100

Total 
(Carryover, Sept. 30) 

7, 770
516

8, 250
716

8, 550
991

SOYBEAN OIL

1,000 short tons

Supply:
Carryin, Oct. 1 192 5 183 233
Production 16, 709 18, 725 19, 550

Total 16, 901 5 18, 908 19, 783

Disappearance:
(Domestic) 11,973 5 13, 200 14, 000
(Exports) 4, 745 5 5, 475 5, 600

Total 16, 718 5 18, 675 19, 600
(Carryover, Sept. 30) 183 15 233 183

1 The 1974-75 projections in these tables are rough approximations based on presently available data. They are mainly
indications of change. Each of the numbers should be considered as representative of a fairly wide range rather than as a
precise estimate.

2 Includes 2,600,000 acres planted and subsequently designated as volunatry set-aisde.
3 Marketing year beginning Oct. 1, for corn ans sorghum, July 1, for barley and oats.
4 Marketing year beginning Oct. 1.
Based on an Oct. 1 marketing year crush of 790,000,000 bushels.

TRANSPORTATION POLICY

Mr. CONTE. Mr. Ash, the budget document states that one goal of
the administration is to accelerate reduction in energy consumption
and pollution; yet the outlays for the railroads decrease from $292
million in fiscal year 1974 to $265 million in fiscal year 1975, while the
outlays for air transportation investment, a much less efficient mode of
energy consumption, will increase from $1.9 billion in fiscal year 1974
to $2.1 billion in fiscal year 1975.
How is this trend compatible with energy conservation policies?
Mr. ASH. Mr. Scott can answer that one as well.
Mr. Scum The principal reasons that the outlays are diminished,

as you indicated, within the budget do not relate to any restraints in
terms of more money going into that side of the picture, because there
are a number of initiatives, as you are well aware, that will in fact re-
flect substantially increased resources level.
Let me go through them quickly.
In Amtrak, the level of investment primarily in loan guarantees,

which is the reason the outlays are reflected as they are there, will be
increased totally by about $200 million in terms of the amount of
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money available for new equipment and for improvement to roadbed.
As you are well aware, within the Northeast railroad legislation that

was recently passed, there are in excess of $2 billion Aich will be
going, in one form or another, into improvement of the railroad pic-
ture in the eastern sector of the country and the Middle West.

Finally, the Transportation Improvement Act which has just been
sent up to the Hill would include $2 billion worth of loan guarantee
funds which could be made available generally throughout the country
to support strengthening of the rail structure throughout the Nation.
Mr. Comm. Since 1970, the percentage of Federal outlays for trans-

portation programs has remained relatively constant, just under 3/2
percent of the Federal outlays. Few would disagree the transporta-
tion system which services the United States leaves much to be desired
in terms of efficiency, quality, and safety. Nearly every merchantable
characteristic of transport in the United States needs drastic improve-
ment.

Yet, year after year, the level of Federal outlays for transportation
programs remains relatively constant, declining slightly or increasing
at a lesser rate than the total outlays since 1970.
The question is this: Why is this particular percentage, 3.2 percent

of the total outlays for fiscal year 1975, the best aggregate level of sup-
port for Federal transportation programs? Why not 1 percent? Why
not 6 percent or 5 percent? Is there some system of analysis and evalua-
tion, some national policy that OMB or DOT follow that produces
nearly the same aggregate percentage level of support each year, or
does it just happen by chance to come out that way?
Mr. Asia. We do not have a set of factors that says year in and year

out we will spend so much of the budget or gross national product for
transportation and so much for health and so much for defense.

Obviously, the mutual objective that we have in the Congress and
the executive branch is to look at the particular issues of that year and
that era.
No; we do not have a factor that we feel should fit over a period

of time. I think the best answer I could give is that in the adminis-
tration and in the President's budget, we view what is proposed
here ̂ as the best tradeoff, not only within the various kinds of trans-
portation programs, but between transportation and all the rest of
the economy.

Surely, there can be different points of view. This is proposed as the
President's point of view, and one that we would, therefore, recom-
mend. Certainly a computer does not have this all preprogramed so
that the President's budget is the only possibility.
Mr. CONTE. That would not be just by coincidence?
Mr. MALEK. I think you have to get back to the point that Mr.

Scott made, that outlays are not always the most accurate indication,
because the loan guarantee programs do not show up much in the
way of outlays, and yet we are moving significantly in that direction
in support of the railroads.
Mr. MAHON. You may expand that for the record.
[The information follows:]
In this budget, we are proposing in the Transportation Improvement Act

to provide $2 billion in loan guarantee assistance to the Nation's railroads,
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in addition to the $1.5 billion loan guarantees provided by the Regional Rail
Reorganization Act of 1973 and the $200 million Amtrak loan guarantees that
were discussed earlier. We are also requesting $143 million for grants to cover
Amtrak operating deficits; $50 million for authority to pay interim operating
assistance for northeast railroads; $86 million for Federal Railroad Administra-
tion obligations for research, planning, and administrative expenses; $20 million
authority for administrative expenses of the U.S. Railway Association; and over
$5 million new authority for the new Rail Services Planning Office in the ICC.
This compares with a total Federal rail program, exclusive of regulatory ex-
penses, of less than $20 million in 1969.

Mr. MAHON. Mr. iShriver has been seeking recognition.

FOREIGN AID INCREASE

Mr. SHRIVER. Mr. Ash the 1975 budget request for those items which
are the responsibility of the Foreign Operations Subcommittee comes
to a total of $4.46 billion. This represents an increase of $1.18 billion
in the appropriation for this fiscal year when the $2.5 billion emer-
gency relief for Israel is ndt considered.
My question is a general one. In view of the prevailing feeling in

this country to concentrate our limited resources on problems here
at home—a feeling which I think was reflected in the overwhelming
vote in the House against increased U.S. contribution to the Inter-
national Development Association not long ago—why is it in our
national interest at this time to increase foreign aid by over a billion
dollars?
Mr. Asx. Maybe I can start by branching off from the answer to

the last question about transportation.
It is difficult to say one level is good for all time. The response in

the 1975 budget is to a changing world situation, including, as we
know, the supplemental for Israel along with the changing view of the
rest of the world.
I think when we look at our foreign activities, surely it is a tempta-

tion to say, "Why don't we take care of everything at home before
we deal with anything abroad?" But, I think if we are to have a little
longer view and one that really has as much self-interest in it as even
the interest we have in things at home

' 
it is essential that we maintain

a world of peace, a world of order in the sense that our own security
derives out of that, and in many ways our own economic well-being
derives out of that.
It is essential, we think, that we continue to make an investment in

some of the foreign programs for that very kind of self-interest,
no less self-interest than we make in programs here at home.

NEW EDUCATION PROPOSAL

Mr. SHRIVER. Let me turn to another subcommittee where I serve—
the HEW. You are proposing a supplemental appropriation for this
fiscal year of $2.9 billion for advance funding for education programs.
Which education programs are included, and are any higher education
programs included?
Mr. O'NEILL. No, sir. Basically, those are the programs the Presi-

dent proposed be consolidated in the elementary and secondary educa-
tion area, and the proposal is now being considered under H.R. 69,
I believe, on the House side, by the Labor and Education Committee.
Mr. SHRIVER. What are they?
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Mr. O'NEILL. I will include a listing of the authorities proposed for
consolidation in the fiscal year 1975 budget for the record.
[The information follows.]
Elementary and Secondary Education Act:

Title I, Education of the Disadvantaged.
Title II, School Library Resources.
Title III, Supplementary Plans and Centers.
Title V, Strengthening State Departments of Education.
Title VIII, Nutrition and Health; Dropout Prevention.

National Defense Education Act: Title III, Equipment and Minor Remodeling.
Environmental Education Act.
Vocational Education Act.
Adult Education Act.

ALLOWED REDUCTIONS IN 1974 LABOR-HEW BILL

Mr. SHRIVER. In the compromises worked out on the 1974 Labor—
HEW appropriation bill, cuts of up to 5 percent per program were
allowed. The budget documents show the 1974 figures with this cut.
Were there any programs where the 5 percent cut was not made?
Mr. O'NEILL. There is one case that quickly comes to mind, and that

has to do with 0E0. If a program had a requirement for pay increases,
the additional amount needed for that purpose was taken out of the
5 percent. I will provide more detailed information on this for the
record.
The following information was supplied by the Office of Management and

Budget:
FEBRUARY 4, 1974.

1974 LABOR/HEW APPROPRIATIONS—FUNDS WITH HELD FROM OBLIGATION
AND EXPENDITURE

The 1974 appropriations act for the Departments of Labor, and Health, Educa-
tion, and Welfare, and related agencies (Public Law 93-192) contains the provi-
sion that "not to exceed $400 million, . . . may be withheld from obligation and
expenditure. . . ." The appropriation language also specifies that no individual
appropriation provision may be reduced by more than five percent. In addition,
the conference report (H.R. 93-682) establishes dollar limitations for the reduc-
tions that may be made to specified programs.
The following table shows the effect of the amounts withheld from programs

receiving appropriations under this act. A comparison is drawn between amounts
authorized to be withheld in the conference report and actual amounts withheld,
as reflected in the 1975 Budget Appendix:
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

[In thousands of dollarsi

Authorized to
be withheld
(conference

report)

Amounts
withheld
(1975

budget) Difference

HEALTH

Health Services and Mental Health Administration:
Mental health 26, 874 9, 567 -17, 307
Health services planning and development 1 17, 5091
Health services delivery 1 2, 800 25, 937 -16, 649
Health manpower 1 22, 277J
Preventive health services 4, 936 0 -4, 936

Subtotal (74, 396) (35, 504) (-38, 892)

National Institutes of Health:
Nationa Cancer Institute 27, 560 23, 706 -3,854
Nationa Heart and Lung Institute 15, 145 13, 365 -1,780
Nationa Institute of Dental Research 2, 278 1,607 -671
Nationa Institute of Arthritis, Metabolism and Digestive Diseases 7,972 6,486 -1,486
Nationa Institute of Neurological Diseases and Stroke 6,250 5,042 -1,208
Nationa Institute of Allergy and Infectious Diseases 5, 700 3, 596 -2, 104
Nationa Institute of General Medical Sciences 8, 838 8,449 -389
Nationa Institute of Child Health and Human Development 6, 512 5, 357 -1, 155
Nationa Eye Institute 2,081 1,684 -397
Nationa Institute of Environmental Health Sciences 1,443 482 -961
Research resources 6,672 5, 153 -1, 519
John E. Fogarty International Center 237 0 -237
National Library of Medicine 877 0 -877

Subtotal (91, 564) (74, 927) (-16,637)

Total, health 165, 960 110, 431 -55, 528

EDUCATION
Office of Education:

Elementary and secondary education 96, 725 94, 979 -1, 746
School assistance in federally affected areas 16, 584 16, 584 0
Education for the handicapped 5, 325 5,325 0
Occupational, vocational and adult education 26, 354 26, 354 0
Higher education 29, 167 29, 167 0
Library resources 8, 585 3, 688 -4, 897
Educational development 4, 487 4, 487 0
Salaries and expenses 93 93 0

Total, Education 187, 320 180, 677 -6, 643

WELFARE

Social and Rehabilitation Service:
Grants to States for public assistance 2, 500 2, 500 0
Social and rehabilitation services 7, 775 7, 775 0

Subtotal (10, 275) (10, 275) (0)

Office of Child Development: Child development 15, 500 9,020 -6,480

Subtotal (15, 500) (9, 020) (-6, 480)
Total, welfare 25, 775 19, 295 -6,480

RELATED AGENCIES

Corporation for Public Broadcasting 2, 500 2 2, 250 -250
Office of Economic Opportunity 17, 315 , 9,800 -7, 515

Total, related agencies 18, 815 12, 050 -7, 765

Total, HEW and related agencies 398, 870 322, 453 -76,416

'The 1974 activities of these programs are divided between Health Services Administration and Health Resources in
the 1975 budget appendix.

2 This withholding does not appear in the 1975 budget appendix.
3 In the 1975 budget appendix, this figure is shown as an unobligated balance lapsing.

7•1
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HIGHER EDUCATION

Mr. SHRIVER. Also, you may put in the record your answer to this,
which may go back to the philosophy you were expressing earlier.
You are again proposing to eliminate institutional aid for higher

education, such as veterans' cost of instruction, undergraduate institu-
tional equipment, college library resources, and university community
services. I am wondering why those were picked out. You may put
your answer in the record.
Mr. O'NEILL. I will be very happy to. Yes, sir.
[The information follows:]
The 1975 budget emphasizes student choice in postsecondary education by

placing the top priority in higher education on student assistance. The budget
proposes $1.3 billion to fully fund basic educational opportunity grants of up to
$1,400 a year for an estimated 1.6 million students. By channeling funds to
students according to need rather than to institutions according to formula, the
budget maximizes the effect of Federal dollars on increasing access to higher
education for deserving students. The 1975 request for higher education is $247
million greater than the 1074 level. This is the result of significant increases in
student assistance, partially offset by decreases in some institutional support
programs which are not primarily oriented toward the equal access goal.

Veterans cost of instruction is a prime example of the shift in funding
strategy. The 1975 budget provides an increased level of educational benefits to
veterans under the GI bill. Thus, each veteran will receive more financial assist-
ance toward his education. At the same time, the veterans cost of instruction
program, which pays schools for increasing their enrollment of veteran, is pro-
posed for termination. • This is wholly consistent with the policy of providing
funds to veterans and other students so that they may attend school, rather than
paying schools to enroll them.
The university community service program is peripheral to the Federal role

in higher education. This program scatters small grants among institutions to
encourage their efforts at solving community problems. The budget does not
question the goal of the program; it does maintain that the program is a marginal
one, and that the $14 million appropriated for it in 1974 would be better spent if
in 1975 it is appropriated instead to increase aid for needy students.

uNDERGRAD INSTRUCTIONAL EQUIPMENT COLLEGE LIBRARY RESOURCES

The college libraries program supports grants to institutions of higher educa-
tion for the purchase of materials suitable to academic libraries including books,
periodicals, documents, magnetic tapes, photograph records, and audiovisual
materials. The program provides for basic grants of $5,000 to each eligible institu-
tion and, when funding is available. supplemental grants for libraries where there
is a volume deficiency based on student enrollment as well as limited number of
special purpose grants.
The provision of grants to all institutions runs counter to the primary adminis-

tration policy of placing aid directly upon the student. The budget of academic
institutions varies significantly from $10,000 per year to well over $1 million for
some of the larger universities; $5,000 will have little if any impact upon the
programs of the larger institutions. Needy institutions are not recognized by the
basic grant formula.
The undergraduate instructional equipment program provides financial assist-

ance, on a matching basis, for the acquisition of laboratory and other special
equipment.

This program is inconsistent with the administration's primary policy of con-
centrating higher education funds on students, rather than on institutions. This
student aid will provide help to allow maximum choice.

Mr. MAHON. Mr. Smith.

ASSUMPTIONS ON ENERGY CRISIS

Mr. SMITH. In formulating the President's budget, did you assume
or estimate the gasoline shortage would be over this year?
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Mr. Asa. Not by the 1st of January.
Mr. SMITH. Did you assume it would be over in the fiscal year?
'Mr. ASH. The economic forecast on which the budget is based trans-

lates the effect of the energy shortage into an increase in unemploy-
ment in the first 'and second quarters. Going even beyond that, we see
a decrease in real economic growth in the first quarter, with an increase
in inflation that is high in this first quarter but which declines as the
year progresses.
All of those interacting effects—unemployment, real growth, infla-

tion—where we see the energy shortage at this time, have been incor-
porated into the budget and translated into all of the economic
premises behind the budget.
Mr. SMITH. My question is: What date did you use as the date when

you think it will be over, or did you use a date?
Mr. ASH. We did not use a date when we thought it would be over.

There are a number of different dimensions to the problem. I think we
must make clear which one we are talking about.
We will have for many years ahead, a problem of shortage of

domestic supply of petroleum products and energy products in general.
Until we get to that degree of near self-sufficiency of domestic supply,
we would have to say that we have a problem and a continuing
problem.
Mr. SMITH. Did you assume that any of these petroleum products

will be available in enough supply to meet demand within the fiscal
year involved in this budget?
Mr. ASH. We assumed that the embargo would continue. That is one

of the assumptions through the whole course of this period. We would
assume that, of course, demand will meet supply. We cannot consume
more than exists. Obviously, demand meets supply.
The question is, At what level? That level for the period of this

budget at which demand will meet supply, assuming the embargo
exists, will be a lower level than we have had in the past.
Mr. SMITH. Do you expect the lines at gasoline stations to continue

throughout the fiscal year?
Mr. Am. I have confidence that the Federal Energy Office in a

little time will be able, to deal successfully with that kind of problem.
Mr. SMITH. What date are you talking about?
Mr. ASH. Again, let us refer back to the President's State of the

Union message when he said we would break the back of the energy
crisis this year. That means that the traumatic aspects of the energy
crisis should be 'behind us at that time. It does not mean that all of
our problems will be over. We will have a continuation of them
for years yet to come.

OIL EMBARGO ASSUMPTION

Mr. MAHoN. I would like to get you to give an unequivocal answer,
as to whether or not this budget takes into consideration termination
of the Arab embargo.
Mr. ASH. It assumes a continuation of the Arab embargo. That is

assumed in the budget.
Mr. MAHON. In the 1975 budget?
Mr. ASH. In the 1975 budget.
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Mr. MAHON. When you prepared the budget, you took into con-
sideration the embargo?
Mr. Asir. And its continuation.
Mr. MAHON. And its continuation.
Mr. SmrrH. For the entire year?
Mr. MAHON. For fiscal year 1975 ?
Mr. ASH. Yes, sir.
Mr. MAHON. I recognize Mr. Evans of Colorado.

TOTAL ENERGY CONSIDERATIONS

Mr. EVANS. of Colorado. You have testified that in the third and
fourth quarters of the next fiscal year, there will be an upturn; that,
as I understood it, unemployment is going down and the economy is
going surging ahead. To me, this will not be, because of the shortage
of energy. I certainly hope you are right. I am glad the gentleman
from Iowa brought this up, because we are told in our neck of the
woods that we can expect to be somewhere in the vicinity of 24 to 28
percent behind where we were in 1972.
Mr. ASH. I do not know where you got that particular number.
Mr. EVANS of Colorado. This was on the basis of the Texaco Oil Co.

• Mr. ASH. There are big problems of equitable distribution of the
supplies that are and will be available. There is no question about that.
Of course, one of the main efforts that FEO is undertaking is to

provide equitable distribution of the available product.
But let's first start at the macroview, the overview, and then work

down to the specific problem.
I think we will all agree—I know of nobody who has any other

data—that the embargo has resulted in a reduction of the total energy
resources that we have available to us of 7 percent. It is more than that
percentage of oil, of course. It is twice that because we use gas, coal,
nuclear, hydroelectric and other energy sources as well as oil. Our
total energy resources and supply are reduced by 7 percent as a result
of the embargo and its prospective continuation.
The real problem is to rearrange product mix like substituting coal

for oil where we can, and gas and other things, to rearrange the distri-
bution system to equitably distribute the 93 percent, and rearrange con-
sumption patterns so we can find ways to live with 7 percent less with-
out an adverse effect on the economy.
Most of us can look around at light levels and what we do at home

and what we drive around, and we must say intuitively, without any
big calculation, it is probable we can live with 7 percent less if we can
redistribute it equitably, and without adverse effects on the economy.
That is the big challenge.
Mr. EVANS of Colorado. One final question while we are on this

subject.
We all have different points of view. That is true of Congress and

it is also true in the executive branch. Does this budget reflect the ma-
jority view? For example, is Mr. Simon in agreement with you in
terms of the energy facts in the next fiscal year?
Mr. ASH. Yes, and I with him, and both of us with the President.
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OIL IMPORTS

Mr. ADDABBO. Are imports of oil into this country because of the
embargo as low as predicted?
Mr. ASH. We are down virtually that low, 2 million barrels a day. In

effect, there was some leakage for a while so we did not fall down to
that lower level. We do not have that same leakage any more, and we
are down to importing 5 million barrels a day from what it had been.
We are now really living at about that level that is the equivalent to the
2 million barrels a day we originally calculated as the shortfall from
the embargo.
Mr. ADDABBO. The Defense Subcommittee was told that we did not

actually lose 12 percent that the oil companies through some other
means brought that oil into this country, and there was no actual loss.
Mr. ASH. Our Associate Director who particularly deals in this en-

ergy area—I am not sure whether he works for OMB or FEO, because
he is full time with each right now—can probably better answer that
question.
Mr. ZARB. I am not sure of the source of the information that was

given to your subcommittee. There was at the outset, as you know, a
considerable amount of oil leakage in the embargo, and for at least 8
weeks it appeared as though the embargo would not be nearly as ef-
fective as we originally thought.
Over the last 3 weeks, the numbers have turned down sharply to a,

point where we are at the worst projected level of embargo effective-
ness, and perhaps will dip below that number.
Mr. ADDABBO. The members of this committee have called upon the

administration for many years to raise the import quota level. Why
were we not ready for any embargo? Why did we not have on hand
at least a sufficient reserve supply so we would be able to fight off any
embargo or blackmail raising of the prices of fuel oil to the American
public?
Mr. ASH. I guess we can line up in a circle and ask ourselves that

question in the circle.
Mr. ADDABBO. Members of the committee told the administration

away back in the 1970 report, and Mr. Giaimo tells me there was a
Presidential Commission that said this would happen away back in
1970, not up here, but down there on the other side of the microphones
where the fault rests.
Mr. ASH. In 1971, the President gave his first energy message to the

Congress on his view of what needed to be done. I think in retrospect,
we can look back and see a lot of things that were being said, and in
some cases were being considered, but the net of it is that not a lot
of things were done.
Mr. DDABBO. Just words are being spoken here today, Mr. Ash. You

speak of unemployment, and we see at a budget where you cut voca-
tional education, where you cut veteran training. The same thing is
being said here today about food prices, and the continued exporting
of food.
You are speaking about oil and what we are going to be doing about

energy. The same things are being said and nothing concrete is being
told us.
Mr. ASH. I think on that one you have mentioned, there may be

a fact not in evidence there.
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Mr. O'NEILL. I would like to say we are not proposing to cut voca-
tional education. We are, in fact, proposing to consolidate the funding
for vocational education to allow greater discretion on the part of
State and local educational authorities to adapt Federal funds to in-
dividual local and State priorities. In addition, under this consolida-
tion, we are proposing to increase funding for all of vocational
education by nearly $12 million. We are not proposing to cut the level
of assistance for veterans' education.

SUPPLEMENTAL REQUESTS FOR FISCAL YEAR 1974

Mr. GIAIMO. Mr. Ash, in your 1975 budget you are requesting a sub-
stantial supplemental budget for 1974 amounting to an additional
$14.5 billion. This is as large or larger than any other supplemental
request since the Vietnam buildup period in 1966-67. The budget itself
contains a supplemental request of approximately $10.6 billion. In
addition, it is stated an additional request for about 83.3 billion in in-
creased budget authority and approximately $500 million for al-
lowances will also be submitted.
By including such a large supplemental increase in 1974 and then

comparing your requested 1975 budget authority with the increased
1974 budget authority, it is implied that a much smaller increase is
being requested.
Last year at this time we were reviewing a request for $288 billion.

This year you are requesting new budget authority of $322 billion for
fiscal year 1975, and another $14.5 billion for fiscal year 1974.
The question is: Are you in effect reducing the fiscal year 1975

budget request by shifting some of the requested budget authority to
fiscal year 1974? Is this the beginning of the 'budget-busting that
some of your officials say may be necessary in order to avoid a
recession?
Do you want to answer that briefly and then expand for the record,

if you wish.
Mr. ASH. First, it is not what you characterize it to be, but let us

go on and state what it is, and Mr. Mc Omber will do that.
Mr. MCOMBER. You have included in that $14.5 billion estimate 83.9

billion proposed for later transmittal. There are several unique reasons
for the supplemental requests sent up with the budget. One of them
is the fact that this year we have had two pay increases applicable to
both civilian and military personnel.
Mr. GIAIMO. But that pay increase for the military personnel was

in 1974.
Mr. MCOMBER: No, sir. It was not included in the 1974 budget.
Mr. GIAIMO. I know that, but it was for pay for the 1974 fiscal year

which was left out of the 1974 budget and put in the fiscal year 1974
supplemental, was it not?
Mr. MCOMBER. It was not requested in the 1974 regular appropria-

tion.
Mr. GIAIMO. I understand.
Mr. MCOMBER. Therefore, the supplemental is unusually high

because we are asking for some 83.6 billion in pay increases.
Mr. GIAIMO. Of which, part was for that military pay increase which

took place in fiscal year 1974.

30-156 0 - 74 - 11
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Mr. MCOMBER. That is correct.
Mr. GIAIMO. You did not put it in the fiscal year 1974 budget,

thereby keeping it lower by $2.8 billion. Is that the figure?
Mr. MCOMBER. That is approximately right.
Mr. GIAIMO. It is in that neighborhood. You put it in the

supplemental.
Now proceed.
Mr. MCOMBER. Further, there is some $2.1 billion for additional

payments that are required for uncontrollable purposes. Among those
are some $900 million for veterans' programs, mainly as a, result of
congressional action during the current year; approximately $500
million, for food stamp programs as a result of congressional action;
and several other similar kinds of items.
In addition, of course, there is the $2.8 billion supplemental for the

Department of Defense readiness and moderization.
I should supplement that, sir, by one other point, the point made a

moment ago. When you speak of the $14 billion figure, that includes
$2.8 billion for the additional 'advance appropriation for consolidated
education grants.
Mr. GIAIMO. Would you review what we have said here and try to

give us a more responsive answer for the record?
[The information follows:]
Budget authority requested for 1974 in the 1975 budget is not budget authority

planned for 1975 and shifted to 1974. The $10.4 billion represents: (a) The sum
of $3.6 billion for the 1974 cost of statutory pay increases approved by the Con-
gress, and ( b) other costs unforeseen at the time the 1974 budget was trans-
mitted. Included are $2.8 billion for Defense readiness, $2.1 billion for payments
required under present law, and $1.9 billion for other essential programs.

Mr. GIAIMO. If there is not a funding shift for 1974 and 1975, then
does the 1975 budget fully reflect the 1974 base which would be greatly
increased by providing some $10 billion in supplementals for at least
a 3-month period at the end of this fiscal year?
Mr. Asx. It does. It reflects all of that. The 1975 budget contem-

plates the 1974 supplemental being enacted.

FISCAL YEAR SPENDING PATTERNS

Mr. GIAIMO. In examining the expenditure pattern for the first half
of this fiscal year in relation to previous fiscal years, we find that the
percentage spent in the second half of the fiscal year seems to be.
growing in relationship to earlier fiscal years.
For example, in fiscal year 1974, the percentage of the total spent

was 47.46 percent in the first half, and 52.54 percent in the second half,
up from 51.9 in the second half of 1973.
How do you account for the smaller percentage of expenditures

occurring in the first half of this fiscal year as compared with previous
fiscal years?
Mr. ASH. It follows generally the same pattern. During the first

half of this fiscal year, fiscal 1974, outlays have been $130.4 billion of
a planned total outlay for the fiscal year of $274.7 billion, the requir-
ing $144.3 billion in the second half. That tends to follow the pattern
of earlier years.
Mr. GiAimo. Let me go hack.
In the second half of fiscal year 1971, you spent 50.7 percent; in fiscal

1972, 51.8; in 1973, 51.9; 1974, 52.5 percent. There is an upward trend.
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Mr. ASH. Yes. There have been a number of delayed appropriations
this year that have contributed to it. I can go through some of the
particular areas if you wish, or put that in the record.
[The following information was supplied for the record.]

FISCAL YEAR OUTLAY ESTIMATES AT MIDYEAR

In billions of dollars]

Description

July- January-
1974 December June

budget 1973 1974
estimate (actual) (estimate) Comments

Department of Defense, military,
and MAP.

Foreign economic assistance 

Agriculture: CCC, foreign assis-
tance, and special export.

Other agriculture_  

HEW:
Trust funds 

Other HEW

HUD 

Interior:
Office oil receipts 

All other 
Labor:

Unemployment trust fund 

All other 
Treasury 
AEC 

EPA 

GSA:
Offsetting receipts 

All other 
VA 
CSC 

FDIC 

Postal Service 
SBA 

All other 
Allowances 
Undistributed intragovernmental

transactions 

79.5 36.9 42.6 Implies a spending pattern almost identical
to fiscal year 1973. (53.5 percent in 2d
half fiscal year 1973 compared to 53.6
percent in fiscal year 1974.)

2.2 .9 1.3 Late enactment of appropriation bill ac-
counts for larger 2d half.

1.8 2.6 -.7 Normal pattern; virtually all outlays in fall;
negative outlays in spring as loans are
paid.

7.5 2.9 4.5 FHA had its asset sales in 1st half which will
not reoccur. Food stamp higher bonus
allotments and higher reimbursement
rates to schools for child nutrition ac-
count for most of the rest of the increase.

68.4 31.6 36.7 Reflects payment of recently enacted socia I
security benefit payment increases.

28.4 12.2 16 2. Institution of supplementary security in-
come payments, release of reserved
funds (mostly welfare and education)
and enactment of Labor-HEW appropria-
tion bill at higher than requested levels.

5.0 3.0 2.0 High loan levels in 1st half are expected to
decline, but normal loan repayments, are
expected to continue in the 2d half, mak-
ing 2d half appear smaller.

-6.0 -1.9 -4.1 Effect of 2 additional sales plus receipts of
already completed December sale.

2.2 1.1 1.1

5.8 2.2 3.6 Heavy seasonal factors. Pattern of 1974
spending is consistent with prior years.

2.7 L5 1.3
35.8 17.4 18.5 Normal pattern.
2.3 .9 1.4 Nonrecurring receipts in 1st half plus in-

creased construction in 2d half, especially
in fast flux test facility.

2.6 . 5 2.1 Payments to States for reimbursement of
prior years construction outlays are due
in the 4th quarter of fiscal year 1974.

-1.3 -.4 -.9 Stockpiles are selling at an accelerated rate
and new legislation begins to take effect
in 2d half.

1.0 .5 .5
13.2 6.5 6.7 Normal growth.
5.9 2.7 3.2 Cost-of-living increase is effective Janu-

ary 1974, and the number of annuitants
receiving retirement benefits continue to
increase.

.1 -.6 Assessment of insured banks takes place in
January.

2.0 1.4 . 6 Payments to USPS continue as planned.
.8 .6 . 1 Repayments of loans and higher receipts

will cause lower net outlays.
25.2 12.0 13.1
.3   .3

-10.0 -4.8 -5.2 Receipt of USPS share of employers con-
tributing will occur in 2d half.

Total budget outlays  274.7 130.4 144.3
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Mr. GIAIMO. Let me give you several other questions on this point
and, if you would, provide answers for the record.
Can we assume the spending rate of the second half of this fiscal year

will be at an annual rate of $28 billion more than the first half? There
is a $14 billion difference, as you know.
How much of the new budget authority associated with the $6.3 bil-

lion of programed supplementals in 1974 will actually be spent in fiscal
year 1974?
Do you think this is too optimistic, considering the relative short pe-

riod of time that will be available between enactment of supplementals
and June 30?
And a last question: What date of enactment of the supplemental

was assumed in developing your estimate?
If you would supply answers to those for the record, that would be

helpful to the committee.
[The information follows:]
Traditionally, budget outlays rise in the second half of the fiscal year. This

year the amount of increase is greater than usual. However, it is fully expected
that the additional $14 billion of spending anticipated in the second half of the
year will take place as planned for the reasons outlined in the table inserted
above.

PROGRAM SUPPLEMENTALS, FISCAL YEAR 1974

tin millions of dollars]

Description
Budget

authority
Current
outlays

Percentage
spent in

fiscal year
1974

Uncontrolled under present law 2,147 2,129 99
Payments to trust funds 323 323 100
Other Federal payments 76 74 98
Child nutrition and Forest Service 162 162 100
Defense programs 1 2,973 1,242 42
All other 650 186 29

Total program supplementals 6,331 4,116 65

Includes $2,818,000,000 for Defense readiness.

The above table summarizes the program supplementals requested in the
budget for fiscal year 1974. Over $2.7 billion of the budget authority requested
is of the type that is already being expended under authority of law applicable to
deficiencies or will be fully expended within a short time after enactment. The
remainder has been estimated at a very conservative 39 percent spend-out rate.
As with all legislation that is transmitted to the legislative branch we assume

enactment before the end of the fiscal year.

CAMBODIAN EXPENDITURES

Mr. GIAIMO. In an earlier colloquy today with Mr. Michel on im-
poundment, the $11 billion figure, you spoke about the $4.5 billion defi-
cit, and if you added the $11 billion to that, you would have a deficit
of about $16 billion.
Is it not so that part of the problem in impoundments is the substi-

tution of judgment as to where money shall be spent? Congress says
spend it in X, Y, and Z areas, and you do not think that is correct, so
you impound it or, let us say, reserve it in X, Y, Z expenditures, but you
do spend it in other areas.
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Your budgets and your deficits have been larger than at any time in
the history of the United States in peacetime.
Let me ask you the question: How much money was spent in the

last fical year in the entire Cambodian operation, the secret bombing
war in Cambodia. There were no requests of Congress for funds to do
this, as I recall. You did spend substantial sums of money. How much
was spent, and where did you find that money?
Mr. ASH. First, the Defense Department probably is better able to

answer that question.
Mr. GIAIMO. Yes, but I think you are equally capable of answering

it. After all, your function is to oversee the expenditure as the Presi-
dent's staff adviser on all Federal funds. The U.S. budget is your
baby. Where did the funds come from in that budget? How much was
spent in Cambodia in the entire operation last year?
Mr. ASH. I do not have the data right here. We will have to get

from Defense or some source the data 
Mr. GIAIMO. You mean you do not know?
Mr. Asir. I do not know in my head, no. I do not have data in front

of me that answers that particular question. That budget book has a
thousand pages in it.
Mr. GIAIMO. You do not have the book. You are talking about

the necessity to reserve funds. You have in fact reserved billions of
dollars of funds. Frankly, I prefer to use the word "impound" rather
than "reserve," because I think the American people understand
"impoundment" at long last.
You have impounded billions of dollars of funds. We know that

those amounts of funds—I personally do not know how much—have
been spent and substituted by your judgment—or by the President's
judgment, I suppose it is—in Cambodia.
I want to know how much it is and if that money had not been spent—

after all, it was not authorized by this committee or anyone in the Con-
gress—how much of that money would have been available to meet the
programs which were mandated but which were impounded by you
because of the fact that you did not have sufficient funds to spend or
you did not want to go over overall spending limitations?
Mr. ASH. First, the funds, I am sure, were authorized 
Mr. GIAIMO. I am sure they were not. We are not going to get into the

question of the Executive right to go into Cambodia. The fact is, they
were not authorized.
I would like to know how much the funds are, how much we spent

in Cambodia last year, and from where you found the funds.
Mr. Am. Second, $2.5 billion of the reserves are reserves out of

Defense programs. So, what is done is not a substitution of one
branch's judgment for the other, as much as it is the charge imposed
upon the President to use prudence, to use good judgment in the proc-
ess of spending funds. That was the basis on which the reserves were
made.
Mr. GIAIMO. Now that you have answered your interpretation of

my question, would you supply for the record how much you spent
during the last fiscal year in Cambodia, in the entire Cambodian op-
eration? If you can tell me where you found those funds, if there were
transfers from certain other programs, or what they were, for the rec-
ord, give it to us.
Mr. Am. Let us get from Defense whatever is the best source of such

information which can go to your question.
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[The information follows:]

The Department of Defense utilized budget authority provided in Public La
w

92-570, dated October 26, 1972, to expend funds in support of our air operat
ions

in Cambodia. Although funds have been transferred among programs an
d ap-

propriations provided under Public Law 92-570, no funds have been transferred

from source outside that authority.
Department of Defenses accounting records are not designed to provide 

infor-

mation on an area or mission basis; therefore, any data on the cost of air opera-

tions in Cambodia must necessarily be developed on a statistical basis 
using

appropriate factors. For fiscal year 1973, the estimated costs of U.S. air operations

in Cambodia total approximately $380 million. These costs do not cover ma
npower

costs nor the costs of overseas base support, pipeline, and Conus support, 
which

would change little if at all whether or not operations had been conducted
 in

Cambodia. Any attempt to break the figure down more precisely would require a

great deal of time and effort and would entail many arbitrary assumptions.

Mr. GIAIMO. How much money is in this budget for Cambodia?
Mr. ASH. The Defense Department again typically testifies on the

breakdown within the total defense budget for individual operations,

and I think probably that would be the source that you would get

the information that you would need. We don't have it with us.
Mr. GIAIMO. Can you supply it to us now? If you cannot, supply it

for the record.
Mr. ASH. We will supply what we have. We will supply what is

available on the subject. We don't maintain in the budget documents
a set of scenarios of what next year's future military operations or
civilian operations or any other kinds of operations might be.
[The information follows:]

MILITARY AND ECONOMIC ASSISTANCE TO SOUTH VIETNAM, LAOS, AND THAILAND

fin millions of dollars]

1974
current 1975

estimate Budget
obligations obligations

South Vietnam:
Military assistance—service funded  I, 522 1,600

Indochina postwar reconstruction  300 600
Functional development program  111 3

Public Law 480  305 180

Subtotal  2,237 2,383

Cambodia:
Military assistance program  342 390
Indochina postwar reconstruction  95 110
Public Law 480  196 85

Subtotal  633 585

Laos:
Military assistance—service funded  78  
Military assistance program  90
Indochina postwar reconstruction  40 55
Functional development program  1 1
Public Law 480  4 3

Subtotal 

Thailand:
Military assistance program 
Foreign military sales credits 
Security supporting assistance 
Functional development program 
Public Law 480 

Subtotal 
Portion of East Asia regional program funded by Indochina postwar reconstruction 

Total 

122 149

38 60
10  
7  
2 5
28  

86 65
2 9

3,080 3, 191

Note: Estimated 1975 country allocations are preliminary and may be slightly revised in subsequent agency presenta-
tions to the Appropriations Committees. Details may not add due to rounding.
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1975 SOUTHEAST ASIA BUDGET

Mr. GIAIMO. We do have funds in this budget for next year's activ-
ities in certain places, including, I am certain, money in here for
Vietnam?
Mr. ASH. We have for levels of operations as well as some specific

types of programs that run to certain countries. Cambodia is one,
and some of the aid given them 
Mr. GIAIMO. Don't we have funds in here for Vietnam?
Mr. Am. We do have.
Mr. GIAIMO. How much and where?
Mr. ASH. ,I think it is indicated here at some point. Let me see if

we can find where that is.
I want to make one statement. We will develop data that can be of

the most use to you. One problem I know that we have had in past
years has been the difficulty of finding a definition of what is spent
where, because a lot of the operations of the U.S. military forces will
go on in any event as a part of maintaining readiness, training, con-
ducting those operations, and then whether or not they are in one
country or another may really add nothing of increment to what they
otherwise would be spending anyway.
Mr. GrAnwo. I think it does. If I recall correctly, last year when we

had the great struggle in the Congress over Cambodia, there was an
administration request for more money, you needed transfer authority
in the Defense Department. Was that correct, $750 million? And they
wanted $1.2 billion?
Mr. ASH. Yes, sir.
Mr. GIAIMO. You recall that, and certainly that was because of the

Cambodian expedition, you had to transfer funds and replace what
you had used for Cambodian operations from other sources. That is
what we want to know about and in the future hope to obtain before
the fact and not after.
Mr. ASH. Of course, it is very hard to know ahead of time what

developments will take place.
Mr. GIAIMO. Especially when there is no congressional authority.
I have no further questions.
Mr. MAHON. I would like to say, Mr. Ash, information available to

me indicates that the authorized level in Southeast Asia for 1974 is
$1.1 billion and increases in this budget to $1.6 billion in order to ful-
fill our agreement with South Vietnam. At any rate, make sure that
this figure is correct in the record at this point.
Mr. Asa. We will make sure it is.
Mr. YATES. On that point you are making, Mr. Chairman, I have

been trying for years to find out how much money is spent and has
been spent in South Vietnam. I have asked you for it in committee,
as you recall, from time to time. It has never been supplied. You just
indicated a figure of $1.6 billion for Southeast Asia. Is there any way
of getting a breakdown how much is to be spent in each of the coun-
tries that make up Southeast Asia?
Mr. MAHON. I don't think there should be any doubt about having

an estimate for that. Our expenditures in South Vietnam relate to
propping up their economy. They also relate to providing them with
military equipment, weapons, and so forth, in accordance with our



166

agreement when we had the so-called ceasefire at the conclusion of
hostilities. All of that should be available.
I think, Mr. Director, you ought to put that in the record at this

point. Of course we will go into that more thoroughly in the defense
hearings with the Secretary of Defense and others.
[The information follows:]
It is necessary to emphasize, whenever Southeast Asia war costs are discussed,

that these figures are estimates—not based on accounting records, nor could
they be. SEA costs represent casts over and above ongoing requirements of the

worldwide baseline force. Some of the units in Southeast Asia have been baseline
units—SEA costs for them were costs over and above normal operations. To
break down estimates by country requires further estimates based on estimates.
Subject to these qualifications, the best breakdown we can develop is as follows:

[In thousands of dollars]

Fiscal year-

1974 1975

Support of truce teams and other U.S. MAAG and mission support in Vietnam 51, 078 56, 880
Support costs in CON US and other WESTPAC (largely for units above) 57, 577 6,208
Units based in Thailand (including support costs) 582, 649 401, 271

Total 691, 304 464, 359

Mr. YATES. Mr. Chairman, one other point on that.
Are the funds going into Southeast Asia only appropriated funds?

What other places do they come from? For example, Food for Peace
program provides some of the money that goes into Southeast Asia.
Can the Director supply us with the source of all of the money that
goes into Southeast Asia, not only the appropriated funds but funds
flowing from other sources?
Mr. MAHON. I think so. It is very important that you respond to the

question by the gentleman from Illinois..
Mr. ASH. I think we can. On the matter of funds going to Southeast

Asia that is a bit different than the earlier line of questioning, the
talked-about costs which included operational costs. Those are two
different issues and one we can deal with more readily than the other.
Mr. ASH. Let's see what we can do.
Mr. YATES. We are paying for troops in Thailand, are we not? How

much money goes into this expenditure? We are paying a certain
amount for internal security in South Vietnam; where does that
money come from? In other words, should we have a complete break-
down of the moneys flowing into each of the countries of Southeast
Asia, where the money comes from, for what purposes it is being used?
[The information follows:]
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MILITARY AND ECONOMIC ASSISTANCE TO SOUTH VIETNAM, LAOS, CAMBODIA, AND THAILAND

[In millions of dollars]

1974 current
estimate 1975 budget

obligations obligations

South Vietnam:
Military assistance—service funded  
Indochina postwar reconstruction 
Functional development program 
Public Law 480 

Subtotal 

Cambodia:

1,522
300
111
305

1,600
600
3

180

2,237 2,383

Military assistance program  342 390
Indochina postwar reconstruction 95 110
Public Law 480 196 85

SubtotaL 633 585

Laos:
Military assistance—service funded 78  
Military assistance program  90
Indochina postwar reconstruction  40 55
Functional development program 1 1
Public Law 480 4 3

Subtotal_  122 149

Thailand:
Military assistance program 38 60
Foreign military sales credits 10  
Security supporting assistance 7  
Functional development program 2 5
Public Law 480 28  

Subtotal 86 65
Portion of East Asia regional program funded by Indochina postwar reconstruction 2 9

Total 3,080 3,191

Note: Estimated 1975 country allocations are preliminary and may be slightly revised in subsequent agency presentations
to the Appropriations Committees. Details may not add due to rounding.

POSTAL SERVICE INCREASE

Mr. ROBISON. Mr. Chairman, I have two brief questions, one spe-
cific and one general.
Mr. Ash, several weeks ago the Postal Service Corporation started

a procedure for an additional increase in postage rates. Last December,
the Cost of Living Council directed a 15-percent reduction in those
rates, for reasons relating to inflation. In any event, the reduction
amounted to $236 million. The Postal Service Corporation has re-
plied by delaying the effective date of the rate increases from Janu-
ary until early next month, March. However, the Service will recover,
as I understand it, the same $236 million if Congress approves that
item in the supplemental request that accompanied this budget. In
submitting that item in the supplemental along with the budget, did
the Office of Management and Budget take a look at the Postal Service
Corporation's internal budget and need for this amount of money ?
Mr. ASH. Mr. Scott, Associate Director, both catalyst and mediator,

I guess, go-between, between the Cost of Living Council and the
Postal Service, can testify directly to the insight that we got into the
issues that you inquired about.
Mr. ROBISON. I would appreciate knowing what the status of all

this is, relative to the pending rate increase.
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Mr. Scow. The budget of the Postal Service was scrutinized, as well
as the supplemental, with regard to the continuing Postal Service
operations and the continuing need for subsidies that do exist. As
you know, there are a number of types of subsidies to the Postal
Service that exist. One is to cover the costs from delaying, or phasing
in full rates for carrying certain classes of mail. The rate increase is
going into effect, as I recall, March 2. At that time the Postal Service
will then be receiving the increased revenues that it would have re-
ceived starting on January 5. The shortfall between January 5 and
March 2 is the $236 million which you mentioned.
Mr. ROBISON. The net effect is the mail users will not provide the

$236 million, but the general taxpayers will, if Congress goes along?
Mr. Scow. That is correct. The burden has been shifted from the

Postal Service users to the general taxpayers.

MANAGEMENT BY OBJECTIVE

Mr. ROBISON. Mr. Ash, we heard quite a bit from you, last year
when you were before the Steed committee, about management by
objective, a useful concept if it can be applied and one that may be
effective in putting together Federal budgets. Can you tell me to
what extent, if any, that concept of "management" has been applied
to the putting together of this particular budget, and what relation-
ship, if any, that attempt has had with•the Office of Management and
Budget in having its own budget increased from $19.5 million last
year, to $23.4 million in the presentation now before us?
Mr. ASH. Let me refer that to Fred Malek, Deputy Director, who

has been working especially in this area of management by objective.
Mr. MALEK. As you know, Mr. Robison, by way of background, each

agency was requested by the President to submit a set of their highest
priority objectives for attainment during the current year. The Presi-
dent has asked each agency head to insure that these objectives are
carried out and achieved. He wants to break the pattern of "business
as usual" across the board and focus more attention on those key
breakthrough opportunities that will produce meaningful benefits for
the American people.
In submitting the 1975 budget, the President requested that each

agency head consider how the budget submission would relate to and
support the particular objectives of the agency. In many cases, in fact,
we asked them to submit with the budget a tentative set of their 1975
objectives so as to get the closest possible tie-in. Each objective is not
necessarily budget related. There are some objectives such as improv-
ing agency operations, or developing a particular piece of legislation,
which are not necessarily related to the budget. In those cases where
they are related we asked that the budget submission reflect the prior-
ities as stated in the objectives.
Mr. RomsoN. Do you wish to address yourself to the latter part of

the question, whether the OMB increased budget request relates to
your internal capacity to do better in this regard?
Mr. MALEK. The large part of the Office of Management and Budget

increase is tied to the general salary increases that were across the Gov-
ernment, plus the fact that OMB will now be paying rent, as any other
agency pays rent to GSA for the space it occupies.



169

In addition to that, we have requested a small number of additional
personnel who we believe will be helpful to us in working with the
agencies on of the various objectives that they are working toward.
Also, I think it will be helpful to us in doing a more thorough job
on the review of the budget submissions from the agencies.
Mr. ROBISON. Finally, helpful to Congress as well in its own efforts

to improve budgetary procedures?
Mr. MALEB. Very much so. The Legislative Reorganization Act im-

posed additional requirements on the Office of Management and
Budget. We can be more responsive to these requirements with the
added strength we have asked for. It will also help us in our efforts to
work more closely with the Congress on development of the budget.
In general, I think the added personnel will help us to be more respon-
sive in reacting to the various suggestions raised by the Congress.
Mr. ROBISON. Thank you, Mr. Chairman.
Mr. MAHON. With respect to these 200 program objectives, I wish

you would give us the list of the 200 objectives. In addition, when will
you be able to provide us with an inventory of these objectives along
with the expected time frame for their accomplishment, and the pro-
jected tangible benefits associated with these?
This is a question I wanted to ask you before. I wanted to ask that

question and this question: We are interested in knowing how these
objectives relate to the objectives established by Congress in creating
these programs. Have you made such an analysis? When will you
be able to provide this analysis to the committee?
[The following information was supplied by the Office of Manage-

ment and Budget:]
In the February 19, 1974, hearings on the fiscal year 1975 budget, you re-

quested additional information regarding the objectives that were set in re-
sponse to the management initiative the President launched in the Spring
of 1973.
Before I go into some of the more specific aspects of the program, I think

it is important to recognize the purpose it is intended to serve. Basically,
the President is determined to make all Federal agencies conscious of the fact
that they are expected to produce specific results from all of their activities—
results that: (1) are consistent with the general mission assigned to the agency
in the legislation that created it; (2) are in keeping with the requirements of
individual programs that may be assigned to the agency from time to time
through the enactment of specific legislation; and (3) reflect the best possible
return on the investment of our tax dollars. In essence, the President hopes to
effect a fundamental and enduring reform in the way government executives ap-
proach their jobs. His intent is to shift the emphasis away from the current
preoccupation of what is being done, to the much more important concern of
what is being accomplished.
This emphasis on producing results is one of the main tenets of a manage-

ment concept that has been successfully introduced into a wide variety of public
and private institutions. Commonly referred to as "management by objectives,"
it is nothing more than a highly flexible management discipline that can be
adapted to a wide variety of organizational missions. Equally important is the
fact that it forces the manager to segregate high priority tasks from those that
are less critical so that they will receive the special attention that they deserve.
Finally, it is highly dependent upon personal contact. This serves two important
purposes. It improves communications at all levels, and it helps to eliminate
one of our most severe problems in the Federal Government—excessive paper-
work. These are the reasons that led to our decision to use the MBO concept as
an overall framework for the President's management initiative.
In operation, management by objectives is based on the rather simple premise

that a person will do a better job if he: (1) Writes down his objectives for a
specified period of time, (2) periodically assesses his progress against those
objectives, and (3) adjusts his day-to-day activities based upon the progress
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being made. As part of his initiative, the President asked the heads of the 21
major Federal agencies to advise him of those objectives that they felt were
especially important for fiscal year 1974. The agencies involved are as follows:

Action EPA NASA
AEC GSA NSF
Agriculture HEW SBA
CIA HUD State
CSC Interior Transportation
Commerce Justice Treasury
DOD Labor VA

This request led to the identification of the 200-plus objectives mentioned by
the President in his budget message.
As you can see from my preceding comments, the objectives are very much

the province of the agency heads. They decided what each objective should focus
on and whether it should be selected as one of the few that should be high-
lighted for special attention this fiscal year. For these reasons, we have agreed
with them that they should be responsible for providing any information that
the Congress may require regarding their objectives. I might note several other
factors that led to this decision.

First of all, it is somewhat misleading to look at a simplified list of objective
summary statements without having access to a good deal of background infor-
mation. Second, it is important to examine these few objectives in the context
of the many other high priority objectives that exist within the agency if one
is to gain an accurate perspective of the organization's relative effectiveness in
executing its responsibilities. Finally, many of the objectives are sensitive. Some
involve national security and are therefore classified. The improper disclosure
of others could conceivably disrupt free markets or jeopardize critical inter-
national negotiations. It is my belief that the agency head and his staff are in
the best position to handle such matters. In view of this, I would like to recom-
mend that each subcommittee work directly with the appropriate agency if it
feels that information on all or any of the fiscal year 1974 objectives might be
helpful in reviewing that agency's fiscal year 1975 budget request. I am confident
that the agencies will be cooperative and responsive in this matter.
In closing, I might note that we are most encouraged with the degree of

acceptance that this important management initiative has received to date. In
our judgment, it is a key link in the President's plan to decentralize and dele-
gate responsibility to those levels of Government that are in the best position
to make operational decisions. We are hopeful that those people in responsible
positions at all levels will realize that this is a useful concept, and that man-
aging for results will eventually become a way of life throughout the Federal
Government.

Mr. Director, you and your staff have been most helpful. We ap-
preciate your presence and look forward to resuming this hearing
tomorrow at 10. We will have with us at that time the Secretary of
the Treasury.
Mr. TIERNAN. Mr. Chairman?
Mr. ASH. We will be here.
Mr. TIERNAN. Mr. Ash will not be a witness tomorrow?
Mr. Asn. I will be available as needed.
Mr. TIERNAN. Mr. Shultz, as I understand it, is scheduled to testify.
Mr. MAHON. They will both be here tomorrow.
Mr. Asir. I will be available as needed tomorrow.
Mr. TIERNAN. It seems to me it could be inconclusive.
I would like to ask the Director a question now, if he is not in too

much of a rush.
Mr. MAHON. Mr. Tiernan is recognized.

ENERGY ASSUMPTIONS IN THE BUDGET

Mr. TIERNAN. Mr. Ash, earlier in response to some questions about
the energy crisis you indicated that the budget was predicated on the
basis that we would have the energy crisis with us during the fiscal
year 1975. Is that correct?
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Mr. ASH. That the embargo would continue during the whole of
the period; yes. The embargo would continue.
Mr. TIERNAN. The calculations that you made were on the basis

that it would be with us for the full fiscal year. What percentage in
this budget do you relate to be reflective of that?
Mr. ASH. In real growth, which is one of the numbers that I guess

you have in mind—in real growth, which, for calendar year 1974, is
expected to be about, say, 1 percent—in real growth, probably it would
have been more than twice that, had there not been the embargo and
all the effects that derived out of it. We are talking about a significant
effect.
Mr. TIERNAN. I would assume you also added in some other effects;

I think you mentioned the unemployment figure increasing as a result
of the eneigy crisis?
Mr. ASH. Yes, sir.
Mr. TIERNAN. What other factor?
Mr. ASH. Inflation is larger than it would otherwise be because of

that, too.
Mr. TIERNAN. What will happen if, in fact, some of the reports that

we hear from the Middle East come true; might there be some good
news? I understand from one of your other associates that the em-

• bargo did not take effect until 3 weeks ago, and that the total effect
was a 7-percent energy shortage. Is that the situation today; a short-
age of approximately 7 percent of our total energy needs because of
the cutoff of the crude oil?
Mr. ASH. And twice that of our oil needs and 7 percent of our total

energy needs. That is the position we are in today.
Mr. TIERNAN. The embargo only took effect within the last 3 weeks.

Do you think it has taken full effect?
Mr. ZARB. What I said was the full impact of the embargo, a drop at

the outset, and began to show itself slowly and abruptly 3 weeks ago.
Mr. TIERNAN. If the embargo were lifted today, how long would it

take for the pipeline to start up? How long a period do you predict
before we would not have that effect?
Mr. ZARB. Probably several months before we were able to have full

restitution of the embargo.
Mr. TIERNAN. How many months; 2,3, or what?
Mr. ZARB. I would say 2. I am using some estimate there.
Mr. TIERNAN. On the outside it would be 3 months?
Mr. ZARB. OK.
Mr. TIERNAN. Three months from the lifting of the embargo. Is that

a fair estimate?
Mr. ZARB. I think 3 months would be a fair figure.
Mr. TIERNAN. This budget starts on July 1 of this year?
Mr. ASH. That is right.
Mr. TIERNAN. If in fact the embargo were lifted, do you think the

budget then would have to be changed to reflect that?
Mr. ASH. Certainly we would want to reforecast the economy and if

to the extent it was lifted the effect would be the favorable for the econ-
omy and thus one that we could probably put away some of the con-
tingency plans that we would otherwise have in mind.
Mr. TIERNAN. Thank you, Mr. Chairman.
Mr. MAHON. Thank you very much, gentlemen.
Mr. ASH. Thank you, Mr. Chairman.
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Mr. MAHON. The committee will come to order.
I thought we had a good hearing yesterday and we expect to have a

good hearing today. We are glad to have you back today, Mr. Ash. You
did an excellent job with your presentation yesterday.

Secretary Shultz, we are pleased to have you before us again this
year. You have always been most cooperative with the committee and
you are always welcome before us. You have served this country with
great ability and dedication.
Mr. Gary Seevers of the Council of Economic Advisers is here with

us today. He will have a statement and will participate in the
discussions.

EFFECT OF THE ECONOMY ON THE BUDGET

We talked yesterday principally about the budget and of course we
will be talking about it today. Today the hearing will take a little dif-
ferent turn. We would like particularly to discuss the economic assump-
tions behind the budget, the projected increase in the gross national
product, the increase in corporate profits, the increase in the unemploy-
ment rate, and other matters of key concern to all members of the Ap-
propriations Committee.
We need to have a greater understanding of the unique economic

phenomena that are impacting on the budget, that is, the experiences
we are having with rampaging rates of inflation, increasing unemploy-
ment and economic slowdowns, and a growing scarcity of basic com-
modities and materials. The country is confronted by a rather unique
economic situation. I don't know that we have ever faced a set of cir-
cumstances like this before.
Mr. Secretary, we also need to know what additional measures are

being contemplated if economic conditions turn out to be worse than
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expected and we want to discuss how these proposals might work
given the unusual economic forces now in existence.
There are all manner of questions that we properly should explore

here today. Of course there are time limitations. We have 55 Members
on the committee and we obviously can't have everyone participate
fully, but Members have expressed their interest in various subjects
and we are trying to see that necessary questions are explored.
Some of the other important areas which concern us include the

effect of the energy crisis, the international economic situation, and
of course the revenue estimates and new tax proposals contained in
the budget.
At this time Secretary Shultz, you may make whatever brief com-

ments you think appropriate and then, Mr. Seevers, we would be
pleased to have you make a statement on behalf of the Council of Eco-
nomic Advisers.
We would like to get into the interrogation period as rapidly as we

reasonably can. Mr. Secretary, will you proceed with your statement?

GENERAL STATEMENT OF THE SECRETARY OF THE TREASURY

Secretary SHULTZ. Thank you, Mr. Chairman.
I think, since by statement is very brief and since it covers ground

that I know Mr. Ash talked about and which Mr. Seevers will talk
about, and which has been covered in the various reports, that I might
just file it for the record and stand ready for your questions, because
you have quite an array there.
Mr. MAHON. That is fine.
[The statement follows:]

STATEMENT OF THE HONORABLE GEORGE P. SHULTZ

Mr. Chairman and members of this committee, I am pleased to be with you
this morning to discuss the budgetary outlook for the coming fiscal year.
The revenue estimates included in the budget are for total receipts of $270 bil-

lion in fiscal year 1974 and $295 billion in fiscal year 1975. Because of the difficul-
ties of estimating revenues—difficulties that are compounded this year by the un-
certainties of the energy situation—our receipts estimates are presented in round
numbers. Indeed, these figures should be thought of as indicative of a range of
estimates extending a minimum of 1 percent on either side.

Outlays, over which we have greater control, are projected at $274.7 billion in
fiscal year 1974 and $304.4 billion in fiscal year 1975. The result is moderate budget
deficits in both years—$4.7 billion in 1974 and $9.4 billion in 1975.
Tables attached to this statement provide details of the receipts estimates in

the budget. Receipts are expected to rise by about $38 billion, or 16 percent, in
fiscal year 1974 and $25 billion, or 9 percent, in 1975. Economic expansion lies
behind most of the rise in receipts, although recently legislated changes in social
security taxes are important and account for about $81/2 billion of receipts in 1974
and an additional $511/2 billion in 1975. The proposed windfall profits tax on crude
oil would raise an estimated $1 billion net in fiscal 1974 and an additional $2 bil-
lion net (for a total of $3 billion) in fiscal 1975. Following the usual practice, these
receipts from proposed legislation are included in the budget.
This budget, from the standpoint of fiscal policy, continues about the same pos-

ture as in the past 2 years. In present circumstances, with the economy experi-
encing some shortages and an unacceptable rate of inflation, on the one hand, and
some slowing of economic growth on the other hand, this appears to be the pru-
dent course for policy to take.
The economic forecast for this calendar year calls for a slowdown in the first

half of the year followed by a fairly strong recovery in the second half. Given the
present uncertainties, however, economic policy must be especially flexible and
ready to adapt promptly to changing circumstances. We stand ready to cooperate
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with your committee and with the Congress generally to achieve the fiscal flexibil-
ity that our economic situation may prove to require.
Our first line of defense, should the economy slow down more than expected, is

our system of automatic economic stabilizers such as unemployment insurance.
I want to stress the need for prompt congressional action on our proposal in this
area, both the underlying reform first sent to Congress by the President last spring
and the new measures designed to deal with the special needs of some labor mar-
ket areas. Beyond this, however, I believe we should be cautious in applying stimu-
lative policy. Since it is generally easier to expand than to contract the budget, a
shift to budget ease-should it turn out to be premature-would be very unfortu-
nate at a time like the present, when inflationary pressures are so strong. Unless
and until the economic outlook departs significantly from current expectations,
I believe we should maintain the present budget stance.

It is encouraging that the Congress is moving to develop its own mechanisms to
coordinate individual spending decisions within the total budget framework. Your
committee has played an important role through the years in the search for better
control over the Federal budget. The administration supports the efforts of your
committee and others in the Congress to improve the budget process and to make
it a more effective instrument of economic policy.
Attachments:

BUDGET RECEIPTS UNDER LEGISLATION PROPOSED IN FISCAL 1975 BUDGET DOCUMENT

[In billions of dollars)

1973 actual
1974

estimate
1975

estimate

Individual income taxes 103.2 118.0 129.0
Corporation income taxes 36. 2 43.0 48. 0
Social insurance taxes and contributions:

Employment taxes and contributions 54.9 67. 7 75. 3
Unemployment insurance 6. 1 6. 2 6. 0
Contributions for other insurance and retirement 3. 6 4. 0 4. 3

Excise taxes 16.3 17. 1 17. 4
Estate and gift taxes 4.9 5. 4 6. 0
Custom duties 3. 2 3. 5 3. 8
Miscellaneous receipts 3. 9 5. 0 5. 2

Unified budget receipts 232. 0 270. 0 295. 0

Deduct:
Trust fund receipts 
Interfund transactions 

Federal funds receipts 

92.2
-21. 3

105.5
-21. 1

115.8
-23.6

161. 4 185.6 202.8

UNDERLYING ECONOMIC ASSUMPTIONS

Calendar years

1973 1974
1972 actual estimate estimate

Gross national product I, 155 1,288 1, 390
Personal income 939 1,035 1, 135
Corporate profits before tax 98 126 124

PROJECTED CHANGES IN BUDGET RECEIPTS: FISCAL YEARS 1974 AND 1975

1ln billions of dollars]

Fiscal 1974
from

fiscal 1973

Fiscal 1975
from

fiscal 1974

Revenue changes traceable to:
Economic growth +28.4 +19.8
Windfall profits tax +1.0 +2.0
Tax reform and simplification -1.9
Social security changes +8.4 +5.5
Other changes -0.4

Total +37. 8 +25. 0
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GENERAL STATEMENT OF THE ACTING CHAIRMAN OF THE COUNCIL
OF ECONOMIC ADVISERS

Mr. MAHON. Mr. Seevers, will you please proceed with your
statement?
But, first, will you please account for the absence of the Chairman

of the Council? We understand it was necessary for him to be in
Europe.
Mr. SEEVERS. The Chairman has been attending meetings in Paris

of the Economic Policy Committee of the Organization for Economic
Cooperation and Development, OECD, where representatives of the
developed countries assemble and discuss the same kind of questions
you are raising with respect to U.S. economic policy.
He did ask me to thank you very much for inviting the Council to

appear again this year as you begin these hearings. We appreciate
the opportunity to express our views on the relationship between the
budget and the economy and to discuss the economic outlook.
The U.S. economy experienced a vigorous economic expansion

beginning in the middle of 1971. Real production of goods and services
increased 6.1 percent in 1972 and rose 5.9 percent last year, reaching
a high level of employment and utilization of productive capacity.
The employment increases were also particularly large during the past
2 years.
Toward the end of 1973, however, economic expansion slowed. Real

output rose at an annual rate of only 1.6 percent in the fourth quarter.
Important factors contributing to the slowdown were declines in the
housing sector and in energy-related industries, particularly auto-
mobile production. Inflation was a serious problem throughout 1973,
with rates considerably higher than the previous year.
As we begin 1974, economic policy must contend concurrently with

a further slowdown in economic activity and with inflation still much
higher than anyone wants.
For the first half of 1974, the Council foresees a period when real

production will be approximately flat, perhaps declining temporarily,
and the unemployment rate will be rising. We expect inflation to
continue at a high rate in the early part of the year. This is mainly
because of rising prices of energy and food, although upward pressures
also exist on prices in other areas. To a major extent the forces
that will determine the 'behavior of the economy in the first half of
1974 are the result of events that have already occurred.
The reductions in energy supplies have been having a major in-

fluence on the economy. The statistics available so far for 1974 show
that the increases in unemployment and reductions in production have
been concentrated in areas of the economy where we would expect the
energy problem to be the greatest.
The economy certainly will be heavily influenced by the energy

crisis in the first half of the year as we adjust to reduced supplies and
higher prices of energy. However, these adjustments should not be
such a dominant factor in the economy after mid-year. The 'Council
expects the present period in which the economy is rising little, or
possibly declining temporarily, to give way to a reasonably strong ex-
pansion in the second half and into 1975. 'There are several reasons
for this belief.

30-156 0 - 74 - 12
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1. Automobile sales should increase as producers raise their capacity
to manufacture small cars.

2. Housing starts should reach bottom soon, if they have not already
done so, and begin to rise. We expect mortgage money to be more
readily available at lower rates, partly as a result of the Government's
decision in January to purchase mortgages on up to 200,000 housing
units at below the market interest rate.

3. Business spending on plant and equipment is expected to show a
strong, steady rise during 1974.

4. We expect the rate of monetary expansion to be conducive to
accelerating the growth of real output in the second half of 1974, but
not so fast as to prevent a decline in the inflation rate.

5. We believe that while the rest of the world is also going through
an economic slowdown in 1974, the individual and cooperative actions
of the developed countries in supporting their own economies will be
effective in preventing a worldwide recession in which countries drag
each other down.

Finally, the Federal budget will cushion the slowdown in the first
half of calendar 1974, and the President's proposed budget for fiscal
1975 will contribute to the recovery in the second half. This budget
represents moderate restraint in that there is little change from fiscal
1974 when measured on a full-employment basis. At the same time the
budget contains built-in stabilizers in the event that the economic
slowdown would turn out to be more serious than we anticipate.
Prompt action by the Congress to improve the unemployment com-
pensation system, as proposed by the President, is particularly urgent
in this regard.
The Council's outlook is surrounded by more than the customary

number of uncertainties this year. There is always the risk that the
slowdown Will be of different dimensions than we now anticipate.
That is why economic policy is prepared to adapt and, if necessary,
give support if it becomes clear that the economy is falling below the
desired growth path.
As the economy expands in the second half of this year, the Council

anticipates improvement in the inflation rate. Food and energy prices
have accounted for well over one-half of the rise in consumer prices in
recent months. While this may continue for several months, the rate
of inflation in these two important sectors of the economy should sub-
side as better balance between supply and demand is restored.
Our expe,clation that inflation will slow down rests on the assump-

tion that we will not enter a period of more general inflationary forces
after energy and food price increases subside. We must avoid an over-
heated economy. Much of the recent economic slowdown has stemmed
from capacity problems and the inability to produce the goods and
services that consumers and businesses desire, not from insufficient
demand. That is why the Council feels we must be cautious about
stimulating the economy now, because the effect would occur mainly
after mid-year when a reasonably strong expansion is already in pros-
pect. Based on information available today, we think the President's
budget proposals, combined with suitable policies in other areas of
economic policy, will keep the economy on a course that will avoid
contributing to excessive inflation in the future and will avoid a severe
slowdown this year.
Thank you, Mr. Chairman.
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REVENUE ESTIMATES

Mr. MAHON. Thank you very much.
Let us talk about revenue estimates, Secretary Shultz. In 10 of t-ne

last 19 years the revenue estimates were overstated in the budget. That
perhaps, is not necessarily a bad record. But this year it is felt by many
that your receipt forecast may be somewhat on the high side.
Using the same economic assumptions, the Joint Committee on In-

ternal Revenue Taxation came up with a total of $287 billion for uni-
fied budget receipts for fiscal year 1975 as opposed to your estimate of
$295 billion.
They used your estimate for GNP of $1.3 trillion and a rate of 5.5

percent for unemployment. Would you comment as to the differences
between these calculations?

Secretary SHULTZ. We did make a study of that and I don't have it
right at hand here but I remember that one of the differences was, I
believe, that we included in our revenue estimates the assumption that
the windfall profits tax proposed by the President would be enacted
and that it would bring in around $3 billion.
We can give you for the record, Mr. Chairman, a reconciliation. We

did make one and I think that there are some fairly readily ascertain-
able facts.
Mr. MAHON. You were mentioning the estimated S3 billion of revenue

from the expected enactment of the windfall profits tax. Where would
the rest of the money be?

Secretary SHULTZ. I don't remember the complete reconciliation, Mr.
Chairman.
[The information supplied follows:]

RECONCILIATION OF REVENUE ESTIMATES JOINT COMMITTEE ON INTERNAL REVENUE
TAXATION VERSUS THE BUDGET

The $287 billion estimate of total revenues for fiscal year 1975 made by the
Joint Committee on Internal Revenue Taxation and published by the Joint
Economic Committee is $8 billion less than the estimate contained in the budget.
This difference is accounted for by two factors. First, although the Joint Eco-
nomic Committee uses the same forecast of Gross National Product as the budget,
the forecasts of the key income factors appear to be considerably different. Both
the personal income and corporate profits figures, as used by the committee, ap-
pear to be substantially below the figures used in the budget: Personal income,
something like $8 billion less, and corporate profits, as much as $10 billion less.
These differences account for approximately $6 billion of the difference in re-
ceipts between the two estimates.
The second factor is the difference in assumptions about tax legislation. Most

importantly, the budget assumes that the administration's proposed windfall
profit tax will be enacted so as to become effective on April 1, 1974. This adds, net
of the effect on corporate income taxes, $3 billion to receipts. Other changes, per
the administration's tax reform proposal, are estimated to reduce overall re-
ceipts by about $2 billion. The committee's estimates appear to exclude both of
these proposals. Thus, the different tax assumptions account for $1 billion of the
difference between the two estimates.
The other $1 billion of the overall $8 billion difference is accounted for, evi-

dently, by different estimates of how much the present tax structure yields from a
given level of income.

VALIDITY OF REVENUE ESTIMATES

Mr. MAHON. Your estimate of $124 billion for corporate profits
before taxes is higher than most of the other economic forecasts. The
administration estimate is $124 billion, Wharton $118 billion, Univer-
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sity of Michigan $115 billion, and Data Resources $120 billion. Are
all of your estimates too optimistic? I am afraid that they are:
I hope they are not. Have you had any second thoughts in light of

more recent developments?
Secretary SHULTZ. They are consistent with the general economic

forecast that we have made and that forecast is not all that different
from the forecasts of others.
When it comes to the problem of estimating the rate of inflation,

nobody is in very good shape. We have a tabulation here of the fore-
casts that were made in 1973 by a whole list of eminent people, and
while people generally were fairly good, as we were, in estimating the
rate of real growth and the unemployment rate, everybody missed the
inflation rate completely—just totally missed it. There isn't a single
forecaster who came anywhere near.
So one reason, Mr. Chairman, why we have put our revenue estimates

in round numbers, such as $270 billion and 8295 billion—instead of the
way it has often been done in the past of saying $269.3 billion, and
$293.4 billion, and so on—is to suggest to you that this is a general
estimate. Experience shows that it can be wrong one way or another
and there is no point in acting as though you can estimate it to the
nearest billion dollars. You can't. Nobody can.

CORPORATE PROFITS REVENUES

Mr. MAHON. On page 6 of the Budget in Brief you estimate that 1974
corporate profits before taxes will decline from $126 billion to $124
billion. Yet you predict corporate taxes will increase $5 billion. How
do you explain that?

Secretary SHULTZ. It works by virtue of two things.
First of all, enactment of the windfall profits tax which, in effect,

adds an increment of tax to corporate profits and, second, by virtue of
the interplay between fiscal years and calendar years.

IMPACT OF INFLATION ON RECEIPTS

Mr. MAHON. In fiscal 1973 receipts exceeded original estimates by
$11 billion, which was a happy situation.

Secretary SHULTZ. Well, it was only happy in part, Mr. Chairman,
becalm 
Mr. MAHON. Most of it was attributable to inflation.
Secretary SHULTZ. From inflation, and so we can't be too happy

about it.
Mr. MAHON. That is right. Your estimate for 1974 is that revenues

will exceed original estimates by $14 billion. Are you still clinging
to that $14 billion figure.
'Secretary SHULTZ. Well, we are still using the 8270 billion estimate

that we have carrying and, as I have said in the past, it is probably on
the high side of the range of probabilities, but we think it is going to
be reasonably close.
Mr. MAHON. The budget message, while anticipating a $25 billion

increase in revenues in fiscal 1975, properly4points out that in the short
run inflation increases receipts more than it increases outlays.
Of course that is correct. Has the Treasury already reaped a wind-

fall of revenues from the recent sharp inflation?
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Secretary SHULTZ. Well, no. The rate at which the money GNP goes
up will generate the personal and corporate income tax payments that
are estimated, and these income levels tend to continue. So it isn't as
though there is a one-time factor operating here.
You have a rate of change that continues.
Mr. MAHON. How much of the $25 billion increase in revenues is

attributable to inflation? Supply that for the record. We understand
much of it is.

Secretary SHULTZ. Yes.
[The information supplied follows:]
About $18 billion of the $25 billion increase in receipts from fiscal year 1974

to fiscal year 1975 could be attributed to price changes. Of the remaining $7
billion increase in receipts, approximately $5 billion will, result from differences
in the law, enacted or proposed, and about $2 billion could be attributed to real
growth.

OMB USE OF TREASURY REVENUE ESTIMATES

Mr. MAHON. Does OMB ever change the revenue total o,r the compo-
nents of the revenue estimates which are supplied by Treasury, Mr.
Ash?
Mr. ASH. No. Those become the basis of OMB's budget figures.

IMPACT OF UNEMPLOYMENT LEVELS ON 1976 REVENUES AND OUTLAYS

Mr. MAHON. Your estimate of revenues in the budget for 1976 is 8339
billion. This assumes a full employment figure of 4 percent unemploy-
ment. What would revenues be with an unemployment rate of 5, Oh,
or 6 percent?

Secretary SHUTHZ. That calculation we can make for the record, Mr.
Chairman.
Mr. MAHON. All right.
[The information follows:]
Assuming an unemployment rate of approximately 5.5 percent for calendar year

1975, receipts in fiscal year 1976 would be in a range of $320 billion to $325 billion,
depending on assumptions regarding shares of GNP allocated to personal income
and corporate profits.

Mr. MAHON. What would outlays be at the same unemployment
rates? Supply that for the record, please.

Secretary SHULTZ. Yes, sir.
[The information follows:]
At an average level of unemployment in 1975 of roughly 51/2 percent, fiscal

year 1976 outlays would be roughly $2 to $21/2 billion higher than the $329 billion
estimate shown in the budget.

TRUST FUND SURPLUSES

Mr. MAHON. For 1975, trust fund borrowing is estimated to be $8.4
billion.
Last year in connection with the overview hearings, the committee

requested estimates of trust fund balances for the next 5 years based
on existing legislation. The response was simply that the budget for
1974 showed a trust fund surplus of $15 billion and that the outlook
was for continued trust fund surpluses of this size over the next 4 or
5 years.
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However, in just 1 year from fiscal 1974 to 19752 total trust fund sur-
pluses are projected to decline from $13.5 billion (already revised
downward from $15 billion) to $8.4 billion or by a rate of 38 percent.
Could you develop and supply the committee with similar estimates

based on existing legislation concerning trust fund surpluses for the
next 5 years? Since the various social insurance tax and contributory
rates are known and since the number of contributors and potential
beneficiaries can be projected, wouldn't it be possible to project trust
fund surpluses or deficits over the next 4 or 5 years?
What interest rates are applied when these trust funds are bor-

rowed?
Mr. SHULTZ. I will supply that for the record.
[The information follows:]
The trust fund surpluses consistent with the 1975 budget estimates are as

follows:

Fiscal years: Billion8
1975  $8.4
1976  9.5
1977  8.0
1978  12. 8
1979  12. 9

These estimates assume renewal of expiring legislation (such as general reve-
nue sharing and the highway fund) and enactment of proposals in the 1975
budget. These estimates will change over time as our economic assumptions
change and as legislation is passed affecting trust fund receipts and outlays.
The interest rates on these investments vary under terms of law. For example,

social security investments in special issues are based on the average interest
rates on all interest-hearing marketable securities with a maturity of over 4
years; the highway fund is based on the average of all interest-bearing market-
able securities regardless of maturity, and the unemployment fund is based on
the average rate on all interest-bearing public debt securities. The projection is
based on a continuation of the rates of interest which prevailed in December 1973
when the estimates were made.

INTEREST ON THE DEBT

Mr. MAHON. The interest on the national debt gives us concern. In
the 1975 budget the amount of the national debt is compared to the
gross national product. This comparison indicates that the debt has
decreased from about 72 percent of the GNP in 1955 to about 35 per-
cent in 1975.

However', when interest costs are compared to Federal fund outlays
it shows that in 1955 interest costs represented about 10 percent of the
Federal fund outlays and in 1975 they will represent about 14 percent.
Which comparison is more meaningful in measuring the impact of

Federal indebtedness on the economic health of the Nation?
Secretary SHULTZ. I think the comparison with the gross national

product tells you something about the impact of the debt and its
relationship to gross economic activity.
I have a suggestion for you, Mr. Chairman, if you want to reduce

the burden of the debt, something that the House of Representatives
could do quickly with a vote—it wouldn't take more than that—and
that is to pass the Senate bill—it has been hanging around the House
for quite a while—that restores to the Treasury our direct borrowing
authority from the Federal Reserve.
We have been without that for some time and being without ready

access to cash, we have to carry a higher cash balance than we would
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otherwise. The higher cash balance, of course, means that we have to
borrow that much more money and if we go through the full year with-
out this borrowing authority we estimate it will cost the Government
on the order of $50 to $100 million, so you could reduce the burden of
the debt very simply.
Mr. MAHON. Has a strong recommendation and appeal been made to

Congress for that purpose?
Secretary SHULTZ. We have been working at it. As you know, it is

tied up with the effort to put the GAO onto the Fed.
Mr. MAHON. I understand.
Secretary 'SHULTZ. SO we are suffering an inability to keep costs

down because of this additional fight that is going on, and once again
I think it is a sort of thing that ought to be fought out on its merits.
Mr. MAHON. Are you in accord with Mr. Burns on that issue?
Secretary ,SHULTZ. Yes, sir.

UNDERESTIMATING THE NATIONAL DEBT

Mr. MAHON. For the past several years the amounts estimated for
interest on the public debt have been consistently below the actual
costs. What are the reasons for this consistent underestimate of public
debt interest cost? You are always too low.

Secretary SHULTZ. Well, the way in which the estimate is drawn up
is simply to take the interest costs as they exist at the closest time we
can to the point when the numbers go into the budget and we assume
that that general interest rate strucure will be the interest rate struc-
ture during the fiscal year.
In other words, we find it practically impossible to try to forecast

interest rates and we don't try to do it. We don't try to telegraph that,
among other things, because interest rates are subject to a certain
amount of administrative impact, particularly from actions that the
Federal Reserve may take. So that is the convention.
What that means is if you are in a period when interest rates are

rising you are bound to underestimate. If you are in a period when
they are falling you will tend to overestimate.
Mr. MAHON. It would seem that since you make projections on about

everything else, you could make a projection which would be a more
realistic figure for the interest rate in a given year.

Secretary SHULTZ. Well, you can argue it both ways, I guess, but
we think that it is a questionable thing for the Treasury—given our
association with the Fed and so on—to be telegraphing that particular
punch.

INTEREST RATES ASSUMED IN CALCULATING INTEREST

Mr. MAHON. What rates were assumed for calculating interest on
the debt for fiscal 1975 ?What rates were used for fiscal 1974?

Secretary SHULTZ. We can supply that for the record.
Mr. MAHON. All right.
Secretary SHULTZ. They would be the rates in existence in late

December.
[The information follows:]
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Interest rate assumptions used for calculating interest on the public debt for
fiscal years 1974 and 1975

Percent
13-week bills 7.46
26-week bills 7.43
52-week bills 6.86
3-year notes 6.85
5-year notes 6.85
7-year notes 6.75
10-year bonds 6.90
20-year bonds 7.40

OWNERSHIP AND COMPOSITION OF THE NATIONAL DEBT

Mr. MAHON. How much of the national debt is held by private
citizens, how much by corporations, and how much by Government
trust funds? Could you supply that for the record?

Secretary SHULTZ. Yes, sir.
[The information follows:]

Estimated ownership of the public debt, December 1973
Par values in

billions of dollars
Total public debt $469. 9

Government accounts 129.6
Federal reserve 78.5
Total privately held 261.7

Commercial banks 60.3
Total nonbank 201.4

Individuals 77.3
Savings bonds 60.3

Series E&H 59. 8
Other securities 16. 9

Insurance companies 5. 7
Mutual savings banks 2. 0
Corporations  10.9
State and local governments 29.2
Foreign  55. 6
Other  20. 8

Mr. MAHON. I have a number of additional questions with respect
to this same matter which are somewhat technical which I would like
you to respond to for the record.
[The material follows:]
Question. How much of the national debt is held by foreigners and what is the

estimated interest payments to foreign holders in fiscal year 1975?
Answer. Foreign and international investors held $52.8 billion of public debt

issues on January 31, 1974. The estimated interest payment to foreign holders for
fiscal year 1975 is $3.8 billion.

Question. Haw much of the national debt is financed through long-term securi-
ties; how much through medium-and short-term securities?
Answer. On January 31, 1974, there was $270.1 billion of marketable debt

outstanding with the following maturity distribution:
In billions

Under 1 year  $141. 5
1 to 10 years  106.9
Over 10 years  21.7
Nonmarketable debt outstanding on January 31, 1974, including special issues,
amounted to $198.1 billion and was distributed as follows :

In billions
Under 1 year  $52. 1
1 to 10 years  115. 8
Over 10 years  30. 2
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CHANGES MADE IN INTEREST ESTIMATES

Mr. MAHON. We are especially interested in OMB action on interest
estimates developed by Treasury.

Question. Does the OMB change the estimates on interest on the debt that are
submitted by Treasury? If so, why?
Answer. Estimates of the cost of interest on the public debt are made by

Treasury and OMB working together. The estimates are changed only through the
same joint efforts.

GENERAL REVENUE SHARING

Mr. SIKES. Mr. Ch'airman, isn't this a good point to bring in general
revenue sharing?
Mr. MAHON. I yield.
Mr. SIKES. I would like to have the Secretary's comments on some

aspects of revenue sharing. It is a program which was enacted in
October 1972, and which provides for the sharing of $30.2 billion in
Federal revenues to the States and localities over a 5-year period.
Revenue sharing payments from December 1972 through January

1974 have totalled $11.2 billion. Summary reports included in the
budget indicate that State governments used 70 percent of these funds
for education. Local governments reported using 35 percent for public
safety, 25 percent for transportation, and 10 percent for environment
and general government.
Now, these reports indicate, Mr. Secretary, that State and local tax

relief could be a major result of revenue sharing. In addition, for the
period ending June 1973 State and local governments accumulated a
significant amount of financial assets. It appears that revenue sharing,
at least initially, has replaced a significant amount a long-term State
and local borrowing, perhaps up to $2 billion, for construction and
other capital improvements, that otherwise would have occurred in
1973.
What I am getting to is that over the past 3 years State and local

governments have attained a strong fiscal position, comparatively
speaking. On a national income accounts basis aggregate State and lo-
cal government budgets show significant surpluses for the past 3 calen-
dar years. $4 billion for 1971, $13.1 billion for 1972, and $11 billion for
1973. That brings up several questions.
The primary argument advanced in support of enacting general

revenue sharing legislation was the urgent financial needs of State and
local governments for additional Federal assistance.
In view of the relatively good fiscal condition of the States and lo-

calities, particularly as compared with the continuing large Federal
budget deficits, can there be justification for continued general rev-
enue sharing?

Secretary SHULTZ. Well, first of all, Mr. Sikes, I think there is con-
siderable dispersion in the financial health of the States and the lo-
calities. Some large cities have considerable financial difficulties, but,
as a general proposition, the units of government below the Federal
Government in size have had a turnaround in their fiscal situation.
That is probably due as much as anything to the change in population
patterns, and school age, and so on.
Now, I know that many justified general revenue sharing on the

basis of the fiscal problems of at least some of the States and the cities,
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and certainly the mayors and the Governors came in and pushed that
point very hard here. I remember that.
The President did not justify general revenue sharing primarily

on that basis. The President justified it, and in my mind as I have
thought about it and been a supporter of it, more on a kind of a philo-
sophic basis. We ought to do everything we can to place the decision-
making authority at the State and local level over things that were
essentially encompassable within the State or local boundaries. There
ought to be a change in the flow of money and power from Washing-
ton back to the States and the localities. If we did that and it worked
and the localities really took all this as seriously as we think they are,
then we will in a sense tone up our whole society and our whole gov-
ernmental process. More and more people will be able to take a really
important part in it because they will not be in the position of saying,
"If you want to be in the action go to Washington."
They will be in the position of saying, "Well there is a lot of the ac-

tion in your State, in your locality, and there is money to do with what
you want." This local government-level decisionmaking role certainly
should extend to cutting taxes, particularly property taxes which have
been especially onerous.
Mr. LONG. Would the gentleman from Florida yield on that point?
Mr. SIKES. In just a moment. I question if there has been any sig-

nificant slowdown in the number of people coming to Washington
seeking further help from the Federal Government. The theory that
you have advanced is a good sounding theory. This program would be
much more acceptable, in my opinion, if we could afford it. The very
sad state of the national debt and the extremely high cost of carrying
that debt certainly would indicate that wherever we can save money
and apply it on the national debt or improve our own fiscal status,
even achieve a balanced budget, it would be very dangerous.
Now, you stated the theory. It is a good theory, but I don't think it

is practical in view of the large Federal deficits which are projected
for fiscal 1974 and fiscal 1975.
The State and local governments show an improving budget surplus

picture. So would you not agree that general revenue sharing Should
now be suspended or reduced until there is an improvement in the
Federal fiscal position?

Secretary,SmmTz. No, sir; I am afraid I wouldn't agree with that,
and from the standpoint of the fiscal policy we believe that the gen-
eral fiscal policy represented by the unified budget before you is about
right, given what we know about the economy and given the un-
certainties that there are in the economy.
In other words, if we could automatically balance the budget we

don't think that would be a great idea.

EFFECT OF IMPOUNDMENTS

Mr. WHrrrEN. Your comments on giving power to the people do
not square with some of your actions.
On the one hand, you have revenue sharing where you say the Gov-

ernment is sending out these billions and giving back power to the
people. On the other hand, you have the Federal Government freez-
ing funds, reserving funds as Mr. Ash referred to it, impoundment as
others say. The effect of these impoundments is to concentrate the
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decision-making power in Washington. You have taken power away
from the Congress and put it in Mr. Ash's hands. And he testified
I believe that the sum total was about $11 billion appropriated by
Congress for these various projects in the cities for waste treatment
plants and for various other badly needed projects.
So the point I make is that your own testimony shows that you have

not put the decisionmaking process at the local level. You have just
sent them $30 billion over a 6-year period and you have frozen
more than that at the Washington level where the decision is not only
in Washington but it is against the action of the people's branch, that
is, the Congress.
Mr. LONG. Would the gentleman from Florida yield?
Mr. SIKES. I wonder if the Secretary wishes to comment on Mr.

Whitten's statement.
Secretary SHULTZ. It was more of a declaration than a question. I

don't know quite where to cut into it.
Mr. WHITTEN. It was a repetition of testimony that was developed

yesterday. I made the statement that the testimony of the Director of
the Office of Management and Budget yesterday was that these funds
had been frozen, held in Washington.
I believe he used the word "reserved." Others said "impoundment."

So isn't it a fact in your knowledge that these funds have been frozen
by Washington's decision, whereas you just testified that the whole
purpose was to get the decision at the local level?

Secretary SHULTZ. Would you like me to make a comment on it?
Mr. SIKES. Yes, we would welcome a comment on it.
Secretary SHu-urz. Well, on the first point, the level of reserves

computed as a percentage of the total budget is low compared with past
periods.
Second, there are, in addition to the financial aspects of the reserves,

some worthwhile arguments about whether money should be spent in
some cases having to do with programs which the Administration and
the Congress have argued about, and in other cases having to do with
particular types of expenditures that again seem like ones that we
could argue whether they should be done in the locality or at the
Federal Government level.
In the meantime it seems to us that this money should be withheld

while that argument is going on.
Mr. SIKES. Mr. Chairman, Mr. McFall's State I think is a partic-

ularly good example of this situation. I am going to yield briefly to
him.

REVENUE SHARING USED TO REDUCE STATE TAXES

Mr. McFALL. Mr. Secretary, with reference to as my State of Cali-
fornia and some of the other States that have surpluses. We have a
surplus close to $800 million. It is almost directly attributable to the
amount that the State of California received in revenue sharing. We
enacted a forgiveness of State income tax and consequently I am the
recipient of a 20 percent reduction in my State income tax this year,
for which I am very grateful. I am glad to get it and everyone else
in California is, too.
But I did not know at the time that we provided Federal revenue

sharing that it would be used for the purpose of State distribution as
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income tax reductions for their residents. I thought it was for some
other purpose.
Do you think that this is the kind of revenue sharing that ought to

continue? Is this what revenue sharing is for? To reduce State income
taxes?

Secretary SHULTZ. I believe that in the specification of possible
uses of revenue sharing funds, reduction of taxes—and I think people
had in mind the reduction of property taxes, and particularly reduc-
tion of property taxes for the elderly was not ruled out, so that that
was foreseen as a possibility.
Now, I would agree with you that in general, however, the thought

was that there were these expenditures that were likely to be made by
Government at one level or another and it would be better to have them
made at the local or State level. By providing flexible funds, they
could be made at that level and that was the general conception of
revenue sharing.

Personally, I find the idea that if some governmental constituency
finds that it has more money than it can appropriately spend, I think
it is kind of nice to have somebody willing to cut the taxes.
Mr. McFALL. It is nice, Mr. Secretary, for those of us in California.

But looking at it from the Federal point of view, was that really the
objective of Federal revenue sharing?
Secretary Simurz. Well, the objective was to give some greater de-

gree of flexibility and control in State and local areas over the whole
construction of their financial picture, which included the fund raising
as well as expenditure patterns.
Mr. SIKES. Mr. Secretary, this would indicate that there are grounds

for the belief that more and more of this money is going to be used by
the State and local governments in lieu of taxes.
It seems to me to be untenable to subvert these funds from the origi-

nal purpose to provide financial assistance for the general Government
purposes of the States and localities. It seems untenable that we now
find it is being used for tax relief at the local level.
Secretary SHULTZ. I don't think that it was ever ruled out in the gen-

eral revenue sharing material.
Mr. SIKES. Well, I understand from data made available concerning

revenue sharing payments made to date that State and local govern-
ments have accumulated financial assets which enabled these govern-
ments to avoid a significant amount of long-term borrowing, perhaps
up to $2 billion, for construction and other capital improvement proj-
ects.
Why should the Federal Government borrow money at high interest

rates and send it to a State or local government so that they can avoid
the cost of long-term debt financing? What is the justification for the
Federal Government borrowing money at a high rate of interest and
sending to a State or locality which places it in the bank to draw inter-
est, and we know that is happening, until they need it to finance a capi-
tal improvement project?
We don't have that kind of money.
Secretary SHULTZ. We have in the general revenue sharing legisla-

tion made a compact with the State and local governments about the
flows of money and the time periods within which they should expend
it. It is explicitly stated how long it should take a local government or
a State to make up its mind and expend the money. That is foreseen in
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the legislation. And certainly you don't expect an instantaneous ex-
penditure of money by people, particularly at the start of a program,
when they have not been able to make a plan fo,r it or count on it until
the bill is actually passed by the Congress and signed.
So I think these things have been foreseen.
Mr. SIKES. Do you not have any concern now that there is continu-

ing inflation and the threat of recession, that we should husband these
resources to be spent for essential Federal programs rather than put-
ting them into general revenue sharing programs? The States and local
governments obviously are in much better fiscal condition than the
Federal Government.

Secretary SHULTZ. Well, I think that you are always in the position
of trying to accomplish many purposes, and one prime purpose, it
seems to me, should be the continued effort to decentralize the location
of power both in the governmental sense and in the sense of govern-
ment versus private. Personally, I am in favor of decentralizing to
lower units of government where it is at all sensible and by having
things done by private enterprise rather than public where it seems
reasonable to do so.
Mr. SIKES. Would you advocate increasing general revenue sharing?
Secretary SHULTZ. What I advocate is that we have a program. It

was debated hotly all around the country and in the Congress, and it
was passed, and it has a time period on it. What we should do is let that
program run, we should study it, keep track of how the expenditures
go, and raise questions such as you are raising. As we come toward the
end of this 5-year period, evaluate it and see what has happened and
whether we think it is of value or not.
At this point it is just barely getting started.

POSSIBLE USE OF LETTERS OF CREDIT IN REVENUE SHARING PROGRAM

Mr. Roust'. The point my colleague raised concerning the invest-
ment of these funds locally has been a matter of concern to me. In ef-
fect what we are doing is giving to the local and State communities
quite a bit more money than was contemplated.
Now, you mentioned that there is a time limit during which that

money must be spent. What is that time limit?
Secretary SuuLTz. Two years.
Mr. RousH. In other words, they can hold this money for 2 years?

The District of Columbia computed its interest, at something between
$1 and $2 million, interest that would be received on money invested
but unspent.
Has any thought been given to issuing, say, something like a letter

of credit to local communities and States so that the Federal Govern-
ment could hold that money until the local community is prepared to
spend it? Then you would be relieved of borrowing for at least that
period of time.
Secretary SHULTZ. That subject, of course, was debated at the time

the bill was passed, and the fact that the bill states there is a 2-year
period suggests that the whole problem was contemplated. People
must have had in their minds the fact that money received would not
be instantaneously spent—it wouldn't even be desirable to have that
take place—and, in the meantime, presumably you put it out at in-
terest and that would tend to generate more funds.
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So that was contemplated in the legislation.
Mr. RousH. But you missed my point. My point is that we don't re-

quire them to spend the money instantly but give them the money be-
fore they are ready to spend it.

Secretary SHULTZ. You could have a different type of system in
which you said you will not disburse the Federal money until you get
a voucher of some kind showing that the money was expended, and
what for, and it has been certified, and so forth. You could have that
kind of a system.
It was thought during the debate on general revenue sharing that

if we are going to really put discretion in the hands of State and local
authorities to spend this money flexibly, we should literally do that.
We should put the money in their hanas and they spend it their way
when they want to and they don't have to come back to the Federal
Government to get the money. That was the idea of it.
Now, you can question the idea, and obviously around the committee

you do, but in terms of what the idea was, what you people voted on
and put through, these questions that you are raising were contem-
plated in the legislation. They were handled in a certain way.
Mr. RousH. I don't see how doing this—giving them the money

when they are ready to spend it—wouM in any way interfere with
their discretion as to how they spent the money.
Mr. SIXES. Let me yield to Mr. Long.
Mr. LONG. Mr. Secretary, on the matter of revenue sharing raised

by my distinguished colleague from Florida, the purpose of .revenue
isharing as you presented it s to let the communities help themselves.

Isn't that so?
Secretary SHULTZ. Exactly.

RELATION OF REVENUE SHARING TO LOCAL TAXES

Mr. LONG. Why don't communities have the power to help them-
selves without revenue sharing? Any time they want to raise the taxes
themselves for their own needs they can do it without coming to
Washington.
It seems to me that, far from reducing dependence on Washington,

the revenue sharing program increases it.
Of course you will argue that communities have greater difficulties

in raising revenue than the Federal Government. I might point out
what we all know—that every tax dollar that we pay locally in income
or property is deducted from our Federal income tax. Thus when
States and localities do raise their own taxes, we give them a subsidy.
Furthermore, in Maryland, both a high income district such as

Baltimore County and a low-income area such as Baltimore City, have
to respond to revenue sharing by lowering the tax rate because there is
an election coming up.
We have had a need for sewer and water projects in Baltimore

County for years. This revenue sharing money could have been spent
for those projects. It wasn't. It was used for tax cuts. Then citizens
are told by councilmen and others to put pressure on Congressman to
get them more money for sewer and water projects, projects that Con-
gress intended to be financed by revenue sharing. But State and local
governments didn't work that way.
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Mr. SIKES. Let us have your comment and then I have one final
question.
Do you have a comment on Mr. Long's question?
Secretary SHULTZ. Yes, sir.
I think the Congressmen should tell them to get it out of the

revenue sharing funds.

METHOD OF APPROPRIATING) FOR REVENUE SHARING

Mr. SIKES. Mr. Secretary, do you believe that revenue sharing
should bypass the Appropriations Committee?

Secretary SHULTZ. I am in favor of the Appropriations Committee
getting a look at everything. It is hard to see just how that can be
always done with programs that are designed to have a flow to them
and that go out into future years. This is a general problem that we see
in many types of expenditure and I think we need a better solution to
it than the one we have now. I believe that the Appropriations Com-
mittee ought somehow have its hooks into the social security payments,
into the revenue sharing payments, and into everything. But you don't.

FUTURE OF REVENUE SHARING

Mr. MAHON. Mr. Secretary, it is true that the Appropriations Com-
mittee has handled about 60 percent of the spending of the Federal
Government. The remaining 10 percent is mandated by other legisla-
tion and other procedures.
As a student of government and history, do you believe that revenue

sharing, now that it has been initiated, will ever be discontinued?
What is your philosophical view of this subject?
Secretary SHULTZ. Well, my observation is that anything that starts

is practically impossible to stop, and if it is good it is really impossible.
Even if it is terrible, it is practically impossible to stop, and that is
what most of this shouting about impoundment is really all about.
As you know, about once every 8 years you have the possibility of

a President just reelected to a second term. If he is courageous and
bold he can just put his foot down on all these crummy programs
that we all talk about and can all point to and we all say should be
cleaned out of the budget and just do it, and the way he has to do it
is by impounding funds.
What this means is that if a President does that, you find on your

hands somebody who is really trying to cut down the size of Govern-
ment, and when that fact becomes clear around this city you have
problems. In my opinion an awful lot of shouting that has been going
on is exactly about that problem.
Mr. MAHON. Mr. Secretary, the issue that runs counter to our

philosophy of government is that, as a general rule, the people who
spend the money ought to raise the revenue.
But we can't discuss all the issues of revenue sharing at this point.

I agree with you that we might stop the tides at Passamaquoddy, but
we will never stop revenue sharing. My hope is that we can improve it,
and that we can then put the responsibility for use of these funds in
the Appropriations Committee where it belongs. As you know, another
procedure was used to channel it through the Ways and Means Corn-
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mittee and the Rules of the House of Representatives were set aside.
You would agree with me, I think, that this so-called revenue sharing
trust fund is about 99.9 percent phony. I hope something can be done
to improve the revenue sharing program.

Secretary SHULTZ. Mr. Chairman, in response let me just raise my
right hand and say, "I pledge allegiance to the Committee on
Appropriations."
Mr. MAHON. Thank you very much, Mr. Secretary.
Couldn't you have achieved a reservation of funds by reserving

some of the funds that States like California didn't need. Wcaldn't
this have reduced the national debt and the spending of Federal funds?
Would the law prohibit you doing that? Is that your point?
Secretary Sxtrurz. The idea, I think, was to be sure that we imple-

mented in (rood faith with the Governors and the mayors a philosophic
concept that over a period of time we hope will change the general
structure of governmental power in the country in a constructive and
helpful way.
Mr. ,SIKES. Mr. Secretary, the Appropriations Committee now has

a look at this program after the fact, so we have no real authority over
it. Would you advocate that the Appropriations Committee have a
look at the program before the money is made available.

Secretary SH-crurz. Well, I don't know how to solve this problem,
particularly for the out-years. We see it in many fields. We see it in
the education field and, with Mr. Passman sitting next to you, we see
it in the area of the multilateral lending institutions, a good tame
topic, but you see the same subject again and again. I don't feel that
we have in our governmental processes a good way of handling it, and
I don't know what I would bite on particularly. I think we ought to
figure out a better way than we now have.
Mr. SIKES. Would it not be helpful if the Appropriations Com-

mittee were to approve these programs in advance of the money being
made available?
Secretary Slltrurz. Well, again I don't want to jump at something.

In general, I think that it is constructive to have an overall look at
the flow of money somewhere in the Congress so that genuine choices
can be made among different kinds of things you want to do, and the
Appropriations Committee is certainly a logical place to do that. You
have had a budget reform procedure going on with different structure
and far be it from me to interfere with the Congress structuring of its
own institutions, but I think the general thrust is constructive.
Mr. PASSMAN. Mr. Chairman.
Mr. MAHON. Yes. The gentleman from Louisiana, the chairman of

the Subcommittee on Foreign Operations is recognized.

SUPPLEMENTAL BUDGET REQUEST FOR SOUTHEAST ASIA

Mr. PASSMAN. Only with your permission shall I depart from the
regular discussion of the budget and discuss a possible supplemental
request that may be pending. I think it is quite appropriate to do so at
this time because we have Mr. Ash and Secretary Shultz here today.

Recently I had a meeting with the Director of the Agency for In-
ternational Development, Mr. Dan Parker. Let me say he is a very
able successor to Dr. John Hannah. He is a dedicated man. He is
doing his homework and I feel it is going to be a pleasure to work with
Dan Parker as chairman of the Foreign Operations Subcommittee.
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Mr. Parker stated that an emergency had arisen in Southeast Asia
and it was going to be necessary to request about $100 million in sup-
plemental funds. Are you familiar with that, Mr. Ash?
Mr. Asii. We have it in front of us only i n an onformal way so far

and do not have any formal request from the agency for that but will
be considering it when we do have that.
Mr. PASSMAN. I feel somewhat sympathetic toward the request be-

cause we do have a tremendous investment in Vietnam and Mr. Parker
says it is bordering upon an emergency. He said they are going to have
to have the funds and I would assume that it has been discussed with
either you or staff members in your office.
Have you gotten far enough along to know whether or not it is a

valid request?
Mr. ASH. We have had those informal discussions that you suggest

and would be very pleased to take into account seriously and strongly
the suggestion that you are making. ,
Mr. PASSMAN. Mr. Ash and Mr. Secretary, of course we know that

most AID funds are made available on an illustrative basis. They sub-
mit estimates to the Congress but they have the right to transfer from
one account to another, within certain limits, and I have not objected
too strenuously to that procedure because they have to have some flexi-
bility.
But if a workable alternate could be submitted would you look at it?

Rather than ask for a supplemental request for new funds you could
look at some alternate that would serve the same purpose?
Mr. ASH. We certainly shall.
Mr. PASSMAN. I make that statement, Mr. Chairman, for this reason.

This committee just returned from Indonesia and of course you know
they are very friendly to our country. They have been a very poor coun-
try but they have tremendous natural resources.
After going through the budget requests for fiscal 1974 and listing

the estimates for the many different programs for Indonesia, we found
that there was around $250 million in budget requests for Indonesia
under the different programs.
Upon investigation we found that Indonesia had over $1 billion sur-

plus in their foreign exchange account. I wish all the recipients of our
AID program had similar surpluses in their foreign exchange account.
But we did find that they are getting ready to put in production one

of the most modern, profitable copper mines in the world. Some of the
American companies are there and they are going to have a tremen-
dous inflow into the foreign exchange account from the sale of copper.
We also found that their petroleum production is now about 1.4 mil-

lion barrels a day, and if you figure the new increased cost per barrel,
that is a tremendous input into their foreign exchange account.
I am just wondering if you could do a bit of checking on this. I single

out Indonesia because that is one country where we kept a pretty close
check on their foreign exchange account, and we just visited that
country.

Possibly we could postpone some of the programs we have scheduled
for Indonesia or any other countries where we find the condition is
warranted.
So maybe by reducing amounts scheduled to be received by countries

where their economies have improved so much, adjustments could be
made in the overall program and we could get away from having to
make a request for supplemental foreign aid funds.

30-156 0 - 74 - 13
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Does what I say make sense?
Mr. ASH. It certainly seems to, and we will give full consideration

to your observation.
Mr. PASS1VIAN. I am just trying to find an alternative rather than

fund this emergency request through a supplemental. As long as you
said you will look at it that is all I want to know.
Mr. ASH. We will, yes sir.
Mr. PASSMAN. Thank you very much, Mr. Director.
Mr. MAHON. Mr. Davis has been seeking recognition.

BALANCED BUDGET POLICY

Mr. DAVIS. Mr. Secretary, I have a couple of general questions and
then a couple of questions of Mr. Ash. I may be the devil's advocate a
little bit.
I am not holding you responsible for what I want to talk about,

but it does appear that based upon the recommendations of this new
statement from the Economic Council we seem to be wedded now to
the principle that if we have a balanced budget—and I don't mean a
full employment balanced budget but a balanced budget, this is neces-
sarily going to cause unemployment, and therefore as a policy position
we now seem to be afraid of a balanced budget. Is that an unfair
impression?

Secretary 'SHuurz. I don't know whether it is unfair or not. It is
not accurate as far as the President is concerned or as far as I am
concerned. We strove to get a balanced 'budget for fiscal 1974. As it
turned out, it doesn't look as though we will be getting there. We
thought that was the appropriate fiscal policy, and I believe it was.
The change in the energy situation has created a somewhat different

condition in the economy and it leads us to think that, under the condi-
tions we expect to see in calendar year 1974, the fiscal 1974 budget and
the projected fiscal 1975 budget—both of which have deficits which are
small percentagewise compared with others, although the numbers are
large—are appropriate. But I think, when we have a surging economy
as we did, it was appropriate to have a balanced budget, and to the ex-
tent that we can calculate the balance in the budget in shorter time pe-
riods than the :artificial fiscal year we did have a balanced budget for
some period of time in there. So I hope there will be many situations
when we will want to have a balanced budget.
Mr. DAVIS. But our budget has a planned deficit as we look at it now.

We don't know what Congress may do with that. Yet what we have
before us here is a $9 billion deficit on the unified basis and $17.9 billion
on the Federal funds basis, and it seems to be justified on the theory if
we balance the budget that is going to be too much of a restraint, and
therefore we are going to have unemployment.
Is that a factor here?
Secretary SHULTZ. That is certainly a factor in thinking about fiscal

1975.
FULL EMPLOYMENT BUDGET

Mr. DAVIS. Then we look at full employment budget concept where
full employment is defined as 96-percent employment or 4-percent un-
employment. Have we had in this country as far as you know a time in
what might be described as a peacetime economy 4-percent unemploy-
ment in any year?



193

Secretary Siiimirz. We had a pretty good period in the middle 1950's
that I think was in that general area. It seemed we were moving toward
it in the middle 1960's, and then, with the expenditures of the Vietnam
war and the Great Society programs without tax changes that matched
them, we sort of blew that really great opportunity. But we have ap-
proached this millennium.
I think there is an appropriate, real effort going on to refine this

notion of a full employment budget and what it means. In the eco-
nomic report of the Council, there are a few pages that get into some
of the difficulties, including the prdblem of changes in the composition
of the labor force, which change the meaning of 4-percent unemploy-
ment. There are various calculations in there about this and also about
the inflation factor and what it does. As we have come to try to use
this concept more, we, of course, have worked on it and, I think,
gradually are making a better and more useful concept out of it.
Mr. DAVIS. But the 4 percent was kind of an arbitrary figure decided

upon 25 years ago or so, wasn't it?
Secretary SHULTZ. It came about in the late 1950's, and in the

early 1960's, it took hold. I think in a conceptual sense you can
refer back to the period in the middle fifties when we did get down
to roughly that kind of unemployment with reasonable price stability.
What that invites you to do, of course, is to ask what was the compo-

sition of the labor force at that time and. what has happened to it now,
and ask whether the proportion in the labor force of people who always
have high unemployment rates, like young people and women, has
increased. And the answer is yes, they have. So that to the extent you
are trying to match the present period and that period back in the
middle 1950's when things seemed to be pretty good, you probably
ought to make some adjustments in this concept. So we have been
working at that just as a concept, and the Council's report has a very
good discussion of it on page 31. It is a good discussion of this general
problem.

STIMULATING THE ECONOMY THROUGH THE BUDGET

Mr. DAVIS. Now, maybe the best way I can describe it is a sort of tra-
ditional economics. When we talked about the Government using the
budget as an instrument for economic pump priming, we need to talk
about public works in the sense of highways and the projects that we
deal with in the Public Works Subcommittee. Nowadays, I suppose,
the sewer and water, antipollution program. Yet here where we seem
to be concerned about the budget as—I think the term used in here is
"built-in stabilizers" but the old-fashioned term would be "pump
priming"—we find here a situation where funds for these traditional
pump primers are being held up and we are turning to something else.
Is that because we feel that public works programs as such don't work
rapidly enough, or that there is another approach that we have to use
here for what we call built-in stabilizers in this budget?

Secretary SinriAsz. I think public works programs of various kinds
can be useful in this sense, and particularly those categories of public
works where a project has been approved and has been contracted out
and is underway in some sense but is not underway in as rapid a .man-
ner as it could go. That is the kind of thing you can speed up quickly,
because you don't need to draw up plans and get them approved and
find a contractor and so on. All you need to do is say, "Try to do it
faster."

Mir
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So that is the kind of thing that can be speeded up, and there is a
certain amount of that in the budget. We have in mind the possibility
of doing that when necessary. It also gives you the ability to do it
in some places and not others, depending upon variations in economic
circumstances.
Now, that is something that can be done; it is not going to solve all

the world problems.
I think the single most important thing that the Congress could do

would be to act on the recommendations of the President having to do
with unemployment insurance, because this would raise the benefit
levels, it would increase the coverage and it would so design the
system to be able to trigger on extended durations of unemployment
for particular metropolitan areas rather than States as a whole. And
this is a kind of stabilizer that turns on and off very quickly and i 
response to conditions. It doesn't take governmental decisions on any-
one's part. It happens fast and it is quite effective and turns off.
Mr. WHITTEN. Will the gentleman yield?
Mr. DA-vis. Yes.

NEED FOR ADVANCE PLANNING OF PUBLIC WORKS PROJECTS

Mr. WHITTEN. Haven't you just made a very good case, Mr. Schultz,
in view of the very rather blue economic outlook for the Appropria-
tions Subcommittee, which Mr. Davis and I serve on, to fund advance
planning of public works projects so that in the future there will be
a backlog of programs Which can be started quickly if a recession is
threatening?

Yesterday and again today unemployment insurance and various
other things that the Government does for people who can't work are
offered as a substitute for what I think is much better, and that is
give them work to do.
As I understood your answer was that projects that have been

planned and are ready to go would be worthwhile. If that be true,
aren't we facing a period where you should turn us loose and let us
set up these projects so they will be ready to go in case they are needed,
instead of waking up primarily 2 years late?
I thank my colleague for letting me ask the question.

BUILT-IN STABILIZERS

Mr. DAVIS. Dr. Seevers, inasmuch as your statement is what I re-
ferred to by the term "built-in stabilizers," for the record would you
identify what you consider to be built-in stabilizers that are in this
budget here? I don't want to take the time to do it now. Will you
do it for the record?
Mr. SEEVERS. I Will be happy to.
[The information follows:]

STATEMENT ON BIJILT-IN STABILIZERS

Built-in stabilizers of economic activity are derived from the tendency of
actual Federal revenues and expenditures to change automatically and thereby
counteract any deviations of GNP from the path that is anticipated in the
Federal budget. If GNP rises less than expected, assuming no changes in the
tax system, Federal revenues will fall below the levels estimated in the budget.
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Simultaneously, expenditures will rise, mainly as a result of higher unemploy-
ment insurance payments, even if no new expenditure bills are passed. As a result,
the actual deficit grows and an automatic fiscal stimulus is generated which
serves to offset some of the contraction of aggregate demand in the rest of the
economy.

If GNP rises more than anticipated in the budget because of increased growth
of real GNP or higher-than-expected rates of inflation, Federal revenues will rise
more and expenditures may rise less. The actual surplus will increase ( or the
deficit will decline) and brake the overheating of the economy and the rise in
the rate of inflation. An increase in the surplus withdraws purchasing power
from consumers and businesses as more is taxed away is returned to them through
Government expenditures.
The budget's two main built-in stabilizers have been the tax system, which

increases revenues as GNP increases, and unemployment compensation which
increases expenditures when there is a slowdown in economic activity that
raises unemployment.
The total effect of built-in stabilizers in the budget has been reduced by auto-

matic cost-of-living adjustments mandated by law in major transfer programs.
Such adjustments tend to raise expenditures in step with the rate of inflation. On
the other hand, shortfalls of real GNP tend to be counteracted more vigorously,
if they trigger expanded Federal expenditures—for instance, through public ser-
vice employment or extensions of entitlements for unemployment benefits—ac-
cording to preset formulas established by law. While the previous law authorizing
emergency employment assistance through transitional public service jobs has
expired, State and local governments can continue to provide such employment in
areas with more than 6.5 percent unemployment under title II of the Comprehen-
sive Employment and Training Act. In addition, the extension of unemployment
insurance coverage and the expanded benefits proposed by the President will
improve the built-in stabilization features of the budget.

INCREASE IN DEFENSE BUDGET

Mr. DAVIS.. I have one more question, Mr. Chairman, relating to the
defense situation which the chairman and I happen to be concerned
about.
The general impression around the country when you hear them

criticize the size of these proposed expenditures seems to be the way
to bring that thing into line is to take a whack at the $6,3 billion out-
lay increase for the Department of Defense. Am I correct, Mr. Ash,
in my interpretation here of what I have been looking at with respect
to the defense situation, that even though we have a proposed increase
of about $6.3 billion, if you relate that to base forces now and set aside
the Vietnam expenditures of Southeast Asia, that this in terms of 5
years ago, 1969, really represents purchasing power of something like
84 billion less than the budget was in 1969? Do I interpret that cor-
rectly?
Mr. ASH. It is even a greater amount than that, but certainly that

is the idea, yes.
Mr. DAVIS. Looking ahead another 5 years as has been projected here

to a 1979 spending for national security and international affairs of
somethincr

b 
like $111 billion, which looks like a substantial dollar in-

crease asI interpret that that simply would permit us to continue the
present baseline capabilities of our defense forces from what it now
is in 1975?
Mr. Asir. That is basically what it does, yes.
Mr. DAVIS. Thank you, Mr. Chairman. At this point I would like to

insert some tables and charts in, the record.
[The material follows:]
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Mr. YATES. Mr. Chairman, may I be recognized?
Mr. SLACK. Mr. Chairman?
Mr. MAHON. I promised Mr. Flynt a moment ago that I would rec-

ognize him.
Mr. YATES. Twill defer to the gentleman.
MT. MAHON. Mr. Flynt.
Mr. FLYNT. Mr. Secretary, during this hearing last year, you may

recall that I indicated my support for a good many of your recom-
mendations to the committee at that time. Also, you are aware that
two of your strongest supporters have been my senior colleague from
Georgia Mr. Landrum and myself. As a matter of fact you have
a very good reputation in the State of Georgia because of what he
and I said about you.

Secretary SHULTZ. Well, your reputation is on the line then. You
better be careful with me.
Mr. FLYNT. I am coming to that. I have described you as a man

of tremendous natural intellect sharpened to a razor's edge as a cum
laude baccalaureate graduate of Princeton and I think a magna cum
laude graduate degree in economics and a Ph. D from MassachusettsInstitute of Technology.
We watched you rise to a position of preeminence in government to

the position of the Secretary of the Treasury now, and I think it would
be correct to say that you hold the position of the principal adviserto the President of the United States on economic policy. And yet someof the things that you have told this committee today almost make me
want to go down home and apologize to my people for what I said
about you.

BUDGET DEFICIT

First of all, let me ask this question: What is our real deficit going
to be this year even if we raise as much money as you predict? $17.9
billion?

Secretary SHULTZ. We have made our projections in the budget.
Mr. FLYNT. Am I correct it is $17.9 billion?
Mr. ASH. Fiscal 1975, $9.4 billion.
Mr. FLYNT. Plus $8 billion we are going to borrow from the trust

funds for operating expenses of the general government.
Mr. ASH. You are moving off the unified budget.
Mr. FLYNT. That is correct. I am talking about the Federal funds

budget.
Mr. ART. The unified is the $9 billion.
Mr. FLYNT. The unified is the $9 billion.
Mr. ASH. Yes.
Mr. FLYNT. I read from the record of yesterday where the chairman

said, "I should note that this is the largest budget in history. It calls
for new budget authority—the leading edge of spending—in the
amount of $322 billion. It projects spending at S304 billion and receipts
at $295 billion. But that hides the real deficit of $17.9 billion because we
borrow from trust funds in the amount of over $8 billion, and this must
be repaid with interest."
I think that you concurred in that statement made by the chairman

of the committee yesterday.
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Do you agree, Mr. Secretary, that we are confronted with a mini-
mum deficit this year, fiscal 1975, of roughly $18 billion if we raise as
much money as you project?
Secretary SHULTZ. On a Federal funds basis.

REVENUE SHARING IN VIEW OF LARGE DEFICIT

Mr. FLYNT. You told Mr. Sikes a few minutes ago that you thought
that a continuation of a $6 billion a year general revenue sharing—
and I interpolate here—at a time when we have a projected minimum
deficit of $18 billion was sound fiscal policy. Did I understand you
correctly.

Secretary SHULTZ. I tried to make a distinction.
Mr. FLYNT. First of all, did I understand you correctly when you

described it as a sound fiscal policy?
Secrtary SHULTZ. What I describe as a sound fiscal policy is the

structure of the budget as it is presented.
Mr. FLYNT. But in response to Mr. Sikes question if that was a sound

fiscal policy you said yes.
Secretary SHULTZ. I think that the President's budget, as he has put

it forward, is a good fiscal posture for us right now.
Mr. FLYNT. Last year I think ydu estimated a deficit of about $12

billion for fiscal 1974 on the unified basis and $27 billion on the Fed-
eral funds basis. Is that right?

Secretary SHULTZ. I think our estimate of the deficit has declined
from the beginning of the year, if I am not mistaken. Whichever way
it is it has still declined.
Mr. FLYNT. Mr. Secretary, is just seems to me instead of being sound

fiscal policy to come before this committee, not in a prepared state-
ment but in response to a question from a member of this committee,
that you recommend the continuation of a $6 billion a year revenue
sharing at a time when we have a $18 billion operating deficit, instead
of being a sound fiscal policy it borders on an act of fiscal insanity. At
this rate this is going to pyramid year by year until we are very likely
to see a national debt of $1 trillion within the next 5 years if we in-
crease it at the rate we have during the last 5 years since January 20,
1969. What do you predict our national debt will be at the end of
the next 5 years if we continue at the rate we are going now?

Secretary SHULTZ. I hope it won't go up too fast. It will be going up
inevitably, even if we have a balanced, unified budget because there
is a tendency for the trust funds in this stage of the game to run a
surplus, so the debt rises. I don't have a projection, maybe there is one
for 5 years out. But I would say in response to your general observa-
tion that it seems to me there are two different questions. One is what
do you think is the right level of expenditure for fiscal 1975, and ap-
parently you believe that the $304 billion or so is too high and should
be cut down substantially. I judge that from your.remarks. That can
be an argument basically about fiscal policy, so we have some difference
of view there.

It seems to me that the question of how you reduce it, if you decide
it ought to be reduced, is a separate question, and apparently in this
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committee you would argue the least important expenditure in the
whole $304 billion is general revenue sharing. But, anyway, that is a
different question—where should you reduce it.
I think, in response to the question, I was as much trying to dis-

entangle these two things—

IMPOUNDMENT

Mr. FLYNT. I don't know how I can remain silent but I have never
raised my voice yet against your policy of trying to achieve fiscal
stability in the budget, both as the Director of OMB and now as
Secretary of the Treasury.
In view of the fact that you have emasculated several programs

which I feel are imperative, not "nice to have" but "imperative" to
our country, I have seen a multipurpose river development project
in my district, naturally close to me, held up under this same policy
of impoundment, reservation, and reallocation, and I haven't even
complained about that. I have seen a Federal building for which the
money was appropriated in 1965 in my hometown of Griffin delayed
by your policy of impoundments, yours and your predecessors' policy
impoundment and reservation. I got more criticism about that Federal
building land still being vacant after 6 years than most everything
else when I go to my hometown but I have never complained about
it. I am willing to sacrifice in the interest of fiscal responsibility.
I talk the same language down there I talk up here. I believe

our people down there are willing to forego river development proj-
ects, Federal buildings, and anything else unless they believe when
you impound those you go spend it somewhere else on other things
which they feel are of lower priorities.
I have never quarreled with you on that yet, and I have made

myself somewhat unpopular with my colleagues on this very com-
mittee by not speaking out as strongly against impoundment as some
of my colleagues who sit with me on the committee wish I would.
But at the same time I wonder if you and the other principal

economic advisers to the President ever try to make a differentiation
between those things which are essential to the operation of this
Government alid those which would be nice to have if we could afford
them.

Secretary SHULTZ. Certainly we all do, and the President does, and
this whole budget process is that kind of a process. And certainly your
own appropriations hearings, as I have experienced them as both
Secretary of Labor and Director of OMB and now as Secretary of
the Treasury, is exactly that kind of a process. And I think it is a
good one.
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Mr. FLYNT. I will ask you a question for comparative answer if you
care to make one.
Do you as the principal economic advisor to the President think it

essential to a fiscal economic policy to withhold funds that the Con-
gress has appropriated to clean up our water and our rivers and to
provide the necessary water and sewer treatment plants throughout
this country which are badly needed? And also at the same time to
withhold funds for the development of perhaps the greatest natural
resource we have —the land itself? And at the same time continue to
permit without remission or mitigation ever increasing expenditures
for programs like OSHA, EEOC, contributions to international or-
ganizations, international development funds and programs, subsi-
dized foreign sales of agricultural commodities of which we have a
shortage like wheat to countries all over the world, including one
which has sworn to bury us, and also to permit an acceleration of title
I education funds when school administrators in my district tell me
they have title I funds coming out of their ears and they can't spend
them.
Are those the kind of priorities you are telling us this committee

ought to adopt in order to coincide with the decision of the adminis-
tration?

Secretary SHULTZ. I think, in terms of the budget priorities, Mr.
Ash is better able than I to answer those questions.
In terms of the economics of it, we felt last year at this time it was

very important to hold 'down spending in every way we conceivably
could. So there was a tremendous effort made, and that carried on
through the year and was preceded during 1972, and it succeeded,
and I think it helped us.
In terms of the present budget, we have a little easier stance on

spending than we did a year ago.
Mr. FLYNT. I say to you, Mr. Secretary, with great respect, I think

one place where we all could economize would be in the slowdown of
new hiring in direct Federal employment, but I have seen no evidence
on the part of the administration to reduce an ever-increasing num-
ber of people on the Federal payroll.

Secretary SHULTZ. I think that is an important point, however, as
the following table indicates, the number of people on the Federal
payroll has decreased from 1969 through 1973. The projected level
for 1975, while up slightly from 1973 is still well below the 1969 level.
[The following information was supplied by the Office of Manage-

ment and Budget:]
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TABLE G 4.-GOVERNMENT EMPLOYMENT AND POPULATION, 1945-75

Fiscal year

Government employment Population

Federal
executive
branch I

(thousands)

State
and local

governments
(thousands)

All
governmental

units
(thousands)

Federal as
percent of

all govern-
mental units

Total
United
States

(thousands)

Federal
employment
over 1,000
population

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 12.6
1951 2,456 4,031 6,487 37.9 154, 878 15.7
1952 2,574 4, 134 6,708 38.4 157, 533 16.9
1953 2,532 4,282 6,814 37.2 160, 184 13. 5
1954 2,382 4, 552 6,934 34. 4 163, 026 14.0
1955 - 2,371 4,728 7,099 33.4 165, 931 13.4
1956 2,372 5,064 7,436 31.9 168, 903 18.9
1957 2,391 5,380 7,771 30.9 171, 984 13.4
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, 671 13. 1
1961 2,407 6,295 8,702 27.7 183, 691 13. 1
1962 2,485 6, 533 9,018 27.6 186, 538 13. 3
1963 3 2,490 6, 834 9, 324 26.7 189, 242 13. 2
1964 3 2,469 7,236 9,705 25.4 191, 889 12. 9
1965 2,496 7,683 10, 179 24. 5 194, 303 12.8
1966 2,664 8,259 10,923 24.4 196,560 13.6
1967 2,877 8,730 11,607 24.8 198,712 14.5
1968 2,951 9, 141 12, 092 24. 4 200, 706 14.7
1969 4 2, 980 9,496 12, 476 23.9 202, 677 14.7
1970 2 2,884 9,869 12, 753 22.6 204, 819 14. 1
1971 3 2, 823 10, 257 13, 080 21.6 207, 049 13.6
1972 2,770 10, 640 13, 410 20.7 208, 837 13. 3
1973 2,722 11,065 13,787 19.7 210,404 12.9
1974 (estimate) 2,775 (0) 19. 5 212, 776 13. 0
1975 (estimate) 2,795 (0) 19.0 215, 513 13. 0

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; and beginning in 1970, excludes public service
careers program and disadvantaged worker-trainees employed part time.

2 Includes temporary employees for the decennial census.
3 Excludes 7,411 project employees in 1963 and 406 project employees in 1964 for the public works acceleration program
4 On Jan.1 , 1969, 42,000 civilian technicians of the Army and Air Force National Guard converted by law from State to

Federal employment status. They are included in the Federal employment figures in this table after and including 1969.
5 An official projection of State and local government employment is not available. The percentages shown for these

years are consistent with a range of reasonable estimates based on recent trends in population and State and local govern-
ment activity.

I think we have the numbers of what has happened to employment.
Mr. MALEK. Since January 1969 total Federal employment has been

reduced by 226,000.

'EXECUTIVE BRANCH REACTION TO CONGRESSIONAL CHANGES IN THE
BUDGET

Mr. WHITTEN. Last year I asked you, Mr. Shultz, if the Congress
were to agree and hold Federal expenditures below the budget recom-
mended by the President but were to rearrange the priorities as to
how to spend those funds if you would, as a member of the executive
branch, follow the priorities on spending fixed by the Congress, which
is the people's branch. The important point in my question is that in
the hypothetical ease I have stated you could no longer accuse the
Congress of contributing to inflation, because the total amount would
be below that recommended in the budget, it would just be spent for
different purposes.
Last year you said you could not. What is your answer this year?
Secretary SHULTZ. I am sorry you reminded me of what I answered

last year. I was going to agree with you, but I will have to think that
over.
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It seems to me that if you are below the level that you are thinking
of and you have a flow of appropriations that have been agreed upon
mutually by the Congress and the President, in the sense you have
passed it and he has signed it, then you don't have the kind of problem
that we have typically had and which we have had in fiscal 1974 of
spending way above the President's budget.
Mr. WHIrrEN. Mr. Shultz

' 
may I compliment you. I am very fond

of you and you do a wonderful job but here again you haven't answered.
I asked you if you would abide by the congressional directive as to
what the funds are to be spent for. Would you or not?
Secretary ISH-crizz. We will have to look and see what the situation

is and what the President wants.
Mr. WHITEN. Which means you reserve to yourself the determina-

tion to veto by impoundment, reserving, or what have you.
May I thank my colleague.
Mr. CEDERBERG. If the gentleman will yield, we didn't live within

the budget last year. We went 3.5 billion over in outlays.
Mr. FLYNT. Mr. Secretary, I saw some eyebrows raised when I said

I thought—I should have said full-time permanent civilian employ-
ment in the executive branch figures show an increase. I am quoting
scripture because I am quoting from Mr. Ash's own document, the
budget itself, page 295 of the summary table. "The 1973 actual full-
time permanent civilian employment in the executive branch of Gov-
ernment was 1,874,117. The estimate in the 1974 budegt was 1,918,500."
But you also show a current figure of 1,940,700 which is 22,000 more
than your budget estimate was, and you show a further increase to
1,963,100 in the 1975 estimate. If that doesn't mean that these full-
time civilian employees of the executive branch are going up, I don't
understand the English language and figures.
Secretary Sirtairz. I thought you were talking- about the last 5 years.

I don't know what the 1969 figure is. We ought to get that for compari-
son. But certainly it is important to try to hold these numbers down.
I agree with you completely on that.
Mr. FLYNT. I am old fashioned. I reckon I was born too soon but

I believe that excessive Federal spending is the primary cause of run
away inflation.
I want to conclude with this: I am concerned about what inflation

is doing to our economy, I am concerned about what it is doing to
the purchasing power of our citizens, and yet I believed when I first
came here, and I believe it even more strongly today, that the primary
cause of the inflation which is saddled on the backs of the American
people today is excessive Federal spending. And I think that it is
time both your branch of government and ours undertook to work to-
gether to correct it instead of priming pumps just because sometimeg
Mr. A might not like Mr. B.
I thank you and thank you for your contribution to this hearing.
Mr. MAHON. I would like to say this: We have Mr. Shultz here only

for today. Many Members have said they wanted certain things to be
developed, and I think most things have been developed so everybody's
voice has been heard directly or indirectly. People who have already
been recognized I hope will permit those who haven't been recognized
to question the witnesses on areas that we have not already discussed.
You were recognized yesterday, I believe, Mr. Conte. We had better

have the 5-minute rule from here on out.
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Mr. CONTE. I won't take the 5 minutes, Mr. Chairman, I certainly
don't have to come to the defense of the Secretary who has handled
himself very well.
But a great deal has been said about the $6, billion general revenue

sharing, which I think is a very good program. The gentleman from
Georgia calls it fiscal insanity, and then he has a litany of bills like
OSHA, title I, of the education law that has been kept in there because
of the antiquated formula favoring the South. Any time we try to get
a change here it is impossible to get a change. Our Subcommittee on
Health, Education, and Welfare has repeatedly run into this in the edu-
cation appropriation bill.
All I have to say, Mr. Secretary, is that Mr. Flynt is a very honorable

man and a leader in his party, his party has control of the Congress
by over 50 votes, and certainly if he wants to exert his leadership and
thinks these programs are bad or revolutionary and are fiscally insane,
they have the power and they have the votes to repeal them, but they
haven't. Their economic leader on his side of the aisle, Henry Reuss, a,
great economist, good friend of mine, says this budget is too restric-
tive, doesn't go far enough and maybe should be much larger.
I merely point those things out.

SUBSIDY PAYMENTS FOR PEANUTS, COTT'ON, AND TOBACCO
I want to ask you one question. Could you tell me how much we give

in peanut subsidies.
Secretary SHULTZ. I don't have that right here.
Mr. MAHON. Insert that in the record, Mr. Secretary.
Mr. CONTE. And also cotton subsidy, Mr. Secretary.
Mr. MAHON. Insert it in the record.
Mr. CONTE. And tobacco. I only ask these questions to show what a

great deal depends on who's ox is being gored.
[The following was supplied by the Office of Management and

Budget:]

CCC estimates of realized losses underlying figures shown in the 1975 budget
are as follows:

TOTAL REALIZED LOSSES FOR PRICE SUPPORT AND RELATED ACTIVITIES, BY FISCAL YEARS

[In millions of dollars]

Commodity
1972 1973 1974 1975

actual actual estimate estimate

Peanuts 97.3 58. 5 39.8 0.2
Cotton 811.4 819. 1 712. 1 3.0
Tobacco 26.9 27. 6 17. 5 9. 9

AID TO ISRAEL

Mr. CONTE. The fiscal 1975 budget makes the following statements
in connection with foreign military credit sales and security foreign
assistance with regard to Israel. "The 1975 request does not contain
funds for Israel because of uncertainties in the Middle East. A budget
amendment will be transmitted as required."
Have there been any discussions on this and if so, what discussion?

Where do we stand?
Mr. ASH. As you know there was in 1974 an emergency supplemental

for aid to Israel. That is considered sufficient for the time being. If and
when the administration considers additional aid to be needed, it
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would come back again before the Congress. But at this stage there is
no further proposal contemplated until the situation clarifies.
Mr. CONTE. At this point I will submit some additional questions

which I would like Mr. Ash to answer for the record. Thank you, Mr.
Chairman.
[The following questions were submitted by Mr. Conte. The re-

sponses to them were provided by the Office of Management and
Budget:]

AIR TRANSPORTATION

Question. Outlays for air transportation proposed in fiscal year 1975 are about

21 percent of total transportation outlays, a relatively consistent percentage in

recent years. Dometsic air travel accounts for about 10 percent of total domestic

intercity passenger travel each year.
What policy analyses support these continuing divergences in proportion of

Federal assistance to, and actual public use of, air transport? Highway-oriented

travel, for instance, accounts for about 90 percent of intercity passenger traffic,
not to mention freight, yet receives 50 percent of Federal transport outlays.
Answer. The nature of the Federal involvement in aviation is substantially

different from that in ground transportation. The Federal Government directly
operates and maintains the national airway system because of the necessity of
providing an unified national control system for aircraft. The bulk of Federal
aviation outlays are spent in operating this system and regulating its users.
Federal outlays, associated with grant and operation assistance programs anal-
ogous to the highway or urban mass traisit programs, are less than 4 percent
of total Federal transportation outlays.
The administration has supported the principle that aviation users should

pay for services provided them. Legislation to permit funding of Federal operat-
ing expenses from user fees and to institute new fees for Federal aviation serv-
ices is being proposed.

FEDERAL EMPLOYMENT

Question. Mr. Ash, in table 9 of the budget, you estimate that Federal employ-
ment other than "Defense-Military Functions" will increase by about 23,000, or
1.5 percent.
What has been the trend of nonmilitary employment since 1969?
Answer. There has been a modest increase in full-time permanent civilian em-

ployment in the executive branch (excluding Department of Defense, military
function) of about 57,000 or 4 percent from 1969 through 1973. A further in-
crease of about 42,000 is projected by the end of 1975. (Source: Table 7, "Budget
in Brief.")

Question. How does this trend compare to employment in State and local
governments?
Answer. from 1969 through 1973, State and local government employment in-

creased by 1,569,000 or 16.5 percent. State and local government employment in-
creased more than four times as much as did nonmilitary Federal employment
in the executive branch over the same time span.

Question. How does Federal nonmilitary employment compare to the total
population?
Answer. In 1969 there were 8.1 nonmilitary employees in the executive branch

per thousand of population. At the end of 1973, this ratio was 8.0 per thousand—
a slight decline.

THE NEW FEDERALISM

Question. Mr. Ash, the so-called "new federalism" is talked about a great deal
in this budget.
What are the specific legislative proposals and dollar requests in this budget

that are directly related to the new federalism?
What has been the measurable impact of this pdlicy on the relationship between

Federal, State, and local governments, in such terms as taxation, spending, and
government employment?

Answer. It is too soon to measure specific impacts of the enacted programs in
terms you have stated. We do, however, have some information on General
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Revenue Sharing. Through January 7, 1974, $11.2 billion has been distributed.
These funds have enabled State and local governments to provide needed services,
to reduce debt burdens, and in many cases to reduce taxes.
The following table shows how funds for the first three entitlement periods-

January 1, 1972 through June 30, 1973-have been reported as spent in the
"actual use reports" required by law. As the table indicates, recipient govern-
ments reported spending $2.7 billion, or 41 percent of the $6.7 billion they had
received by the end of this period. State and local governments have 2 years from
receipt of funds in which to use them.

GENERAL REVENUE SHARING-ACTUAL USE REPORTS I

[In millions of dollars]

Category 2

State governments Local governments

Operating and
maintenance

Operating and
Capital maintenance Capital

Education 643.0 21.3  22.9Environment 1.3 6. 1 91.2 89.3General government 18. 5 5. 9 0.0 177.8Health 30.0 2.7 71.4 63.9Public safety 15. 1 5.0 481.4 153.9Recreation 1. 4 2.3 34.4 78.9Social services 57. 5 3.7 30.6 9.2Transportation 45.5 10. 1 138.4 222.9Other 78.6 6.4 69.9 58. 9
Total 890. 9 63. 5 917. 3 877. 7

I As provided by recipient governments. For a further evaluation of actual use expenditures, see the publication ofthe Office of Revenue Sharing, "General Revenue Sharing-The First Actual Use Reports."
2 These categories are not precisely additive. "Local" operating and maintenance categories are specified by lawwhile "State" categories are not.

The following table provides a summary of broad based and consolidated grant
programs. These programs increase the flexibility of State and local governments
to respoond to their own needs and priorities, thereby implementing the new
federalism principle of moving spending decisions and responsibilities closer to
the people. Specific legislation proposals in this list are the Better Communities
Act, Responsive Governments Act, Economic Adjustment Assistance Act, and
consolidated education grants.
Care should be taken in using any totals based on budget authority, because the

phasing in of several programs results in amounts of budget authority during the
first year in excess of annual program levels. For exarnple, general revenue-
sharing authority in 1973 contains $2.7 billion of retroactive entitlements for
1972. The other major problem area in this regard is consolidated education
grants, which for the first time in 1974 provides advanced funding for the oncom-
ing school year. This results in a doubling of budget authority for 1974.
The unified transportation assistance program is not included in this table

because its impact is indeterminate at this point. The proposed obligational level
for this program in 1975 is $2.3 billion; this is indicated in the President's budget
message. The other place this program is mentioned in the budget is table 15
(projection of costs for legislative proposals), where 1975 net increase in outlays
are estimated at $200 million. There is no impact in 1973 or 1974.
The total and subtotals include both the broad based grants and the programs

they are supplanting. With the exception of the special case of general revenue
sharing ( as footnoted in the table) , all outlay subtotals increase from 1973
to 1975. This demonstrates that grant consolidation does not mean expenditure
reductions for the affected program areas.
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BROAD-BASED AND CONSOLIDATED GRANTS

[In millions of dollars]

Outlays Budget authority

1973 1974 1975 1973 1974 1975

Better Communities Act 560 2,300
Programs being supplanted:

Model Cities 590 590 220 500 150  
Urban renewal 992 1, 125 1, 100 1,450 600  
Open space grants 61 70 70 100 25  
Basic water and sewer facilities 157 160 160
Neighborhood facilities grants 27 35 35 40
Rehabilitation loans 26 52 —6 70
Public facility loans 12 20 25 3 2 4

Total 1,865 2,052 2, 164 2, 163 777 2,304

Responsive Governments Act (1)  1 110
Program being supplanted: Comprehensive planning

assistance grants 76 110 118 100 75  

Total 76 110 118 100 75 110

Law enforcement assistance 2  708 747 732 733
Programs supplanted 526 719

Total 526 708 747 719 732 733

Economic adjustment assistance 10 100
Programs being supplanted:

Economic development assistz.nce 194 192 218 220 182 134
Regional Action Planning Commissions 38 38 36 40 38 32

Total 232 231 264 259 220 266

Consolidated education grants 1, 910 3 2, 852 2, 875
Programs being supplanted:

Disadvantaged education grants 1, 505 1,772 477 1, 810 1,720  
Handicapped education grants 35 37 37 60  
Support services 148 182 86 203 158  
Innovation grants 145 190 101 188 157  
Vocational education grants 551 522 324 576 532  
Adult education grants 56 60 75 63  

Total 2,440 2,763 2,898 2,889 5,542 2,875

Comprehensive Employment and Training Act 2 4 1, 484 2,000 4 1, 809 2,050
Program supplanted: Manpower training services_ _ _ 1,477 1,549

Total 1,477 1,484 2,000 1,549 1,809 2,050
General revenue sharing 2 5 6,636 6, 147 6, 174 5 8, 295 6,055 6, 205

Total, broad-based grants and supplanted
programs 13, 252 13, 494 14,365 15, 974 15, 210 14, 543

1 An appropriation of $110,000,000 has been requested in 1975 for the comprehensive planning assistance program,
pending enactment of the Responsive Governments Act. Outlays for 1975 grants under the new program would first occur in
1976.

2 Already enacted.
3 Proposed 1974 supplemental providing advanced funding for the 1974-75 school year.
4 The Comprehensive Employment and Training Act of 1973 authorizes the continuation of previous programs in 1974

as necessary to provide an orderly transition. An indeterminate part of the 1974 activity will therefore involve previous
programs.

Higher  than in 1974 because of retroactive entitlements for 1972.

EFFECT OF TAX REDUCTIONS

Question. Mr. Ash, in the past few years Congress has enacted numerous pieces
of legislation which have had the effect of reducing tax liabilities, and Federal
receipts.
Such legislation must be a contributing factor to the substantial Federal funds

deficits which we deplore.
Can you estimate the revenue loss caused by this legislation?
Answer. The following chart shows this:
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BURDEN OF GOVERNMENT SPENDING

Question. Mr. Ash, Federal spending is often compared with the gross national
product (GNP). As a percentage of GNP, Federal outlays have increased in 5 of
the 6 fiscal years since 1969.
However, this kind of abstract comparison does not provide us with a picture

of the burden of government spending which is meaningful to the average work-
ing man.
What has been the impact of Federal taxes on disposable personal income?

What has been the impact of taxation at all levels of government on disposable
personal income? To what extent has Government spending contributed to infla-
tion, which is perhaps the most vicious tax we have?
Answer. In the period from fiscal year 1969 to 1974 it is estimated that per-

sonal income and personal taxes will each increase by about 50 percent. Dis-
posable personal income, which is defined as personal income less personal taxes,
will therefore also rise about 50 percent over this same period. As the table below
shows, Federal personal taxes will rise less (37 percent) and State and local
taxes considerably more (103 percent) than the 49-percent increase for total
personal taxes.

PERSONAL INCOME AND PERSONAL TAXES

[Fiscal years; dollar amounts in billions)

1969
1974

(estimate)

Percent
increase

(estimate)

Personal income $720.0 $1,085.0 51

Federal personal tax and nontax receipts 90.0 123.7 37
State and local personal tax and nontax receipts 19.8 40.2 103

Total personal tax and nontax receipts 109.8 163.9 49

Disposable personal income 610.2 921.1 51

We do not know enough about the economy to quantify with any precision the
relationship of Government spending to inflation. This relationship is complicated
by various factors. For example, if the economy is near full employment, an in-
crease in Government spending cannot generate as much additional real output
as if labor and capital are not being fully used. In such circumstances, an in-
crease in Government spending will put direct pressure on the prices of goods and
services. Furthermore, the nature of Government spending affects the degree of
the inflation that is induced. It will raise inflation to a greater extent if it is
directed toward sectors with bottlenecks or if it consists of the purchase of goods
and services instead of transfer payments. Also, Government spending will be
more inflationary if the deficit is financed by the creation of new money instead
of borrowing from private nonbank individuals and institutions.

Despite these difficulties, we can observe periods when Government spending
clearly contributed to inflation. The most recent large effect was during the
middle and late 1960's. At that time the very sizable increases in Government
spending—both defense spending, for the Vietnam war, and nondefense spend-
ing—put great pressure on capacity and thereby moved the economy way from
the relative price level stability that had existed for quite a few previous years.

HIGHWAY SAFETY

Question. Nearly 10 percent of GNP goes for user-operated passenger transport
each year (private automobiles and aircraft). Over 53,000 highway fatalities
occur each year, yet half of Federal transportation outlays in fiscal year 1975 are
going to highway improvement; less than 2 percent will go for highway and
traffic safety programs.
What is the support for these proportions in view of stated Administration

safety objectives?
Answer. The explanation for the seemingly low level of highway safety fund-

ing in the President's budget is due to 2 factors:
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(1) As in the case in other transportation programs (for example, railroads),
the outlay figures given for highway safety are not the most accurate indicators
of the level or comparative direction of funding. While the outlay level for 1975
remains nearly constant, the level of obligations being requested increases dra-
matically. Highway safety obligations for "spot" safety construction projects and
total National Highway Traffic Safety Administration programs increases from
$260 million in 1974 to $470 million in 1975, an increase of over 80 percent. Out-
lays do not increase proportionately due to the considerable lag between commit-
ment and disbursement of funds typical of construction projects, among other
factors.
(2) Viewed in the context of total governmental expenditures, the Federal role

played in highway safety is minimal. This is in large part due to the intrinsically
local nature of many highway safety programs which account for very sizable
State and local expenses—for example, driver education training, local police
patrols, et cetera.
An indirect but very substantial effect of Federal involvement is evident in

the amount spent each year by purchasers of new automobiles on Federal safety
standard requirements, which must be included in any analysis of the amount of
funds being devoted to highway safety.

Mr. MAHON. Mr. Yates.

RECENT BUDGET DEFICITS

Mr. YATES. I read to you from the U.S. News & World Report for
February 11, page 76. "The deficit is officially expected to come to
$9.4 billion." It says: "It is to be Mr. Nixon's 6th consecutive year of
red ink financing. If all goes according to his plans, the total gap
between Government income-outgo in the period"—I assume they are
referring to the 6-year period—"will amount to $77.5 billion."

Isn't the total of the deficit closer to $120 or $125 billion?
Secretary SHULTZ. We can add that up. I am not familiar with the

U.S. News article. I will have to check that.
Mr. YATES. I am asking you a question as to whether or not in that

6-year period since Mr. Nixon has been in office, if you please, the sum
total of the deficit during this period has been over $120 billion rather
than $77.5?

Secretary SHULTZ. We can add this up. It may be the difference
between the unified and the Federal funds budget we are talking about
here.
I think the U.S. News is probably the unified budget and the figure

you were citing is the Federal funds budget. I think the U.S. News
figure is the unified one which you cited at a quick glance at these
figures.
Mr. YATES. The clerk refers me to the Congressional Record of Feb-

ruary 4,1974, which shows what the deficits have been for each of those
years. We will put it in the record without objection.
Mr. MAHON. All right.
[The information follows:]
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Debt subject to statutory limitation at end of fiscal years 1933-75

[In billions of dollars]

1933 22 5 1956 272. 4
1938 36. 9 1957 270. 2
1939 40.3 1958 276. 0
1940 43. 2 1959 284. 4
1941 49.5 1960 286. 1
1942 74.2 1961 288. 9
1943 140. 5 1962 298.2
1944 208 1 1963 306. 1
1945 268. 7 1964 312. 2
1946 268.9 1965 317.6
1947 257. 5 1966 320. 1
1948 251.5 1967 326.5
1949 252.0 1968 350. 7
1950 256. 7 1969 356.9
1951 254. 6 1970 373. 4
1952 258. 5 1971 399. 5
1953 265.5 1972 428. 6
1954 270. 8 1973 459. 1
1955 273. 9 1974 (estimate) 475. 4

1975 (estimate) 495. 2

Sources: Annual Report of the Secretary of the Treasury on the State
of Finances (table 21) and Budget Documents. House Committee
on Appropriations.

INCREASE IN PETROLEUM PRODUCT PRICES

Mr. YATES. The chairman was kind enough to furnish each member
of the committee with an indexed overview of the budget, and on page
i-3 of that overview is the following:
The price of gasoline rose by 18.6 percent in calendar 1973 and the prices of

fuel oil and coal rose by 44.7 percent. It has been estimated that these price in-
creases will increase domestic oil company profits by approximately $18 billion
per year and total oil profits-worldwide-by several times that amount. These
price increases are comparable to a tax increase, regardless of who gets them-
U.S. Government, oil producing countries, or the oil companies. It is comparable
to a tax increase because it reduces overall consumer demand not just the demand
for petroleum products. In other words, American consumers will have $18 billion
less to spend on goods and services, other than petroleum products.

Would you comment on that Is that a good thing to happen at this
time when we are in what has been called a recession, not by the Presi-
dent, for people not to have that spending power?
Secretary SHuLTz. Would you mind identifying the document you

are reading from? It is a rather lengthy quotation. I would like to get
it and look at it if I could.
Mr. MAHON. The gentleman is speaking from a document that was

prepared by the Congressional Research Service. The Committee on
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Appropriations doesn't necessarily endorse what has been stated. It is
the CRS estimation of the facts of the situation.
Mr. YATES. I didn't say the committee endorsed it. I said the chair-

man was kind enough to make it available to us. I have a letter of
transmittal from the chairman.
The point I am trying to make is there will be $18 'billion in financial

profits for the oil companies.
'Secretary SHULTZ. I am not sure I have control of all of the facts

here in my mind, because it comes at me without a chance to get pre-
pared. But we do have some extensive testimony on the Windfall Profits
Act that was given to the Ways and Means Committee on February 4.
It has a tabulation of net income after tax, rate of return on equity
of selected oil companies (the so-called majors) , and an extensive dis-
cussion of the source of the corporate profits, which in 1973 was pri-
marily earnings on foreign operations. Then we have an extensive
discussion of the whole tax situation with respect to earnings on for-
eign operations.
I think the point about the world rise in oil prices being like a tax

is essentially right, in that if we are importing a certain amount from
somewhere and suddenly that price goes way up and we still import
the same quantities, it in effect takes that much money out of our real
income. So it has some of the same characteristics as a tax, and that is
true for Japan and true for Western Europe and everybody. So we
have counseled, and we talked about this in the meeting last week that
was. held at the State Department, and people around the world
should have that in their minds as they design fiscal policy. And it is
one of the things we had in our mind in coming to the conclusion that
we should be ready to take a $9 billion or so deficit in the Federal unified
budget and that that was the sensible thing to do, recognizing at some
future year somebody is going to ask us to add up the deficits and how
much were they. That is life.

Nevertheless, if it is sensible from the standpoint of employment
and everything, we should do it. We should do it anyway and that is
what we decided.

OIL TAX POLICY

Mr. YATES. Part of the reason I asked the question was because I
wondered what the administration's point of view was with respect to
taxing profits of the oil companies.

Secretary 'SHITLTZ. The administration's policy on that with respect
to domestic crude, is to enact, as we have proposed to the Congress, a
windfall profits tax.
Mr. YATES. Is this in the nature of an excise tax going to be passed

on to the customer?
Secretary SHULTZ. It is quite different from an excise tax.
Mr. YATES. It is proposed to be passed on to the consumer is it not?
Secretary .SHULTZ. This is designed so that it falls on the producer,

not on the consumer. It has been a very carefully worked out proposal.
I hope it will get very serious consideration. The Ways and Means
Committee is meeting on it today as a matter of fact.
We have also proposed changes in the minimum tax and a new

limitation on the use of an artificial accounting method that does
affect somewhat the incentive from depletion (it reduces it) and from
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intangible drilling costs. And we have tried to offset that with a pro-
posal for applying essentially the investment tax credit concept to new
exploration—trying to concentrate the incentive on new exploration.
With respect to foreign tax treatment, we have a series of proposals

dealing with a variety of situations.
Mr. MAHON. I am going to recognize Mr. Boland for questions.

OUTLOOK FOR THE U.S. ECONOMY

Mr. BOLAND. Mr. Secretary, I want to ask a question that bothers
us all. What in the world is happening to this country and why? We
are running out of everything, we have shortages and deficiencies in
about everything. We have rising prices—an incredible increase in
the wholesale price index in January, something like 3 percent, the
second highest since 1946-47. Inflation is constantly on the increase,
and it appears that in the months to come some of the basic food stuffs
are going to be priced almost out of reach of the average person. Indus-
try is taking advantage of some of the problems that America has and
they are taking advantage of the higher costs of products they get
from foreign nations.
To all of this you indicate that you do have some economic stabilizers.

You mentioned one in your statement today—"unemployment com-
pensation." Is that really the 'answer?
Back in our districts—when you are in the supermarket or the gaso-

line—we really get it. I don't think you get it quite as often in Wash-
ington as you do back home. I think all of us when we go back home
and talk to our constituency get the feeling that this country is in one
heck of a shape. Can this system survive with the pressures that are
now being imposed upon it?

Secretary SHULTZ. I hate to hear a question posed that way, one
that is asked in terms of can the country survive. We have our problems
in the economy, but you are talking about a country where in a year
employment increased by 3 million. You are talking about a country
where new investment on plant and equipment has been increasing at
rates like 10, 12, 14 percent year over year. That is a bet on the future
of our country.
You are talking about a period of time when people's real incomes

have risen. Now many say, 'gee whiz, the farmers got too much of it."
Well, the farmers have done darn well in the last couple of years, and I
suppose, if you were representing a farm constituency, they would tell
you it is about time.
But in any case we have certainly the problem of inflation, and it is

difficult. We know where it comes from. It comes from a tremendous
rise in the prices of internationally traded raw materials, some of
which we produce, some of which are produced abroad, and which
come and work their way through our economy.
So we have had brought home to us in the last year—dramatically

and more than ever before—the close interconnection which we in-
evitably have to the rest of the world. We are not independent of the
rest of the world, we are connected. So we see that reason. It is not
easy to deal with. We are trying to deal with it.
As far as unemployment compensation is concerned, it is not the

answer. It is an answer. It helps some people. And it works, on the
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whole, in a benificial way as far as providing stimulation to the economy
when it is needed and not stimulating when it is not needed.
So I would say to you that certainly we have problems in this coun-

try, but to say that somehow our survival is threatened with the kind of
experience we can look at, I think, is startling.
Mr. BOLAND. I appreciate the response, and I posed the question in

that manner because these are the very questions that our constituents
ask us. I appreciate the eloquence of your response.

METHODS OF STIMULATING THE ECONOMY

You mentioned that you have some stabilizers and you mentioned
unemployment compensation. Nobody objects to that, and I am sure
the Congress will respond at the right time if inflation does continue
as you suggest.

Secretary SHULTZ. The unemployment compensation will help with
the unemployment problems, but it will not help with the inflation
problem. That is different.
Mr. BOLAND. That is true. What, besides that, do you consider as

stabilizers to the economy in the months to come?
Secretary SHuurz. There are a number of things that can be done

to provide stimulus, if more stimulus on the present fiscal stance is
called for. I think there is still a question about doing that. I think,
as I believe you do—judging from your question—that fighting infla-
tion is still our primary problem. But we have mentioned unemploy-
ment compensation. I think that prompt action on the budget by the
Congress is particularly important this year. There are some funds
that can be shifted in time by decisions. There are projects which are
either in place or can be quickly put in place that can be speeded up,
which will give a lift to particular localities.

There is the possibility of a change and this takes a statute, in the
withholding tables, which would tend to change the time pattern of
the flows of money and that might be constructive. So there are a
variety of things of this kind.
I know you are going to have Dr. Burns here, and while he may cer-

tainly say monetary policy isn't the answer to everything, is helps and
it can be used. So these are the sort of things that will help us in
providing stimulus if needed, but at the same time I believe we should
keep our cool on this. Particularly in the light of the great inflation
problem that we face, we should keep a reasonable posture on the
budget, and keep a reasonable posture on monetary policy. And at
the same time, I think as we gradually decontrol this economy, we will
be much better off. We will get rid of some of the shortages, and we
will avoid causing some others. And this I say even in the petroleum
area where, I think, it is coming to be generally realized that the man-
datory allocation program that we have is causing us some loss of crude
oil and, therefore, is partially responsible for the problems that we
have.
I say this not to put my cotton picking hands on Mr. Simon's

business, because he foresaw this problem and he has predicted that
it would happen if we were forced to do this. Congress passed that
law anyway and it has come to pass, and we have a piece of legislation
up here asking that that particular element in the allocation pro-
gram be changed.
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So this is kind of a miscellaneous answer, I know, to your question,
but it is the sort of thing I think needs to be thought about and
worked on.
Mr. BOLAND. I appreciate your answer.

PRESSURES FOR MORE SPENDING

Mr. MAHON. Will you permit me to ask a question?
Mr. Secretary, since 1932 the principal answer to any national

question which arises has been more and more Federal spending. That
seems to be the principal solution that every administration and Con-
gress accepts.
Your are asking for money, and we will approve it, for unemploy-

ment compensation, and for other like purposes. There are those who
say that while we will survive as a country our present system can't
survive under continual pressure for more spending, like Mr. Boland
has spoken of.
With revenue sharing the cities and States are going to have more

money, the schools and hospitals are going to have more money, every-
body is going to have more money. They all look to the Federal Gov-
ernment.
Do you foresee that we can prevent an economic and fiscal collapse

as a result of the policies which we are now following?
I don't have the answer but I would like to have your philosophical

response to this question which is in another sense the question Mr.
Boland has proposed.

Secretary SHULTZ. Mr. Chairman, I think it is vitally important to
maintain the fight against increasing the size of the Federal Govern-
ment, and it is a tough fight, it is a hard fight. The President has been
in the forefront of it. It is not a fight for which you get thanks here in
Washington, you get beaten on it right and left, although it is my im-
pression out around the country that if you say, "Spending is spelled
t-a-x-e-s," you get a lot of support. So I have hoped this line of
thinking can be brought up forward again and can prevail and I think
it is very important that it prevail.
Mr. MAHON. You and I know that spending is spelled t-a-x-e-s.

However, once Congress proposes new legislation, nobody says we are
going to spend additional billions of dollars on health programs and
therefore we are going to have to raise more taxes. When the admin-
istration submits the budget we don't emphasize the fact that you must
raise the revenue to support the proposals. We don't seem to associate
spending with taxes. This is a basic problem in this country, and with
which nobody in this country has grappled with successfully. What
is your comment on that?

Secretary SHULTZ. I think in my 5 years—and you have been here a
lot longer than I have—I have been on this wavelength, and I have
fought like a tiger. At times it gets pretty frustrating, although we
have moments we do feel pretty good. We struck out to hold spending
to the $250 billion level and we succeeded. And the budget finally came
in at $246.5 billion. So we felt pretty good about that. And I think that
was partly achieved by an atmosphere that was created by the state-
ments that the President made and that you made and others made.
The attitude was created, particularly in the Federal departments, that
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if you could avoid spending, that was a good thing, instead of the other
way around.
Now, of course, all of that attitude is what causes problems. You go

home to your constituents, as has been said here this morning, and
particular projects haven't gone the way somebody might have expect-
ed they would go. The President has taken an awful whipping all year
long, because of his effort to curtail spending. But I think it is a good
fight and we should keep on and take the beating. And we are going to
win.
Mr. MAHON. I think we have to agree that the administration is a,

pretty big spender, especially in more recent months, and the Con-
gress also is a very big spender. An adequate job is not being done.
Nobody is predicting with very much confidence that we will even
be able to live within the budget submitted or that we will be able
to cut it substantially. We weren't able to stay within the 1974 budget.

Secretary SHULTZ. Mr. Chairman, Director Ash has a table that
can be put in the record on this: just taking the actions that the
Congress took last year over and beyond the President's recommenda-
tions, and then calculating the implications of those actions for fiscal
year 1975, you get a total of $8.2 billion which is close to the amount
of the deficit.
Mr. MAHON. These actions were taken, and the Executive acquiesces

in them in most instances by approving the legislation. These actions
were taken by the Congress in order to provide more social security,
more aid to veterans, more health programs, more educational pro-
grams, and generally speaking, more sewer and water programs. There
doesn't seem to be any way to withstand the pressures to provide this
kind of spending. That is the justification offered and also the problem.

SOCIAL SECURITY INCREASES

Secretary SHULTZ. One of the biggest you mentioned is social
security, and certainly everyone wants to be conscious of the special
problems that senior citizens have. But it does seem as though the
Congress now wants to vote an increase in social security payments
about every 4 months, and it just seems wild.
I will tell you what is going to bring that under control. What is

going to bring it under control is that, of course, these payments come
out of the hides of the working population. They represent a decision
by the Congress that those who are working should be able to retain
less of what they earn, and those who aren't working—in this case
because of age—should have more. You can go to a certain point with
that, and I think those who are working are going to start objecting.
That is when you are going to start hearing from them, and you will
start hearing from them about social security taxes and other kinds of
taxes.
Mr. MICHEL. Isn't it true, Mr. Secretary, we have more people payt

ing higher social security taxes today in this country than they will
pay in income taxes in this coming fiscal year?

Secretary SHULTZ. That is probably right. The dollar amounts are
getting very high from that particular tax.
Mr. MAHON. We have passed the adjournment time. Without objec-

tion, the committee will stand adjourned until 2.

AFTERNOON SESSION

Mr. MAHON. The committee will come to order.



221

BUDGETARY AND FISCAL INFORMATION SYSTEM

Mr. Ash, under sections 201 and 202 of the Legislative Reorganiza-
tion Act of 1970, OMB and Treasury are required to make signifi-
cant improvements in Federal budgetary and fiscal information sys-
tems. The Appropriation Committee staff has been working very
closely with the General Accounting Office, acting as an agent, on this
important work. I understand that you have had a task group also
working with GAO since last June.
Can you give us some indication of when we might expect to see

some tangible results from the executive branch side?
Mr. ASH. Yes, sir. We should quite soon, in just a few weeks. The

basic staff work has all been done between our organization and others
involved. We have in front of the GAO the result of that and are ex-
pecting their comments more or less 

now, 
and with those in hand we

should then be able to get that up in a very few weeks.
Mr. MAHON. How many people at OMB, Treasury, and the agen-

cies are working on the implementation of this 197Q act? You can sup-
ply that for the record, but give us an approximation.
Mr. ASH. Mr. McOmber will make an estimate of what this might

be. Then we will make sure to confirm that in the record.
Mr. MCOMBER. I believe, Mr. Chairman, if my memory is correct,

that we have identified about 10 people who are working a substantial
amount of their time on that matter, but we will verify the in-
formation.
[The following information was supplied by the Office of Man-

agement and Budget:]
The following table indicates the individuals working on the Legislative Reor-

ganization Act of 1970 (LRA) since June 1, 1973, and the level of effort each
has provided.
This table does not show the 43 agency liaison people working with the

team or others in the departments and agencies. In addition, the resources the
agencies and OMB used in fulfilling sections other than 201, 202, and 203 of the
act are not accounted for here.

PEOPLE WORKING ON THE LEGISLATIVE REORGANIZATION ACT OF 1970

Name

Office of Management and Budget:

Treasury:

Agencies:

Grade Percent

Level V 1
18 15
17 13
16 4
161 (2)

15 5
15 1
141 (2)
14 2
14 2
131 (2)

6' (2)

13 23

16 10
15 20
14 15
13 75
13 75
9 75
15' (2)
14' (2)

15' (2)

1 A member of the Legislative Reorganization Act task team.
2 Full-time.
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Mr. MAHON. Is the primary emphasis of this work on budgetary
information? On what kind of information do you intend to focus
your resources?
Mr. MCOMBER. Certainly most of it is on budgetary information.
Mr. MAHON. You can amplify that for the record.
[The following information was supplied by the Office of Manage-

ment and Budget.]
The Legislative Reorganization Act Implementation Planning Task Team has

been working toward gaining a better understanding of the congressional in-
formation needs. To date, they have identified 60 discrete congressional informa-
tion needs. The most frequently expressed concerns of Congress were in regard
to information on—

Current budget and fiscal status;
• Programs crossing agency lines;
Geographic and geopolitical subdivisions; and
Target groups.

Of the 60 needs expressed, all but 7 deal with budget and fiscal-related data.

Mr. MAHON. In your third annual report to Congress dated 'Septem-
ber 1, 1973, on the progress of your studies and work on the budgetary
and fiscal information system, you state:
A preliminary assessment of the congressional information needs indicates

that significant modifications to existing systems would be required to meet the
needs as currently defined. .

My question is, do you have an estimate of the time, cost, and other
resources necessary to meet these needs?
Mr. MCOMBER. No sir, we do not and one reason for that is our fur-

ther examination of the needs and further conversations with the
Congress which would indicate that there are many ways by which we
can use existing information systems, modified to some extent, to assist
the Congress in its information requirements.
Mr. MAHON. With further respect to the Legislative Reorganization

Act of 1970, a portion of the September report on the OMB/Treasury
efforts under the LRA of 1970 was devoted to descriptions of informa-
tion systems in both the OMB and the Treasury.
Will you please state for the record how these systems benefit the

Congress in your judgment? Also, are they intended to serve congres-
sional needs at adl ?. What steps have been taken to facilitate congres-
sional access to these systems?
You might respond briefly and then expand upon these questions for

the record.
Mr. MCOMBER. We would be glad to put it in the record. We can

certainly say, Mr. Chairman, that we think we have cooperated with
specific requests of the Congress for information, and when the Con-
°Tess wishes more information we would be glad to try to supply it.
[The following information was supplied by the Office of Manage-

ment and Budget:]
As we have gained a clearer understanding of the congressional information

needs over the past few months, it has become increasingly apparent that many
of these OMB and Treasury systems will be the source of much of the needed
information. In some cases these systems contain specific features, designed
exclusively to meet the needs of the Congress. Special programs have been de-
veloped to provide interested committees reports that they have designed and
requested. For example, one such report which provides all current budget author-
ity by appropriation bill (the Mahon report) is supplied the staff of the Joint
Committee on Reduction of Federal Expenditures within a few days after the
budget is submitted.
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OMB has provided the House Appropriations Committee staff, the House in-

formation staff, GAO, GPO, and other legislative branch representatives the

basic data files, operating programs, system documentation, user documentation
as well as numerous special reports on the budget preparation system, budget
status system, catalog of Federal domestic assistance system, legislative track-
ing system, and OMB's computer tape library system. This year OMB expedited
the availability of the fiscal year 1975 computer version of the budget to facilitate
the analysis being done by the House information staff for the House Appropri-

ations Committee. The form and content of the material provided follows:

Data files
Budget master data files: Fiscal year 1973 magnetic tape; fiscal year 1974

magnetic tape; and fiscal year 1975 magnetic tape.
Catalog of Federal domestic assistance: 1972 magnetic tape, 1973 magnetic

tape.

Title files
Receipts account title files: Fiscal year 1974 magnetic tape; and fiscal year

1975 magnetic tape.
Master account title files: Fiscal year 1973 magnetic tape; fiscal year 1974 mag-

netic tape; and fiscal year 1975 magnetic tape.

Computer listings
Fiscal year 1973 master account title file, fiscal year 1974 master account title

file, and fiscal year 1974 BPS master file in budget sequence.

Computer programs (on punched cards)

BO 1571—Load fiscal year 1973 ISAM MAT file.
BPS 1571—Load fiscal year 1974 ISAM MAT file.
BPS 0343—Generalized print program.
BPS 0344—Generalized print program.
BPS 0362—Selects/extracts BPS master file records.
BO 0547—Budget authority and outlays.
BO 0562—BPS extract.
BO 1541—Lists master account title file.
BO 1573(B72 ENTER ) —Random access to fiscal years 1972 and 1973 MAT

file.
B 74 (ENTER)—Random access to fiscal year 1974 MAT file.

Computer operating system

Tape inventory system: Computer programs, and documentation.

system documentation

Complete documentation of OMB's budget preparation system.
Complete documentation of OMB's budget status system. Six volumes.

Briefings and demos
Several briefings and demonstrations of the OMB systems have been provided

the GAO, House Information Staff, the House Appropriations Committee Staff,
GAO, CRS, and GPO.

Mr. MAHON. Are there any unresolved issues between the Executive
and the Congress, and in particular among OMB, Treasury, and GAO
concerning the scope and nature of sections 201, 202, and 203 of the
Legislative Reorganization Act? Are there any major differences in
perception and approach toward satisfying these requirements? If so,
what are these issues and differences? What is being done to resolve
them?
You can supply that for the record.
Mr. McOmBER. All right, sir. We will elaborate on that answer for

the record.
[The following information was supplied by the Office of Manage-

ment and Budget:]
A coordination group with representatives from OMB, Treasury, and the

GAO was established as a means for coordinating executive and legislative
branch activities in implementing the provisions of the act. This group has

30-156 0 - 74 - 15
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been very effective in resolving differences in perceptions, identifying issues
and seeking resolution of issues. A couple of examples of results from this
cooperative arrangement are:

It is now understood that the information needs identified by GAO
included both met and unmet needs of the Congress, whereas we previously
had the impression that they included only unsatisfied or inadequately satis-
fied needs. The team has identified systems or reporting procedures which
are adequate to meet 19 of the 60 needs with little or no changes to existing
systems.
The GAO has agreed that no single standardized computer system with

terminals in all three branches of government can be designed to meet the
full spectrum of identified needs. Systems flexibility must be maintained
to meet the unique management needs of agencies while providing appro-
priate summary data for higher level executive and legislative needs. The
extent to which individual congressional needs are to be met through stand-
ard automated systems must be determined by weighing the merits of each
case.

The only remaining issue deals with the inclusion of general social-economic
data within the provisions of the Legislative Reorganization Act of 1970, section
201 "Budgetary and Fiscal Processing Systems" and section 202, "Budget Stand-
ard Classifications." We feel that the coordination arrangement described above
will be able to adequately resolve this open issue.

Mr. MCOMBER. I might mention two kinds of things.
First in direct response to your question, there is some difference

of opinion as to whether the Legislative Reorganization Act covers
simply economic and budgetary matters, or also covers social indica-
tors. That is a matter for resolution at the present time.
Mr. MAHON. I have further questions in regard to this matter which

I will supply to you and you can respond for the record.
Mr. MCOMBER. All right, sir.
[The information follows:]
Question. Do you believe the executive branch and the GAO under the Legis-

lative Reorganization Act of 1970 can constructively review these functional
classifications and jointly determine a set which can be understood and can be
retained for a period of time?
Answer: There is no lack of willingness by the Office of Management and

Budget to consult the Oongress and the General Accounting Office on the func-
tional classification. In fact, in conjunction with a major review of the classifica-
tion that is under way now, OMB has invited the GAO to make comments on
behalf of the legislative branch. We would welcome such suggestions and would
give them thorough consideration. We firmly believe, however, that primary
responsibility for the functional classification must remain with the President.
As Director Ash stated in recent testimony before the Senate Committee on

Rules and Administration, retaining the authority to present the budget—and
to specify the terminology, definitions, classifications, and codes used in pre-
paring the budget—carries with it the responsibility to provide information
needed by the Congress. The executive branch's record over the years in supply-
ing information to the Appropriations Committees is clear evidence that this
commitment is taken seriously.
The problems associated with developing a functional classification struc-

ture and assigning each of the more than 1,100 budget accounts to one category
within that structure are very complex at best. Any arrangement that would
result in overlapping responsibilities and duplication of activities would only
complicate the budget process further.

Question: Do you believe that there is merit to establishing a functional
category for energy?
Answer: As you know, energy was given separate consideration under the

functional portion of the fiscal year 1975 budget. The merits of creating a sep-
arate subfunction for energy will be considered this spring.
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THE SPENDING PIPELINE—UNOBLIGATED AND UNEXPENDED BALANCES

Mr. MAHON. I would like to have some response from you, Mr. Di-
rector, with respect to the spending pipeline. There are a number of
questions involved here.
For example, is the pipeline relatively uncontrollable? To what ex-

tent is it uncontrollable?
'What discretion does the Executive have with respect to the $67

billion of unobligated balances of Federal funds estimated to be avail-
able on June 30,1974 ?
To what extent could the Government be operated in fiscal 1975

using only the moneys presently available in the pipeline?
This is a subject that is important from the standpoint of budget

control and I would like to have your best thinking for the record,
Mr. Ash. If the Secretary wishes to add anything to those questions
he may.
There are a lot of people who would like information as to how

to interpret these unobligated and unexpended funds. I think it would
be good if you would put in this area the responses to those questions.
[The information follows :1
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[The following information was supplied by the Office of Man-
agement and Budget:I

In its broadest sense, the "spending pipeline" is the unused
budget authority -- or unexpended balances of budget authority --
at any given time. These consist of unexpended balances of
Federal and trust funds and are comprised of both obligated
or unobligated balances.

The following table presents estimates of unexpended balances
of budget authority, as of the start of fiscal year 1975, based
on the 1975 budget Appendix. It provides a breakdown of balances
under Federal funds and trust funds, and shows the unobligated
and obligated amounts in each of the fund groups.

Estimates of balances,
start of 1975
Amount

(in billions)
Percent
total

Federal funds:
Unobligated balances 67 20
Obligated balances 101 32

Total Federal fund unexpended balances 168 52

Trust funds:
Unobligated balances 127 40
Obligated balances 25 8

Total trust fund unexpended balances. 152 48

Total Federal and trust funds:
Unobligated balances 194 61
Obligated balances 126 39

Total unexpended balances 320 100

Most of these balances are relatively uncontrollable. The trust
fund unexpended balances which comprise $152 billion, or 48 per-
cent of the total, are, in most cases, needed to meet statutory
requirements in -subsequent years and can be used only for
purposes specified by law, such as social security programs.



227

Federal fund obligated balances account for $101 billion, or 32
percent of the total. Such balances are comprised of the unpaid
portion of obligations incurred by the Government in the form of
orders placed, contracts awarded, and services received. The
major cause of obligated balances is the long leadtime required
in major procurement, construction, and research and development
activities of Federal agencies. The sum of Federal fund
obligated balances and trust fund unexpended balances is $253
billion, or 80 percent of the total unexpended balances.

At the start of fiscal year 1975 the remaining $67 billion, or
20 percent of the total, consists of Federal fund unobligated
balances. The various types of unobligated balances of Federal
funds are reflected in the categories used in the following
table:
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ANALYSIS OF FEDERAL FUND
UNOBLIGATED BALANCES (in millions of dollars)

Category and agency

Unobligated balances end of year
1973

actual
1974

estimate
1975

estimate

Guarantee and insurance programs:
Standby and backup authority:

International financial institutions 
Federal Home Loan Bank Board:

8,329 9,519 9,554

Investment in Federal home loan banks 
T,ederal Savings and Loan Insurance

4,000 4,000 4,000

Corporation 
Department of Housing and Urban
Development:
Loans to Federal National Mortgage

750 750 750

Association 2,250 2,250 2,250
Low-rent public housing 957 888 941
Flood and civil disorder insurance 
Urban renewal loans and nlanning
advances 

553

391

788

455

750

572
Federal Deposit Insurance Corporation 
Securities and Exchange Commission:

Securities Investor Protection

3,000 3,000 3,000

Corporation fund 
Veterans Administration: Loan
guaranty fund 

Farm Credit Administration: Banks for
cooperatives investment fund and
short term credit investment fund 

National Credit Union Administration:

1,000

535

260

1,000

609

260

1,000

624

260

Credit union share insurance fund 126 138 152

Total standby and backup authority,

Reserves for losses and debt redemption:

22,151 23,657 23,853

Federal Home Loan Bank Board: Federal
Savings and Loan Insurance Corporation.

Department of Housing and Urban
Development:

3,085 3,410 3,752

Federal Housing Administration fund.... 1,518 1,324 1,417
Participation sales fund 
Guarantees of mortgage-backed
securities 

Veterans Administration: Veterans
insurance funds 

Department of Agriculture: Rural
housing, Federal crop, and agricul-
tural credit insurance funds 

International development assistance:

723

9

596

139

932

16

660

55

1,165

24

727

694

Overseas Private Investment Corp 162 186 215
Housing guaranty.fund 50 48 47
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Category and agency

Guarantee and insurance programs (cont'd)
Reserves for losses and debt redemption

(cont 'd)
Other agencies 

Total reserves for losses and
debt redemption 

Total guarantee and insurance
programs 

Loan programs:
Department of Housing and Urban
Development:
Government National Mortgage Assoc.:
Special assistance functions 
College housing loans 
Public facilities loans 
Housing for the elderly or handicapped
Rehabilitation loans 

Veterans Administration: Direct loan
revolving fund 

Department of Agriculture: Farmers
home and rural electrification loans 

Department of Labor: Advances to the
unemployment trust fund 

Department of Health, Education, and
Welfare: Higher education facilities
loan and insurance fund 
Medical facilities guarantee and
loan fund 

Small Business Administration 
Department of Commerce 
Other agencies 

Total loan programs

Procurement programs:
Department of Defense-Military 
Department of Agriculture: Removal of
surplus agricultural commodities 

Other agencies 

Total procurement programs 

Construction and land programs:1/

Postal Service 
Department of Transportation:
Urban mass transportation program 

Unobligated balances end of year 
T973 1974 1975

actual estimAte estimate

230 64 69

8 1106 512 6 695

28,663 30,352 31 963

3,725 3,248 5,569
967 1,037 1,105
175 172 179
32 46 62
27 37 56

954 1,054 1,080

496 499 502

347 347 347

123 107 100

102 85 92
985 259 173

137 145 162

368 72 30

8,440 7,109 9 457

8,616 6,495 6,512

J63 133 150
115 86 84

8,994 6,714 6,746

9,019

1,420 3,402 2,054
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Category and agency

Construction and land programs (cont'd)
Department of Transportation (cont'd)
National scenic and recreational
highway program 

Department of Defense-Military 
Environmental Protection Agency:
Construction grants 

Tennessee Valley Authority 
Department of Housing and Urban
Development: Grants for open space
land programs, urban renewal, water
and sewer, neighborhood facilities,
and new community assistance 

Department of Agriculture: Forest
roads and trails, rural environ-
mental assistance, watershed and
flood prevention operations, and
construction and land acquisition 

Department of Interior: Land and water
conservation fund, road construction,
public lands development roads and
trails, and construction and
rehabilitation fund 

Funds Appropriated to the President:
Appalachian regional development
program 

Department of Health, Education, and
Welfare: Health resources 

General Services Administration 
Department of State: Construction and

and acquisition, operation, and
maintenance of buildings abroad 

Veterans Administration: Construction,
major and minor projects 

Other agencies 

Total construction and land
programs 

Research and development programs:
Department of Defense-Military 
Other agencies  .

Total research and development 

Other balances:
Department of Agriculture:
Price support programs 
Rural water and waste disposal grants

Unobligated balances end of year 
1973 1974 1975
actual estimate estimate

20 30
1,858 1,572 1,640

5,398 5,453 953
2,041 1,198 800

1,318 840 740

612 558 500

477 369 446

252 225 250

569 401 96
332 26 80

35 50 79

71 77 73
527 262 134

23,929 14,453 7,876

315 304 317
1 1352 51 4_....___
1,451_...___ 355 321

1,317 5,542 9,350
120 120 100
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Category and agency

Unobligated balances end of year 
1975

estimate
1973
actual

1974
estimate

Other balances (coned)
Department of Agriculture (cont'd)
Other agricultural programs 71 29 19

Department of Defense-Military 1,719 1,566 1,318

Department of Housing and Urban
Development 129 217 246

Postal Service 480 --- ---

Other agencies 925 381 326

Total other balances 4,761 7 855 11,359

Balances of less than $20 million 786 288 367

Total Federal fund unobligated
balances 77,022 67l25 68 089

1/ Excludes loans for construction.

NOTE: For purposes of this table the categories are mutually
exclusive; therefore, each item is placed only in the
one category which best serves to illustrate the
predominant characteristic of the balances involved.
The categories used cover only those accounts with
balances of $20 million or more. Accounts with
unobligated balances of less than $20 million are
shown in the aggregate at the end of the table.
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Of the $67 billion Federal fund unobligated balances estimated
to be available as of June 30, 1974, $30 billion (48 percent)
are for guarantee and insurance programs. The major portion
($24 billion) is basically standby and backup authority that,
it is hoped, will not be used in the foreseeable future.

Another category of Federal unobligated balances results from
the financing of loan programs. Approximately 10 percent ($7
billion) of the Federal fund unobligated balances estimated to be
carried into 1975 is in loan programs. These programs generally
are financed through revolving or business-type funds, which are
established to carry on a cycle of operations, mainly with the
public. Most of these funds are expected to be self-sustaining
over a period of years.

Major procurement, construction, and land acquisition and
improvement programs account for $21 billion (31 percent) of
the Federal fund balances estimated to be unobligated at the
end of 1974. These balances are primarily due to the relatively
long leadtime required and full-funding policy applied to such
programs.

The remaining balances are attributable principally to the
research and development programs, the industrial fund operations
of the Department of Defense, and the price support programs of
the Department of Agriculture.
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PROPOSED EXCESS OIL PROFITS TAX

Mr. MAHON. Before the noon recess, the gentleman from West Vir-
ginia, Mr. Slack, asked to be recognized to develop some matters
involving oil. I realize that certain segments of the media and certain
individuals seem to be having fun lambasting the petroleum industry,
which on the whole has done an amazing job over a period of decades
in supplying people with fuel at relatively low cost for their auto-
mobiles, homes and otherwise.
Like other businesses, they are not perfect. My interest is not lam-

basting people. My objective is helping to find ways and means to
get more fuel. That is what we need. If punitive action would get
us more fuel, we should consider such action, but I am just afraid
that some of the actions being proposed in Congress now with respect
to legislation will not move us toward more production, but rather
toward instability and a general slowdown in production efforts which
are vitally necessary to provide more fuel to the American public.
I yield to the gentleman from West Virginia.
Mr. SLACK. Thank you, Mr. Chairman.
Mr. Secretary, the budget proposes an excess oil profits tax that

is estimated to net $1 billion in 1974 and $3 billion in 1975.
The oil tax proposed by the administration would be levied initially

on that part of the per barrel price of crude petroleum exceeding $4.75
per barrel. The tax then escalates in relation to the price per barrel.
The revenue from such a tax is estimated to net $3 billion in 1975

and to gross $5 billion. This implies an average price of between $7
and $7.65 per barrel of crude oil. At the $5.25 per barrel price recently
approved by the Cost of Living Council, only 71/2 cents per barrel
would be collected. This controlled price applies to roughly 75 to 80
percent of domestic production.
If a 71/2-cent tax were collected on 75 to 80 percent of the approxi-

mately 3.5 billion barrels of crude oil produced annually in the United
States, and say, a 50-cent tax collected on the other 20 to 25 percent,
which sells at a higher uncontrolled price, receipts from the tax would
be $500 to $600 million.
However, Secretary Shultz has estimated that the tax would produce

$3 to $5 billion during the first full year it was in effect. Over a 3-
year period, the tax schedules proposed by the administration would be
gradually adjusted upward to a point at which no tax would be col-
lected except on that part of the price of crude oil in excess of $7 per
barrel. The $7 a barrel is what energy experts reportedly believe
necessary to make development of alternate sources of oil—particular-
ly oil from shale—feasible.
My first question, Mr. Secretary, is this: Would this tax be applied

to imported oil?
Secretary SH-curz. No, sir.
Mr. SLACK. If it is not to be applied to imported oil, then what prices

would have to prevail on domestic oil to raise the gross amount of $5
billion that is projected in the budget?

Secretary SHULTZ. That is a projection for fiscal 1975. It would be
a full-year projection, and that estimate was on the basis of prices
approximating the present prices, which includes the controlled price
of $5.25 for so-called old oil, and while it is rather difficult to estimate,
something in the vicinity of 
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Mr. SLACK. But it is based on present prices, is it not?
Secretary SHULTZ. Basically, yes.
Mr. SLACK. Since this proposed tax is on the price per barrel of oil,

can it have any real effect on the profits of an oil company? If so, how?
_Secretary SHULTZ. Well, it is our analysis that the real profit, the

windfall profit—let me make that point—that may occur as a result
of rising prices in the next 3 to 5 years, will occur on the price of crude.
On the whole, the balance of the industry on through the distribution
chain is, on the one hand, relatively competitive and, on the other hand,
has been controlled, and there is a provision in the Mandatory Alloca-
tion Act for controls remaining in effect.
So that is what we have instead of margin controls right on top of

the price of crude, and, I think, if you look in terms of what has been
going on in oil company profits, you will see the point rather clearly for
the past year.

Therefore, the windfall profits tax was designed to fall on the wind-
falls that may occur as a result of extraordinarily high prices of crude,
and is timed in such a way as to go out of existence, certainly after 5
years, and afer 3 years in the sense that the price at which any tax
falls thereafter is above $7.
Mr. SLACK. Then, in your judgment, Mr. Secretary, it would have

an effect on the profits of the oil company?
Secretary SHULTZ. Oh, yes.

EFFECT OF OIL TAX ON PRODUCTION

Mr. SLACK. Do you think the proposed so-called excess profits tax
will have a discouraging effect on the exploration of new petroleum in
this country?

Secretary SHULTZ. No, I don't. We worried about that possibility
a lot, and we designed this windfall profits tax so that it would not
discourage investment on the part of somebody who, let us say, thought
that $7 oil was a long-term supply price and would make an invest-
ment now and the oil would not probably be coming forth for 3 or 4
years. The tax would not discourage that person, and for that matter,
for those who, think the long-term supply price is more like $8 or $9,
it still wouldn't discourage them.
We had this problem very much in mind in the design of this par-

ticular tax.
Mr. SLACK. Along the same lines, Mr. Secretary, do you think that

the proposal in the conference report on the Emergency Energy Act
calling for a rollback in newly discovered domestic oil prices and strip-
per well prices, will have the effect of discouraging exploration and
production of this oil?
Secretary SHULTZ. Yes, I do. I think that that action, if that were

taken, would be a mistake from all standpoints, that is, I think it
would be discouraging. It would also take us away from the use of the
price system as a rationing device, and I think after a very short
period of time would not actually reduce prices because of the fact
that a very large fraction of our total oil is imported. If we are going
to import that oil, we are going to pay the price whatever it may be
on the world market.
Mr. ADDABBO. Will the gentleman yield?
Mr. SLACK. I will be glad to yield.
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Mr. ADDABBO. Mr. Secretary, relative to the windfall tax and excess
profits we all know that profits and losses can be actually accentuated.
or minimized by bookkeeping.
Now, with the various tier structures of the oil companies, in other

words, through their various corporations—they own the oil, the crude,
what have you, from the actual wellhead through the delivery system,
through the refinery, and the retail outlet—how can you possibly set
a windfall profit tax?

Couldn't they just take whatever their costs are and just increasei
their costs right down along the line to wipe out on paper at least any
question of a windfall tax?

Secretary SHtrurz. No I don't think so and that is one of the
beauties of this tax. It is simple, it is easy to collect, and it comes on
a piece of the product that is easily identifiable and for which a known
price can be established, and it is collected every month in our proposal.
It could be done very simply.
Mr. ADDABBO. Well, we have read of cases where a broker would buy

oil in Texas, sell it to a broker in Europe, and the broker would then
sell back here to the United States, and the oil would then come up
from Texas. Where would the windfall tax be there? They could sell
less to the man in Europe and more here or vice versa and it would all
be the same corporation.

Secretary SHULTZ. This tax is proposed, in effect, at the wellhead
that is, the price of what comes out of that well.
Mr. ADDABBO. If at the wellhead he sells it at a minimum and he sells

it abroad and abroad gets the profit, where do you get the windfall
tax?

Secretary SHULTZ. He can't manipulate it very well, because there is
a known price for this crude in the marketplace. It is a commodity
that is comparable. It isn't different from one place to another. The
various grades and so forth don't differ. There is a regular classifica-
tion system and so on for them, so that you can calibrate these prices
fairly well.
Mr. ADDABBO. I have further questions on this but I yield back to

the gentleman.
Mr. SLACK. Thank you, Mr. Secretary.

NEGATIVE E.e.t ECT OF PRICE ROLLBACK ON PRODUCTION

Mr. MAHON. Mr. Secretary, you said that you feared that a roll-
back enforced by law would be counterproductive and would tend to
discourage exploration and additional production.
Is that right?
Secretary Sircrurz. Yes, sir.
Mr. MAHON. I had a message from a man yesterday. He said, "I

have plans to drill 22 wells, but if this rollback takes effect I would not
feel safe to go beyond about 4 or 5 of these wells."
I find that the independent operators who have been responsible for

discovering about 75 percent of the oil reserves are very much dis-
turbed about the so-called rollback because it introduces great uncer-
tainty into the picture. They don't know whether they can afford the
gamble of increased production because it is very expensive and they
must be able to get financing. I agree with you that the rollback



236

would be very harmful to the people who want to solve the energy
crisis as soon as reasonably possible.
Now, I would like to understand why you said that a rollback would

be counterproductive to the people who want to get more fuel and that
an excess profits tax would not be damaging to those who want to
get more and more exploration and production. Would you please
explain your position on this matter?

Secretary SHULTZ. I think the reason is that the windfall profits tax
does not attempt to regulate the prices as such and so a person charges
whatever price there is in the marketplace. There is no regulation of
that. And from the standpoint of your friend who is going to drill
those 22 wells, we hope, he is not going to be producing oil from those
wells for quite a little time, is he?
Mr. MAHON. No.
Secretary SHULTZ. I don't know how long it would take him but

probably a couple of years before there would actually be crude oil
coming out of there, maybe more.
Well, this windfall profits tax gradually moves out of existence.

Every month there is a new step taken and the steps are calculated so
as to encourage people to produce oil now, because of the relationship
of the discounted cash flow from keeping the oil in the ground until
later and then selling at the prices they would get then, against the
returns they would realize by producing and selling the oil now.
So we think that the windfall profits tax as it is designed would

say to the person who is going to invest and drill that by the time
the well starts to produce, the windfall profits tax will have largely
played itself out. In the meantime, he should not have to worry about
rollbacks and so forth, because all you are saying to the American
economy and the American enterprise system when you have a
congressionally imposed rollback is that apparently our energy indus-
try is not going to be allowed to operate on its economics. It is going
to be operated on politics. And whatever the costs are, somebody is
going to get up and wave his hat in the legislative halls and say,
"Wouldn't it be nice to reduce the prices? Let us vote to reduce the
prices." And that is a very unnerving thing to somebody who is
going to havd to invest a lot of money.
We saw this last year—we should learn this lesson—with the

drowning of the baby chicks, and it is a fundamental precept in
economics that if you fix it up so that prices are lower than costs,
you are not going to get very much production. That is what you have
to watch out for in trying to legislate everything.
Mr. MAHON. When the meat price decision was made last year, it

proved to be a counterproductive decision which aggravated the
problem from the standpoind of the consumer and producer alike.
Secretary SHULTZ. No question, no question.
Mr. MICHEL. Would my Chairman yield for a clarifying question.
Mr. MAHON. Yes.

IMPACT OF EXCESS OIL PROFITS TAX ON PRODUCTION

Mr. MICHEL. On the issue of excess profits as you have described
them, Mr. Secretary, what incentive is there for Mr. Mahon's inde-
pendent driller to get the oil up as quickly as possible if he looks down
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the road and sees there is a declining excess profits tax at some future
date, 2 or 3 years. Doesn't that in a sense encourage him to withhold
actual production until he can be free of the excess profits tax and
thereby realize more, or is the formula so calculated as to penalize him
in some way for deferring getting it up immediately or as quickly
as possible?

Secretary SHULTZ. He sees the fact that there is less and less tax as
time goes on, so that suggests to him he should leave it in the ground, as
you pointed out. However, he has to take into account two other things:
First, that oil in the ground brings him no rate of return. If he gets it
out of the ground and gets money, then the money can be put to work
and it earns an interest rate of whatever it is, say 8 percent, so he has
to discount the price that he might get 2 or 3 years from now by the rate
of return he is foregoing in the meantime. Second, he has to remember
this: That these high prices that we are seeing around the world right
now are causing an extraordinary surge of investment and of creativity
in the production of energy. I believe that there is just no question
that these world prices, say 5 years from now, are going to be lower
than they are right now. So he has to think about that, too. Maybe these
present prices are pretty good.

OIL PRICE REGULATION

Mr. YATES. 'Mr. Chairman, would you yield on that question?
Mr. Shultz, is my memory correct? Do I remember having read that

you favored letting the price of oil go up and seek whatever level it
could obtain in the market?

Secretary SHULTZ. Well, we have a controlled price for the old oil of
$5.25, and I don't object to that. If I could have everything just the
way I want it, I wouldn't have price controls and wage controls at all,
but we have got them and there is a certain institutional momentum
there. I wouldn't change that. But at the same time I would leave the
new oil and stripper oil prices the way they are, and they are seeking
their own level.
Mr. YATES. Well, but the new oil and the stripper oil prices are over

$10 a barrel, aren't they? They are $10 and $12 a barrel and you
would let the people pay that price?
Secretary SHULTZ. Certainly. I would also let people pay for im-

ported oil. Thirty percent of our oil comes from imports, and I think
if an American wants to pay for imported oil, he shouldn't be deprived
of that right by an act of Government.
So we ought to allow him to pay for that if he wants to.
Mr. YATES. What can the American do who has to use his car? Does

he have any alternative except to pay the force? How do you differ
from situations in the past where those who sold electricity or trans-
portation were designated as public utilities and were required to have
their rates regulated because there was no substitute for the product
that they sold? What is the substitute for gasoline for the individual's
transportation today?

Secretary SHULTZ. Well, I think there are several things to be borne
in. mina.

First of all, we have probably more regulation than is desirable
in the energy area right now. The whole structure from the crude
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price on is regulated. Competition might do better for us in those
areas, so one has to keep that in mind.
But, more important, I think everyone has to keep this in mind:

Isn't it better to have the gasoline and the oil you want at even a little
higher price than you would like than to have a nice, low price and
nothing available there?
I think, in other words, it is the availability of supply that we

have to think about.
Mr. YATES. Would you remove the regulation for electric companies

and telephone companies?
Secretary SHuurz. No, I wouldn't, but I don't think that they are

particularly holding down the rates.
Mr. YATES. Well, the utility companies are supposed to be holding

down the rates to what is supposed to be a reasonable rate because
presumably there is no substitute for that service, and I suggest to you
that there is no substitute in this automotive economy in which we live
for gasoline and oil at the present time.

Therefore, there ought to be some kind of regulation.
Secretary SH-crLTz. Well, no there are many substitutes.
Mr. YATES. All right, name some of them.
Secretary SHuLTz. A carpool.
Mr. YATES. Well, that is no substitute.
Secretary SHULTZ. Certainly it is a substitute. It is a way of cutting.

If you are driving back and forth by yourself and you think the prices
are too high that way, if you can get your friend here to drive back
and forth with you you cut your gas price in half. That is a great sub-
stitute. We ought to encourage people to use it. This is what prices do.
Mr. MAHON. Mr. Secretary, are you hearing an argument somewhat

for nationalization?
Mr. YATES. No, that isn't true, Mr. Chairman. It wasn't an argument

for nationalization. It was an argument for appropriate regulation.

METHOD TO INCREASE STRIPPER WELL PRODUCTION

Mr. MAHON. I have been told by an oil producer that a meaningful
increase could be achieved in oil production from so-called stripper
wells if the regulations were changed.
This is my understanding of the situation. A well that produces 10

barrels or less per day is considered a stripper well and the price of
the oil is not regulated by the Government. I believe this oil is bring-
ing about $8 per barrel as contrasted with about $5.50 per barrel for
oil produced from larger old wells.
The output of many of the wells by the employment of certain

procedures could be increased beyond 10 barrels per day, I am told.
But this would deny the producer of the higher price per barrel. It
has been suggested that the stripper well people should be encouraged
to increase production beyond 10 barrels per day and that this could
not be done unless the higher price should also be applied to the pro-
duction in excess of 10 barrels per day.
I realize that this is not the time to explore this matter fully but

would you make a brief comment as to the proposal?
Secretary SHmirrz. But I think to the extent tl t there is really a

great deal of oil that would be produced if this regulation were re-
moved, and my impression is there isn't, but if there were a great deal,
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what it would argue for would be deregulating the price all across the
board so we wouldn't have these notches in the system.
Mr. MAHON. I promised Mr. Ruth just before noon that I would

yield to him.
CONTROL OF FEDERAL SPENDING

Mr. RUTH. Thank you, Mr. Chairman.
Mr. Secretary, I would like your reaction to the followino. state-

ment: "The majority of budget expenditures are noncontrollable be-
cause of the bills passed by Congress. Revenue is controlled by Con-
gress through its tax laws. Congressmen who voted for more and more
expenditures"—I don't exempt myself from this—"even in excess of
the budget, are critical of the deficit spending in the budget."
And as you explained, you are criticized for impoundment without

which we would have even a greater deficit. I have been sitting here
listening to this criticism for 2 days now and I don't understand this.
I wish you would comment on it.

Secretary SHULTZ. I appreciate the statement since I don't appreci-
ate all the criticism about impoundment combined with criticism about
the deficit. So I appreciate your statement very much.
Mr. RUTH. You must have some personal reaction to this conflict,

where people criticize you if we don't have a balanced budget. You
know these are the same people votino, for more and more funds every
day, which puts the budget out of balance. Then when they start talk-
ing about impoundment you say it is just and the deficit would be even
greater without unpoundment.
You are human, and when you get to the White House you don't sit

without emotion completely. I would just like to know your reaction
to the arguments.

Secretary SHULTZ. Well, I would say that it is not the first time be-
fore a congressional committee that I have been faced with incon-
sistency and it is a problem. I think it is a very real problem. It is one
that the chairman has lectured me about over the years and others
have.
I agree and I think that somehow or other over the years we do have

to come to grips and get control of the Federal spending and just face
up to it and let the side arguments go.
Mr. CEDERBERG. Will the gentleman yield?
Mr. RUTH. Mr. Secretary, I speculate that Mr. Cederberg is willing

to tread where you aren't, so I yield to Mr. Cederberg.
Mr. CEDERBERG. No; but I was just going to say that I know the Sec-

retary is sophisticated enough to understand the political complexities
that we have to live with on this side of the table.
Mr. MAHON. Mr. Wyatt asked me to recognize him.

UNIFIED AND FEDERAL FUNDS BUDGET CONCEPTS

Mr. WYATT. Mr. Secretary, and also Mr. Director, this probably is
the last chance I am going to have on this side table to examine you
and I would like to make a point that I have attempted to make before
unsuccessfully and I would hope perhaps that I have a little better
luck this time.
But as I understand it, we have all kinds of budgets. We have the

administrative budget, we have the unified budget, which includes the

30-156 0 - 74 - 16
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trust funds, and we have the full employment budget, which includes
income as it would be if we had full employment. I have attempted
to make this point before and I would like to make it as clear as pos-
sible right now, and that is to be sure that you and the administra-
tion realize the difficulty that you put in the way of Congress in at-
tempting to keep the deficit low by adopting these concepts and using
those as your public concepts of the budget process because both the
unified and the full employment budget tend to minimize the deficit
or to maximize the surplus.
My question really is: Do you fully realize that by using either of

these two concepts you make it very tempting to Members when they
• are considering such things as tax reform to vote for what in effect
becomes tax reduction?
Mr. MAHON. Off the record.
[Discussion off the record.]
Mr. WyArr. I won't pursue this matter further then, Mr. Chairman,

except that I want to once more say that this whole concept makes it
extremely difficult for Congress to behave responsibly in the fiscal
area and I would like to see some interest on the part of the executive
in changing this concept and getting back to a concept that any kind
of business would normally be run upon.
I do have some other questions I will put to you very briefly.
Secretary SHULTZ. May I just make one comment on it and it is I

know, a comment that disappoints you because I think the unified
budget is a good idea. I think you have to ask yourself where you would
be if you had only the Federal funds budget, and there you are in a
period when the economy is weaker than you would like it to be. You
already have a gigantic deficit in the Federal funds budget, but in
terms of how much cash the Government puts into the economy and
how much cash it takes out, you know that the budget is in balance
and you think sensible fiscal policy would be to let it go out of balance
a little bit.
How would you measure yourself against this gigantic deficit ? It

seems to me what you would wind up doing is putting yourself in a
position where it would be harder to do a sensible thing and you would
have no gage to know how much of a deficit is reasonable and how
much is unreasonable.
So I think there are some arguments, and I don't wish to prolong

this. The chairman has given us the word. But I would like just to make
those points.
Mr. WyArr. I understand that, Mr. Secretary, very fully and I think

that the economists and those who have to deal with the figures can
understand these concepts but as far as the public relations are con-
cerned in presenting a budget that the public understands I think you
would be a lot better off to use the figure that shows the real deficit.

EFFECT OF DEVALUATION ON STRENGTH OF THE DOLLAR

I do have some questions about the devaluation. We have had two-
dollar devaluations during the past 2 years. The dollar seems to be
considerably stronger on international money markets now. To what
extent is this strengthening of the dollar a lasting situation, Mr.
Secretary?
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Secretary 'SHULTZ. I think that what we had beginning in the middle
of 1971 until early in 1973 was a readjustment in relative exchange
rates reflecting changes that had occurred over a period of 15 or 20
years, in which the dollar got out of balance and other countries had
devaluated against us.
The whole structure of trading relationship did not favor our

goods, and I think with the second devaluation we basically did get a
rearrangement of the competitive structure that put us in not an unfair
but a good position where our products could compete on world
markets and where our home industries could compete at home. The
fact that that is so is borne out by what has happened to the balance
of trade figures in recent months.
Now, I think that the exchange rate relationships we more or less

have now seem to be fairly steady in the market. The impact of the
tremendous increases in energy prices and the threatened shortages
caused quite a shift in relative exchange rates. To a very large degree,
they have come back to where they are now, because actually Europe
and Japan are feeling less of the shortage than we are, mainly because
they aren't trying to control things the way we are.
So I think on the whole the dollar is likely to be stronger, say, a

year from now than it is now, but perhaps not materially so.

THE DOLLAR OVERHANG PROBLEM

Mr. WyArr. Mr. Secretary, testimony received by the committee last
year seemed to indicate that the dollar overhang problem. U.S. dol-
lars in foreign hands, was perhaps the most serious threat to the in-
ternational stability of our currency.
Germany and Japan have had huge holdings of U.S. dollars, as you

know. Has there been any improvement in the situation since the
second dollar devaluation last fall?

Secretary SHULTZ. Well, yes. The Japanese reserves have declined,
dollar holdings have declined, quite substantially. There hasn't been
much decline in the German reserves. Those have been the two big
holdings.
Mr. FLOOD. Would the gentleman yield? I asked that question last

year.
Would you, for the record, give us the present Japanese holdings and

the present German holdings as of now?
Secretary SHULTZ. Yes I would be glad to do that.
[The information follows:]

FOREIGN EXCHANGE RESERVES OF GERMANY AND JAPAN

[In millions of dollars]

Mar. 31, 1973 Dec. 31, 1973 Change

Germany 25, 035 25, 051 +6
Japan 16,059 10,203 —5,856

Note: The foreign exchange holdings of Germany and Japan are largely in the form of dollar holdings.

Source: International Fiancial Statistics, February 1974.
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Secretary SHULTZ. The fact is we don't hear anything much about
the dollar overhang problem in our international monetary meetings
any more and it is kind of fun, because everybody wants to hang onto
their dollars and we tell them, "Why don't you sell your dollars? You
have been complaining about the overhang and all the dollars you
hold that you don't want. Now is your chance to get rid of them."
And everybody wants to hang on, and why do they want to hang

on? It must be because they think the dollar is likely to strengthen
and they will get more for those dollars as time goes on.
Mr. WYATT. You say the Japanese holdings, for example, have gone

down. Has that been to our own benefit or has that been with third
countries, Mr. Secretary? Is the total overhang situation improved
as far as our situation is concerned?

Secretary SHULTZ. One has to distinguish between official reserves,
which is what I was referring to, and dollars held out of the country
in private as well as public hands. Some of the dollars have come back
here. Some have gone apparently into the Eurodollar market and into
other places.
How the flows will develop is one of the great points of uncertainty

following the increase in energy prices; that is, certain countries will
accumulate large reserves, such as Saudi Arabia, Kuwait, and so on,
and the question is what will they do with that money.
Obviously they are not just going to hold it because they want to

put it out and have it earn something, but where will it go? Into what
country? And since this has happened very suddenly, there is no pat-
tern to look at. There is a lot of uncertainty about it, and it is that
uncertainty that is troubling people and leading to discussion of meas-
ures that could be taken to deal with it—measures that to some extent
we have been working at in the international financial world.

OUTLOOK FOR FUTURE DEVALUATIONS

Mr. WYATT. Do you foresee another devaluation, Mr. Secretary?
Secretary SHULTZ. No.
Mr. WYATT. What does the United States have to do to avoid another

dollar devaluation? What can be done now that isn't being done? Is
there anything that you can think of?

Secretary SHULTZ. The basic thing is to maintain a strong economy,
to maintain a competitive cost position, and to improve our produc-
tivity. I understand that the House is finally going to get a chance to
vote on the Productivity Commission and I certainly hope they vote
affirmatively, because it is a helpful thing in improving our
productivity.
But things that keep our costs competitive are the basic elements.

We have done some things that I think will strengthen our ability to
attract capital. In a kind of perverse way, I believe the ending of our
controls on the outflow of capital will probably attract capital, because
we have removed the fear that if the capital comes in, it won't be able
to get out again. So I think in freeing up our capital markets we are
also taking a step that is fundamentally strengthening the dollar.
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DEVALUATION COSTS ASSOCIATED WITH INTERNATIONAL FINANCIAL
INSTITUTIONS

Mr. WYATT. In terms of the 1974 and 1975 budgets what has been
the total cost of the two dollar devaluations to the U.S. Government?
Perhaps you want to furnish that for the record, Mr. Secretary.

Secretary SHULTZ. You are speaking of the official cost in terms of
maintenance of value, obligations, and things of that kind?
Mr. WYATT. Yes, sir.
Secretary SHULTZ. Yes; I can supply a figure for the record.
[The information follows:]
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Maintenance of Value Obligations
and Budgetary Expenditures for the

International Financial Institutions

A maximum of $3.8 billion has been appropriated to
fulfill U.S. maintenance of value obligations in the inter-
national financial institutions resulting from the 1972 and
1973 devaluations of the dollar. A breakdown of maintenance
of value by category follows:

Obligations for Maintenance of Value in
the International Financial Institutions

Total

($ millions)

1972 Devaluation 1973 Devaluation

(1) Paid-in capital 328 477 805

(2) Callable capital
and other con-
tingent obligations 709 992 1,701

(3) IMF 541 756 1,297

Total 1,578 2,225 3,803

Items(2) and (3)--maintenance of value relating to the
callable capital in the development lending institutions and
to the IMF--are not expected to result in budgetary expenditures.
Thus the total impact of the maintenance of value obligations on
budgetary expenditures will be $806 million spread over a
fourteen year period. The budget impact in FY74 is estimated
at $35 million, and in FY75 at $45 million.
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TOTAL BUDGET COST OF DEVALUATION

Mr. MAHON. Mr. Wyatt, I think the Secretary is speaking of the
cost by way of appropriations by Congress for the Government to
maintain the constant dollar in these international funds.
Secretary SHULTZ. Right. I understood that.
Mr. MAHON. And other costs. If you would put that in the record

I think that would be good. I think, Mr. Wyatt, you might put ad-
ditional questions in the record.
Mr. WYATT. Mr. Secretary, I will give two further questions to

you and ask you to answer for the record.
Thank you, Mr. Chairman.
[The following information was supplied by the Office of Manage-

ment and Budget in response to Congressman Wyatt's questions:]
Question: What, if anything, does the 1975 budget do to promote the U.S.

competitive position in international markets?
Answer: The overall budget policy for 1975 of maintaining a small full-

employment surplus to restrain inflation will have a major positive impact on
the U.S. competitive position in international markets.
In addition to that important macroeconomic effect, the 1975 budget provdes

for specific program expenditures aimed at promoting our international trade
position: Two major efforts are underway for defining the underlying inter-
national competitive position of the United States. U.S. participation in negotia-
tions on the reform of the international monetary system is funded primarily
by the Office of the Secretary of the Treasury. The U.S. delegation to the multi-
lateral GATT trade talks will be funded mainly by the Department of State
under a 1975 budget authority request of $2.5 million. Other agencies, particu-
larly the Tariff Commission, the Office of the Special Representative for Trade
Negotiations, and the Departments of Treasury, Commerce, and Labor will also
support these negotiations.
In terms of export promotion for specific U.S. products, the 1975 budget sup-

ports the market development activities of the Departments of State and Com-
merce and the export financing programs of the Export-Import Bank, outlays
of which are by law not included in the budget totals. The Department of Com-
merce has allocated $24 million to export development activities in 1975 in-
cluding $4.5 million for promotion of East-West trade. Department of State
activities are funded as part of its diplomatic and commercial activities abroad.
The Export-Import Bank has requested a gross program activity level for 1975
of $13.6 'billion, $5.6 billion for its direct and discount loan programs and $8
billion for guarantees and insurance. The U.S. Information Agency also promotes
U.S. exports through its trade fairs and exhibitions program, estmated at $6.7
million in 1975.

Question: What effect does the U.S. fiscal policy have on our trade balance
and payments balance?
Answer: Fiscal policy designed to control the rate of inflation will support the

U.S. balance of payments. While some continued inflation is anticipated as the
economy adjusts to petroleum price increases and other shortages, this is not
due to excessive budget stimulus. In fact, as we move into fiscal year 1975 we
expect the budget to restrain price increases. This should keep our rate of infla-
tion well below that of our major trade competitors, thus helping to maintain a
healthy balance of trade.
The floating exchange rate system that now exists allows for the automatic

adjustment of each country's exchange rates to all others. This reduces the need
for discretionary policies aimed solely at maintaining balance-of-payments
objectives.
During the next 12 months we expect export and imports of goods and service to

be in balance.

Mr. MAHON. What we have sought to do, after consulting with mem-
bers of the committee, is to develop a series of questions which would
essentially be a handbook of the fiscal and monetary situation con-
fronting the Government. I have yielded to various members of the
committee who have been of assistance in preparing the questions.
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I yield now to Mr. Smith who has been seeking recognition.

ESTIMATED RATE OF INFLATION

Mr. SMITH. Mr. Secretary, first of all, in making a budget you must
anticipate or estimate the rate of inflation for the fiscal year because
the rate of inflation does have an impact on the budget, both as to
estimated tax receipts and as to the outlay of dollars required in order
to maintain services.
What rate of inflation did you use as an estimate for fiscal 1975?
Secretary SHULTZ. We used a little over 6 percent—higher at the

beginning of the year, lower toward the end of the year.
Mr. SMITH. Did you use an average of about 6 percent?
Secretary SHULTZ. Yes.
Mr. SMITH. Now, if you prove to be 1 percent too high or 1 percent

too low what impact will that have on the budget?
Secretary SHULTZ. Well, for a 1 percentage point increase in the

GNP deflator, which amounts to a 1 percent increase in money GNP,
we estimate that revenues would increase about $3 billion and that
outlays would increase about $1.5 billion.
Mr. SMITH. So if inflation does prove to be 1 percent higher than

you had indicated it would result in $1.5 billion less deficit?
Secretary SHULTZ. Yes.
Mr. SMITII. Conversely, if it proves to be 5 percent instead of 6

percent, the deficit would go up $1.5 billion?
Secretary SHULTZ. I am not sure that it works in a symmetrical

fashion. The proposition is that when you have a rate of increase in
inflation, it hits automatically as a set tax rate system impacts on in-
comes, whereas on the outlay side you have a lag because it just doesn't
happen that fast.
Mr. SMITH. On the upside, we gain 11/2 but if there is a lag, that

would cause an offset in the next fiscal year.
Secretary -SHULTZ. Right. You wind up paying it, but in the short

term I think you have this lag.

OIL TAX STRUCTURE

Mr. SMITH. I am interested in your economic theories concerning the
windfall profits. It seems to me that we need two things until we se-
cure different energy sources. One thing is greater production of petro-
leum products or fossil fuels and another is faster marketing, less
hoarding, and so forth.
If I were to follow your theories on that tax, it seems to me that we

should apply the same thing to the depletion allowance by reducing it
over a period of time at the rate of a half a percent per month. That
would do two things.
It would encourage greater production so we can secure the bigger

exemption and also should encourage faster marketing of whatever
has been produced.
Wouldn't that help that situation?
Secretary SHULTZ. Well, I think the question presupposes the de-

sirability of reducing the depletion allowance.
Mr. SMITH. I understood you had endorsed that.
Secretary SHULTZ. No.
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Mr. SMITH. I thought you did this morning
Secretary SHULTZ. No, sir. Our position is that the foreign deple-

tion allowance—I hadn't a chance to complete this in my conversation
with Congressman Yates—should be eliminated, because we don't see
why we should give special encouragement to exploration abroad.
We want to encourage exploration at home, instead. Our feeling is

that we should leave the depletion allowance alone, as it stands, as an
incentive and as part of an accustomed structure in the industry, which,
if you disturb it, you don't know what all you are going to stir up, so
it is better to leave it alone.
We did recognize and this I mentioned this morning, that our

proposal for tax reform in the interest of equity, in the interest of
eliminating the high income-low tax paying situation, of changing
the minimum tax and putting a limitation on the use of artificial
accounting losses does have some impact on the incentive value of the
depletion allowance. We recognize that that is so, but in the interest
of getting equity in the tax system, we figure it is worth it.
We have proposed a device which is an investment tax credit type

proposal focused on exploration, so we think we have balanced that
situation off.
Mr. SMITH. But a gradually reduced depletion allowance would

economically encourage earlier production and earlier marketing of
petroleum products, wouldn't it?

Secretary SirtmTz. Well, I don't know. I think you would have to
be balancing off in your mind the impact of doing that on the ex-
ploration effort itself against what short term effects you might get
by manipulating the tax structure.
On the whole, and this is a statement about Government policy gen-

erally but it is true of tax policy, I think you are better off to have
some kind of a policy and then stay there for a while. Don't be chang-
ing it all the time. Give people a chance to adjust to some situation
and work under that. If you are always changing the rules on people,
they get totally confused. They don't know what the heck is going
to happen. So this is one reason why in a period when we desperately
need more oil, more exploration, our feeling is you should leave the
depletion allowance alone.

EXPORT CONTROLS

Mr. SMITH. My only other question is very much related but has
to do with export controls. Have you had enough of those?
Secretary SHULTZ. Well, we have export controls.
Mr. SMITH. I am talking about export controls. You tried them on

soybeans and I don't need to enumerate the many different things that
happened that were not anticipated, even including the substitution of
urea in Europe for soybean meal and therefore helping cause a fer-
tilizer shortage which in the end is going to result in less feed grain
production this year.
Secretary SHULTZ. Yes. I believe that export controls are undesirable

as a matter of policy. The President has stated that. I wouldn't say
there are never circumstances under which we should use them, but it
ought to be with the greatest reluctance and we should stay away from
them.
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We do, as you know, have export controls now on scrap steel and we
have, mandated by the Congress, export controls on certain classes of
petroleum products.

BASIC INDUSTRY CAPACITY LIMITATIONS

Mr. MAHON. Mr. Secretary, one of the basic issues confronting this
country, and you touched upon it in response to some of the interroga-
tion this afternoon, is the question of capacity limitations on
production.
As much as we desire production, it is not possible for us to go be-

yond certain limits. Of course we want to expand those limits as far as
we can. Much of your own philosophy is involved here in this matter
of capacity.
What good does it do to undertake a great number of new or en-

larged Federal spending programs designed to stimulate the economy
if basic industries are already operating at or near capacity?
Would additional demand created by such spending programs add

to inflation and not be productive otherwise? How do you rationalize
this problem?

Secretary SHULTZ. I agree with you. While the budget is in deficit,
in full employment terms—recognizing how you all resist that—it
is in surplus, and it is slightly more stimulative than last year's bud-
get but not dramatically so, because we recognize, as you do, that the
pause and slowing of our economy is attributable in some significant
degree not to a lessening of demand but just to the fact that we have
bumped up against capacity. The energy shortages have aggravated
that problem, and you can't cure that problem by pumping up demand.
I agree with you completely.
Mr. MAHON. It has been indicated that there are contingency plans

to prevent unemployment and stimulate the economy.
Are those programs going to work?
Secretary SHULTZ. Well, some will work. Some are waiting in the

wings to be used if necessary. The one that we have talked about, which
I keep drumming on, unemployment compensation, will certainly
work—work fast, work automatically. Our problem is when we have a
slowing process as a result of bumping into capacity limitations, to
avoid having that fan itself out into a further slowdown as a result
of a cumulative process. That is what we don't want to have happen
and we don't think it will happen, but it is important to avoid that.
Mr. MAHON. This is a very important issue and I think one of great

interest to the Congress and the country. I wish you would respond
for the record to this question:
How can Federal spending programs do anything significant to

combat the problems associated with lack of capacity and shortages of
basic materials? That is related to the problem which we have been
discussing.
[The information follows:]
Federal spending programs for research and development help to expand the

long-run supply of basic materials. This will be the result of Project Independ-
ence—a long-term program designed to reestablish our capacity to be self-suffi-
cient in energy supplies. To implement this program the budget calls for nearly $1
billion of outlays in fiscal year 1974, over $1.5 billion of outlays in fiscal year
1975, and over $2 billion in budget authority in fiscal year 1975. It should be
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emphasized that this Federal R. & D. effort supplements the much more exten-
sive private R. & D. efforts and investment programs that will be undertaken in
response to our energy problem. The Federal role is appropriate in areas where
the benefits of R. & D. activities will be widely diffused and are hence areas not
attractive to private concerns.
In addition to energy there are other areas where Federal R. & D. activities

will help to expand future supplies of basic materials. Research funded through
the Department of Agriculture will support the new farm policy directed toward
increasing the output of food and fiber. The Department of the Interior supports
R. & D. programs designed to enhance the supply of basic minerals. Research
within the Department of Transportation will lead to improvements in the
transportation of basic commodities and economies in the use of energy to move
both people and goods.
The Federal Government also contributes toward maintaining an adequate

supply of basic materials in its role as asset manager of public lands and off-
shore resources. The budget provides for speeding up the process of leasing land
and offshore sites for developing shale, oil, and gas resources. Similarly, the
Federal Government contributes to the supply of meat and lumber through the
leasing of grazing and timber rights. In its capacity as asset manager the Federal
Government must of course balance the needs for basic materials now with the
conservation of resources and protection of the environment in the future.

Mr. MAHON. Mr. Roush has been seeking recognition.

INCREASE IN FEDERAL EMPLOYMENT

Mr. Rousx. Thank you, Mr. Chairman.
Mr. Secretary, I would like to pursue for just a moment some of

the questions asked this morning by Mr. Flynt with regard to the
proposed increase in number of Federal employees. The budget does
contemplate an increase in the number of employees, does it not?

Secretary SHULTZ. Yes. I believe so.
Mr. Rousx. Was this done in part to counteract the anticipated

unemployment in the private sector?.
Mr. Asx. No, sir. The projected modest increases are to take care of

expanded social security coverage, Federal assumption of the addi-
tional workload that is associated with adult welfare programs, in-
creased health care, additional activities made necessary by the energy
crisis, and population growth. All of these factors combined make
some increase in employment unavoidable.
Mr. Rousx. Is it at all contemplated that it will be done for that

purpose?
Secretary Snuurz. No, sir.
Mr. Rousx. Just one clarifying question, Mr. Chairman, of Mr.

Seevers.
I want to make sure that when you refer to various dates and

quarters in your own testimony that you are referring to the calendar
year, or are you referring to the fiscal year?
Mr. SEEVERS. I would be referring to the calendar year or quarter

unless my statement specifically states that it is fiscal year.
I think I do use fiscal year in one place in my statement.
Mr. Rousx. In one place you did, but in the rest of your testimony

you did not. The Secretary constantly referred to fiscal years. If you
were referring to the fiscal years, then your testimonies were in con-
flict, but if you are referring to calendar year you are not.
Mr. MAHON. Mr. Yates.
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UNEMPLOYMENT PROGRAMS

Mr. YATES. Mr. Chairman, both the Secretary and Mr. Ash have
talked about unemployment insurance being stepped up in the event
that it is needed.
I have a letter from the Employment Security Administrator of

the Bureau of Employment Security of the State of Illinois who is
very uneasy at the present situation because he says that funds for the
administration of the unemployment compensation program have been
drastically curtailed. He says that is not only true with respect to
Illinois. He says it is true in the whole Federal region, which includes
Indiana, Michigan, Ohio, Wisconsin, and Minnesota.
Should you not increase such funds How can the agency act if you

are cutting down the administrative costs?
Secretary SHULTZ. I believe those administrative costs were cut

down in an earlier time when it was apparently not needed, but they
have been restored and it may be that there will be a supplemental
to be sure that we will not be shorted in any way on the administrative
side of the unemployment compensation system.
The proposals of the President, however, deal with the substance

of the program.
Mr. YATES. Right.
Secretary SHULTZ. And almost a year ago now he proposed Federal

standards for benefit levels, which would raise those benefit levels, and
he proposed enlarging the coverage of the system. More recently, he
has proposed making it possible to narrow down to labor market areas
the triggering-in process for extended duration unemployment.
Mr. YATES. Do I understand from your answers, and Mr. Ash, that

you do recognize that the administration allowances for the program
are too low at the present time?

Secretary SHULTZ. They were and they have been changed.
In other words, the problem that letter refers to we recognized and

we have been in action to deal with it.
Mr. YATES. This is dated February 14.
Secretary SHULTZ. Well, we recognized it before February 14 by

quite a long shot.
Mr. YATES. When you recognized it, does that mean that you pro-

vided additional funds for them?
Secretary SHULTZ. We have. Partly they have been provided in the

sense of personnel shifts and then, in addition they will be provided
in the form of a supplemental. Is that right?
Mr. ASH. Yes.
Mr. CEDERBERG. Will the gentleman yield right there?
I think we had the same problem in Michigan that you would have

in Illinois and we have had assurances that this matter would be cor-
rected. I can understand what happened in the past because when
unemployment went down, naturally you took your overhead down
with it, but then when we get this new kind of a situation it is going
to be 6ompensated for, and I am surprised that your director from
Illinois didn't have that in his Valentine's Day letter to you.
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Mr. YATES. Well, it is dated February 14 and I did not know the
situation. I am very pleased to get the assurances from the Secretary
and from Mr. Ash that it will be taken care of.
Thank you.
Mr. MAHON. The gentleman from Indiana, I believe, has questions.

EXPENDITURE OF PRIOR YEAR APPROPRIATIONS

Mr. MYERS. Thank you, Mr. Chairman.
Mr. Secretary, according to this schematic that you put out annually,

which is always intriguing to the committee, which is found on page
44 of the budget in brief you have unspent authority this year of $319.8
billion of which you plan to spend $101.2 billion in 1975, leaving to be
spent in future years $217.3 billion.
There have been a recent number of cases mandating that the U.S.

Government must spend all funds that are appropriated by the
Congress or provided for through contract authority. I suppose theo-
retically a large amount of this $217 billion could be mandated this
year.
What impact would that have on the economy and where would the

money come from?
Mr. ASH. It would be impossible to spend in 1975 a large portion of

the unspent balances to which you refer. As you know, many kinds
of programs operate from authority granted years before it is prudent
or even possible to use those funds. This large carryover of obligated
and unobligated balances has been prevalent for many years.
The very nature of Government operations and the kinds of pro-

grams authorized result in a lag of the scale shown in the table on
page 44 of the budget in brief. It is not only highly theoretical but
illegal in some cases to spend these moneys in this particular year.
Mr. MYERS. Then you are saying this $217.3 billion really is not im-

pounded funds but awaiting proper time to be spent? Is that correct?
Mr. ASH. Yes that is correct. Budgetary reserves represent but a

fraction of unspent authority which will be spent in future years.
The $217.3 billion reflects the fact that obligations are made for in
advance of expenditures in many programs, such as major procure-
ment and construction programs. In other programs, authority is
provided for standby emergency purposes such as backup for insur-
ance of bank deposits. If such authority is not needed or used it is
carried forward as an unobligated balance year after year. Another
sizable category of unobligated balances results from the financing of
loan programs and the full-funding policy applied to programs re-
quiring long leadtimes. Most of the remaining unspent authority
consists of unexpended balances of trust funds which are needed to
meet statutory requirements in subsequent years and can only be used
for purposes specified by law.

COURT DECISIONS ON IMPOUNDMENT

Mr. MYERS. Are those court decisions having an impact whatsoever
on the spending and on the borrowing authority or on obligations
this year?
Mr. ASH. During the course of this last year, as you know, there

were some court decisions. There were some funds released. The net
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incremental cost of those funds that were released that otherwise or
heretofore had been reserved was something of the order of magnitude
of $1 billion. I am not sure whether it was above or just below that
but that is the general order of magnitude. As you can see, it isn't
anywhere near the numbers you have been reciting here.
Mr. CONTE. Will the gentleman yield?
Mr. MYERS. I will yield.

PEANUT SUBSIDIES

Mr. Comm. This morning I asked you, Mr. Secretary, if you had
the subsidy payments for the peanut crop. Have you been able to get
that?

Secretary SHULTZ. No.
Mr. CONTE. I have it here. I would like to insert this in the record.
The 1972 crop year was $97.3 million, the 1973 crop year was $58.5

million, and in your budget for this year you have $188 million.
Thank you.

AGRICULTURAL EXPORT LIMITATIONS

Mr. MYERS. Mr. Secretary, I have one question also relative to your
discussion with Mr. Roush and also with Mr. Wyatt about export
policies. I suspect this year we are going to come under severe pres-
sure to limit the amounts of exports, particularly food products.
How important are agricultural exports to our economy and as to

those exports that we have, which I understand were about $19 million-
plus last year, how have they affected the cost of living with respect
to food prices?

Secretary SHULTZ. When our markets are open to people through-
out the world, then there is more demand that can be put on those mar-
kets and that demand can result in higher prices. At the same time we
must remember that the farmer on the average depends on exports for
his market. I believe on the order of a third of our agricultural land
production goes into export. Our wheat crop, for example, I think, is
about two-thirds exported. So the farmer is one of the biggest export-
ers we have, and if we cut off his market in a short period of time we
damage the feeling abroad about the reliability of that supply, and
we may do long-run damage to that market.
So it is a real horn of dilemma-type problem.
Certainly we could reduce prices here by imposing export controls,

but it would be for a short period and it would turn out to haunt us
in its effect, among other things on the value of the dollar.
Mr. AIYERS. Only 4 or 5 percent of the American people consider

themselves farmers today, so they don't really have much of an impact
on the polls. So I wonder about the other 96 percent, are they affected
by these agricultural exports one way or the other?

Secretary SHULTZ. I don't claim to know anything much about poli-
tics, but I have noticed around Washington most of the politicians
think about what the farmers have on their mind. That is just an
observation.

Also it must be more than 4 percent of the vote there. Apparently
they influence other people—their families and bankers, and store-
keepers.
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Mr. MYERS. How important to the average person living in the city
of New York, or the Loop of Chicago are these farm exports? Do they
have any economic impact whatsoever on the other 96 percent of the
population living in the United States?
Secretary SHULTZ. They help to support a healthy farm economy,

which in our case is the wonder of the world. It produces food that is
cheaper here in terms of a proportion of the family budget than any-
where else. I don't want to sound like the Secretary of Agriculture
here, but it also helps us pay for all the things these people want to
import, and unless we export some stuff we can't import anything in
the long run. This is one of our biggest sources of foreign exchange
earnings.
Mr. ADDABBO. Will the gentleman yield?
Mr. MYERS. Yes.
Mr. ADDABBO. You say, Mr. Secretary, it is important, if we don't

export, these countries can't buy from us. What is Russia buying from
us? We are exporting to Russia. We sold them all the cheap wheat.
They are going to export to us our own wheat back at twice or three
times the cost. What help did that give the man back home in New
York and Chicago and the big cities when he has to pay 40 and 50 and
60 cents for a loaf of bread? What help has he received from the export
of agricultural products?

Secretary SHULTZ. He gets the same thing we have just been talking
about.
Mr. ADDABBO. I haven't heard anything we received so far.
Mr. MYERS. Let me answer it then. This year we will probably save

$3.5 billion on farm subsidies that will not be paid to the farmer not
to produce in diverted acreage. We are also saving the difference in
the market price and what he can afford to produce it for. That is $3.5
billion. That is a big item to all the taxpayers.
Mr. ADDABBO. Except he was paying $3 billion and only paying 20

cents for a loaf of bread he is paying 40 cents for now. The tax bill
is not down.
Mr. MYERS. When you see wheat on the farm at $3 or $4 a bushel

you can justify that loaf of bread and not until. Of the 50 or 60 cents,
7 cents of that goes to the farmer. You can't blame the farmer. It is a
lot of other people in between that handle the loaf of bread, not the

farmer, 
not the sale to Russia.

Mr. .ADDABBO. I agree the farmer is not making it, the exporter is.
The farmer is getting a very small portion of the money being spent
right now. The exporter is making the profit.
Mr. MYERS. The GAO just the other day proved nobody made an

excess profit on that.
Mr. SMITH. Will the gentleman yield?
Mr. MYERS. Yes.
Mr. SMITH. In other words, without earning money from these ex-

ports there would be greater devaluation, and dollar devaluation
costs all consumers. Is that correct?
Mr. ASH. That is correct. I think it is very well put.
Secretary SHULTZ. I must say when I was a student and being

examined by the faculty, the great technique was to get the faculty
arguing with each other and you could sit back.
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Mr. MAHON. In the musical "Oklahoma" there is a tune that the
farmer and the cowman must be friends. I think we must agree,
whether we are from the city of New York or from the country, that
the farmer and the consumer must be friends if we are going to solve
our mutual problems.
Are there further questions on my right?

FOREIGN AID

Mr. MILLER. Mr. Secretary, what is the total cost in the fiscal 1975
budget for foreign assistance?

Secretary SH-crurz. I think Director Ash is better able to answer that
than I.
Mr. MILLER. Would you furnish for the record the amount contrib-

uted by the United States to the multilaterals and also the amount we
independently are offering to the other nations around the world for
foreign assistance?

Secretary SHULTZ. We will have a table that will show it broken
down in the way that will serve your purpose.
[The information follows:]

FOREIGN ASSISTANCE IN FISCAL YEAR 1975 BUDGET

The following amounts are shown in the fiscal year 1975 budget for inter-
national development assistance (figures in millions of dollars) :

Budget
authority Outlays

Multilateral:
International banks 1,005 609
Other international organizations 179 163

Subtotal 1, 184 772
Bilateral 1,004 964

Total international development assistance 2, 188 1, 736

In addition to the international development assistance category, fiscal year
1975 funds are shown for the following bilateral foreign assistance categories:

Budget
authority Outlays

Food for peace 778 742
Indochina postwar reconstruction 790 648
Peace Corps 83 84
President's contingency fund 30 27
International security assistance:

Military assistance (in Defense Department budget) 
Security supporting assistance 

1,079
63

1,350
118

Total other bilateral 2,823 2,969

BARTER PROGRAM

Mr. MILLER. We have been speaking about the problem of energy,
the fact that the Arab nations have cut down the amount of crude oil
that they are sending to us at the present time. We have had people ask
why the Government did not anticipate the energy problem.

30-156 0 - 74 - 17
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Now it seems to me that there are other areas of anticipated short-
ages, in the area of strategic metals we will have a shortage of 12 of our
prime 13 strategic metals by the year 2000. We are presently offering
nations around the world, some 100 of them, foreign assistance in one
form or another, either money, technology, food and fiber, and we
should have an exchange program instead of a one way street.
I offered on the floor last July 26 an amendment that would allow

the President to barter so that those nations would send us strategic
metals.
They have lead and tin, bauxite, cadmium, chrome, asbestos, mica,

all the metals and natural resources we should need. In another
generation or two our people could be on their knees requesting
strategic metals from other nations.
My question is, with the amount of money that we are offering

now in foreign assistance do you think it is practicable that we could
work out a barter system and start some of the metals and the natural
resources coming toward us?

Secretary SHULTZ. I believe that our foreign assistance and the
efforts of the multilateral lending organizations help to develop situa-
tions where more supply can be created of various raw materials that
we want. From a selfish standpoint, I think this is one of the strong
arguments to be offered in favor of those programs. I do believe that a
multilateral trading system is much more efficient. It isn't a matter of
belief. You can demonstrate it is a more efficient system than a barter
or bilateral type of arrangement from one country to another. We have
such arrangements with some countries. But on the whole we find that
it is more efficient and better to indulge in a multilateral process of
world trade.
I think that your general point is well taken. We should be thinking

about our aid of various kinds in terms of, among other things, its
contribution to our ability to find the supplies we need of various scarce
materials.
It also seems to me—and this is a point we are working on and will

present when we testify on behalf of the trade bill in the Senate—
that we need to expand our conception of what trade negotiations are
about. Traditionally they have always been about the relative arrange-
ments for access to each other's markets, and it seems to me we need
to try to think through and develop rules for access to supplies of a4
comparable sort. It is just the other side of the coin.
I am not able to just trigger off exactly what this would be be-

cause it is a problem we are working on. I think it is very important
and I agree with the sense of your question in identiying the impor-
tance of this subject.
Mr. MILLER. When you mentioned it would be better under the multi-

lateral system are you talking about the World Bank, AID program,
the Asian Development Bank and Inter-American Bank?

Secretary SHULTZ. No. I am just speaking of a system in which trade
and other financial flows take place, without respect to the exact bi-
lateral offsets from one country to another, but get averaged in our
general balance of trade and general balance-of-payments statistics.
So it is a multilateral trading and financial situation as distinct from
a bilateral one.
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Mr. MILLER. I think perhaps that I have in mind a rifling action, to
have something flowing back toward our shores for the foreign assist-
ance that we provide other countries. Today almost 100 countries are
receiving our foreign assistance—and I would like to see us in a posi-
tion so that we could barter with those nations for those strategic
metals that they have.
I don't believe that our foreign assistanct program should pull us

down, we are consuming about 36 percent of the world's natural re-
sources and many of those being mined in our Nation, and then the
finished product sent around the world to help others.
Mr. CONTE. Will the gentleman yield?
Mr. MILLER. Yes.
Mr. CONTE. I have also been on this subject matter for about 16

years. I notice on page 92 of the appendix of the 1975 budget you pro-
pose a $2.2 billion giveaway grant in soft currency to India and that
Ambassador Moynihan was in town recently promoting this deal.
Why can't we work out a barter here with Indian for $2.2 billion

and get something in return rather than give all of this money away?
Secretary SHuLTz. This is a different kind of proposition, I believe.
Overhanging the situation for quite some time has been a large

holding by the United States of rupees, which are really virtually
worthless and at the same time were full of ambiguity about what
they might be used for. And what Ambassador Moynihan has done is
negotiate a reasonable flow of rupees to support—of course, on a rela-
tively lesser scale than that total you mentioned—U.S. activities
there, and to wipe out the rest.
I think on the whole it is a constructive move. There is nothing to

be gotten. India is broke.
Thank you.
Mr. MAHON. Have you concluded, Mr. Miller?
Mr. MILLER. Yes. Thank you, Mr. Secretary.
Mr. MAHON. Mr. Edwards had a question.

VARIOUS ECONOMIC FORECASTS FOR 1974

Mr. EDWARDS. Thank you, Mr. Chairman.
Your economic forecast for calendar year 1974 gross national prod-

uct was $1.390 trillion, personal income $1.3.5 trillion, corporate profits
before tax $124 billion. The Congressional Research Service of the
Library of Congress has compared that forecast for 1974 with five
forecasts made by rather well respected forecasters. Wharton School
and so forth, all of which strike me as being rather in line with your
own forecasts.
The economic assumptions in your budget have been criticized to

some extent, which is a little distressing, in view of this comparison.
Mr. Chairman, I would like to place this table in the record at

this point comparing the administration's assumptions with the vari-
ous forecasts.
Mr. MAHON. It shall be done.
[The table follows:]
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COMPARISON OF ECONOMIC FORECASTS FOR CALENDAR 1974

n billions of dollars]

Personal
GNP income

Corporate
profits

before tax

Administration's estimate 1, 390. 0 1, 135. 0 124. 0
Wharton (Dec. 21, 1973) 1, 390. 2 1, 134.8 118.3
Michigan 1, 391. 3 1, 134. 9 115.8
Data resources (Eckstein) 1, 387. 2 1, 125. 9 120. 4
Fair model (Princeton) 1, 399.0 (1) (1)
Perry (Brookings) 2 (Dec. 26, 1973) 1, 391. 7 () 132. 0
Full-employment 1, 461.7 1, 155.0 140.2

I Not available.
2 Assumes very high oil company profits.

CORPORATE PROFITS ESTIMATE

Mr. EDWARDS. The one place that seems a little off is that your
estimate of corporate profits is higher than the average of these private
forecasts. Do you have any particular answers to why that is?

Secretary SHULTZ. No, I don't. I would have to look at the forecasts
and let us prepare an answer for the record. We will have your table
and know which forecasts they are and so on.
[The information follows:]

ESTIMATE OF CORPORATE PROFITS

The administration's forecast for corporate profits during 1974 is clearly
higher than the average shown in the tabulation of four other forecasts. By a wide
margin, however, it is not at the extreme high end. There is no ready explanation
for the differences among all of these forecasts. Corporate profits are always
a particularly difficult variable to forecast and in the present situation, with
greater-than-usual uncertainty about prices and costs and about oil company
profits (both domestic and foreign), differences of this magnitude are not
surprising.
A further aspect of the uncertainty relates to inventory profits. Over the

past year a large part of the increase in total corporate profits has come in the
form of inventory profits (as opposed to operating profits). It is unclear, given
the uncertainties about prospective price and inventory developments, whether
this situation will continue in 1974.

ALLOWANCE IN ESTIMATES FOR ENERGY CRISIS

Mr. EDWARDS. Does your forecast take into consideration any
allowance for the energy crisis?

Secretary SHULTZ. Our forecast of economic activity from which
these various revenue figures and so on derive was finally made in
early January. So we had the information that was available then,
and basically at that time one could see the structure of this energy
crisis all right. So, yes, we have tried to take that into account.
Mr. EDWARDS. As you look at the table for the record and as you

compare your forecast with the others, would you make whatever
comments you can as to the extent they might have included or not
included the energy crisis within their forecasts?

Secretary SHULTZ. All right.
Mr. EDWARDS. Thank you, Mr. Chairman.
Mr. MAHON. Mr. Evans is seeking recognition.
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WORLDWIDE SHORTAGES OF RAW MATERIALS

Mr. EVANS. My colleague from Ohio, Mr. Miller, raised an interest-
ing question, particularly in view of your testimony this morning in
answer to a question about the cause of inflation. I believe you stated
that it is a worldwide inflation basically and you cited as one of the
major factors causing inflation the shortages of internationally traded
raw materials.

Secretary SHULTZ. Right.
Mr. EVANS. I would like to direct your attention to this country and

its production of raw materials that are in short supply worldwide.
Are you now working on any policy or on legislation the intent of
which would be to encourage the reuse or the reclamation of these
materials which are in short supply?
I notice from a staff study of my own that considerable quantities

of these materials are recycled and reused, but it would seem to me it
would be most appropriate for the Congress with the executive branch
to reexamine these materials to see what could be done to encourage
even a greater reclamation and reuse of that which has already been
mined and already been processed and already been consumed and
quite often thrown away. Have you looked at this and do you have
any policy to recommend on this?

Secretary SHULTZ. That question has been reexamined, inchtding
absent the shortages, by the environmental people in an effort to clean
up the environment.
I think a very basic thing that helps the situation is the very high

prices themselves; that is, the material is so valuable that it pays to
gather it in and reprocess it to a much greater extent than it has been
before. So I expect we will see a great deal more of that than we have,
just as we have seen steel scrap cleaned up from all over the place
in this country as a result of the skyrocketing prices for scrap.
There have been a variety of proposals, some dealing with taxes,

to stimulate recycling in one way or another. I can't say, at least from
the Treasury standpoint, we have found any of them particularly
appealing.

Director Ash may want to add something on this.
Mr. ASH. No.
Secretary SH-crurz. I think you are right. It is a great problem, and

we should work on it and keep thinking about it, and we would like
to have the benefit of any suggestions that you have.
Mr. McKAy. Will the gentleman yield?
Mr. EVANS. Yes.
Mr. McKAy. Aren't there existing under present laws certain com-

modities which can only be used in an equal equation with new ores;
for example steel? They can use recycled steel only to a factor of a
quarter, a third of what new metals are used. How many commodities
do we have in that same position?

Secretary SHULTZ. I am not familiar with any legal regulation on the
percentage of scrap. One reason of course, why scrap has gone up so
much in price is that it, itself, contains a lot of energy, and if you charge
with scrap, you use less energy in the process. And so people want to
get that in, and the proportion goes up. But I am not familiar with
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any regulation. Perhaps there are some. Maybe you can tell me what
they are and we can look at them.
Mr. 1VicKAy. There is one in steel, where by law, you are restricted

to the amount of ore that can be used in making new steel products.
Secretary SHULTZ. We can look that up. I am not familiar.
Mr. McKAy. There may be other areas. That is the reason I asked

the question.
Mr. EVANS. Last year before we recessed, Congress released from the

strategic reserve, mass quantities of metals that had been stored. The
reason obviously was because there was a shortage in this country, but at
the same time there is a worldwide shortage of these products. It would
seem to me instead of consuming our strategic stockpiles of critically
short materials, it would pay for us to have a policy directed toward
the reuse of existing processed metals.
As I understand your statement, you are not aware of any policy or

any approach on the part of the administration giving attention to
this problem.

Secretary SHULTZ. There is a study being made of basic materials
and their accessibility and all aspects of the subject. So that is going
forward. But I don't know of any specific proposals that we have right
now to put before you. But we would be most interested in any ob-
servation you have or suggestions you have.
Mr. TIERNAN. Will the gentleman yield?
Mr. EVANS. Yes.

EXPORT OF COPPER SCRAP

Mr. TIERNAN. Mr. Secretary, hasn't the Government's export policy
for scrap copper, for example, created a situation where most of our
scrap copper is being shipped to Europe, and to London in particu-
lar, to be sold? In Europe the selling price was 94 cents a pound,
whereas the Cost of Living Council restricted the price here to 60 cents
a pound. When the Cost of Living Council gave it an increase to 67
cents, the world market went to $1.04. So actually, the policy we were
pursuing, because of the limitations on the price of scrap copper, re-
sulted in American producers shipping it overseas, and then indus-
tries in our country that needed copper were being forced to buy it from
the world market. So whatever moneys we gained in the exportation
of it, we lost in buying it back into the country. Isn't that what was
happening?

Secretary SHULTZ. There have been a number of situations where
our price controls held the domestic price below the world price. That
created great tension and tended to lead toward export of these com-
modities and occasionally this kind of circular process you described.
That has been one of the factors leading to the decontrol of prices in
certain areas, and the copper price area that you mentioned is one.
That price was decontrolled, so we don't have this kind of runaround.
Mr. TIERNAN. But I, and many others, have spent a great deal of

time asking the administration, the Department of Commerce in par-
ticular, to put a ban on the exportation of scrap copper. It seemed to
me that the administration's policy was shortsighted in that it put a
limitation on how much scrap copper could be sold for, 60 cents ini-
tially, and later 67 cents, when the world market was at 94 cents, but
it did not restrict exports. Naturally, if I am a scrap copper dealer,
I am going to ship it to London and get the higher price. The manu-
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facturers in the State of Rhode Island and New York and through-
out the country can't buy it from the scrap dealer because he's busy
making a profit selling it on the world market. So they have to go to
London and buy it back to produce the copper needed for the wire
industry.

It seems to me that the administration was very slow in relieving
that situation.

Secretary SHULTZ. As I say, we have had a number of situations
of that type, and you are 'always faced with a choice: Are you going
to let the domestic price rise so it is the same as the world price? Then
you don't have that problem. Or, on the other hand, you can keep the
domestic price down and limit or prohibit exports. Of course, the more
you prohibit the exports, the more you cut off your ability to import,
and the more you create an island here in the United States 'and isolate
us.

Mr. TIERNAN. Mr. Secretary, I don't want to belabor the point, but
it seems to me that we are adding in the cost of transportation to and
from Europe, and are coming back into this country with imported
copper scrap.

Secretary SHULTZ. I agree with you completely. The idea of having
a low price here, which leads to exports, and then reimport at higher
price is ridiculous, and that is why we took the steps we took.
Mr. TIERNAN. But it took us too long; the damage was 'already done.
Secretary Smnurz. Controls are inefficient. Start from the proposi-

tion.
It is not possible to create a bureaucracy that is always right and

is lightening fast; in other words, that is as good as the market. The
free market does that for you.
Mr. MILLER. I understood the gentleman's question a few minutes

ago to Secretary Shultz to be, Is legislation under consideration that
would allow recycling because this would allow us the additional
strategic metals? I wanted to mention I have legislation now that I
will be circulating to your office concerning the bartering system with
the countries we are now offering foreign assistance. So there will be
legislation. I hope we can receive cosponsors from both sides of the
field.
Mr. EVANS. Thank you.
Mr. MAHorr. Mr. Addabbo.
Mr. ADDABBO. Mr. Secretary, I don't have a prepared script as my

dear friend from Pennsylvania so I am an added attraction here.

BUDGET PRIORITIES

Yesterday, Director Ash, I raised the question of wrong priorities,
and I pointed out there had been, and we are increasing our defense
spending, we were decreasing funds for education, such as vocational
education and veterans training. Someone from your office said that
was not a fact.
In looking at the U.S. Budget in Brief on page 50 we do see

a reduction and on page 52 further we see a reduction in vocational
education. On page 51 under "Education and Manpower" vocational
education was 0.6 in 1974 and 0.3 which is almost half in 1975. Under
the veterans' training education, training and rehabilitation for 1974,
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3.2, in 1975, 2.9. Would you not call that a reduction and change of
priorities?
Mr. AK'. The amounts, of course, within which those are included,

that is education and manpower in total, go up from $10.8 billion to
$11.5 billion. There are some rearrangements within the total, but the
total is going up. I should emphasize here the significance of how
veterans education benefits work. These benefits are an entitlement;
and we have requested an increase in the level of benefits to which each
veteran is entitled. The budget shows an estimate of how much these
benefits will cost in 1975. The 1975 budget total is shown as somewhat
below the 1974 level, because we anticipate a decreased number of
veterans to participate, given that separations from the Armed Forces
are decreasing. But the level of assistance paid to each individual par-
ticipating veteran is requested to be greater than it was last year.
In addition, as was mentioned before, the amount provided for voca-

tional education is being increased by nearly $12 million. The apparent
reduction is a transfer of these amounts under the consolidated educa-
tion grants beginning in 1975.
Mr. ADDABBO. But as far as these line items they have actually been

cut; is that correct?
Mr. ASH. The next line, consolidated educational grants, which was

nothing is up to the $1.9 billion, and that I think includes in it some
of the kind of things that were in the other items in the past year. So
you have to look at those two together and when you do look at them
together and look at the grand total in which they are included, or even
without the grand totals, you notice a substantial increase.
Mr. ADDABBO. If there is any type of impounding, without a line

item there probably could not be any funding of vocational education
which is very important in the period of high unemployment right
now. Is that not right?
Mr. ASH. Mr. McOmber will answer.
Mr. MCOMBER. I think we need to make the point that we are not

only increasing the total amount of money including those programs,
but we also propose advanced funding for education grants.
Mr. ADDABBO. For vocational training?
Mr. McOmiiER. For the total consolidated education grants.
Mr. ADDABBO. I am not talking overall program, I am talking about

vocational education as a line item, that it doesn't get lost in the grand
big pot. That is what I am discussing.
Mr. MCOMBER. Yes, sir, we understand. The pot is intended to in-

clude money for vocational education also.
Mr. ADDABBO. Without any specifics?
Mr. ART. Part of the whole purpose of the consolidated educational

grants is to take a number of these narrow categorical programs, put
them into a broad program allowing greater local discretion as to how
those moneys should be spent, but in the meantime providing an addi-
tional total money to be spent for other purposes. However, it should
be emphasized that there will be a specific vocational education cate-
gory solely for this program.
Mr. ADDABBO. Would that also apply to the veterans training?
Mr. ASH. I don't see that one particularly listed in here.
Mr. ADDABBO. The budget in brief shows a reduction, almost the

halving of the veterans training, I believe.
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Mr. ASH. Let me see if I can find the number to which you are
referring. Here it is. Veteran education training and rehabilitation.
was $2.8 billion in 1973, $3.2 in 1974, $2.9 billion in 1975. Veterans pro-
grams in total again are up. That particular one is down a limited
amount, and there is a special reason that it is. Mr. McOmber will tell
how that has moved into another category as well.
Mr. MCOMBER. Mr. Addabbo, you are correct; we are not asking for

any additional money for the veterans cost of instruction in HEW.
The reason is that we propose an increase in GI bill funds under the
Veterans' Administration, consistent with our policy of providing
money to veterans so that they may attend school—as under the GI
bill—rather than paying schools for enrolling veterans—as under
veterans cost of instruction.
Mr. YATES. Will the gentleman yield?
Mr. ADDABBO. Yes.

SUBSIDIZED HOUSING BUDGET

Mr. YATES. Following up on Mr. Addabbo's question I would like to
ask you about subsidized housing programs. How much money do you
have in this budget for subsidized housing?
Mr. ASH. Here we have the number. Total community development

and housing, $5.5 billion in 1974, up to $5.7 billion in 1975, the major
increase is in low- and moderate-income housing aids from $1.8 to $2.3
billion.
Mr. YATES. Do those programs include other senior citizen housing?

Or do you have no money in the budget for senior citizen housing?
Mr. ASH. I think they do but let's see if we have an amount for that.
Mr. YATES. I couldn't find it in the reports. That is why I am asking

the question.
Mr. ASH. We will complete the answer to that in the record. They

may be in the budget. Elderly housing will be provided for within
the amounts stated under the revised leasing program.
Mr. YATES. What about leased housing?
Mr. BOLAND. Will the gentleman yield?
Mr. YATES. Yes.
Mr. BOLAND. The figure that Mr. Ash used is for housing payments

which has nothing to do with the construction of any new housing.
The $2.3 billion he mentioned is what the U.S. Government is com-
mitted to pay local housing authorities and others for previous
contracts entered into. It has nothing to do with housing.
The only housing program I see in this budget—and you may cor-

rect me if I am wrong—is the one the administration now proposes—
a revised section 23 housing program, which is a leasing program.
You have no funds in the 1975 budget and you are operating at a low
level in the subsidized housing programs in fiscal 1974. There is no
money in the 1975 budget for the section 235 homeownership pro-
gram; section 236 rental housing assistance program, rent supplement
program, or even public housing. Mr. Yates, as you know, public
housing must be built under the revised section 23 program, as the
budget proposes. Am I correct?
Mr. ASH. That is correct. The section 23 housing is for 200,000 units

that were in the budget with the President making a proposal just
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about the time he submitted the budget to add an additional 100,000
units under section 23, for a total of 300,000 225,000 of those would
be new construction, 75,000 would be existing construction.
Mr. BOLAND. So in effect the only new construction in subsidized

housing for fiscal year 1975 will be under this program and all of the
other subsidized programs will be dropped.
Mr. ASH. Except that under the section 23 some of that would be

leased housing of new construction; 225,000 out of the 300,000 units
would be new construction.
Mr. BOLAND. Under that program what you are, actually doing

is you are seeking a mix of middle-income families and low-income
families. I can appreciate the fact you wouldn't have the information
available off the top of your head, but how many families are going
to be assisted with housing payments in the fiscal 1975 budget? I am
talking about low-income families.
Mr. MAHON. Just a moment, Mr. Ash. If there are no further ques-

tions of Secretary Shultz.
Mr. ADDABBO. I have further questions.
Mr. YATES. May Mr. Ash answer that question? I think we ought to

complete the record.
Mr. MAHON. I just want to excuse Mr. Shultz if there is no objection.

WINDFALL OIL PROFITS

Mr. ADDABBO. I have a question of Secretary Shultz.
Mr. Secretary, in speaking before of windfall profits, and you say

you can determine the basic crude price, where would a windfall profit
be if Exxon Venezuela raises its price to Exxon, USA. Now Exxon .
USA has paid a straight price but it has made a profit on other sub-
sidiaries. Where would the windfall profit be in such a case?

Secretary SHULTZ. The windfall profits tax doesn't apply to foreign
crude. That is, we see no reason why we want the American consumer
pay an even higher price for the imports than he already has to pay. It
applies to domestically produced crude.
Mr. ADDABBO. In other words, you are saying when you charge a

idomestic corporation a windfall tax, the consumer will be paying it n
actuality?

Secretary SITeJLTZ. No; if we put any kind of an additional tax on
an import, then that is going to flow through in the price. Since we
don't need to do anything like that to attract more imports at these
prices, there is no point in doing it. What we are trying to do is to get
at the windfalls as a result of the high crude prices on domestic pro-
duction.

CONSTRUCTION OF REFINERIES

Mr. ADDABBO. Under the question of domestic production, the Ex-
port-Import Bank will loan an American company up to 85 percent to
build a refinery in a foreign country. Is there any way of us being able
to subsidize an independent if he wished to build a refinery right here
in the United States?

Secretary SHULTZ. Not through the Export-Import Bank.
Mr. ADDABBO. I know that. Is it possible to set up some other type of

funding for domestic building of refineries?
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Secretary SHULTZ. If the refinery is judged to be able to yield a
reasonable rate of return, it won't have any trouble getting financed.
That is, the financing will be available in the private market and there
is no need for any special Government program to finance it.
Our refining capacity is a problem. There haven't been any appre-

ciable increases in refining capacity since the midsixties, and the rea-
sons are twofold: One, that we were not able to provide people with
any assured supply. And second, that it has become increasingly hard
to find a site for them as a result of environmental concerns, and we
have to get over this problem because we need these refineries.
Mr. ADDABBO. If an independent does not have the credit as one of

the majors, can he possibly go to any Government agency to obtain fi-
nancing for the building of a refinery within the United States?
Secretary SHULTZ. Not that I know of.
Mr. ADDABBO. Have there been any studies since the energy crisis of

the actions by the majors of trying to force out of business the in-
dependents?

Secretary SHULTZ. I see that alleged all the time. I don't know of
any evidence to that effect myself. There is a certain way in which the
process works. When you have some people dependent upon imports
and others not, and then the imports are cut off, those who are depend-
ent on them suffer. The independents on the whole have been more de-
pendent on the imports, and so they have suffered. That is apparently
what led the Congress to put in this mandatory allocation program,
which, at least as it is carried on in the form of forced allocations of
crude, is harming us in our ability to import the oil we need and to
make it available to the people in the United States.
Mr. ADDABBO. In view of the present crisis, would you support a U.S.

policy which would assume the responsibility for the storage of im-
ported oil brought in by independents who cannot get it refined or
stored by the majors?

Secretary SHULTZ. I am very reluctant to see the Government inject
itself in ways of that kind, because I have such a high confidence in the
ability of the market to sort these things out. Independents have built
refineries, they have thrived in a free market environment. I think to
the extent they are efficient economic institutions, they can do so again.
Mr. ADDABBO. When was the last time an independent built a refinery

within the United States?
Secretary SHULTZ. Nobody has built, as I say, refineries for the rea-

sons that I outlined, some of which were due, I believe, to our manda-
tory oil import program, which restricted the amount of imports, and
as those imports were allowed to rise it was done in such an uncertain
way nobody could really plan on it. So I think it was harmful to our
refinery capacity, but that cut across the board and affected everybody.

OIL INDUSTRY STRUCTURE

Mr. ADDABBO. Mr. Secretary, you have been a proponent of free float-
ing costs without limitation, et cetera, and competition would be the
best source of setting a price limit. If there is no competition among the
majors right now, wouldn't it be more healthy for our economy if we
were able to give some subsidiary some help to the independents so they
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could get a foothold within this massive cartel of oil companies which
we can see right across the board now and we see a continual move by
the majors to do away with independents whether they be in distribu-
tion, or whether they be the local gas stations. Woudn't it behoove the
Government now in this crisis to set up possibly something similar to
TVA so that the independents could have a central place where they
can deal without being at the mercy of all the oil majors?

Secretary SHULTZ. I think it all depends on what you want. If what
you want is efficient production and distribution at a low cost to
consumers, then I think you had better let the market alone. If what
you want is Government policy to support independents and you are
willing to have a higher price as a result of it, well, then Government
can do that but the economy will pay a penalty.
Mr. ADDABBO. Would you not have more competition with more

independents in the field and it would regulate the price down?
Secretary SHULTZ. My observation is that there is quite a lot of

competition among the so-called majors. But the independents have
played a good role in competition, and we should sustain them, and
I think various things have been done to try to do that.
Mr. ADDABBO. Has there been or is there an ongoing study of what

the role of the independents has been in this crisis and if there has
been any reduction or closing out of the independents due to the present
energy crisis?

Secretary SHULTZ. I am sure there has been. I am really not the
right person to be talking on this in detail. You ought to get Mr.
Simon or somebody.
Mr. ADDABBO. Mr. Seevers, of the Council of Economic Advisers,

wouldn't you know what has been happening as far as the independ-
ents are concerned as far as the overall picture is concerned?

Secretary SHULTZ. Perhaps we could prepare an answer for the
record and I could get Mr. Simon to do it and give you a rundown
on what has been happening and what people have been trying to do
about it to help out.
Mr. ADDABBO. As far as the independents are concerned?
Secretary SHULTZ. As far as the independent refiners and mar-

keteers. I take it you are speaking of both'?
Mr. ADDABBO. Yes, sir.
[The information follows:]

QUESTION ON COMPETITION IN THE PETROLEUM INDUSTRY AND THE ROLE
OF THE INDEPENDENTS

There is a high degree of competition in the marketplace for most petroleum
products. Prior to 1973, price competition was very active. Gasoline price wars
were common, prices were low, major companies were losing their share of the
market, and new independents entered the market regularly. The independent
refiners and marketers played a role in this competition.

Starting in 1973 there has been a shortage of refinery capacity and crude oil
that has completely changed the character of competition in the industry. Pres-
ently, price isn't a factor. More independent marketers or 'refiners at this time
would not increase competition or reduce prices.
To restore price competition in the marketplace we must create conditions that

lead to an ample supply of both crude oil and refinery capacity. Only when sup-
ply again exceeds demand can we expect competition on prices to develop.
Without assurances of an adequate crude oil supply new refineries won't be

constructed. Without new refinery capacity independent marketers won't be able
to buy products competitively from refiners. Consequently, the first step to a re-
turn to competition is to obtain an adequate crude oil supply.
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The lifting of the Arab embargo may not solve our problem, unless they also
increase production. Further, even if sufficient foreign crude does become avail-
able, investors may be reluctant to invest in new refineries since they face the
threat of future embargoes. Even if our crude oil supply problem is solved soon,
it will be at least 3 years before our refinery shortage can be eased, and more if
the uncertainty of foreign supply deters refinery investment. Therefore, we can-
not expect full price competition to return soon, regardless of Arab actions.
Entry into petroleum marketing is relatively inexpensive. Large investments

are required for entry into petroleum refining. However, there are a large num-
ber of independents with proper financing that are eager to build refineries if they
can obtain a supply. Adequate crude oil supplies will attract new refinery invest-
ments which will attract new independent marketers. Given a proper crude oil
supply and refinery capacity, independents will flourish, and competition will
again hold prices down.

Mr. MAHON. Mr. Shultz, you are excused for the day. You have been
very helpful. Thank you very much.

Secretary SHULTZ. I appreciate the opportunity to be here.

SUBSIDIZED HOUSING BUDGET

Mr. YATES. May there now be an answer to Mr. Boland's question
from Mr. Ash on subsidized housing?
Mr. MAHON. Yes.
Mr. Asa. Getting back to housing, I have already indicated that the

budget plus the additional units made available by the President at
the time the budget was submitted provided for 300,000 units under
section 23. Under sections 235 and 236 as you know we suspended new
programs last year having concluded from considerable analysis in
the aggregate that those were very poor programs in terms of their
cost-benefit relationships. In fact at the time they were suspended we
had incurred obligations that we will have to meet over the next 30
or 40 years ranging from approximately $66 to $90 billion. And some
of those funds that are in the budgets, of course, are meeting this year's
portion of that bill. Housing payments made during fiscal year 1975
for these and other subsidized programs will support approximately
2.4 million units for low- and moderate-income families.
In a few years we found in our subsidized housing programs we had

built high-cost housing rather than low-cost housing. The beneficiaries
were often not those intended—persons of low and moderate incomes—
but instead those in the process of either selling the land or building
the buildings, and we now have up to a $90 billion obligation to pay
over the next few years and have thus suspended the 235 and 236
programs.
In addition to the section 23 programs this year, there was pro-

vision made for the so-called tandem plan to assist in the financing
of 200,000 additional units of new construction, about $6 billion
worth, and the combination of that financing and the section 23, we
believe, goes the longest possible distance in a truly cost beneficial way
to deal with the housing needs of the country. Those are the main
programs we are resting upon.
We have a firm belief that as an alternative, a more satisfactory

alternative to a restoration of programs such as sections 235 and 236,
would be a look at welfare and welfare reform. The real issue here is
not whether the Government can best provide housing, but rather that
the Government might instead best provide augmented resources to
those in need so they can provide their own housing. We believe that
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this approach is a much more cost-effective way of dealing with the
housing needs of those who can't afford that housing with their own
resources.
Mr. YATES. In your colloquy with Mr. Boland, you did not address

yourself to the question of leasing of existing properties. I wonder
whether or not there is anything in the budget?
Mr. ASH. In section 23, it provides for leasing of 225,000 new units

and 75,000 existing units, for a total of 300,000 units this year.
Mr. YATES. Is that in the current budget or dependent upon the

passage of the new housing bill?
Mr. ASH. That is in the current budget including the President's

recommendation that the current budget itself be augmented by 100,-
000 additional units.
Mr. YATES. 100,000 additional units to come out of construction in

the new housing bill, or is this separate and apart from the new
housing bill?
Mr. Am. This is separate and apart.
Mr. YATES. Is this an increase or a decrease over last year?
Mr. ASH. The rate of actual leasing for 1974 would be 118,000

units—fewer than the 300,000 planned for 1975. So this is additional
in total to what it was last year.
Mr. YATES. Will there be more money made available for the pro-

gram this year over last year?
Mr. ASH. Let me look at the particular amounts. I am not sure.

Again, as was brought up by Mr. Boland in the other discussion, there
is a lag as he observed in the figures of outlays from the figures of
commitments and authorizations. Let me look at the outlays and see
what the money flow is. We may not have that in the budget or in
the appendix. We will put that in the record.
Mr. YATES. All right.
[The information follows:]
Outlays for leased housing are as follows:

In millions of dollars
Fiscal year:

1973     141
1974 (estimated)   191
1975 (estimated)   252

ALL-VOLUNTEER ARMY

Mr. YATES. What is your feeling about the Volunteer Army, Mr.
Ash? Isn't the cost of a Volunteer Army almost prohibitive?
Mr. ASH. As you know, Mr. Yates, before we really went to a Volun-

teer Army, we determined we would have pay comparability of the
military services to their outside comparable pay in civilian life, be-
lieving that whether we had a Volunteer Army or not, that would be
equitable compensation. And that, of course, has raised considerably
the costs of paying for those in the military.
I am sure it was in mind as the Volunteer Army itself was put in

place. I would guess there is a reasonable probability that for rea-
sons of equity alone, we could have been paying approximately those
numbers now even if we had a draftee army because of the concept of
equity that we had in mind when we began to put in this pay com-
parability program.
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Mr. YATES. Is the pay scale for the armies of any other nation com-
parable to that of the United States?
Mr. ASH. I think we are probably the only one who does not tax the

young by in effect commanding their services at less than market
value, which is what a draft is. The draft is a form of taxation from
the point of view of the economics of a draft. Excluding the other
aspects of it, it taxes one part of our society, the young, at a very high
rate. In some cases taxing them at what would have been 50 or more
percent of the market value of their services by taking those services
for less than market value.
We are the only country to my knowledge that has gone to the point

of reflecting the true market value except for those countries that
truly hire mercenaries, sometimes foreign ones. The French Foreign
Legion probably had a market rate of pay but I don't know.
Mr. YATES. Could you put into the record comparable payments by

other armies to men in other armies?
Mr. ASH. We will get data available to us. We certainly know the

Soviet Union, the one we keep our eyes on, has a much lower rate of
pay per person in the military.
Mr. YATES. I wondered about Britain and France.
Mr. ASH. We will get representative data to the extent we can.
[Information supplied by the Office of Management and Budget.]

MONTHLY RATES OF MINIMUM BASIC PAY AT ENTRY LEVEL FOR 1973
[In dollars1

Conscripts Volunteers

Australia_ 318 318
Canada (1) 289
West Germany 42 (1)
France 32 61
Switzerland 22 22
United Kingdom (1) 218
U.S.S.R 5 (1)
United States (') 326

Note: All monetary units are in U.S. dollars at exchange rates in existence in 1973.
1 Not applicable except in the case of West Germany where information was not available

Mr. Rousn. Will the gentleman yield?
Mr. YATES. Yes.

MIX1 UHE OF MILITARY AND CIVILIAN PROGRAMS

Mr. ROI:18H. I had a question related to the military budget yesterday
but deferred because of the lateness of the hour. During the course of
the year in dealing with the budget I stumbled across several instances
in which funds which seemed to be related to the military budget were
included as a functional portion of a domestic budget.
For example, a device for an airport back home was being sought

by the Federal Aviation Authority. It wasn't asked for by the airport
authority nor by civilian pilots, but was requested by the Air National
Guard. It was probably needed by the Guard, but it was in the military
budget.
We found one military housing account in the HUD budget. We

found the use of Public Law 480 funds for military security purposes



270

in Southeast Asia in the agriculture budget. We found that there were
funds for the supersonic transport research being allocated to NASA
when in fact NASA tells us those funds were being used for research
for the military in this area and not with the intention of developing a
domestic supersonic transport.
We find that AID funds were being used for South Vietnamese

national police which seemed to me to relate to military.
I am asking you now, Mr. Ash, if to your knowledge this problem

has been dealt with and if in this budget there are funds included
under domestic categories which are in fact military items?
Mr. ASH. To pick up just one of those that you commented on, the

NASA one, I do not believe that there is a full communication here
when they say that research was done for the military. The military
already has its supersonic airplanes and all of the research that is
behind them. I am not exactly sure what might be the miscommuni-
cation.
Mr. Rousx. I may have misspoken, but my information was such that

we had several items of research, some of it being done by the military.
Mr. ASH. They have been contracting out for the military.
Mr. RousH. Some of it is being done by NASA for the military and

paid for by the military, but others are items paid for in the NASA
budget.
Mr. ASH. I don't know of that one in particular. Always there are

matters of classification. You spoke of Public Law 480 or the AID one;
such programs could properly be foreseen in more than one basic
classification.
Let me make an observation that may be in general response to that

in a useful way. There is included in the military budget $6 billion a,
year that has nothing to do with carrying out today's military opera-
tions, yet is included in the military budget, and that is military re-
tirement pay. This is pay for earlier years defense forces in effect.
Mr. MAHON. Mr. Director, I think it would be appropriate in re-

sponse to these very important questions for you to examine the whole
situation in detail and supply at this point in the record more extensive
information in regard to the matter. Is that satisfactory?
Mr. Rousx. Yes, Mr. Chairman.
Mr. ASH. All right.
[Information supplied by the Office of Management and Budget:]
There is one program that primarily supports Defense missions but is funded

by a civilian agency. This is the military program of the Atomic Energy Com-
mission. AEC conducts this program in accordance with the provisions of the
Atomic Energy Act. Outlays for these programs are $1.5 billion in fiscal year
1975.
There are several instances where civilian agencies perform services for the

Department of Defense, on a reimbursable basis. Expenditures for these activi-
ties are included in the Defense budget. Examples are support of DOD's flight
training program by the Federal Aviation Administration, and the conduct of
several military related research programs by the National Bureau of Standards.
In addition, there are many Federal programs whose objectives are not pri-

marily military related but whose output and resources are of use to DOD as
well as to other Federal and non-Federal activities. Traffic control operations of
the FAA, some resources of the Coast Guard, the research and technology pro-
grams of NASA and much of the basic research effort of the National Science
Foundation are examples.
HUD no longer makes special provisions for providing houses for military

personnel in shortage areas near bases. No funds for this purpose are included
in the fiscal year 1975 budget. A special HUD mortgage insurance program
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for servicemen, however, provides more favorable down payment terms than
other mortgage insurance programs.
A listing of military and economic aid to Southeast Asian countries is pro-

vided in response to the questions on pages 281-287.

Mr. MAHON. Also, Mr. Director, the committee will want to submit
some additional questions to you and Mr. Shultz for the purpose of
perfecting the record.
Mr. Am. We will answer them.
Mr. MAHON. I want to say to you, Mr. Ash, and to you, Mr. Seevers,

that it has been very helpful to have you before us today. I hope that
our printed hearings will be of assistance to Congress. You have made
an able presentation in regard to many highly important matters.
Thank you very much, and your staff people.
Mr. EDWARDS. Mr. Chairman, to wrap it up I want to say on behalf

of the minority we greatly appreciate Mr. Ash and his staff coming
here today and being so well prepared. The representatives from the
Economic Council and all of the other folks who came yesterday and
today, I think, have been a big help to us, and I believe what they
have said and told us will be of great assisiance in getting us started
on our work this year.
Mr. MAHON. Mrs. Hansen has some additional questions which I

wish you would answer for the record.
Thank you very much.
Mr. ASH. Thank you, Mr. Chairman.
Mr. MAHON. The session for the day is concluded and we meet to-

morrow with Dr. Arthur Burns at 10 a.m.
Thank you very much.
[Mrs. Hansen's questions and the responses from the Office of Man-

agement and Budget follow:]

OUTER CONTINENTAL SHELF RECEIPTS

Mrs. HANSEN. Mr. Ash, the revenues which the Federal Government receives
from the use of land under its jurisdiction are quite substantial. In fact, the
receipts from Outer Continental Shelf lands alone can make or break a budget
balance. Last year, OCS receipts for fiscal year 1974 were estimated at $2.1
billion. Now the receipts for fiscal year 1974 are estimated at $6 billion, almost
a threefold increase.

1. What accounts for this dramatic change in receipts?
2. Given the bad estimates of the past, how reliable is the fiscal year 1975

estimate of $5 billion?
3. Aren't the fiscal year 1975 OCS receipts going to be substantially higher

than the $5 billion projection as a result of the President's direction on Janu-
ary 23, 1974 to increase the acreage leased on the OCS to 10 million acres begin-
ning in 1975. If so, what impact will this have on the total budget, and the
economy?

1. What accounts for this dramatic change in receipts?

[The following response was supplied by the Office of Management
and Budget:]

Lease sales at the time that the fiscal year 1974 budget was originally printed
last year were expected to continue at the fiscal year 1973 level of 1.3 million
acres. Since that time, decisions were made to increase the leasing rate. Current
projections for fiscal year 1974 are 2.4 million acres leased.
Receipts now estimated for fiscal year 1974 include $1.3 billion from a sale

which occurred in fiscal year 1973 (June 1973). Bidders are required to include
a check for 20 percent of their bid with that bid. The remaining 80 percent of the
bid must be paid within 30 days from the time that the bid is accepted. Because
the June 1973 sale was originally scheduled for mid-May 1973 none of the
receipts from it were included in the original fiscal year 1974 budget. However,
because the sale actually took place in June, 80 percent of the receipts occurred
in fiscal year 1974.

30-156 0 - 74 - 18
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Another consideration is the drastic increase in oil prices which has occurred
since the printing of the original fiscal year 1974 budget. The bonuses offered by
bidders naturally reflect their expectations of future oil prices. For this reason
actual bonuses in fiscal year 1974 have been much larger than the bonuses that
were projected at the time that the fiscal year 1974 budget was originally printed
based upon the then anticipated future oil prices.

Finally, one of the fiscal year 1974 sales, the Mississippi-Alabama-Florida sale
was in a new area where no previous offshore production exists. The geology
in this area is believed to be geologically different from the central Gulf of Mexico
with possible problems of "sour" or sulfur-containing oil causing higher pro-
duction costs. The fact that the area is entirely undeveloped would also increase
costs. The industry apparently took a more optimistic view of these potential
problems than the Government originally did.

2. Given the bad estimates of the past, how reliable is the fiscal year 1975
estimate of $5 billion?

3. Aren't the fiscal year 1975 OCS receipts going to be substantially higher than
the $5 billion projection as a result of the President's direction on January 23,
1974, to increase the acreage leased on the OCS to 10 million acres beginning in
1975. If so, what impact will this have on the total budget, and the economy?
The 1975 figure printed in the budget has been outdated by the President's

decision (announced in his energy message January 23, 1974) to direct the
Secretary of the Interior to increase acres leased in calendar year 1975 to 10 mil-
lion acres. The budget assumed 2.4 million acres leased in FY 1975. Current plans
for FY 1975 are to offer 5.3 million acres. It is estimated this would result in
about 3.9 million acres leased in fiscal year 1975. Cash bonuses in fiscal year
1975 will therefore be substantially larger than either the fiscal year 1975 or
fiscal year 1974 figures printed in the budget.
At this time a reestimate of 1975 cash bonuses has not been completed. The

amount depends upon estimates about:
Assumptions which 'bidding companies will make about future petroleum

prices:
The ability of bidding companies to quickly obtain drilling rigs and other

equipment and personnel to explore and develop the acreage leased in fiscal
year 1975, and
The degree of competitiveness of OCS sales at offering rates which will

result in 10 million acres leased in a year.
All of these considerations are subject to considerable uncertainty, par-

ticularly since the largest acreage actually leased in a completed fiscal year is
the 1.4 million acres leased in fiscal year 1973. For these reasons no specific
estimate is yet available.
As soon as the revised estimate is developed along with information about the

degree of uncertainty inherent in it we will be able to assess the likely impact on
both the total budget and the economy.

NATURAL RFSOURCES INFORMATION

Mrs. HANSEN. One of the great deficiencies in our entire natural resources pro-
gram is the scarcity of good information on what our resource and resource
potentials are. We have been caught short in the energy crisis with a lack of
information on our energy resources. There can be no doubt that we are faced
with future shortages of nonenergy minerals and materials. What steps have
been taken in the 1975 budget to assure that the Nation has adequate data so that
Government action in future crisis can be based on solid, comprehensive
information?
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The following response was supplied by the Office of Management and Budget:
As indicated in the President's budget message, there is underway a compre-

hensive review of the need for and supplies of commodities, including nonrenew-
able commodities such as minerals and renewable resources such as grain. This
review involves a broad range of U.S. Government agencies and a consideration
of the future needs to import commodities. Completion of this effort will require
several months.

ENERGY RESEARCH

Mrs. HANSEN. Mr. Ash, the President's budget proposes budget authority in
1975 of $2,052 million for energy research and development. Of that total, by far
the largest portion, $1,045 million goes to the AEC for nuclear research. How do
you justify this allocation of funds, given the Nation's enormous coal resources
and given the large potential which nonnuclear energy sources have In solving
our energy problems?

[The following response was supplied by the Office of Management
and Budget:]
The major thrust of the President's fiscal year 1975 budget is to accelerate

and improve the production and utilization of the Nation's domestic energy re-
sources, including coal, oil, and gas, oil shale, uranium, and so forth. Whereas
funding for nuclear research and development represents a significant share of
total direct obligations in fiscal year 1975 for R. & D. ($893 million or 49 per-
cent), the single largest dollar increase in funding is in the area of coal R. & D.
(See attached table summarizing the President's total energy R. & D. budget
in estimated obligations.) The level of funding for coal has increased from $164
million in 1974 to $416 million in fiscal year 1975, an increase of $252 million or
155 percent. The increase is intended to accelerate and improve the develop-
ment of technologies for coal liquefaction, high Btu and low Btu gasification,
direct combustion, mining systems, and support activities. The recommended
increase in coal R. & D. represents what is considered to be the maximum amount
that can effectively be spent by the Federal Government in fiscal year 1975. It
is anticipated that private industry through cost sharing and other cooperative
arrangements, will augment the Federal effort and contribute heavily to the
early commercial availability of new coal technologies.
The significant share of the budget provided for nuclear R. & D. reflects major

capital requirements in construction and operation of ongoing nuclear R. & D.
programs, which by their nature require very long duration developmental pro-
grams and hence a heavy investment of Federal funding. It is anticipated that
industry funding of advanced nuclear technology will increase in the future, but
at this stage of development, Government funds are necessary to maintain the
accelerated program level required for early and safe commercial availability
of advanced nuclear technology.
The overall balance in the President's fiscal year 1975 budget between nuclear

(49 percent) and nonnuclear (51 percent) energy R. & D. represents an important
change in emphasis from previous years. For example, in fiscal year 1973, the
nuclear programs accounted for fully 72 percent of the total Federal program
in energy research and development. The President has pledged his commitment
to developing our abundant coal resources and his 1975 budget reflects what he
considers to be the maximum amount of funds that can effectively be spent in
the next fiscal year.
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FEDERAL ENERGY RESEARCH AND DEVELOPMENT PROGRAM

[In millions of dollars]

Program area

Program level (fiscal year
obligations)

Percent
change
from

fiscal year
1974 to

1975

Estimated
total

fiscal year
1975-791973 1974 1975

1. Conservation 32. 2 65.0 128.6 +98 700

(a) End use (residential and commercial) 15. 0 27.9 +86
(b) Improved efficiency (transmission) 2.9 5.0 18.8 +276
(c) Improved efficiency (conversion) 6.5 15.9 29.8 +100
(d) Improved efficiency (storage) 1.6 2.9 6.4 +121
(e) Automotive 7. 4 14.2 23.7 +67
(f) Other transportation 13.8 13.0 22.0 +69

2. Oil, gas, and shale 18.7 19. 1 41.8 +119 400

(a) Production . 3 3.0 17.0 +467
(b) Resource assessment 4. 5 5.0 13. 1 +162
(c) Oil shale 3.2 2.3 3.0 +30
(d) Related programs 10.7 8.8 8.7 -1

3. Coal 85. 1 164.4 415. 5 +155 2,900

(a) Mining 1.7 7. 5 55.0 +633
(b) Mining health and safety 28. 2 27.0 27.7  
(c) Direct combustion 1. 5 15.9 36.2 +128
(d) Liquefaction 11.0 45.5 108.5 +138
(e) Gasification (high Btu) 32. 5 33.0 65.3 +98
(f) Gasification (low Btu) 4. 6 21. 3 50.7 +138
(g) Synthetic fuels pioneer program 42. 1  
(h) Resource assessment 1.0 1.2 1.9 +58
(i) Other (including common technology) 4.6 11.7 28.1 +140

4. Environmental control 38.4 65.5 178.5 +173 800

(a) Near-term SOx _  19.0 39.9 82.0 +174
(b) Advanced SOx 
(c) Other fossil fuel pollutants (including NOx, partic-

ulates) 8.8

4.0

13.1

12.0

57.0

+200

+335  
(d) Thermal pollution .6 1. 5 18.5 +1, 133
(e) Automotive emissions 10.0 7.0 9.0 +29

5. Nuclear fission 406.5 530.5 724.7 +37 4,000

(a) LMFBR 253.7 357.3 473.4 +33
(b) Other Breeders (G.C.F.B.R. & M.S.B.R.) 5.6 4.0 11.0 +175
(c) HTGR 7.3 13.8 41.0 +197
(d) LWBR 29.5 29.0 21.4 -26
(e) Reactor safety research  - 38.8 48.6 61.2 +26
(f) Waste management 3.6 6.2 11.5 +85
(g) Uranium enrichment 50.3 57.5 66.0 +15
(h) Resource assessment 2.8 3.4 10.4 +206
(i) Other (including advanced technical) 14.9 10.7 28.8 +169

6. Nuclear fusion 74.8 101. 1 168.6 +67 1,600

(a) CTR 39.7 57.0 102. 3 +79
(b) Laser  35. 1 44. 1 66.3 +50

7. Other 16. 5 54.8 157. 5 +187 900

(a) Solar 4.0 13.8 50.0 +262
(b) Geothermal 4.4 10.9 44.7 +310
(c) Systems studies 7.2 17. 3 30.0 +73
(d) Miscellaneous 9 12.8 32.8 +156

Total, direct energy R & D_ - 672.2 999. 1 1,815. 5 +82 11,300
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THURSDAY, FEBRUARY 21, 1974.

FEDERAL RESERVE SYSTEM

WITNESS

ARTHUR F. BURNS, CHAIRMAN, BOARD OF GOVERNORS OF THE

FEDERAL RESERVE SYSTEM

Mr. MAHON. The committee will come to order.
Our committee this morning is continuing its annual overview hear-

ing on the budget of the United States for fiscal year 1975.
Our purpose in these hearings has been to examine very generally the

major aspects of proposed budget policies and economic assumptions,
as well as contingencies which play such a large part in the fate of
budget projections. Traditionally for these hearings we have had the
benefit of the views of the Secretary of the Treasury, the Director of
the OMB, and the Chairman of the Council of Economic Advisers.
Mr. Arthur Burns, today we are honored to have you before us, in

your capacity as an outstanding American citizen, and as Chairman
of the Board of Governors of the Federal Reserve System. We are
indeed grateful, Mr. Burns, that you have found the time to be with us.
Your career here in Washington has been one of distinction and far-

ranging service. In the 1950's, you served as Chairman of the Council
of Economic Advisers. In the 1960's, you were counselor to the Presi-
dent. In the 1970's, you began service with the Federal Reserve Board.
I believe that you are just this moment beginning your second 4-year
term as Chairman of the Board of Governors of the Federal Reserve
System, is that correct?
Mr. BURNS. Yes, sir.
Mr. MAHON. Of course you have also worn the hats of teacher and

author with distinction. You bring to us the scope of vision that en-
compasses both the world of theory and scholarship, with the world of
practical service in public affairs.
I notice that the title of one of your books is "Prosperity Without

Inflation." That is the most exciting title I can think of. I wish that it
was on everybody's mind, and I hope that we will be able to achieve it.
That subject is very relevant to the committee's deliberations and
discussions of the last 2 days. I am eager to hear your views, as are
other members of the committee.
If I might sort of stray a bit from formality, I would like to make

reference to our associations of the past, Dr. Burns. I remember that
in December of 1971, we had before the House a supplemental appro-
priations bill for several billion dollars, and one of our colleagues was
lambasting the Committee on Appropriations because there were a few
hundred million we hadn't included, for some very popular projects
having to do with health and so forth. In self-defense, I said, "Well,
we have to think in terms of both income and outgo. If we continuo
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spending like this, without regard to whether we have the money, the
public debt may to to a googol. It might even go to a googolplex."
This was picked up in the press and there was a man in Alabama,

a textile manufacturer, who saw this somewhere. He sent me a number
of clothes, with the inscription, "Don't let the debt go to a googol."
A googol is the figure "1" followed by 100 zeros. And then he affixed
my name to it, and I didn't object to him using my signature. I was
pleased that you expressed an interest in the googol. I understand you
probably have a googol sign that I gave you some time ago.
Mr. BURNS. I do.
Mr. MAHON. We are pleased to have a man before us who believes

that we should do everything in our power to keep the public debt
from going to a googol. A man who believes we should refrain from
destroying our economy by overspending, and yet realizes we have to
spend a lot.

Before you begin the main text of your statement, would you like
to say a word in response?
Mr. BURNS. Indeed I would. First, let me thank you for your very

gracious introduction, and second, let me say that no visitor can
now enter my office without seeing your googol sign. He has to look
at it and now—well, no, I must qualify that. He almost has to, but
to make absolutely sure, now that I have a second googol sign, I will
hang it up on the left of the door to my office, to go with the one on
the right, so he can't possibly.miss it.
Mr. MAHON. Thank you, Mr. Chairman. We are going to let you pro-

ceed without interruption with your statement. Some of us have read
it, and we think it is excellent. Great effort went into its preparation.

GENERAL STATEMENT OF CHAIRMAN BURNS

Mr. BURNS. Thank you, Mr. Chairman.
I appreciate this opportunity to assist the committee in its over-all

examination of the budget for fiscal 1975. My comments will be brief.
They are directed, first, to the general outlook for the economy in the
near-term futuile, second, to the implications of prospective develop-
ments for stabilization policy in the year ahead, third, to needed re-
forms in our fiscal policies and procedures.

OUTLOOK FOR THE ECONOMY

The Nation faces at the present time a severe shortage of petroleum
products that is slowing business activity and aggravating our infla-
tionary problem. Some firms have been unable to obtain the raw mate-
rials or other supplies needed to maintain production schedules; others
have experienced a weakening in the demand for their products. The
oil shortage has had particularly adverse effects on the purchase of new
autos, of homes in outlying suburban areas, of recreational vehicles and
other travel-related goods and services.
A downward adjustment of production and employment is therefore

underway. Industrial output declined in December and again in Jan-
uary, and unemployment last month rose rather sharply, to 5.2 percent
of the labor force. I would expect some further weakening of economic
activity, with industrial production probably declining and unemploy-
ment rising in the months immediately ahead.
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The current economic slowdown, however, does not appear to have
the characteristics of a typical business recession. Declines in employ-
ment and production have been concentrated in specific industries and
regions of the country, rather than spread broadly over the economy.
In some major sectors, the demand for goods and services is still rising.
Capital spending plans of business firms remain strong, and so do in-
ventory demands for the many materials and components in short
supply. In fact, new orders for business capital equipment continued
to increase in the fourth quarter of last year, and the backlog of un-
filled orders rose further, to a level 17 percent above a year earlier.
Expenditures by businesses for fixed capital will probably continue

to strengthen in view of the urgent need for added capacity in a num-
ber of our basic industries. Residential construction may pick up later
in the year, in response to the improvement that has been occurring in
mortgage credit supplies. With Government expenditures at all levels
also moving higher, as seems virtually certain, it seems unlikely. at
present that the current economic slowdown will become pervasive
or be of extended duration.
The oil shortage is causing hardships for some of our people and

inconveniences for many. In some other countries, the adjustments to
the energy problem will be more severe than for us.'
However, our Nation's business firms and consumers already have

found ways to economize on their uses of oil and other forms of energy.
For example, there have been significant declines during recent months
in the use of fuel oil and electricity across the Nation. As 1974 moves
on, I would expect these adjustments to continue. Domestic output
of crude oil will increase gradually; electric utilities will shift to
greater use of coal; auto manufacturers will expand their capacity to
produce the smaller cars demanded by consumers; and myriad other
adjustments will be made to the energy problem. We are living in
a .difficult time, but our principal asset—the resourcefulness of the
American people—remains intact. In numerous ways we are, even
now, laying the basis for recovery in business activity.
The durability of that recovery will depend heavily on our ability to

gain control of the inflation that has been ravaging our economy for
the past 8 or 9 years. Last year, fresh inflationary forces—reinforc-
ing those already plaguing us—culminated in the sharpest upsurge of
the price level since the Korean War. Even before the disruptive
manipulation of oil shipments and prices by some oil-exporting
countries got under way, the erosion of workers' real earnings and
the soaring of interest rates—both of which were a consequence of the
inflation—had begun to restrict consumer demand, particularly the
purchase of new homes.
A major source of the inflationary problem last year was the coin-

cidence of booming economic activity in the United States and other
countries in the latter part of 1972 and much of 1973. Production of
strategic commodities approached capacity limits throughout the
industrial world, and inflation accelerated everywhere. In our country,
the effects of worldwide inflation were magnified by the depreciation
of the dollar relative to other currencies in foreign exchange markets.
To make matters worse, disappointing harvests in 1972—both here
and abroad—caused a sharp run-up in the prices of food products
last year, and the spectacular advance in the prices of crude oil and
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petroleum products since last fall has greatly worsened the inflationary
problem.
In addressing this committee, I cannot stress strongly enough the

urgency of making some headway this year in reducing the rate of
increase in prices. Failure to do so will further injure tens of millions
of our families and it may destroy confidence in the capacity of Gov-
ernment to deal with an inflationary problem that has been retarding
economic progress and sapping the energies of our people. •
Improvement in the price performance of our economy during 1974 is,
I believe, within our means. The rise in consumer prices should model.-
ate later this year as petroleum prices level off in response to the
drastic adjustments now underway in oil markets around the world,
and as our own food supplies expand in response to incentives for
farmers to increase production. There are other favorable price de-
velopments on the horizon. A slower pace of economic activity, both
here and abroad, may well cause a decline in the prices of industrial
raw material and internationally traded commodities. Also, the ap-
preciation of the dollar over recent months in foreign exchange mar-
kets should make imported goods less expensive and moderate the
demand for our exports, thereby increasing the supply of goods avail-
able in domestic markets.

Realistically, however, we can hardly expect a return to general price
stability in the near future. Substantial increases in the prices of
numerous commodities and services are practically unavoidable this
year. Relative prices of many items are now badly out of balance.
Prices of materials, for example, have recently risen very swiftly, and
many of these cost increases are still to be passed through to the prices
of end products.
A more fundamental factor affecting the course of inflation in 1974,

however, may well be the course of wages and unit labor costs. In-
creases in wage rates have been edging up since last spring. The col-
lective-bargaining calendar for this year is heavy and includes several
pattern-setting industries. It would not be surprising if workers sought
appreciably larger wage increases to protect their living standards
against the persistent rise in prices they have to pay for groceries and
practically everything else they buy. But if economic activity proceeds
sluggishly: this year, as now seems likely, productivity gains will
probably. be even smaller than they were last year. A rise of wages
that is faster than we have recently experienced would therefore put
great upward pressure on costs of production and ultimately on prices.

_ STABILIZATION POLICIES IN THE YEAR AHEAD

Since strong inflationary forces are likely to continue in 1974, even
in the face of declines in production and employment, public policy
is now clearly confronted with a most difficult problem.

Inflation cannot be halted this year. But we can move resolutely to
establish this year a dependable framework for a gradual return to
reasonable price stability. Direct controls over prices and wages will
not be of much further benefit in this effort. New machinery for re-
viewing wages and prices in pacesetting industries can, however, prove
helpful; and so too many a concerted effort to enlarge our capacity
to produce industrial materials. But, in the end, inflation will not be
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brought under control unless we have effective management of ag-
gregate demand through general monetary and fiscal policies.
In the current economic slowdown, the task of monetary policy will

not be the same as in a classical business recession, when a considerable
easing in the supply of money and credit can be expected to provide
the financial basis for the subsequent recovery. This year, our Nation's
capacity to produce may actually decline, or at best rise at an ab-
normally low rate. A great deal of caution will therefore be needed
in framing monetary policy. An easier monetary policy can be only
a marginally constructive influence when economic activity slows
because of a shortage of oil.

Fiscal policy can be used to better advantage than monetary policy
in promoting prompt recovery in this kind of economic environment.
Selective measures such as an expanded public employment program,
increased unemployment benefits, or some liberalization of welfare
payments in hard-hit areas may be needed to cushion the adjustment
to fuel shortages. Also, a selective tax policy of accelerated amortiza-
tion could stimulate investment in the energy and other basic materials
industries, thereby relieving the more critical shortages of capacity
that have recently proved so troublesome.

Current economic conditions may therefore justify special fiscal
measures of the kind I have mentioned. But I would strongly advise
against adoption of a generally stimulative fiscal policy, such as a
broad tax cut or substantially enlarged expenditures. It is not clear
that a strong dose of fiscal stimulus is needed now, and we surely need
to proceed cautiously at a time when the price level is still soaring.
Let me remind you that last month alone the wholesale price level
rose over 3 percent.
An overly expansive fiscal policy now would delay, perhaps delay

for many years, the progress which the Congress has been seeking
in the use of the Federal budget as a tool of economic stabilization. A
moderate increase of expenditures in fiscal year 1975 seems unavoidable
in view of the sharply higher social security benefits enacted last year,
the higher governmental salaries and procurement prices, and the re-
cently rising claims for unemployment compensation. All this is forc-
ing up Federal outlays at the same time that a decline in business
activity is slowing the growth of tax receipts. Taken by itself, a
moderate deficit in fiscal 1975 should not be particularly disturbing.
But we have had deficits far too often over the years, and this pattern
has raised serious doubts about our Government's ability to exercise
rational control over its tax and expenditure policies.

FISCAL POLICY IN THE YEARS AHEAD

Since 1950, we have had deficits in 4 years out of 5, and the size
and frequency of those deficits has tended to increase over the years.
Whether this record came about by choice or, as I prefer to believe,
largely by accident, it has contributed significantly to the dangerous
inflation we are now experiencing.
The economic consequences of inflation are perhaps more apparent

to American families now than at any time in recent history. In the
past year, the average worker's purchasing power diminished in spite
of rather large nominal increases in his paycheck. Interest rates rose
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sharply, reflecting anticipation of further declines in the value of
future dollar obligations. As their real earnings fell and interest rates
rose, consumers hesitated to take on large new commitments, and the
sale of houses, mobile homes, and other durable consumer goods suf-
fered accordingly. While the profits reported by corporations rose
substantially in 1973, they were in part illusory because business ac-
countants are still reckoning depreciation on the basis of historical
costs rather than the ever-rising replacement costs. Reflecting a more
somber view of earnings prospects, the prices of corporate stocks fell
sharply. And, even ignoring common stocks, the real value of the
financial assets held by individuals actually declined during 1973; in
other words, the nominal increase of this basic financial aggregate
was more than nullified by the rise in the consumer price level.

BUDGET REFORM

Numerous measures will be needed to restore general price stability.
Among these, none is more important in my judgment than reform
of the Federal budget. To those who believe that the Congress over
the years has deliberately and consistently chosen to stimulate the
economy by deficit spending, prospects for improving matters must
appear to be bleak. But I draw encouragement from a conclusion that
I conceive to be closer to the truth: namely, that many, perhaps half,
of the deficits in recent decades have come about not by design, but
because of a basic defect in the procedures by which Congress acts
on the budget.

Fiscal policy has not been overly stimulative by choice, but rather
because Members of Congress have been unable to vote on the kind
of fiscal policy they desire. The decisions that determine the ultimate
shape of the budget are made in Congress each year by acting on some
150 to 200 separate measures. This process denies Members a vote on
much more important issues—what total expenditures should be, how
they should be financed, and what priorities should be assigned among
competing programs.
In this process the earnest efforts of this committee to control ex-

penditures have .been frustrated. Year in and year out, the appropria-
tions enacted have totaled less than the executive branch requested.
At the same time, however, the legislation reported by other com-
mittees has inexorably pushed outlays to higher levels, and over the
years these increases have more than offset the reductions effected in
appropriation bills.
The House has now passed a budget reform bill, thanks to the vigor-

ous efforts of members of this committee, along with other Members
of the House of both political parties, liberals and conservatives alike.
This historic step reflects a growing awareness that budget reform is
essential not only for a return to stable prices, but for restoration of
confidence in Government itself. The day is past—if indeed it ever
existed—when only the well-to-do need concern themselves with econ-
omy in Government. Those who would use Government as an instru-
ment of reform have perhaps a larger stake in eliminating wasteful
or relatively unproductive programs.
We have passed the point when new programs can be safely added

to old ones and paid for by heavier borrowing. In principle, taxes can
always be raised to pay for more public services, but the resistance to



281

heavier taxation has become compelling. If we count outlays at all
levels of government, State and local as well as Federal, an increas-
ingly large fraction of the wealth our citizens produce is being devoted
to the support of Government. In 1929, total Government spending
came to about 10 percent of the dollar value of our national output.
Since then the figure has risen to 20 percent in 1940, 30 percent in
1965, and 35 percent in 1973. My impression is that most citizens feel
that one-third of our national output is quite enough for the tax
collector.
Since its revenues are limited, Government must choose among

many desirable Objectives and concentrate its resources on those that
matter most. That is the very purpose of budgets. Congress, however,
cannot effectively determine priorities under its present budget
procedures.
Once those procedures are modified to enable Congress to regain

control over total outlays and to determine priorities among competing
programs, there should be no occasion for broadscale impounding of
funds by the President. Occasionally, impoundments will continue to
be called for, as a matter of good management, but they should not be
a source of friction between the administration and the Congress, since
they will no longer be used to control total outlays.
In view of the broad consensus among Members of the House, there

are good reasons to hope that the Senate will act soon on budget re-
form legislation. If my analysis is correct, the impoundment issue
should diminish in importance once the new budget procedures are in
place. Enactment of this legislation would be a victory for representa-
tive democracy—npt for conservatives or liberals—because it would
give Congress the management tools it needs for effective exercise of its
power over the purse.

FIVE-YEAR BUDGET PROJECTIONS

Meanwhile, it is encouraging to note the progress being made to-
ward better budgeting in ways that do not require legislation. Con-
gress needs better information about the likely costs of existing and
proposed programs, not only the current year, but up to 3 to 5 years
ahead. The President's budget message last year broke new ground by
presenting estimates in functional detail of the outlays for fiscal year
1975 as well as for fiscal 1973 and 1974, and this procedure is carried
forward in this year's budget message. Another encouraging develop-
ment is the beginning of a consultative process between congressional
leaders and the Office of Management and Budget in connection with
the formulation of the budget. It would be wise to expand and deepen
such consultations in the future. Involving the Congress in budget
preparation should help to eliminate the delays that have required in-
creasing use of continuing resolutions and frustrated efforts to make
the budget a really useful management tool.

Finally, I believe that better budget procedures must eventually in-
clude zero-base budgeting. If we are to get the most out of the Federal
outlays, we cannot assume that last year's programs are more beneficial
than this year's proposals. All competitors should have equal oppor-
tunity in the contest for Federal budget support; there should be no
grandfather rights. Both the Executive and the Congress should,
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therefore, require justification of the entire appropriation for existing
programs, not just for increases over last year's level. I realize this will
be difficult to achieve, and it will probably have to take effect gradually
and by stages, but it is so clearly necessary that we will eventually
come to it.
I have offered these comments as a concerned citizen. I am deeply

troubled about inflation, as I know you are, and for that reason alone
you will want to make sure that the administration's budget requests
for fiscal 1975 are fully justified. But I am also greatly disturbed by
what I sense to be a dangerous loss of confidence in our Government's
capacity to make good on its promises. The key to rebuilding this con-
fidence is improved performance by Government, and budgetary re-
form can move us powerfully toward this goal. Congress must find
a way to determine an overall limit on Federal outlays that will be
rationally related to expected revenues and economic conditions, and
establish spending priorities within that limit. I see that as essential
not only to restoring general price stability, but to regaining the con-
fidence of our citizenry in the integrity of their Government.
Thank you very much, Mr. Chairman.
Mr. MAHoN. I would like to say to the members of the committee that

with your indulgence I shall not yield more than 5 minutes to anyone
who seeks recognition, this for the purpose of expediting the hearing.
Also with your indulgence I would like to ask, in behalf of the

committee, as the chairman of the committee, a few questions of the
Chairman.

PAY AS YOU GO POLICY

Mr. Chairman, many of us at home, on the farm, in small towns,
grew up with the theory that a family should pay its way. It
shouldn't spend money that it doesn't have. There are some of us in
Congress who feel that we should try, during relatively good times, to
pay our way, and not go into debt as a government.
At the end of the fiscal year for which this budget is submitted,

the debt will have increased one-third over a 5-year period. I wonder
if you think we should be disturbed about that. Does it make any
sense anymore to try to cling to the old-fashioned theory, that the
Government, during good times, should pay its way and not go beyond
that? In othei words, if we want a program and we are not willing
to pay for it, should we suspend a program, or withhold enacting the
program, until we are willing to pay for it? This kind of philosophy is
rather simple, too simplistic I assume. However, when you get away
from that, and go to macroeconomics, you find yourself completely
lost at times. What is your rationalization of this problem?
Mr. BURNS. Mr. Chairman, I probably am more old fashioned than

anyone here, probably older too, but I believe that in good times we
not only should pay our way, but we should run the governmental
operations with a surplus to make up for the years, and there will
inevitably be some such years I am afraid, when we run governmental
operations at a deficit. I would not strive literally for a balanced
budget year by year, but I would definitely strive for a balanced bud-
get in a a small bundle of years-2, 3, 4, or 5 at the most. That means
that surpluses would have to offset deficits.
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BUDGET REFORM

Mr. MAHON. We have had a rather high level of economic activity
for more than a decade. Of course, we have had a war, but we keep
on going in debt every year under all administrations, and thereby
creating more inflation, and so forth. This year, also, we have a pro-
jected heavy deficit. Each President, when he takes office, seems to feel
if he is going to save the country, that he should be reelected for a
second term. This thinking, it seems to me, brings on additional pro-
grams designed to please the public. Whether it Is good for the public
or not, is often a matter of question. Is there any practical way for us
to stop this trend?
Mr. BURNS. Well, I think Congress is now in process of working

out an excellent answer to this question, namely the kind of bud-
getary reform that you have worked for, Mr. Chairman, you and
your committee, and which the House has enacted I understand the
Seante is ready to vote on a similar bill. I think that budgetary reform,
along the lines of that legislation, will go a very long distance in ans-
wering this problem.
Mr. MAHON. I think the members of the committee will agree that

in your prepared statement you did an excellent job presenting a philo-
sophy that should be forcefully called to the attention of the Con-
gress and the American people. I think your statement is one of the
most provocative and profound that we have heard here on Capitol
Hill in many a day. We are grateful to you for it, and I hope that
by budget reform we can make some progress toward a more balanced
budget and a more stable economy.

EXPECTED UNEMPLOYMENT LEVEL

I would like to refer to page 1 of your statement, in which you indi-
cate that an upward trend in unemployment is underway. Unemploy-
ment as you indicate has risen to 5.2. It was 4.8 at the end of 1973.
How far do you expect unemployment to go? You no doubt have con-
fronted this question in the Federal Reserve.
Mr. BURNS. Over the years I have learned that my own capacity to

predict in terms of numbers is very limited, and I very much hope that
younger men will learn that lesson faster than I did. All that I can
indicate to you honestly is all that I know. The forces at work in the
economy now are moving us in a downward direction, but there are
reasonable grounds for expecting a recovery later in the year.
My staff is projecting an unemployment rate in the neighborhood

of 6 percent by the end of the year. I listen to my staff but put a ques-
tion mark next to all numbers which they present me with. I hope that
we will do better than 6 percent, but I cannot rule out the possibility
that we will do worse. As a student of the business cycle all my adult
life, I have learned that when the economy slows down, it sometimes
gathers momentum. I don't think it will this time, but I do not have,
nor does anyone in the world have, a firm basis for such a conclusion.
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PROGRAMS FOR STIMULATING THE ECONOMY

Mr. MAHON. Mr. Chairman, the budget is based on an unemployment
rate of about 5.5 percent. We have been told that if it goes beyond
5.5 percent, certain measures will have to be taken, yet we haven't been
able to elicit from those who testified before us a good understanding
of what those measures might be.
Of course, if unemployment goes to 6 percent, the spending on un-

employment insurance and otherwise will increase and the national
debt will skyrocket. Already it is predicted that the Federal funds
deficit will be $17.9 billion. On the other side of the ledger, if unem-
ployment rises, revenues will fall. Would you have any suggested
remedy for us to try in wrestling with this problem?
Mr. BURNS. I think that unemployment compensation, perhaps

larger benefits, perhaps extending these benefits over a longer dura-
tion, is the best single way of dealing with the problem, because while
such expenditures may soar for a time, they are inherently self-limiting
and self-correcting. That is to say, once the economy improves and un-
employment declines, unemployment compensation will also shrink,
in contrast to other types of governmental programs, such as a public
works program, or increased military outlays, for example, that will
go on after temporary unemployment problem has passed. That we
must avoid. Improving, enlarging unemployment insurance benefits,
I think, is an excellent way.
Now, another program that Congress has experimented with, which

I think also has some merit for dealing with this problem, is publia
service employment. You can zero in on the specific areas where un-
employment exists, and provide temporary jobs for people in that
way, and that can be helpful. That too is a self-limiting program.
That would be the direction in which I would look, in the event that
unemployment rises to a dangerous level. I would make contingency
plans now, but I would not move in that direction just yet. I would
try to be ready to do so without excessive delay.

TRIGGERING ECONOMIC STIMULATION PROGRAMS

Mr. MAHoN.:What things will have to happen for it to become ap-
parent that further stimulus of the economy is needed? When would
you begin to move?
Mr. BURNS. I think that I would hold prefatory hearings rather

early. I would try to draft legislation, and in the event that unem-
ployment exceeds 51/2 percent, I would think very seriously of passing
such legislation.

INFLATION RATES

Mr. MAHON. Mr. Chairman, what is your prediction about the
rate of inflation which is likely to occur in calendar year 1974 and
1975? You spoke of the wholesale price index having gone up more
than 3 percent in J anuary.
Mr. BURNS. Right.
Mr. MAHON. This is a very shocking and disturbing statistic. Could

you give us some guidance as to what may develop with respect to
inflation this year?
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Mr. BURNS. I think that depends on how we conduct our affairs.
There is a danger that if we put prudence to one side—and we have •
not been prudent enough in recent years, and at a time when unem-
ployment is increasing we may throw prudence entirely to the winds—
there is a danger that we will have an inflation rate in this country
in two digit figures. In other words, we will move toward a Latin
American standard. When that happens in this country, there will be
only one way, in my judgment, of bringing inflation to a halt. Inflation
does so much damage to people that sooner or later we will gather
the courage to deal with the problem, but once inflation reaches such
a height, about the only way that I can see of bringing inflation to a
halt is through a stabilization crisis, and that means mass unemploy-
ment. That is a terrible thing to contemplate.
Mr. MAHON. We haven't had that since the thirties.
Mr. BURNS. That is correct.

BASIC INDUSTRY CAPACITY LIMITATIONS

Mr. MAHON. I must say that your statement is a bit shocking, but
I think these are times when we must learn to take the shocks and
then try to act. I would like to ask you this: What good does it do to
undertake many new or enlarged Federal spending programs designed
to stimulate the economy, if basic industries are already operating
at or near capacity? Would additional demand created by such spend-
ing programs add to inflation and yet not solve the problem?
Mr. BURNS. I think we have to become much more selective in our

fiscal policies. I can see some point in accelerated amortization of the
kind that we had during the Korean war, when certificates of necessity
were issued, and we had 5-year amortization, and thereby stimulated
a growth of capacity in certain industries.
I would do that to relieve shortages that have occurred in a fairly

large number of our basic raw material producing industries. Many
have inadequate capacity at the present time.
Mr. OBEY. Which ones?
Mr. BURNS. Well, the list is quite long. The steel industry is one.

The cement industry is another. The paper industry is another. The
list is quite long.

DEFENSE SPENDING

Mr. MAHON. I would like to go back to a statement which you made.
You seem to state categorically, that we shouldn't use the military
budget for the purpose of stimulating the economy. There are those
who say that the dramatic increase in the defense budget, from the
standpoint of dollars, and of course the dollars are not worth what
they used to be, is being used for the purpose of creating jobs, prevent-
ing unemployment, and keeping the economy humming. Would you
comment on that?
Mr. BURNS. I know nothing about that. My own feeling is—that is

an area where I lack expert knowledge—my own feeling is that we
have been neglecting, our national defense, and that a larger budget
for national defense, if we are to have a safe future, has probably
become necessary.
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I don't know the details, but I do know this. Military pay has risen
very sharply, and procurement costs have gone up very sharply. We
have drawn down our inventory of military supplies. The amount that
is now available for research and development, and for procurement
of military equipment, has shrunk severely in real terms. We are not
living in a peaceful world really. I think we are living in a dangerous
world. I am very pleased with the efforts that the President has made
towards detene

' 
and the partial success that he has achieved, but I am

not convinced that this country is safe or will be safe, unless our
defenses are so strong that no adventurer in any land would risk a
military struggle with us.
Mr. MAHON. I am very grateful that you shared these views with us,

Dr. Burns. It is true that self-survival is the first law of nations, and
we must maintain an adequate defense. I couldn't agree with you more.
Mr. CEDERBERG. Will the chairman yield?
Mr. MAHoN. I yield to the ranking minority member of the

committee.
NATURE OF CURRENT ECONOMIC SLOWDOWN

Mr. CEDERBERG. Dr. Burns, I want to commend you along with the
chairman on a very excellent, provocative statement. I think it is one
of the best we have had in a long time. I only have a couple of very
brief questions, and some of them you have probably fairly well
answered, but on page 2 of your statement you indicate that the current
recession isn't typical of a normal business recession, and you indicate
that the unemployment that has occurred, mainly because of the en-
ergy situation is concentrated in certain areas. I happen to come from
the State of Michigan where this concentration is quite heavy, as you
understand, because of the automobile industry, and certain adjust-
ments are being taken there by the companies to try to do something
about that.
You state further that it is concentrated, rather than spread broadly

over the economy. I think the thing that concerns us is that over the
months it might become rather widespread throughout the economy.
Can you give us concrete things that we can do to help prevent that?
I realize that you have touched on such things as public service em-
ployment and so forth, but are there any other things that you think -
we can do to prevent unemployment from spreading, because I think
this is the concern of most all of us here, that unemployment could
spread much more throughout the economy. What we need now is
some indication of confidence from the Congress and from the Govern-
ment that we aren't going to let this spread throughout the economy.
Can you give us any further things that we can do?
Mr. BURNS. Let me, if I may, take a minute or two first to com-

ment on the peculiarities of the current slowdown in the economy. In
a typical business recession, economic activity, production and em-
ployment, decline because of a slackening in spending by various sec-
tors of the economy. In the present case what we have is an impediment,
not so much on the demand side, but on the supply side. Our capacity
to produce has been curtailed. This is reflected in large part—not en-
tirely but in large part—in the declines in production and employment
that have taken place.
A second difference between the current slowdown of the economy

and a typical business recession is that in a typical recession declines
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in activity spread out across the economy. At present, trends diverge
very sharply among industries and regions of the country.
A third and very important difference between the present slow-

down of the economy and a typical business recession is that in-
flation is now raging whereas in a twical business recession the price
level either moves down or remains unchanged, or at most rises slightly.
We now have therefore a new problem, a very unusual problem.

We don't have experience for dealing with this new and unusual prob-
lem, and all that we can do is to diagnose the present difficulty as we
best can, rely on our judgment. Some short-term remedial measures
are needed, such as strengthening unemployment insurance and pro-
viding some additional public service employment. I believe that under
existing legislation public service employment this calendar year
will decline relative to 1973. I believe that is true.

RESTORATION OF CONFIDENCE

If I am right on that, that is something that deserves the attention
of the Congress, but far more important than any of these remedial
measures would be a demonstration by the Congress to citizens across
our land, that the Congress takes inflation seriously, that it is deter-
mined to bring inflation to a halt, and is ready to embark on a pro-
gram for accomplishing that objective. Quick passage of the budget
reform legislation, and helpful explanation of that to citizens across the
country, would be very helpful.
I hope that once this legislation passes, which I trust will be very

soon, that every member of this committee, indeed every Member of the
Congress, would address his constituents and make one speech after
another, explaining the new budget legislation. I hope too that mem-
bers of my profession, the economists of the country, would join you in
explaining that we have turned over a new leaf, that we have now
embarked for the first time in our Nation's history on a legislative
budget, and that we will henceforth run our finances in such fashion
that inflation will no longer be the evil that it has proved to be to our
people. Restoration of confidence I think is the most important single
thing. People are worried about their pocketbooks. Those who have
jobs are fearful that because of inflation they may lose their jobs, or
if they retain their jobs they still wonder whether they will be able to
meet their bills.
I have been disturbed looking at the increase in delinquency rates

that has occurred, even before the slowdown in the economy became
visible.
Mr. CEDERBERG. I appreciate the comments you have made, Dr.

Burns, and I have to agree with you. What we will have to try to do is
to restore confidence in the individual citizen in the country that the
future is going to be more hopeful. I think the gentleman from Mas-
sachusetts, Mr. Boland, yesterday alluded to the problems that he finds
in his district. I find them in mine whereby you go back, talk to the
average citizen, and he has those concerns, and he is reluctant to make
certain commitments that he would normally make which can have
an impact on the economy.

30-156 0 - 74 - 19
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RETURN TO PRICE STABILITY

You refer to inflation. Obviously inflation is one of the most
difficult problems we have to deal with. You state that we should
return to a gradual reasonable price stability. Has anyone ever made
any determination as to what reasonable price stability would be?
Mr. BURNS. Well, I will give you my favorite answer. To me price

stability means zero rate of inflation. If it reaches 1 or 2 percent, I
would be a little unhappy, but still consider it a good year relative to
what we have had. For the purpose of getting along, I would call
that reasonable.
Mr. CEDERBERG. IS that practical in light of what has happened,

say, in this country since World War II?
Mr. BURNS. Yes, I think it is sure. We have had periods of reason-

able price stability in this country.
Mr. CEDERBERG. We have never had any 1 or 2 percent.
Mr. BURNS. Yes. Take the period from the close of 1951 to early

1955. Another period was from toward the end of 1957 through 1964.
Mr. CEDERBERG. At the same time, though, we had a relatively high

unemployment rate, didn't we?
Mr. BURNS. In the first period, no.
Mr. CEDERBERG. We had the Korean war.
Mr. BURNS. Yes and you did have some increase in unemployment

during the recession of 1953-54, but it was very mild.
Mr. CEDERBERG. Would it be better for the country as a whole if we

could have unemployment drop down substantially and sacrifice a
little of that for 3 or 4 percent inflation. Is that a better tradeoff?
Mr. BURNS. I have very little faith in these tradeoffs. I think that

we ought to strive for, and that we can succeed, in bringing the infla-
tion rate down to 1 or 2 percent, perhaps to zero, and still have a very
satisfactory rate of employment.

INDUSTRIAL CAPACITY

Mr. CEDERBERG. Now, you talked about the overcapacity and under-
capacity in :certain industries and you indicate you are concerned
about the expenditure of massive funds for public works as a method
of handling an inflationary situation.
What would be the present capacity utilization from or in the con-

struction industry? Do you have any feel for that?
Mr. BURNS. At the industrial and commercial end, construction is

proceeding at a terrific pace and there are shortages of some types of
skilled labor in that type of construction business.
On the other hand, the residential building industry is depressed and

unemployment of these construction workers is rather high.

INTEREST RATES AND HOUSING

CEDERBERG. The housing industry, of course, as you say, is very
depressed. Can't we take some action, say, by your Federal Reserve, to
do something about the interest situation that would make it more at-
tractive to invest some funds in the housing industry?
Mr. BURNS. I think interest rates are a factor in the housing prob-

lem, but I believe that the main depressant of home building at the
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present time is not to be found in these financial factors of interest
rates and availability of credit.
I will comment more specifically on that in a moment.
Let me try to elucidate that a little. Take the industry that is very

closely related to homebuilding; namely, production of mobile homes.
Mr. CEDERBERG. I have substantial amounts of that in my district, I

might add.
Mr. BURNS. Now, what has happened? You had a very sharp drop

in the production of mobile homes since the spring of 1973. Now, ask
yourself a question. Was that due to high interest rates, rising interest
rates? Clearly no. We have very good statistics on that, compiled by
the Federal Reserve Board, which show that the level of interest rate
charges on mobile home financing was virtually steady throughout
1973. Was it largely due to availability of credit? On the contrary,
Credit was freely available for this activity at the banks and at the
sales finance companies.
Why then did you have this decline? I think you had a decline be-

cause inflation eroded the purchasing power of working people. Prices
were rising faster than wages. Therefore expenditures on expensive,
durable goods such as mobile homes, and also some new conventional
homes, and later on automobiles, declined.
Mr. CEDERBERG. So you are saying really there isn't much hope for

the mobile home industry or the housing industry unless we get infla-
tion under control?
Mr. BURNS. I think that is a major factor.
Now, I don't mean to say for a moment that in the case of the con-

ventional homebuilding industry, the level of interest rates has not
been a factor. I think it has been a factor. Interest rates rose sharply
this year. Not only did interest rates rise very sharply, but money
tended for a while to flow out of our thrift institutions, particularly
the savings and loan associations, and many of the savings banks.
That condition is being corrected very quickly. Mortgage interest

rates have been coming down. I just saw a report yesterday to the effect
that only in one of the districts where our Federal home loan banks
operate is there any shortage of mortgage credit.
A few months ago there was a shortage everywhere. That condition

is correcting and I think that is one reason why we can reasonably
anticipate some improvement in homebuilding later in the year. But
I think the main obstacle to good recovery is inflation.
There is another significant factor that impinges on the homebuild-

ing industry at the present time. Let me just mention it. If you are un-
certain about getting gasoline to drive your automobile, you will think
twice before you will make a commitment to buy a new home 30 miles
away from your job. Construction in suburban areas has diminished,
and diminished very rapidly, because of the uncertainties connected
with the gasoline supply and what the price may be.
Of course, another factor is the increase in unemployment. When

you don't feel secure in your position you are not likely to go out and
buy a new home.
Mr. CEDERBERG. Thank you, Dr. Burns.
The following information is submitted by Mr. Burns for the record of the

February 21, 1974, hearing (questions by Congressman Cederberg) :



290

Question No. 1. Could you tell us what the Federal Reserve is projecting in
the way of changes in interest rates and the availability of money over the
next year or so, and would you comment on the effects of the President's fiscal
policy on your monetary policy?
Answer. Probable changes in interest rates and in the availability of money

and credit are subject to exceptional uncertainty in the current unsettled eco-
nomic environment. The Federal Reserve is monitoring closely developments in
the industrial economy and in financial markets, and will make such adjust-
ments in monetary policy as are consistent with cushioning the effects of the oil
shortage and at the same time offer hope of reducing inflationary pressures.
In the fall of 1973, the Federal Reserve responded to the tapering off in the

rate of economic expansion by increasing somewhat the availability of bank
reserves and by reducing marginal reserve requirements on large CD's and
related instruments. Since that time, short-term rates have declined significantly.
It is impossible, however, to say how much further rates will decline—or even
whether over the next year rates will move higher or lower. Much will depend
on how successful we are in slowing inflation.
Fiscal policy has a significant influence on economic activity and prices, and

in this context fiscal policy inevitably affects monetary policy. The financing
of a Federal budget deficit like that in prospect for this year will tend to put
some upward pressure on interest rates. If the Federal Reserve sought to fi-
nance the deficit through money creation—in an effort to avoid the effects of
deficit spending on interest rates—the rate of inflation might well increase,
thereby releasing forces that would soon drive interest rates even higher.

Question No. 2. What effects will this debt financing have on capital markets?
Answer. Federal deficits financed by borrowing tend to raise interest rates,

and these higher rates partially offset the fiscal stimulus arising from the deficit
However, when the economy is operating considerably below potential, private.
demands in capital and money markets are tempered. At such times, Treasury
borrowing places less pressure on interest rates than when economic activity is
rising briskly.
This year may be an exception to the general rule, since corporations are

likely to borrow heavily in long-term markets to finance investment spending—
despite the economic slowdown. The interest rate pressures that may stem from
corporate borrowing are likely to be felt mainly in the long-term market, while
the expected Treasury borrowing should have its major impact on short-term
rates.

Question No. 3. The economic report of the President suggests that money
stock should grow at 8 percent in 1974. What is your thinking on this recommen-
dation?

Answer. The economic report of the President suggests that, on the basis of
observed long-run relationships, an 8 percent growth in M2 during 1974 would
be consistent with the council's forecast of GNP growth. Such an historical
relation is of some interest. However, the short-run relationship between money
and GNP growth, is extremely variable—a fact that is noted by the council in
its statement. By way of example, it might be noted that M, grew 7.7 percent
in 1970 when GNP rose only 4.5 percent, but it grew 8.8 percent in 1973 when
GNP increased 11.5 percent. Changes in the public's preferences for various
types of assets and other factors must therefore be taken into account in deter-
mining the rate of monetary growth consistent with any given rate of growth
of GNP.

JOINT COMMIivrbE ON THE BUDGET

Mr. WurrrEN. Doctor, I wish to thank you for a very fine statement
and to thank you for your contributions to the Joint Committee on
the Budget. I happened to be the cochairman of that committee.
I don't know of any other time since I've been in Congress where a.

proposal was unanimously adopted by such a diverse group of Mem-
bers, a bill was unanimously introduced and unanimously reported out
by the Rules Committee with about 85 percent of the original sugges-
tions of the joint committee intact.
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PUBLIC WORKS AS A METHOD TO COMBAT UNEMPLOYMENT

We need stability as far as finances are concerned for the good of the
country but I think the question goes deeper than that. The question
is what you spend it for. I have been disappointed in your statement
that one of the solutions is unemployment insurance as against public
works, if I understood you correctly.
Unemployment insurance means you are issuing more money to

somebody because he is unemployed, so there is no long-term contri-
bution to society. On the other hand, if that same amount of money
was given to the same people to improve the country and protect it and
make it rich, not only would you be directing your efforts toward em-
ployment instead of spending more money for unemployment, but you
end up a richer country, with long-term benefits long after the crisis
was over.
This won't take but a minute, but this is a statement I have made

that was carried all over the country: This copy is from the Fauquier
Democrat:
We could leave to our children all the money in the world, and a worn-out land,

and in effect we would leave them nothing. On the other hand, if we leave them
rich land with soil erosion stopped, with rivers and harbors free of pollution,
and our hillsides once again in trees, they'll make it fine whatever our financial
plight, for with a rich country behind them, they could establish their own finan-
cial system.

I am an amateur economist and I would question where we should
spend our defense money. You started off by saying you didn't know
anything about defense, but then you went on into how much defense
spending is needed. I happen to be on the committee and there is a
whale of a lot of difference between spending for defense and spending
in the name of defense.
As of today we have 300,000 soldiers in Europe but we have 248,000

dependents. Which way would they go if you had a war?
We don't have an all Volunteer Army; we have an all employed

Army; $175 a month to get a private. If you put up with 15 weeks in
training, we give you $2,000.
Then if you reenlist, we pay up to $10,000. Now, if war broke out,

how many would reenlist for a new tour?
How many planes do we have for the generals?
You see, when you get into these areas where you don't deal with it,

you can see what it leads us into here.
I have been on this committee when the Secretary of the Army testi-

fied that he had let a contract in Detroit for $100 million worth of
trucks to pump prime the economy years ago when we had trucks all
over the world running out of our ears.
I agree that is the poorest place to spend money for the purposes of

employment.
I agree with you on defense. The question is, how much is in defense

iand how much s in the name of defense?
I think I have identified myself in agreeing with you on the need

for stability of our monetary affairs, but think about this: Over half



292

the national debt was incurred in foreign aid. Did you know that?
Over half was incurred in foreign aid.
Not only that, but take foreign aid and the waste that I can point

out in the $11 billion that the military has in carryover funds. That
more than offsets $11 billion that we are impounding which Congress
appropriated for sewage treatment plants to keep raw sewage from
flowing into our streams.
Is it fair on one hand to hold back this money that would be spent

creating public works, improving public health, creating jobs—freeze
that, but carry on foreign aid, carry on defense expenditures where
you have no goods to offset it?
I say, sir, we are in a bad shape.
I think 

insurance 
should reconsider when you say the answer is unem-

ployment  where we print money and give it to people so
they can afford to be unemployed, as against spending the same money
to stop the floods, the deepen the harbors so the big tankers can come
in so we can get gasoline.
As great as you are in the field of economics, and I take my hat off

to you, I think you make a wonderful contribution to the country, but
when we get into these practical matters where to put the money, that
is not exactly the forte that the economist devotes most of his atten-
tion to. I think you prefaced your statement when you spoke of the
military when you said this was out of your field. Am I correct?
Mr. BURNS. Your memory is perfect and your comments are wise. I

don't think there is a real quarrel between us.
I was not addressing myself to the question of whether more spend-

ing on public works is or is not desirable in principle.
I was addressing myself to the question of whether public works

programs are effective solutions to very short-run unemployment prob-
lems and I stand on my ground.

Public works are the poorest kind of remedy for that kind of prob-
lem. The reason is most public works require long periods of planning
and they take a long period to build. Therefore the money will be
spent after the unemployment problem has passed and you are in an
altogether different economic phase.
Mr. WHITEN. May I say I value your opinion, but I think you just

point out what I tried to get Mr. Shultz to say yesterday and tried
to get Mr. Ash to say yesterday.

Since you have pointed out that you have to look ahead, plan ahead
and have these public works ready so that we won't have this delay,
you can see the value now of having a backlog of public works ready
so that Newark, N.J., or New York City will have something that
they can do with these unemployed to improve the city and be ready
to move.

Doctor, you said that the wholesale price index had gone up 3 per-
cent. That means that in terms of a constantly increasing amount of
money, that the same goods figured into cheaper money comes out 3
percent higher. That is what you mean.
The same goods figured into an increasing supply of money comes

out 3 percent higher. Is that right?
Mr. BURNS. [Indicates "Yes."]
Mr. WHITTEN. The increase in the price index means the commodity

figured in terms of present day money is 3 percent higher in terms of
that money. Is that right?
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Mr. BURNS. [Indicates "yes".]
Mr. MAHON. You may supply for the record a reply to that question.
Mr. BURNS. I will be very glad to do that because I have had some

practical experience with that problem and I will take advantage of
the opportunity.
[The information follows :j
The following information is submitted by Mr. Burns for the record:
In the present economic slowdown, with rates of inflation remaining high, and

the incidence of the fuel shortage affecting various sectors and regions of the
economy unevenly, broad-based or prolonged fiscal stimulus would seem inap-
propriate. An expanded public works program would be particularly ill-advised
at this time. Public works projects ordinarily take a good deal of time to get
underway—plans need to be drawn or brought up to date, sites may need to be
explored, specifications have to be worked out, contracts have to be arranged,
and so forth. Once started, they often go on for years, long after the need for
economic stimulus has vanished. Thus, they are hardly suited to the peculiar
characteristics of the economic environment in which we find ourselves.

Selective fiscal measures are better able to deal with the specific pockets of
unemployment that are beginning to arise because of the energy shortage. For
example, enlarged public sector employment and extended unemployment benefits
can deal with specific regional or industrial unemployment without permanently
increasing Federal spending, and thereby worsening our chances of regaining
lasting prosperity.
The administration recently sent to the Congress a proposal for increasing

the period over which unemployment benefits might be received, and for extend-
ing coverage to individuals not previously included in the program. I would
urge the Congress to enact this proposal.

STABILIZING THE ECONOMY

Mr. EviNs. The President has submitted the largest budget in the
history of the Nation, an expansionary budget, an inflationary budget
inflation continues.
Last year we had a restricted budget of slowdowns, cutbacks, ter-

minations. This year you propose an expansionary budget and you
state inflation cannot be halted. You say that at page seven of your
statement.
I agree it cannot be halted with the inflationary budget which is

proposed this year.
You have been in the position of advising the President for the

past several years and inflation hasn't been halted and you are still
proposing a big budget deficit.
You have referred to several things that should be done, increase

unemployment compensation, and you say the Congress should pass
budgetary reform. I wish you would either now or for the record spell
out exactly what should be done to halt inflation.
Your book is entitled "Prosperity Without Inflation."
Will you give us a brief on that book so we can see how we can have

prosperity without inflation?
Now turning to the unemployment picture I am in agreement with

Mr. Whitten that public works would provide greater employment
for this country in this time of high unemployment. It would at the
same time provide capital assets for the country and investments in
long-term returns.
If we on this committee hadn't been pushing for public works, we

could be in a much worse situation in the energy crunch today.
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What can be done about the oil crisis? What can be done about
inflation and unemployment? We need answers to some of these
questions.
Mr. MAHON. Will you comment on that?
Mr. BURNS. I will be very glad to.
I have indicated my views on fiscal policy in my statement.
Now, so far as monetary policy is concerned, I have also indicated

that we on the Federal Reserve Board will have to be very cautious
this year and not yield to the temptation of adding liberally to
reserves of commercial banks. We don't intend to do that.
Now, what else can be done? I think that the Economic Stabilization

Act, which is due to expire as of April 30, is under review and there
are some changes I would make. I would drop the present controls
for the most part. I would, however, retain them in the case of the
petroleum industry, the construction industry, and the health
industry.
Second, I would establish new machinery under which hearings

would be held on wage or price increases in pacesetting industries. I
would rely very heavily on the force of public opinion. Recommenda-
tions would be handed down by an ad hoc board dealing with a specific
Price problem or a specific wage problem. The degree of compliance by
individual firms would be watched. A record would be kept. That
record would be disclosed to the general public. I think that can be
quite helpful.
In addition I think that we have to eliminate, or at least make

progress in reducing the featherbedding that exists in a good many
of our industries.
Next, I would look favorably on accelerated amortization of new

facilities for some of our key raw material producing industries, with
a view to removing the bottlenecks on supply that exist at the present
time. I think also that would be helpful in the fight against inflation.
I would watch very carefully what happens to the value of the

dollar in international markets. If the dollar depreciates in interna-
tional markets, that will send up the prices of goods that we import
and price increases arising from that source-

DEVALUATION OF THE DOLLAR

Mr. Elam. They have been devalued twice in the last 2 years. We
had the Smithsonian devaluation, hailed as the greatest monetary
reform in history, and it collapsed and we had to go through it again.
We are concerned about the devaluation of the dollar and the money

policy situation.
We know what the problems are. We want the answers. I wish you

would touch on what could be done about all of the current problems.
Mr. BURNS. I am touching on a lot of things and if you have the time

I would be glad to visit with you at. great length on this.
Let me point this out to you: You are quite right in saying we have

had two devaluations of the dollar. This is not the happiest chapter
in our financial history. But, since the middle of last year, the dollar
has appreciated dramatically. The dollar is now the strongest cur-
rency in the world once again and this is a success story that I think
should 'be borne in mind.
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Also, we have had a dramatic turn-around in our balance of pay-
ments. We now have a surplus, not only on merchandise accounts,
but in our overall balance of payments. We have turned things around
beautifully in that area. All that I meant to say in touching on that
was, let's try and keep it that way.
Mr. CONTE. Mr. Chairman, you mention the devaluation of the

dollar has improved our international performance and the balance of
payments.
In 1973 we had a surplus of $1.7 billion for the first time since the

1950's, but, Mr. Chairman, don't you think that the devaluation
measure ha is also failed to control domestic inflation and spiraling
basic price rises as they affect the average American's income and
spending power?
Mr. BURNS. The devaluation of the dollar was a consequence of

our inflation, there is no question about that.

FOREIGN AID PROGRAM

Mr. CONTE. In a time of decreased national production and employ-
ment with scarcity in both food and petroleum products, the family
budget is severely affected. It has taken away people's morale. What
justification have you for appropriating further large sums for for-
eign assistance and U.S. international monetary institution aid pro-
grams?
Mr. BURNS. Our foreign aid program, I think, has been diminishing.

I, for one, would be reluctant to see it eliminated because there is a
great deal of poverty around the world. Ours has been a compassionate
country throughout our history. Beyond that, if we are to have a
peaceful world, I think we cannot stand by and ignore the poverty in
so many areas of the world. The amount we are spending is not very
large, but we still might reduce that expenditure some.
Mr. CONTE. Mr. Chairman, you say it has been decreasing. The esti-

mates in 1973 were 2.9. At 1974 they were 3.8 and 1975, fiscal year,
they are 4.1.
They are on the increase and I don't think anybody would argue

with humanitarian purposes but there is much more. We have a big
military assistance program going to countries all around the world.
Besides giving food and other humanitarian items.
Mr. BURNS. I think our foreign aid expenditure has fallen relative

to total government expenditure. I also think that our foreign aid
programs now are at a lower level relative to our national income than
is the case with most major industrial countries.

EFFECT OF OIL EMBARGO ON INFLATION

Mr. CONTE. Do you think, Mr. Chairman, then, with the inflation
now raging in Japan, France and Germany and the West European
countries along with the going U.S. inflation, the Mideast oil embargo
will also increase and affect our inflationary problems even more in
1974?
Mr. BURNS. There is a danger of that happening. But I think that

if we manage our financial policies prudently, we are likely to find
that the rate of inflation will be appreciably lower by the end of the
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year than it is at present. That depends on us and how we conduct our
Nation's finances.
Mr. CONTE. You don't think the oil embargo will have any effect on

it then?
Mr. BURNS. I personally think the oil embargo will disappear. I also

think that oil prices will come down. Actually, oil prices are coming
down now on the spot market. In recent weeks the price of oil in the
auction market has come down rather sharply. Those who are bidding
for oil are very cautious in the marketplaces.

OUTLOOK FOR THE DOLLAR

Mr. Corm. Will we upvalue the American dollar in 1974?
Mr. BURNS. If you mean by that, will Congress pass another Par-

Value Modification Act whereby the dollar will be upvalued, my best
guess is that the answer to that question is no.
If, on the other hand, you are inquiring whether the dollar appre-

ciates, as it has in the exchange markets since the middle of last year,
that is very difficult to say. The oil problem has released financial forces
of such magnitude that it is extremely difficult to tell how currencies
will move relative to one another. But I don't expect the dollar to
depreciate this year.
Mr. CONTE. Thank you, Mr. Chairman.

PUBLIC WORKS PROGRAMS
•

Mr. BOLAND. Mr. Chairman, I would like to pursue Mr. Whitten's
argument with respect to an accelerated public works program. You
indicated that this is probably the poorest kind of remedy for dealing
with short-run unemployment. Why wouldn't it be possible to have a
planned public works program now?
You have indicated in your statements here that perhaps Congress

ought to start considering some preparatory plans to meet some of the
problems that we might face this year.
What would be wrong with a planned public works program that

doesn't take a long period of time in which to get specific projects
underway?
Mr. BURNS. In the abstract, there is nothing wrong with that. The

difficulty is that the slowdown that we have in the economy, will, in my
judgment, be over long before these plans are developed. Secondly,
when these plans are developed—now, I am expressing a practical
judgment—you will probably find that the number of projects that are
ready to go and which will require only a short construction period, a
period of less than a year, is not really very large.
I have tried it. I ran a public works planning program. Congressman

Long will remember that. When I was Chairman of the Council of
Economic Advisers, I established, I believe, for the first time in this
country, a continuous inventory of public works projects, so that you
had them all on file, showing the different stages where they were.
Then when we took a count of the number of those projects that were
ready to go and which also were small projects in the sense they could
be started and completed in less than a year, we found the sum was
pitifully small. My guess is we would run into the same problem now.
I could be wrong on that. Besides, I am a planner, and I think such a
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continuous inventory of public works is a fine thing to have. Then we
will know exactly what we are talking about.

DEFENSE BUDGET

Mr. BOLAND. I was interested in your comments on the military
budget this year. The amount for national defense in fiscal year 1974
is $88.2 billion, and that's not counting a $6 billion supplemental re-
quest. The estimate for fiscal year 1975 is $101 billion. I don't think
anyone on this committee, nor would anyone in the Congress, disagrees
with the absolute necessity of having, a defense budget that gives us
security in a very dangerous world.
I think the problem is, as Mr. Whitten said, we have had an incidence

of trucks running out of our ears. There are a lot of sacred cows in the
military budget, and I don't think you mean we should continue these
particular programs.
It is difficult to get out the sacred cows. Whether or not the National

Guard and the Reserves, as they now perform, are essential to the
security of the United States, is an area that should be looked into. The
same applies to whether or not we ought to have troops spread all over
theworld. These are areas that ought to be looked at, but they ought to
be looked at by Congress itself.

ZERO BASED BUDGETING

I was struck also by a statement here on an issue which I think is
crystal clear—that we ought to look at the existing program. Congress
ought to do this. There is nothing more difficult to get rid of in the
world than some program that has been established by the Congress,
sponsored by some Congressman and he wants it continued into per-
petuity. I think it is essential, as you pointed out in your statement,
that we ought to look at the existing programs because there are bil-
lions of dollars that do go into programs that perhaps have served
their purpose and we ought to point in another direction.
I think every Member who serves on this committee recognizes that.

Every single Member serves on some subcommittee in which there are
programs that have been existing for years, that have outlived their
usefulness.
For that statement alone you deserve the congratulations of this

committee.
The following information is submitted by Mr. Burns for the record:
The adoption in the budgetary process of the concept of zero-base budgeting

would be a reform of great significance. Customarily, officials in charge of an
established program have to justify only the increase which they seek above
last year's appropriation. In other words, what they are already spending is
usually accepted as necessary, or at least desirable, without examination. Sub-
stantial savings could be realized if both the Office of Management and Budget
and the appropriations committees of the Congress required every agency to make
a case for its entire appropriation request each year, just as if its program or
programs were entirely new. Such a budgeting procedure will be difficult to
achieve, partly because it will add heavily to the burdens of budgetmaking, and
partly also because it will be resisted by those who fear that their pet programs
would be jeopardized by a system that subjects every Federal activity to annual
scrutiny of its costs and results. However, this reform is so clearly necessary
that I believe we must eventually come to it.
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PUBLIC SERVICE EMPLOYMENT PROGRAM

Mr. NATCHER. Dr. Burns, beginning next week on one of the subcom-
mittees I serve on we will begin holding hearings on the administra-
tion's supplemental request for public service employment. The
amount, as you know, Dr. Burns requested in this supplemental is $250
million. Many people are already saying at this time that this is not
enough money. Even at the present rate of unemployment.
Now, judging from a statement you made to our committee this

morning, if unemployment goes high as you predict, isn't it a certainty
that this $250 million is not adequate?
Mr. BURNS. That would be my judgment.
Mr. NATCHER. Thank you Dr. Burns.
As you well know, Mr. 

you,
not only in addition to the $250 mil-

lion that they request in the supplemental for unemployment insur-
ance, in the regular budget for fiscal year 1975, which is before our
committee, the administration is only requesting $350 million for the
Comprehensive Employment and Training Act.
Also, Dr. Burns, in 1972—you know these figures, I just want to put

them in the record—we had a billion dollars. That was under the old
Emergency Employment Act.
In 1973 we appropriated $1,250 million.
Now, based on the past, based on the prediction that you make this

morning—and I certainly agree with you and I want to commend you
on the fine statement you have made to our committee—I concur in
your statement that the $250 million that is now before the committee
certainly is not adequate, and the amount which is in the regular
budget for fiscal year 1975 of $350 million is certainly not adequate.
Would you agree with that, Dr. Burns?
Mr. BURNS. Yes, I would be inclined to agree.
Mr. NATCHER. Thank you, Mr. Chairman.
Mr. DAVIS. Dr. Burns, let me throw three questions at you at one

time in the interest of time and then I would ask that you respond
within the time limitations and then expand a little bit later beyond
the time limitation.
No. 1, it seems rather discouraging to have the full employment

budget concept which appears to be a sort of shield to explain away'
repeated deficits in light of the fact that it is based on 96 percent em-
ployment, and if I recall our experience in recent years, at least, we
just have never reached that kind of a figure in a normal peacetime
economy.
And then, No. 2, in connection with what some of my colleagueb

have referred to, traditionally we have sort of looked upon the public
works program as being the pump-priming factor when we wanted
to stimulate the economy and yet now we do have the highway pro-
gram, the sewer and water program, the water resources program,
which seems to be at least being held in check.
Does that reflect the feeling that some of these other direct pro-

grams like unemployment compensation and so on are causing quicker
reaction and that is the reason we seem to be moving in that direction?
And then question No. 3, inlight of your comments relating to

delinquency in payments which have surfaced here, what would be
your recommendation with respect to a possible restraint on retail
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credit similar to some of the regulations that have been used in the
past in times of inflation and overexpansion of the credit?
Mr. BURNS. Let me deal with these questions quickly if I may.
As to the full employment budget concept2 I have very little use for

it. I think it has confused more people than it has enlightened.
As for the second question on public works, the difficulty with public

works is that it is not a highly flexible instrument.
Everything that Mr. Whitten has to say about the importance of

certain types of public works is not in question.
The question is only is this a good stabilizer?
I doubt it.
Even so I would look at public works—I would go to the Budget

Office and ask them which of the existing public works that are now
under construction could be speeded up. That can be done. That is
reasonable.
Now, to answer your question about the delinquency, this is not

the time to restrain retail sales on credit.
Looking back toward the end of 1972, consumer spending on durable

goods, which are bought so largely on credit, was then rising very
rapidly. We might have restrained credit then. This is not the time to
do that.

ACHIEVING FISCAL FLEXIBILITY

Mr. MAHON.. Dr. Burns, I would like to follow with some of the
questions which have been raised by my colleagues.
As you know, the flexibility of fiscal policy is very much a topic

of discussion these days. It has become a part of the conventional wis-
dom here in Washington, that a great share of the spending budget for
any given year is largely determined by legislation and decisions made
in prior years. These commitments to future spending take away a
lot of flexibility. The spending side of the budget becomes uncontrol-
lable in the long run.
You, Dr. Burns, have been associated, by the press, with the invest-

ment tax credit on industry as a proper tool for fiscal policy.
Is it your view that the flexibility we seek in the short run is better

found on the revenue side of the budget than on the spending side? It
is possible to take action on the revenue side.
If you can get the Congress to pass a tax increase, and the Presi-

dent to approve it, you can handle it quickly. The processes for spend-
ing changes are more complex than the revenue side. You can't act
quickly to change law, regulations and rules which mandate spending.
We talked here about public jobs. Public service employment. One

day the President called me and said, "We would like to have that
$1 billion."
I replied, "Mr. President, all right, we will bring it up, but if you

ever start this program you will never end it and $1 billion will just
be the start of it."
The -fact is, we now have this program and we will have it until

the end of time, and perhaps that is good.
Everything you get, whether it is a good program or a bad program,

you have to continue it. You can't stop these things. You can't stop
school lunch; you expand it. You can't stop food stamps. You can't
stop education, health, or social security; you can't stop these spending
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programs. Our democracy mandates that these programs must
continue.
Perhaps budget control will help us. I hope so.
Living in a practical world, the revenue side is where we may find

that flexibility.
I would like to have your comment on this issue.
Mr. BURNS. I have advocated and so has my entire board, a variable

investment tax credit as a way to introduce greater flexibility into fis-
cal policy, and also to help this country in dealing with the instability
that is so characteristic of our homebuilding industry. The variable
investment tax credit would have a powerful influence in our judgment
in stabilizing the residential construction industry and thereby help-
ing stabilize the entire economy. I would look for flexibility primarily
on the revenue side rather than on the expenditure side.
There are some things that could be done there, but the main direc-

tion should be on the revenue side.

FISCAL RESTRAINT

Mr. MAHON. Do you recognize the nearly complete impossibility of
bringing down spending once a program is launched?
Mr. BURNS. That unfortunately is the fiscal history of this country

and probably of other countries as well.
Mr. MAHON. Can democracies discipline themselves to have some

control over spending in these apparently vital and important pro-
grams for health, education, welfare, food stamps, school lunch, all of
these things—is there any way to stop short of disaster in supporting
these things that seem to be desirable? We have not been willing to pay
for them.
Mr. BURNS. Mr. Chairman, if you and your colleagues would preach

the kind of sermon—and I, for one, take sermons very seriously—that
you preached this morning and if you would preach it time and again
to your constituents, we would be well on the way I think this country
should go.
I also think members of my profession ought to help you more than

they have been doing.
Mr. MAHON. Our constituents are interested in Federal spending

more and more. Of course, they don't lie awake nights thinking about
ways to curtail Federal expenditures.
Mr. BURNS. There is a problem I have never been able to solve, as far

as our Federal Government is concerned, but in my town in Vermont
we solve it beautifully. Every time we increase spending, we increase
taxes to finance that spending. Then you find that my neighbors are
rather reluctant to increase spending.
Each item of expenditure is looked at very, very carefully.
Now, I have never been able to work out a plan of this sort for the

Federal Government. It is probably an insoluble problem, though I
hope someone more ingenious than I may possibly find a clue to it.
Mr. MAHON. I hope we can find some way of injecting just a bit of

this Vermont philosophy into the Federal Government. At 2 o'clock
we will resume. Thank you very much.
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AFTERNOON SESSION

Mr. MAHON. Mr. Chairman, we will resume the hearing. Mr. Yates
was seeking recognition.

RESPONSIBILITY OF FEDERAL RESERVE IN SETTING ECONOMIC POLICY

Mr. YATES. Mr. Chairman, I want to join my colleagues in express-
ing my appreciation for Mr. Burns' very lucid, forthright and per-
ceptive statement. But, Mr. Burns, I wonder how much influence you
have in setting administration economic policy?
Mr. BURNS. Well, as I think you know, the Federal Reserve Board

is responsible to the Congress, and we are not a part of the admin-
istration. However, we do talk to one another now and then, and I
believe we are reasonably influential.
Mr. YATES. Do you follow or lead?
Mr. BURNS. I follow when I think the one I am following is right

and sound. Otherwise
' 
I don't follow him.

Mr. YATES. Do you believe the one you are following in this instance
is right and sound?
Mr. BURNS. Well, if you would be good enough to specify just what

it is that you are addressing yourself to, I will be in a position to
answer you.
Mr. YATES. Mr. Burns, I am just using your words. You said the one

you follow and I merely used the phrase you had used. Do you approve
of the present economic policies of the administration? Perhaps I
should put it that way.
Mr. BURNS. That is too broad a question. I think I approve of very

many things in the administration, but there are so many things the
administration is doing that I would hesitate certainly to endorse
every part of it. Could you become more specific?
Mr. YATES. Yes I would appreciate your becoming more specific.
Mr. BURNS. Then I will answer the question to the best of my

ability.
Mr. YATES. Can you state the policies of the administration which

you think we ought not to follow? Is that too broad a question, Mr.
Burns?
Mr. MAHON. Of course it is.
Mr. YATES. Why is that too broad? Are there so many such policies

with which he disagrees?
Mr. BURNS. I would certainly much prefer if you address a specific

question to me.
BALANCED BUDGET POLICY

Mr. YATES. Let me go to your statement then, to the committee this
morning. I gathered you were arguing for a balanced budget when
you spoke about the movement in the Congress for budget reform.
The reason I came to that conclusion, was because I thought you were
arguing for bringing budgetary expenditures into balance with budg-
etary receipts. Do I draw the correct conclusion?
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Mr. BURNS. In response to a question by the chairman, I indicated
that I very definitely believe that the budget should be balanced over
a group of years.
Mr. YATES. I am sorry, I lost that.
Mr. BURNS. The budget should be balanced over a group of years,

but not necessarily in any individual year, and I am not arguing for a
balanced budget this year, to be a little more specific.
Mr. YATES. We have had almost $120 billion in deficits over the last

what, 5 or 6 years. At what point do you think we ought to start bal-
ancing the budget?
Mr. BURNS. The sooner the better, of course. If we could achieve

a balanced budget this year, I would be pleased, but I cannot ignore
any more than you and the Congress can ignore the present condition
of our economy, the fact that unemployment has recently risen, and is
likely to rise further in the months immediately ahead.
Mr. YATES. The administration proposes approximately a $9 billion

deficit on the unified basis in the budget this year. As I read your state-
ment, you indicated that if there is a recession. you expect that it
would be quite short term.
Mr. BURNS. That is my best judgment at the present time. As new

evidence comes in, I of course will follow it, and I may revise my judg-
ment at any time.
Mr. YATES. Do you approve of the administration's proposal for the

$9 billion deficit this year?
Mr. BURNS. I would be a little happier if it were smaller, yes.
Mr. YATES. Does that mean that you would favor reduction in ex-

penditures in the Federal budget, to seek a balanced budget or the

opposite or the concomitant?
Mr. BURNS. At the moment I would seek somewhat lower expendi-

tures than the President has proposed, but I would have contingency

plans drawn. Depending on the course of events, I might well be will-

ing to seek expenditures as large as the President has recommended,

and possibly even a little larger.
Mr. YATES. Based upon what you consider to be the state of the

present economy, you would not advocate a tax increase to offset the

deficit?
Mr. BURNS. I would not.

PUBLIC WORKS PROJECTS

Mr. YATES. It was pointed out by some of my colleagues, as we

walked away from the hearing this morning, after hearing your an-

swers to Mr. Whitten and to Mr. Boland about public works, that there

are a great many public works programs that have been on the books

for many years. Mrs. Hansen pointed out to me the fact that there

are forest highways and forest trails and things of that sort that might,

be useful and which are ready to go. Would you consider that public

works projects of this kind would be in the category that you describe

as being too long term in having an effective impact on the economy?

Mr. BURNS. I cannot answer your question with reference to forest

trails, forest roads, and the like. I would suggest these criteria. If you

can start a new project immediately, and if that new project, will be

completed in 1 year or less, that type of project could be considered as
a stabilizing tool under conditions such as we now face, or at least as
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I see them. Most public works projects, however, do not fall in that
category.

OIL TAXES AND PRICE ROLLBACK

Mr. YATES. I have one last question, Mr. Chairman, that concerns
the proposed rollback in oil prices. Have you an opinion on that?
Mr. BURNS. I have a general opinion about oil prices, and that is that

oil prices should rise rather than move down, in the interest of con-
serving energy supplies, and in the interest of stimulating more ex-
ploration, more research, more construction.
Now profits in that industry can serve a social purpose

' 
and therefore

I would have to see compelling evidence for a rollback in prices. My
inclination would be to tolerate even higher prices than we have at the
present time, because they can perform a function in the kind of
economy that we now have.
Mr. YATES. Does that answer mean that you would not impose a

windfall tax because that would be a deterrent to the oil industry?
Mr. BURNS. No, it does not mean that. In principle I would be in

favor of a windfall tax, but I would be inclined to forgive that tax if
the windfall profit is used for new investment, new exploration, new
basic research in the industry.
Mr. MAHON. Mr. Patten?
Mr. PATTEN. Mr. Chairman, I would like to welcome Mr. Burns

here. About the time he started to teach at Rutgers, I was a student
there. We have watched his career with a great deal of interest. I know
you have been well received by the Members of this committee, with
your presentation, and I can just tell you as a former bank director
and attorney for a couple of national banks over a long period, prob-
ably 37 years, I think we used to watch the Federal Reserve more
than we watched Congress. I would like to feel that some of us have
an appreciation of your work and the importance of the Federal
Reserve System, and I wish you great luck in the important job you
have.
Mr. BURNS. Thank you, sir.
Mr. PATTEN. It is a pleasure to have you here, Mr. Burns.
Mr. BURNS. Thank you so much, Mr. Patten.
Mr. MAHON. Mr. Evans.

DEALING WITH THE PROBLEM OF SHORTAGES

Mr. EVANS. Thank you, Mr. Chairman. I just have one question, Dr.
Burns. It relates to testimony we had yesterday I believe from either
Mr. Ash or Mr. Shultz. We were talking about worldwide inflation,
and the fact that this country is caught up in this as well as the major
industrialized nations throughout the world. I believe both Mr. Shultz
and Mr. Ash refer to one of the reasons of this inflation being attrib-
utable largely to shortages in "internationally traded materials."
Do you agree, and if you agree, do you have any suggestions as to

what this Congress should do?
Mr. BURNS. Yes, I would accept that statement. As for ways of deal-

ing with the problem, let me say first of all that without any action at
all, the slowdown that is now occurring in our own economy, and in
other industrial countries, should work its cure. I would, however, as I

30-156 0 - 74 - 20
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suggested in my testimony, consider rather seriously the possibility,
of a program of accelerated amortization such as we used at the time
of the Korean war, when we also had very considerable shortages in our
basic materials industries. We have had insufficient investment in a
good many of our key, basic industries. Five-year amortization is one
way of dealing with that problem, and I think it would help in the fight
against inflation in the years immediately ahead.
Mr. EVANS. Do you see any place, Dr. Burns, in addressing this par-

ticular problem of inflation, in providing additional incentives in our
tax mechanism, by making it more attractive to increase investment in
the reclaiming and reuse of these short materials ?, You mentioned steel,
you mentioned wood, you mentioned paper earlier this morning, as
typical materials that are in short supply. Do you see any adjustment
in our tax laws that might be beneficial in that regard?
Mr. BURNS. Well, of course you could have a higher investment tax

credit on a selective basis, and that would accomplish much the same
purpose. It would work in much the same way as accelerated amortaza-
tion for a selected group of industries.
Mr. EVANS. How about special incentives for the reclamation and

reuse of some of these materials that can be reclaimed and reused?
. Mr. BURNS. I would hesitate, Mr. Evans, to become very specific

about individual industries. I don't know enough to speak with any
confidence about that industry, but I would certainly approach it with
an interested and very open mind.
Mr. EVANS. In regard to this kind of approach, do you have any

preference in your own mind towards either accelerated depreciation
or tax investment credit? Which tool seems to you to be the most
capable of zeroing in on the problem and effectively stimulating that
which you hope to stimulate?
Mr. BURNS. My preference would be for accelerated amortization.
Mr. EVANS. I thank the Chairman.
Mr. MAHON. Mr. Obey.

CONGRESSIONAL ACTION ON THE BUDGET

Mr. OBEY. Mr. Burns, just a couple of questions. You said in your
statement this morning, "To those who believe that the Congress over
the years has deliberately and consistently chosen to stimulate the
economy by deficit spending, prospects for improving matters must
appear to be bleak."
Then you made some references to the importance of the new

budget control plan which we are passing. Well, I spent a great deal
of time on that budget plan myself and I support it, but let me just ask
you a question.
The most that Congress increased the budget any time since I

have been here was $6.1 billion in 1973 out of a budget of $246 billion.
Mr. BURNS. I am sorry, would you be good enough to repeat that

last statement? That $6 billion refers to what?
Mr. OBEY. That is the most that Congress has increased the Presi-

dent's budget since I have been here. It occurred in 1973. As I read
it, that is only a 2.4 percent adjustment in the Federal budget. In
fact, it is only one-half of 1 percent adjustment if you look at it in
terms of the entire gross national product at that time. Since inflation
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was about 6.2 percent that year, aren't you really laying it on a little
heavy, in terms of that being the major cause for inflation?
Mr. BURNS. Well, it is a matter of judgment. I have given you

my best opinion that this, the deficits we have had, have contributed
very materially to the inflation that we have experienced.
Mr. OBEY. But that is a different question.
Mr. BURNS. What is that?
Mr. OBEY. That is a different question. Your statement didn't say

the deficits. Your statement said the actions of the Congress over the
last years, in deliberately choosing to stimulate the economy, was most
distressing to all, and I would just suggest that it has not really been
the Congress that has planned deficits. We have largely taken the
recommendations of the administrations of either party, give or take
1 or 2 percent.
Mr. BURNS. If you are going to quarrel with me on that, then I must

say to you: Why did you take the recommendations of the admin-
istration?
Mr. OBEY. I am quarreling with your language, which implies that

it was the Congress-
Mr. BURNS. No.
Mr. OBEY (continuing) . Which was gigantically responsible for

inflation.
Mr. BURNS. Then my language was very poorly chosen. I am address-

ing the Congress this morning, and therefore I focused on the direction
of its behavior. The laws that are executed must first be passed by the
Congress. You know we are dealing here with a problem where there
are no saints. We are all sinners, Members of the Congress, members
of the administration, trade unions, business enterprises and sad to
say, my own board has sinned at times, too.

ACCELERATED AMORTIZATION IN AGRICULTURE

Mr. OBEY. Let me ask you another question. I am frankly somewhat
sympathetic about your suggestion for accelerated amortization in
some industries. I asked you earlier which specific industries you
really had in mind. You mentioned cement, you mentioned steel. Let
me just ask you this. Would you have in mind segments of the agri-
cultural industry?
Mr. BURNS. Would I have in mind?
Mr. OBEY. Any segments of the agriculture industry?
Mr. BURNS. No, I do not have in mind any segment of the agriculture

industry.
Mr. OBEY. Is there any special reason why not?
Mr. BURNS. Yes, I have a special reason which may or may not

appeal to you. My reason is that one of the finest things we have
done in a long time is to get rid of most of our agricultural subsidies
last year. I look forward to the day, and I hope it will come soon, when
we will remove the remaining subsidies.
Mr. OBEY. But I am not asking about subsidies. You mentioned that

because we are in areas of short supply in areas like steel, in areas like
cement and others we ought to stimulate increased capacity, and I am
asking whether or not the same thing applies to agriculture, where
in many areas we have situations of very great short supply.
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Mr. BURNS. First on the technical point, the subsidy is analytically
equivalent to a reduction in tax, but on your substantive point let me
merely say that the prices of agricultural products have risen sharply.
Our farmers are at long last, and I am very happy about it, prosperous.
They have every incentive in the world, I would think, to expand
their production, and I believe they are doing it.
Mr. OBEY. Let me just cite you one case, milk. Wisconsin is milking

20,000 fewer cows this year than last year. We are going to be in a
much more serious shortage situation as far as milk is concerned a
year from now than we are right now. I don't think that the statistics
bear out your statement.
Mr. BURNS. That may well be. I know very little about the milk

industry. I used to know more, having a farm, but I know very little
about it now. I have heard it said that there was an effective combine
in the milk industry restricting supply. Whether that is so or not, or
to what degree it exists I cannot say. I simply am not qualified to deal
with your question. I wish I were.

OIL PRICES AND TAXES

Mr. OBEY. Could I just ask you one other question. You indicated
that you favored the rise in oil prices because in part it would lead to
greater conservation.
You indicated that the increased oil prices could, in some cases,

serve social purposes. Would you agree with the suggestion made by
Mr. Heller a while ago who suggested that if there were a 5- or 10-cent
increased tax, for instance, on the Federal level on gasoline, that that
tax ought to be used to finance some kind of rebate program to low-
income families, elderly, and other people on fixed incomes. Would
you support that kind of a scheme to ameliorate some of the problems
brought to bear on low-income people by higher prices?
Mr. BURNS. I would start with a basic sympathy for doing some-

thing to relieve the difficulty that individuals in a low-wage category
find themselves in at the present time, when they have to drive 20, 30,
40 miles to get to their jobs and have to pay the kind of price that they
now have to pay for gasoline, but what specific approach I would take
to that problem I am unable to say at the moment.
Mr. OBEY. That is all, Mr. Chairman.
Mr. MAHON. The gentleman from California.

CONTINUED PRICE CONTROLS IN SOME INDUSTRIES

Mr. VEYSEY. Chairman Burns, this morning you made a distinction
between three industries in which you indicated that you would con-
tinue controls for some period of time. I believe you mentioned petro-
leum, health, and construction.
Mr. BURNS. That is right.
Mr. VEYSEY. Why do you single those out? What are the differences?
Mr. BURNS. Well, let me take these one by one. In the case of the

construction industry, we have had an economic stabilization com-
mittee which has had mandatory power over wages. The committee has
not used that power, practically speaking. At the same time it has had
very considerable success in bringing the rate of increase of wages in
that industry down. Here is an arrangement that has worked well. I
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just wouldn't disturb it. That is my reason for saying what I did about
the construction industry.
In the case of petroleum products, there is a possibility that prices

might rise in a free market to a point well beyond what the Congress
or the country at. large would consider tolerable. I think some price
increase is desirable, as I indicated. I think it would serve an economic
function, but a free market could produce an increase in prices well
beyond any such point. For that reason, and also because you have a
law on the statute books now which gives the Executive mandatory
power over prices in this area, I would not disturb that legislation. I
would continue it.
Finally, as far as health services are concerned, we seem to be on the

threshold of new legislation. In view of the experience we had with
medicare and medicaid, when the introduction of these programs had
a highly inflationary effect on the costs of health care broadly, I would
be inclined to retain mandatory controls.
Now, if the Congress did not move in that direction, you see, toward

national health insurance and the like, I wouldn't press that recom-
mendation at all. These are my reasons.
Mr. VEYSEY. In other words, there are three really distinctly differ-

ent reasons for three distinctly different situations.
Mr. BURNS. That is exactly so.
Mr. VEYSEY. I assume that implies the length of time that you feel

controls should be retained would differ, too, depending on the cir-
cumstances of the industries.
Mr. BURNS. That is right, in these three industries.

CONTROLLING INFLATION

Mr. VEYSEY. Do you see any way, by incentive, by coercion, by self-
restraint, or anything else, that will really control inflation in any
foreseeable time?
Mr. BURNS. I think the most important thing is what Congress and

the Executive do in the realm of fiscal policy, and what the Federal
Reserve System does in the realm of monetary policy. These are our
basic tools. If we use them prudently, we should win control over the
inflation, but there are other devices, supplementary devices, some
of which I mentioned this morning, that I would also employ.
Mr. FLOOD. Will the gentleman yield?
Mr. Chairman, I did not hear your reason on construction. I missed

that.
Mr. BURNS. Yes. My reason is simply that the construction industry

stabilization committee, which now has mandatory powers, but which
has not really had to use those powers, that committee has worked
well. It has gotten useful results, and I wouldn't disturb an arrange-
ment that is working well. That is my reason.

FISCAL RESTRAINT

Mr. VEYSEY. To pursue your response further, you said budgetary
restraint would help and I agree that it would, but doesn't the use
of that form of restraint also imply projection into further unemploy-
ment?
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Mr. BURNS. I don't think that follows. I think that a resolve by this
Congress and by the administration to practice fiscal prudence to a
greater degree would help to build confidence in the country. People
are terribly worried about inflation, and they blame you and me. They
blame the Government, and if we show a resolve, and a firm resolve
to deal with the inflation problem, I think we would help to rebuild
confidence in the country.
Mr. VEYSEY. Thank you very much for that response. Thank you,

Mr. Chairman.
DOLLAR OVERHANG PROBLEM

Mr. MAHON. Dr. Burns, a brief question. The committee has been
concerned about the large sum of dollars in foreign banks, especially
Germany and Japan. We have talked about the dollar overhang.
Our hearings on the budget last year dealt rather extensively with
that subject.
At the present time the dollar has more prestige than it had last

year. How much of a threat is the dollar overhang problem to the
long range stability of the dollar? Should we be apprehensive about
it? What ability does the Federal Reserve have to impact on this
problem? These other countries have our dollars. They want to hold
onto them, we were told yesterday 'by the Secretary of the Treasury.
For a time it appeared as though they wanted to get rid of them, but
now they want to keep them. They might change their minds again,
however. What does this mean? Give us a good perspective on this
problem, will you?
Mr. BURNS. Let me talk a little about my profession, which now is

central banking. Central bankers have their weaknesses as well as theif
strengths. One of their weaknesses is that no matter how large re-
serves are, they usually would like to see them a little larger. They
are also conservative men. At a time when their dollar balances were
rising very sharply, their life was disturbed, change being too rapid.
And they were uncomfortable. They then talked a lot about a dollar
overhang. But with the passage of time, they got used to the reserves
they have,and now they love them.
The dollar overhang was a psychological problem. Now it has

vanished, partly because of the prospensity of central bankers to hold
on to what they have.
Furthermore central bankers are a part of the government. Finance

ministers and ministers of foreign affairs also like large reserves be-
cause these large reserves are a symbol of national power and political
prestige. So there are other forces within the government working to
hold on to large reserves.

Finally, in view of the dramatic changes that have occurred in the
international oil situation, every country, practically speaking, in the
industrial world faces a deficit on its international current account.
Therefore, ecentral bankers and other government officials feel they
need large reserves, in order to be able to draw upon them, if neces-
sary, to pay for the oil that their country will need to keep its industry
going.
I would say that the dollar overhang, which was a very significant

psychological and, therefore, also a financial problem a year ago, or
9 months ago, now has vanished. There isn't a central banker in the
world who talks about the dollar overhang. They are talking now about
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shortages of reserves rather than excess reserves, and they certainly
love to hold on to the dollars they have.
Mr. MAHON. Dr. Burns, for the purpose of record, tell us the extent

of the overhang, in dollars, in government hands and in private hands.
You have been talking about dollars only in government hands.
Mr. BURNS. I will supply the figures on these balances for the record.
[The information follows:]

U.S. LIABILITIES TO FOREIGN COUNTRIES' 1962-73

[In millions of dollars]

Yearend

Liquid liabilities to private foreigners 1
Liabilities to

official
institutionsTotal Total

To commercial
banks abroad To others

1962 21, 273 8,359 5,346 3,013 12, 914
1963 23, 629 9, 204 5, 817 3, 387 14, 425
1964 26, 842 11,056 7,303 3,753 15, 786
1965 27, 304 11,478 7,419 4,059 15, 826
1966 29, 104 14, 208 9,936 4,272 14, 896
1967 33,957 15,763 11,085 4,678 18,194
1968 36,721 19,381 14,472 4,909 17,340
1969 44, 232 28, 234 23, 645 4,589 15, 998
1970 45,548 21,773 17,169 4,604 23,775
1971 65, 741 15, 090 10, 949 4, 141 50, 651
1972 81, 257 19, 737 14, 785 4,952 61, 520
1973 90, 588 23, 798 17, 645 6, 153 66, 790

1 Excludes liabilities to international organizations.

Source: "Federal Reserve Bulletin," February 1974, table 6, p. A76.

Mr. FLOOD. Will the gentleman yield?
Gould you supply all the dollars held by foreign governments all

over the world? What percentage is held by the Japanese and the
Germans?
Mr. BURNS. Yes. I will give not only the totals, but I will be sure

to give at least this partial breakdown.
[The information follows:]

FOREIGN OFFICIAL HOLDINGS OF U.S. LIABILITIES, 1962-73

[In millions of dollars]

U.S. liabilities to foreign official institutions Foreign exchange 1 in
official assets of-

Yearend Total Canada
Western
Europe Asia Other Germany Japan

1962 12, 914 (2) (2) (2) (2) 2, 761 1,553
1963 14, 425 1,789 8,508 2,740 1,388 3,225 1,589
1964 15, 786 1,812 9,325 3,028 1,621 2,721 1,495
1965 15, 826 1,702 8,826 3,309 1,989 1,944 1,569
1966 14,896 1,333 7,772 3,995 1,836 2,480 1,469
1967 18, 194 1,310 10, 231 4,428 2, 135 2,873 1,453
1968 17, 340 1,866 8,062 4,997 2,415 3,894 2,261
1969 15, 998 1,624 7,704 4, 552 2, 748 2, 748 2, 614
1970 23, 775 2,951 13, 615 4,708 2,501 8,445 3, 188
1971 50, 651 3,980 30, 134 13, 823 2,714 12, 567 13, 783
1972 61, 520 4,279 34, 197 17, 573 5,471 17, 195 16, 483
1973 66, 790 3,838 45, 713 10, 881 6,358 25, 051 10, 203

1 Nearly all of the foreign exchange holdings are dollar denominated.
2 Not available.

Source: U.S. liabilities to foreign official institutions Federal Reserve Bulletin, February 1974, table 7, p. A77. Foreign
exchange assets of Germany and Japan: IMF, International Financial Statistics, February 1974.

Let me say this about the Japanese, if I may. They have been will-
ing to let go of their dollars during the past year. They have reduced
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their international reserves very substantially, and this is a contribu-
tion to the international financial order that I believe deserves recogni-
tion, and I am glad to be able to say a word about that.

FLOW OF MONEY TO OIL PRODUCING NATIONS

Mr. MAHON. Please expand on that for the record. I would like for
you to help us rationalize the matter involved in the heavy outflow
of money from all countries to the Middle East oil producing coun-
tries. It seems clear that we will be faced with this today, tomorrow,
and in the long range future. What will the effect of this money flow
be? Is all the money in the world more or less going to be concentrated
in the hands of the oil producing nations of the Middle East? What
does this mean to you, Dr. Burns?
Mr. BURNS. I would say that as things stand we have a financial

problem that is literally unmanageable, and therefore the price of oil
will have to come down. Fortunately forces are now at work that are
already driving down the price of oil.
Even after it comes down significantly, we will still have a large fi-

nancial problem to work out. As far as this country is concerned, we
will be able to manage. For some countries, particularly the less de-
veloped nations—I am thinking now of India, the Philippines, Tur-
key—I don't know what the answer for these countries is going to be.
Their condition is truly sad.
Mr. MAHON. Thank you for that remark. I yield to Mr. Sikes.

TREASURY BORROWING FROM FEDERAL RESERVE

Mr. SIKES. Mr. Burns, yesterday, Secretary Shultz discussed the need
for the Treasury to be allowed to borrow money directly from the Fed-
eral Reserve. He said the inability to do this was costing the Govern-
ment a considerable amount of money. I would like to know your feel-
ing about this matter.
Mr. BURNS. Well, he is entirely right. The legislation under which

the Treasury could borrow from the Federal Reserve up to $5 billion,
that legislation has lapsed.
Mr. SIKES. When did it lapse?
Mr. Evusts. Will the gentleman yield?
Mr. SIKESi Yes, I yield.

GAO AUDITING OF THE FEDERAL RESERVE

Mr. Eviists. I think in connection with that, Dr. Burns, is there a
provision for auditing the Federal Reserve system and would you tell
us why you are opposed to the audit of the Federal Reserve system. If
you would agree to a GAO audit, you might get the legislation passed.
I think that is the hang of it.
Mr. BURNS. The Federal Reserve system at the present time is audited

first by our auditors, audited by examiners that we send out, and
audited by highly reputable private CPA firms. The Congress reached
the decision that we at the Federal Reserve would perform this audit-
ing function for the Federal Reserve banks, just as the General Ac-
counting Office does it for governmental agencies generally.
In my judgment, an additional audit by the General Accounting Of-

fice would add to governmental expense, and would simply duplicate
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what is already being done, and already being done on a very meticu-
lous, scale.
However, this is up to the judgment of the Congress. If the Con-

gress wants to spend money for this purpose, I would have no objection
to it. The real debate between the Federal Reserve and the House
Banking Committee is on the issue whether Federal Reserve Systems
policies should be audited by the General Accounting Office.
The General Accounting Office is not qualified to comment on, criti-

cize or praise the policies of the Federal Reserve. To perform this
function as the Comptroller 
Mr: EviisTs. You mean only those in your own shop are qualified to

examine?
Mr. BURNS. I will answer that question as I go along. Mr. Staats,

in his testimony, indicated that to perform this function of evaluating
the Federal Reserve policies, he would have to hire some economists.
The Congress has entrusted a certain responsibility to the Federal
Reserve. I testify before congressional committees fully, freely, and
with complete candor. I answer congressional mail on matters of de-
tail or of a general nature promptly. I make voluminous information
available.
Mr. MAHON. Mr. Chairman, you are testifying about legislation

that has been before the 'Congress and before an appropriate com-
mittee and been considered at great length. It would take all after-
noon to explore this topic fully, so let me suggest that we get on to the
matters for which this hearing was called. We are here to study the
budget and the economic situation.
Mr. BURNS. May I just add one sentence.
Mr. MAHON. You add whatever you want to in the record.
Mr. BURNS. No; I would like to add one sentence now because I

did not answer the question of the Congressman. The Federal Re-
serve is not the only agency to evaluate or criticize its policies. This
is the high function of the Congress, and I want the Congress to do
that, and I hope you will keep doing it, and if you need more help
to appraise the Federal Reserve, get that help, but don't turn to an
unnamed group of individuals and ask them to second-guess what
men in the Federal Reserve System spent sleepless nights deliber-
ating on.

STANDBY PRICE CONTROLS

Mr. SIKES. Dr. Burns, should there continue to be standby price
controls?
Mr. BURNS. I think at the present time I would not do so. I would

not do so because businessmen, fearing that price ceilings could be
slapped on at any time might keep up their prices, whereas otherwise
they might come down. We have had these controls. They are doing
more harm than good, by and large, at the present time. I would get
rid of them, except for a limited number of industries, I would also
set up new machinery for conducting hearings on price or wage changes
in pace setting industries.
Mr. SIKES. You have indicated that you feel that price controls

should be eliminated for everything except health, oil products, and
construction. Do you feel that there should be a rollback in any
of these fields? Let's talk particularly about gas and oil. There is a
very strong movement in the Congress to roll back prices on gas
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and oil. Do you feel that that is feasible, or is it feasible on any of
these three fields?
Mr. BURNS. It may or may not be feasible in a technical sense. I

don't think it would serve a national purpose to do that. We simply
have to economize on fuel and on energy supplies and higher prices
perform the function. On the one hand, they serve to reduce consump-
tion, and on the other hand they stimulate investments in new facili-
ties, in research and exploration, and we need that

REVENUE SHARING

Mr. SIKES. Have you commented on your attitude toward general
revenue sharing? Some of us have opposed general revenue sharing
because we feel that the Federal Government doesn't have the money
to give and that it is going for purposes which were not intended in
the original program. Furthermore the States and communities gen-
erally are building a surplus while the Federal Government is going
further into debt. We are borrowing the money. This disturbs some
of us. Do you feel that revenue sharing is a good thing?
Mr. BURNS. I have a confession to make. In 1969, when I served as

k..ounselor to the President, I persuaded the President, I think I can
fairly say that, honestly say that—I am not proud of the fact I am
making a confession now—I persuaded the President that general
revenue sharing would be a good thing. What I had in mind at the
time was that general revenue sharing would become, to an increasing
degree, a substitute for categorical grant programs.
What has happened is that we have kept those programs—in fact,

we have enlarged them—and we have put general revenue sharing on
top of it. If I had foreseen such a development, I would not have rec-
ommended general revenue sharing at the time. If I had the kind of
influence that I think I had at the time, I do regret it. I am making my
sad confession to you, and at appropriate times I shall do penance.
Mr. SIKES. Doctor, thank you very much for joining us on our side

of the fence.
DEFENSE BUDGET

Dr. Burns, I am one who has been very concerned about defense
budgets. I know they are increasing, but the increase is very largely for
paying people and not for weapons. The Russians are getting about
twice as many weapons per defense dollar as we are getting, and that
in eitself carries a very omnious portent. Can this country, or should
this country, increase its defense budget, in order to obtain additional
weapons, in order to help to insure the security of this country?
Mr. BURNS. My bias is entirely in your direction, Mr. Sikes. I would

say, however, that we must be very careful, and not confuse our mili-
tary or defense needs with our economic needs. To the extent that
we have an economic problem that can be aided with stabilization or
greater spending, let's face up to the problem honestly and objectively,
and not use national defense as an excuse.
Mr. SIKES. Thank you very much.
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ECONOMIC CONDITIONS

Mr. BURLISON. I would like to commend the chairman.
You mentioned this morning the apparent paradox of the recession

that we are now in or that we are entering, in which we find the slow-
down or the recession accompanied by inflation at the same time.
I recall 2 or 3 years ago, 1969 or 1970, somewhere along there, when

we had a mild recession, and I think for the first time in our history
we had this situation to prevail.
Now, I'd like to hear your comments on why this is so, or why it is

so now but has not been so in past economic history in this country.
Is it because there is too much Government control of our economy,
or is it too great a centralization of economic power in big business and
big labor, or what other considerations are there to bring this about?
Mr. BURNS. If you examine the responsiveness of wage rates to busi-

ness recessions, you will find that in earlier times when we had a slow-
down in the economy or recession, wage rates typically remained stable
or actually declined.
Then the response became smaller and smaller, and now we can have

a recession and wage rates will still be rising and prices also rising.
This happened, as you pointed out, in the recession of 1970 to 1971,
and now the same experience is being repeated, but again on a larger
scale. That has been the trend.
What are the causes? Well, briefly, I think that trade unions and

business corporations have become more powerful, and that some are
using their market power to a greater degree than before.
The fact that in the field of labor you have contracts extending over

2 or 3 years, reduces the responsiveness of wages to the state of the
economy. The resort to cost-of-living escalators, too, works in this
direction.
There was also a disturbing development during the 1960's in the

field of public employment where trade unions were extensively orga-
nized, and these trade unions began using their muscle, so that we
had strikes and disturbances of public service. This meant to working
people around the country that if you have muscle and use it, you will
be able to get that which you set out to achieve.
So our trade unions are using their power more effectively, just

as our business corporations have been doing, at least in some of our
industries. But, having said that, in all fairness I should add that dur-
ing the past year—at a time when prices were rising very sharply—
wages did go up rapidly, but they did not go up as rapidly as prices.
Our trade unions showed restraint and moderation for which they
deserve great credit.

NATURE OF THE 1975 BUDGET

Mr. EDWARDS. Dr. Burns, I hope I haven't missed this somewhere
along the way, but I wonder if you would characterize the budget. It
has been called expansionary, inflationary, too little by some and too
much by others. How would you characterize it?
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Mr. BURNS. I would like to see the budget a little lower.
Mr. EDWARDS. Would you say it is inflationary?
Mr. BURNS. I would not characterize it as—I am not trying to duck

your question. I am trying to express my own thought as precisely as
I can. I would say I would feel more comfortable about the inflation
problem if expenditures for fiscal year 1975 were a little lower.
Mr. EDWARDS. Thank you, Dr. Burns.

DANGER OF INFLATION

Mr. LONG. It is a great pleasure to have you here today, Dr. Burns.
As you know, I have worked for you and I have been a great admirer

of you for three decades at least and maybe longer.
I want to ask you whether you feel that inflation is the worst prob-

lem that we have before us today?
Mr. BURNS. I would say inflation is the greatest threat to our econ-

omy at the present time.
Mr. LONG. Looking into the future, would you feel that inflation is

going to continue to be our greatest challenge to Government power?
Mr. BURNS. Here my optimism gets in the way. I would like to think

that we will finally come to grips with this problem; that Congress,
people around the country, and my own board, will consider its urgency
and act on it. Therefore, I would like to think that inflation is not the
main problem in the future.
But if we continue to travel as we have been traveling, it will be.
Mr. LONG. I have made up a list of some of the factors that cause in-

flation to continue over the long run. First we are in the midst of a
world inflation because of the arms race, because of the insistence of
people everywhere in the world of getting more from Government than
they can pay in taxes, and because of food and petroleum price in-
creases. Inflation does not affect just the United States; it is everywhere
in the world.
Some of the greatest inflation rates are in countries that have far

less democracy than we do: Japan and Germany.
We have these commodity shortages—in oil, food, and the metals.

We live in a world of "one darned thing after another." I think you
would agree with that.
In fact, the U.S. economy is diminishing as a proportion of the

world economy because of the growth of the rest of the world. There-
fore whatever our policies are, we have less influence and, thus less
ability to attain our goals in the rest of the world.
Then there is pressure in our country to get more from the Govern-

ment than we are willing to pay for in taxes. I think it is fair to say
that both Republican and Democratic administrations have become
populist administrations in the sense of free spending to a consider-
able degree.
We have stockpiling, price supports, Davis-Bacon minimum wage,

encouragement of strong unions, encouragement of monopoly and I
am just wondering when you look at that list how can you be optimistic
about solving those very stubborn problems for the long run?
Mr. BURNS. I have no good answer to your question or perhaps I do.

I have great faith in the Congress of this country and in the American
people once they understand a problem and make up their minds.
Mr. LONG. Do you feel that we can produce a stable price level here

in a world which is just exploding with inflation everywhere for the
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various reasons that I have given, and with no diminution of inflation
in sight for the rest of the wend?
Can we do the things, either economically or politically, that would

give us a stable price level in that world situation?
Mr. BURNS. We have a better chance of doing it than any other coun-

try in the world because foreign trade is a relatively small part of our
national economy. Countries like Belgium, Holland, Denmark, or
Sweden, which are so dependent on foreign trade, will be importing
inflation from the rest of the world. We will be doing that to a very
much smaller degree.

ROLE OF THE FEDERAL RESERVE

Mr. LONG. When the Federal Reserve Board was set up, I believe
it was set up with the idea of providing some kind of an independent
agency that would protect Government from its own follies and
excesses.
Do we still have a Federal Reserve Board, in your view, that is able

to give us the kind of independence; that operates as a check on in-
flationary excesses of the type that are more likely to come from
legislative bodies and more political branches of government?
Mr. BURNS. I would very definitely answer that in the affirmative.

There isn't an ounce of partisanship in the Federal Reserve Board.
We may make mistakes—and I probably don't know all of the mis-
takes that we have made—but we are always ready to do what we think
is right. We do not seek to be popular.
Mr. LONG. What is your main instrument for trying to achieve some

sort of price stability? Is it the interest rate or open market opera-
tions? Which one do you feel is the principal instrument?
Mr. BURNS. The rate at which we add to or subtract from the reserves

in commercial banks. That is our really powerful instrument. The dis-
count rate, which is referred to so extensively in the public press, is
less important.
Mr. LONG. From time to time there have been efforts to bring the

Federal Reserve Board more completely under the control of the execu-
tive branch. Do you see any threats at this time that you feel should
be warded off?
Mr. BURNS. The only threat that I see at the present time is coming

from some members of the House Banking Committee who see the
need for a GAO audit—an audit that would go beyond the expendi-
tures of the system with a view to seeing that the law is faithfully ob-
served and that economies are being practiced. That legislation also
calls for an audit of policies.
Mr. Patman has been quite candid in saying that his purpose is

to bring the Federal Reserve policies under better control with an eye
to getting interest rates down.
Mr. LONG. Would it be possible to get a technical audit without get-

ting an audit of policy or does one lead to the other?
Mr. BURNS. As Mr. Staats has testified, there are three types of

audit conducted by the General Accounting Office.
First is the audit of expenditures typically made by a CPA. Next,

there is a broader audit, examining also questions of economy and
efficiency. There is, third, a still broader audit which evaluates policies.
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Mr. MAHON. This issue is not really before this committee at this
time; it is before the Congress, Dr. Burns.
The gentleman from Mississippi has an additional question.

EFFECTS OF FOREIGN INVESTMENTS IN THE UNITED STATES

Mr. WHirrEN. There are two questions I would like to direct your
attention to, Doctor.
You made the statement this afternoon that Japan had contributed

substantially by releasing the dollars which she had held, or so I
understood you to say. Is that correct?
Mr. BURNS. That is correct.
Mr. WHIrl'EN. About a year ago I heard from a Boston firm saying

that the Japanese had many surplus American dollars and would like
to invest them in the United States. They wanted the names of some
groups which might be interested in this type of investments.
Someone asked me what that meant. I said it means that they have

our IOU's—of course, we don't back it up with anything except full
faith and credit—and they want to foreclose and get some real estate
for it. They are getting scared of our dollars.

Isn't that a factor rather than the fact that they are trying to con-
tribute to the world trade situation? They have gotten afraid of our
dollars. Wasn't that really the reason? As I understand it, if you travel
from Japan they wouldn't let you take Japanese yen. They were valu-
able. You had to take American dollars. We went through that period.

Is that not an indication to you that it was a matter of the Japanese
becoming afraid of the United States dollar, or having so many they
wanted to get rid of them? Such as we might say about the Indian
rupees, as far as the United States is concerned?
Mr. BURNS. I would not interpret Japanese financial policy that way.
Mr. WHirrEN. They have brought into industry right and left over

here. Six or eight in my home county. It is that one policy that I am
talking about.
Mr. BURNS. Our discussions have been continuous with the Japa-

nese. We put emphasis on the desirability of Japan buying more from
this country, perhaps exporting a little less to this country, and also
investing in this country or elsewhere. We tried to encourage that.
I think the Japanese to a degree responded to our suggestion. I am

not saying they acted against their own economic or political interests.
Mr. WHITTEN. Doctor, you know the high regard in which I hold

you, but you have given us lots of discourses today. That is the quali-
fication, and then sometimes you get around to the answer.
My question again: Don't you think when they bought up a little

corner of the United States, didn't that indicate they had some mis-
givings about the American dollar?
Mr. BURNS. On the contrary. I would say anyone who invests in the

United States, thinks this is a good place in which to invest. The coun-
try will grow. Their investment will pay off.
Mr. WHITTEN. I am glad to hear your answer because I asked the

question to see what you thought.
Now, my next question is along the same line. You stated earlier that

the American dollar in world affairs has greatly increased in its stand-
ing in recent months.
I was glad to hear you say that. Does that represent the fact to you

that the countries of the world have suddenly awakened to the fact
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that of all the developed countries in the world the United States
comes nearest to being self-sufficient, able to exist on domestic trade
and is not so dependent on world trade? Do I analyze that right?
Mr. BURNS. I think your analysis is valid for the period starting

in October—November.
Earlier, just after midyear, it also appreciated considerably. I think

that this earlier appreciation of the dollar reflected the fact that our
rate of inflation, while high, was lower than that in most other indus-
trial countries, and that the balance of trade was swinging from a
deficit to a surplus.
Mr. WHITTEN. Which represented a stronger country behind it in

the way of production and in the way of resources?
Mr. BURNS. That is right. The emphasis on resources came later

when the oil problem loomed on the horizon and this began to dominate
financial markets.
Mr. WHITTEN. Doctor, I want to thank you again for your contribu-

tions earlier before the Joint Committee on Budget Control. I think
the members of this committee value your opinion very highly and
I thank you.

CONGLOMERATES

Mr. EVANS. When we talk about the economic health of this Nation,
I remember that over the last 15, even 20 years, we have heard more
and more of the term "conglomerate."
It used to be we were talking solely about monopolies and restraint

of trade, but now we have seen a fantastic growth of what we call
conglomerates. ,
My question is: \How do you view this? Do you think this is a

healthy development in this country? If not, why not?
Mr. BURNS. I wouldn't want to generalize. I don't know enough to

generalize, but I do know that a fair number of the conglomerate
formed in this country toward the end of the 1960s have turned out
to be a financial disaster.
Mr. EVANS. Do you see any disadvantage to the economy of this

country arising out of the growth of these conglomerates?
Mr. BURNS. I would want to watch it. I must say I am a little skepti-

cal of conglomerates. I am inclined to think that ordinarily business
managers can handle one or two lines of business effectively, but to
handle a wide range is extremely difficult for the average businessman.
There are some highly gifted businessmen who can do that and we

have some very successful conglomerates, but so many have proved
to be disasters for investors.

U.S. DEBT. HELD BY FOREIGNERS

Mr. MILLER. Dr. Burns, last year we had a table for the record
which would indicate what foreign countries had purchased a part
of our national debt and the amount.
As I recall, Japan and West Germany led those nations who had

purchased the highest amount of our national debt. Do you have
that information?
Mr. BURNS. That information is available and I will supply it for

the record.
Mr. MILLER. If you will supply it for the record, I will appreciate it

very much. Thank you.
[The information follows:]
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OWNERSHIP OF U.S. PUBLIC DEBT

Line
Dec. 31,

1970
Dec. 31,

1971
Dec. 31,

1972

1973

June 30 Dec. 31

1 U.S. total gross public debt (billions) $389.2 $424. 1 $449.3 $458. 1 $469.9

Held by:
2 U.S. Government agencies, Federal Reserve

banks, etc 159.2 176.2 186.8 198.4 208. 1
3 Others:
4 Foreign and international 20.6 46.9 55.3 60.2 (1)
5 (Foreign countries) (17.9) (44.5) (53. 1) (58.3) (53.4)
6 Other private investors 209.3 210.0 207.2 199.5 (1)

7 Holdings of U.S. Treasury securities by official institu-
tions, banks and others in foreign countries (line 5
above) (millions) 17, 934 44, 476 53, 056 58, 268 53, 355

8 Total Europe 12, 130 26, 957 30, 538 40, 872 38, 584

9 Belgium-Luxembourg 269 535 680 791 709
10 Denmark 128 115 183 313 541
11 France 859 2,464 3,848 4,636 2,398
12 Germany 7,485 11,395 16,361 23,116 23,933
13 Italy 738 1, 256 561 270 548
14 Netherlands 442 106 1, 036 1,927 1, 921
15 Norway 52 119 273 302 293
16 Sweden 327 661 1,073 1, 818 1,793
17 Switzerland 1,013 3,284 2,808 2,964 2,802
18 United Kingdom 685 6,640 3, 291 4, 313 3, 443
19 Other Europe 132 382 424 422 203

20 Canada 2,977 4,004 4,262 4, 120 3,855
21 Total Latin America 208 119 228 255 266

22 Total Asia 2, 290 12, 536 14, 984 10, 042 7,987

23 Japan 1,732 12, 266 14, 480 9, 596 7,600
24 Other Asia 558 270 503 445 386

25 Australia 173 524 2,472 2,322 2,074
26 Total Africa 158 333 572 656 590

1 Not available.

Note: Details may not add to totals because of rounding.

Mr. MAHON. I will call these hearings to an end unless there is some
objection.
There being none, I want to say to you, Dr. Burns, that I consider it

a great compliment to the Committee on Appropriations, that you
would spend all the time and effort to prepare for this hearing and
to come here and share with us your views in regard to some of the vital
problems facing this Nation.
I want you to know of our gratitude. It has been very helpful, and it

will continue to be helpful.
We thank you for your candor and straightforwardness, cooperation

and good humor.
Mr. CEDERBERG. I want to join in your comments, Mr. Chairman.

This has been a very, very enlightening day for us. We appreciate your
coming here and giving us the benefit of your very expert advice.
Mr. BURNS. Gentlemen, you are most kind and generous. Thank you

very much.
Mr. MAHON. We will insert in the record, at this point, an appendix,

including certain background materials on the 1975 budget. The hear-
ing is adjourned.
[The appendix follows:]
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APPENDIX

I. Perspectives on the Federal Budget

A. Federal Finances in Perspective
B. Variations in Original Budget Projections
C. Tax Actions Since 1962

II. Spending Priorities

A. Priorities in Federal Spending, Fiscal Years 1955-75
B. Budget Receipts, Outlays and Authority
C. Budget Outlays by Function -- Compared with Estimates Made

in January, 1973.
D. Budget Authority by Function -- Compared with Estimates Made

in January, 1973.

III. Congressional Action on Spending

A. Impact of Congressional Action on Budget Requests, Fiscal
Years 1969-1974

B. Comparison of Estimates Years and Amounts Enacted, Fiscal
Years 1935-1973

C. FY 1974 Appropriations Bills

IV. Controllability of Spending

A. Controllability of Budget Outlays, 1967-1975
B. Changes in Controllability of 1975 Budget Authority
C. Changes in Controllability of 1975 Budget Outlays
D. Controllability Civilian Programs, FY 1975
E. Backdoor Authority, 1975
F. Selected "Uncontrollable" Outlays, FY 1969-1974

V. Federal Deficits and Trust Funds

A. Budget Surpluses and Deficits, FY 1960-1975
B. Federal Debt, FY 1933-1975
C. Trust Fund Surpluses

VI. Selected Economic Statistics

A. Consumer Price Index
B. Unemployment
C. Gross National Product

VII. Impoundments

A. Status of Impoundments

30-156 0 - 74 - 21
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Table 1-A

FEDERAL FIANCES IN PERSPECTIVE, FISCAL YEARS 1962-1975

Fiscal Year
Gross Nat'l
Product

(In Billions, Except As Noted)

Outlays
Total Federal Funds

Amt. % of GNP Amt. % of GNP

1962 $542.1 . $106.8 19.7 $86.6 16.0
1963 573.4 111.3 19.4 90.1 15.7
1964 612.2 118.6 19.4 95.8 15.6
1965 654.2 118.4 18.1 94.8 14.5
1966 721.2 134.7 18.7 106.5 14.8
1967 769.3 153.3 20.6 126.8 16.5
1968 826.0 178.8 21.6 143.1 17.3
1969 890.3 184.5 20.5 148.8 16.6
1970 954.6 196.6 20.6 156.3 16.4
1971 1012.5 211.4 20.9 163.7 16.2
1972 1100.0 231.9 21.1 178.0 16.2
1973 1220.0 246.5 20.2 136.4 15.3
1974 est.-- 1340.0 274.7 20.5 203.7 15.2
1375 est.-- 1455.0 304.4 20.9 220.6 15.2

Fiscal Year
Gross Debt Interest Paid

Amount % of GNP Per capital/ Amount % of Federal
Funds Outlays(Actual $s)

1962 $303.3 55.9 $1,626 9.1 10.5
1963 310.8 54.2 1,643 9.9 11.0
1964  316.8 51.7 1,651 10.7 11.2
1965 323.2 49.4 1,663 11.3 11.9
1966 329.5 45.7 1,676 12.0 11.3
1967 341.3 44.3 1,718 13.4 10.6
1§68 369.8 44.8 1,843 14.6 10.2
1969 367.1 40.9 1,811 16.6 11.2
1970 382.6 40.1 1,867 19.3 12.3
1971 409.5 40.4 1,978 21.0 12.8
1972 437.3 3.8 2,090 21.8 12.2
1973 462.4 38.4 2,213 24.2 13.0
1974 est.-- 486.4 36.3 2,221 23.1 14.3
1975 est.-- 508.0 34.9 -- 30.5 13.8

1/ Amounts were derived using population figures at the end of each
calendar year.

House Committee on Appropriations
Source: U.S. Budget Documents
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Table I I-B

Table 2. BUDGET RECEIPTS, OUTLAYS, AND BUDGET AUTHORITY
(in millions of dollars)

'Description 1973
actual

1974
estimate

1975
eitim•te

Receipts by source:
Individual income taxes  
Corporation income taxes 
Social insurance taxes and contributions:
Employment taxes and contributions 
Unemployment insurance 

103. 246
36, 153

54, 876
6.051

118,000
43, 000

67, 664
6, 198

129, 000
48, 000

75, 298
5,975

Contributions for other insurance and retirement 3, 614 4.046 4, 330
Excise taxes 16,260 17, 144 17, 444
Estate and gift taxes 4.917 5.400 6.000
Customs duties 3, 188 3.500 3,800
Miscellaneous receipts 3.921 5,049 5, 153

Total receipts 232, 225 270, 000 295, 000

Outlays by function:
National defense 1 76.021 80,573 87, 729
International affairs and finance 2,957 3, 886 4, 103
Space research and technology 3,311.3,177 3.272
Agriculture and rural development 6, 191 4,039 2, 729
Natural resources and environment 589 609 3, 128
Commerce and transportation 13,070 13, 521 13, 400
Community development and housing 
Education and manpower 

4, 132
10.185

5, 450
10,819 5 711.53766

Health 18, 417 23, 268 26, 282
Income security 73, 073 84,995 100.071
Veterans benefits and services 12, 013 13, 285 13, 612
Interest 22, 813 27, 754 29, 122
General government 5, 480 6, 800 6, 774
General revenue sharing 6.636 6, 147 6, 174
Allowances 2  300 1.561
Undistributed intragovernmental transactions:
Employer share, employee retirement -2,927 -3, 543 -3, 577
Interest received by trust funds -5,436 -6, 420 -7, 140

Total outlays 246, 526 274, 660 304, 445

Budget surplus or deficit (-) -14, 301 -4,660 -9,445

Budget authority by function:
National defense 1 82, 787 88, 177 95,047
International affairs and finance 
Space research and technology 
Agriculture and rural development 

3, 628
3. 406
7,148

5, 322
3, 038
6.652

4, 680
3, 245
7,411

Natural resources and environment 7, 183 2,483 -306
Commerce and transportation 10,543 22, 822 14, 459
Community development and housing 6,093 4,960 6, 389
Education and manpower 12,049 13, 782 11,489
Health 22, 226 26, 153 28,022
Income security 79,818 93,015 104,012
Veterans benefits and services 12, 783 13, 787 14, 080
Interest 22, 813 27, 754 29, 122
General government 6.007 6.417 6, 820
General revenue sharing 8.295 6.055 6,205
Allowances 1 400 2, 184
Undistributed intragoverrunental transactions -8,363 -9,963 -10,717

Total budget authority 276, 417 310, 853 322, 141

Includes allowances for All-Volunteer Force. military retirement systems reform, and civilian
and military pay raises for Department of Defense.

2 Includes allowances for acceleration of energy research and development, civilian agency pay
raise, and contingencies.
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Table I I I -A

IMPACT OF CONGRESSIONAL ACTION ON BUDGET REQUESTS, FISCAL YEARS 1969-74

iln mIllIons of dollars'

FISCAL YEAR 1969: Budget authority Outlays

Appropriation bills  • —13, 750

Legislation other than appropriation bills:

"Backdoor" +465 —51

Mandatory +272 +252

Subtotal, legislative bills +737 +201

Inaction gn proposed legislation +75 +75

Total, fiscal year 1969 —12,938 —4,274

FISCAL YEAR 1970:
Appropriation bills —5,436 —2,869

Legislation other than appropriation bills:

"Backdoor" +5,340 +123

Mandatory +364 +1,352

Subtotal, legislative bills +5,704 +1,475

Inaction on proposed legislation + 1, 470 +1,388

Total, fiscal year 1970 +1, 738 —6

FISCAL YEAR 1971:
Appropriation bills —2, 617 —657

Legislation other than appropriation bills:

"Backdoor" +5,813 +50

Mandatory +2, 539 +4, 114

Subtotal, legislative bills +8,352 -1-4,164

Inaction on proposed legislation —4,613.-221

Total, fiscal year 1971 +1,121 +3,287

FISCAL YEAR 1972:
Appropriation bills —2, 993 —1, 059

Legislation other than appropriation bills:

"Backdoor"  +200  

Mandatory +473 +3, 714

Subtotal, legislative bills +673 +3, 714

Inaction on proposed legislation  —5,478 —3,333

Total, fiscal year 1972 —7,796 —678

FISCAL YEAR 1973:
Appropriation bills  —4,888 —1,626

Legislation other than appropriation bills:

"Backdoor" +14, 765 +3, 295

Mandatory +864 +4, 565

Subtotal, legislative bills +15, 629 +7, 860

Inaction on proposed legislation 4-4, 735 —107

Total, fiscal year 1973 +6,007 +6, 127

FISCAL YEAR 1974:
Appropriation bills —3,320 —534

Legislation other than appropriation bills:

"Backdoor" +8, 333 +15

Mandatory +897 +3,317

Subtotal, legislative bills +9, 230 +3, 332

Inaction on proposed legislation —295 +728

Total, fiscal year 1974 +5,615 +3,526
-

'Effect of Congressional action on the President's budget estimates as shown by session
and fiscal year to "Budget Scorekeeping" reports prepared by the staff of the Joint CommIttae
on Reduction of Federal Expenditures.
s Excludes amounts requested for fiscal 1972 for revenue sharing (32.5 billion BA and.32.25

billion outlays) to 'cold duplication of Inaction as between tba lot and 11 Sessions of lb.
9_'d Conx:ress.

'The amount Included for the Labor-HEW appropriation bill Is an estimate of amounts
acallable under the continuing resolution.
'Includes:33.SO° =Mk n shifted fmns 1973 to 1971 due lo t.ming of congressloaal 'action on

budge, proposals.

Not.: Fi;ures rounded nod may not add to totals.
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1975 BUDGET

CONTROLLABILITY OF BUDGET AUTHORITY

(In millions of dollars)

Description

Relatively uncontrollable
under present law:
Open-ended programs and
fixed costs:

Table IV-B

Change
1973 1974 1975 1974-

'Actual Estimate Estimate 1975 

Payments to individuals:
Social security and
railroad retirement 51,048 60,956 67,955 6,999
Federal retirement and
insurance 12,166 14,466 15,858 1,392
(Military retired
pay)  (4,442) (5,151) (5,688) (537)

(Civilian)  (7,724) (9,315) (10,170) (855)
Unemployment assistance 7,165 7,003 7,056 53
Veterans benefits:
Pensions, compensation,
education, and in-
surance 9,485 10,290 9,798 -492

Medicare and Medicaid 17,015 20,749 23,306 2,557
Housing payments 1,800 2,020 2,425 405
Public assistance and
related programs 10,404 11,708 14,236 2,528

Subtotal, Payments
to individuals 109,083 127,192 140,634 13,442

Net interest 17,378 21,337 21,992 655
General revenue sharing 8,295 6,055 6,205 150
Farm price supports
(Commodity Credit
Corporation)  3,268 3,302 4,249 947

Postal service 1,410 1,714 1,553 -161
Legislative and Judiciary 813 887 1,048 161
Other 8,325 8,709 7,117 -1,592

Subtotal, open-ended
programs and fixed
costs 148,572 169,196 182,798 13,602

Total, Relatively uncon-
trollable budget authority 148,572 169,196 182,798 13,602
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Table lV-6 con't.

Description  
1973
Actual

1974
Estimate

1975
Estimate

Change
1974-
1975

Relatively controllable
budget authority:
National defense 76,881 81,967 88,446 6,479
Civilian programs 53,892 63,235 54,475 -8,760

Total, Relatively con-
trollable budget
authority 130,773 145,202 142,921 -2,281

Undistributed employer
share, employee
retirement -2,927 -3,543 -3,577 -34

Total, budget authority 276,418 310,855 322,142 11,287
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CONTROLLABILITY OF BUDGET OUTLAYS

(In millions of dollars)

Description 

Relatively uncontrollable
under present law:
Open-ended programs and
fixed costs:

Table IV-C

Change
1973 1974 1975 1974-
Actual Estimate Estimate 1975 

Payments to individuals:
Social security and
railroad retirement 

Federal retirement and
insurance 
(Military retired
pay)  

(Civilian) 
Unemployment assistance 

50,733

8,887

(4,390)
(4,497)
5,744

57,943

.11,009

(5,145)
(5,864)

5,965

67,157

12,822

(5,685)
(7,137)

7,466

9,214

1,813

(540)
(1,273)

1,501
Veterans benefits:
Pensions, compensation,
education, and in-
surance 9,322 10,009 9,562 -447

Medicare and Medicaid 14,079 18,007 20,754 2,747
Housing payments 1,608 1,888 2,263 375
Public assistance and
related programs 9,122 11,528 14,126 2,598

Subtotal, Payments to
individuals 99,495 116,349 134,150 17,801

Net interest 17,378 21,337 21,992 655
General revenue sharing 6,636 6,147 6,174 27
Farm price supports
(Commodity Credit
Corporation)  3,555 909 932 23
Postal service 1,567 1,714 1,553 -161
Legislative and Judiciary 742 885 1,058 173
Other 3,953 5,387 5,494 107

Subtotal, open-
ended programs and
fixed costs 133,326 152,728 171,353 18,625

Outlays from prior-year
contracts and obligations:
National Defense 19,113 20,927 23,654 2,727
Civilian programs 20,493 23,450 28,620 5,170

Total, Relatively
uncontrollable
outlays 172,932 197,105 223,627 26,522
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Table IV-C cont.

Description
1973
Actual

1974
Estimate

1975
Estimate

Change
1974-
1975

Relatively controllable
outlays:
National defense 53,368 54,620 58,524 3,904

Civilian programs 23,151 26,479 25,871 -608

Total, Relatively
controllable outlays. 76,519 81,099 84,395 3,296

Undistributed employer
share, employee retire-
ment -2,927 -3,543 -3,577 -34

Total budget outlays 246,524 274,661 304,445 29,784
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Table IV-D

1975 BUDGET
CONTROLLABILITY OF BUDGET OUTLAYS

-RELATIVELY CONTROLLABLE-
OTHER CIVILIAN

($

Major items only*

PROGRAMS

in millions)

1973 1974
actual estimate

1975
estimate

Change
1974-
1975

EXOP 
FAP:

Indochina post war
reconstruction
assistance 

45 72

306

97

425

25

119
Other 

Agriculture:
Expenses, P.L. 480,
foreign assistance
programs 

Rural housing in-
surance fund 

Agricultural credit
insurance fund 

Funds for strengthen-
ing markets, income
and supply 

Child nutrition pro-
grams 

583

895

-232

194

613

555

642

554

159

137

709

790

413

778

-230

-38

242

1,200

-229

224

-389

-175 '

-467

410
Other 1,187 1,901 1,791 -110

Commerce.  

Defense--Civil:
Corps of Engineers -
construction,
general 

592

701

656

502

718

447

62

-55
Other 

HEW:
Elementary and Secon-
dary education 
School assistance in
Federally-affected
areas 

667

1,232

457

644

1,280

381

446

13

238

-198

-1,267

-143
Higher education 666 655 567 -88
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Table IV-D coast.

Change

1973 1974 1975 1974-

actual estimate estimate 1975

HEW--Cont' d:
Social Security .
(proposed legis-
lation) --- --- -345 -345

Human development 213 240 314 74

Public assistance
(proposed legis-
lation) --- -258 -258

Other 3,204 4,081 3,735 -346

HUD:
Better Communi-
ties Act (pro-
posed legislation) 

560 560

Other -633 -19 -23 -4

Interior:
Rent on outer con-
tinental shelf
lands -2,929 -5,484 -4,474 1,010

Operation of Indian
programs (area
and regional de-
velopment) 339 342 404 62

Other -336 466 312 -154

Justice:
Salaries and expenses. 149 200 250 50

Other 810 960 1,090 130

Labor:
Comprehensive man-
power assistance 781 738 865 127

Other 870 398 347 -51

State:  337 415 435 20

Transportation:
FAA-operations 1,101 1,187 1,271 84

Other 1,615 1,945 1,989 44

Treasury:
Accounts, collection
and taxpayer
service 459 526 655 129

Compliance 543 611 744 133

Other 70 355 438 83

AEC:  
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Table IV-D con't.

1973
actual

1974
estimate

1975
estimate

Change
1974-
1975

EPA:  276 1,188 482 -706

GSA:
Federal buildings
fund -348 -348

Other 441 520 80 -440

NASA-  2,236 2,221 2,225 4

VA:
Compensation and
pensions (proposed
legislation) 165 165

Readjustment benefits
(proposed legis-
lation)  200 200

Medical care 2,277 2,537 2,893 356

General operating
expenses 290 318 372 54

Other -93 124 108 -16

OIA:
Railroad retirement
account (proposed
legislation)  198 198

SBA business loan
and investment fund 153 149 206 57

Other 2,822 2,774 2,413 -361

Special Allowances 300 1,461 1,161

TOTAL RELATIVELY CON-
TROLLABLE OUTLAYS,
CIVILIAN PROGRAMS 23,151 26,479 25,871 -608

* Generally change of $50 million or more ir.1,1974-1975 and 1975

amount exceeds $200 million.
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Table I V-E,

1975 BACKDOOR AUTHORITY

(In thousands of dollars)

(T-Trust fund)

1973 1974 1975
CONTRACT AUTHORITY

Funds Appropriated to the
President:
Appalachian Regional Develop-
ment Programs:
Appalachian regional devel-
opment programs
(permanent)  180,000 185,000 185,000

International Security
Assistance:
Advances, foreign mili-
tary sales (T)  3,634,799 3,658,600 4,095,700
Military assistance
(current) 200,000

Total, Funds Appro-
priated to the
President 3,814,799 4,043,600 4,280,700

Department of Agriculture:
Forest Service:
Forest roads and trails:
Current 134,000
Permanent 140,000 140,000

Total, Department
of Agriculture 274,000 140,000

Department of Commerce:
Maritime Administration:
Operating-differential
subsidies (permanent) 224,100 218,711 220,000

Department of the Interior:
Bureau of Land Management:
Public lands development
roads and trails:
Current 20,000
Permanent 10,000

Bureau of Reclamation:
Colorado River Basin
project (permanent) 17,90Q , 4,000
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1973

Table IV-E

1974

con't.

2

1975
Department of the Interior
(cont.):
Bureau of Outdoor Recreation:
Land and water.conserva-
tion (special fund)
(permanent) 30,000 30,000 30,000

National Park Service:
Road construction:
Current 195,000
Permanent 105,000

Bureau of Mines:
Helium Fund (permanent) 11,177

Bureau of Indian Affairs:
Operation of Indian pro-
grams (permanent)  1,500 1,500
Road construction:
Current 150,000
Permanent 75,000

Total, Department of
the Interior 60,577 400,500 220,000

Department of Transportation:
Federal Aviation Administration:
Grants-in-aid for airports
(Airport and airway
trust fund)(current)(T) 620,000

Federal Highway Administra-
tion:
Territorial highways:
Current 11,060
Permanent 4,500 10,009

National scenic and recre-
ation highway:
Current 20,000
Permanent 10,000

Federal-aid highways (T):
Current 200,000 11,291,250

• Permanent 150,000 100,000 6,357,500
Trust Fund share of
other 'highway programs (T):
Current 89,190 -7-
Permanent 59,491

Other Federal highway
administration trust
funds (T)  10,850.

(
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1973

Table IV-E

1974

con't.

3

1975

Department of Transportation
(cont.):
National Highway .Traffic
Safety Administration:
Trust Fund share of
highway safety pro-
grams (T):
Current 262,500
Permanent - 198,000

Urban Mass Transportation
Administration:
Urban mass transporta-
tion fund (Current)  -102,792 2,959,950 -88,300

Total, Department
of Transportation 882,558 14,733,950 6,546,700

Environmental Protection
Agency:
Abatement and control:
Current 50,000
Permanent 100,000 150,000

Construction grants
(current authority)  5,000,000 4,000,000

Total, Environmental
Protection Agency 5,050,000 4,100,000 150,000

Veterans Administration:
Supply Fund (permanent) 2,475 10,576 4,000

Total, Contract
authority 10,034,509 23,781,337 11,567,400

CONTRACT AUTHORITY PROPOSED
FOR LATER TRANSMITTAL

Department of Transportation:
Federal Highway Adminis-
tration:
Highway beautification
(Trust fund)(T)
(permanent) 50,000 50,000
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1973

Table IV-E

1974

can't.

4

1975

AUTHORITY TO SPEND DEBT
RECEIPTS

Department of Agriculture:

280,564

24,460

82,876

156,353

40,075

342,218 217,129

Rural Electrification
Administration:
Rural telephone bank
(permanent) 

Farmers Home Administration:
Rural housing insurance
fund (permanent) 
Agricultural credit
insurance fund
(permanent) 
Rural development insur-
ance fund (permanent) 

Total, Department of
Agriculture 387,900 538,646 217,129

Department of Defense -

3,793 3,000

Military:
Family Housing:

Homeowners assistance
fund - Defense
(permanent) 

Department of Health, *Educa-

15,4000

tion and Welfare:
Office of Education:

Student loan insurance
fund (permanent) 

Department of Housing and Urban
Development:
Housing Production •and Mortgage
Credit: Federal Housing
Administration and Government
National Mortvage Association:
Federal Housing Adminis-
tration fund (permanent). 933,880  903,314 1,079,354

Other Independent Agencies:
District of Columbia:
Advances to stadium
sinking fund, Armory
Board (permanent) 832  832 832
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Table IV-E con't.

5

Total, Authority to spend

1973 1974 1975

debt receipts 1,337,612 1,446,585 1,300,315

General Revenue Sharing 8,294,670 6,054,780 6,204,780

Total, backdoor
authority 19,666,791 31,332,702 19,122,495
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Sele,Led "Uncontrollable" Outlays
(original estimate compared to actual,

excluding Congressional Action)
(In Billions)

Table I V-F

Fiscal year 1969

Outlays
Original
Estimate

Actual Change

Social insurance trust funds 38.5 39.8 +1.3
Interest 14.4 15.8 +1.4
Veterans benefits 5.2 5.7 +0.5
Public assistance 5.7 6.3 +0.6
Farm price support 2.9 4.1 +1.2
Postal service 0.3 0.5 +0.2
Military retired pay 2.3 2.4 +0.1
Housing payments 0.3 0.4 +0.1

69.6 75.0 +5.4
Congressional increases in above

categories as scored by Joint
Committee -0.3

+5.1

Fiscal year 1970
Social insurance trust funds 42.4 45.2 +2.8
Interest 16.0 18.3 +2.3
Veterans benefits 5.9 6.6 +0.7
Public assistance 7.4 8.0 +0.6
Farm price support 3.1 3.8 +0.7
Postal service 0.5 1.5 +1.0
Military retired pay 2.7 2.8 +0.1
Housing payments 0.6 0.5 -0.1

78.6 86.7 +8.1
Congressional increases in above

categories as scored by Joint
Committee -2.1

+6.0

Fiscal year 1971
Social insurance trust funds 51.5 54.9 +3.4
Interest 17.8 19.6 +1.8
Veterans benefits 6.7 7.6 +0.9
Public assistance 8.5 11.3 +2.8
Farm price support 3.7 2.8 -0.9
Postal service 0.9 2.2 +1.3
Military retired pay 3.2 3.4 +0.2
Housing payments 0.6 0.7 +0.1

92.9 102.5 +9.6
Congressional increases in above

categories as scored by Joint
Committee -1.4

+8.2
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Outlays

Table IV-F con't.

Fiscal year 1972
Original
Estimate 

Actual Change

Social insurance trust funds 55. ti 61.7 +5.9

Interest 19.7 20.6 +0.9

Veterans benefits 8.4 8.3 -0.1

Public assistance 13.4 15.0 +1.6

Farm price support 3.6 4.0 +0.4

Postal service 1.3 1.8 +0.5

Military retired pay 3.7 3.9 +0.2

Housing payments 1.3 1.1 -0,2

107.2 116.4 +9.2

Congressional increases in above

categories as scored by Joint
Committee -2.3

+6. 9
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Fiscal year 1973

Table IV-F

Outlays

cont.

Original
Estimate

Latest
revisions

Change

Social insurance trust funds 68. 1 71.0
Interest 21.2 22.8
Veterans benefits 8.7 9.1
Public assistance 14.6 14.0
Farm price support 4.3 3.4
Postal service 1.4 1.7
Military retired pay 4.3 4.4
Housing payments 1.8 1.7

124.4 *128.1 +3.7
Congressional increases in above

categories as scored by the Joint
Committee -2. 9

+0.8

Fiscal year 1974
Social insurance trust funds 80.4 80.3
Interest 24.7 26.1
Veterans benefits 9.1 9. 1
Public assistance 17.0 17.0
Farm price support 2.7 2.7
Postal service 1.4 1.4
Military retired pay 4.7 4.7
Housing payments 2.0 2.0

142. 0 *143.3 +1.3
Congressional increases in above

categories as scored by the Joint
Committee

* Esti;.:ated on basis of June 1 revisions.

SOURCE: "Uncontrollable" tables Budget Documents.
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Table V-6

Debt Subject to Statutory Limitation
At End of Fiscal Years 1933-1975

(In Billions of Dollars)

1033 22.5 1957 270.2
1938 36.9 1958 276.0
1939 40.3 1950 284.4
1940 43.2 1960 286.1
1941 49.5 1961 288.9
1.942 74.2 1962 298.2
1943 140.5 1963 306.1
1944 208.1 3964 312.2
1945 268.7 1965 317.6
1946 268.9 1966 320.1
1947 257.5 1967 326.5
1948 251.5 1968 350.7
1949 252.0 1969 356.9
1950 256.7 1970 373.4
2951 254.6 1971 399.5
1952 258.5 1972 428.6
1953 265.5 1973 459.1
1954 270.8 1974 (est.) 475.4
1955 273.9 1975 (est.) 495.2
1956 272.4

House Committee on Appropriations

Sources: Annual Report of the Secretary of the Treasury on the State of
Finances (Table 21) and Budget Documents.
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Table V-C

TRUST FUND SURPLUSES
(In Millions of Dollars)

Description of Trust Funds 1974 1975

Federal old-age, survivors, and dis-

ability insurance  3,085 1,179

Health insurance  3,297 2,523

State and local government fiscal assist. - 92 31

Unemployment  1,056 - 410

Railroad retirement  - 79 16

Federal employees retirement  3,238 2,781

Airport and Airway  279 - 186

Highways  1,679 1,416

Foreign military sales  161 150

Veterans life insurance  172 178

Other trust funds (nonrevolving)  - 83 - 59

Trust revolving funds  763 815

TOTAL  13,476 8,434
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Table VI-A

PERCENTAGE

All items

INCREASES

Commodities

IN THE CONSUMER PRICE INDEX

Commodities
ServicesFood Fuel & Utilities*

1963 1.2 0.9 1.4 0.9 2.0

1964 1.3 1.1 1.3 0.2 1.9

1965 1.7 1.2 2.1 -0.1 2.2

1966 2.9 2.6 5.0 0.5 3.9

1967 2.9 1.P 0.9 1.2 4.4

1963 4.2 3.7 3.6 1.3 5.2

1969 5.4 4.5 5.1 2.3 6.9

1970 5.9 4.7 5.5 3.9 3.1

1971 4.3 3.4 3.0 7.0 5.6

1972 3.3 3.0 4.3 4.4 3.8

1973 6.2 7.4 14.5 5.7 4.4

*This figure is a component of the Housing Index and does not
include gasoline.

These figures are seasonally adjusted.

Source - Bureau of Labor Statistics



351

Table VI-B

WJEMPLOYMFMT RATES

Total Males Females
MALES FEMALES

16-19 25& over 16-19 20-2-4- 25 & over

1960 5.5 5.4 5.9 15.3 8.9 4.3 13.9 8.3 4.6

1961 6.7 6.4 7.2 17.1 10.8 5.2 16.3 9.8 5.3

1962 5.5 5.2 6.2 14.7 0.9 4.1 04.6 9.1 4.8

1943 5.7 5.2 6.5 17.2 R.9 4.0 17.2 8.9 4.9

1964 5.2 4.6 6.2 15.3 8.1 3.3 16.6 8.6 4.6

1965 4.5 4.0 5.5 14.1 6.4 2.3 15.7 7.3 4.0

1,46 3.3 3.2 4.9 11.7 4.6 2.2 14.1 6.3 3.3

l(r.7 3.8 3.1 5.2 12.3 4.6 2.0 13.5 7.0 3.7

1968 3.6 2.9 4.8 11.6 5.1 LP 14.0 4.7 3.2

1969 3.5 2.8 4.7 11.4 5.1 1.7 13.3 6.1 3.2

1970 4.9 4.4 5.9 15.0 8.4 2.8 15.6 7.9 4.1

1371 5.9 5.3 6.9 14.6 10.3 3.5 17.2 9.( 4.9

1972 5.4 4.9 6.6 15.9 9.7 3.1 16.7 9.3 4.4

1973 4.9 4.1 6.0 13.9 7.3 2.5 15.2 .4 4.0

Source: Bureau of Labor Statistics
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Table VI-C

GROWTH

GNP (Billions) _

IN GNP (ACTUAL AND FORECAST)

% Growth Actual Growth*
orecast Actual Forecast Actual Real Inflation Factor

1964 623 632.4 6.5 7.1 5.4 1.6

1965 660 634.9 6.1 8.3 6.3 1.8

1966 722 749.9 6.9 9.5 6.5 2.8

1967 737 793.9 6.4 5.q 2.6 3.2

1963 846 864.2 7.75 3.9 4.7 4.0

1969 921 930.3 7.0 7.6 2.7 4.8

1970 935 977.1 5.7 5.0 -0.4 5.5

1971 1,065 1,055.5 9.0 P.O 3.2 4.7

1972 1,145 1 155.2 9.5 9.4 6.1 3.2

1973 1,267 1 288.0 10.0 11.5 5.9 5.3

1974(est. I,390 8.0 1.0 7.0

* Due to the method of calculation, the real growth figure and the
and the inflation figure cannot be added to equal the actual
percentage of growth.

Sources: Economic Report of the President

Department of Commerce. Department of Labor
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