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THE 1969 ECONOMIC REPORT OF THE PRESIDENT

FRIDAY, JANUARY 17, 1969

Coneress oF THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The Joint Economic Committee met, pursuant to notice, at 10 a.m.,
in room S-407, the Capitol, Hon. Wright Patman (chairman of the
joint committee) presiding.

Present: Representatives Patman, Bolling, Griffiths, Moorhead,
Widnall, and Rumsfeld ; and Senators Proxmire, Javits, and Percy.

Also present: John R. Stark, executive director and Douglas C.
Frechtling (minority).

Chairman Parman. The committee will please come to order.

Today the Joint Economic Committee begins its annual review of
the state of the economy and the programs designed to achieve the
objectives of the Employment Act of 1946. '

We have just received from the outgoing administration their
budget proposals for the coming fiscal year and their Economic Report.
It is important that we take this opportunity to hear from them in
regard to these and related matters.

In greeting you gentlemen this morning—the top three officials of
the Government so far as public economic policy is concerned—I want
to take the opportunity to commend you for your record in office.
We have been fortunate to have men of your outstanding abilities
and character in the key economic posts of the Government and I
want you to know that we are most appreciative of your assistance on
numerous occasions.

There is a great deal of material to cover and we are well aware
that this is just about the last day we will have the opportunity to
review it with you as representatives of the administration. For that
reason it seems appropriate for the three of you to appear together
so that we can more easily discuss question with you. After you have
made your statements we will have questions from the members of the
committee. ‘

The Senator from New York, Mr. Javits, the Joint Economic Com-
mittee’s ranking minority member, would like to make a statement.

Senator Javits, you may proceed. ,
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STATEMENT OF HON. JACOB K. JAVITS, A U.S. SENATOR FROM THE
STATE OF NEW YORK, AND THE RANKING MINORITY MEMBER
OF THE JOINT ECONOMIC COMMITTEE

Senator Javrrs. First, gentlemen—first, Mr. Chairman, may I thank
the Chair for its indulgence in allowing me to make a brief statement.

Second, may I say to these three top officers of our Government
that you represent in your own person here this morning the very
embodiment of what oives our country such great stability. as you are
in the economic field the expression of the smoothness of transition
from the present to a new administration.

Our chairman has worked out the hearing question so that within
a period of 30 days, roughly, the country will have the benefit of your
views and your experience as well as the initial bow of the new ad-
ministration through what it says about your Economic Report. Thus,
the American people will have the best of both worlds in the whole
fiscal field.

T think this is a tremendous tribute to you and to our Government
and to what makes it go—which are people like yourself. I would
like to express as an American and as a Senator my appreciation for
that.

T have a few remarks on the Economic Report and the budget
message. The outgoing Democratic administration in both these mes-
sages, recounts our economy’s enviable record of achievement over
the last 5 years. It is true that we are participating in the longest
economic expansion in our Nation’s history, that our growth in eco-
nomic potential and production has been enormous and that overall
unemployment has been pushed to record low levels. Although some
may argue that the Vietnam war has helped fuel our prosperity and
inflate our employment total, none will dispute the fact that we now
have the means to insure balanced economic growth and prosperity,
if only we will use them properly.

But we must not allow ourselves to become lulled into any idea
that we are to have permanent prosperity by the euphoric enumera-
tion of the economic milestones we have passed during the last several
years, for there are grave dangers facing us now. I would like to
refer briefly to them.

Overstimulated economic growth has produced a price inflation
foreign to us for so many years. Over the 12 months of 1968, consumers
have watched prices rise at a rate greater than 414 percent—more
than any year since the Korean war. Wage increases have become
commonplace yet the average worker with three dependents finds his
real spendable earnings reduced to levels below 1 vear ago—while
his dollar earnings have increased almost $4 a week, his real spendable
earnings have declined 36 cents.

An overall unemployment rate at its post-Korean war low masks
the fact that not all are participating equally in our high employment
economy. Nonwhite workers and teenagers have consistently faced
unemployment rates substantially higher than the total and the
sniraline welfare rolls—and we can certainly testify to that in New
York City—testify that economic growth has not reached the poor.
Further, many of those who are employed receive an income less
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than adequate to take care of their families’ needs, especially even
their elementary education and health needs.

A grave problem that we must confront squarely is our country’s
balance-of-payments position. While it is true that we have achieved
in 1968 an apparent balance for the first time in many years, this was
achieved only by leaning on the crutch of capital controls and window
dressing such as special official foreign purchases of U.S. Govern-
ment securities. We cannot let this obscure the fact that our trade
balance, for many years the source of strength in our international
accounts, has deteriorated alarmingly. The longer we continue to prop
up our balance-of-payments accounts with accounting gimmicks to
provide an arithmetic balance, the more damaging will become the
underlying weaknesses and the more difficult will be true improvement
in our position.

While great strides have been made in improving the operation of
the international monetary system, the three crises of 1968 are proof
that we have a long way to go.

On the domestic front, it seems to me that we are fast approaching
the end of an era. Solutions that may have been relevant to an earlier
day are inappropriate to an incredibly changing world. Our neglected
cities, deteriorating welfare system, the mounting financial problems
of our State and local governments and obviously ineffective agricul-
tural price policies are living testimonials to this. We have discovered
that passing landmark economic and social legislation could be the
relatively easier part of improving the quality of American life. Mak-
ing the programs work—and avoiding harmful side effects that could
nullify the benefits—is infinitely more difficult and calls for a strength
of will and devotion to achieving success—and willingness to sacrifice,
as in paying necessary taxes, we have not seen yet. New approaches
are needed placing heavier reliance on the private sector, on States,
and on local governments to utilize far more effectively the allocated
Federal resources.

The 1970 budget is still woefully out of tune with the country’s
needs, and one of the greatest challenges of the new administration
and the 91st Congress will be a reordering of our national priorities
and enactment of legislation and appropriations based on agreed pri-
orities. While proposed defense expenditures continue to rise, funds
allocated for the crisis of the cities remain grossly inadequate. The
fiscal year 1970 budget suggests that more than twice as much will be
spent on farm price supports than on community development and
housing ; that more than twice as much will be spent on interstate high-
ways than on urban mass transit, and that we are to spend no more in
the coming year on water pollution than in the previous 2 years. The
loan guarantee program to encourage the construction of academic
facilities for higher education is proposed to be used as a replacement
for, rather than as a supplement to, Federal grants and loans. While
the President advocates higher education for all, the budget cuts back
on National Defense Education Act loans for low income students. And
I could go on and on.

_ The great failure of economic policy in the 1960’s was the delayed
implementation of a substantial measure of fiscal restraint—the failure
to increase Federal income taxes in time to head off serious price infla-
tion. The President’s Economic Report blames the Congress for atardy



4

response to the administration’s request for tax action, but I respect-
fully submit that no real administration muscle was used in the drive
or 1t.

I would also remind the administration that long before it began to
support a tax surcharge, the minority members of this committee
warned that fiscal restraint was essential to maintain and moderate
economic expansion. While the administration manipulated the time
stream of Government revenues, pressured labor and business to com-
ply with wage-price guidelines and secured the suspension of the 7 per-
cent tax credit—a device to stimulate the expansion and growth of our
productive capacity—iwe continued to point out that these makeshift
measures merely postponed the day of judgment.

Further, had the administration vigorously campaigned for the tax
surcharge it proposed and willingly considered the reservations we in
Congress expressed, we could have avoided the terrible legacy of
accelerated inflation left for the new administration.

But what remains unfinished by the old administration is a challenge
to the new. Where the President’s Economic-Report looks longingly
at past achievements—and that is their warranty—we must be con-
cerned with the future. Where the old administration recites the suc-
cesses of economic policy, we must examine and rectify its failures.
For it is not in past achievement that the future can be secured, but
only by what we do here and now and in the coming months and years.

Thank you so much, Mr. Chairman.

L Chairman Pararan. Mr. Barr, you are recognized. You may proceed,
sir. Joseph W. Barr, Secretary of the Treasury. We are glad to have
you.

STATEMENT OF HON. JOSEPH W. BARR, SECRETARY OF THE
TREASURY

Secretary Barr. Thank you, Mr. Chairman.

With your indulgence, Mr. Chairman, I would like to say just a few
personal words, sir.

Mr. Chairman, you have served in this Congress for many, many
years and you have done many great things, but I cannot think that
anything you have done in your career is as crucially important as
- your work with the late Senator Taft in establishing this committee
and in establishing the Council of Economic Advisers to serve the
President of the United States.

I have been an insider and outsider, Mr. Chairman, as you know.
I have been on both ends of Pennsylvania Avenue. This is a prestigious
committee that attracts some of the best minds in the Congress. The
Council of Economic Advisers, almost since its inception, has attracted
some of the best minds in this country. Mr. Burns, Mr. Saulnier, Mr.
Heller, Mr. Ackley, and now my distinguished colleague, Mr. Okun.
These men may disagree but their degree of professionalism, Mr.
Chairman, is superb.

T will submit, sir, that in your long career there is nothing that you
have done for this country that has had a more lasting benefit.

Now, Mr. Chairman, on a slightly more personal note, you may be
dismayed to read in the papers this morning that I am going to leave
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the Treasury and move across the street and become a banker.
[Laughter.]

Mr. Chairman, in my own defense—I served with you, sir, and I
think you will admit the record shows that I am not a very good
politician. I was promptly defeated after my first term in office and I
go to banking secure in the knowledge, Mr. Chairman, that you are
going to keep me honest. [ Laughter.]

Senator Javits. Mr. Chairman, may I on behalf of the minority, wel-
come the chairman to his present post and join with Secretary Barr in
the satisfaction we all derive from this great committee and what it
is able to accomplish guiding our people and our Government, and
express my personal thanks, and I know every member of the minority
feels the same way, to Representative Patman for his unfailing
courtesy.

Chairman Parman. Thank you, Senator.

Senator JavrTs. And also while I have got the floor, briefly I want to
again thank our own colleague, Senator Proxmire, for his very gifted
incumbency and the tact and kindness with which he conducted the
chair during the past 2 years.

Senator Proxmire. Thank you very much.

Secretary Barr. Mr. Chairman, may I warn you that if this sounds
a bit more like a stump speech than a statement by the Secretary of the
Treasury, that is precisely what it is intended to be.

With that warning, let me plunge in.

First of all, Mr. Chairman, what I will say now is not in my formal
statement. After I was defeated in the Congress and I joined the
Treasury with Secretary Dillon under President Kennedy, there was
one fire that really burned in my belly and that was to do something
about the economic slack that prevaded this country. I thought we
could do more in order to use our productive capacity, our labor, and
our savings more efficiently.

Mr. Chairman, that agenda item is finished. We are doing all we can
and probably more. Mr. Zwick and Mr. Okun later will inform you
that we are perhaps trying to do too much today. So the agenda item
on which I came in is behind us.

The new agenda item, the one in which I ask your support for the
new Secretary-designate, is to help cool off this economy, to bring
our prices back into a more adequate relationship without throwing
the country into a tailspin.

Now, gentlemen and Mrs. Griffiths, this is a tricky business, and I
do not want to sound too nonpartisan here today, but 1t is going to take
the best judgment of all of you and the new administration to
accomplish this extremely difficult task.

Now, what are the agenda items that I, after a decade of public
service, would like to call to your attention—the unfinished items that I
would like to call to your attention.

First of all, Mr. Chairman, I think the greatest unfinished agenda
item is that we have not been able to do more on tax reform. Mr.
Chairman and members of the Joint Economic Committee, I will haz-
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ard a guess that there is going to be a taxpayer revolt over the income
taxes 1n this country unless we move in this area.

Now, the revolt is not going to come from the poor. They do not pay
very much in taxes. The revolt is going to come from the middle class. It
is going to come from those people with incomes from $7,000 to
$20,000 who pay every nickel of taxes at the going rate. They do not
have the loopholes and the gimmicks to resort to, Mr. Chairman.

However, when these people see, as I see, that in the year 1967, there
were 155 tax returns in this country with incomes of over $200,000 a
year and 21 returns with incomes of over a million dollars for the
year on which the “taxpayers” paid the U.S. Government not 1 cent
of income taxes, I think those people are going to say it is time to do
something about it and I concur.

Now, we have tried for 8 years to reform the tax system and we have
made some dent in the problem. May I encourage this committee to
keep up the impetus that it has always had in this area of tax reform.

We Eave a good tax system. Economically it works as a counter-
cyclical force. It is working that way right now. When the economy
starts running stronger than it should, the tax system soaks up excess
demand and tends to cool off the economy. It is a magnificent system
that is producing in the income tax area alone $132 billion in this
fiscal year.

Mr. Chairman, and members of the committee, this is a voluntary
system. It will not work unless people support it. Mr. Chairman, I do
not believe the problem is the level of taxation. I believe rather it is
the equity of taxation. People want to feel they are not paying more
than their share and that everyone should pay a fair share. This does
not happen when you are running a corporation and you look at the
international oil companies and see they pay little or no taxes. They
pay huge taxes including royalties to other governments but not to
this Government, Mr. Chairman.

You look around and you see many people with huge advantages.
Now, these are difficult to terminate. These special tax provisions are
controversial subjects, Mr. Chairman, but I submit that if we are
going to mantain this magnificent tax system with its advantages for
revenues, and provide the revenues that Senator Javits mentions that
he wants to use in the cities and the rest of you want to use for various
purposes, it must be a fair system.

Senator Javrts. Mr. Chairman, I have one question that is so perti-
nent that I beg leave of the Chair to ask it.

Chairman Paraax. You may proceed, Senator.

Senator Javits. It is a fact that the surcharge bill included a re-
quirement for the President to submit a report on tax reform by
December 31, 1968.

Secretary Barr. Right, sir.
~ Senator Javrrs. It is also a fact that on December 31, the President
announced with the concurrence of Chairmen Mills and Long, that
he will not submit such a report although the Treasury’s recommenda-
tions would be available to Congress in confidence on request. I was
talked to in advance of the date, and asked whether I would consent to
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its being submitted as a confidential document. I did not feel I was able
to do that but I did not wish to embarrass the outgoing President and
make him take responsibility for tax reform proposals which he could
not carry on. I understood his desire, though I could not accord with it,
and I have asked that at least the staff report be made public.

Now, is it a fact—and please do not answer, Mr. Secretary, unless,
you feel able to

Secretary Barr. I am prepared to answer that. I knew you were
going to ask it and I have the answer.

Senator Javirs. I do not want to embarass you but can you tell us
if the report has been requested by members of the proper committees
of the Congress which I understand is the President’s willingness?
Will then, the report be made available generally ?

Secretary Bagr. Senator, in the past week I have had about as much
pressure from the Congress for this data as I have ever had in my
life, including a request from the vice chairman of this committee.
The pressure was so great that I called the chairman of the Ways and
Means Committee, who is now chairman of the Joint Committee on
Internal Revenue Taxation, and said that I did not like to leave public
office turning down requests from Members of Congress for data that
should be available to them.

He convened a meeting of the Joint Committee on Internal Revenue
Taxation. Secretary-designate Xennedy accompanied me to this meet-
ing and it was agreed at this meeting that when the Ways and Means
Committee is organized next week, Ways and Means will transmit a
request to Secretary-designate Kennedy for the information. They
will then publish it as a committee print. Secretary-designate Kennedy -
and I both agreed to this proposal.

Senator Javits. Thank you very much, Mr. Secretary. This is most
reassuring.

Chairman Paraman. Very well then—after the three of you finish
your statements we will then ask you questions.

Secretary Barr. Now, may I move ahead, Mr. Chairman, to another
subject. Over the past 8 years I have had a growing concern that in
the area of trade, the United States is disadvantaged in exports be-
cause of our tax system compared with the tax systems of other na-
tions. I have been concerned because I felt that an export, let us say
a Caterpillar tractor, leaves the United States carrying all the burden
of our tax load when it moves into export trade, while the same item
of equipment as it leaves Germany or France is exempted from a large
share of the tax load that is imposed in those nations. U.S. products
such as automobile, cigarettes and alcoholic beverages, on which the
Federal Government levies excise taxes, are exempt from the excises
if exported.

Now, I can only confess that the academicians have not agreed with
me in many instances but I do believe that the events of last Novem-
ber—when Germany reduced its border tax adjustments and France
increased its border tax adjustments for the purpose of reducing trade
imbalances would tend to lend credence to what I have thought, and
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I may add that Secretary Dillon and Secretary Fowler have shared the
opinion that we had to do something in this area.

Now, may I suggest, sir, that I do not believe you need to go to a
value added tax or some other form of a national sales tax to achieve
this objective. I do not think you need to do that. I do think this
committee should consider carefully in conjunction with other com-
mittees whether or not this Nation should impose border tax adjust-
ments whereby, as our exports leave, there will be a payment to the
exporter and as imports come in, there will be a tax. This would tend:
to equalize our tax system with the systems of other nations relative
to exports and imports.

Now, let me warn you, I do believe such border taxes must be under
strict international control or you will end up with a protectionist de-
vice. On the other hand, may I say to the committee as bluntly as I
can, that I think we are at a disadvantage in exports because of the
way the present international rules apply to different tax systems and
this should be corrected, sir.

Thirdly, we now have nearly completed the special drawing rights
facility which your committee, the committee on which you and Mr.
Widnall sit, the Banking and Currency Committee considered and
the House and Senate approved last year. Not enough countries have
ratified the agreement yet to bring this facility into force. May I urge
you, sir, and this committee, to keep up an unrelenting pressure on
~ the powers that be, to try to get this special drawing rights facility
ratified so the world has an opportunity to create the reserves that
it needs to keep international frade and finance and exports moving.

I think it is crucially important and I would hope that it would
come into being soon.

Mr. Chairman, I also want to call to your attention the fact that
the Congress has still not acted on the request for funds for the
International Development Association. 1 have watched this arrange-
ment since I was a member of Congress. I helped prepare the legis-
lation that first created IDA. I have watched 1t for 8 years.

I think, Mr. Chairman, this is the way the American people want
to move in assistance to developing nations. They want to share the
burden with other industrial nations. I would urge the Congress to
move as promptly as possible in this crucial area.

And lastly, Mr. Chairman, I want to submit for the analysis of
this committee, and especially its staff, a study of tax expenditures
which the Treasury has completed, presented in chart form, and called
“Comparison of Budget Outlays and Tax Expenditures by Function,”
together with a supplementary statement entitled “Tax Expenditures:
Government Expenditures Made Through the Income Tax System.”

Now, I have not had an opportunity to go into this deeply, but the
Treasury staff in this report, concludes that through the tax system,
not by appropriations, but through special provisions in the tax
system, similar in effect to appropriations, we are now making avail-
able huge sums of money to various functional sectors of the budget.
You have the chart here in front of you. If you want to pick it up
I will leaf through it very quickly.
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Now, this is done on a functional basis the way the budget is
established. You will see that for national defense chart 1, there is
a little benefit under the tax code. You would ask where does that
come from? Well, it comes from the fact that certain housing and
other allowances for military personnel are nontaxable. :

_ International affairs and finance, chart 2—you will find an explana-
tion on the cover side as I flip through these charts—you will find
that the Congress is appropriating $3.7 billion, and there is about
a half billion dollars, running through the tax code.

Now, part of that arises from the fact that you can live overseas
and the first $20,000 or $25,000 of your income is exempt from taxation.
The other is various forms of corporate exemptions built into the code.

Agriculture and Agricultural Resources, which is chart 8. You will
find that there are special provisions in the tax code that provide about
a billion dollars in tax expenditures versus $5.2 billion in budgetary
expenditures.

You will find under Natural Resources—chart 4—that the U.S.’
Government appropriates about $1.9 billion a year in the most recent
%rglai;‘s. The total that ran through the tax expenditure side was $1.7

illion.

In Commerce and Transportation—chart 5—you will find that the
budget outlays which you voted are $9 billion. The tax expenditure
item is $9.7 billion.

Community Development and Housing is chart 6. The budget outlays
{:)qi:la_l about $2.8 billion a year, the tax expenditure item total $5.2

illion.

Health and Welfare, chart 7. Budget cutlays are about $55 billion
a year; tax expenditures are roughly $19.5 billion.

For education and Manpower, chart 8, the budget outlays are $7.9
billion, tax expenditures are $900 million. ‘

Veterans Benefits and Services—chart 9.—Budget outlays are about
$7.8 billion, tax expenditures are $700 million.

The study adds two other headings to cover tax expenditures which
do not fit under functional headings in the Federal Budget:

Aid to State and Local Government. Financing involves tax
expenditures of $4.6 billion.

Capital Gains—Individual Income Tax have a tax expenditure
cost in the range of $5.5 to $8.5 billion. :

Mr. Chairman, let me alert the committee to the fact that this is
a highly controversial study. It is based on carefully drawn assump-
tions by the Treasury staff. I submit this not as the last word, but a
carefully done staff study to provide additional information which
I think this committee should have available to it. You can examine
and discuss it as you see fit.

Chairman Parman. Without objection, they will be placed in the
record at this point.

(The documents referred to follow:)

1. Comparison of Budget Outlays and Tax Expenditures by Function.

2. Supplementary Statement—Tax Expenditures—Government Expenditures
Made Through the Income Tax System.
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Table 7. Health and Welfare

Tax expenditures (in millions of dollars) 1968

Aged, blind, and disabled:
Additional exemption, retirement income credit and

exclusion of OASDHI for aged . . 2,300
Additional exemption for blind 10
Exclusion for "sick pay" 85
Exclusion of unemployment insurance benefits 7 300
Exclusion of workmen's compensation benefits . : 150
Exclusion of -public assistance benefits } © 50
Exclusion for employee pensions 3,000
Deduction for self-employed retirement 60

Exclusion of other employee benefits:

Premiums on group term life insurance 400
Accident and death benefits - 25
Medical insurance premiums and medical care 1,100
Privately financed supplementary unemployment beneflts 25
Meals and lodging - 150
Exclusion. of interest on life insurance savings 900
Deductibility by individuals of charitable contributions
(other than education) including untaxed -appreciation 2,200
Deductibility of medical expenses 1,500
Deductibility of child and dependent care expenses 25
Deductibility of casualty losses 70
Standard deduction : 3,200 1/
Total 15,550
. Budget outlays plus tax expenditures (in billions of dollars)
Budget outlays: 1968 1969 l_LQ
Expenditures 43.L 49. 2 55.0
Net lending 0.1 -0. __*
Total 3 Z ’338 -9 55 -<5)
Tax expenditures 15. 18.0 19.
Total budget outlays plus tax expenditures 59.1 66.9 74.5
Tax expenditures as percent of budget outlays 36% 37% 36%

1/'In the absence of the 10 percent standard deduction and most itemized non-

business deductions, the minimum standard deduction as presently structured

would be taken by all taxpayers and its revenue cost would be relatively

large. Under present treatment, the minimum standard deduction, in keeping
with its objectives, is claimed almost entirely by low-income taxpayers and

its revenue cost is $300 million. The reveanue estimate assumes the mini-
mum standard deduction is designed to assist only low-income taxpayers.

The minimum standard deduction is regarded in this analysis as related to
the system of personal exemptions and thus a part of the structure of an

income tax system based on ability to pay, rather than as a tax expenditure.

¥Tess than $50 million.
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SUPPLEMENTARY STATEMENT OF JOSEPH W. BARR

Tax EXPENDITURES : GOVERNMENT EXPENDITURES MADE THROUGH THE INCOME Tax
SYSTEM

The Annual Report of the Secretary of the Treasury for fiscal year 1968 in-
cludes an exhibit which presents Government expenditures for 1968 made
through the income tax system (Exhibit 29). The availability of the budget for
fiscal year 1970 enables us to present an updating of tax expenditures to cover
the fiscal yedrs 1968, 1969, and 1970 on a basis consistent with the 1970 budget
data and classifications. The following statement is a condensed and revised
gersion of the exhibit in the Secretary’s 1968 Annual Report with the updated

gures.

PURPOSE OF ANALYSIS

This analysis extends the budget to include Government expenditures made
through the income tax system. The present Federal income tax structure con-
tains a large number of special deductions, credits, exclusions, exemptions, and
preferential rates designed to achieve various social and economic objectives.
Most of these special provisions serve ends similar in nature to those served by
direct Government expenditures or loan programs, and they affect the private
economy in the same way. In a specific functional area the Government may have
direct expenditures, direct Federal loans, Federal insurance or guarantees of
private loans, and interest subsidies which represent alternative methods of ac-
complishing the purpose which the special tax provision seeks to achieve or en-
courage. This analysis, together with the fuller presentation in the Secretary’s
Annual Report, will permit a better understanding of the amount and allocation
of resources on both the outlay and revenue side of the 1970 budget.

A tax expenditure has the same impaect on the budget surplus or deficit as a
direct increase in expenditures. The tax revenues which the Government does
not collect because of these special tax provisions, however, are not reported in
the budget as presently constituted. The absence of line items—either on the
receipts or outlays side of the budget—for these revenue losses thus results in
an understatement of the role of Federal Government financial influence on the
behavior of individuals and businesses and on income distribution. In many
areas the magitude of tax expenditures approaches and, in some instances, ap-
proximates direct outlays having the same objective. .

Tax expenditures are not disclosed in the budget and therefore are not subject
to careful annual scrutiny in the budget and appropriation process. Budget out-
lay decisions, on the other hand, involve the departments and agencies, the
Bureau of the Budget, the House and Senate program committees which are
competent and experienced in their specialized fields, and the appropriation com-
mittees. Tax expenditures are not generally considered by the program depart-
ments and congressional committees concerned, and are not reviewed annually or
periodically to measure the benefits they achieve against the amounts expended.

The purpose of this analysis is to present information which compares tax
expenditures with direct expenditures or loan programs in various funectional
areas and thus to clarify and present more fully the role of the Federal Govern-
ment in these areas Such a comparison should be helpful in the allocation of
publie resources. .

A few illustrations will indicate how tax expenditures are alternatives to di-
rect expenditures or Government lending programs. Under the functional cate-
gory of health and welfare, the budget lists large direct expenditures which bene-
fit the aged. In addition, $2.83 billion was expended in 1968 through the tax
system to aid the elderly. .

Direct expenditures for natural resources are itemized in the budget. To.these
should be added the $1.6 billion assistance the tax system provides these indus-
tries by permitting the expensing of certain capital costs, the use of percengage
depletion in excess of cost depletion, and special capital gains freatment for iron
ore and coal royalties. . .

In the field of housing the Government now provides direct subsidies to lower
the interest rates on mortgages paid by buyers of certain homes. E‘Iomeowner-
ship is also subsidized through the tax deductions for interest paid on home
mortgages and for property taxes on homes which now cost the Government an-
nually about $1.9 billion and $1.8 billion, respectively.



33

SCOPE OF TAX EXPENDITURES

Some of the special tax provisions cause revenue to be lost to the Government
forever because the current tax base or the tax rates are reduced without any
offsetting increase later. Such tax expenditures correspond closely to direct
expenditures. ’

Other special tax provisions serve to defer the time when the taxes will be
paid. For a particular taxpayer, transaction, or asset, the special provision may
really represent a deferral of tax. However, for stable or growing businesses
with an indefinite life, for the Government, and for the entire economy, the de-
ferral of taxes continues forever under most of these provisions; furthermore,
in an expanding economy the aggregate amount of deferred taxes tends to grow
year after year. Examples of special tax provisions which cause deferral of taxes
include : Deduction of employer and self-employed contributions to private pen-
sion plans and exemption of investment income of such plans; accelerated de-
preciation deductions on buildings; net income reinvested in ship construction
and renovation by certain shipping companies; expensing of capital costs in ag-
riculture and natural resource industries; and exclusion of nonrepatriated earn-
ings of foreign subsidiaries.

Special tax provisions, which serve to defer but not forgive tax payments,
might be compared to net lending in budget terminology. These special tax pro-
visions are generally open-ended, with the extent and duration of their use
largely at the taxpayers’ option. For these reasons, the tax expenditure classifi-
cations in this analysis do not separate the special provisions which reduce taxes
from those which defer taxes.

This analysis does not attempt a complete listing of all the special tax provi-
sions. Various items have been excluded for one or more of several reasons:

(@) Some items were excluded because there is insufficient information
available on which to base a sound estimate. For example, in the case of de-
preciation on machinery and equipment, accelerated tax methods may provide
an allowance beyond that appropriate to the measurement of net income but
it is difficult to measure that difference because the true economic deterior-
ation or obsolescence factor cannot be readily determined.

(b) Some items were excluded where the case for their inclusion in the
income base stands on relatively techmnical or theoretical tax arguments.
The imputed rent on owner-occupied homes, for example, involves not only
a conceptual problem but difficult practical problems of measurement.

(¢) Some items were omitted because of their relatively small quantitative
importance.

Other features of our income tax system are considered not as variations from
the generally accepted measure of net income or as tax preferences but as a part
of the structure of an income tax system based on ability to pay. Such features in-
clude personal exemptions and the rate schedules under the individual income
tax. .
It must be recognized that the exclusions from-the listing are to some extent
arbitrary. The objective of this analysis is to provide a list of items that would
be generally recognized as an intended use of the tax system to achieve results
which are now, or could be,.achieved through direct Government expenditures.
The design of this list seems best served by constructing a minimum list rather
than including highly complicated or controversial items that would becloud the
utility of this analysis.

TAX EXPENDITURES BY FUNCTIONAL CATEGORY

The tax expenditures resulting from the various special tax provisions are-
classified under the functional categories used in the budget. In most cases, par-
tieular special tax provisions which affect more than one budget category have
been classified in the one where the effect is most important. In a few cases
where the amount is large and the allocation relatively clear, the tax expendi-
tures are divided between two functions.

No significant tax expenditures are made in three budget categories, space,
interest, and general government and others. Two classes of tax expenditures (aid
to State and local governments and capital gains—individual) which involve
large amounts have not been assigned to specific funectional categories for the
reasons given in those sections of the analysis.

I



34

All estimatgs of tax expenditures resulting from special tax provisions rep-
resent revenués lost on an annual basis. The estimates of revenue foregone are,
in general, based on the assumption that such provisions never existed, or, alter-
natively, that such provisions have been withdrawn sufficiently long ago that we
are now beyond the period needed to permit an equitable transition to a new
tax situation.

The revenue cost estimated for these special provisions is not in many cases the
revenue change which would result in the first full year if these provisions
were withdrawn. Replacement of some or all of these provisions by direct ex-
penditures or lending programs might change the level and composition of eco-
nomic activity. The revenue cost of each special tax provision presented for 1968
would, of course, generally vary over time with growth in the economy and
changes in various parts of the tax base. Also, a realistic approach to any change
in these provisions would provide in many situations transition arrangements
which would effect the revenue change gradually over a period of years.

Another key assumption is that economic activity for the year would nof have
been affected by the absence of these special provisions. This, of course, is a simp-
lifying assumption for tax expenditures undoubtedly have significant effects on
the composition and perhaps the level of economic activity. Also, in the absence
of these tax benefits, there would doubtless have been changes in Government
direct spending and net lending to accomplish some of the objectives of the ex-
isting provisions. No attempt has been made to speculate how the budget and
the economy might differ if none of these provisions were in the law.

No account is taken here of other taxes, such as payroll taxes, estate and gift
taxes, excises, or tariffs. The assumption inherent in current law, that corpora-
tions are separate entities and subject to income taxation independently from
their shareholders, is adhered toin this analysis.

The tax expenditures shown here for the three fiscal years 1968, 1969, and 1970
are figured at the tax rate which affect the revenues in these years.

A brief description of each of the special tax provisions for which a tax ex-
penditure estimate is shown accompanies the estimates.

National Defense ’

The supplements to salaries of military personnel by provision of quarters and
meals on military bases and off-base guarters allowances for military families,
and virtually all salary payments and reenlistment bonuses to military person-
nel serving in combat zones are excluded from tax.

TABLE 1,—NATIONAL DEFENSE

Tax expenditures, 1968

{In millions of dollars]
Exclusion of military benefits and allOWaRCES. ..o oenoeocoomoemmmreorem s m s

Budget Outiays Plus Tax Expenditures
[In billions of dollars]

1968 1969 1970

Budget outlays:
[ LI LG RN UNPUURIENSSEESPERE TS A SEE S e 80.5 810 8L.5
Net lending o o (0]
O] - o o e mmem e cmeemmeameemeeccemmmmmeeanooos 80.5 8L.0 81.5
TaX @XPenditlres . - o oo cooccovmmmmeencoaccaanaacormmeenso e .5 .6 .6
Total budget outlays plus tax expenditures_ ..o ocoeoo- 810 81.6 82.1
1 1 1

1 Less than $50,000,000.

International Affairs and Finance

Individual tazation.—For citizens of the United States, income earned abroad
up to $20,0600 for each complete tax year is exempted from taxation if the tax-
payer is a bona fide resident of a foreign country for an uninterrupted period
that includes 1 full tax year or, if he is present there 510 days during a period
of 18 consecutive months. After 8 years, foreign resident faxpayers can ex-
clude up to $25,000 a tax year.



35

United States citizens receiving from sources in a U. 8. possession may, under
certain conditions, exclude such income from tax.

Corporate tazation.—Domestic corporations which qualify as Western Hemis-
phere Trade Corporations are entitled to a special deduction which reduces their
tax rate by 14 percentage points.

Income of foreign branches and subsidiaries of U. 8. corporations is subject
to taxation abroad and in the United States. A credit is allowed against U. 8. in-
come tax for the foreign income taxes paid, up to the amount of U. S. tax lia-
bility. U. S. corporations deriving income from foreign subsidiaries may claim
a credit for foreign corporate profits tax deemed paid on that income, as well as
for foreign taxes imposed- directly on that income. If the subsidiary is in a
developed country, the parent corporation must include both creditable foreign
taxes in its U. S. taxable income ; if the subsidiary is in a less developed coun-
try, the corporation need not “gross-up” its income to include the creditable por-
tion of foreign profits tax.

United States corporations are not required currently to file consolidated
returns which include the ‘unrepatriated earnings of controlled foreign
subsidiaries.

Domestic corporations deriving the bulk of their income in U. 8. possessions
may, under certain conditions, exclude such income from tax. ’

TABLE 2.—INTERNATIONAL AFFAIRS AND FINANCE

Tax expenditures, 1968

[In millions of doliars}
Individual taxation:

Exemption for certain income earned abroad by U.S. citizens. ... ... 40
Exclusion of income earned in U.S. PoSSeSSiONS. ... ieiiecciiceeaeeean 10

Corporate taxation:
Western Hemisphere trade corporations.. .. .. ... eccccaccaem——aan 50
Exclusion of gross-up on dividends-of less developed country corporations. . 50
Exclusion of controlled foreign subsidiaries_.. ... __._________ 150
Exclusion of income earned in U.S. possessions. _ 70
Total tax expenditures. ..o iccccceecneas 370

Budget outlays plus tax expenditures
[In billions of dollars]
1968 1969 1970
Budget outlays:

Expenditures. - . ciceeiccee—een 3.7 3.6 3.5
Netlending o o e eeeaae .9 .3 .2
] | P 4.6 3.9 3.9
Tax expenditures. - - . oo eeccme e mcmeeammcmecem e 4 .4 .5
Total budget outlays plus tax expenditures. ... coooioooooioooo 5.0 4.3 4.2
Tax expenditures as percent of budget outlays_.. ... . ... 9 10 14

Agriculture and Agricultural Resources

Farmers, including corporations, may deduct certain costs as current expenses
even though these costs represent inventories on hand at the end of the year or
capital improvements.

Capital gains treatment also extends to the sale of livestock, orchards, vine-
yards, and comparable agricultural activities.

The gain on the cutting of timber is taxed at the rates applicable to long-term
capital gains, rather than at ordinary income rate.

TABLE 3.—AGRICULTURE AND AGRICULTURAL RESOURCES
Tax expenditures, 1968
[In millions of dollars]

Farming: Expensing and capital gains treatment____. ... . 800
Timber: Capital gains treatment for certain income

Total tax eXpenditures . - - oo o e ec e e 930
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Budget outlays plus tax expenditures
[In billions of dollars]

1968 1969 1970

Budget outlays:
EXpenditUres - - oo oo 4.8 5.3 5.1
Net 1eNding oo oo oo oo o oo 1.1 .1 .1
£ T 5.9 5.4 5.2
Tax eXPenditures - - - - oo oo me oo moemommmmmmmeeooeeioooaon .9 1.0 1.0
Total budget outlays plus tax expenditures. oo 6.8 6.4 6.2
Tax expenditures as percent of budget outlays. . oain 15 19 19

Natural Resources

Certain capital costs necessary to bring a mineral deposit into production may
be deducted as current expenses rather than spread over the useful life of the
property. Included in this category are the intangible drilling costs of oil and
gas wells and the cost of developing other mineral deposits, such as mine shafts,
tunnels, and stripping.

PBxtractive industries may choose between two methods of recovering capital
costs invested in the development of natural resources. Under one method, actual
outlays to the extent not immediately expensible may be deducted as “cost
depletion” over the productive life of the property, much as other businesses
may take deductions for the depreciation of capital goods. Alternatively, busi-
nesses in the extractive industries may deduct a prescribed percentage of gross
income (at rates ranging from 27.5 percent for oil and gas to 5 percent for
certain minerals, but not more than 50 percent of net income) where such “per-
centage depletion” exceeds “cost depletion.” Percentage depletion is not limited
to the cost of the investment as is cost depletion. The basis for “cost depletion”
is reduced to the extent certain costs are recovered through expensing of ex-
ploration and discovery costs and intangible drilling costs. There is no com-
parable reduction in “percentage depletion” to allow for costs which are allowed
as expenses.

Royalties from coal or iron ore deposits are treated as capital gains.

TABLE 4—NATURAL RESOURCES
Tax Expenditures, 1968
[In millions of dollars]
Expensing of exploration and development costs_

Excess of percentage over cost depletion.______ PR
Capital gains treatment of royalties on coal and iron ore

(1171 R SRS
Budget Outlays Plus Tax Expenditures
[In billions of dollars]
1968 1969 1970
Budget outlays:
EXPENOIUTES - - - oo e e ce e cccccaean 1.7 1.9 1.9
L R 7 ® ® ®
10 ) 1.7 1.9 1.9
Tax expenditures . - o o oo e cmcmmmecmccemcemcecmeeeeo- 1.6 1.7 1.7
Total budget outlays plus tax expenditures._ oo oo ooaaaeoo 3.3 3.6 3.6
Tax expenditures as percent of budget outlays.. ... ..o 94 90 90

1 In the absence of the expensing of exploration and development costs and percentage depletion, the 1st year revenue
effect would be $750,000,000 and $1,500,000,000 respectively, The difference from the estimates shown which are based
onlongrun effect is due to the fact that taxpayers with mineral properties would initially have little or no tax basis because
of deductions in prior years.

2 Less than $50,000,000.
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Commerce and Transportation

Investment credit.—Most businesses may take a tax credit equal to 7 per-
cent of the cost of investments in new machinery and equipment made during
the year. This credit does not lower the basis of the property for calculating
the deduction for depreciation.

Exzcess depreciation on buildings—To the extent that allowable depreciation
for tax purposes exceeds the rate at which assets actually depreciate, business
tax liabilities are deferred. Businesses may employ a variety of depreciation
schedules for tax purposes, some of which cause a much larger part of asset
values to be written off in early years of the asset’s useful life than do others.
The revenue cost of allowing for buildings depreciation methods for tax pur-
poses that reduce asset value more rapidly than straight-line depreciation (the
method typically used in financial statements) is shown below. The part based
on rental housing is listed under community development and housing. The tax
depreciation allowed for machinery and equipment is closer to actual deprecia-
tion than that allowed on buildings. In addition, the code permits full recapture
as ordinary income of profits resulting from excess depreciation on machinery
and equipment, but recapture of only a declining and then disappearing propor-
tion of such-profits on buildings. In view of this and the difficulty of estimating
the divergence, if any, between depreciation allowed for tax purposes and actual
depreciation, depreciation for machinery and equipment is not included here as
a tax expenditure.

Dividend exclusion.—Individual income taxpayers may exclude $100 of divi-
dends from income subject to tax.

Capital gains—Corporation income taw.——Capital gains of corporations are
subject to a tax of 25 percent while the rate applicable to other corporate income
above $25,000 is 48 percent (excluding the temporary surcharge).

Bad debt reserves of banks and other financial institutions—Commerecial banks,
mutual savings banks, building and loan associations, and cooperative banks are
permitted to set aside bad debt reserves based on stipulated fractions of deposits,
of loans outstanding, or of taxable income before computation for bad debts. The
amounts set aside typically. greatly exceed actual loss experience and reasonable
expectations as to future losses.

Credit unions.—Credit unions are exempt from Federal income tax.

Deduction of interest on consumer credit.—Interest paid on consumer credit is
allowed as an itemized nonbusiness deduction for individuals.

Expensing of research and development expenditures.—Expeditures by busi-
nesses for research and development (R&D) are carried out to find new products
or processes, to reduce costs, or for other purposes. In nearly all cases, benefits
from such expenditures will accrue for well over 1 year. For tax purposes busi-
ness may deduct all R&D expenditures in the year during which they are in-
curred, or they may amortize them over not less than 5 years. '

Surtaw exemption ($25,000).—Corporations pay income tax at the rate of 22
percent on all taxable income plus a surtax of 26 percent on taxable income in
excess of $25,000 (excluding the temporary surcharge). Each corporation there-
fore enjoys a surtax exemption of $25,000. This exemption is intended to en-
courage small or new businesses.

Deferral of tax on shipping companies—Certain companies which operate U.S.
flag vessel on foreign trade routes receive an indefinite deferral of income taxes
on that portion of their net income which is used for shipping purposes, primarily
construction, modernization, and major repairs of ships.
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TABLE 5—COMMERCE AND TRANSPORTATION
Tax Expenditures, 1968

. [In millions of dollars] )
Investment credit_______. - 2,300
Excess depreciation on buil "500
Dividend exclusion. ___._...__ 225
Capital gains: Corporations (oth 500
Excess bad debt reserves of financial institutions____.___________________. _ 600
Exemption of credit Unions . - e eiieeeos - 40
Deductibility of interest on consumer eredit__________ ... 1,300
Expensing of research and development expenditures..... .. ... 500
$25,000 surtax exemption. - - 1,800
Deferral of tax on Shipping COMPaNies - oo 10
(] I 17,775
Budget Outlays Plus Tax Expenditures
[In billions of dolars]

1968 1969 1970

Budget outlays:
EXpenditUres . o e 7.8 8.1 8.9
Net Iending - - o oo oo eimmmmmemcmcceeeeae .2 ® Bl
11 8.0 8.1 9.0
Tax eXPenditures . - o o e 7.8 9.2 9.7
Total budget outlays plus tax expenditures. . ... ... 15.8 17.3 18.7
Tax expenditures as percent of budget outlays... .. ... 98 114 108

1 The revenue cost for 1968 under this category differs from that in exhibit 29 of the Secretary’s annual report due to
the exclusion of capital gains—individual and its presentation as a separate item in this revised analysis.
2 Less than $50,000,000.

Community Development and Housing

Owner-occupants of homes may deduct mortgage interest and property taxes
(but not maintenance outlays or depreciation) as itemized nonbusiness deduc-
tions. The owners of rental housing may claim in early years depreciation in
excess of straight-line depreciation. (See Table 5.)

TABLE 6.—COMMUNITY DEVELOPMENT AND HOUSING
Tax Expenditures, 1968

[In millions of dollars]

Owner-occupied homes, deductibility of:
Interest on mortgages

Property taxes__._.____.
Rental housing, excess depr
L] P I
Bug_get Outlays Plus Tax Expenditures
[In billions of dollars]
1968 1969 1970
Budget outlays:
EXPENItUreS . - oo oo e mmmmm oo 1.0 1.3 2.6
Net 1ending - - - oo oo oo mmmec—emmenan 3.1 1.0 .2
- 4.1 2.3 2.8
- 4.0 4.7 5.2
8.1 7.0 8.0

Total budget outlays plus tax expenditures. ..o oo

Tax expenditures as percent of budget outlays. . oo 98 204 186
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Health and Welfare

A large variety of direct expenditures and transfer payments contribute to
health and welfare of families and individuals, both currently and in later years.
A considerable number of special tax provisions serve related ends.

Provisions relating to the aged, blind, and disabled.—Individual taxpayers age
65 and over may claim two personal exemptions of $600 and a second $100
minimum standard deduction (while persons under age 65 may claim only one
of each). The revenue cost of these additional items is $500 million.

Aged recipients of old age, survivors, and health benefits under the OASDHI
program and of railroad retirement .benefits are not required to include such
benefits in computing tax liability. This revenue cost is $525 million.*

Individuals-over -age 65 may claim a tax credit of up to $228.60 (15 percent
of $1,524) for a single person or.$342.90 (15 percent of $2,286) for a married
couple based on retirement income from all sources except social security, rail-
road retirement, or other tax-exempt benefits. In effect, the provision permits
taxpayers with taxable retirement income a tax benefit approximately comparable
to that accorded recipients. of social security and similar tax-exempt benefit
payments. The revenue cost is $200 million.

The combined revenue cost of these three provisions is $2.3 billion. Because of
the effect of the interrelationship of the three provisions on the tax base, the
combined cost exceeds the sum of the three provisions taken separately, since
the absence of one provision would increase the residual significance of the others.

The blind qualify for two $600 personal exemptions and an extra $100 minimum
standard deduction.

“Siclk pay” ewxclusions.—Certain payments financed by an employer in lieu of
wages during periods of employee injury or sickness are excluded from the
employee’s income.

EBaclusion of unemployment insurance benefits.—Benefits paid by State unem-
ployment insurance plans are financed by a tax on wages paid by the employer
.and deductible by him, but these benefits are excluded from the employee’s
income.

EBxclusion of workmen’s compensation benefits.—Benefits paid under work-
men’s compensation are excluded from employee’s income. These payments are
primarily intended to replace earnings lost due to a work-related injury or
illness, although some small part of the total payments is compensation for
physical loss, such as an eye or an arm. As in the case of unemplovment insur-
ance, the benefits are financed by the employer’s contributions and are deductible
by him.,

Baxclusion of public assistance.—Public assistance payments are excluded from
taxable income. ) )

EBzclusion for employee pensions—Employer contributions to qualified em-
ployee pension and annuity plans are deductible by the employer. Income earned
by these plans on their investments is not taxable. When an employee retires
and is paid a pension or annuity, only part of the amount received is taxable to
the employee. He does not pay taxes on the percentage of the benefit purchased
by his contributions excluding from the percentage income earned on his
contributions.

The revenue cost of the exclusion of investment income earned by all private
pension funds, based on the corporate tax rate is $1.9 billion. The revenue cost
of deduction of the total amount contributed by employers to these qualified
plans, based on the corporate tax rate, is $3.4 billion.

The revenue cost, based on the individual income tax rates applicable to em-
ployees, is $0.7 billion as respects the investment income and $1.4 billion as
respects the employers’ contributions.

The greater the extent to which the benefits are vested, the more relevant is
the use of the individual tax ratecin’ estimating the revenue cost. Taking this
vesting into account, the revenue cost of ‘the treatment of pension plans can be
put at $3 billion.

1This revenue estimate is based on treatment comparable to other pensions and regards
one quarter of the benefits as approximately the cost of employee contribution.
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Deduction for self-employed retirement.—Self-employed individuals are per-
mitted a deduction from taxable income for funds they set aside currently in
qualified retirement plans.

Ezclusion of other employee benefits—In addition to the benefits already
enumerated, a number of other employee benefits (shown in Table 7), the cost
of which is paid at least in part by the employer, are also excluded from income
subject to tax. The cost to the employer is deductible, and the benefit to the
employee not taxable, in all of these cases.

Ezclusion of interest on life insurance savings.—Life insurance policies other
than term policies, generally have a savings element in them. Savings in the
form of policyholders’ reserves are accumulated from the premium payment,
and interest is earned on these policyholders’ reserves. Such interest income is
neither taxable as it accrues nor as an element of death benefits.

Deductibility of contributions for other than education.—Contributions to
charitable, religious, or certain other nonprofit organizations are allowed as an
itemized deduction for individuals generally up to 30 percent of adjusted gross
income. Unlimited contributions, however, may be deducted by those taxpayers
(a relatively small number) whose contributions plus income taxes equal 90
percent of taxable income in 8 out of the preceding 10 years.

Taxpayers whose contributions to charitable or educational organizations are
in the form of capital assets, usually securities, which have appreciated in value
above their cost, obtain a deduction for the contribution at the appreciated
value of the asset without taxation on the appreciation in value.

Deductibility of medical expenses—Medical expenses in excess of 3 percent
of adjusted gross income and expenditures for prescribed drugs and medic¢ines
in excess of 1 percent of adjusted gross income may be deducted by individuals
as itemized nonbusiness deductions. Individuals may also deduct half of the
premiums paid for medical care insurance up to a maximum deduction of $150
per year, without regard to the 3 percent limitation.

Deductibility of child and dependent care expenses.—Deductions for.a limited
amount of expenditures for the care of children under 13 or incapacitated
dependents to enable the taxpayer to work are permitted under certain
circumstances.

Deductibility of casualty losses—Taxpayers may deduct as an itemized non-
business deduction the amount in excess of $100 for each loss due to fire, theft,
or other casualty to the extent not compensated by insurance.

Standard deduction.—Individuals may itemize deductions for certain personal
nonbusiness expenditures, including charitable contributions, interest payments,
and medical and drug expenses above a stated percent of income, and certain
other items referred to earlier. The taxpayer is also given the option of deduct-
ing—instead of this itemization—standard deduction of 10 percent of adjusted
gross income or $1,000 (8500 if married and filing separately), whichever is less.
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TABLE 7.—HEALTH AND WELFARE
Tax Expenditures, 1968
[in millions of dollars]

Aged, blind, and disabled:

Additional exemption, retirement income credit and exclusion of OASDHI foraged__......____........_._ 2,300
Additional exemption for blind 10
Excl for sick pay. ..o ..ooooooooo.o.
Excl of pl t in
Exclusion of unemployment insurance benefits.._
E of workmen's compensation benefits.
E of public assist benefits_.._____
Exclusion for emrloyee pensions......
Deduction for self-employed retirement. .. . e e—aeae
Exclusion of other employee benefits:
Premiums on group term life insurance._ .. eeeaan 400
Accident and death benefits. ... ... . . 25
Medical insurance premiums and medical care..__..__.... ... . .. ____._..._ 1,100
Privately financed supplementary unemployment benefits._._________.._.________ 25
Meals and lodging.... .. . 150
Exclusion of interest on life insurance savings. ... ... . .. ... 900
Deductibility by individuals of charitable contribu cluding untaxed appreciation.... 2,200
Deductibility of medical expenses..... 1,500
Deductibility of child and dependent 25
Deductibility of casualty losses.. 70
Standard deduction____.____.____.___ 13,200

L 15, 550

Budget Outlays Plus Tax Expenditures
[in billions of dollars}

1968 1969 1970
Budget outlays:

Expenditures. - ..o 43.4 49.5 55.0

Net lending. oo emean .1 —.6 ®
L1 43.5 48.9 55.0
Tax expenditures. - oo 15.6 18.0 19.5
Total budget outlays plus tax expenditures. ... ... .. . . ... 59.1 66.9 74,5
Tax expenditures as percent of budget outlays_.. ... . ... ..... 36 37 36

1Intheab t of the 10 p t standard deduction and most itemized nonbusiness deductions, the minimum standard
deduction as presently structured would be taken by all taxpayers and its revenue cost would be relatively large. Under
present treatment, the minimum standard deduction, in keeping with its objectives, is claimed almost entirely by low-
income taxpayers and its revenue cost is $300,000,000. The r estimate nes the minimum standard deduction
is designed to assist only low-income taxpayers. The minimum standard deduction is regard, this analysis as related
to the system of personal exemptions and thus a part of the structure of an income tax system based on ability to pay,
rather than as a tax expenditure,

2 Less than $50,000,000.

Education and Manpower

Additional personal exemption for students.—Taxpayers may claim personal
exemptions for dependent children over 18 who receive $600 or more of income per
year only if they are full-time students. The student may also claim an exemption
on his own tax return, in effect providing a double exemption, one on the parents’
tax return and one on the student's.

Deductibility of contributions to educational institutions.—Contributions to
nonprofit educational institutions are allowed as an itemized nonbusiness deduc-
tion for individuals.

Baclusion of scholarships and fellowships.—Recipients of scholarships and
fellowghi-ps may exclude such amounts from taxable income, subject to certain

imitations.
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TABLE 8.—EDUCATION AND MANPOWER
Tax expenditures
[In millions of dollars]

Additional personal exemption for students. 500
Deductibility of contributions by individuals - 170
Exclusion of scholarships and fellowships_ - ..o ool e cmm——————————— 50
O] - e o e e e ememmmmeecemeeececeenas 720
Budget outlays plus tax expenditures
{In billions of dollars]
1968 1969 1970
Budget outlays: .

EXPeNditUreS - - - - oo cmeemmeaeee 6.6 6.9 7.6
Net 1eNdiNg - - - o oo oo oo emmmmm e mmmmeeecccmeeee .4 .3 .3
11 7.0 7.2 7.9
Tax expenditures . - oo icimmemmecemeeceeecccccocee- 7 .8 9
Total budget outlays plus tax expenditures. ... . o oo 7.7 8.0 8.8

Tax expenditures as percent of budget outlays. ... . .. 10 11 11

Veterans Benefits and Services )

All veterans pensions due to disability and those paid by the Veterans Admin-
istration due to age (over 65) are excluded from taxable income. i

TABLE 9.—VETERANS BENEFITS AND SERVICES
Tax expenditures, 1968

[In millions of dollars]
Exclusion of certain benefits. - oo e e o e ccmmmmmmmemme—emeee—co—ceemmmemme—eeseooooo 550

Budget outlays plus tax expenditures
[in billions of dollars}]

1968 1969 1970
Budget outlays:
Expenditures__ 6.7 7.4 7.8
Net lending- - .1 .3 (O]
1 6.8 1.7 7.8
TaX eXPenitUres . - o e 6 .6 i
Total budget outlays plus tax expenditures_ ... oo 7.4 8.3 8.5
Tax expenditures as percent of budget outlays... ..o 9 8 9

1 Less than $50,000,000.

Aid to State and Local Government Financing

The Federal Government through certain tax provisions provides indirect
assistance to State and local governments. The deductibility of property taxes
on owner-occupied homes involving a revenue cost of $1.8 billion is listed above
under community development and housing as an element of the tax system
which provides support to promote housing. This deduction also aids States and,
particularly, local governments, by providing more flexibility in financing their
expenditure programs.

Two other special tax provisions also aid State and local governments, but
unlike the deductibility of property taxes on homes, they do not fit clearly within
any of the functional categories now used in the budget. They are, therefore,
shown as a separate budgetary heading, aid to State and local government
financing.
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In calculating income subject to tax, individuals may take as itemized non-
business deductions State and local personal income, gasoline, sales, property,
and other taxes. The deductibility of all these State and local taxes (with the
exception of taxes on owner-occupied homes) on nonbusiness returns is classified
as support for the finances of State and local governments, rather than listed
under any of the functional categories in the current budget.

As a result of the exclusion from tax of State and local bond interest, these
governments are able to sell debt obligations at a lower interest cost than would
be possible if such interest were subject to tax.

The relative importance of indirect assistance to State and local governments
through these provisions as compared with direct aid is not shown because the
present budget does not show in a single functional category the aid given to State
- and local governments. The amounts of direct Federal aid by function, however,
are brought together in Special Analysis O of the Budget for fiscal year 1970.

“TABLE 10.—AID :-TO STATE AND LOCAL GOVERNMENT FINANCING

Tax expenditures, 1968

[In millions of dollars}
Exemption of interest on State and local debt obligations..._ - et 1,800
Deductibility of nonbusiness State and local taxes (other than on owner-occupied homes): 1

Individual income tax. mcmemememeem——————ae - 1,350

General sales taxes.._ 775

gasolmel taxes.&..t .......... ggg
ersonal property tax -

Other taxgs perty 125
(017 R I

Property taxes on owner ied homes( luded under community development and housing)._.___._._. 1,800
Total, all State and local nonbusiness taxes...........cococcccecaace e - 4,600

1 For businesses owned by individuals, taxes other than income taxes are considered a cost of doing business and thus
deductible in arriving at a net income figure.

Capital Gains—Individual Income Taz

The tax treatment of capital gains of individuals involves a large amount of
tax expenditures. These expenditures would fall under a variety of functions
in the Federal budget, including commerce and transportation, agriculture and
agricultural resources, natural resources, community development and housing,
and health and welfare. Available sources, however, do not provide a basis for
accurate distribution among these functions. Thus, to avoid distorting any single
category but to identify the importance of this special provision under the indi-
vidual income tax, a new heading outside the budget classification is included
for this item. Omission of this item leads to an understatement of the amounts
of tax expenditures for the functional categories affected.

The types of special treatment accorded capital gains and the resulting tax
expenditures are as follows :

If the owner of appreciated capital assets dies, the capital gains tax is not
applied to appreciation which would have been taxable had he sold the assets
just before death. Heirs who receive appreciated property from the decedent
and who subsequently sell the property are subject to capital gains tax only on
appreciation occurring after they acquired the property. Thus the appreciation
on assets held until death is never taxed under the income tax. The revenue cost
of this treatment is $2.5 billion at present capital gains rates. (If taxed at full
ordinary rates, the cost is $4 billion.)

As to realized gains, half of the gains from the sale of capital assets held
more than 6 months is excluded from income, and .in no case is the tax rate
applicable to such capital gains allowed to exceed 25 percent. The revenue cost
of this treatment is $4.5 billion.- The revenue cost of this treatment at ordinary
rates for both realized gains and-gains untaxed at death 1s $8.5 billion (includ-
ing the $4 billion mentioned above).

The cost of capital gains treatment under present law is complex for a number
of reason. It could be contended that :

1. Full taxation of realized capital gains, even with full taxation at death,
could result in greater postponement of lifetime gains ;
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2. With a different treatment of capital gains another approach to the
corporation tax might provide for some integration of corporate and indi-
vidual taxes by giving taxpayers who sell corporate shares some credit for
taxes paid by the corporation on retained income which is reflected in share
values; and ) -

3. Averaging of capital gains would lower the indicated revenue costs.

In recognition of the complex issues involved, the tax expenditures involved
in the present treatment of capital gains of individuals are placed in a range
of $5.5 to 8.5 billion. (No table is shown for this heading.)

IMPORTANCE OF TAX EXPENDITURES

The above analysis indicates that tax provisions control a large fraction of
budget resources employed in several functional categories. With respect to
commerce and transportation, for example, the volume of budget resources al-
located by current special tax provisions is approximately the equivalent of
budget outlays. In certain other functional categories, such as natural resources,
community development and housing, and health and welfare, tax provisions
constitute a major component of total Government activities.

Many reasons for the enactment of these tax provisions may be found other
than the promotion of the functional activity under which they are listed, just
as a multitude of forces affect the approval of direct Government expenditures
which are nonetheless summarized under specific functional headings. This
analysis in no way reflects on the wisdom of such reasons.

More efficient use of resources by the Federal Government is advanced, how-
ever, if explicit account is taken of all calls upon budget resources, including tax
expenditures. The relative importance of different budgetary objectives can be
more carefully weighed against all the budget resources used for this objective.
Also, the effectiveness of alternative methods of achieving these objectives,
whether through direct outlays, loan subsidies, or tax expenditures, can be fully
understood, examined, and reevaluated periodically.

Secretary Barr. That concludes my testimony, Mr. Chairman, and
I thank you.
- Chairman Parmax. Thank you very much, Mr. Secretary.

(Secretary Barr’s prepared statement follows) :

PREPARED STATEMENT OF SECRETARY OF THE TREASURY JOSEPH
’ W. BARR

Mr. Chairman and Members of the Joint Economic Committee, I appreciate the
opportunity to meet with this distinguished Committee. I think it extremely
important that the members have the economic rationale for the financial plan
President Johnson has recommended to the Congress—a plan that is responsible
and realistic in terms of the country’s needs and resources, and that is consistent
with our responsibilities to keep the dollar strong and respected.

Before getting into the body of my remarks, I want to take a moment to pay
tribute to you, Mr. Chairman, to the Vice Chairman, Mr. Patman, and to the
members of the Committee. Under your leadership, the work of this Committee
has contributed greatly to the tremendous growth of public interest in economic
issues, to better informed public attitudes on economic policy, and to the record
economic progress the United States has achieved.

The economy is now in the 95th month of the most sustained and vigorous
period of economic expansion in our country’s entire history. There is no need
for me to enumerate here the many economic records established during this
period of unprecedented prosperity. I believe that in his State of the Union
Message and in his Economic Report to the Congress the President clearly
established that the economy is now stronger and more vigorous than ever
before, with production, empl@yment, and after-tax income, including both wages
and profits, all at record highs, far above the levels of a decade ago.
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And I want to emphasize that this isn’t just a dollar prosperity. The purchasing
power of the average American—the real goods he can buy with his dollar
income after taxes—has actually increased by 31 percent between 1960 and
1968. This, gentlemen, is the basic definition of economic progress.

Perhaps an even more significant aspect of our economic well-being is that it
is probably being shared by a broader segment of our population than during
any previous time of great prosperity. Not only have business profits soared to
record highs but the unemployment rate has been sharply reduced—particularly
among minority groups who have not adequately shared in economic gains of
the past. Much remains to be done in this key area of national policy, but it
is clear that significant progress has been made in removing barriers and expand-
ing job opportunities for our under-privileged citizens.

However, we must recognize that serious economic problems must still be
overcome. The increase in consumer prices in the past year of nearly 4 percent is
certainly larger than we can tolerate for very long. Although a small balance
of payments surplus was achieved in 1968, vigorous efforts must continue to
maintain this record in the current year.

Today I want to go beyond the over-all indicators of a prosperous economy
and in a sense see whether the financial underpinning of our economy will
support continued sound expansion in the years to come. I also want to review
briefly a few items of major, unfinished business that will bear heavily on our
future economic growth and, in some instances, that of the entire Free World.

Probably the most important single component of this financial underpinning
of our economy is the Federal budget. A properly designed budget should reflect
what the country needs, what it can afford and what the Congress can be expected
to do. In my judgment President Johnson has presented to the Congress a
budget that fully meets this standard. In fiscal 1969 the budget is expected to be
strongly in the black, with outlays of $183.7 billion, revenues of $186.1 billion
and a surplus of $2.4 billion. For fiscal 1970 we have projected an even larger
surplus of $3.4 billion.

In fiscal 1970 budget receipts are estimated at $198.7 billion, an increase
of $12.6 billion over the estimate for fiscal 1969. Outlays in fiscal 1970 are pro-
jected at $195.3 billion. The estimated increase in fiscal 1970 Federal revenue
is due almost entirely to anticipated economic growth. For calender 1969 we
have projected a gross national product of $921 billion, personal income of
$736 billion and corporate profits of $96 billion.

Now there is nothing inherently good or bad in itself about a budget surplus
or deficit. The test is whether it contributes to the economic strength of our
country. And a budget does this only when it is consistent with current and
prospective economic realities.

In the context of the economy as we see it, a Federal budget surplus for fiscal
years 1969 and 1970 is necessary for several important reasons.

TFirst, a budget surplus will tend to restrain over-all demand during a
time when our productive capacity is straining hard to meet the demands thrust
upon it. Second, a budget surplus means that during this period the Treasury
will not on balance be competing for funds in our already hard-pressed credit
markets. In fact, in fiscal 1969 and 1970 taken as a whole, the Treasury will
actually be adding funds to the private credit markets in contrast to the
situation in 1969 when $23.1 billion had to be drawn from private investors.
This healthy situation means greater freedom for the Federal Reserve to estab-
lish effective monetary policies, and more ready access to private savings by
private users of credit and state and local governments—borrowers who have
had a rough time in past tight money periods. In this context the home-building
industry in particular should greatly benefit.

A third important reason for maintaining a Federal budget surplus at this
time is that it will strengthen the hand of our negotiators during the critical
period in which we will be working to improve and modernize the international
monetary structure.

The Federal Government influences economic activity and the distribution of
income not only through direct expenditures and loan programs but also through
special tax provisions. A dollar foregone through a special tax provision is no
different than a dollar spent through a budget outlay. In other words, these

24-833 0—69—>pt. 1——4



46

tax expenditures use budget resources in the same way that direct expenditures
or net lending do. In most cases, the special tax provisions arg alternatives to
direct expenditures or net lending to achieve the same purpose.

The Annual report of the Secretary of the Treasury for fiscal year 1968.
which was issued this week, contains for the first time a detailed description and
discussion of these tax expenditures and estimates of the amounts involved. To
bring this material up to date, the Treasury staff has prepared an analysis of
tax expenditures related to the budget for fiscal year 1970 which I am submitting
as a supplement to my statement. The revenue costs of the special tax provisions
are presented alongside the budget outlays. This makes it possible to get a
more complete picture of total government expenditures for various functions.
You may be surprised to find that tax expenditures approach or even surpass
the budget outlay for certain functions.

The purpose of this special analysis is to present information which will help
us to use budget resources most effectively. We can obtain more efficient use of
resources by the Federal Government if explicit account is taken of all calls
upon budget resources. In this way the importance of different budgetary objec-
tives and the effectiveness of alternative uses. whether through direct expendi-
tures, loan subsidies, or tax expenditures, may be fully understood, examined,
and re-evaluated periodically.

I should inject a note of warning at this point. As the Committee knows, the
whole subject of tax expenditures is highly controversial and the figures pre-
sented in this Treasury report are themselves certain to be controversial. The
figures may vary depending on the assumptions used, and we do not claim that
our figures and assumptions are the last word. Perhaps the Committee might
want to have its staff analyze this document—perhaps in conjunction with
the .staffs of the Joint Committee on Internal Revenue Taxation and the Appro-
priations Committees. The staff of the Treasury will be pleased to cooperate.
Many of the provisions in the Tax Code are virtually the same as appropriations
and should be considered by the Congress as they review the various Federal
programs.

Let me turn now to four areas where I believe there is urgent need for action
by the United States or by those nations whose economic future is closely linked
with our own.

THE NEED FOR TAX REFORM

We have an income tax system which has demonstrated its strength—$128.3
billion of revenues expected in fiscal year 1970—and its flexibility. The income tax
is one of our country’s strongest assets;, and we must strive to improve it and
perfect it.

Our income tax system needs major reforms now, as a matter of importance
and urgency. That system essentially depends on an accurate self-assessment by
taxpayers. This, in turn, depends on widespread confidence that the tax laws and
the tax administration are equitable, and that everyone is paying according to
his ability to pay.

We face now the possibility of a taxpayer revolt if we do not soon make major
reforms in our income taxes. The revolt will come not from the poor but from
the tens of millions of middle-class families and individuals with incomes of
87,000 to $20,000, whose tax payments now generally are based on the full
ordinary rates and who pay over half of our individual income taxes.

The middle classes are likely to revolt against income taxes not because
of the level or amount of the taxes they must pay but because certain pro-
visions of the tax laws unfairly lighten the burdens of others who can afford
to pay. People are concerned and indeed angered about the high-income re-
cipients who pay little or no Federal income taxes. For example, the extreme
cases are 155 tax returns in 1967 with adjusted gross incomes above $200,000
on which no Federal income taxes were paid, including 21 with incomes above
$1,000,000.
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Judging from taxpayers’ letters to the Treasury, I would say that many
people are upset and impatient over the need for correcting these and other
situations which demand our attention. In this connection, I should point out
that the 10 percent surcharge has made many taxpayers more aware of the in-
equities in our present tax system and more demanding that reforms be adopted.

I believe public confidence in our income tax system is threatened and that
tax reform should be a top priority subject for the new Administration and the
91st Congress.

As you know, we at Treasury have been working on tax reform proposals
for more than two years, and they are now ready. They will be turned over to
Secretary-Designate Kennedy and, upon request, to the Congress.

I feel that the enactment of major reforms to substantially improve the fair-
ness, simplicity, and neutrality of our income taxes are essential to continue
and strengthen public confidence in our tax system.

THE NEED FOR RESTORING THE UNITED STATES TRADE POSITION

The international trade position of the United States is rapidly deteriorating.
It is essential therefore that we make a forceful policy response to restore our
trade account to a position of strength. Short of this, we will find a eontinuing
upsurge apparent in the country.

The answer to our trade problem does not lie in an overhaulmg of our tax
system tarough the introduction of a value-added tax either in addition to or in
lieu of our present taxes. The adverse domestic effects of such a move would
far outweigh any small trade advantage which we might gain.

‘What we might well consider instead is our own system of border adjust-
ments, encompassing both a tax on imports and a payment to exporters. The
level of these adjustments would be unrelated to our domestic tax system. The
rates would be set at whatever level is necessary to achieve our objective—a
healthy trade surplus. This system should be established under the strict control
of the General Agreement on Tariffs and Trade or other appropriate interna-
tional body.

THE NEED FOR ACTION ON THE SDR FACILITY

I would urge the member nations of the International Monetary Fund that
have not yet completed action on the Special Drawing Rights Facility to do so
promptly. Their ratification of the Proposed Amendment to the IMF Articles
of Agreement establishing the SDR Facility will bring closer the day when the
world will be assured of an adequate growth in monetary reserves.

The SDR Facility will be created when 67 member nations having 80 percent
of the weighted votes in the Fund have ratified the Amendment, and when mem-
bers having at least 75 percent of the quotas in the Fund have deposited with it
an instrument of participation.

The United States completed action on the SDR Facility last July 15. However,
as of January 10 of this year, only 29 members of the Fund having 4715 percent
of the total votes had ratified the Proposed Amendment.

After years of intensive negotiations, nations have neared establishment of
a method for creating the monetary reserves needed by a rapidly growing world
economy. We are near the goal of the most important reform in the international
monetary system since the Bretton Woods Agreement of 1944. I earnestly hope
that other nations and their governments will make it possible for the world
to reach that goal within a period of weeks or months.
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THE NEED FOR SUPPORT TO MULTILATERAL DEVELOPMENT INSTITUTION

I am also deeply concerned about two items of unfinished business in the
field of multilateral development finance. Both—the replenishment of the In-
ternational Development Association and the provision of special funds for

. the Asian Bank-——involve institutions that I have been intimately involved with
over the years. What we in the United States do in regard to these two institu-
tions can have a profound effect on the well-being and the very lives of millions
among the two:thirds of the world’s population that has little to possess and
still less to hope for.

As a freshman Congressman, I helped write the legislation for our participa-
tion in IDA. I have seen it in action in the field, in Asia in 1963 and in Africa
in 1967. I know it is capably guided by the World Bank under Robert MaNa-
mara’s sure hand.

IDA is, most importantly, serving in a growing way the primary function we
had in mind in the late 1950’s—it is mobilizing a greater share of development
resources from the other advanced countries. It is putting these resources to
work -in an efficient and effective manner. Eighteen other countries put up a
total substantially greater than our own. Our share in the effort has been re-
duced from 48 percent at the outset to 40 percent currently, meaning a cumula-
tive transfer of the burden of about $150 million.

The contribution proposed for the United States—$160 million in each of
three years—will have no adverse effect on the U.S. balance of payments, be-
cause we have obtained internationally agreed safegards to ensure this.

But the entire IDA replenishment package cannot hecome effective unless
the U.S. makes its contribution. I consider it of the highest urgency for the Con-
gress to demonstrate again its consistent attitude of bipartisanship toward IDA
by acting on the legislation that has been re-introduced in recent days.

While IDA’s operations are world wide, those of the Asian Bank are con-
centrated in the area of the world that has been torn by intense conflict and
wracked by human misery for all too many years. In December 1965, I was

- privileged, along with Eugene Black, to sign the agreement establishing the
Asian Development Bank, thus placing us firmly on the path of constructive
multilateral development in Asia. Many members of the Congress and Con-
gressional staff members participated actively in the events leading up to the
ereation of the Asian Bank. It is now in being, with a distinguished staff and
with an effective loan and technical assistance program moving forward.

However, the Bank needs additional resources—beyond its regular funds for
conventional lending—for special lending programs on favorable terms in fields
such as agriculture and transportation. The new budget proposes a $25 million
U.S. contribution to Asian Bank special funds in 1969 and 1970, and I consider
this action, already long delayed, as crucial to Asia and our total interests there.

These funds will help to encourage regional cooperation and peaceful devel-
opment in southeast Asia. Like our IDA contribution, we would be putting up
only a monority share; Japan and other advanced countries will bear the major
burden. And this contribution, too, will have no adverse balance of payments
effect since it will finance U.S. goods and services.

I sincerely hope that both these vital programs will promptly receive the
Congressional support they deserve.

I am submitting with my statement for the record a set of charts
with the heading “The Fiscal Program for 1970 in Perspective.”
These charts set forth the economic rationale for the financial plan
which President Johnson recommends to the 91st Congress, and I
would like at this time to review them with you.

(The material referred to follows:)
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ntries

1960-67

In the 1960’s U.S. growth compares favorably with that of other cou
1955-'60

ANNUAL RATE OF GROWTH IN SELECTED COUNTRIES™
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U.S. cost of living increases have been smaller than abroad

ANNUAL RATE OF GOST OF LIVING INCREASE

73

1960-'67

1955-'60

|

Office of the Secrstary of the Treasury
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TAX BURDEN IN SELECTED COUNTRIES®
Total Federal, State and Local Taxes as %
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vings after

proposed and enacted fax increases*

Taxpayers will continue to benefit from huge tax sa

TAX SAVINGS FROM ACTIONS TAKEN AFTER 1963
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Chairman Patman. Now, Mr. Arthur M. Okun, Chairman of the
Council of Economic Advisers. Mr. Okun, we will be glad to hear
from you. :

STATEMENT OF HON. ARTHUR M. OKUN, CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

Mr. Oxu~. Thank you, Mr. Chairman. In our closing days in of-
fice I can think of no more welcome opportunity for a valedictory
than an appearance before this committee. As a member of the Council
for 414 years and as its Chairman during the past year, I have profited
greatly from the advice, assistance, discussions, and consultation which
the Joint Economic Committee has provided. The Council and the
Joint Economic Committee are in a sense twin institutions on the ex-
ecutive and the legislative side and we have worked together effec-
tively in promoting an unprecedented 8 years of economic expansion.

I wanted to turn my attention today to some of the tasks and prob-
lems that you people will continue to face in office and I will be ob-
serving as a private citizen in promoting a ninth year of unparalleled
economic expansion for the Nation.

As 1969 begins, there is distinet evidence that the economy is mov-
ing toward improved balance. The advance of real output decelerated
significantly from a 6l4-percent rate early in 1968 to 4 percent by
yearend. Still, a further slowdown is essential to achieve progress
toward price and cost stability, to relieve pressures on our financial
markets at home, and to strengthen our international trade
performance.

Given the current situation and outlook, the fiscal restraint pres-
ently operating cannot be relaxed. It must be continued throughout
1969 and into 1970. Director Zwick will outline the administration’s
stringent program for Federal expenditures. On the revenue side an
early expiration or reduction in the tax surcharge would be an un-
justified and unwarranted move to fiscal stimulus in an economy that -
continues to need the firm hand of moderation. With the extension of
the surcharge, the President’s fiscal program seems well designed to
meet the key objectives of providing moderation and yet avoiding
excessive weakening of demand. Drastic restraint might make for
somewhat faster improvement in our price performance, but only by
%nposing unconscionable human costs and enormous waste on the
Nation.

BACKGROUND OF THE CURRENT SITUATION

To understand the current economic situation and tasks of policy, it
Is necessary to consider developments of the economy since the middle
of 1965. At that time, we were advancing healthily in the longest and
strongest peacetime expansion of our history. The subsequent upsurge
in defense spending reinforced a strong advance of business invest-
ment, creating an unsustainable boom. From the second quarter of
1965 through the first quarter of 1966, the economy advanced much too
rapidly. Prices and wages moved sharply upward in response to pres-
sures of demand—particularly because of the speed at which demand
was growing. Despite several measures adding.-to taxes and despite.
restraint in Federal civilian programs, fiscal policy was too stimulative
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in 1966, as defense requirements kept rising. In retrospect, there is
general agreement that a tax increase would have been desirable at
that time. , )

The economy experienced a welcome slowdown late in 1966 aided by
a strong dose of monetary restraint. From late 1966 to the summer of
1967, the trend of prices improved, although it was still pushed up
by earlier cost increases. Consumer prices and the overall price index
of GNP both rose at annual rates of less than 214 percent in the first
half of 1967. Interest rates retreated, reflecting both the change of
pace of activity and the shift toward easier monetary policy.

As of mid-1967, when the economy began to emerge from an inven-
tory adjustment, we were moving back onto the track of reasonable
price stability, and we were preserving our prosperity. To head off a
new upsurge, the President then urged immediate enactment of a
10-percent surcharge on income taxes. If that recommendation had
been promptly accepted, the economic history of the past year and a
half would have been considerably more favorable.

RECORD OF 1968

Without action on taxes, however, the Federal budget became an
engine of inflation. In the first half of 1968, the new boom took hold
and prices advanced at a disturbing 4-percent rate. This was accom-
panied by a jump in imports; nervousness in international financial
markets; and pressures on financial markets at home, which could not
be appropriately accommodated by monetary policy.

By the time the Revenue and Expenditure Control Act became law
in June, private demand was very strong and it had developed great
forward momentum. There was a significant slowdown in the second
half but not as large or prompt as we had expected and hoped. Late
in the year, business investment spending moved strongly upward from
its earlier plateau. Housing rebounded in the face of tighter credit
conditions. Consumer spending rose sharply in the summer months.
But the marked slowdown of consumption in the fourth quarter
showed that the tax surcharge had begun to exert a restraining impact.

Thus, in some respects, 1968 was too big a year. Yet, the unprece-
dented Sth consecutive year of expansion brought a 5-percent gain in
- real output, a 2.1-million rise in nonfarm payrool employment, and
a decline in the unemployment rate of 3.6 percent—indeed, to 3.3 per-
cent by yearend.

OUTLOOK FOR 1969

The outlook points to a further appropriate slowing of overall activ-
ity in the first half of 1969. Inventory investment is likely to retreat
from its recent unusually high rate. Although, the saving rate of the
consumer could move downward, the growth of consumer spending is
likely to be moderate. Homebuilding will do well to stay near current
levels in today’s financial markets. And indeed the 15-percent decline
in housing starts for December reported today indicates the problems
that housing may be beginning to have in these markets.

Federal purchases should change very little. Current evidence sug-
gests that, in the first half—GNP may rise at an annual rate between
5 and 6 percent—slowly enough to achieve a desirable cooling off, but
rapidly enough to maintain distinet advances of output and
development.
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If the tax surcharge were to expire at midyear, a marked fiscal stim-
ulus would be applied to the economy, and a renewed major accelera-
tion of activity would be likely. The only visible alternative to that
acceleration in the event of expiration of the surcharge, would be a
drastic dose of monetary restraint—a remedy which we should clearly
avoid. Monetary restraint could do the job of stopping any incipient
boom but it could do so only by pressing unevenly on homebuilding
and its credit sensitive sectors of the economy and by disturbing the
flows of credit in our financial markets.

In view of this diagnosis, I believe, one can conclude that the whole
Nation will benefit if Congress makes clear that a timely and favorable
verdict on the extension of the surcharge will be forthcoming. Of
course, if peace is achieved, if the expenditure outlook changes mark-
edly for other reasons, or if private demand softens dramatically, the
program will require review. In that event, an easing of monetary
policy—we well as an adjustment of fiscal policy—could respond to
the changing needs.

To meet the possible need for flexibility in fiscal policy, the President
has suggested that Congress review its procedures for changing tax
rates. He has suggested that, for the immediate future, it might be
desirable to give the President discretion to remove the surtax in whole
or in part, subject to congressional veto. For the longer run, he sug-
gests that Congress might give the President continuing limited au-
thority to adjust tax rates up or down as needed for stabilization
purposes, again subject to congressional veto. Or, alternatively, the
Congress could reform its own procedures in such a way as to assure
a prompt verdict—either way—on a Presidential request for stabiliz-
ing tax legislation.

I know this committee has studied these issues long and hard over
the years. I think, in light of the experience of the past 2 years, another
look at this important issue is in order.

With appropriate fiscal action, we look forward to a healthy but
moderate advance in 1969. For the 4th year in a row, the unemploy-
ment rate should remain below 4 percent. Real incomes should advance
generally, and prosperity should be extended. We should witness a
moderation of import demand, a reduction of pressures in financial
markets, and gradual moderation in price and wage increases.

We cannot, however, expect rapid or dramatic improvement in the
trend of prices. The price-wage spiral simply cannot be halted within
a single year.

ROAD TO PRICE STABILITY

Rather, we must Iook toward a gradual return to reasonable price
stability in a prosperous environment. This will require first and fore-
most, high standards of fiscal and monetary policy. But those policies
cannot do the job alone. They will need to be reinforced by measures
to enlist voluntary restraint in the price and wage decisions of large
corporations and strong unions. They will need to be reinforced by
measures to improve the structural efficiency of the economy. In chap-
ter 3 of the Council’s report, we spell out a variety of private and public
actions that may help to improve the price performance of a prosper-
ous economy. These are an agenda for exploration rather than a pro-
gram of specific reforms or legislative proposals. We do want to stress
that the battle against inflation must be fought on many fronts. It must
include steps to improve mobility and efficiency of our labor markets,
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to continue on the course of freer world trade, and to strengthen
productivity and competition in our industries.

OTHER ISSUES

The Council’s report also contains a detailed discussion of the inter-
national monetary system and of many proposals for further improve-
ment in its operation. We hope our analysis will contribute to the
careful and intensive dialog which must precede the adoption of any
reforms.

Our report also analyzes the problem of poverty in our prosperous
economy. The number of Americans below the poverty income line has
declined from roughly 40to 22 million between 1960 and 1968. We have
a considerable way to go, but our recent progress certainly argues for
redoubling our efforts rather than relaxing in the war on poverty.
When we are at a position where 1 percent of our gross national
product, if handed out individually to all the people who are poor,
would be sufficient to bring them up to the poverty line, it seems a
shame to have a continuing major blemish of poverty among 11 per-
cent of our citizens.

Finally, let me point to the report of the Cabinet Coordinating
Committee on Economic Planning for the End of Hostilities in Viet-
nam. It summarizes the studies made over the past 2 years to provide
some guidance on how the Nation can best make the economic transi-
tion to peace. When that welcome day arrives, fiscal and monetary

olicy will be confronted by demanding challenges, but they should

e equal to the task of promoting a reasonably smooth transfer of
resources from the uses of war into the service of peace.

Thank you.

Chairman Patarax. Thank you, sir.

Our next witness is Charles J. Zwick, Director of the Budget. We
are glad to have you, sir, and you may proceed in your own way.

STATEMENT OF HON. CHARLES J. ZWICK, DIRECTOR OF THE
BUREAU OF THE BUDGET

Mr. Zwick. Thank you, Mr. Chairman.

First, let me second the comments of my colleagues. I found the
exchanges with this committee to be both productive and gracious. I
think they were important to policy formulation, and in leaving, we
leave withthe greatest of respect for this committee.

I have a prepared statement, Mr. Chairman, but in the interest of
time I would be happy to paraphase it and submit it for the record,
if acceptable.

Chairman Pararan. Without objection, so ordered.

We will also include Secretary Barr’s prepared statement in the
record along with the supplementary materials.

Mr. Zwick. I would like to make a few comments and work from a
set of charts that you have labeled the “1970 Budget Charts.” You have
some charts also from the Treasury there if you can distinguish be-
tween them.

Chairman Pamaran. Would you like to have it in the record at this
point ?

Mz, Zwick. Yes.

(The “1970 Budget Charts” referred to follow:)
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Secretary Bagrr. Mr. Chairman, the charts that were presented in
my statement, may they be included in the record, too? )

Chairman Paraax.- Yes, sir, they may be included with your
statement. .

Mr. Zwick. The first chart gives the budget totals and the deficit-
surplus situation. I would like to make three quick points with regard
to this chart.

First, as the chart shows, there is a desirable turnaround from a
big_ deficit in fiscal 1968 to a surplus for both fiscal years 1969 and
1970. A surplus of $2.4 billion is predicted for 1969 and another of
$3.4 billion 1s estimated for fiscal 1970. As my colleagues have said, we
believe this is appropriate to the economic and fiscal situation we are
now facing.

The second point I would like to malke is that the 1969 expenditures
and revenue estimates are at this point, we believe, quite firm. We are
6 months through the year. Absent any major events—and, of course,
something like a Middle East explosion could change this—but ab-
sent any major unforseen events, we think these are pretty accurate
estimates. I first draw your attention to the $183.7 billion expenditure
estimate for fiscal 1969. That compares with the $186.1 billion we pro-
jected a year ago this time and the $184.4 billion level that we pro-
jected in the midyear review last September.

Now, briefly, we have 5 months of objective information available
to us, from July through November of this year. On the basis of those
5 months, if you adjust for the seasonality in the agricultural programs
and construction programs—for example, the Corps of Engineers
spends about 60 percent of its money in the first 6 months of any fiscal

ear because the work is done in the summer and the bills are paid in
the fall—if you adjust for seasonality, outlays have been running in
the first 5 months of this fiscal year at a rate of $181 billion. So, there-
fore, from here on out, the new administration can have outlays run-
ning at a rate of about $187 billion for the rest of the year and still
meet the estimated expenditure level of $183.7 billion.

Second, we do have a preliminary estimate for Defnse for the month
of December. It will be about another week before the Monthly
Treasury Statement comes out for the month of December but we do
have a preliminary estimate for the Defense and military assistance
for the month of December. On the basis of that preliminary estimate,
we believe that Defense and military assistance expenditures for the
first 6 months of this year will be $3814 billion.

Now, the 1970 budget estimates Defense expenditures for fiscal year
1969 as a whole at $78.4 billion. In other words, the new administra-
tion can spend another $40 billion and still meet the $183.7 billion
target that we are talking about. So, we think, absent any major
change of events, and a continuation of the policies and procedures
we have instituted, that the $183.7 billion is a fairly firm estimate
of where we should be coming out in expenditures in 1969.

Similarly, data on 1969 revenues are pretty advanced and, there-
fore, the $2.4 billion surplus ought to be a quite good number.

The third point I would like to make with regard to this chart is
that if you look at the increase in expenditures over the 2-year period
1968-1970—there has been some distortion in the 1969 figures because
of the Revenue and Expenditure Control Act of 1968—if you look
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over the 2-year period, 1968 to 1970, you will find that expenditures
have gone up from $178.9 to $195.3 billion, an increase of $16.4 billion,
or, on the average, $8.2 billion a year. That is a fairly modest increase,
I would say. Of that $16.4 billion, about $7 billion is trust fund in-
creases. So, if you subtract out the trust fund increases, you have had
an increase over 2 years of a little over $9 billion for Federal funds,
an increase of $41 billion a year.

Now, there is something like between 3 and 4 percent growth, about
half as fast as the economy is growing. Therefore, this is indeed, in
our estimation, a very tight budget.

The second chart, very briefly, is a table which shows what has
happened under the Revenue and Expenditure Control Act of 1968
(Public Law 90-364). There were two mandatory provisions, as you
are aware, with regard to appropriations and expenditures. One was
that appropriations should be cut by at least $10 billion and the other
was that expenditures should be reduced by $6 billion—in both cases
excepting certain programs. The first bank of this table says that the
Congress, plus reestimates, accomplished the first requirement of the
law. Budget authority for the programs covered by the law is cut by
$13.2 billion, so the administration did not have to take any further
actions.

The second bank of figures on the chart says that we are not only
cutting $6 billion but we are cutting $8.3 billion in the expenditures
covered by the law, and that comes about through a series of special
circumstances. :

At the time of the midyear review, when we appeared before this
committee, we were estimating a cutback in expenditures of about
$614 billion. At that time, as I indicated to you, we were assuming we
had to absorb the increased costs of public assistance and CCC pay-
ments with the extra larae worldwide cron this vear. ,

Subsequent to that, Congress exempted the CCC overruns, the
public assistance overruns, and $100 million for impacted school aid.
It also enacted two laws which allowed the banks for cooperatives and
the intermediate credit banks to convert to private ownership and
therefore fall outside of the budget. The special circumstances asso-
ciated with all of those actions-and other smaller-charges brought us
up to about an $8.8 billion reduction in expenditures. We did put some
money back into HEW and Agriculture as we promised we would if
Congress enacted the exemptions for public assistance and CCC. So
the net of all these factors led to an estimated reduction of $8.3 billion
in expenditures.

The next two charts are technical charts on the appropriations
process. I would suggest we skip them and go to a fourth chart which
gives a breakdown as to what the changes are in the 1969-70 budget
situation. :

Chairman Paraman. All of them will be placed in the record.

Mr. Zwick. Thank you, sir.

Briefly, this chart points out that of the $11.6 billion increase in
outlays between 1969 and 1970, $414 billion is in the social insurance
trust funds; $2.9 billion of that increase is under existing law. The
remaining $1.6 billion increase assumes the enactment of the social
security 1mprovements that President Johnson recommended both in
the state of the Union message and in his budget message.
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Outlays for other major social programs are up by $3.4 billion.
The major programs here include Model Cities, JOBS program—job
training programs in general, but the JOBS program in specific—the
program with the National Alliance of Businessmen, is doubled; it
goes from 70,000 positions in 1969 to 140,000 positions in 1970. Medi-
caid and public assistance are also increasing. Community facilities,
health, education, all of these are up from 10 to 15 percent. Feeding
programs are also up. Across the board, total food assistance for the
poor is up 44 percent from 1969 to 1970. :

The other increases, then, are $2.8 billion for the Federal pay in-
crease coming in July 1969, $800 million for interest, national defense
up $500 million, and all other programs up $200 million.

Now, within that $200 million, however, there are a number of ups
and downs. In fact, there are $2.2 billion of ups and $2 billion of
downs. Programs for crime control are up about 35 percent. Overall,
the budget anticipates close to $900 million for crime control programs.

There are expansions in the highway program, and an expansion
in the airports and airways facilities programs, assuming that user
charge legislation is passed. We have two elements in the FAA budget:
One, about $45 million that we consider essentially a baseline increase
in FAA, and then another $150 million for airways development
contingent on the enactment of user charges to pay for these facilities.
So that you do have a number of ups, almost. offset by downs for the
postal deficit, the space program and other decreases.

But I think this chart indicates the priorities that the Johnson ad-
ministration has followed in putting this budget together.

Now, the next chart takes a look at the six budgets that President
Johnson has submitted during his Presidency. The 1970 budget being
his last budget, we thought it was appropriate to summarize the prior-
ities of the entire period, and the result looks very similar to the chart,
you just looked at. If you look over those six budgets from 1964
through 1970, the total of outlays—the total budget—goes up by 65
percent. Major social programs go up almost twice as fast, 123 percent.
Interest is up 63 precent. National defense is up 52 percent, the major
part of that being for Vietnam. Veterans programs are up 36 percent.
All other programs increased by 18 percent. So, I think the record is
quite clear as to the priorities that the Johnson administration has set
over the six budgets it submitted.

Lastly, let me say a few words about a subject on which I think
there needs to be some clarification—Federal aid to State and local
governments. The last chart in this series, I think, indicates quite dra-
matically the expansion in these aids, going from a $10,1 billion level
in 1964 to a $25.0 billion level in this budget, a 214 times increases.
Compared with 1969, there is a $4.2 billion increase in fiscal 1970 for
Federal aid to State and local governments.

This has meant a number of things. First, it means that State and
local governments are now more dependent than ever on Federal rev-
enues for carrying out their programs. In 1964, approximately 15
percent of the revenues available to State and local governments came
from Federal grant programs. That now has increased to 18 percent.
So, in ‘other words, almost 20 percent of the money available to State
and local governments to carry out their programs comes through
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grant-in-aid programs from the Federal Government. There has been
a significant increase in these grant programs in recent years.

Second, there has been a major shift from rural to urban areas. I
am sorry that Senator Javits is not here, His earlier comments were
sin];ilar to those in the New York Times editorial yesterday on this
subject.

I think if you would look at the Special Analyses volume of the
budget you will find a sharply different picture than offered in that
editorial. While total grants to State and local governments have gone
up significantly, they have gone up even more rapidly to urban areas.
Federal grants to metropolitan areas have gone from $5.6 billion in
1964 to $16.7 billion in 1970, roughly tripling over this period. In the
1970 budget, 67 percent of Federal aid programs are going to urban
areas. That happens to be just about equal to the percentage of the total
population that lives in urban areas. So there has been a major shift
over these last 5 years in aid programs to urban areas.

Now, you can argue whether this shift has been fast enough or too
fast, but there has clearly been a major shift from rural to urban
emphasis. In 1964, 55 percent of Federal aid funds went to urban areas.
Now 67 percent goes to urban areas.

Lastly, I think it is important to indicate two additional sources of
support for urban areas. First, the tax expenditure analysis that Sec-
retary Barr gave you earlier indicated a major i tin n
areas through tax credits, and secondly, the President recommended,
and we think this is of critical importance, in his state of the Union
message and in his budget message, the creation of an Urban Develop-
ment Bank, a bank whereby moneys can be raised in the private mar-
ket and channeled at lower interest rates to urban areas.

So, I think the record is quite clear that there has been a dramatic
and important shift to urban areas during this administration. Whether
it was enough or too much is obviously a matter on which we probably
have as many opinions as we have people in the room. Mr. Chairman,
that summarizes my statement.

(The prepared statement of Mr. Zwick follows:)

PREPARED STATEMENT OF DIRECTOR OF THE BUREAU OF THE
BUDGET CHARLES J. ZWICK

Mr. Chairman and Members of the Committee, my colleagues have discussed
the basic fiscal policy governing our overall tax and program recommendations
for the fiscal year 1970. Let me just run through briefly the budget totals and
some of the highlights of the budget outlay figures.

Given the uncertain outlook at this time with respect to Vietnam and the con-
tinued need for positive action to foster a return to relative price stability, we
believe that the appropriate policy is to plan for surpluses in the Federal budget
in the current and upcoming fiscal years. As you know, we ran a $25.2 billion
budget deficit in fiscal year 1968. As a result, the Federal Government’s borrow-
ing requirements were exerting an extreme upward push on interest rates.

Now, for fiscal year 1969, we expect a sharp swing to a budget surplus of
$2.4 billion. The budget recommendations for 1970 should produce a further
surplus of $3.4 billion, with a restrictive expenditure policy and extension of the
income tax surcharge and current automobile and telephone excise tax rates for
another year. The fiscal restraint embodied in these surpluses—along with appro-
priate monetary policy and restraint by business and labor in their price and
wage decisions—should contribute to an easing in the upward pressure on
interest rates, further improvement in our basic balance of payments position,
and a return to a sustainable rate of economic growth.

24-833 0—69—pt. 1——8
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For fiscal year 1969, our estimates of outlays are, of course, influenced by the
restriction placed on us by the limitation on some outlays included in the Revenue
and Expenditure Control Act of 1968 (P.L. 90-364). Total outlays in 1969 are
now estimated at $183.7 billion, compared with the $184.4 billion we esitmated
last September in our Summer Review of the Budget. Actual data available for
the year so far indicate that in the first five months—July through November—
outlays ran at an annual rate of 8181 billion, after correcting for the seasonality
of agricultural and construction programs. Therefore, we could have a rate of
about $187 billion for the rest of the year, and still hit the budget estimate.

BUDGET TOTALS

[Fiscal years. In billions]

Description 1968 actual 1969 estimate 1970 estimate
Budget receipts. - o L. $153.7 $186.1 $198.7
Budgat outlays. .. .ot 178.9 183.7 195.3

Budget surplus () ordeficit (—)_ .. ... ... —25.2 +2.4 +3.4

We have a preliminary December figure for defense, including military assist-
ance, which gives us a half-year defense total of about $38.5 billion. The estimate
for the entire current fiscal year is $78.4 billion, =0, again, defense could run at
a higher rate in the last half of the fiscal year—up to $40 billion—and we would
still make the estimate in the budget.

There are always unknowns in estimating, but all in all, we believe the 1969
estimates are sound. I might just add that for the programs excepted from
P.L. 90-364, outlays are now estimated $6 billion higher than last January’s
budget. For those covered by P.L. 90-364, we are showing a decline of $8.3 billion
from the original estimate, so that we are achieving the reduction required in the
law and allowing leeway for unforeseen increases in the months ahead.

Turing to fiscal year 1970, I think the policy which guided us in our program
recommendations can best be summed up by quoting a statement from the
President’s budget message :

“This Nation can and must bear the -cost of the defense of freedom and must
at the same time move ahead in meeting the pressing needs we face at home.
But caution and prudence require that we budget our resources in a way which
enables us to preserve our prosperity, strength the U.S. dollar, and stem the
increased, price pressures we have experienced in the past few years.”

The estimates for 1970 reflect a restrictive expenditure policy generally, and
have also had to take into account distortions which have arisen as a result of
the ceiling on outlays for 1969, which followed on a statutory percentage formula
reduction in agency obligations enacted for 1968. We believed it would be unwise
to try to correct these distortions all in fiscal year 1970, and have therefore found
if necessary to continue a policy of outlay management in developing our 1970
estimates.

Within these constraints, the budget makes reasonable provision for ongoing
programs, including reductions wherever possible, and proposes some selective
expansions in urgent domestic activities which the Administration has stressed
as a means of improving the lives of all Americans—for example, education,
health, manpower training, housing, community development, greater security
for the elderly, food assistance, and crime control.

In total, budget outlays are estimated to increase by $11.6 billion between 1969
and 1970. Of this amount, major social programs will be up by $7.9 billion, in-
cluding $4.5 billion in the social insurance trust funds. A part of the trust fund
increase reflects recommended legislation to raise overall social seeurity benefits
by 138¢, effective January 1, 1970, including at least a 109 increase for almost
all beneficiaries, an increase in the minimum to $80 a month, an increase in the
earnings limit before benefits are lost, and other improvements in the system.
Other than through trust funds, outlays for major social programs are estimated
to rise by $3.4 billion, including—

A doubling of the JOBS program, from 70,000 slots in 1969 to 140,000 in
1970.

A continuation of efforts under the 10-year housing program, with a goal
of starting about 500,000 low and moderate income housing units next year.

An increase of over $450 million for the Model Cities program.
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Substantial increases for health, education, welfare, and other community
development programs.

Thus, the 1970 budget will maintain the momentum in key social programs,
while holding down other parts of the budget.

The Federal pay raise due to take effect in July 1969 accounts for $2.8 billion
of the overall increase. Interest costs will be up by $0.8 billion, while national
defense outlays are estimated to rise by $0.5 billion, reflecting—for the first time
in several years—an increase for forces not committed to'Southeast Asia support,
substantially offset by reductions in outlays for Vietnam,

Outlays for all ohter programs will increase, net, by only $0.2 billion. This net
rise reflects both increases—totaling about $2.2 billion—and decreases—totaling
about $2 billion. Major increases are provided for such activities as the highway
program, the recently-enacted safe streets program, and a proposed expansion in
our airways system contingent on enactment of increased aviation user charges.
Among the decreases are a reduction in the postal deficit based on proposal postal
rate adjustments, reductions for Commodity Credit Corporation price support
operations and P.L. 480 shipments, and a continued decline in outlays for the
space program.

CHANGING STRUCTURE OF FEDERAL BUDGET OUTLAYS

|Fiscal years. In billions]

1964 1968 1969 1970  Change
Program actual actual estimate estimate  1964-70

National defense
(Special Southeast Asia support).
Major social programs:

$80.5 $81.0 $81.5 -1-$28.0
(26.5)  (28.8)  (25.4) (+25.4)

Social insurance trust funds (excluding medicare). ... _.__ 2.7 30.2 33.3 37.2 +14.4
Welfare payments and services_ _ ... . __.._.__.__ 3.4 4.6 5.3 6.1 +2.6
Education and manpower training..._.__.___ - 1.6 6.4 6.5 7.2 +5.6
Health (including medicare)..._... - 1.8 9.7 -11.4 13.0 +11.2
Low and moderate income housing_ ... - W .9 .9 1.1 +1.1
Community and regiona! development. .. - .8 1.8 2.4 3.3 +2.4
Subtotal, major social programs__._._._.._. - 30.4 53.7 59.8 67.8 437.4
Interest . ... - 9.8 13.7 15.2 16.0 +6.1
Veterans benefits and services___ - 5.7 6.9 7.7 7.7 +2.0
All other Programs._ ..o . ocoiecaoaoan 22.1 28.6 25.0 24.9 +2.8
Allowances for pay increase and contingencies_ __ . __ . oo ioooio_ .1 3.2 +3.2
Undistributed intragovernmental transactions________._______. —2.9 —4.6 =51 —=5.7 —-2.8
Total........__. U 118.6 1789  183.7 1953  +76.7

1 Less than $50,000,G00.

The priorities implicit in the 1970 budget can be sharpened by looking at the
trends in outlays over the 6-year period covering the years of the Johnson Ad-
ministration budgets. Between 1964 and 1970, total outlays will have risen by
65%. However, within that total, major social programs show an increase of
123%, more than doubling since 1964. This is twice the rate of increase for any
other category of Government programs. Interest is up 639% in these years.
National defense outlays, including special Southeast Asia support, are up 52%.
Veterans benefits and services will have risen by 369, between 1964 and 1970.
All the other programs of the Government show a growth of about one-eighth in
this 6-year period, clearly reflecting, I believe, the policy of holding down on
programs of less urgency and reducing outlays to the extent feasible, while giving
highest priority to efforts to meet urgent domestic needs.

In these efforts, the Federal Government is increasingly relying on State and
local governments, through rising amounts of- Federal financial aid. Grants to
State and local governments, are estimated to total $25 billion in 1970, compared
with $20.8 billion in the current fiscal year. Since 1964, grants have doubled in
amount and now make up more than one-fifth of total Federal spending for
civilian domestic programs. Federal-aid outlays now represent about 189 of
State and local revenues, compared with about 15% in 1964.

Of particular interest is the fact that within the total of Federal grants, there
has been a major shift to urban metropolitan areas, where almost two-thirds of
all Americans live. A considerable amount of direct Federal outlays goes into
these areas in the form of transfer payments to individuals, such as social security
benefits, or through construction projects, such as post offices. However, in addi-
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tion, Federal grant programs have been increasingly focused on urban areas.
In 1964, an estimated $5.6 billion, or 559, of total Federal grants to State and
local governments went to metropolitan areas. The 1970 budget provides $16.7
billion for aid to these areas, triple the amount in-1964, and representing about
679 of total Federal grants estimated for 1970.

Looking to the future, the President is recommending establishment of an
Urban Development Bank to provide substantial amounts of long-term financing
of public facilities in urban communities through the combined efforts of Fed-
eral, State, and local governments and private enterprise. This Bank would raise
funds primarily by issuing federally guaranteed bonds to the public and, in addi-
tion to financial aid, would provide technical assistance to the Nation’s urban
areas.

In conclusion, I believe that the 1970 budget represents an appropriate response
to the fiscal policy requirements for maintaining a healthy and vigorous economy
and provides for continuing the progress we have made in meeting both the
Nation’s military needs and high priority domestic objectives.

Chairman Patarax. Thank you very much, sir. Without objection,
we will continue the traditional policy that this committee has had a
long time of recognizing each member for 10 minutes to question our
witnesses until each member present has had an opportunity to inter-
" rogate the witnesses.

Now, I will ask you gentlemen three questions here and I will ask
you to answer them when you go over your transcript of the record
of this proceeding. If that is satisfactory, we will save a little time
that way.

‘We have very disturbing distortions in our economy. The excessive
level of interest rates, the highest in our history, is threatening the
housing industry and the small businessman. It is always the weakest
who are hurt by tight money.

Do you not believe, as a responsible public official, that we have to
do something about it and do it quickly ?

(The following reply was submitted by the Council of Economic
Advisers:)

CouxciL oF EcoNoMIC ADVISERS RESPONSE TO CHAIRMAN PATMAN

I would certainly agree that high interest rates and tight money create disturb-
ing economic distortions. As you suggest, these bear down inequitably on par-
ticular groups in our economy such as homebuilders and home buyers. The only
appropriate remedy and preventive strategy for countering these trends is
greater reliance on fiscal policy for economic restraint. Relieving the pressure on
financial markets was a key objective of the administration’s tax proposals in
1967 and early 1968, and it is an important reason for extending the surcharge
this year. If fiscal policy does not provide the needed restraint, tight money may
become the only alternative to an inflationary boom which would be even more
dangerous and more inequitable.

Under present circumstances, it would be unrealistic to expect a rapid re-
versal and decline of interest rates. It will take clear and distinct evidence of an
economic slowdown to convince both borrowers and lenders that financial condi-
tions will relax and to alter inflationary expectations which tend to raise interest
rates. A bipartisan consensus in the Congress on supporting extension of the sur-
charge would have favorable effects on financial markets. With the stabilization
program that we are proposing, the Federal Reserve should be able to reduce the
restraint from monetary policy gradually within 1969.

(The following reply was submitted by the Treasury :)

TREASURY DEPARTMENT RESPONSE TO CHAIRMAN PATMAN

Interest rates are extremely high by historical standards. In key areas, they
stand well above the peaks reached at the time of the “credit crunch” in 1966.
However, while credit is expensive, it is much more generally available than
during the 1966 period of stringency. It is hoped that a satisfactory degree of
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credit availability can be maintained and that there will be no repetition of the
1966 experience when home financing and construction, as well as other areas
of the economy, experienced a heavy burden of adjustment.

The shift to fiscal restraint embodied in the Revenue and Expenditure Control
Act of 1968 had as one of its important objectives the maintenance of adequate
flows of credit and the avoidance of undue reliance upon monetary tightening.
For the present, a degree of monetary and fiscal restraint is required in order
to achieve a necessary moderation of inflationary pressure. But, the fiscal meas-
ures now in place should gradually ease the existing pressures on credit markets
and allow monetary policy a needed degree of flexibility.

The improved Federal financial position resulting from the surcharge and ex-
penditure control will be an important factor easing the strains on private
credit markets. On the unified budget basis, there was a net Federal credit de-
mand—borrowing from the public—of $23.1 billion in fiscal year 1968. In fiscal
1969, there is to be a repayment of $3.1 billion, and in fiscal 1970 a repayment of
$4.0 billion. The Federal Government has shifted from being a net demander of
funds from private credit markets and has become a net supplier of funds. In
terms of immediate pressures on the markets, it is particularly signficant that
between mid-March and June 30 of this year the total public debt will be re-
duced about $8 billion. Since the trust funds will be acquiring some debt, the
paydown to private markets during this period will exceed $8 billion by a con-
siderable margin. - [

In addition to its very important effect on the Federal finances, fiscal restraint
is expected to exert a substantial impact on the economy in early 1969. A fur-
ther moderate slowing in the overall pace of expansion should lead to some
scaling down of private credit demands. This would further reduce the degree
of pressure being placed on private credit markets.

(The following reply was submitted by the Bureau of the Budget:)

RESPONSE FROM BUDGET DIRECTOR ZWICK TO MR. PATMAN'S QUESTION CONCERNING
INTEREST RATES

During the period of debate about the income tax surcharge, the Administra-
tion repeatedly called attention to the unfair burdens which rising interest rates
create for small businessmen, farmers, the housing industry, and State and local
governments, which depend heavily on the money markets for financing. A major
reason for requesting the surcharge was to reduce these burdens. And it is a
major reason for proposing, in the 1970 budget, that fiscal restraint be continued
through fiscal year 1970.

In the absence of a policy of fiscal restraint, monetary policy would have to
carry an undue share of the load of restraining the economy. We learned well in
1966 the consequences of relying too heavily on monetary policy—exceedingly
tight credit, soaring interest rates, and inequitable restrictions on those sectors
of the economy noted above. With fiscal restraint continuing through fiscal year
1970, a less restrictive monetary policy than is now necessary should be possible,
and the high interest rates we are now experiencing should recede as the supply
of funds becomes more pientiful relative to the demand for them.

A year ago, the Federal Government was a heavy borrower in the money mar-
kets and, thereby, a direct contributor to the upward push on interest rates. This
yvear, and in the year ahead, the Government will be essentially neutral, since
outlays in both years will be financed entirely from current revenues.

I would like each of you to comment on that as suggested.

Now, the Urban Development Bank mentioned by the Director of
the Budget, I think, is a very interesting proposal and I am very much
impressed with it. That will give us an opportunity in considering
that proposal to consider whether or not we should have tax-exempt
bonds or whether or not the Federal Government should pay the por-
tion that the local communities would benefit from by tax-exempt
bonds and get rid of them so it will help our entire economy and raise
the amount of taxes very much and help the cause of tax reduction—
if it is handled just exactly right and it could result in a much lower
scale, lower interest rates for housing loans.
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(The following material was subsequently submitted by the Treas-
ury Department in response to Chairman Patman’s suggestion :)

- The enclosed copy of the draft Urban Development Bank Act of 1969 and the
letter transmitting the proposed bill to the Speaker of the House are provided
in further response to the question raised by Chairman Patman. Enclosed also
are excerpts from three addresses by Under Secretary Deming and an address by
Assistant Secretary Surrey bearing on the Urban Development Bank proposal.
As stated in the letter transmitting the Urban Development Bank proposal to
the Congress, the funds appropriated for payments to the Bank to reduce the
Bank’s lending rate would not involve a net cost to the Federal budget. Added
tax revenues stemming from the fact that the Bank would issue taxable securi-
ties would offset the cost of the payments made to the Bank.
- Also, as stated in the transmittal letter, the tax exempt market would continue
to be available to State and local governments as a source of financing after the
Urban Development Bank is established. Indeed, by tapping a broader segment
of the capital market for loan funds to finance the public facilities needs of State
and local governments, the Bank, by its operations, will reduce the growing pres-
sure on the tax exempt market, and therefore indirectly help those governmental
bodies which continue to utilize tax exempt securities to finance their capital
needs.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT,
OFFICE OF THE SECRETARY,
January 17, 1969.
Hox. JoEN W. MCcCORMACK,
Speaker of the House of Representatives, Washington, D.C.

DeArR MR. SPEAKER: Enclosed are five copies of a proposed bill “To establish
an ‘Urban Development Bank’ to assist in broadening the sources and decreasing
the cost of capital funds for State and local governments.” Also enclosed are five
copies of a section-by-section summary of the bill.

This proposed legislation would implement recommendations made by the
President in the State of the Union and Budget messages. Enactment of the leg-
islation will help the Nation, through a partnership of Federal, State and local
governments, working with private enterprise, to move forward to meet the mas-
sive needs of our cities and their people.

It is now clear that we are undergoing a tremendous expansion in borrowing
by State and local governments for capital expenditures. It is estimated that in
the next ten years State and local governments may need to borrow over $200
billion to finance essential public facilities the communities of the Nation must
have to provide a suitable living environment for their citizens.

A consensus of concern has arisen over the capacity of the capital markets, as
now structured, to cope with the essential credit needs of State and local gov-
ernments. Even at present levels of borrowing, the municipal bond market is
strained from time to time and is not efficient and effective :

interest rates are inordinately high on State and municipal obligations;

maturities are unrealistically short for many development projects;

the range of investors is narrow, primarily commercial banks, and the
market is particularly inadequate in times of credit stringency ;

the rating system denies many communities the financing they need for
essential facilities on reasonable terms ; and

smaller communities whose issues are in small amounts or are not fa-
miliar to investors find no market.

These defects in the existing market can be expected to be magnified by many
times in future years as State and municipal government credit needs increase
and indeed may render the adequate financing of State and local public facilities
impossible. We believe it should be a prime national concern to assure the con-
tinued availability of private financing for State and local capital needs. This
proposed legislation is designed to expand the capital market availqble tq States
and localities by providing an additional financial mechanism which will help
them to secure, on resonable terms, the financing they need to enable them to
construct essential public facilities. It would establish a federally chartered
bank—an Urban Development Bank—to finance the capital cost of State and
local government public works and community facilities. .

The activities of the Bank would be directed by a 17-member Board pf Dlrgc-
tors, the Chairman of which would be the president of the Bank. This official
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would be appointed by the President of the United States by and with the advice
and consent of the Senate. The other 16 members of the Board of Directors
would consist of not more than three Federal officials or employees appointed by
the President of the United States; three representatives of local or State gov-
ernments appointed by the President of the United States; and ten directors
elected by three distinct groups of stockholders in the bank. Of these ten elected
directors, four would be elected by State stockholders, four by local governments,
and two by private corporations and individuals who subseribe to stock in the
Bank.

An initial Board of Directors, to serve at least one year, would be appointed
by the President of the United States, by and with the advice and consent of the
Senate. Members of this initial Board of Directors would represent Federal,
State, local and private interests

The Bank would secure funds necessary to finance its lending activities by
selling its obligations in the private capital markets. To help protect holders
of the Bank’s obligations against possible losses of principal and interest and
to assure the Bank adequate access to the capital market at reasonable interest
rates, the Bank would also be authorized to borrow from the Treasury. This is
the highly successful approach initially used to insure investor confidence in the
Federal National Mortgage Association.

Interest on obligations sold by the Bank to finance its lending activities would
be fully taxable. To enable the Bank to lend to State and local governmental
bodies at favorable interest rates, however Federal payments would be made
to the Bank to cover the difference between the Bank’s borrowing cost and the
amount of interest it receives on its loans.

The amount of those payments and the volume of Bank lending would be con-
trolled by the Congress. The funds appropriated for payments to the Bank to
reduce the Bank’s lending rate, however, weuld not involve a net cost to the
Federal budget. Added tax revenues stemming from the fact that the Bank would
issue taxable securities would offset the cost of the payments made to the Bank.

The tax exemept market would continue to be available to State and local gov-
ernments as a source of financing after the Urban Development Bank is estab-
lished. Indeed, by tapping a broader segment of the capital market for loan
funds to finance the public facilities needs of State and local governments, the
Bank, by its operations, will reduce the growing pressure on the tax exempt
market, and therefore indirectly help those governmental bodies which continue
to utilize tax exempt securities to finance their capital needs.

The Bank would serve as an instrument to advance the welfare of our Nation’s
citizens while permitting each State and local government to pursue its develop-
mental policies in the manner it deems best suited to the needs of its citizens.
We believe this proposal exemplifies creative federalism at its best. The mecha-
nism it creates to meet a national problem enlists the financial support and par-
ticipation of all levels of government—Federal, State and local—as well as the
private sector in a joint enterpries to enable communities to provide needed
public facilities.

In summary, we believe creation of the Bank will further three broad
purposes—

First, and foremost, it will make possible a greater allocation of capital
to the development of needed public facilities.

Second, it will help to stimulate the construction of public facilities which
will contribute to economy, efficiency and the comprehensively planned de-
velopment of the area in which the facility is to be located.

Finally, it should help prevent disruption of the capital markets likely
to result from the efforts of State and local governments to borrow funds to
finance the large increase in public facilities expenditures which will take
place in the next decade.

The financial problems of our State and local communities are both urgent
and growing. The early establishment of an Urban Development Bank is both
feasible and desirable. We recommend early action by the Congress.

The Bureau of the Budget advised on January 16, 1969 that there is no objec:
tion to the submission of this draft legislation to the Congress and that its
enactment would be in accord with the program of the President.

Sincerely yours,

JoserH W. BARR,
Secretary of the Treasury.

- . RoBERT C. WooOD,
Secretary of Housing and Urban Development.
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A BILL To establish an Urban Development Bank to assist in broadening the sources
and decreasing the costs of capital funds for State and local governments, and for
other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That this Act may be cited as the “Urban
Development Bank Act of 1969.”

FINDINGS AND DECLARATION OF PURPOSE

SEc. 2(a). The Congress hereby finds and declares that the sound and orderly
development of the Nation’s communities, as well as the creation of new com-
munities and the expansion and enlargement of existing communities which
must take place to accommodate our growing population, requires the adequate
and timely provision of a wide variety of public works and community facilities,
such as streets, water, sewers, schools. hospitals, libraries, airports, facilities
for liquid and solid waste disposal, mass transit; recreation and other facilities
which serve community needs. :

The Congress further finds that the sources of funds currently available to
State and local government to finance such publie works and facilities are already
strained and that there will be an increasing demand for such funds as State
and local governments seek to meet their growing need for public works and
facilities.

The Congress further finds that to meet the anticipated financial needs of our
growing communities will require the full mobilization of the resources and
skills of all levels of government, State, local and Federal, as well as the private
sector in a coordinated and joint effort and that public investment in our Nation’s
communities, when efficiently planned and carried out, will add to the wealth
of individual communities as well as of the Nation.

(b) It is the purpose of this Act to establish, with State and local govern-
ments and the private sector, an Urban Development Bank to make long-term
development loans and to provide technical assistance to State and local gov-
ernments and their agencies to help them meet needs for essential public works
and community facilities, including the acquisition of land necessary thereto.

CREATION OF BANK

SEc. 3. There is hereby created a body corporate to be known as the Urban
Development Bank, which shall have succession until dissolved by Act of Con-
gres. The Bank, which shall not be an agency of the United States Govern-
ment, shall maintain such offices as may be necessary or appropriate in the con-
duct of its business. i .

BOARD OF DIRECTORS

SEC. 4(a). The Bank shall have a board of directors which shall consist of
seventeen persons, one of whom shall be the president of the Bank. The President
of the United States, by and with the advice and consent of the Senate, shall
appoint six directors, not more than three of whom shall be officers or employees
of the United States and three of whom shall be persons identified with or rep-
resentative of State or local government. Of the remaining members of the
board, four shall be elected by the class A stockholders, four shall be elected by
the class B stockholders, and two shall be elected by the class C stockholders.
If at the time of any election of directors the aggregate par value of outstand-
ing class C stock is less than $50 million, the President shall appoint one class
C director, who shall be identified with or representative of persons qualified to
subseribe for class C stock.

(b) Those directors who are officers or employees of the United States shall
serve at the pleasure of the President and until their successors have been ap-
pointed and have qualified. Bach such director may designate an alternate who
shall be an officer or employee of the United States, to serve as director in his
absence. The remaining directors shall each be appointed or elected for a term
ending on the date of the next annual meeting of the common stockholders of
the Bank. Any appointive seat on the board which becomes vacant shall be filled
by appointment of the President. Any elective seat on the board which becomes
vacant after the annual election of the directors shall be filled by the board,
but only for the unexpired portion of the term. Any director who is a full-
time officer or employee of the United States shall not receive compensation
for his services as director. :
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(¢) The board of directors shall meet at the call of its chairman, who shall
require it to meet not less often than once each month. )

(d) The President, by and with the advice and consent of the Senate, shall
appoint a president of the Bank, who shall serve at the pleasure of the President.
The president shall be chairman of the board of directors. Subject to the gen-
eral policies of the board, the management of the Bank shall be vested in the
president and he shall be the chief executive officer of the bank.

INITIAL BOARD OF DIRECTORS

SEC. 5. The initial members of the board of directors shall be appointed by
the President, by and with the advice and consent of the Senate, for an initial
term ending on the date of the first annual meeting of the common stockholders
of the Bank representing all classes of common stock, but not less than one
year. Members of the board appointed by the President for such terms shall be
representative of Federal, State, local, and private interests.

INITIAL EXPENSES

Sgc. 6. In order to facilitate the formation of the Bank, the Secretary of
Housing and Urban Development is authorized to pay initial organizing and
operating expenses. There is authorized to be appropriated a-sum-not-to exceed
$1,000,000, which sum shall be available for the purposes of this section for a
period of three years from the date of enactment of this Act.

FUNCTIONS

SEC. 7(a). The Bank is authorized, subject to the provisions of this section,
to make commitments to purchase and to purchase, service, or sell, on terms and
conditions determined by the Bank, any obligation or participation therein, of a
State or local government.

(b) Loans made by the Bank shall be in accordance with sound and prudent
development banking principles. No commitment shall be entered into, and no
purchase shall be made, unless the Bank determines that the proceeds of any
such purchase will be used by the borrower to finance capital expenditures for
public works and community facilities serving community needs.

(c) The Bank shall develop criteria to assure that projects assisted by it
are not inconsistent with comprehensive planning for the development of the
community in which the projects to be assisted will be located or disruptive of
Federal programs which authorize Federal assistance for the development of
like or similar categories of projects.

(d) Any loan made pursuant to this section may be in an amount not’ ex-
ceeding the total capital cost of the project to be financed with the loan; shall
be secured in such manner and be repaid in such period, not exceeding 40 years,
as may be determined by the Bank ; and shall bear interest at a rate determined
by the Bank which shall not be less than two-thirds the current average yield
on outstanding obligations of the Bank as of the last day of the month pre-
ceding the date on which the loan is made. ’

COMMON STOCK

SEc. 8(a). The Bank shall have common stock, having a par value of $1,000
per share, which shall be divided into three classes—

(1) Class A stock, which shall not be transferable, to be issued by the
Bank from time to time to each local government which is a member of
the bank to evidence any capital subscriptions made by such member as
required by subsection (e), and to be subscribed for in any amount by any
local government;

(2) Class B stock, which shall not be tranferable, to be issued by the
Bank from time to time to each State which is a member of the Bank to
evidence any capital subsecriptions made by such member as required by
subsection (e), and to be subscribed for by the States in any amount but
not less than an amount for any State which bears the same proportion to
$100,000,000 as the population of that State bears to the population of all
States; and

(8) Class O stock to be subscribed for by any private individual, partner-
ship, corporation, foundation, society, association, or other organization,
profit or nonprofit, in an amount at any time of not less than 10 shares.
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(b) All classes of common stock shall be vested with all voting rights, e;ich
share being entitled to one vote with rights of cumulative voting at all elections
of directors, except that any class C stock held by a stockholder in excess of
1,000 shares shall be nonvoting. o

(¢) Class B stock, except stock issued in return for capital subscriptions
required by subsection (e), may be subscribed for upon payment of one-fifth
of the price, with the remainder payable in equal installments over the suc-
ceeding four years.

(d) All moneys received by the Bank in return for its common stock shall be
accumulated in a capital surplus account. All net earnings from the operations
of the Bank shall annual]y be transferred to its general surplus account.- Such
dividends as may be declared shall be paid by the Bank to the holders of its
common stock and shall be charged against the general surplus account, but
in any one fiscal year dividends shall not exceed 6 per centum of the par value of
the common stock issued and outstanding and shall be payable out of the net
earnings of the Bank for that year.

(e) Bach seller -of obligations to the Bank pursuant to section 7 shall be a
member of the Bank and shall be required to make payments of nonrefundable
capital subscriptions, equal to not more than 2 per centum nor less than 1 per
centum of the principal amounts of obligations purchased or to be purchased by
the Bank from such seller. In addition, the Bank may impose charges or fees for
its services with the objective that all costs and expenses of its operations should
be within its income derived from.such operations.

OBLIGATIONS OF THE BANK

SEc. 9(a). The Bank is authorized, with the approval of the Secretary of the
Treasury, to issue and have outstanding obligations having such maturities
and bearing such rate or rates of interest as may be determined by the Bank.
Such obligations may be redeemable at the option of the Bank before maturity
in such manner as may be stipulated therein. The aggregate amount of obliga-
tions of the Bank outstanding at any one time shall not exceed $2,000,000,000,
which amount shall be increased by $5.000,000.000 on July 1, 1970. and by $5.-
000,000,000 on July 1 of each of the three succeeding years. The Bank shall
insert appropriate language in a]l of its obligations issued under this subsec-
tion clearly indicating that such obligations, together with the interest thereon,
are not guaranteed by the United States and do no constitute a debt or obliga-
tion of the United States or of any agency or instrumentality thereof other than
the Bank. The Bank is authorized to purchase in the open market any of its out-
standing obligations.

(b) In addition to the obligations of the Bank authorized to be outstanding in
subsection (a) of this section, the Bank is authorized to issue obligations to the
Secretary of the Treasury. The Secretary of the Treasury is authorized to
purchase any such obligations in order to insure the financial integrity of the
operations of the Bank, and for such purpose the Secretary of the Treasury
is authorized to use as a public debt transaction the proceeds of the sale of any
securities hereafter issued under the Second Liberty Bond Act, as now or
hereafter in force, and the purposes for which securities may be issued under the
Second Liberty Bond Act as now or hereafter in force, are extended to include
such purchases. Each purchase of obligations by the Secretary of the Treasury
under this subsection shall be upon such terms and conditions as to yield a return
at a rate not less than a rate determined by the Secretary of the Treasury, taking
into consideration the current average yield on outstanding marketable obliga-
tions of the United States of comparable maturities. The Secretary of the
Treasury may sell, upon such terms and conditions and at such price or prices as
he shall determine, any of the obligations acquired by him under this subsection.
All redemptions, purchases, and sales by the Secretary of the Treasury of such
obligations under this subsection shall be treated as public debt transactions of
the United States.

FEDERAL PAYMENTS TO THE BANK

Skc. 10(a). With respect to such amounts of loans of the Bank as may be speci-
fied in Appropriation Acts, the Secretary of Housing and Urban Development
is authorized to make, and to contract to make, annual payments to the Bank
in such amounts as are necessary to equal the amount by which the dollar
amount of interest paid by the Bank on account of its obligations exceeds the-
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dollar amount of interest received by the Bank on account of loans made by it
pursuant to section 7 of this Act. )

(b) There are hereby authorized to be appropriated to the Secretary of Hous-
ing and Urban Development such sums as may be necessary to carry out the
provisions of the Act, including such sums. as may be necessary to make the
annual payments required by contracts entered into by the Secretary pursuant
to subsection (a) of this section.

GENERAL POWERS

SEc. 11. The Bank shall have power :

(a) To sue and be sued, complain and defend, in its corporate name and
through its own counsel.

(b) To adopt, alter, and use the corporate seal, which shall be judicially
noticed.

(¢) To adopt, amend, and repeal by its board of directors bylaws, rules, and
regulations as may be necessary for the conduct of its business.

(d) To conduct its business, carry on its operations, and have offices and
exercise the powers granted by this Act in any State without regard to any
qualification or similar statute in any State.

(e) To lease, purchase, or otherwise acquire, own, hold, improve, use or
otherwise deal in and with any property, real, personal or mixed, or.any interest
therein, wherever situated.

(f) To accept gifts or donations of services, or of property, real, personal or
mixed, tangible or intangible, in aid of any of the purposes of the Bank.

(g) To sell, convey, mortgage, pledge, lease, exchange and otherwise dispose
of its property and assets.

(h) To appoint such officers, attorneys, employees and agents as may be
required, to determine their qualifications, to define their duties, to fix their
salaries, require bonds for them and fix the penalty thereof.

(i) To enter into contracts, to execute instruments, to incur liabilities, and to
do all things as are necessary or incidental to the proper management of its
affairs and the proper conduct of its business.

TECHNICAL ASSISTANCE

SEc. 12. (a) The Bank is authorized to provide technical assistance to State
and local governments in the preparation and implementation of comprehensive
development projects and programs, including the evaluation of priorities and
the formulation of specefic project proposals. The Bank may charge appropriate
fees for its services under this subsection.

(b) The Bank is also authorized to undertake research and information
gathering, and to facilitate the exchange of advanced concepts and techniques
relating to municipal growth and development among State and local governments.

AUDIT OF FINANCIAL TRANSACTIONS

SEc. 13. The financial transactions of the Bank shall be audited by the General
Accounting Office in accordance with the principles and procedures applicable
to commercial corporate transactions and under such rules and regulations as may
be prescribed by the Comptroller General of the United States. The audit shall be
conducted at the place or places where the accounts are normally kept. The
representatives of the General Accounting Office shall have access to all books,
accounts, financial records, reports, files, and all other papers, things, or property
belonging to or in use by the Bank and necessary to facilitate the audit, and they
shall be afforded full facilities for verifying transactions with the balances or
securities held by depositaries, fiscal agents, and custodians.

The expenses of any audit performed under this section shall be borne out of
appropriations to the General Accounting Office, and appropriations in such
sums as may be necessary are authorized. The Bank shall reimburse the General
Accounting Office for the full cost of such audit as billed therefor by the
Comptroller General, and the General Accounting Office shall deposit the sums
so reimbursed into the Treasury as miscellaneous receipts.

AUDIT REPORT TO CONGRESS

SEC. 14. A report of each such audit for a fiscal year shall be made by the
Comptroller General to the President and to the Congress and not later than six
months following the close of such fiscal year. The report shall set forth the
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scope of the audit and shall include a statement (showing intercorporate rela-
tions) of assets and liabilities, capital and surplus or deficit; a statement of
surplus or deficit analysis; a statement of income and expense; a statement of
sources and application of funds; and such comments and information as may
be deemed necessary to keep Congress informed of the operations and financial
condition of the Bank, to gether with such recommendations with respect thereto
as the Comptroller General may deem advisable, including a report of any
impairment of capital or lack of sufficent capital noted in the audit. A copy
of each report shall be furnished to the Secretary of Housing and Urban Develop-
ment, the Secretary of the Treasury, and to the Bank.

TAX EXEMPTION

SeEc. 15. The Bank, its property, its franchise, capital, reserves, surplus,
security holdings, and other funds, and its income shall be exempt from all
taxation now or hereafter imposed by the United States or by any State or local
taxing authority; except that (1) any real preperty and any tangible personal
property of the Bank shall be subject to Federal, State, and local taxation to
the same extent according to its value as other such property is taxed and (2) any
and all obligations issued by the Bank shall be subjected both as to principal
and interest to Federal, State. and local taxation to the same extent as the
obligations of private corporations are taxed.

OBLIGATIONS AS LAWFUL INVESTMENTS, ACCEPTANCE AS SECURITY

SEc. 16. All obligations issued by the Bank shall be lawful investments, and
may be accepted as security for all fiduciary, trust, and public funds, the invest-
ment or deposit of which shall be under authority or control of the United States
or of any officer or officers thereof. All stock and obligations issued by the
Bank pursuant to this Act shall be deemed to be exempt securities within the
meaning of laws administered by the Securities and Exchange Commission, to
the same extent as securities which are direct obligations of or obligations guar-
anteed as to principal or interest by the United States.

PREPARATION OF OBLIGATIONS

SEc. 17. In order to furnish obligations for delivery by the Bank, the Secre-
tary of the Treasury is authorized to prepare such obligations in such form as
the board of directors may approve, such obligations when prepared to be held
in the Treasury subject to delivery upon order by the Bank. The engraved
plates, dies, bed pieces, and so forth, executed in connection therewith shall
remain in the custody of the Secretary of the Treasury. The Bank shall reim-
burse the Secretary of the Treasury for any expenditures made in the prepara-
tion, custody, and delivery of such obligations.

UNITED STATES NOT LIABLE

SEc. 18. The United States shall not be liable for any debts, defaults, acts, or
omissions of the Bank.
ANNUAL REPORT

SEc. 19. The Bank shall, as soon as practicable after the end of each fiscal
year, transmit to the President and the Congress an annual report of its opera-
tions and activities.

AMENDMENTS RELATING TO FINANCIAL INSTITUTIONS

SEc. 20. (a) The sixth sentence of the seventh paragraph of section 5136 of
the Revised Statutes, as amended (12 U.S.C. 24), is amended by inserting ‘“‘or
obligations of the Urban Development Bank,” immediately after “or obligations,
participations, or other instruments of or issued by the Federal National Mort-
gage Association or the Government National Mortgage Association,”.

(b) Section 5200 of the Revised Statutes, as amended (12 T.8.C. 84). is
amended by adding at the end thereof the following new paragraph: “(14)
Obligations of the Urban Development Bank shall not be subject to any limitation
based upon such capital and surplus.”

(¢) The first paragraph of section 5(c) ¢f the Home Owners’ Loan Act of
1933, as amended (12 U.S.C. 1464(c) ), is amended by inserting “or in obligations
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of the Urban Development Bank;” in the second proviso immediately after
“any political subdivision thereof ;”

(d) Paragraph (2) of section 14(1)) of the Federal Reserve Act, as amended
(12 U.8.C. 355) is further amended by inserting “or any obligation of the Urban
Development Bank” immediately before the period at the end thereof.

DEFINITIONS

SEc. 21. As used in this Act—

(a) The term “Bank” means the Urban Development Bank created by section
3 of this Act.

(b) The term “State” means the States of the United States, the District of
Columbia, the Commonwealth of Puerto Rico, the Virgin Islands, Guam, American
Samoa, and the Trust Territory of the Pamﬁc Islands, or any agency or instru-
mentahty of a State.

(¢) The term “local government”’ means any county, municipality, or other
political subdivision of a State, or agency or instrumentality thereof, or any
school or other special district created by or pursuant to State law.

(d) The term “member of the Bank” meauns and State or local government
which has sold its obligations to the Urban Development Bank pursuant to
section 7 of this Act.

(e) The term ‘“‘obligation” means any bond, note, debenture, or other instru-
ment evidencing debt.

SEPARABILITY

SEc. 22. If any provision of this Act or the application thereof to any person
or circumstance, is held invalid, the validity of the remainder of the Act, and
the application of such provisions to other persons or circumstances, shall not
be affected.

AUTHORIZATION FOR APPROPRIATIONS

SEc. 23. There are authorized to be appropriafed, without fiscal year limitation,
such sums as may be necessary to carry out the purposes of this Act.

SECTION—BY-QECTION SUMMARY OF THE URBAN DEVELOPMENT
BANK ACT OF 1969

Section 1: This Qectlon provides for the Act to be c1ted as the “Urban Develop-
ment Bank Act of 1969.

Section 2. Findings and declaration of purpose.—This section states the findings
that the sound and orderly development of our Nation’s communities requires
the timely provision of a wide variety of public works and community facilities
and that the present source of capital funds to finance these projects is inade-
quate, and states the purpose of the Act to establish an Urban Development
Bank to make long-term development loans at reasonable interest rates and to
provide technical assistance to State and local governments to help them meet
needs for public works and community facilities.

Section 3. Creation of Banks.—This section would establish the Urban Develop-
ment Bank as a non-Federal corporation and would authorize the Bank to
establish regional or metropolitan offices.

Section 4. Board of Directors.—This section would provide for a 17-member
board of directors to consist of the president of the Bank, not more than three
Federal officials or employees appoointed by the President, three members ap-
pointed by the President representative of State or local government, four mem-
bers elected by local governments holding class A stock of the Bank, four members
elected by the States holding class B stock, and two members elected by private
persons or organizations holding class C stock. Class C stockholders would elect
only one director if their aggregate holdings were less than $50 million, the
President to appoint the remaining director. The term of non-Federal members
would be one year, and members who were Federal officials would serve at the
pleasure of the President. The board would meet at least monthly and would
determine general policies of the Bank. The president of the Bank would be
appointed by the President and would be chairman of the board of directors.

Section 5. Initial Board of Dzrecors —This section .svould authorize the Presi-
dent to appomt all directors for aninitial term until all classes of common stock
were represented, but not less than one year. The President’s appointments Would
be representative of Federal, State, local, and private interests.
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Section 6. Initial expenses.—This section would authorize an appropriation not
exceeding $1 million, to remain available for three years, for the Secretary of
Housing and Urban Development to pay initial organizing and operating ex-
penses of the Bank.

Section 7. Functions.—This section would authorize the Bank to make loans,
or participations in loans, to a State or local government to finance capital ex-
penditures for public works and community facilities. Toans could not exceed
the capital cost of the project, have a maturity exceeding 40 years, or an interest
rate less than two-thirds the current average yield on the Bank's outstanding
obligations. Projects financed by the Bank would not be inconsistent with com-
prehensive planning for the community, or disruptive of Federal programs assist-
ing similar or like projects.

Section 8. Common stock.—This section would provide for three classes of
common stock, class A to be issued to local governments; class B to be sub-
scribed for the States; and class C to be subscribed for by private individuals and
organizations, in a minimum of $10,000. Each share of stock would be entitled to
one vote, except that any class C stock held by one person in excess of $1,000,000
would be non-voting. Borrowers from the Bank would be required to make non-
refundable capital subscriptions in amounts of not less than 1 nor more than 2
percent of the amount of the loan. The Bank would be authorized to impose fees
for its serices to meet costs and expenses. Dividends declared by the Bank, limited
to six percent annually, could be paid to the stockholders out of any net earnings.

Section 9. Obligations of the Bank.—This section would authorize the Bank
to raise funds through the issuance of bonds or other debt instruments. The
Bank’s issues would be required to receive the prior approval of the Secretary
of the Treasury. Obligations issued by the Bank would state that they are not
guaranteed by the United States and do not constitute an obligation of the United
States. The aggregate amount of outstanding obligaions would be limited to $2
billion, which amount would be increased by $5 billion on July 1, 1970, and by
85 billion on July 1 of each of three succeeding years. In addition to these obliga-
tions, the Bank could issue other obligations which the Secretary of the Treas-
ury would be authorized to purchase in order to insure the financial integrity
of the operations of the Bank.

Section 10. Federal payment to the Bank.—This section would authorize the
Secretary of Housing and Urban Development to make, and to contract to make,
' annual payments to the Bank in amounts necessary to equal the amount by which
the dollar amount of interest paid by the Bank on its obligations exceeds the
dollar amount of interest received by the Bank on loans made by it. For this
purpose, the amount of loans that could be made by the Bank would be approved
in Appropriation Acts.

Section 11. General powers—The section would provide the Bank with gen-
eral corporate powers.

Section 12. Technical assistance.—This section would authorize the Bank
to render technical assistance to State and local governments in the prepara-
tion and implementation of projects, and to gather and facilitate the interchange
of advanced concepts relating to municipal development.

Section 18. Audit of financial transactions.—This section would require the
financial transactions of the Bank to be audited by the General Accounting Office.
The Bank would reimburse the Government for the cost of any audit.

Section 14. Audit report to Congress—This section would require a report of
each audit to be made by the Comptroller General to the President and the
Congress, with copies of each report to the Secretary of Housing and Urban
Development, the Secretary of the Treasury, and the Bank.

Section 15. Tax ewemption.—This section would generally exempt the Bank
and its income from all taxes. However, any real and personal property of the
Bank would be subject to taxation and all obligations issued by the Bank would
be subject both as to principal and interest to Federal, State, and local taxation
to the same extent as obligations of private corporations.

Section 16. Obligations as lawful investments, acceptance as security.—This
section would make obligations issued by the Bank lawful investments and
acceptable as security for all fiduciary, trust, and public funds, and its stock
exempt from SEC requirements. .

Section 17. Preparation of obligations.—This section would authorize the
Secretary of the Treasury to prepare, hold, and deliver obligations for the Bank
on a reimbursable basis.
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Section 18. United States not liable—This section provides that the United
States shall not be liable for any debts, defaults, acts, or omissions of the Bank.

Section 19. Annual report.—This section would require the Bank to transmit to
the President and Congress an annual report of its operations and activities.

Section 20. Amendments relating to financial institutions.—This section would
permit Federal Reserve banks, national banks, and Federal savings and loan
associations to invest in or deal in obligations of the Bank.

Section 21. Definitions. This section would provide definitions.

Section 22. Separability.—This seetion would make the provisions and validity
of the Act separable if any provision is held invalid.

Section 23. Authorization for appropriations.—This section would authorize
appropriations necessary to carry out the purposes of the Act.

ExcERPT FROM REMARKS BY HON. FREDERICK L. DEMING, UNDER SECRETARY OF
THE TREASURY FOR MONETARY AFFAIRS AT THE NATIONAL CONVENTION OF THE
BANK ADMINISTRATION INSTITUTE, ATLANTA, GA.

THE SHORT AND LONG OF IT
ES * ® * % % *
Financing pudblic requirements over the longer term

The preceding discussion clearly suggests that, over the near-term future, the
pressure on the securities market exerted by the public section should, in the
aggregate, diminish very markedly. The technical task of financing these re-
quirements, moreover, should not present undue difficulties.

‘When we look ahead to the longer term, however—for the next ten years or
beyond—the picture is different. For here, the financing requirements that can
be envisaged are truly formidable, and there is a pressing need for finding more
imaginative and efficient means of mobilizing the needed capital.

The area that presents the greatest challenge relates to the financing of what
I call the infrastructure for social welfare. In this area, needs have risen with
dramatic force in the recent past—and promise to advance even more sharply
in the years ahead. I include in this category urban redevelopment and renova-
tion of ghettos, enlargement of public housing, restructuring of public transporta-
tion facilities, combatting air and water pollution, and enlarged and improved
education and health facilities.

Some of these tasks involve continuation of past activities. Others are
essentially new in character. But, in the total, the magnitude of the financing
requirements will be massive. It may almost be said that the change in quantity
is prospectively so great as to make the financing problem a change in kind, as
well as in amount. )

Some of the activities I have cited may be undertaken and financed entirely by
State and local governments. Some others may be wholly within the sphere of
TFederal responsibility. But, for the most part, these activities will require some
form of Federal assistance to, and Federal partnership with, the State and local
governments.

What is needed now—and is, indeed, beginning to take place—is a searching
and comprehensive look as to how this partnership can be developed in the most
effective and satisfactory fashion. It will require a proper balance between
orderly over-all direction and financial discipline and ample scope for local
independence and flexibility. It will call for broad decisions on the absolute
and relative amounts of the new meeds to be financed directly from taxation and
the extent to which they can be met initially by borrowing. Where taxation is
involved, an optimum sharing of the burden between the Federal Government
and States and localities is required. In the case of borrowing, questions arise
as to the optimum mix between direct Federal borrowing, traditional State and
local debt financing, and resort to other, and partly new, types of borrowing
arrangements.

In all cases, there is a need to search for the most efficient, economical, and
equitable means of financing—means that will optimize the benefits and minimize
the overall costs to the taxpayer, means to permit the raising of funds in the
capital markets at the lowest cost feasible, and. means that can be flexibly
adapted to changing needs. And, in my judgment, it is important that the
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financing procedure be clear and visible, so that intelligent choices among
alternative methods can be made and subsidy elements can be clearly identified.

Let me concentrate here on those spending needs that are likely to be financed,
at least in the first instance, largely through the issuance of debt. rather than
by tax funds. Clearly, a major share of the emerging needs will have to be
financed in this way. That does not mean, of course, that the Federal share can
be met without a significant contribution from the tax side. This tax-financed
contribution may come about in the form of debt service grants, involving pay-
ments of interest or of capital—or both— on locally issued debt; it may entail
outright tax-financed Federal subsidies granted for projects that also require
large public borrowing; it may result simply because States and localities can
issue tax-exempt securities.

How large are the capital needs of the types considered here that are likely
to arise over the next few years? How can they best be financed? And what
impact is such financing likely to exert on capital markets generally?

The magnitude of the task

In 1947, net State and local debt was less than $15 billion. By 1957, it had
grown to $47 billion; and, last year, it stood at $113 billion. A mere continuance
of this growth trend would raise the level of outstanding State and local debt
ten years from now my about $120 billion—to a level of $240 billion.

But this is only part of the story. On top of the normal growth projected, it
appears that there will be a very substantial increase in State and local debt
as a result of new and expanded programs involving Federal financial assistance.
HEstimates of the likely magnitude of this increase vary widely, not only because
the costs of different programs to solve our urgent social and environmental
problems are often very difficult to project, but also because of different assess-
ments as to how fully the States and localities will actually seek to meet these
problems.

Let me just cite one type of calculation that illustrates this point. In 1968,
" the Congress enacted, or came close to enacting, provision for Federal capital

assistance in the form of debt service grants for a series of new or greatly
expanded State and local programs. It is useful to look at the Congressional
authorizing legislation for such assistance and then to calculate what it implies
for the growth of State and local debt financing. )

For example, Congress authorized additional debt service grants for public
housing of $150 million a year for the next two years. This will make possible
a total of about $3 billion a vear in additional local debt financing for this
purpose. If one assumes that additional Congressional authorizations will be
maintained at the same level over the next decade, the total added debt from
this program alone would come to $30 billion. I am not including projected
Tederal assistance to low income housing under this heading—this would be a
much larger sum, since it would encompass private as well as public housing.

Using similar calculations for three other program areas on which Congress
completed action in 1968, one finds a potential net increase in State and local
debt over the next decade of about $20 billion for college housing, academic
facilities, and the vocational education program, although some of this will
presumably be for private nonprofit institutions.

The debt serviee grant approach was also authorized for the anti-water
pollution program in legislation which passed both the House and the Senate
this year, though it did not survive the adjournment rush. Assuming a continua-
tion of the annual level of new dollar authorizations in the enabling legislation,
the potentlal increase in State and local debt for these purposes over the next
decade is $40 billion.

In addition, the Senate passed a bill in 1968 which authorized debt service
grants on obligations issued by State and local bodies, as well as nonprofit
.institutions, for hospital modernization. The needs in this area have been
estimated at over $10 billion.

Thus, assummg that the Congress follows through on the debt service grant
approach in just these six program areas, the potential increase in State and
local debt over the next decade is about $100 billion.

To this amount, one would need to add new financing requirements for mass
transit, other urban redevelopment activities, municipal airports, anti-air pol-
lution efforts, and other areas in which Federal programs have been estab-
lished and are expected to be increased. Taking all this into account, it is not
at all difficult to visualize a total rise in State and local debt over the next ten
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years of $150 billion or more, in addition to the “normal” growth of $120 billion
cited earlier. That would mean that, in ten years, State and local debt would
be rising by $30 to $35 billion or more a year, rather than by $10 billion, or
less, as at present.

To some extent, the new programs cited may substitute for what I have
counted as “normal” growth. But this overlap may no be large; the new pro-
grams cited will deal essentially with new types of needs. Also, the annual new
dollar authorizations which Congress has now provided for the next few years
may not be continued at the same level for a decade. Given the pressure of
underlying needs, however, it seems at least as likely that, on the balance, we will
see increases rather than reductions in Congressional authorizations as the
decade progresses.

" In citing these potentially very large figures, it has not been my purpose to
suggest that the indicated requirements cannot be financed through debt issues.
My hunch is, in fact, that, in a strongly growing economy and with continued
progress in tapping new sources of savings, the task will, in the end, prove .
manageable. If the economy expands at a rate in real terms of 4 to 4% percent
over the next decade—which is quite practicable under intelligent economic
policies in both public and private sectors working together—we would have a
GNP in 1978 of some $1.3 trillion, which would generate a lot more tax revenues .
and a lot more savings. But there can be no doubt that, even so, the task will
be more manageable only if we have major improvements in methods of
mobilizing capital

The need for new financing approaclhes

In calling for such improvements, I assume that the traditional means of
dnancing State and local government needs will have a continued role, par-
ticularly in the financing of tasks that have customarily been entirely in the
province of such governments. But I do not think that these means alone will
be adequate to cope with the huge additional demands generated by new types
of programs or that they can fully satisfy the criteria of maximum efficiency
and economy.

As I have indicated previously, by far the most promising approach for
mobilizing the needed new capital in a more efficient manner would seem to lie
in the establishment of a new central financing institution for domestic de-
velopment—such as a National Urban Development Bank.

Many different proposals for such a central development financing institu-
tion have recently been offered, and the need is to reach agreement on the more
precise characteristics of such an institution.

As I see it, the new institution would issue its own securities, backed by
Federal guarantee, and relend the proceeds to program agencies—either to
Federal lending agencies or directly to State and local bodies, depending on
Congressional decisions as to individual program structure and control. Aside
from the Federal guarantee, which would help marketing and minimize in-
terest costs, a Federal contribution, to the extent necessary and desirable, could
come from clearly identified interest rate subsidies given borrowers from the
institution and provided by direct Congressional appropriations.

The advantages of the new approach would be manifold.

First, the new institution could develop one efficient marketing instrument—
or family of instruments—with broad appeal to various investor classes. It could
thus tap a much wider market than the many instruments now being issued by
a great variety of Federal agencies and State and local agencies receiving
TFederal assistance. The market for such instruments would also be likely to
attain much greater depth than alternative financing means for urban de-
velopment purposes. Thus, secondary markets should develop which would allow
ready ‘“shiftability” of the securities among investors. In speaking of “one”
efficient marketing instrument, I do not necessarily mean that the institution
would issue only a single type of instrument. It could offer a number of closely
related types of securities, but tailored in ways that broaden the range of
reachable investors, similar to the spectrum of offerings now used in Federal
debt management, itself. But these instruments should be carefully designed
to fit into a coherent whole. Probably variations in types should be relatively
few for some time; and their relation to the Treasury’s debt, itself, would have
to be carefully considered.

24-833 0—69—pt. 1——9
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'Second, in contrast to the present fragmentation of financing efforts, the new
institution would automatically provide for coordination of issues and control
over programs requiring finance. Thus, a central financing institution would
have the greatest flexibility in going to market at the best time and with the
volume, maturities, and other terms and conditions which would enable it to
borrow at a significantly lower interest rate than could be obtained by several
smaller, special purpose institutions, each with its own special problems of
timing, seasonal factors, and other program considerations. .

I do not think, incidentally, that the answer to the financing problems over
the next decade will be to establish a separate new institution for each problem
area, such as an education bank, a pollution control bank, a transportation bank,
ete. The difficulty with this approach-—in addition to the duplication of effort
and the problem of finding that much financing talent—is the proliferation of
financing instruments which would develop and the problem of coordinating
these issues in the market. Of course, even a central financing institution could
decentralize its lending activities, either in terms of loan purpose or geographic
region. But I think there is a persuasive case for a centralized approach to
mobilizing capital funds.

Third, the new approach permits the most economical financing of the growing
new needs, looked at either from the viewpoint of the Federal Government or
from the viewpoint of State and local governments.

If all of these new needs were to be financed in the tax-exempt municipal bond
market, which, by its very nature, is limited in capacity, the additional volume
of financing would tend to have the effect of significantly increasing State and
municipal borrowing costs, not only for these new programs but across-the-board
for all State and municipal government programs. The proposed new institution
~would avoid these problems by operating in a far broader market. The net cost
to the Federal budget, moreover, would be minimized through the use of the pro-
posed development bank, which would issue taxable securities.

These considerations give the Federal Government and State and local govern-
ments a community of interest in finding the financing means that will be most
economical for all levels of government combined. And I am confident that
means can be found which will not impinge in any way on the ultimate fiscal
independence of State and local governments, which now rely mainly on the tax-
exempt concept.

:Slome implications for capital markets

Even if the burgeoning new needs that we now envisage are financed in a
much more efficient fashion than is now the case, such financing will be bound to
have a major impact on capital and securities markets generally. Added to
continuing large private requirements—and notably the likelihood that new
housing needs will exert much greater pressures on the general capital markets
than in the past—it will almost certainly mean that the average level of long-
term interest rates will be higher than in the 1950’s and early 1960’s, when
they were quite low.

This is not to imply that rates will not come down from their very high
recent levels. But.it does raise questions as to how long we can afford to con-
tinue accepting attitudes and practices that were essentially developed in periods
when average interest rates were substantially below the levels indicated for
the future. It suggests that continued maintenance of the statutory 4% percent
ceiling on long-term Government bonds could become an increasingly trouble-
some obstacle to sound Federal debt management.

CONCLUDING COMMENT

So there you have the short and long of it. For the short-run, the pressure
of Federal finance demand will diminish sharply, with consequently less pres-
sure on interest rates. Over the longer rum, the needs for social welfare in-
frastructure will place very heavy demands on the capital markets.

I welcome the lessened short-run pressure and wish my successors well in
meeting the hard financial problems of the future.
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Excerer FroM REMARKS BY HON. FREDERICK L. DEMING, UNDER SECRETARY OF
THE TREASURY FOR MONETARY AFFAIRS, AT THE 50TH ANNIVERSARY CONVENTION
OF THE AMERICAN GAS ASSOCIATION, PHILADELPHIA, PA., OCTOBER 7, 1968

% b % * £ & £
FINANCIAL PROBLEMS OF THE FUTURE

During the next ten years, two major problem areas of finance will challenge
the best efforts of the United States and one, perhaps both of them, will require
concentrated attentioni by other advanced countries of the world.

For the United States, the first problem—bigger by far than the second in
terms of financial requirements—is to find ways to provide capital finance for
public purposes designed to strengthen and improve what might be called
social welfare infrastructure. By this term, I mean urban redevelopment, the
renovation of the ghettos, the provision of public housing, the enlargement of
public education and health facilities, the restructuring of transportation fa-
cilities, the provision of clean water and air.

In one sense, the problem is not a new one; in a more realistic sense, it is a
brandnew one by virtue of its recognition and by virtue of the very size of its
financial requirements. Let me give you some indication of its size.

Net State and local debt in 1947 was less than $15 billion. Last year, it was
$113 billion—almost $100 billion larger than 20 years earlier. Mere continuance
of that trend would make it $240 billion ten years from now. Add in the new
programs noted above, and it is not difficult to visualize another $150 billion
requirement. It is clear that requirements of this order of magnitude will demand
the most efficient, imaginative, and sound means of mobilizing capital that we
can devise. )

I have spoken elsewhere of one approach to this problem—a National Urban
Development Bank. Other suggestions have been made—for a Municipal Bond
Guarantee Corporation; for a Community Development Bank; for a Domestic
Development Bank. Each is aimed at the basic objective of providing an efficient
means of mobilizing the Nation’s capital resources. We shall need to come to a
consensus on a particular approach.

That approach should embody two basic principles :

Development of one efficient marketing instrument with broad investment
appeal.
Coordination of issues and control over programs requiring finance,

A development institution would issue its own securities, backed by Federal
guarantee, and relend the proceeds to program agencies—either Federal lending
acencies or directly to State and local agencies, depending on Congressional
decisions as to individual program structure and control. Aside from the Federal
guarantee, which would belp marketing and minimize interest costs, a Federal
Government contribution, to the extent necessary and desirable, could come
from interest rate subsidies—clearly identified—provided by direct Congressional
appropriations.

The second problem, which will affect both the United States and other
advanced countries, is to find ways to provide increased developmental capital
finance for the less-developed countries of the world—both for infrastructure
and for expansion of the agricultural and industrial base.

The financial requirements for the United States, or for any other country,
are significantly less than those for domestic social welfare infrastructure, but
there are other problems—perhaps most notably the balance of payments
problem. Methods must be devised to fit these financing needs into the balance
of payments adjustment process so that, when a country is in surplus, it can
export more capital to developing countries, and when in deficit, it can export
less. At the same time, it is desirable to increase the total amount of capital
export and assure that volune for a period of time.

The United States proposed an approach of this type in the current replenish-
ment of funds for the International Development Association. The Organization
for Economic Cooperation and Development, composed of some twenty countries,
suggested, in a 1966 report on the adjustment process, that surplus countries
open their capital markets more freely to borrowings by international financial
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institutions, such as the World Bank or the regional development banks. Both
of these approaches need further development and implementation through
international agreement. Both will lead to more multilateralization of develop-
ment finance, which should be more efficient, both in terms of raising the capital
and in terms of channeling it where it can do the most good.

Finally, I should note two points. Both of these financial problems—domestic
social welfare infrastructure and development finance—can be resolved only
within a framework of a strongly expanding domestic and world economy. That
is an absolute requirement to generate the savings and the tax revenues for
the needed finance. And growing economies, themselves, need the thrust of
dynamiec new investment, which, itself, requires high savings.

REMARKS BY HON. STANIEY S. SURREY, ASSISTANT SECRETARY OF THE TREASURY,
BEFORE THE FIFTH MUNICIPAL CONFERENCE, INVESTMENT BANKERS ASSOCIATION,
NEW ORLEANS, La., SEPTEMBER 27, 1968

THE FINANCING OF NEW SOCIAL PROGRAMS—AND TAX EXEMPTION

The Investment Bankers Association is to be congratulated on staging this
forum on “The Federal Government’s Role in State and Local Financing—
Taxable or Tax Exempt?”’ The topic is one of direct and important concern to
many—the Federal Government, State and Local Governments, those who invest
in securities, and those like yourselves who participate in the marketing of
securities. Unfortunately, most discussions which involve the sensitive subject
of Federal-State relationships and the super-sensitive aspect of that relationship—
tax exemption for State and local securities—proceed with a maximum of
emotion, accusation and platitudes and a minimum of hard, objective analysis.
Your desire for a forum with just the opposite approach is commendable and I
trust my remarks will be seen as in keeping with your desire—for they certainly
are so intended.

At present there are about $120 billion of outstanding State and local tax-
exempt obligations and about $15 billion in new obligations are being issued
annually (for a $9 or $10 billion net annual growth). I am not discussing these
obligations or the merits of their tax exemption. I am not here to turn back any
clocks or reverse history. I am here to consider what will happen if the clocks
suddenly start to race madly forward. :

My remarks relate to the enormous increase in new issues of these obligations
that now looms up before us and the effects of adding this new huge volume of
tax-exempt obligations to the present market. My concern and my message can
be briefly summarized :

The possible high level of new issues of tax-exempt State and local bonds over
the next decade raises very serious problems for State and local governments
and for the equity of our Federal tax system. This high level can come about
under the enormous financing requirements of the vast social programs so
vitally necessary to meet our domestic needs.

The basic problem is that piling more and more reliance on the tax-exempt
privilege as a way of helping States and localities to meet these financing
requirements creates a powerful buyer’s market for tax exempts. The State.
and local governments pricing their bonds on the basis of this exemption as a
consequence will get less and less for it—that is, they will have to pay closer
to the market rates of interest on taxable bonds—and their financing costs must
inexorably rise. At the same time, the buyers would still get the tax exemption
with even greater tax savings.

Those who are anxious to preserve the strength of State and local governments
in the Federal system should give serious thought to these problems.

We should all consider whether new financing fechniques are available and
appropriate to avoid these problems—techniques which at the same time, and
I stress this, preserve the independence of action on the part of State and local
governments in our national system to which the principle of tax exemption
has contributed.

Projections of State-Local Credit Demands

Tet us first consider the rate of growth of new State and local i.ssues that lgoms
ahead. The Joint Economic Committee in 1966 made a projection of the likely
level of growth capital needs and thus of State and local bond issues through
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1975. The JEC figures themselves suggested that this growth would be in line
with the likely growth in GNP. Since the supply of savings should also grow at
about the GNP rate, the general conclusion would be indicated that the market-

%bility of State and local bonds should not change markedly relative to other
onds,

But the Joint Economic Committee report itself emphasized one reservation
about this outlook, namely, the heavy reliance placed on commercial bank takings.
They recognized that if commercial banks, for example, were attracted more
heavily into mortgages (e.g., by the much touted housing boom of the 1970’s)
there would be problems for State and local governments in floating even a level
of State and local issues that was growing in line with GNP.

Another set of qualifications should be added to this forecast of marketability
of State and local bonds. The JEC projections basically assumed a development
of current programs. They did not make much allowance for new programs.

The expansion of Federal programs that lies ahead is likely to induce even
more substantial increases in State and local government borrowing than may
have been anticipated in the study. The Congress has already considered a wide
range of new Federal programs in a variety of areas, such as pollution control
and housing. In addition, pressures on the Federal budget have recently caused
attention to be focused on the potentialities of debt service grants to State and
local governments, as are now used in the public housing area, rather ihan the
lump-sum grants that have been more traditional. From a financial viewpoint,
these debt service grants would shift the financing of the Federal share of local
project costs from the taxable market (i.e., away from the Federal bonds that
provide the funds for the lump sum grants) to the tax-exempt market to absorb
the local bonds that would be issued to finance the project (the debt service
grants would help defray the interest and principal on these tax-exempt bonds).

Another factor that may well have been underestimated in the JEC work is
the size of replacement needs. For example, much of the physical plant in our
urban school system is aged and inadequate to the school needs of urban children.
Replacement will be very expensive. These replacement needs alone could cause
the annual net increase in State and local bonds to double in the next five to ten
years.

In summary, the growth of new programs especially Federally aided ones, the
increasing reliance on debt service grants to shift Federal debt to State and local
debt, and exploding replacement needs could increase the annual net growth in
State and local debt from the present $9 or $10 billion as high as $30 billion a
year in 10 years. This would represent a rale of growth twice as high as the rate
of growth of the savings supply.

If State and local governments are to sell this enormous increase in tax-exempt
bonds, then they will be commanding a larger share of the savings flow. To do so
they will have to compete more sharpiy with other borrowers, such as home
owners and corporations. The question is whether tax exemption is an efficient
instrument with which to conduct this competition. We can take as a fact of
life the exemption on tax-exempt bonds in the present market. The experts say
that this exemption is “inefficient” in the sense that State and local governments
get less benefit from it in lower interest costs than the Federal Government gives
up in lost tax revenues. As I said earlier this could, however, be regarded as the
price paid for the independence of decision-making that the interest exemption
offers in general to State and local governments. What we need now to do, how-
ever, is to give serious thought to the question of how this will work out if State
and local governments suddenly try to become much heavier borrowers.

The Market for Tax-Exempt Bonds

To understand the significance of this enormous potential growth in tax-exempt
bonds, it is necessary to remember that the institution of tax-exempt interest
has an impact not only on Federal tax returns but also on bond markets. It
does save State and local governments money by reducing interest rates on
their bonds, but it does so by narrowing the range of customers for those bonds.
It narrows the range to groups that find tax exemption valuable. You don’t find
exempt pension trusts buying tax-exempt bonds.*

The rate on tax exempts is determined, like any other price, by demand and
supply. If the supply of tax exempts is limited, they can be sold to the buyers

1Tax-exempt entities have purchased tax-exempt obligations in the past and still do
because of legal limitations on their investment powers. These limitations, however, are
rapidly being removed. .
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who are most anxious to get them. If more tax exempts are to be sold, the price
of those tax exempts will have to fall, i.e., their interest rate must increase. The
price fall will be necessary to get existing buyers to take more tax exempts (and
thusk letss of other investments) and to induce new buyers to enter the tax-exempt
market.

It is significant that interest of all kinds—taxable and tax exempt together—
is a modest component of the income of upper income individuals. That income
consists mostly of dividends and capital gains, reflecting the fact that the wealth
position of these individuals inclines them to the higher risk-higher return fea-
tures of equity investment (which features are also associated with favorably
taxed capital gains and untaxed unrealized appreciation). Inducing these in-
vestors into the relatively safe investment of State and local government bonds
through tax exemption is in a sense swimming against the tide.

By and large since the most distinctive feature of these State and local bonds
is their tax exemption, the process of selling more bonds must involve widening
the market by appealing to taxpayers with lower marginal tax rates than those
now acquiring tax-exempt bonds. The appeal must involve the process of selling
tax-exempt bonds at rates more closely comparable to those on taxable bonds,
g0 as to make the exempt bonds attractive to those who get less tax advantage
from the exemption.

The Inevitable Increase in Interest Rates on Tax Exempts—and Higher Costs
to Local Governments

It is not possible to say exactly how much tax-exempt bond interest rates
would rise with an increase in the relative share of tax exempts in the market.
Obviously, it depends for one thing on the levels of general interest rates, which
are subject to a great many forces. We can make some progress if we assume
the present level of rates and talk about the differential between high grade
municipals and high grade corporates. Presently, high grade municipals sell at
close to 70 percent of the rate on similar high grade corporates.

In 1945-46 the level of outstanding municipals, as well as new municipal issues,
was very low. Municipals constituted only 3.2 percent of net public and private
debt, and the interest yield on outstanding municipals was only 40 percent of the
vield on corporate Aaa bonds. By 1954 the State and local indebtedness had risen
to about 5.8 percent of net debt, and the yield ratio had risen to 70 percent of
the corporate bond yield. The yield ratio has hovered about this level since 1954,
rising to about 80 percent in 1957 and averaging about 67 percent in January-
August, 1968. The large item accounting for the recent pattern of a wider spread
despite a still increasing State and local debt share (now 8.0 percent of net debt)
is the sharp growth in holdings of municipals by commercial banks ( associated
with some pause in the growth of demand for mortgage money between the im-
mediate post-World War IT housing boom and the coming housing boom that will
be associated with the World War II baby boom) and the unusual spurt in
corporate bond flotations.

I am including a Table—Table 1—that presents some estimates of the pos-
sible response of the State and local bond rate to future developments. The table
covers a range of possibilities respecting the size of State and local borrowing
and the role of commercial banks in the market, since they are now the dominant
institutional investor in municipal bonds. The future course of that role is of
obvious importance—can the banks continue that role, keeping in mind that busi-
ness loans are their primary function? What happens when they reach the
limits of their taxable income, as some are now doing, so that the use of ex-
penses, in fact allocable to tax-exempt issues, against taxable income as uow .
permitted no longer produces tax savings?

Table 1 shows that the interest rate increases resulting from a high volume of
tax-exempt securities could be put as likely to be about one-half point (keeping
in mind that it might come to a full point). At current levels of State and local
debt issuance ($15 billion gross) this would mean an increased anual interest
cost of around $75 million on one year’s issues. This annual cost would of course
cumulate if the increase persisted for subsequent new issues. With new issues
rising at 10 percent a year, a persistent increase in the State and local bond in-
terest rate of one-half point would increase the annual cost by about $500-$600
million in seven yvears. This increased cost, remember, does not include the in-
creased debt service itself, which would be something in addition. The increased
cost is just the cost of the interest ratfe increase caused by the increased debt.
It is the increase in cost caused by going to the well too often.

This is a substantial burden to put on local property taxpayers.
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The Inevitable Increase in Interest Rates on Tax Exempts—and Higher Tax
Savings to Buyers

This is not the full story, however. This process of bidding up the interest rates
on tax-exempt bonds means that their benefits will automatically become much
larger to those upper bracket taxpayers who are already buying them and would,
of course, continue to do so under such higher interest rates. In addition, the
higher interest rates will bring more and more lower rate taxpayers into a posi-
tion where the exemption makes holding State and local bonds attractive even
at their lower marginal rates.

Table 2 shows for taxpayers at various effective rate brackets the value of tax
exemption for investment in State and local bonds which yields $100 of exempt
interest at current rates. The taxpayer in the 70 percent tax bracket who earns
$100 in exempt interest when the exempt interest rate is 70 percent of the
corporate rate is in effect initially sacrificing $43 of beforé-tax yield. But he is
then rewarded by the larger after-tax benefits. Thus, if he had obtained a tax-
able bond paying $143 (of which 70 percent is $100), he would have paid a tax
of $100 and would net $43. The purchase of a tax-exempt bond instead thus
already produces a saving of $57 for every $100 he receives in exempt interest.

We can now see the increased benefits for taxpayers when the State and local
governments go to the well too often. The increased interest cost indicated in
Table 1 is an increased payment on bonds that would have been sold anyway to
the present buyers. The result therefore is an automatic increase in the tax
savings enjoyed by the present group of buyers of tax-exempt bonds, which they
enjoy because the market discount on the bonds is less than the tax savings the
bonds provide. Thus, if the interest rate on exempt bonds rises to 85 percent of the
corporate bond rate, the net saving of $57 for a taxpayer in the 70 percent bracket
will rise to $78—a gain of 37 percent.

TABLE 1.—SOME PROJECTIONS OF THE SPREAD BETWEEN STATE AND LOCAL kS. & L) BOND RATES AND
CORPORATE RATES !

Rate on high grade Difference in points Rate on high grade

. & L. bonds as a between high grade S. & L. bonds

percent of corporate rates S. & L."s and corporates (in percent)
With With . With With With With
S. &L. S.&L. S.&L. S.&L - S. &L S. &L
Rate of growth of State and market market market market market market
local bonds outstanding favorable 3 unfavorable  favorable unfavorable  favorable unfavorable
GNP rate (6 percent) 2. ______________ 70 75 1.8 1.5 4.4 4.7
Moderate rate (10 percent)__ - 75 80 1.5 1.2 4.7 5.0
High rate (20 percent)_______________ 80 87 1.2 .9 5.0 5.3

1 Assumes corporate AAA rate at 6.2 percent. The 70-percent relationship used as a base point here reflects the typical
relationship of recent yeers rather than the 67-percent current relationship.

2 This would be a sharp slowdown for State and local government borrowing. !

3 The favorable-unfavorable distinction involves the role of commercial banks in this market. Rates will be favorable
t?]State and locals if commercial banks remain a large holder. They will be unfavorable if commercial banks hold a smaller
share.

Looking down Table 2 one can see that as the relative interest rate on State and
local bonds rises, taxpayers at lower marginal tax rates come into the position
where they would be saving more in taxes from the exemption than they would
lose on the interest differential; that is, their tax savings (which is the Fed-
eral Government’s revenue loss) would be greater than the savings in interest
to the State and local governments. If the State and local rate rises to 85 per-
cent of the corporate bond rate, even a taxpayer whose marginal tax rate is‘over
15 percent would find these bonds a good investment.

In summary, the penalties for excessive reliance on the tax-exempt privilege
to finance new programs are substantial. These penalties will be visited upon
State and local governments through increasing the interest rate on all the bonds
they sell, including the basic school bonds that they will have to sell anyway.
The result occurs because the advantage of the present tax-exempt privilege of
State and local bond interest works in a limited market than can be swamped by
overuse-of the tax exemption.
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TABLE 2.—VALUE OF TAX EXEMPTION FOR VARIOUS TAXPAYER SITUATIONS BEFORE AND AFTER A RISE IN
EXEMPT BOND RATE RELATIVE TO CORPORATE RATE

* Net advantage of tax exemption on an invest-
ment of $2,3001 when the exempt rate
relative to the corporate rate is—

Marginal tax rate (in percent) 70 percent 80 percent 85 percent
$57 $71 $78

43 57 64

26 40 47

0 14 21

—14 0 6

—22 -3 0

1 An investment of $2,300 was chosen because it produces exactly $100 of exempt interest at current rates.

At the same time the tax savings to present buyers of bonds will rapidly pyra-
mid and new groups of buyers will be drawn to these tax benefits. This expan-
sion of the tax preference will be coming at a time when the patience of many
with existing tax preferences is becoming exhausted—as is shown by the rapid
and widespread rise in sentiment for a minimum income tax to counteract the
effect of tax preferences that now permit many taxpayers with high annual
incomes to pay little or no Federal income taxes.

State and local governments should look carefully at their “friends” who
want to maximize the use of tax-exempt bonds in meeting the costs of new
programs. These data would indicate that such maximization is really more
likely to help bond buyers and to hurt the bond sellers—who are the State and
local governments.

The recent experience with arbitrage bonds and industrial development bonds
should cause some moments of quiet reflection for those who up to now
have adamantly refused even to talk about these disturbing possibilities or con-
sider solutions for them that woulld alter the traditional patterns. There were
" those who saw no abuses or dangers whatsoever when the volume of industrial
development bonds suddenly skyrocketed last year and the size of such issues
rose to $100 million and $150 million figures. When the Treasury Department
called attention to this situation and to the severe effects that could occur if
larger and larger volumes of private business financing were converted into tax-
exempt financing, there were those who sought only to characterize its concern
as an attack on the tradition of tax exemption.

The more perceptive—and your organization merits high marks in this re-
gard—recognized however that the Treasury attitude and its subsequent action
were designed to prevent a distortion of that tradition that could all too easily
cause its erosion or destruction. And now that these large industrial issues have
passed from the scene under the recent legislation and the local government bond
market will not have to absorb the corporate bond market, even the voices that
had called doom and calamity when the Treasury acted are now admitting to
“abuses” they had not been able to see before. But in the meantime, that attitude
of head in the sands, of see or speak or hear no evil, did not make it any the easier
to shape the needed corrective steps. The task—difficult enough in itself—of
structuring those steps, of meeting the many technical problems that corrective
tax measures inevitably entail, is certainly not made any the lighter if those with
knowledge of the operative facts choose to withhold their experience and refuse
constructive cooperation in favor of an adamant stance that denies there is
anything to worry about.

As a result, one would hope that there can be a calm appraisal of these possible
new developments I have described and their consequences. And if they are likely
to occur—as many believe—one would hope there can be a calm analysis of pos-
sible new financing techniques to avoid those consequences. Let us therefore
turn to this phase of the discussion.

Possible New Financing Techniques—Local Taxzable Bonds

In a talk on June 13, 1968 before the Municipal Forum of New York I de-
scribed one possible new financing technique—that of local taxable bonds. I gave
the example of a local project—it could be an anti-pollution project, an airport,
an urban development project, and so on—as to which Federal assistance would
be provided not through the traditional initial capital grant but through a system
of paying part of the debt service of a bond issued by the locality to meet the
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cost of the project. The Federal share of the debt service—as respects both
principal and interest—would be paid periodically over the life of that bond.
I then indicated that instead of having the local bond a tax-exempt obligation,
there could be used instead a local taxable obligation with two attributes: the
Federal Government would fully guarantee the bond and, in addition, would use
the tax revenue gained through the taxable status to pay to the local government
an interest subsidy that would bring the interest cost to it down to a level lower
than, or at least comparable to, the interest rate on a tax-exempt bond. This in-
terest subsidy would be in addition to the share of the annual debt service
provided by the Federal Government. :

I described this approach as a new type of joint venture by the Federal and
State and local governments for these social projects, with a method of financing
that would benefit both governments. This was the approach presented earlier
this year by the Administration as a way to start an increased number of anti-
pollution projects, .

The State and local government groups. in general responded negatively—in
a positive way!—and opposed the Administration’s proposal, stating that the
local bonds should be of the traditional tax-exempt type. Another suggestion
was for a two-bond approach—a taxable bond issued by the local government for
the Federal share and paid off by Federal funds, and a tax-exempt bond issued
by the local government for its share.

Our bond experts then went to work to evaluate the comparative costs of the
three approaches—single taxable bond, single tax-exempt bond, and two-bond
approach. The crucial issue in this comparison is the cost to the local
government.®

Here our experts believe that a tax-exempt approach either as a single bond
or part of a two-bond suggestion, would cost the local government more than
would the single taxable bond. Under their analysis the effect of the enlarged
volume of these new tax-exempt issues on the interest rates for tax exempts
generally—the point I have discussed earlier—would involve a higher cost to the
local government on its overall borrowings than would the issuance of taxable
bonds after the interest subsidy. Hence, a Mayor faced with paying for both a
new school and a new social project would save his community money by choos-
ing a single taxable bond for the social project rather than using a tax-exempt
bond in whole or in part.

There are two questions in this analysis that deserve careful attention. The
first is the possible rise in interest rates on tax-exempt securities if that market
really faces the enormous increase in load I have earlier described ; the second is
the rates at which local taxzable bonds would sell bad. I have the feeling that
knowledgeable persons could reach a consensus on the first of these questions
and that such consensus is likely to be along the disturbing lines our experts
foresee. There may be a wider range of disagreement on the second question.

Some private analysts may doubt that the market prospects for local tazable
bonds would be as good as our experts expect. They may believe that interest,
especially bank interest, in local small, long-term serial issues would be limited
to tax-exempt issues. The taxable local bond would be a new type of obligation—
a new animal—and some analysists believe that the new animal would not be
readily accepted by the market for a long time to come, if ever. Since the market-
ability of obligations depends on their ability to be readily sold and bought,
this lack of ready acceptability could be an adverse factor. They say a bank
that would buy a tax-exempt bond of City A won’t buy a taxable bond of that
city even if the taxable rate is adequate to cover the absence of tax exemption.

The impact on interest rates of the future pressures on local financing will
therefore be less in their judgment if the local governments were to meet these
pressures by using obligations of established acceptability rather than breaking
new ground. They concede that a full Federal guarantee for the local taxable
bonds could go a considerable way to counteract these attitudes since the guar-
antee would meet concerns as to credit and rating. But still they believe the

2 As respects the Federal Government, the cost of a tax-esempt approach, whether it
be as a single.bond or a part of the two-bond suggestion, is greater in view of the loss
of the tax revenue that would come from using a tax-exempt bond. This loss is greater
than the interest savings to the local government and therefore greater than the interest
subsidy that would have to be paid to equalize the local government’s borrowing costs.
And we must remember that the cost of the debt-service approach is greater to the Federal
Government than the initial capital grant approach, since the interest on taxable local
obligations would be greater than the rate at which the Federal Government can borrow
directly to cover the capital grant.
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newness of the local taxable bonds would affect their marketability and cause
their interest rates to be higher than our experts have assumed—and indeed
perhaps to cause a rise in the whole range of market interest rates.

I am not here to weigh these doubts or come to a decision on the differing
predictions. Rather, I wish to bring the questions to your attention and to urge
their serious consideration. That consideration requires a careful effort to de-
scribe with particularity the weaknesses in the use of local taxable bonds, if
weaknesses there be. The next step in the process must then be to ask whether
other financing techniques could meet those weaknesses. For, if our belief that
reliance on the traditional tax-exempt approach to meet the enormous future
load on local financing has its own serious problems, to say that the taxable
approach may have its weaknesses cannot end the inquiry—so does the tax-
exempt approach and its weaknesses seem to be by far the greater.

Possible New Financing Techniques—a Central Financing Institution

Those who have doubts about the local taxable bond approach in large part
place their concern on the difficulties of marketing these small novel issues.
‘Would that concern disappear if a central institution took over the financing on
a taxable basis? This possibility calls attention to recent Treasury discussion?®
of a National Urban Development Bank-—a concept suggested by Vice President
Humphrey on July 2, 1968 to help solve the problem of financing the needs of
American cities.

In brief, as one possible framework, such a Bank would be a non-Federal
institution financed initially by an appropriation of Federal funds and then
through subscription of non-Federal funds. It would issue its own obligations
in the market, and these would be taxable. They would be guaranteed by the
Federal Government. The obligations could involve maturities, characteirstics
and amounts that would make them marketable at competitive interest rates.
Congressional control could be assured by requiring regular approval by the
Congress of the dollar volume of obligations issued by the Bank.

The Bank, as one of its activities, could then accept obligations of local gov-
ernments issued to meet their financing requirements for the new social projects.
It could utilize affiliated regional banks for this purpose. It could accept such
obligations at interest rates that would involve a subsidy so as to provide inter-
est costs to the local governments lower than, or at least comparable to, the
interest rates on tax-exempt bonds-—the parallel to the subsidized local taxable
bond approach. The cost to the Bank of this subsidy could be met by Federal
appropriations to the Bank, with these appropriations in turn being financed
ultimately (not earmarking necessarily) by the increase in revenue to the Fed-
eral Government through having the obligations of the Bank taxable, as com-
pared with the revenue loss if traditional tax-exempt local financing were used.

Federal assistance for the local projects, such as the partial annual debt
service grant I described earlier, could of course be a part of the arrangement.
The terms of that assistance could be established under the particular substan-
tive Federal legislation governing the social programs involved-—anti-pollution,
urban development, etc. The mechanics of that assistance could be handled
through the Bank, thereby avoiding a proliferation of the channels of assistance.
The financing of that assistance could be through Federal appropriations to
the Bank. The Bank, of course, could make loans and provide assistance to pri-
vate groups as well.

Such an Urban Development Bank—Community Development Bank might be
a more descriptive term since it could handle rural as well as urban programs—
would appear to meet the problems some may see in the local taxable bond ap-
proach previously discussed. The Bank, in effect, permits a pooling of the various
local government obligations, so that the disadvantages of issue size, of lack
of a ready market in which the local taxable bonds could be sold and bought,
and of novelty are all eliminated. The bank instead would be raising the funds
involved in the private market on a centralized taxable basis, in a volume suffi-
ciently large and with a Federal guarantee so that the rate of its obligations
would be as comparable as possible to taxable Treasury bonds. The financing

2 See Remarks of Frederick L. Deming, Under Secretary for Monetary Affairs, Graduate
School of Banking, University of Wisconsin, Augnst 27, 1968 (Treasury release F-1339) ;
Remarks of Under Secretary Joseph W. Barr, California Savings & Loan League, Anaheim,
California, September 18, 1968 (Treasury release F-1349) ; Remarks of Frank W. Schiff,
Deputy Under Secretary for Monetary Affairs, Municipal Treasurers Association, Wash-
ington, D.C., August 21, 1968.
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of the social progreims would thus be made at a lower cost to the Federal Gov-
ernment than would be involved in the local taxable bond approach—where the
size of the annual debt service grants of the Federal Government would be gov-
erned by the local tawzable bond rate and not the rate on Federal obligations.

Finally, the State and local governments could participate directly in the man-
agement and control of the Bank itself. Use of the Bank would be on a voluntary
basis however—any State or local government could still finance projects di-
rectly through its own obligations. Hence the accommodation to independence
of State and local governments, that factor which these governments see as the
essence of the tax-exemption privilege, can be achieved through a proper struc-
turing of the Bank.

I commend the concept of a Development Bank to you for your close study and
consideration. Here also you have the opportunity through objective analysis
to weigh the possibilities of this new approach and then if it offers promise, to
use your experience and wisdom to shape its structure and its future.*

Conclusion

In conclusion, let me return to the summary I gave you at the outset:

The possible high level of new issues of tax-exempt State and local bonds over
the next decade—a level required to meet the huge financing requirments of the
vast array of needed social programs—raises very serious problems for both
State and local governments and the Federal Government. The price for the
State and local governments in the use of tax-exempt bonds on such a greatly
increased basis under those programs will be in very sizable increases in their
interest costs. The price for the Federal Government will be in serious inroads
on the equity of its tax system. .

Those anxious to preserve the strength of State and local governments should
seek to develop new financing techniques that avoid such a high price.

Two possible new financing techniques are offered for consideration: One is
the use of local taxable bonds placed directly on the market. The second is a
pooling of local obligations through a central non-Federal new financial. insti-
tution which would raise its funds in the private market on a taxable basis.

Both approaches involve Federal guarantees for the obligations to be issued,
and both permit the local governments to receive an interest subsidy to offset
their departure from the use of the tax-exemption privilege. But also permit the
social projects initiated by the local governments to receive Federal assistance
for those projects according to the particular substantive programs affecting
them. Finally, both approaches permit that independence of local government
which is now obtained through the tax-exemption privilege, but do so without
the inefficiency and consequent wastage of funds now associated with that his-
torical solution to one of the problems of our Federal system.

In sum, there are paths to be explored by those who are willing to face this
serious problem in a constructive way. That very exploration can in turn open
up still other avenues for consideration. The proper Federal role and the proper
State and local government role in the necessary Federal-State-local partnership
required to meet the fast growing credit demand for new public facilities and
social projects can thus be structured in the light of our pressing present needs.

For we are at a crucial crossroads. One way, a blind following of the past,
could financially weaken State and local governments and thereby weaken the
independence of these governments though outwardly preserving the trappings
of independence. The other way, utilizing our knowledge of newly developed
credit tools and the new financial institutions to operate them, can preserve
and advance that independence,

. *One financing technique not suggested here is that of Federal tax incentives to private
industry. This is not to say that Pederal assistance to industry may not be part of the
overall program to provide the needed social projects. It is to say that such assistance
could far better come through direct Federal outlays, in the form of payments for industry
services, or loans or grants. It is believed that such a direct approach rather than “back
door” financing through tax incentives, with its inefficiencies and waste and non-disclosure
in the Federal Budget, is far more appropriate. Indeed, for many similar reasons the
direct approach of the financing techniques suggested in the text is presented as offering
advantages over the tax route of tax-exempt obligations. But this is not the occasion
to discuss tax incentives at length. Those interested may consider my remarks before
the Dallas Chapter of the Financial Executives Institute, Dallas, Texas, Tares and the
Federal Budgel, February 13, 1968 (Treasury release F-1161).
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Excerpr From Reamarks BY Hon. Freperick L. DEMING, UNDER SECRETARY OF
THE TREASURY FOE MONETARY AFFAIRS, AT THE GRADUATE SCHOOL OF BANKING,
UNIVERSITY OF WISCONSIN, MADISoN, WIs., AUGUST 27, 1968

* * * * *

FINANCING NEW NEEDS

Baut, if life is easier now and prospects are for lesser problems in Treasury and
agency finance throughout fiscal 1969, there are some major financing problems
that lie ahead of us. I have referred to the problems of the urban areas; obviously,
we must find ways to meet them and to meet them in sound financial style.

In a talk I gave in St. Louis in November, 1965, I discussed in some detail
problems of coordinating the offerings of the multiplicity of Federal agencies
dealing directly with the market, each with its own scheduling problems and
each with fairly specific financing cbjectives or requirements. I also discussed
the growth and diversity of the underlying Federal credit assistance activities
which gave rise to these agencies. I suggested that we give pretty free rein to the
imagination in considering alternative approaches to improve the coordination
of the financing of these activities and, thus, to minimize the financing costs
and the impact on financial markets.

In October, 1968, in New York, Under Secretary Barr also spoke of the prob-
lem of coordinating the financing of the myriad Federal credit program agencies.
He suggested that perhaps the next step in this area might be the establishment of
a new central Federal lending corporation, which would obtain funds for pro-
grams economically and efficiently by issuing its own obligations in the private
market.

On July 2, 1968, Vice President Humphrey suggested the establishment of a
National Urban Development Bank to help solve the central problems of financ-
ing the needs of American cities. This would be essentially a program for Federal
underwriting of loans. The Bank would be fihanced initially by an appropria-
tion of Federal funds and then through subscription of private funds. It would
issue its own obligations in the market and would make loan funds available
through affiliated regional banks at varying interest rates to help finance pub-
licly-sponsored projects, especially, but not exclusively, in the inner cities.
Federal appropriations would be provided to cover the differential between the
interest rate paid in the market by the Bank and the subsidized rate to the
borrowers.

I believe that such an approach offers a basic solution to the long-standing
problem of providing effective Federal financial aid to State and local public
bodies. The interest on obligations issued in the market by the Bank would be
subject to Federal income taxation without involving the direct taxation by
the Federal Government of obligations issued by States and localities them-
selves. This is the way we conduct our present programs of direct loans—since
these programs are, in effect, financed in the market with taxable Treasury
bonds—except that direct Federal loans require immediate Federal budget
outlays.

The proposed new Urban Bank may require initial Federal contribution but
would then require budget outlays ounly as necessary for interest subsidy pay-
ments over the term of the Bank’s borrowings. Since the Bank would not require
actual Federal stock ownership, it would not be included in the Federal budget.

This broad-purpose Urban Bank would go a long way in meeting the financing
needs of the cities. It also would help avoid further proliferation of Federal
lending agencies and would have the advantages of size and flexibility in its
marketing operations which would assure orderly financing at the lowest pos-
sible borrowing rates.

‘The Urban Bank proposal may also suggest the proper future Federal role
in the necessary Federal-State-local partnership to meet the growing credit
demands for public facilities. I believe that the Federal role should be primarily
that of guarantor. There is no reason why the Federal Government, itself, should
be getting ever deeper into the essentially administrative chores of loan orig-
ination and servicing which ean be performed just as well or better by existing
private financial institutions or by new non-Federal institutions such as the
proposed Urban Bank. Nor is it necessary or practical for the Federal Govern-
ment itself to build up a large portfolio of loans. The essential Federal con-
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tribution can be provided in the form of debt service subsidies over the term of the
loans and Federal assumptions of the unusual loan risks.

While a Federal backstop behind the Bank’s obligations is an appropriate
means of assuring the investor in these obligations against loss and thus mini-
mizing the Bank’s borrowing costs, the Tederal guarantee should not be ex-
pected to be used, or looked upon as a means of providing further subsidy of
protection to the local communities themselves. The defaults on State and local
bonds over the past several decades have been virtually nonexistent, and I
believe this record should be maintained. The Bank can serve as a useful chan-
nel for Federal interest and other subsidies for the benefit of local community
projects; these subsidies should be in predetermined amounts sufficient to make
the local projects economically viable. Any loan made by the Bank should have
a reasonable assurance of repayment. The management and staffing of the Bank
should be of the highest caliber. I think these principles are essential to the
establishment of the Bank in the private market on a business-like and fully
self-supporting basis. :

The Bank should also not be viewed as a substitute for sources of credit al-
ready available in the private market. As the Vice President stated in his July 2
speech, the funds of the Bank would be available for programs which cannot
be financed through other means.

There should be firm control by the Congress over any subsidies provided
to local communities through the Bank. While it wouid be essential to the
efficient marketing of the Bank’s obligations to provide advance assurance that
Federal interest subsidies will be forthcoming in a timely manner to meet the
Bank’s own debt service requirements, this can be done without any loss of
Congressional control by requiring regular approval by the Congress of the
dollar volume of new obligations issued by the Bank with a Federal commit-
ment to pay part of the debt service.

Chairman Parman. In fact, it has many advantages, I think.

Mr. Zwick. If I can just interrupt briefly, the bill we will submit
for the Administration anticipates exactly that course.

Chairman PaTman. I am pleased to hear that. You know, the com-
mercial banks that manufacture their money under the Government’s
credit bought 94 percent of all tax-exempt bonds last year. And so
if they were not using the Government’s credit to buy tax-exempt bonds,
we would have plenty of money for housing. So that is a fine giant step
in the right direction.

I think it is an amazing record to change the budget situation from
a big deficit to a surplus in 1 year. This is certainly good news. How-
ever, I think we all want to be sure that it is a realistic budget and
that we will not find later on that it is too low, and I will ask you
gentlemen to comment on that when you look over your transcript.

(The Council of Ecenomic Advisers supplied the following:)

RESPONSE FrRoM COUNCIL oF ECONOMIC ADVISERS

The estimated increase in Federal revenues (excluding employment taxes)
for the fiscal year 1970 is indeed a strikingly low figure. That rise of a little
over $7 billion seems small not only in relation to the huge increase of fiscal
1969 but also to the normal growth that might be expected. As the Treasury
response points out in detail, there are two principal sets of factors that account
for this result. First, the retroactive features of the surcharge and the accelera-
tion of corporate tax payments produced a non-recurrent addition to the level
of receipts in fiscal 1969. Although this does not lower the level of receipts in
fiscal 1970, it does make the increase from fiscal 1969 to fiscal 1970 smaller than
would otherwise be the case. Second, the prospective moderation in the advance
of economic activity, and particularly the very modest further increase expected
;gp%orporate profits, holds down the estimated growth of revenues during fiscal

[A0X
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(The Treasury Department subsequently furnished the following:)

RESPONSE FROAM TREASURY DEPARTMENT

The key factors behind the change in the budget situation from a big deficit
to a surplus are as follows:

Receipts in the fiscal year 1969 are estimated to rise $32.4 billion over actual
receipts in fiscal 1968. This is substantially greater than any increase in the
past. The large receipts reflect the combination of the record gain in economic
incomes realized in the calendar year 1968 and legislative changes enacted in
1968 and in prior years.

GNP in calendar 1968 rose $71 billion over 1967. Reflecting this record gain
in economie activity, personal income rose $57.0 billion—also a record. Corporate
profits before tax rose $10.7 billion. Although not a record, this figure was
exceeded only by the gains in profits in 1950 and 1965. As a result of these
gains in income and economic activity, receipts in fiscal 1969 are expected to
rise by approximately $14 billion.

Legislation contributes to an even greater degree to the increase in fiseal
1969 receipts—by approximately $18 billion. The income tax surcharge, the accel-
eration in corporation tax payments, and the excise tax rate extensions enacted
in 1968 will increase receipts in fiscal 1969 by almost $14 billion over 1968
receipts. Employment taxes rose by $4.0 billion in fiscal 1969 because of legislation
enacted in 1967. A part of the gain comes from the full-year effect in fiscal 1969
of the increase in the wage base from $6,600 to $7,800 effective January 1, 1968
(and only partially effective in fiscal 1968). The remainder arises from the part-
year effect of the increase in the combined tax rate from 8.8 percent to 9.6 percent
effective January 1, 1969.

(Note: The effect of legislation and growth in economic incomes is discussed
in greater detail in the answer to the fourth question of the Chairman.)

(The following was received from the Bureau of the Budget:)

BUREAU OF THE BUDGET RESPONSE TO MR. PATMAN'S QUESTION CONCERNING THE
REALISM OF THE 1970 BUDGET

The estimates in the 1970 budget are, in my opinion, realistic and appropriate
to the economic outlook and the Government's program commitments at home
and abroad.

The basis for the revenue estimates is explained in the material submitted by
the Treasury Department. With respect to outlays, as I pointed out in my testi-
mony, barring some major development not now predictable, the estimate for
fiscal year 1969 is reasonably firm. The expenditure levels for the first five
months of the current fiscal year, July through November, were—after adjust-
ment for seasonality of agricultural and construction programs—at an annual
rate of 8181 billion. The estimated total of $183.7 billion for the year could be
met, therefore, even-if the rate of outlays during the remaining months of the
year increased to nearly 8187 billion. Similarly, the defense figures to date allow
leeway for a higher rate of outlays in the last half of the fiscal year than in the
first half.

For fiscal year 1970, the budget reflects a general restrictive expenditure policy
in recognition of the need for holding down Federal outlays in a time of infla-
tionary pressure. The budget also recognizes the need for continued executive
management of outlays, as an outgrowth of statutory controls imposed for fiscal
year 1968, and particularly for 1969. For these years, the Congress departed from
traditional appropriations procedures and placed direct restrictions, first on ob-
ligations, and then on the overall level of outlays. As a result, a considerable
amount of enacted budget authority already obligated or now moving to the
stage of obligation could convert to outlays in 1970, in addition to the a.mounts
to be spent out of new budget authority recommended for .1970. Accordmgly,_a
policy of strict management of outlays must be maintained in order to hold 1970
outlays to an appropriate level. _ .

WitS:Ihin the ngges;)ary tight budget policy, the estimated outlays of $195.3 bil-
lion for 1970 represent a realistic effort to meet pressing natiomal needs. In-
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creases are provided for strengthening our defense forces and for expanding
urgent domestic programs designed to further the economic and cultural advance-
ment of disadvantaged groups within our society. The overall rise in outlays of
$11-6_ billion, estimated from 1969 to 1970, provides substantial increases for im-
proving education, expanding health and welfare services, aiding our cities, en-
larging the housing available to low and moderate income families, and combat-
ting crime and disorder. These increases have been made possible by selective
restrictions or reductions in programs elsewhere,

The priority choices which had to be made were difficult, but necessary. Lim-
ited budget resources, mandatory program requirements, and the need for re-
sponsible fiscal and economic policy were important in determining those choices.
Given these considerations, the 1970 budget represents a sound and realistic
program for the current and coming fiscal years. Continued economic growth,
restraint over budget outlays, and extension of existing levels of income and
excise taxes, as recommended in the budget, can reasonably be expected to pro-
duce the surpluses estimated for both fiscal years 1969 and 1970.

Chairman Patsan. Why is the increase in tax receipts for 1970 so
small? $514 billion of this is social security taxes, so it leaves just
about $7 billion for the normal increase from year to year. This figure
has been higher in recent years.

Does this mean that you expect a sharp slowdown in the second
half of 1969°¢

So, if you will answer that, please.
(The reply from the Council of Economic Advisers follows:)

The estimates for Federal expenditures in fiscal year 1969 should be reason-
ably firm. Those for fiscal year 1970 necessarily involve greater uncertaintly, but
they are down-the-middle estimates consistent with the recommendations of the
Johnson Administration. Mr. Zwick’s reply covers these issues in detail.

(In reply, the Treasury Department answers :)

Unified budget receipts in the fiscal year 1970 are estimated at $198.7 billion,

. as compared with estimated receipts of $186.1 billion in fiscal 1969 and actual

receipts of $153.7 billion in 1968 The increase from 1968 to 1969 is thus $32.4

billion; from 1969 to 1970, $12.6 billion. Excluding employment taxes, the in-
creases in receipts are $26.8 billion in fiscal 1969 and $7.5 billion for 1970.

The much smaller increase for 1970 is due in part to the reduced rate of eco-
nomic gain estimated for calendar 1969—the period most important in determin-
ing fiscal 1970 receipts—in comparison with the economic gain realized in calen-
dar 1968, the period most important in determining fiscal 1969 receipts. The $60.3
billion GNP rise projected for calendar 1969 is less than the $71.0 billion rise
realized in calendar 1968. Moreover, the relative composition of the income gains
also reduces the rise in tax liabilities in calendar 1969 below that for calendar
1968. The corporate profits share of the projected economic gain in calendar 1969
is 6.1 percent. This is much smaller than the 15.1 percent share in 1968.

Although the effect on receipts of economic growth is less in fiscal 1970 than
in fiscal 1969, the major reason for the substantially smaller increase in receints
(excluding employment taxes)—87.5 billion for 1970 as compared with $26.8
billion in fiscal 1969—is the difference in the effects of legislation in the two
years. As shown below, legislation and miscellaneous factors increased receipts
in 1969 by $14.5 billion over fiscal 1968. In fiscal 1970 these factors reduced re-
ceipts as compared to 1969 by $1.7 billion. The major reason for this difference
is that the income tax surcharge enacted in 1968 increased tax rates, whereas
the proposed continuation keeps tax rates unchanged. The surcharge continua-
tion does produce additional revenues in fiscal 1970 but the increase is not as
large as in fiscal 1969. The additional revenues produced by the surcharge in
1970 are less than the additional revenues produced in 1969 because of the ret-
roactive nature of the 1968 legislation.

The change in receipts for fiscal 1969 and 1970 is shown in detail below.
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[Doliars in billions]

{ncrease in receipts Change

Fiscal year Fiscal year )
1969 1970 1969 and 1968 1970 over 1969

Other than employmeni taxes:
Surcharge (enacted and proposed):

Individual .. oot +8.4 ~+8.0 +8.4 0.4
Corparation. . . +4.3 +3.3 +4.3 -10
L] ] - +12.7 +11.3 +12.7 -1.4
Acceleration of corporation payments (1968 act)._ . +1.0 +0.3 +1.0 —-0.7
) P +13.7 +11.6 +13.7 -~2.1
Excise taXes. - .o eeeac i cieiciceeiaaaes F0.2 e —+0.2 =0.2
Total, 1968 act. ..o oo -+13.9 +11.6 +13.9 —-2.3
Other proposed:
Quarterly payments of unemployment taxes. .. - +0.3
User charges. +0.4
Miscellaneous (legislation prior to 1968 and change
in payments patterns). . o . ..o iememmicieciceaaooos +0.6 0.2
Total other than economic growth_ ... i +14.5 -1.7
ECOnomic growth oo ..o eeicecceicesecamenemcem—maaas +12.3 +9.2
Total other than employment taxes.... +26.8 +7.5
Emplcyment taxes +5.6 +5.1
Total receipts, unified budget. _. ..o +32.4 +12.6

Most of the increase in tax receipts due to economic growth is due to increases
in income taxes, individual and corporate. The increase in individua: :ncome
tax receipts in fiscal 1969 is $7.3 billion. This is 12.8 percent of the increase
in personal income, calendar 1968 over 1967, of $57.0 billion. The gain in in-
dividual income tax receipts drops to $6.4 billion in 1970 because the increase
in personal income projected for calendar 1969 falls to $50.2 billion. The re-
ceipts gain is 12.7 percent of the income gain, almost exactly the same as esti-
mated for fiscal 1969.

iCorporation income tax receipts in a given fiscal year reflect, for the most
part, the profits of the calendar year ending in the fiscal year. A significant
amount, however, arises from the first two payments of estimated tax for the
current year. Thus, receipts in the fiscal 1969 depend primarily on proflt levels
for calendar 1968 and to some extent on profits for calendar 1969. Receipts in
fiscal 1970 are derived mostly from calendar 1969 but also from calendar 1970
profits.

Corporation profits before tax are estimated at $92.3 billion for calendar 1968.
The gain over 1987 is $10.7 billion. Corporation tax receipts in fiscal 1969 reflect
the large increase in profits. The increase in receipts due to economic growth
is $3.7 billion. Profits projected for calendar 1969 are $96.0 billion, an increase
of $3.7 billion. Primarily as a result of this much smaller increase in profits, the
increase in corporation income tax receipts in fiscal 1970 falls to $1.8 billion.

The two income taxes produce $11.0 billion of the $12.8 billion increase in
fiscal 1969 receipts due to economic growth (excluding employment taxes) and
$8.2 billion of the $9.2 billion increase in fiscal 1970. Other revenue sources pro-
duce $1.3 billion in receipts due to economic growth in 1969 and $1.0 billion in
1970. The difference of $0.3 billion is attributable to customs. Imports are not
expected to show as sharp an increase in 1970 as in 1969 and further steps
in the Kennedy Round duties reductions will limit customs receipts.

Chairman Pamiax. Now, we often talk about, before the Joint
Economic Committee and Banking and Currency and other related
committees, the great financial institutions like the commercial banks,
State banks, national banks, Federal Reserve System, and savings and
loan associations, but you seldom mention one great financial institu-
tion that has been growing by leaps and bounds in this country the
last few years. Today we have over 20 million members of credit
unions in the United States. The major States have more than 1
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million each, many more than 1 million each. So they are doing a great
service in my book, and should not be further overlooked. They have
assets aggregating more than $14 billion and the work that they are
doing to my mind, is next to the church in importance to the people of
this Nation. And I have been urging an independent agency.

They are administered by civil service employees in one of the de-
partments. In other words, we are almost treating them like they are
stepchildren. And we should have a special independent agency for
credit unions, I think. And I have been urging Mr. Barr to give con-
sideration to this as Secretary of the Treasury and in my own time
I will read a letter I have just received from him, dated January 17,
1969, because this is a matter of great importance, I think, to our
Nation. ’

DeAR MR. CHAIRMAN : This is in response to your request for views on H.R. 2,
“to amend the Federal Credit Union Act so as to provide for an independent
Federal agency for the supervision of federally chartered credit unions -a
other purposes.” And I am in favor of the objective of providing an independent
agency to supervise federally chartered credit unions.

Time has not permitted a detailed analysis of the provisions of the bill and
in view of the need for expedition, this report has not been cleared with the
Bureau of the Budget in the course of customary procedures.

Sincerely yours,
JoserHE W. BARR.

Thank you very much, Mr. Barr.

Now, I yield to Mr. Widnall.

Representative Wionarr. Thank you, Mr. Chairman.

First, to you, Mr. Secretary, Joe, we hate to see you go.

Mr. Barr. Thank you, sir.

Representative WimwnaLL. As a colleague in the House, we always
appreciated your ability, and your contributions. We admired and
respected you and that admiration and respect has continued through
your job as Under Secretary and now as Secretary. You have made
a very fine contribution and all of it has been done with good humor
and an understanding of the legislative process, which some in the
agencies do not have. And I for one know that all of us wish you the
very best, and we hope you are never foolish enough to make enough
money now so that you have to divest yourself when you come back
into the Government. [ Laughter.] ’

To you, Mr. Secretary, the President’s Economic Report states that
our international accounts were in balance in 1968 for the first' time
since 1957, but this balance has been achieved through “special trans-
actions” such as inducing foreign central banks to purchase U.S.
Government securities. I understand in 1968 Germany purchased $500
million to help offset costs of U.S. troops in that country and Canada
purchased a little more than $1 billion.

Are not special transactions merely forms of window dressing to
achieve an accounting balance and not indicative of underlying U.S.
competitiveness in world markets?

Secretary Barr. Mr. Widnall, I think that in the Economic Report
and in Mr. Deming’s statement to this committee it was emphasized
that-the United States must not take too much comfort in the fact
that we achieved a balance on both standards of accounting, the liquid-
ity measure and the official settlements measure.

24-833 0—69—pt. 1——10
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As you point out, part of the balance was achieved through so-called
special transactions. I will return to them in a second. The other part
was achieved, however, for three reasons.

We had a huge inflow of capital into our stock markets, into our
banks and into real estate investments, starting about April or May.
Mr. Widnall, I think no one knows exactly why capital moves from
country to country. We have asked our colleagues in other nations why
this flow occurred, and they gave us three reasons.

No. 1. The U.S. Congress had the courage to raise taxes in an elec-
tion year to cure the huge deficit we were running and demonstrated
to the world that we did possess the courage to enforce fiscal discipline
on ourselves.

No. 2. The disturbances in France caused somewhat of a tremor
throughout the investment world.

And lastly, No. 3, the invasion of Czechoslovakia by Russia seemed
to create a feeling in the world that perhaps Europe was not as safe as
some had thought. ‘

These were the answers that we received from our colleagues. I can-
not improve on them, sir, and I only submit that a man who buys $10
million generator from Westinghouse or General Electric cannot sell
it immediately. Usually he has to find & buyer. If he buys $10 million
in their stock, he can reverse it in an hour. That is the difference in
the flaws between a surplus in the trade accounts and in the capital
accounts, Mr. Widnall.

So I say we cannot take too much comfort from these figures. Al-
though they are accurate, they are accepted as traditional accounting
procedures. The statistics, however, do not always give you the precise
situation.

Non, as to the special transactions. One of the things that has really
troubled me, and Secretary Fowler, and Secretary Dillon, and Mr.
Okun, and his predecessors, Mr. Ackley, and Mr. Heller, all of us, and
before that, the last Republican Secretary of the Treasury, Mr. Robert
Anderson, was the terrible problem of how are we going to meet our
security arrangements in the world? How are we going to keep the
7th Army in Europe as our share of the NATO defense, how are we
going to keep the 6th Fleet in the Mediterranean, with the huge ex-
change costs that they both entail because we pay our troops in dollars?
These dollars are spent overseas. The dollars are converted into
deutsche marks or French francs or Italian lire which in turn can
become a potential call on our gold reserves.

Now, we have attempted in every way we know to find a way as we
put it, to “neutralize” the foreign exchange impact of these military
deployment expenses. In other words, we are trying to find a way so
that we can do what is proper and right for this country to do in
sharing the military burden of keeping the peace of the world without
bankrupting the international financial reserves of the U.S. Treasury.

One device we have hit on to cover part of the difference between
the cost of our forces and the cost of military equipment other coun-
tries buy here—I do not insist it is the best but it is working at this
time—is the so-called special transaction. For example when our forces
spend money in Germany the dollars go to the German Central Bank
and could be put to us for gold. However, the Germans have agreed
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to add these dollars to their reserves and not take our gold in exchange
for dollars. What they will do is buy a medium-term U.S. Government
obligation. .

Now, I do not contend, Mr. Widnall, that this is the best answer 1n
the world. I do not think it is as good as if they were neutralizing the
full cost of our troops by buying military equipment as they used to.
But that seems to have been nonnegotiable up to this time.

I submit, Mr. Widnall, you'have hit on one of the most difficult issues
that I know of, and my successor, Mr. Kennedy, is going to be
wrestling with this problem. All of you are going to be wrestling with
it. If you do not find an answer, I guess the only answer is to redeploy—
pull back those troops. :

Representative Wipnarr. I understand from your answer that you
are saying that at the present time, we can expect these items to recur
in the near future.

Secretary Barr. Maybe—I would hope that all of you can ponder
and worry about this matter because it is crucial. It is one of the most
difficult issues. It has been attacked by some of the best minds I know
in this country and-T-will be franktoadmit I do not think the answer
is completely satisfactory. It puts us in the position—as one Member
of Congress said to me publicly—of looking as though we are borrow-
il}llg money from the Germans for the delicious pleasure of protecting
them.

Now, that is putting it in the worst possible light. But it is a light
that a tough politician can put it in, Mr. Widnall. The best light is
that we are fulfilling our military obligations to keep peace in Europe
and we are doing the best we can to prevent the Treasury’s financial
resources from being seriously impaired by doing so.

I am sorry this is a long answer, but you hit on a question that really
troubles me.

Representative Wipnarr. I would like to ask you something impor-
tant that goes along with that. Although these bonds are technically
long-term nonliquid securities, is it not true that if either Germany or
Canada found itself in balance-of-payments difficulties we would not
refuse to redeem them? :

Secretary Barr. Oh, that is quite correct, sir. There is an agree-
ment we have worked out with them. If their reserves drop, I cannot
remember the precise level, by a certain amount, they can get their
money any time they want.

Representative WipwarL. Was not the Canadian agreement to buy
certain U.S. Government securities predicated on our exempting
Canada from our controls on capital lows?

_Secretary Bagrr. That is correct, Mr. Widnall. The Canadian situa-
tion is a much better one. I feel good about that. I like the Canadian
arrangement and my only recommendation is that you try to keep it.

Here is the position we are in. It is a political situation really, and
you gentlemen can understand it better than anyone. We are sitting
here on a continent with a political boundary dividing two nations,
Canada and the United States. Now, in effect, we have one economy.
I hope my friends in Canada are not offended, but you cannot split
the economy. The economy does not pay any attention to the political
boundary.
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What e have worked out with the Canadians, Mr. Widnall, is an
arrangement whereby we allow investment, lending, borrowing to flow
pretty freely across the border without restraints under our balance-
of-payments program. The Canadians agreed to make sure that any
U.S. funds that came in would not flow on to other countries and in
that way evade our restraints and that they would put all of the dol-
lars that ecame into their reserves except those they need for day-to-
day working balances into Jong-term U.S. securities. This is why we
got the billion-dollar investment from Canada. It will not be the Cana-
dians’ intention to build up their reserves by borrowing from us. This
is the best way—this T am very happy with. I would say do not change
it. T do not know of any better way to improve it although it is unique
to Canada. There is not an economic barrier, even though national
boundaries exist between the two countries.

My recommendation is to keep this. If you can improve on the
German offset, do so. I certainly would, and T think there is room for
improvement.

Representative WipxarL. Thank you, Mur. Secretary.

Mr. Chairman, my time is up.

Chairman ParaaXN. Senator Proxmire?

Senator Proxyire. First, I want to compliment you, Secretary
Barr, for your charts on the comparisons of the budget outlays and
tax function. We have needed this for a long time and I think it under-
lines the importance of our being careful about providing further tax
credits, and so forth, which have a superficial appeal but which really
have the same effect on our budget as expenditures do.

Secretary Barr. That is correct.

. Senator ProxyIre. The suggestion that Chairman Mills made, I
think, that we find some way of incorporating this into the budget,
I think is very good.

Secretary Barr. I agree.

Senator Proxarre. Very helpful if we had some kind of a separate
budget so we would have them both in the congressional eye.

Secretary Barg. If we had more time I think we might have got it
into the budget. We were a little bit late this year, but I support your
recommendation. i

_Senator Proxure. Novw, 1 am very concerned—and except for the
timing I would have gotten into this exchange with Senator Javits—
I am very concerned about what happened to the tax reform package.
In February of last year Secretary Fowler assured this committee
that we would have the tax reform recommendations in 1968. We did
not get them in 1968. And later on at another time the indication was
if we passed the surtax, it would come shortly after that. It did not
come shortly after that, or at all. Now it will come as I understand it,
to the Senate Finance Committee and the House Ways and Means
Committee, but not to the Joint Economic Committee.

I hope this is not a precedent because we need that in this commit-
tee. It is very important to this committee. And I hope it will not be
a precedent with either President Nixon or in 1973 with President
Kennedy. [Laughter.]

T this committee does not have that kind of information it is going
to be very, very difficult for us to serve our purpose which is to advise
the Congress on economic policy. '
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Secretary Barr. May I respond, Senator? I think you are aware—
at least as I am aware as an ex-member of this club—of the great
dangers in moving on congressional prerogatives. Now, under the
- Constitution—and you know I need not tell you how jealously the

House guards this and the Ways and Means Committee guards it—
they have the right to receive tax recommendations and act on them,
sir. '

Now, I quite agree that this committee needs this information, and
I have worked out an orderly procedure, as I indicated, with Chair-
man Mills; and the Ways and Means and Finance Committees have
agreed that next week, when Ways and Means is organized, they will
instruct the chairman to request this information from Secretary-
designate Kennedy. He has agreed to transmit it.

Senator Proxmire. Well, I understand that.

Secretary Barr. And at that time they will make the committee
print available to all.

Senator Proxmire. What I am saying is I hope this will not be
viewed as taking the Joint Economic Committee out of the action on
tax reform recommendations or anything of the kind in the future.

Secretary Barr. No, sir.

Senator Proxmire. We have to have it.

Secretary Barr. May I comment?

Senator ProxmIre. And it is just as essential to us as it is to the
Ways and Means or Finance Committee.

Secretary Barr. I agree.Iam not surethey do,but I do. [Laughter.]

Representative Grirrrras. Mr. Chairman, if you will yield, I do
not know how the Senate Finance Committee got a copy.

Secretary Barr. They do not have a copy.

Representative Grirriras. Or why they will get a copy. [Laughter.]

Secretary Barr. Well, I will be very candid here. The discussion in
the joint committee was that the proper way to proceed was for the
House to move first. The House is not organized. It was agreed that
the Senate could get it. Senate Finance is an appropriate committee.
But they did agree that in accord with the age-old procedures that
have been followed in this Congress, that the House would move first.
I am satisfied because we have a commitment. I am not going to com-
ment, Mrs. Griffiths, on the procedures of the Congress of the United
States since I am no longer a Member.

Senator Proxmire. Mr. Okun, you speak of the need for fiscal re-
straint. At the same time, you concede the enormous impact of the
defense expenditures. The engine of inflation that you refer to in
my view, is largely fueled by military expenditures and there is evi-
dence that defense programs are loaded with fat. The last year’s
Congressional Quarterly—late last year, in November—indicated
that there was $10.8 billion which they felt could be excised from the
defense budget and I thought they made an excellent specific case in
saying just where it ought to come out.

Now, the Economic Report hardly discusses defense expenditures.
-In view of its importance, do you not think the Council should analyze
the economics of defense spending ?

Mr. Oxun. Senator Proximire, I think we do take up the economic
impact of defense spending. The very serious problems in the efficiency
of the defense program and the planning of it are, I think, rightfully
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in the province of the budget message and the Budget Bureau. I do
not feel that the Council really has the competence to evaluate these
in detail. We did have some——

Senator PRroxMIRE. You certainly have the only competence in
Government as I see it, to evaluate the economic impact in detail, to
tell us what defense spending is doing. For instance, yesterday we had
testimony from Assistant Secretary Charles of the Defense Depart-
ment, in which he conceded that there was extraordinary inflation in
those industries in which we have a great deal of defense procurement,
and I am convinced that the principal reason for this extraordinary
inflation is because of the impact of our procurement policies and
practices with the kinds of contracts we have, and so forth. This is

- something that seems to me in view of the problem of inflation that
the Council of Economic Advisers should tell us about, explain to us,
give us some recommendations on.

Mr. Oxun. We do call attention to that in chapter 3 of our Report.?
We speak of the importance of efficiency in procurement practices and
talk about some of the reforms and improvements there. I call your
attention to pages 113 and 114 of the Council’s Report.

Senator Proxarre. But at no place do you as I understand it, or
perhaps the Council has and I missed it, recommended fiscal restraints
on the defense budget.

Mr. Oxux. We feel that the estimate of defense expenditures in
the budget has been reviewed and is the administration’s view on what
a minimum necessary budget is for that purpose. Obviously, any pro-
gram is subject to further refinement and greater efficiency and if that
can be achieved, all to the better. But I think our job has to begin by
taking the figure that my colleague and his staff and the people in
the Defense Department develop, present to the President, get his
approval on it, as the desirable minimum defense needs of the country.
-~ Senator Proxyire. Let me ask Mr. Zwick: the Subcommittee on
Economy in Government has been holding hearings, Mr. Zwick, on
military procurement, which is the largest single item, as you know,
in the military budget. It is $40 or $43 billion, depending on precisely
how you define it. Testimony has shown that there is widespread mis-
management and waste and inefficiency in defense purchasing. Mr.
Charles, who some people feel wrote the book in the Air Force area on

rocurement, a very competent man, agreed yesterday with what
‘Admiral Rickover had estimated—and others—that when we procure
on a noncompetitive basis, we pay 30 to 40 percent more than if we
procure on a competitive basis and, of course, the overwhelming
amount of our procurement is noncompetitive.

Furthermore, Admiral Rickover estimates that at least $2 billion
per year is wasted exclusive of that from procurements because of
high profits. So I would like to ask you this question : Does the Bureau
of the Budget scrutinize the defense budget with the knowledge of
the immense waste in this pregram? [Laughter.]

Mr. Zwick. Let me comment several different ways. Let me first
join with all in our interest in efficient government and efficient man-
agement. A major responsibility of the Bureau of the Budget is this

1 “Feonomic Report of the President, Transmitted to the Congress, January 1969. To-
gether with the Annual Report of the Coucil of Economic Advisers,” available from
Superintendent of Documents, U.S. Government Printing Office, Washington, D.C.
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area of management efficiency. Second, let me go directly to the general
charges of waste. They are obviously easy to make. The Congressional
Quarterly study in particular is one that both Secretary Clifford and
I commented on last fall when you asked for our comments on them.
I find a great number of items in which I certainly cannot concur..
It is not only waste we are dealing with, but an issue of national
security. ’

Senator Proxmire. That is why I asked Mr. Okun about the Con-
gressional Quarterly. I would wholeheartedly agree that the Con-
gressional Quarterly recommendations which I support are a matter
of defense strategy in part, although they said that half of their
recommendation was to reduce military personnel which they say was
wasted so badly. They point out, for example, that we have 20 officers
in Vietnam for every command post; that we have the greatest ratio
of logistical supply to supply troops in the history of mankind by
far in Vietnam. But I am asking you about whether or not the defense
budget is scrutinized as carefully as, for example, dollar for dollar,
as the OEO budget and HUD budget, and so forth. -

Mr. Zwick. This is a replay on our discussion last September.
Defense is a big department. We obviously do not get into as great
detail in that Department as we do in some other departments. This
varies from department to department-———

The analogy—the counterexample I gave you last September—was
the Post Office. At that time the Postmaster General was about to
close down certain fourth-class post offices because of the Revenue and
Expenditure Control Act employment rollback provision.

I do not try to second guess the Postmaster General as to how to
reduce personnel. Similarly, I do not try to second guess the Joint
Chiefs of Staff as to the need for support personnel in Vietnam. Obvi-
ously, that is related to providing essential equipment to the people
in the field, and we have to think a little bit about effectiveness in
support of our people.

I cannot say to you that we give equal, evenhanded treatment to
all agencies. But I think it is a mistake to say that we treat Defense
in one fashion and all other agencies in another fashion.

Senator Proxmire. I will be back. My time is up.

Chairman PaTman. Mr. Rumsfeld ?

Representative RumsrerLp. Mr. Zwick, I would like to turn the con-
versation from a discussion of simply the quantitative approach which
seems to be the focus of much of the material before us, and ask some
(uestions about the qualitative aspects of some of this.

I notice in one of your budget documents, the smaller one, on pages
66 and 67, that you have a budget outlay by function and subfunction.

Mr. Zwick. Yes.

Representative RumsreLp. Now, obviously these subfunctions cut
across different departments and agencies. Some programs that are
tabulated there with dollar figures for fiscal years 1959 through 1970
are in one department, some in another, within the same function. Is
that correct?

Mr. Zwick. That is correct.

1 “The Budget in Brief, Fiscal Year 1970,” available from the Superintendent of Docu-
ments, U.S. Government Printing Office, Washington, D.C. .
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Representative Runmsrerp. Now, to compile that information you
use computers and feed in figures that have come from various agencies
after you have decided which functional category you want to use.
Then you ascertain which activities in each department or agency fit
within that function or subfunction. Is that right?

Mr. Zwick. Yes.

Representative Ruasrerp. So somewhere you have a list of all the
programs by statute that comprise each one of the aggregate figures
in each function and subfunction. Right?

Mr. Zwick. We have all the appropriation accounts classified by
function and subfunction.

Representative Ruasrerd. Right. But I mean arranged by func-
tion and subfunction.

Mr. Zwick. Yes.

Representative Ruasrerp. Comumnity development and housing;
education and manpower is another function.

Mr. Zwick. Yes.

Representative Runmsrerp. Commerce and transportation; natural
resources; right?

Mr. Zwick. Right.

Representative RuasreLd. Now, if you have that material then
you also have material that would indicate what the cost or funding
for each one of those statutory programs might be, regardless of the
department, arranged by function, and so forth.

Mr. Zwick. Right; yes. ' :

Representative RunrsreLp. Then, you also have information which
would indicate the units of some kind of a benefit or goal. For example,
if it is housing, the number of housing units. If it is training, the num-
ber of hours of training per person; right?

Mr. Zwick. You are, of course, defining the planning, programing,
and budgeting system.

Representative Ruasrerp. Right. :

Mr. Zwick. I will be happy either to interrupt at this point and
say what we are doing:

Representative RunsreLD. You have that?

Mr. Zwick. We have attempts at this type of information. Again,
T think it would be unfair to leave the impression that we have some-
where down in the Executive Office nice, neat, benefit-to-cost ratios so
that you can just array all programs and then slice the line at some
point, and “above” they go in and “below” they go out. Let me give
you an example.

Representative RuasreLp. No. Let me go on a minute. I want to
make sure I understand exactly what you do and do not have. You
have had this information broken down roughly by the types of people
that benefit, for example, by sex, by age group?

Mr. Zwick. That is right; in some cases. :

Representative RunsreLp. By race, by the area they live in, urban,
suburban, rural, that kind of information. You have all of that?

Mr. Zwick. No; I am sorry.

Representative RuatsreLp. You have part of it?
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Mr. Zwick. We are making attempts to gather that information. The
certainty with which you are saying this is what is making me nervous.
The concept——

Representative RuMsreLp. The last thing I want to do is make you
nervous at one of your last appearances.

Mr. Zwick. The concept is fine. The detail and accuracy I still ques-
tion.

Representative Rumsrerp. You talked about all the money you are
going to spend in crime, as I recall, when you were responding to one
of the questions.

Mr. Zwick. Right.

Representative Rumsrerp. Do you have a function on crime here?

Mr. Zwick. We have a new special analysis on crime reduction in
the “Special Analysis” volume of the 1970 Budget. I think again, it
is a very good example of the point you are making. We thought this
was a very important new cross-cutting look which we ought to take
at the budget.

Representative Rumsrerp. What is the name of that book?

Mr. Zwick. “Special Analysis of the 1970 Budget” * We have for the

__first time an analysis of crime control programs in the Federal Govern-
ment, across agencies and by activities within the agencies. Now, again,
that is a preliminary first start. Hopefully, next year it will be better,
and the year after that it will be still better. But certainly we agree in
spirit, I think, with what you are saying.

Representative Rusmsrerp. Well now, with regards to the kinds of
data I have just described, what percentage of input into this system
do you have? In other words, where are you, for example, in natural
resources, commerce and transportation, by these broad functions? Do
you have 50 percent of the data you need to present an intelligible anal-
ysis of what we are doing with the taxpayers’ money or do you feel we
are down around 30 percent total ?

Mr. Zwick. The best way I can answer that question is to try to
measure the progress we have made. I do not quite know what the base
is but I know the progress we have made and I am

Representative Runmsrerp. We started from a very low base.

Mr. Zwick. I am quite clear that we have made significant prog-
ress. I think over the last 314 years since the planning-programing-
budgeting system has been put in, we have demonstrated to my satis-
faction the applicability of this approach across the Government. In
some areas we have better data; in other areas, poorer data. A com-
posite index that says that it is 58 or 72, I just do not know how to
construct that. You will also find, Mr. Rumsfeld, in this special
analyses volume for the first time, we have a new analysis which
lays out the analytical program structures of the PPB system, the
first time you have it available to the Congress. This analysis shows,
by agency, the program structure and requested appropriations and
other budget authority. It is the very last analysis, starting on page
258, and you will note the first word is “selected,” but I think that

1 Available from Superintendent of Documents, U.S. Government Printing Office, Wash-
ington, D.C.
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“selected” covers roughly 95 percent of the budget authority, so that
I think I can say we have made substantial progress. I would be less
than candid if I did not say we have got a very, very long way to go
in this area.

Representative Ruasrernp. OK.

Mr. Zwick. But the dialog has been improved significantly.

Representative Ruasrerp. You have seen the data so you can make
a judgment as to how far we have to go. I would be curious to know
how far we have to go. You have just described the information
that you have by function and subfunction and you have indicated
you have some of the data, and you do not have some. Taking “natural
resources” as a function, or even as one of these subfunctions, if I
asked you for the kinds of information that you do have, how it
affects people, areas, types of people, and costs and unit benefit, could
you supply that information to this committee?

Mr. Zwick. We have worked with all committees. Again, what I
would not like to provide you—let me tell you what I would not want
to provide.

Representative RunsreLp. Can you provide the data I just asked
for.

Mr. Zwick. We would provide all useful data. There are some first
runs on benefit-cost analysis which I do not believe answers all you
want.

Representative Runmsrerp. I understand that.

Mr. Zwick. All I am trying to say is what I think is the most

Representative RuasreLo. What you think is reasonably accu-
rate

Mr. Zwick. Surely. '

Representative RuMsrerp (continuing). You could supply it in the
format that I described ?

Mr. Zwick. Yes. All agencies work with their appropriations com-
mittees now and given them that sort of information. So that I do not
think there is any problem.

Again, T went through a similar dialog with Chairman Proxmire
last September. I do not think the problem is information downtown
compared with information uptown. I think the problem is intellec-
tual. We do not understand some of these things. The problem is just
plain hard work. We have got to collect data, clean up data, et cetera.

Representative Ruarsrerp. There is a great deal I do not understand.

Mr. Zwick. I think it is really a mistake to think the problem is
what data one side of the Government has and the other side of the
Government does not have. It is just that we have a long way to go in
developing data.

Let.me just give you one very specific example in the manpower
area.

Representative RuarsreLp. In a minute a piece of paper is going to
be put in front of me saying my 10 minutes are up, and before that
happens I would like to request that the chairman suggest that your
Bureau, supply the committee with the data that you do have and that
you say you would be happy to make available.
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_Chairman Parman. We have an understanding oftentimes that the
member can submit the question in writing.

Representative Rumsrerp. I do not have a question. I have a request.

Chairman Parman. Well, you can get it up and including the
request. And the—

Representative Rumsrerp. I am making the request. It is a simple
one. I would like to see the data in each of these functions and sub-
functions arrayed the way that you have just described you have it,
supplying only the data you feel is accurate.

Chairman Patmaw. Is that information indicated on a certain page
of a certain document ?

Representative Rumsrerp. Only he has the document. We do not
have it. It is not in any of these books he has provided.

Chairman Patman. If you could be more specific——

Mr. Zwick. Mr. Rumsfeld, I first suggest that most of it is in these
documents. You know, the budget document consists this year of six
different items. One, the message and the rest of the budget document
that you normally think of. Two, the special analytic studies

Representative Rumsrerp. I can count but youmov .~

Mr. Zwick. And there is

Representative Runmsrerp. It is not arrayed the way that you just
indicated you have it.

* Chairman Patman. Mr. Zwick, will you try to provide that infor-
mation when you look over your transcript of the testimony here? .

Mr. Zwick. I would be happy to. . A

Chairman Patman. To the best of your knowledge and ability.

Mr. Zwick. Subject to two constraints. One, it is not easy because
the question of what data is good and what data is bad is a very tough
one and, two, I will not be here after Monday noon. [Laughter.]

So, I want to be quite clear on the question that you are asking and
the cavalier spirit with which I can say surely, we will give you all the
information that we have available. [Laughter.]

Representative Rumsrerp. You are not suggesting that you do not
understand my question.

Mr. Zwick. I am saying that your statement that it is a simple
question was incorrect. I do not think that is a simple thing to do.

Representative Rumsrerp. First, I asked you if you had it, and you

- said yes, so if you have it I cannot imagine why 1t would be difficult
for you to supply it.

Mr. Zwick. The question is “it” and you qualified “it” as reason-
able material, not all material, but reasonable material, and that is
the difficult part of it. I am not trying to—— .

Representative Rumsrerp. You said you did not want to send out
any information you did not feel was accurate. That is fine. Do not.

Mr. Zwick. Fine,but I am saying sorting through

Representative Rumsrerp, If it ends with a function for “Natural
Resources” with a blank paper then we will know exactly on what
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the Bureau of the Budget feels they have good data. Nothing. And if
it is 50-percent full, we will know that you feel it is 50-percent accurate.
Do you follow me?

Mr. Zwick. Yes; I follow you very well.

Representative Runsrerp. You make the j
the judgment.

Mr. Zwick. I follow you very clearly.

Representative Runtsrerp. There is that slip.

Chairman Parnyax. And if you can supply it, his successor will be
available, I am sure, after Monday.

(The following material was subsequently supplied by the Bureau
of the Budget in response to the suggestion of the Chairman:)

udgment, I do not make

MATERTIAL SUBMITTED BY BUDGET DIRECTOR ZWICK

As T indicated during my appearance before the Committee, dollar figures and
reliable program information underlying each function and subfunction used in
the functional classification of the budget are generally available, either in the
budget documents printed by the Bureau of the Budget or in the extensive justi-
fication materials provided by the agencies to the Appropriations Committees of
Congress.

Table 17 of the regular budget document (pages 527-530) summarizes budget
outlays by function and subfunction. Code numbers are shown for each func-
tion and subfunction. Table 14 of the budget (pages 513-524) moves to a greater
level of detail, showing the agencies included under each subfunction. A still
more detailed breakdown is provided in Part 4 of the budget (pages 173-479),
where each appropriation account of the Government is shown, by agency, with
the subfunctional code number identified for each account. ’

A discussion of the program content of each function is included in the budget
in Part 3, “Federal Activities by Function” (pages 67-171). Part 38 describes,
through text and tables, the programs covered by the budget, classified by func-
tion, including relevant tables and charts on beneficiaries, workloads, or other
available output measures. Samples of these tables are enclosed as Attachment

A,

Additional information of this type is presented in the Appendix volume of the
budget, and, as noted above, in the agency justification materials.

The Special Analyses volume contains various cross-cutting views of Federal
programs which are more comprehensive than the functional categories and
cover all activities in particular fields, even if the activity has a different primary
purpose. Among the fields covered are education, manpower, health, and crime
reduction.

As in the case of Part 3, these Analyses, through text and tables, portray the
programs involved in each field and—to the extent available—provide data on
numbers and characteristics of the beneficiaries. Samples of tables printed in
the Special Analyses are enclosed as Attachment B. .

In the 1970 Special Analysis volume of the budget, a new Analysis is printed
entitled “Selected Agency Budgets by Program Categories.” This Analysis, a
copy of which is also enclosed, presents for the first time the budget authority
of most Government agencies classified in terms of the program structures used
in their Planning-Programing-Budgeting (PPB) systems.

As part of the PPB system, staff of the Bureau of the Budget and other execu-
tive branch agencies are using available data on benefits and beneficiaries of
various programs ,in an attempt to identify the most efficient approaches to
achieving program objectives. As the system progresses, there is every reason to
expect that the agencies will continue their efforts to obtain more reliable data
and improve the methods of measuring the efficiency of alternative means of
reaching specified goals.
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ATTACHMENT A
SELECTED TABLES FROM THE BUDGET ACCOUNT

FEDERAL ACTIVITIES BY FUNCTION 75

SUMMARY OF ACTIVE FORCES

Actual Estimated
Description
June 30, | June 30, | June 30, | June 30,
1961 1968 1969 1970

Military personnel (in thousands):

Army e 859 1,570 1,534 1,508

Navy. o e 627 765 771 n

Marine Corps. - - - 177 307 313 315

Air Force. oo 81 905 869 861

Total, Department of Defense____._________ 2,484 3,547 3,487 3,455

Selected military forces:

Strategic forces:

Intercontinental ballistic missile squadrons:

Minuteman____ .o 20 20 20
[T | W PN 6 6 6
Atlas_ . e L 20 IR I R
Polaris submarmes/mlssxles (in commission) . . . . 5/80 417656 41/656 41/656
Strategic bomber squadrons:
FB-1M - oo 5
B-52. e 39 34 30 24
2 7 6 6 6 6
2 111 P IO I

Manned fighter interceptor squadrons_._____._. 42 24 19 19

Bomarec interceptor missile squadrons____.__.__ 7 6 6 6

Army air defense missile battalions_._________. 4914 2014 15 1414

General purpose forces:

Army divisions____ e 11 18 18 18

Army maneuver battalions_ . _.___________._._ 124 218 217 218

Army aviation units__.._____ ..o ...____._. 67 212 235 235

Army special forces groups____.__..__.__..__. 3 7 7 7

Warships (in commission):

Attack carriers_ .. ... ... 15 15 15 15
Antisubmarine warfare carriers________.______ 9 8 7 6
Nuclear attack submarines____.__.___._.__. 13 33 41 47

ther oot 328 328 299 279

Amphibious assault ships (in commission) .. ___. 10 157 157 141

Carrier air wings/groups (attack and ASW)____ 28 23 21 20

Marine Corps divisions/aircraft wings..___ R 3/3 4/3 4/3 4/3

Air Force tactical forces squadrons____________ 93 144 147 138

Airlift and sealift forces:

Airlift aircraft squadrons: 2
C—I30 through C-141_______ ... .__.._____ 16 44 44 41
C-118/C-124 and C-7... ... 35 17 12 7

']c;roopshlps. cargo ships, and tankers___________ 101 130 124 124
enda:

Active aircraft inventory (all programs):

AP - e 5,564 10,465 11,622 12,018
Navy e 8,793 8,491 8,594 8,452
AirForee. ... 16,905 15,327 15,058 14,993
Helicopters included in service aircraft, above_ 4,047 10,188 11,468 12,014
Commissioned ships in fleet (all programs).____ 819 932 906 895

! Includes aircraft provided for support of allies.
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LOW AND MODERATE INCOME HOUSING PROGRAMS—ADMINISTERED BY
FARMERS HOME ADMINISTRATION

[Estimated units started or acquired. In thousands)

Program 1968 1969 1970
actual estimate | estimate

New construction - s 22 36 80
Rehabilitation______ .. .. 3 3 12
Purchase and repair of existing housing_______________________ 8 6 7
Rural rental housing _ _ . ______ .. 2 3 3
Subtotal, new or rehabilitated housing....__ ... _.____. 35 47 102

New or rehabilitated housing with aid from homeownership pro-
gram { il 1 10
Subtotal, new or rehabilitated . ________________________ 35 48 12
Purchase of existing housing________________________________ 8 6 8
Total, housing for low- and moderate-income families_.______ 43 54 120

1 Funded by the Department of Housing and Urban Devclopment and included in the community
development and housing function.

116 THE BUDGET FOR FISCAL YEAR 1970
MAIL VOLUME
1965 1966 1967 1968 1969 1970
actual actual actual actual estimate | estimate
Millions of pieces.. .. _o.o.ooacooo 71,873 | 75,607 | 77,858 | 79,800 | 82,266 | 84,798

Percent increase from previous

7= S 3.2 5.2 3.0 2.5 3.1 3.1
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119

LOW AND MODERATE INCOME HOUSING

[Estimated units started. In thousands]

Program 1968 1969 1970
actual estimate | estimate

Low rent public housing_________________________ ... 51 75 130

Rent supplements_ ... .. 12 21 20

Rental assistance program_ _ - o oo oicecececee| e 7 84

Homeownership assistance. - o oo | 9 93
Loans for low and moderate income housing (GNMA special

ASSISEANCE) - - o oo e 44 50 32

Housing for the elderly_ ____________________________________ 7 8 7

Rehabilitation loans and grants. .. ________________________.__ 8 16 35

Other housing in rural communities!_______________._.___._.__. 35 47 102

Total. e 157 233 503

1 Funded by the Farmers Home Administration and discussed in the agriculture and agricultural

resources function.

FEDERAL ACTIVITIES BY FUNCTION

133

ELEMENTARY AND SECONDARY EDUCATION PROGRAMS FOR DISADVANTAGED

Program indicator 1968 1969 1970
actual estimate | estimate
Education of children from low-income families: .
Obligations (millions) _. _______ .. ... $1,187 $1,123 | $1,226
Number of children participating (thousands) ________..____. 9,000 9,000 9,000
Preschool and school classes for the handicapped:
Obligations (millions) _ _ .. ... . . $14 $29 $29
Number of children participating (thousands)._._._ ... _._ 24 182 182
Special bilingual and dropout prevention projects:
Obligations (millions) - ______ | $12 $34
Number of children participating (thousands) ... _.___.____[..__._.__._ 10 35
Head Start and Follow Through:
Obligations (millions) __ ... .. oo .. $336 $348 $398
Number of children in Head Start programs (thousands):
Full year classes .. .o oo eaeas 218 218 235
Summer classes. - .. 477 477 477
Parent and Child Centers___. ... ... ____.____._... 4 4 4
Number of children in Follow Through classes (thousands).__.. 15 31 64
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SELECTED MANPOWER TRAINING PROGRAMS

Program indicator 1968 1969 1970
actual estimate | estimate
Job Opportunities in the Business Sector (JOBS):
Outlays (millions) - . - $4 $121 $239
Total individuals served (thousands) .. ... .. __. 33 167 220
Individuals aided with Federal funds (thousands) !___________ 16 80 160
Percent less than high school graduates.___.___._____.__..._. 90 92 95
Percent male__ .. ... e 60 75 80
Work Incentive (WIN) program:
Outlays (millions) - - oo $90 $163
Number of States participating . .. . ..o io o oiciiaaeoo 38 50
Individuals served (thousands) '__ .. .l 130 175
Percent female . e 80 80
Children receiving child care (thousands) ________________._.|..._...... 50 146
Job Corps:
Outlays (millions) - - .o coooii s $318 $277 $283
Number of centers_ e 108 113 113
Individuals served (thousands)!. ... .. .. ... .. 65 | 70 70
Percent less than high school graduates.___._._____._...._.. 88 i 90 92
Concentrated Employment Program (CEP): ;
Outlays (millions) - oo $71 5 $163 $193
Areas served . - - o e eeeceememea 62 | 82 82
Individuals served (thousands)!_ .. .. . . . ... ... 54 105 115
Percent male. - o oo o 48 55 65
Percent less than high school graduates. ... ... ... 78 ! 78 78

! The number of individuals served is greater than the number of “slots” or “job opportunities’’
because several individuals may receive training through a single federally funded position.
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HEALTH RESOURCES

[Dollars in millions]

Program indicator 1960 1964 1968 1969 1970
actual actual actual estimate | estimate
General hospitals:
Cumulative number of beds meeting
construction standards at end of year_| (1) ® 535,000 { 560,000 | 580,000
Total number of beds constructed or
medernized during year____________ O] 0] 28,000 30,000 28,000
Number of beds aided by Hill-Burton .
program during year______________ 14,057 14,834 15,708 17,000 15,000
Outlays. . . $149 $142 $134 $159 $160
Long-term care facilities:
Cumulative number of beds meeting
construction standards at end of year.| (%) ® 480,000 | 510,000 | 535,000
Total number of beds constructed or
medernized during year____________ *) O] 56,000 55,000 54,000
Number of beds aided by Hill-Burton
program during year_.__________.. 4,412 8,106 8,495 10,000 9,000
Outlays o ieoeiaiaan $18 $35 $57 $49 $49
Community mental health centers:
Federally aided centers (cumulative)..| ... [ _________ 331 443 556
Outlays for: :
Construction aid_. ... | _______ .\ _________ $12 $25 $44
Staffing support. _ _ ..o || $24 $17 $38
Population served (millions) .. _______| ____.___ | ________. 51 69 86
Medical and osteopathy schools:
Number in the Nation_.__.______.___ 91 92 100 104 106
Number federally aided (construction) | _____.___| ______.__ 10 91 15
Federal outlays for construction_ _.___|_._________|__________ $41 $61 $85
Physicians and osteopaths: :
Total number of students enrolled.___| 31,984 33,901 36,438 36,900 37,900
. Number graduated_____________.___. 7,508 7,690 8,395 8,301 8,500
Number of students receiving Federal
scholarships or loans_______._____. 1,500 3,263 15,582 16,276 16,688
Qutlays for scholarships and loans____ $0.9 $2 $19 $19 $19
Nurses:
Total number of students enrolled____| 115,057 | 124,744 | 141,948 | 146,000 | 150,000
Number of students graduated______. 30,113 35,259 40,000 38,700 39,200
Number of students receiving Federal
scholarships or loans_____________. O] ® 24,532 27,000 29,000
Outlays for scholarships and loans__ _ _ Q) ) $18 $20 $24

1 Comparable data not available.

24-833 O - 69 - pt.1 - 11
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SELECTED FEDERAL HEALTH CARE PROGRAMS

[Dollars in millions}

Program indicator 1960 1964 1968 1969 1970
actual actual actual estimate | estimate
Medicare (millions): B
Number of aged individuals__ .. ___{ . _|-_o..o..__ 19.8 20.1 20.5
Covered by hospital insurance__._. |- _____._|-.________ 19.6 19.8 20.1
Using insurance during the year__{__________|__________ 3.9 4.1 4.2
Covered by insurance for doctor bills_{______..__|.._____._. 18.2 18.8 19.1
Using insurance during the year_ .| .._____..| ... 7.7 8.2 8.5
Qutlays (trust funds) - ____________| .| ... $5,332 | $6,222 $6,851
Medicaid: !
Number of States and jurisdictions
participating. - o uewoococoomcee oo 42 47 54
Number of individuals served (mil-
lions) oo oo 2.6 4.1 8.6 9.5 10.2
Total Federal, State, and local pay- _
MENtS - - oo eeme e $420 $1,144 $3,686 $4,612 $5,797
Federal outlays._ .. ...._._.____... $197 $538 $1,806 $2,384 $2,971
Maternal and child health:
Crippled children served (thousands).__ 372 423 485 500 500
Number of maternity centers. . ____._|___ ... f ... 53 53 54
Admissions to maternity centers
(thousands) _ - e 162 187 190
Number of youth care centers______..| . ______|-.cooo__ 58 58 59
Number served at youth care centers ]
(thousands) . .- .l imees 220 285 400
Number of federally aided family plan-
ning participants (thousands) ______{_ _________|______.... 420 850 1,325
Outlays. .o icceaeccee $38 $58 $164 $193 $216
Indians:
Number eligible (thousands).._._.___ 362 380 390 404 408
Admissions to hospitals (thousands) . . 77 90 92 95 96
Outpatient visits to hospitals and field
clinics (thousands) . . -____..____.. 1,130 1,294 1,575 1,660 1,775
Outlays_ _ oo $54 $66 $84 $105 $110
Other beneficiaries: .
Number eligible (thousands) ___._____ 379 399 404 414 418
Admissions to hospitals (thousands) _ _ 52 51 50 50 50
Outpatient visits to hospitals and field
clinics (millions) ... ... 1.2 1.4 1.7 1.8 1.9
Outlays. . eooceceececcicceae $50 $53 $75 $82 $80

! Numbers prior to 1968 refer to medical assistance for the aged and general medical assistance

provided under public assistance programs.
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SOCIAL INSURANCE

Number of beneficiaries Payments!
(thousands) (millions of dollars)
Program indicator
1968 1969 1970 1968 1969 1970
actual estimate estimate | actual estimate | estimate
Social Security:
Retired workers and their de-
pendents..________________ 15,085 15,526 15,951 | 14,837 16,996 17,715
Disabled workers and their de- :
pendents__________________ 2,141 2,366 2,524 | 2,088 2,521 2,658
Survivors of deceased workers__| 5,535 5,853 6,185 | 5,423 6,191 6,430
Disabled children of retired
and deceased workers______. 219 232 247 160 194 209
Benefits to noninsured persons |
age72 andover... .. .. __ 729 679 598 318 329 282
Railroad Retirement:
Retired workers and their de-
pendents_ . _._____.___.__.___ 542 542 541 849 914 922
Disabled workers and their de-
pendents___ .. _._.._..._. 9 99 99 179 192 194
Survivors of deceased workers.... 315 320 325 326 362 370
Supplemental annuities_._____. 34 49 62 25 38 45
Civil Service:
Retired workers and their de-
pendents__.___..__________ 432 451 470 | 1,285 1,418 1,566
Disabled workers and their de-
pendents___..________.___. 174 182 190 380 419 463
Survivors of deceased workers__ 260 271 283 291 321 355
Unemployment Insurance: .
Workers receiving compensa-
tion:
Unemployed workers insured
‘under State accounts______ 4,336 5,000 5,000 | 2,074 2,210 2,29
Unemployed railroad work-
L 296 174 170 76 96 93
Unemployed Federal civil
servants________._..___.. 71 71 71 47 49 51
Unemployed ex-servicemen. _ 148 149 149 58 62 64

! Does not include increases of $1.6 billion in social security benefits and $19 million in railroad
retirement benefits which will result from proposed legislation.
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PUBLIC ASSISTANCE

[Dollars in millions]

Program indicator 1968 19691 19701
actual estimate | estimate
Old age assistance:
Average number of recipients (thousands) __________________ 2,055 2,099 2,084
Payments to recipients:
Total, Federal, State, and local . _________________________ $1,700 $1,833 $2,030
Federal share. - oo eameeee $1,137 $1,204 $1,308
Aid to the blind:
Average number of recipients (thousands) _._______________. 82 83 84
Payments to recipients:
Total, Federal, State, and local ... ._____________ $89 $92 $99
Federal share_ . eeeeea $52 $54 $5
Aid to the permanently and totally disabled:
Average number of recipients (thousands) ._________________ 646 715 785
Payments to recipients:
Total, Federal, State, and local ______ ... ... __ $620 $726 $850
Federal share. e $367 $434 $499

Aid to families with dependent children: 2
Average number of recipients (thousands):

Families_ e eceees 1,308 1,504 1,702
Children. _ oo 4,013 4,594 5,196
Recipients: Childrenand adults_ ... _________.________ 5,349 6,146 6,956
Payments to recipients: . '
Total, Federal, State, and local . _____ ... _._.._..__ $2,536 $3,232 $3,944
Federal share_ .. e $1,395 $1,731 $1.847
Emergency assistance:
Average number of recipients (thousands) . _________________|[.________. 15 37
Payments to recipients:
Total, Federal, State, and local_ _______ . __|.._.____ $11 $32
Federal share e el $6 $16
Total: 3
Average number of recipients (thousands) . _._______________ 8,132 9,058 9,935
Payments to recipients:
Total, Federal, State, and local. ... ... ... ._______ $4,945 $5,804 $6,955

Federal share_ el $2,950 $3,428 $3.730

1 Includes Federal payments for intermediate care which will amount to $33 million in 1969 and $82
million in 1970, Total Federal, State, and local payments will amount to $61 million in 1969 and $149
million in 1970,

2 Freeze on AFDC caseload assumed in effect as of July 1, 1969.

3 Excludes a reduction of $81 million in outlays which will result from proposed legislation increasing
social security benefits.
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SERVICE-CONNECTED COMPENSATION

Program indicator 1968 1969 1970
actual estimate | estimate
Veterans:
Disability 309, or less:
Average number of beneficiaries (thousands) ____._......__ 1,437 1,441 1,438
Total payments (millions) ___ ... .. ... ... $606 $624 $641
Average annual payment_______________________________. $422 $433 ~ $446
Disability 40 9,-10097:
Average number of beneficiaries (thousands) . _._........._ 566 574 582
Total payments (millions) _____ ... ... $1,348 $1,460 $1,568
Average annual payment.__ ... __________.. $2,382 $2,544 $2,694
Survivors:
Average number of beneficiaries (thousands) __.__.........._ 365 369 373
Total payments (millions) - ... . .. $517 $526 $532
Average annual payment_._______ . .. L ... $1,416 |  $1,425 $1,426
NON-SERVICE-CONNECTED PENSIONS
Program indicator 1968 1969 1970
actual estimate | estimate
Veterans:
Average number of beneficiaries (thousands) ________________ 1,170 1,146 1,143
Total payments (millions) __._._ ... ... . .. _.....____. $1,272 $1,286 $1,293
Percent for pensioners with $1,000 or less outside income...___ 43.5 43.8 44.2
Average annual payment._______________._____________._._. $1,088 $1,123 $1,131
Survivors:
Average number of beneficiaries (thousands) ___.....__...__. 1,049 1,106 1,170
Total payments (millions) ... ________ .. .. ... $779 $850 $905
Percent for pensioners with $1,000 or less outside income_.____ 60.9 61.0 61.1
Average annual payment.________________.__.__.___.___... $743 $769 $773
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LIFE INSURANCE

Program indicator 1968 1969 1970
actual estimate | estimate

Veterans life insurance trust funds:

Number of policies (thousands) .. ... ... . 4,814 4,745 4,664

Insurance in force (billions) .- oo oo oot $31.2 $30.7 $29.9

Payments to policyholders and beneficiaries (mllhons) ........ $846.1 $903.1 $942.3
Veterans life insurance revolving funds:

Number of policies (thousands) .. ... oo 899 895 888

Insurance in force (billions) .- o o $7.5 $7.5 $7.5

Payments to policyholders and beneficiaries (millions) ... $37.9 $46.1 $53.3
Servicemen's group life insurance: !

Number of policies (thousands) ... cooreaaas 3,800 3,800 3,800

Insurance in force (billions) . . . . $37.8 $37.8 $37.8

Payments to policyholders and beneficiaries (millions)._...._. $202.9 $217.0 $186.0

1 Funded under the Department of Defense, in the national defense function.

FEDERAL ACTIVITIES BY FUNCTION 159

EDUCATION AND TRAINING

Program indicator 1968 1969 1970
actual estimate | estimate
Veterans education and training (GI Bill):
Higher education:
Average number of trainees (thousands)___._...._._._.._. 169 244 289
Payments (millions) . - . . $335 $466 $513
Below college level:
Average number of trainees (thousands)_.____.._.._.._._. 135 177 199
Payments (millions) . . $93 $120 $156
Vocational rehabilitation for disabled veterans: :
Average number of trainees (thousands) ______.....__.____ 7 10 12
Payments (millions) .. $23 $31 $38
Children of deceased or totally disabled veterans:
Average number of trainees (thousands) ... ... 17 18 18
Payments (millions) ... $38 $38 $38
Widows of deceased or totally disabled veterans:
Average number of trainees (thousands) .. ... .| ... 9
Payments (millions) . .- oo e 1| $17

1 Includes subsistence payments classified under other veterans benefits and services.
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VA HOSPITAL SERVICES
General hospitals Psychiatric hospitals
Program indicator Percent Percent
1968 1969 1970 | change, | 1968 1969 1970 | change,
actual | esti- esti- 1970 actual | esti- esti- 1970
mate mate over mate mate over
1969 1969
Number of patients treated
(thousands)_____________ 6431 6521 665 1.9 119 15 110 —4.1
Average daily patient load
(thousands) ... ......___ 54 52 52 -.8 44 42 40 —4.1
Estimated length of stay
(days) cecc oo oo 31 29 28| -2.7 134 132 1 K728
Average cost per day of care
(dollars) .oeeemecceeeee 39 43 46 7.1 20 22 24 7.0
Cost per patient treated
(dollars) .. oooeoo .. 1,198 | 1,267 | 1,320 4.1)2,63412,918 | 3,122 7.0
Total cost (millions of dol- ) .
Tars) oo oo aean 770 827 878 6.2 314 335 343 2.6
166 THE BUDGET FOR FISCAL YEAR 1970
TREASURY PROGRAMS
[Budget authority in millions]
Program indicator 1968 1969 1970
actual estimate | estimate
Collection of internal revenue and customs duties______________ $747.8 $815.8 $867.5
Number of returns processed by Internal Revenue (millions)__ 107.6 110.3 112.8
Number of returns examined and disposed of (millions)_______ 2.9 2.7 3.0
Number of formal import entries filed (millions)_____________ 2.3 2.4 2.6
Number of persons arriving in United States (millions)_______ 213.8 225.0 238.0
Administration of Government finances_. ___._..._____.______ $98.6 $107.0 $110.4
Number of savings-type securities issued (millions)_.________ 130.1 144.1 148.2
Number of savings-type securities retired (millions)__________ 112.7 116.8 126.4
Number of checks issued (millions)________________________ 440.4 459.9 472.1
Manufacture and distribution of coins, currency, and other fi-

“nancial instruments______________________ . ___________ $14.2 $15.2 $19.4
Currency produced and shipped (billions of pieces)______..._. 2.1 2.4 | 2.6
Coins produced (billions of pieces).__._____________________ 5.9 5.6 7.5

Special law enforcement__.______________________________ ... $63.5 $73.1 $86.4
Number of investigations and cases completed (thousands) . 149.5 150.0 171.6
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Table J-6. NUMBER OF CHILDREN ENROLLED IN PROGRAMS FOR THE
DISADVANTAGED (in thousands)

Federal program 1968 1969 1970
actual estimate | estimate
Education of children from low-income families_.___._.___.__.. 9,000 9,000 9,000
Special classes for the mentally and physically handicapped. ... 24 182 182
Head Start:
Full year. oo ecececmen 218 218 235
T I 477 477 477
Parent and Child Centers_. ... .. ... 4 4 4
Follow Through classes__._...___._. e 15 31 64
Dropout prevention projects and classes for children from non-
English-speaking homes. ... | 10 35
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Table ]-7. NUMBER OF TEACHERS IN TRAINING OR RETRAINING

Federal program 1968 1969 1970
actual estimate | estimate
Office of Education:
Education Professions Development Act:
ShortetermM_ - o oo 23,010 26,580 30,300
Full-year graduate fellowships_______ .. .. ... 3,941 5,145 5,240
Short-term trainees under grants to States. .. - o< _fooooooo_o. R 9,000
Teachers of the handicapped:
Short-term oo e ccee e 8,938 11,184 11,184
Full-year graduate fellowships._ . .___________.________.___ 4,331 5,306 5,173
Civil Rights Educational assistance: :
Short-term . _ e e 8,468 8,468 12,410
Teacher Corps members in service - oomamaos 1,873 1,979 2,389
Subtotal, Office of Education_ ... 50,561 67,662 | 75,696
Office of Economic Opportunity: Head Start: .
Short-term training._ . . . - - oo oo ccmmamaman- 50,000 50,000 50,000
National Science Foundation: Short-term____..___ . ... 44,915 41,613 41,996
Total, teachers in training. .. .- oo eeooo-- 145,476 | 159,275 | 167,692
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Table J-8. NUMBER OF SECONDARY SCHOOL STUDENTS IN
VOCATIONAL EDUCATION (in thousands)
Vocational program 1968 1969 1970

actual estimate | estimate

Occupational education:
Basic grants to States._ _ _ o 2,775 3,300 4,150
Cooperative school employer programs_._____ .. .. . _|.oooooo_ o 98
Exemplary vocational projects_______ ..l 45
Subtotal, occupational ______________________________. 2,775 3,300 4,293
Homemaking and consumer education____________.________._. 2,000 2,000 2,000

Table ]-9. NUMBER OF CHILDREN PARTICIPATING IN SPECIAL FEDERAL

PROGRAMS (in thousands)

Program 1968 1969 1970
actual estimate | estimate
Enrolled in overseas dependents schools______________________ 166 19] 197
Federally ““connected” children in “impacted area” schools_.____ 2,564 2,688 2,688
Enrolled in Department of the Interior Indian schools_______.__ 56 58 60
Enrolled in Trust Territory, Guam, and Samoan schools________ 53 56 61
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Table J-12. NUMBER OF UNDERGRADUATE STUDENTS RECEIVING
STUDENT AID, AND AVERAGE AMOUNT PER RECIPIENT, BY MAJOR
PROGRAM AND STUDENT FAMILY INCOME QUARTILE: 1966-67 (number

of students in thousands; average amount of aid in dollars)

Highest family Lowest family |’
income quartile | income quartile | income

Total, all family

quartiles

Student aid program
Num- Aver- Num- Aver- Num- | Aver-
ber age ber age ber age
of stu- | amount | of stu- | amount | of stu- {amount
dents of aid dents of aid dents of aid
State and private aid administered by in-
stitutions_ ... 831 $169 23] $628 660 $400
Federally supported student aid:
Work-study_________________________ 13 462 97 | 1,052 184 826
Educational opportunity grants__ ______ 4 250 56 589 134 433
Veterans benefits_._____.____ 32 990 20 990 157 990
Student loans, NDEA__ 63 635 125 552 376 588
Guaranteed loans.__.........________. 159 874 65 800 430 837
All student aid programs—estimated
students, unduplicated. .. ... ._____ 274 847 285 | 1,477 | 1,171 | 1,035
Total full-time undergraduate students
in U.S. institutions. . ..._.__________ 1,940 |_______. 302 |- 4,058 |.......
Percent undergraduates receiving aid .. . _ 14 | 1/ 2 I 29 e

Source: Adapted from tables 10, A-18 and A-21, Students and buildings, Office of Education’

Planning Document 68-2, May 1968.
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Table K-1. FEDERAL OUTLAYS AND INDIVIDUALS SERVED BY PROGRAM

(dollars in millions, individuals in thousands)

Outlays Individuals served !
Program
1964 1968 1969 1970 1964 1968 1969 1970
actual | actual est. est, actual | actual est. est.
Job Opportunities in the Busi-
ness Sector (JOBS) ... |- 4 121 239 ... 16 80 160
Concentrated Employment Pro-
gram (CEP) . _._{.____. 71 163 193 |- 54 105 115
Work Incentive Program (WIN)!_______|_______ 90 163 |- oo-ee 130 175
Vocational Rehabilitation. .. __. 84 281 369 509 179 335 415 505
MDTA Institutional and OJT
training. __oooeeoeooo. 98 321 338 330 78 272 290 290
JobCorpse oo 318 277 283 ... 65 70 70
Neighborhood Youth Corps
(NYC) 2 eeeai]ocecaae 336 321 321 |eeeee 538 490 490
U.S. Employment Service (ES).| 181 312 341 3781 (3 ®) ®) ®
Other programs._ . .. _..__..__._ 40 395 421 448 21 242 220 230
Subtotal . _____.__._.... 403 | 2,038 | 2,441 | 2,864 278 | 1,522 | 1,800 | 2,035
Civilian skill training—Defense_| 332 570 595 6301 (3 ®) ®) ®)
Grandtotal ______...._. 735 | 2,608 | 3,036 | 3,494 278 | 1,522 | 1,800 { 2,035

1 Individuals served for each program are estimated new participants during a fiscal year and
are greater than the number of “‘slots” or “job opportunities” because several individuals may
receive training through a single federally funded position. Persons served by several programs
are counted only once. Agency data for individuals served by program are not always comparable,
and several of the above entries are derived figures.

2 Amounts for summer programs reported in this analysis are on a calendar year basis.

3 Data for this program are not comparable to other programs.
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Table K-2. INSTITUTIONAL TRAINING PROGRAM LEVELS

(dollar amounts in millions, individuals in thousands)

Outl Individuals s d
Program utlays af&dogie:y n erve

1968 | 1969 | 1970 | 1970 1968 | 1969 | 1970

actual est. est. est. est. est. est.
MDTA Institutional Training_.___. - 254 268 260 239 147 160 160
JobCorps- e 318 277 283 280 65 70 70
WINand CEP._ ... .__..__.. 30 112 171 199 19 801 90
Other_ i 24 24 42 51 27 35 45
Total . e eaaes 626 681 756 769 258 345 365
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Table K-3. ON THE JOB TRAINING PROGRAM LEVELS

(dollar amounts in millions, enrollees thousands)

Outlays Budget Individuals served
authority
Program 1970

1968 1969 1970 est. 1968 1969 | 1970

actual | est. est. actual est. est.
JOBS . 4 121 239 420 16 80 160
MDTA RegularOJT_______________ 67 70 70 66 125 130 130
New Careers!_____________________ 24 35 38 47 12 15 20
Industry Incentive_________________ 6 12 14 20 3 5 10
Other________ .. 12 63 91 97 26 55 50
Total . 113 301 452 650 182 285 370

! Includes estimated portion of CEP funding for New Careers.
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Table K-4. REHABILITATION PROGRAM LEVELS

(dollar amounts in millions, enrollees in thousands)

Outlays Budget Individuals served
Program _ auli.lagﬁity
1968 1969 1970 est. 1968 1969 | 1970
actual est. est. est. est. est.
Vocational rehabilitation____________ 281 369 509 564 335 415 505
Veterans vocational rehabilitation____ 23 31 38 38 9 15 15
Total ... . 304 400 547 602 344 430 520
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Table K-5. WORK SUPPORT PROGRAM LEVELS
(dollar amounts in millions, enrollees in thousands)

Outlays Individuals served
Budget
Program authority
1970

1968 1969 1970 est. 1968 1969 1970

actual est. est. est. est. est.
NYC school and>summer L 193 185 185 188 413 375 375
NYCout of school.________________ 143 136 136 134 125 115 115
Operation Mainstream _____._______ 31 38 38 42 13 15 15
WINand CEP____________________ 25 97 118 134 22 125 170
Other_ e 184 121 75 76 165 110 105
Total .. 576 577 552 574 738 740 780

1 Persons served by both school and summer programs are counted only once.
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INDICATORS OF THE LEVEL OF EFFORT
Table K-7. INDIVIDUALS AND MAN-YEARS BY MAJOR APPROACH

‘ (in thousands)

Individuals served 1970 Man-years
Average |___
duration
Approach 1968 1970 (months) 1968 1970
est. est. est. est, . est.
On-the-Job Training._______.______.____._ 182 370 6.3 53 205
Institutional training.__ 258 365 5.3 114 170
Disability rehabilitation. . 344 520 12.9 389 560
Work Support:
School.__.___. - 531 475 3.4 241 180
Post-school. .- - 207 305 5.1 127 140
Total . 1,522 2,035 | 924 1,255
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TABLE K-8. 1970 PARTICIPANT AND MAN-YEAR UNIT COST!

Estimated distribution of
Partici- participant cost by percent
Man-year pant
Approach cost est. cost est.
Allow- Educa-
ances tion and Other
training
On-the-job training...._...._._______. $2,500 $1,300 14 10 76
Institutional training. ... _._....__.____ 4,750 2,100 34 31 35
Disability rehabilitation. ._____.....___ 1,200 | - 1,300 32 68
Work support: . e
In-school . _ ... .. 1,550 450 85 2 13
Post-school . ____ ... 2,300 1,000 51 16 33
1 Includes State and local cost sharing.
" SPECIAL ANALYSES 145

Table K-9. ESTIMATED CHARACTERISTICS OF GENERAL LABOR FORCE,
ADULT POVERTY POPULATION, AND MANPOWER PROGRAM PAR-
TICIPANTS—(in percent)

Total U.S. Poverty Manpower
work force population programs,
1967 1966 individuals
Characteristics (age 16-64), (age 16-64), served 1968
civilian, non- | civilian, non- (age 14 and
institutional institutional above) !
Aged 21 orless .. oo ... 14 22 64
Aged 55 ormore_ _ ..o 14 20 4
Male. e 63 39 57
Less than high school education....__.__..___.__ 3139 ® 80
8th grade education orless. ... _______. 319 ©) 11
g S 1 100 86
Welfare recipients_... ... ... ..__.____._. 1 15 23
Nonwhite_ . iiieeeeeoas it 35 44

t Agency data are not always comparable and all of the entries are estimates.
2 Not available.
3 For work force age 18-64.
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Table K-10. ESTIMATED CHARACTERISTICS OF ENROLLEES BY
APPROACH IN 1968—(in percent)

Less Wel-
Approach Poor than Non- 21 or Male fare
high white | younger recipi-
school ent
10 ) 53 50 41 30 68 8
Institutional .. ______ . ... 80 68 63 57 62 19
Rehabilitation_ . ... _.._._____.. 68 58 23 22 56 12
Work support:
In-school.. .. ... 98 98 50 100 56 28
Post school .. ... ... __. 99 80 52 55 50 45
Total. o 86 80 44 64 57 23
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Table L-2. FEDERAL OUTLAYS FOR HEALTH RESEARCH (in millions of dollars)

1968 1969 1970
actual estimate | estimate
Basic and targeted research._ . . eiomoailoo 1,482 1,417 1,564
Selected targeted research:

Cancer research. .. oo ccicanae (181) (155) (171)
Cardiovascular research_ .. ..o oo (158) (140) (153)
Mental health research_ . oo ool (46) (52) (52)
Neurological diseases and blindness research_ ... ___.......- (113) (95) (109)

Air pollution and environmental research . _________.____. (63) (76) (90
Research facilities construction__ _ . oo oocooooceann 65 59 75
Research, total . ___ . ioaee- 1,547 1,476 1,639

t HEW only. Estimates for other agencies not available.

Table L-3. FEDERALLY AIDED HEALTH TRAINING AND EDUCATION

Qutlays Numbers
(in millions of dollars) (in thousands)!
1968 | 1969 1970 1968 1969 1970

Degree or certificate training:
Research training. ... .. _....___ 106 120 118 13.7 14.3 13.5
Physician training.. .. _......__ 82 12 133 26.2 31.5 27.1
Completing training - ooooloooocoo|cacaenfe oo 4.3 4.8 3.4
Dentist training. . -..ooo-o——o-- 15 24 33 9.5 10.5 9.6
Completing training. ..o loococooo]ocammmoaa]anmenazan 2.3 2.4 2.1
Nurse training_ __..oooocecoae 53 57 56 38.9 45.0 42.6
Completing training_ ..o oo feeammeoanfeieos 16.2 8.6 16.6
Other health professions training_ 58 71 80 14.5 18.8 19.5
Completing training_ .} oooooofomaomaoaofoaaen - 5.3 6.4 6.9
Paramedical training..._...___. 8 9. 10 6.7 9.2 9.7
Completing training_ ... _.)ocoooooo|emomiaooomeoaan 19.8 25.3 27.6
All other training. .. ______....____ 305 359 381 79.4 117.5 126.1
Total . 626 752 812 236.8 304.3 304.7

1 Numbers in any given year may reflect the impact of expenditures in prior years.
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Table L—4 FEDERALLY AIDED HEALTH PROFESSIONS SCHOOL
CONSTRUCTION

Outlays
(in millions of dollars)

First-year spaces added !

1968 1969 1970 1968 1969 1970
Medical schools.______.__________ 43 60 81 450 279 439
Dental schools_______.___________ 9 15 19 200 114 180
Other health professions schools__ . 1 3 4 164 94 149
Nursing schools__________________ 8 11 17 1,336 1,235 570
Allied health professionals schools.. _ * * * 337 400 |-
Total .. 61 89 121 ||
*Less than $500 thousand.

1 Numbers reflect the impact of obligations in given years.
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Table L-5. HILL-BURTON PROJECTS APPROVED, COMPLETED, AND IN
OPERATION, JULY 1, 1947-JUNE 30, -1968

Total projects approved

Projects completed and in

operation -

Type of facility

Cost (millions)

Cost (millions)

Beds Beds
(pro?:cts) Total Federal (pro‘;:cts) Total Federal
share share
Total ... 413,797 | $10,048 | $3,108 | 333,518 | $7,486 | $2,376
General hospitals_....____.._____. 305, 310 7,446 2,246 | 250,923 5,657 1,759
Long-term care__________________ 80,021 1,178 395 | 55,371 759 252
Mental hospitals_________________ 21,042 247 78 | 19,850 221 74
Tuberculosis hospitals____________ 7,424 75 27| 7,374 74 27
Diagnostic or treatment centers____ (927) 482 158 (738) 314 108
Rehabilitation facilities_ . . ________ (454) 327 107 (360) 231 78
Public health centers_____________ (1,189) 244 85 | (1,084) 190 69
State health labs_ ________________ (38) 49 12 (34) 41 9

24-833 O - 69 - pt. 1 - 12
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Table L-6. HOSPITAL AND HEALTH FACILITY CONSTRUCTION

Outlays Numbers
(in millions of dollars) of beds or (projects) !
1968 1969 1970 1968 1969 1970
Federally supported construction of

hospitals and other facilities:

General hospitals______________ 138 168 173 | 15,906 | 17,053 | 15,224
Long-term care facilites_________ 75 71 74 8,495 | 10,000 | 9,128
* Community mental health cen-

73 S, 12 25 44 (62) (86) (86)
Sewer and sanitation facilities____ 80 140 | 5120 P I S,
Other_________ .. 60 25 78 | e

Federal hospitals and health facili-

ties:

Hospitals______________________ 70 105 144 2,607 8,486 | 3,671

Nursing homes_________________ 5 2 1 1,709 662 |

Other facilities_______________.. 30 59 7. 0 N A I
Total outlays._____._______ 470 595 728 |||

! Numbers in any given year may reflect the impact of expenditures in prior years, and include beds
added, modernized, and replaced.
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Table L-8. PROVISION OF HOSPITAL AND MEDICAL SERVICES

Outlays Numbers treated
(in millions of dollars) (in thousands)
1968 1969 1970 1968 1969 1970
Provision of direct Federal hospital
and medical services..___._.__ 2,738 2,896 T I R A,
Inpatients treated _____________ 1,905 2,031 2,095 2,240 2,297 2,331
Clinic and physician visits_______ 833 864 901 | 65,971 | 68,969 | 71,361
Payments for hospital and medical )
SETVICES - oo oo 8,025 9,622 | 10,981 || oo fooooo
Inpatients treated 5,530 6,598 7, 666 6, 803 7,345 7,686
Clinic and physician visits__..__. 2,496 3,024 3,316 O] ® ®
Total . 10,764 | 12,518 | 13,977 |- |oomomee] et

1 Not available.
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Table L-9. SELECTED INFANT MORTALITY RATES!

Infant mortaliti

rate per 1,000 live

irths
1964 1965 1966 1967
Nationwide_ s 24.8 24.7 23.7 22.1
Major cities with maternity and infant care projects:
Baltimore. ______ ... 23]1.0 28.4 28.0 26.8
Chicago. o 230.4 33.3 32.5 29.4
District of Columbia 34.5| 234.7 35.3 32.6
Houston_.._________.____. 25.0 | 226.4 22.1
New York City 25.7 24.9 23.9
1 Years shown are calendar years.
2 Indicates year projects began operation.
162 - THE BUDGET FOR FISCAL YEAR 1970

Table L-10. ESTIMATED HEALTH CARE OUTLAYS BY POPULATION AND
INCOME GROUPS (in millions of dollars)

1967 1968 1969 |97b
Total, all recipients _ . ______________________ 7,831 10,764 12,518 13,977
Aged (65andover) ______________________________ 4,379 6,619 7,765 8,677
Other adults (19-64) _________________________.___ 2,535 2,783 3,105 3,392
Children and youth (0-18) __.___.____ . ..____.__ 917 1,362 1,648 1,907
Indigent, total *___________________________ 3,178 4,122 4,998 5,791
Aged (65andover) ___________________ . ___.__. 1,968 2,654 3,153 3,586
Other adults (19-64) __________________.__________ 850 804 979 1,149
Children and youth (0-18) _______________________ 360 664 866 1,056
Nonindigent, total _________________________ 4,653 6, 642 7,520 8,186
Aged (65andover) __.___________________________ 2,411 3,965 4,612 5,091
Other adults (19-64) ____________________________ 1,685 1,979 2,126 2,243
Children and youth (0-18) ._____________________. 577 698 782 852

1 Indigency as defined by OEO poverty guidelines.
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Table L-12. REPORTED CASES OF SELECTED DISEASES!
I 1960 I 1964 ‘ 1967

Red measles__ e 441,703 | 458,083 62,705
Poli0 . - o e 3,190 122 41
Whooping cough__ . 14,809 13,005 9,718
Rheumatic fever, acute_________________________________.___ 9,022 7,491 3,985
Typhoid - - o oo oo 816 501 396

1 HEW, Morbidity and Mortality, Annual Supplement, Summary, 1967.
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Table L-13. AUTOMOBILE EMISSION CONTROL! (in millions of tons per year)

1966 1967 1968 1969 1970 1971
Auto emissions removed by control devices:
Hydrocarbons______________________________ 1 2 3 4 5 7
Carbon monoxide (2 1 6 11 18 25
Auto emissions released to the atmosphere:
Hydrocarbons_ ... __________________ 10 11 11 11 10 10
Carbon monoxide__________________________ 62 65 66 67 66 59

1 Unpublished data furnished by the National Center for Air Pollution Control, HEW.

2 Less than 500 thousand tons.
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Table L-14. ESTIMATED OBLIGATIONS FOR FAMILY PLANNING
SERVICES, RESEARCH, AND TRAINING (in millions of dollars)

1968 1969 1970

Health, Education, and Welfare:
Childrens Bureau_ ____________ .. ____. 6.5 18.5 31.5
Medicaid and public assistance__ ______________._____.______ 9.5 13.0 17.0
National Institutes of Health______________________________ 8.5 10.1 13.6
Health Services and Mental Health Administration____________ 1.2 1.7 2.4
Food and Drug Administration______ _______________________ i .8 1.1
Office of Education_____________ ... 2.8 3.2 3.5
Total, Health, Education, and Welfare_ . ________________ 29.2 47.3 69.1
Office of Economic Opportunity . _____________________________ 9.6 13.0 15.0
Department of Defense__ - _ ... __________________. 4.0 4.7 4.8
Total, domestic_ ... 42.7 65.0 88.9
Agency for International Development._ ... ___________________ 34.6 49.7 50.0
Departmentof State_______________________________________ .7 1.3 4.1
Total international ___________________________________ 35.1 51.0 54.1
Total estimated family planning obligations_ ___________________ 78.0 116.0 143.0
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Table L-16. FEDERALLY FUNDED HEALTH CENTERS
1968 1969 I 1970
Total Federal outlays (millions) -____________________________ $119.7 | $191.5 |  $245.1
Number of centers funded ___________________________________ 502 622 754
Number of centers in poverty areas _________________________ 300 352 415
Number of persons served in year (thousands) ._.___________ 1,125 1,742 2,400

Table L-17. FEDERAL OUTLAYS FOR MEDICAL AND HEALTH-RELATED
ACTIVITIES BY CATEGORY (in millions of dollars)

19601 1963 1964 1965 1966 1967
Development of health re-
sources, total __________ 1,016.9 | 1,528.9 | 1,806.1 | 1,806.9 | 1,955.7 | 2,430.2
Health research ... 5005 | 8921 | 1.069.2| 1.040.1| 1.167.3 | 1.363.7
Training and education_ __ 217.4 256.5 298.4 316.9 410. 4 593.6
Construction of hospitals
and health facilities_____ 290.0 380.3 438.5 449.9 378.0 391.0
Improving the organiza-
tion and delivery of
health services2________| __ | 81.9
Provision of hospital and
medical services, total .| 2,164.8 | 2,783.0 | 2,904.4 | 2,935.8 | 3,520.8 | 7,83I.0.
Direct Federal hospital
and medical services_.__| 1,701.3 | 1,877.3 | 1,971.4 | 2,022.0 | 2,199.0 | 2,551.7
Hospital and medical serv-
ices, indirect___________ 463.5 905.7 933.0 913.8 | 1,321.8 | 5,279.3
Prevention and control of
health problems, total___ 325.6 346.1 392.8 417.6 451.0 539.8
Total outlays from
Federal and trust
ds. oo 3,507.3 | 4,658.0 | 5,103.3| 5,160.3 | 5,927.5 | 10,801.0

1 Report of the Committee on Government Operations, U.S. Senate;
Agencles programs in biomedical research and in other scientihic areas,
1961,

2 Not tabulated in 1960-66 as a separate subcategory.

“Coordination of Federal
" report No. 142, Mar. 30.
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Table M-2,. INCOME REPLACEMENT PROGRAMS: BENEFIT OUTLAYS
AND BENEFICIARIES, BY PROGRAM

Benefit outlays

Number of beneficiaries

(millions) (thousands)
Program
1968 1969 1970 1968 1969 1970
actual est. est. actual est. est.
Income replacement programs:
Social Security:

OASI. .. $20,737 | $23,711 | $24,636 | 21,863 | 22,597 | 23,254

DI . ,088 s 2,624 2,258 2,441 2,600
Railroad Retirement____________ 1,388, 1,527 1,553 1,039 1,045 1,050
Federal employee retirement sys-

tems:

Military. ..o 2,095 | 2,441 2,720 624 695 760

Civil Service_ .. _.._.._.____. 1,957 2,158 2,384 866 904 943

Coast Guard.__________._____ 48 52 56 13 14 14

Foreign Service___________.___ 11 13 15 2 2 2

PHS officers__________._..... 6 7 10 I 1 1

Judiciary__________ ... 4 4 4 1 1 1

ESSA officers - oo 1 1 1 t t t

Special annuities (CSC)__.____ 1 1 1 1 1 1
Unemployment insurance (in-

cluding compensation for Fed-

eral employees and ex-service-

Men) s 2,181 2,321 2,406 4,555 5,220 5,220
Railroad unemployment. . 76 97 93 296 174 170
Employees compensation________ 82 85 87 27 28 28
Veterans programs:

Disability and dependents in-

demnity compensation.______ 2,471 2,610 2,741 2,369 2,385 2,393

Life insurance (Federal funds) . 29 33 36 28 32 35

Life insurance (trust funds)._. 427 443 457 410 427 440

Other benefits________________ 82 81 84 252 266 278
Proposed legislation_ _ __________ |- |..______. 1,519 | oo

Total, income replacement
Programs_ . ... 33,684 | 38,019 | 41,427 (134,605 | 136,233 |137,190

t Less than 500.

! Totals include duplication due to program overlap. Estimated unique totals are 31 million, 32

million, and 33 million.
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Table M-3: RETIREMENT BENEFITS: BENEFIT OUTLAYS,
BENEFICIARIES, AND AVERAGE PAYMENTS, BY PROGRAM

Benefit outlays

Number of benefici-

Average monthly

(millions) aries (thousands) payments!
Program
1968 1969 1970 1968 1969 1970 1968 1969 1970
actual est. est. actual est. est. actual est. est.
Retirement benefits:
Social Security
(OASI) . ___._.__. $15,208|$17,247/$18,064| 16,047| 16,464| 16,849 $79 $87| $89
Railroad Retirement._ 969 1,065 1,082 669 666 664 121 133 136
Federal employee re- :
tirement  sys-
tems:
Military__________ 1,707| 2,005 2,244 499 559 613 285 300, 306
Civil Service_..__. 1,285 1,418 1,566 432 451 470 248 262 278
Coast Guard_..__. 4] 45 48 10 10 11 338 356/ 358
Foreign Service__._ 10 11 13 1 1 2 609 679 677
PHS officers_ ... 6 7 10 1 1 1 592 607) 739
Judiciary. ... 3 3 3 i 1 1 ® @) ®
ESSA officers_____ 1 1 1 i t i 730 787, 817
Special annuities
() J— 1 1 1 1 1 1 71 73 74
VA retired officers
PaY e e 2 2 2 1 t 1 220 226 227
Total, retire-
ment benefits_| 19,233| 21,805] 23,034[317, 660318, 1531318, 611|______ |- oo |-

t Less than 500.

1 Payments gfr beneficiary, may differ from payments per retiree.
e.

2 Not availa

3 Totals include duplication due to program overlap. Estimated unique totals are 17 million,
17 million, and 18 million.
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Table M4, DISABILITY BENEFITS: BENEFIT OUTLAYS, BENEFICIARIES
AND AVERAGE PAYMENTS, BY PROGRAM

Benefit outlays Number of beneficiaries Average monthly
(millions) (thousands) payments!
Program :
1968 1969 1970 1968 1969 1970 1968 1969 1970
actual [ est. est. actual | est. " est, actual est, est.
Disability benefits:
Social Security (DI)_{$2,088 [$2,434 ($2,624 | 2,258 | 2,441 | 2,600 $77 $83 $84
Railroad Retirement
(permanent disa-
bility) .o eoeoee o 73 77 78 42 40 39 144 160 167
Railroad unemploy-
ment (temporary
disability) __._. 34 44 43 88 92 9 | 251 263 (®
Federal employee re-
tirement systems:
Military .. _....__ 380 426 466 119 129 139 266 275 280
Civil Service_..___ 380 419 463 174 182 190 182 192 203
Coast Guard....__. 7 8 8 3 3 3 208 216 212
Foreign Service._ . | 1 1 t t T 750 750 750
Employees compen-
sation. ... 52 54 56 13 14 14 332 321 332
Veterans programs:
Disability compen-
sation._._..___. 1,954 | 2,084 | 2,209 | 2,004 | 2,015 | 2,020 81 86 9
Life insurance
(Federal funds) . 3 3 3 5 5 L 2 T S R
Life insurance
(trust funds) .. ._ 20 21 22 38 39 L 11 I R (S A
Other benefits.. ... 8 8 8 2 | I (RO, ISR NP
Total. disability
benefits_______| 5,000 { 5,579 | 5,981 (44,746 44,961 [ 45,141 |____.__f oo leeeo-

t Less than 500.

1 Payments per beneficiary, may differ from payments per disability case.
2 Average weekly payments.

3 Not available.

1 Totals include duplication due to program overlap. Estimated unique totals are about 3 million

for each year.
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Table M-5. SURVIVORS BENEFITS: BENEFIT OUTLAYS, BENEFICIARIES,
AND AVERAGE PAYMENTS, BY PROGRAM

Benefit outlays Number of beneficiaries Average monthly
(millions) (thousands) payments!
Program
1968 1969 1970 1968 1969 1970 1968 1969 | 1970
actual est. est, actual est. est. actual est. est.
Survivors benefits:
Social Security

(OASD) .o oooo.. $5,529 186,464 ($6,572 | 5,816 | 6,133 | 6,405 $79 $88 $85
Railroad Retirement .| 347 385 394 340 352 358 85 91 92

Federal employee re-
tirement systems:

Military.._______. 8 10 10 6 7 8 107 108 109
Civil Service.. ... 291 321 355 | 260 271 283 93 99 104
Coast Guard._____ * * * 1 T t 71 77 83
Foreign Service.. __ 1 i 1 t 1 t 250 278 278
officers....__ * * * t T 1 157 151 153
Judiciary. _.__.___ 1 1 1 1 1 1 27| ® @
ESSA officers_ ... * * * i) T ] ® ® @
Special annuities
(0) I * 1 1 { t t 91 108 112
Employees compen-
sation_.__________ 31 31 32 14 14 14 183 186 188

Veterans programs:

Dependents  in-
emnity com-
pensation-_.___. 517 526 | 532 365 369 373 118 119 119
Life insurance
(Federal funds) . 26 30 33 23 27 12 R IS SO
Life insurance
(trustfunds).._.| 407 422 435 372 388 400 1]
Other benefits. ... 72 71 74 250 265 277 | e deeeena]cemeen

Total, survivors
benefits_______ 7,230 | 8,263 | 8,440 137,446 (37,826 138,148 | ____|ooooe |-

* Less than $0.5 million,

f Less than 500. . - .

1 Payments per beneficiary, may differ from payments per surviving family.

2 Not available. . s

3 Totals include duplication due to program overlap. Estimated unique totals are 6 million, 7
million, and 7 million.
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Table M-6. UNEMPLOYMENT BENEFITS: BENEFIT OUTLAYS,
BENEFICIARIES, AND AVERAGE PAYMENTS, BY PROGRAM

Benefit outlays

Number of beneficiaries

Average weekly

(millions) (thousands) ! payments
Program
1968 1969 1970 1968 1969 1970 1968 1969 1970
actual est. est, actual | est, est, actual est. est.
Unemployment bene-
fits:
Workers insured un-
der Statelaws_ ... $2,074 132,210 $2,290 | 4,336 | 5,000 | 5,000 $40 $42 $44
Federal employees k
and ex-servicemen_| 107 mn 116 219 220 220 44 45 46
Railroad unemploy-
ment...__________ 42 52 50 233 92 9% 50 62 ®
Total, unem-
ployment
benefits_..._.. 2,223 {2,373 | 2,456 | 4,788 | 5,312 | 5,310 {oevc|occaaa]omaan

1 Number of *‘first claims’ paid.

2 Not available.



184

182 THE BUDGET FOR FISCAL YEAR 1970

Income support programs.—The two major programs which
base benefits on current need are public assistance and veterans pen-
sions.

Table M-7. INCOME SUPPORT PROGRAMS: BENEFIT OUTLAYS, RECIP-

IENTS, AND AVERAGE PAYMENTS, BY PROGRAM AND RECIPIENT
GROUP

Benefit outlays Recipients (thousands) Average monthly
(millions) paymentst

Program and :

recipient group

1968 1969 1970 1968 1969 1970 1968 1969 | 1970
actual est, est, actual est. est. actual est, est.

Income support pro-
grams:
Public  assistance
(Federal share): | .
Old age assistance..|$1,137 |$1,204 |{$1,308 | 2,055 | 2,099 | 2,084 $69 $71 $76
Aid to the blind___ 52 54 59 82 83 84 90 9] 96
Aid to the perma-
nently and to-
tally disabled__.| 367 434 499 646 715 785 80 83 87
Aid to families
with dependent
children__..___. 1,395 [ 1,731 | 1,847 | 5,349 | 6,146 | 6,965 40 44 48

Total, public
assistance

share) 2____| 3,052 | 3,320 | 3,719 | 8,132 (39,058 139,955 | ... ..l .oo._|------

Total (State and
local share) __{(1,996)](2,467)[(3,286) | - - <| oo |ommammn| e ammm e

VA pensions:

Veterans. ......._- 1,272 | 1,286 { 1,293 | 1,170 | 1,146 | 1,143 91 94 94
Survivors_......__ 779 | 850 905 { 1,049 | 1,106 | 1,170 -62 64 64
Total, VA pen-
stons....____ 2,051 | 2,135 {2,198 [ 2,219 | 2,252 | 2,313 | o|ocmmencoennnn
Assistance to ref-
UZEES e ccmamem 25 37 49 36 47 [y 28 TR PN R
General assistance to
Indians___._..____ 9 7 9 21 22 72 I P N
Proposed legislation. .|___.___| _____. .y 2 IO SRR ISR (RPN P F—.

Total, income sup-
port programs__.{ 5,137 | 5,499 | 5,888 110,408 {11,379 12,352} feeo e

1 Total payments, including State and local contributions where applicable. .

2 Categorical financial data are obligations and do not add to total because of collectiors and ad-
justments. 5 . .

3Includes recipients of emergency assistance not itemized above.
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Table M-8. AVERAGE MONTHLY PAYMENT LEVELS FOR PUBLIC
ASSISTANCE, BY CATEGORY

July 1968 payment levels
(per recipient)

Public assistance category
National | Average | Average
average in lowest |in highest
State State

Old age assistance_ e eeeeee $68.40 $36.00 | $107.00
Aid to the blind_ e 91.45 45.35 138.85
Aid to the permanently and totally disabled____._.________.__. 81.80 44.45 128.85
Aid to families with dependent children. __________________.__ 42.15 8.50 71.00
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Table M-9. BENEFITS IN KIND: OUTLAYS AND RECIPIENTS FOR
SELECTED PROGRAMS

Outlays (millions) ! Recipients (thousands) 2
Type of benefit and program
1968 1969 1970 1968 1969 1970
actual est. est. actual est. est.
Health care: -
Medicaid (Federal outlays).___...._.___._ $1,806 | $2,354 | $2,971
Medicaid (Total Federal, State, and 8,600 | 9,500 | 10,200
local payments) .__..._____..___.___ 3,686 | 4,612 | 5,797
Food and nutrition:
Food stamps._________________. ... 187 273 338 | 2,488 | 3,630 | 3,950
Child nutrition 217 246 367 | 18,800 | 19,400 | 22,300
Special milk__________________._.___. 104 104 151 17,000 | 17,500 |.____..
HRel:noval of surplus commodities......._ 385 598 725 | 25,500 | 26,000 | 29,000
ousing:
Public housing_______________________ 3290 | 3335 | 3456 2,600 | 2,800 | 3,200
Rent supplements_._______._.__.._.__. 2 14 30 43 419 445

t Includes benefits and administrative expenses.

2 Total number of individuals benefited.

3 Benefits only.

4 Number of households (number of individuals not available).
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Detail will not necessarily add to totals because of rounding
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The tabulations shown in this analysis reflect for 3 years—1968,
1969, and 1970—the programs of selected agencies as classified in the
categories and subcategories used in the agency Planning-Programing-
Budgeting (PPB) systems.

While program structures have hitherto been published for most of
the major agencies, this is the first time that data on budget authority
have been presented in these terms. Since all agencies have not reached
an equal stage of PPB development, some executive agencies in the
Federal Government are not covered in this analysis.

Tue PPB SystEM IN THE FEDERAL (GOVERNMENT

Installation of the Planning-Programing-Budgeting system on a
Government-wide basis was initiated by the President in August 1965,
PPB is an effort to promote more systematic use of modern manage-
ment tools that have been demonstrated to be of value in Government.
The PPB approach was employed to enable the Government agencies
and the President to: -

o Identify national goals with greater precision and determine which

goals are the most urgent;

o Develop and analyze alternative means of reaching goals most

efficiently;

o Provide information on the total long term systems cost of

programs on a basis that can be rela,teg to the benefits derived——
from each program;

— o Set-out-speeific proposed plans for several years ahead to achieve

stated objectives; and

o Permit better control over programs and budgets by strengthen-
ing measurement and analysis of program performance in relation
to costs.

ProgrEss UNDER THE PrLANNING-PROGRAMING-BUDGETING SYSTEM

While the impact of PPB is still of modest proportions in the civilian

agencies, its effects are becoming evident.

o Most major agencies have created a PPB System to carry out
the President’s directive. Many of these agencies have dedicated
staff resources specifically to the PPB process.

o These agencies, with only a few exceptions, have established end
purpose-oriented PPB program structures, as illustrated in the
tables, enabling them to classify their funds by major program
categories and subcategories. These program structures were used,
in varying degrees, in the decisionmaking process leading to the
budgets for 1968, 1969, and 1970.

o Major program issues are being identified in advance of the time
when budget decisions have to be made and subjected to
systematic analysis.

o The introduction of PPB has provided an impetus toward
increased use of formal analysis in the decisionmaking process.
The development and consideration of alternatives has been

253
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stepped up, both in the programing stage and at the budget de-
cision stage. The emphasis on cost effectiveness analysis as part of
the analytical effort has drawn attention to ways of achieving
given objectives at least cost, or attaining maximum results from
given outlays. Benefit/cost analysis, which had been previously
practiced chiefly in the military agencies and the water resources
field, is now underway on various programs in most major
agencies of Government.

o As experience has been gained, the various elements of the PPB
approach and the annual budget process gradually are being more
effectively interrelated, so that the analytical results of PPB are
playing a greater role in decisionmaking for the annual budget.

ProgrAM DISTRIBUTION OF BUDGET AUTHORITY

The following tables for each agency distribute budget authority
by PPB program category and, in many cases, by subcategory. In
preparing the 1970 budget, a substantial portion of the budget review
process was carried out in these program structure terms. However,
the budget is presented to and acted upon by Congress in terms of
the appropriation structure as presented in the Budget Appendix.
The amounts shown by program category and subecategory in this
analysis are derived by distribution of the appropriation totals. This
distribution is only as precise as the underlying agency accounting
system permits. Statistical allocations have been used where necessary
to distribute the appropriation amounts to the program structure.

Not all budgetary items are covered by the program structure. For
example, adjustments to agency budget authority totals for pro-
prietary receipts from the public are usually not related to the pro-
gram structure. Each table, however, reconciles the total amounts
shown in program structure terms to total budget authority for the
agency—identifying items excluded from the program structure and
any necessary adjustments.

Seventeen agencies are covered by this special analysis; they ac-
count for $200.2 billion, or 95 percent of the total proposed budget
authority of $210.1 billion for 1970 for the entire Federal Govern-
ment. The budget authority not covered in this analysis is largely
accounted for by numerous smaller agencies, most of which have not
been required to install a PPB system. Many of the agencies not in-
cluded, however, are employing PPB techniques in varying degrees.

DEPARTMENT OF AGRICULTURE

The programs of the Department of Agriculture seek to provide
an adequate supply of food, fiber, and timber; maintain farm income;
improve the nutritional level and protect the health of the entire
population; and promote the continuing development of rural areas.
To achieve these goals the Department performs research, education,
conservation, marketing, regulatory, domestic and foreign food
aid, agricultural adjustment, credit, insurance, national forest manage-
ment and rural development activities.

The program structure shown below consists of a set of subcate-
gories representing the major missions of the Department. The
subcategories are grouped under four major categories representing
the broad unifying goals that provide a focus for the Department’s
program planning efforts, and one general support category.
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Table R-I. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY

(in millions of dollars)

Program category and subcategory 1968 1969 1970
actual estimate | estimate
Income and abundance:
Farm income. ... .. ... 3,359.1 1 5,358.5| 4,023.2
Agricultural production capaeity_______.__.________________ 606.1 586.6 496.4
Agricultural marketing and distribution system______________ 108.4 114.6 113.4
Category total . _____________ . __ 4,073.7 | 6,059.7 | 4,632.9
Growing nations—new markets:
Food for Freedom_____. ... ... 1,606.6 301.1 ] 1,017.7
Export market development..._______________________ 79.9 88.8 28.1
Agricultural development. _______ 6.2 3.5 11.5
International agricultural services 7.2 7.4 7.5
Category total ... 1,699.9 400.9 | 1,064.8
Dimensions for living:
Diets and nutrition__..._.___________________________._... 912.0 | 1,041.8 | 1,102.7
Health and safety._._.__ .. ... 84.4 110.8 134.1
Education and training_ . _________________________.______ 21.7 22.5 235
Services for living_ . ________ .. 4.5 44.9 45.7
Category total____________ . ___ 1,062.6 | 1,220.0 | 1,305.9
Communities of tomorrow:
Community development services_ ... ___ 29.1 31.0 40.0
Housing_ - .. 253.0 29.7 62.6
Public facility and business expansion________.__.__________ 430.2 354.6 371.6
Resource protection and environmental improvement. ______._ 245.7 215.6 204.3
Recreation, wildlife, and natural beauty...._________________ 60.7 63.6 67.9
Timber. _ .o 326.6 333.4 337.3
Category total. .. 1,345.3 ] 1,027.8 | 1,083.8
General support:
* General administration_ .. ... ... _.______________. 4.6 4.8 5.1
Program support._ - e 38.8 39.9 45.4
Category total - .. 43.4 4.7 50.4
Total distributed to programs above....________________ 8,224.8 | 8,753.2 | 8,137.8
Deductions for offsetting receipts. _ ... ___________________ —395.4 [ —415.1 | —435.0
Total budget authority, Department of Agriculture______ 7,829.4 | 8,338.1| 7,702.8

DEPARTMENT OF COMMERCE

The statutory functions of the Department of Commerce are to
foster, promote, and develop the foreign and domestic commerce and
the manufacturing and shipping industries of the United States.
Related functions include the promotion of area and regional economic
development and performance of Government scientific and technical
activities. These progams are conducted in appropriate relation to
the overall requirements of business and industry as well as to the
broad social and economic objectives of the Nation.

The - Department’s functions are grouped into eight program

categories as shown in the following table:

24-833 0 -69 -pt.1 - 13
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Table R-2. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY

(in millions of dollars)

Program category and subcategory 1968 1969 1970
actual estimate | estimate
Business development:
International business development.________._______________ 16.4 20.0 28.5
Promotion of travel to the United States__..__._____________ 3.0 4.5 6.0
Business assistanee_ .o ... 7.8 8.3 8.7
Export control_ ... ..l 5.4 5.5 5.5
Foreign direct investment control . ____________________|._____._._ 3.7 4.7
Category total ... 32.5 41.9 53.4
Area and regional development:

L TN 156.1 117.0 94.5
0 1 - T 26.0 53.5 84.1
Urban areas. - -« oo een 20.3 16.7 25.0
Special problemareas______ . _____._________ 17.9 18.4 18.7
Indianareas_ .- ... 18.4 30.0 31.5
Regional development._ .. ... 21.1 26.2 35.7
General administration__ .. ... ... . _____________ 19.8 20.4 22.0

Category total ... ... 279.6 282.2 311.5
General purpose data production, analysis, and statistical
services:
Data production. . oo 34.1 42.8 167.4
‘National income and product accounts__________________._._ 2.9 3.1 3.3
Statistical assistance and services . _________________________ 2.6 3.0 3.0
Data processing equipment and systems development_________ 4.2 .2 .2
Category tqtal _______________________________________ 43.9 49.1 174.0
Physical environment:
Weather and marine forecasts and warning services. . ______._ 77.7 83.8 90.5
River and flood prediction and warning services__.___________ 3.9 4.1 4.6
Earth description, mapping, and charting services....________ 12.5 13.0 13.9
Marine description, mapping, and charting services______._____ 18.0 19.3 20.9
Telecommunications and space services. ... .....______ 3.6 4.2 3.9
Environmental satellite services__.. ... ... 30.6 22.5 12.3
Environmental data services____. ... . .. ___.____ 4.8 5.6 5.5
Research . _ e 13.6 13.3 13.8
Retired pay, commissioned officers_ . _.________________..__ 1.0 1.2 1.2
Category total . __ ... 165.7 166.9 166.6
Physical measurements and standards program:
Basic measurements and standards_ ... ... .__________ 11.0 13.1 14.2
Materials measurements and standards._._____..____________. 15.8 17.5 18.7
Technological measurements and standards. ... ____._________ 5.0 5.8 7.2
Category total ... 31.7 36.4 40.0
Marine transportation:
Active foreign trade capability. . _______ 364.7 345.8 247.6
Research and development_ .. ___ .. _____________ 9.4 6.9 11.3
Reserve capability for emergency needs_____________________ 5.4 5.5 5.4
General support . _ . . el 4.8 14.2 15.8
Category total ___ . ... 394.3 372.4 280.0
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Table R-2. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY—Con.

(in millions of dollars)

Program category and subcategory 1968 1969 1970

actual estimate | estimate

Technology:
Intellectual-industrial property protection___...__.._____.__. 38.8 42.5 46.1
State technical services. ... ... . _____._____ 6.5 5.3 5.8
Information dissemination. .. ... . ______________.._.__ 3.0 4.3 4.6
Innovation policy and encouragement_ __________________._._ 2 .2 .2
Category total ... ... 48.6 52.4 56.8
General administration _._._ ... _..ieoieaeel . 4.7 5.2 5.8
Total distributed to programs above_..._..._._ .. ..._.. 1,000.9 | 1,006.4 | 1,088.1
Deductions for offsetting receipts____._________________._.___.. —26.3 —21.3 —21.8
Intragovernmental transactions._________________________.___ —4.7 —6.8 —-5.7
Total budget authority, Department of Commerce._..... 969.9 978.3 | 1,060.5

DEPARTMENT OF DEFENSE—MILITARY

The military programs of the Department of Defense provide for
the security of the United States. Forces are grouped—regardless of
the branch of military service—according to the national security
missions or programs to be accomplished as shown below:

Table R-3. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY

(in millions of dollars)

Program category 1968 1969 1970
actual estimate | estimate

Strategic forces .. 7,364.5 | 8,309.6 | 9,087.
General purpose forces. ... ... 31,124.3 | 29,606.0 | 29, 856.
Intelligence and communications____________________________. 5,492.4 | 5,697.2 5,832
Airlift and sealift_________________ ... 1,813.0 | 1,402.0 [ 1,889,
Guard and Reserve forces.__ .. _____ . _____________ 3,166.0 | 2,565.5 | 2,848.
Research and development_________________________________. 4,395.4 | 4,598.0 [ 5,500.
Central supply and maintenance.___________________________. 8,175.4 | 8,662.8 | 8,848.
Training, medical. and other general personnel activities________ 9,358.3 | 9,481.7 [ 9,967.
Administration and associated activities_ . ..____..___________ 1,292.1 | 1,404.3 | 1,407.
Support to other mations .. ... ________________________. 1,736.8 | 2,450.7 | 2,408,
Retired pay. . oL 2,005.0 | 2,450.0 | 2,735.
Total distributed to programs above. . ________________. 76,013.0 | 76,627.8 | 80,381
Undistributed nonprogram financing adjustments____._________ 415.5 | —132.9 | —144
Total budget authority, Department of Defense__._.____ 76,428.5 | 76,494.9 | 80,237.
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

The Department has responsibility for the administration of a
broad range of Federal healtﬁ, education, and welfare programs.

Its programs have been grouped into four program categories and
an overall management category as shown in the table below. Each
program category is further divided into subcategories according
to major purpose.

Table R4. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY
(in millions of dollars)

Program category and subcategory 1968 1969 1970

actual estimate | estimate
Education:
Development of basic skills. ... 2,389.0 | 2,289.3 | 2,179.0
Development of vocational and occupational skills___....._._ 269.3 268.3 304. 1
Development of academic and professional skills___..._._...__ 1,330.9 966.2 | 1,020.7
Library and community development_________ ... 87.9 86.8 96.0
General research (nonallocable research) . ________________ 25.7 25.6 3.1
General SUpport . - - .- emeeeaean 35.5 41.3 45.3
Category total____ . 4,138.3 | 3,677.5 | 3,676.2
Health:
Development of health resources__ ... ... 2,315.0 | 2,185.7 | 2,395.6
Prevention and control of health problems_._____________._. 457.1 480.8 480.5
Provision of health seevices ... ... 7,345.7 | 9,980.3 | 10,739.0
General support . - oo [ 48.5 54.9 64. 4
Category total___ . oo 10,166.5 | 12,701.8 | 13,679.4
Social and rehabilitation services:
Improving individual capability for self-support.._._____._._. 408.9 596.4 853.6
Improving the social functioning of individuals and families._ . 225.7 321.5 399.2
General development of social and rehabilitation resources__ _. 114.6 127.9 132.6
General sUpport_ - - - e 32.0 37.7 43.1
Category total e 781.3 | 1,083.5| 1,428.5
Income maintenance: :
Aged assistance - - eiceeceeeaaiooiooo 18,476.8 | 21,339.4 | 24,787.0
Disability assistance. .. oo cooooooeoameeaoos 3,207.0 | 4,196.6 | 4,842.6
Other individual and family support. ... ... . 7,755.5 | 9,500.6 | 10,769.6
General support and increasing knowledge . ... __..____. 236.4 277.0 327.3
Category total o aaaes 29.675,7 | 35,313.6 | 40,726.5
Executive direction and management (Office of the Secretary) ___. 24.0 25.0 35.2
Total distributed to programs above_________.._____.__. 44,785.8 | 52,801.5 | 59,545.8
Net deductions for interfund transactions and receipts from the
public not distributed above.___ . . .. —97.5 1 —964.4 | —522.3

Total budget authority, Department of Health, Education,
and Welfare ! . - 44,688.2 | 51,837.1 | 59,023.5

! While the budget authority for the Department of Health, Education, and Welfare agrees with
that shown in the budget document, there may be minor differences in the distribution among
categories and subcategories. These result from some differences in classification of budget authority.
For cxample, emergency health in Part 3 is classified as National Defense and is therefore excluded
from the health tally in Part 3. It has however been included in the budget authority shown above.



193
SPECIAL ANALYSES 259

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

The Department has the responsibility for administering the prin-
cipal Federal programs which provide assistance for housing and for
the development of the Nation’s communities; assisting the President
in coordination of Federal activities which affect urban community,
suburban, or metropolitan development; encouraging local and
private solution of housing and urban development problems; pro-
motion of interstate, regional, and metropolitan cooperation; and
increasing the efficiency of the private homebuilding and mortgage
lending industries. These activities are grouped below in five major
program categories plus supporting services,

Table R-5. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY
(in millions of dollars)

Program category and subcategory 1968 1969 1970
actual estimate | estimate

Assuring decent housing for all Americans:
Assuring an adequate supply of low- and moderate-income

housing. .. .. 3,148.3 | 1,300.8 746.2
Promoting the efficient functioning of private housing markets._| 1,062.9 296.5 2.5
Category total.. ... 4,211.2 { 1,597.3 748.7
Assuring adequate and efficient local public and private facili-
ties and services. ... ______ . _.___ 402.3 202.8 195.7
Improving the physical environment of urban communities..____ 850.0 | 1,062.5 | 1,112.2
Improving the social environment of urban communities: :
Creating model neighborhoods in demonstration cities_____..__ 212.0 312.5 750.0
Assuring equal opportunity in access to housing and other
facilities_ . .| 4.0 14.5
Category total ... . __._.___ 212.0 316.5 764.5

Improving management of community development activities:
Improving governmental planning and executive management

of community development..._______________________.___ 45.0 43.8 65.0
Improving urban information and technical assistance support
to State and local governments____.__________.__________ 2.2 . 5.0
Additional education and training for efficient urban develop-
ment and management_ .. ___ . ____________._______._____. 3.5 3.5 9.0
Category total ... ... 50.7 47.3 79.0
Improving management of departmental programs and resources:
Research and demonstrations in urban technology.._.________ 10.0 18.3 32.7
Provide executive direction and general support___.__________ 50.1 57.0 74.1
Category total . ________ .. 60.1 75.3 106.8
Total distributed to programs above.________.__________ 5,786.3 | 3,301.7 | 3,006.9
Intragovernmental transactions and other adjustments, net___.__ -5 . —=58.5 | ...

Total budget authority, Department of Housing and
Urban Development._..________________.____________ 5,785.9 | 3,243.2| 3,006.9
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DEPARTMENT OF THE INTERIOR

The Department of the Interior is concerned with the management,
conservation, and development of the Nation’s water, energy,
minerals, fish, wildlife, forest, and outdoor recreation resources. It also
has major responsibilities for Indian and territorial affairs. The
Department’s functions are grouped into the following nine major
program categories:

Table R-6. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY
(in millions of dollars)

Program category 1968 1969 1970
actual estimate | estimate

Water supply and control - ___ .. 671.7 652.8 667.6
Energy production, distribution, and supply._. ... ..._..... 218.3 209.5 223.6
Minerals exploration, production, and supply_ ... 42.0 40.2 41.6
Land-forage-timber. .o 118.7 121.2 118.3
Aquatic living commercial resources ... 50.0 49.5 51.4
Recreation use and preservation. __ . oo .- 366.5 429.0 422.3
Indians . - o e 361.4 351.0 359.4
Territories oo 58.2 55.8 69.2
Other Programs. .- - oo cccmoocomommmmmommccocmmmccoccmomas 85.6 93.8 97.5

Total distributed to programs above__________..______.. 1,972.4 | 2,002.9 | 2,050.8
Deductions for offsetting receipts. - - - oo oo amomoanaao- —1,518.1 |—1,477.2 |—1,568.2
Intragovernmental transactions_ oo -38.9 ~32.0 |-

Total budget authority, Department of the Interior______ 415.3 493.7 482.6

DEPARTMENT OF JUSTICE

The chief purposes of the Department of Justice are to provide
means for the enforcement of the Federal laws, including those pertain-
ing to immigration and naturalization; to furnish legal counsel in
Federal cases; to construe the laws under which other departments
act; and to provide assistance to States and localities in law enforce-
ment. It conducts all suits in the Supreme Court in which the United
States is concerned, supervises the Federal penal institutions, and
investigates and detects violations against Federal laws. It represents
the Government in legal matters generally, rendering legal advice and
opinions, upon request, to the President and to the heads of the execu-
tive departments. The Attorney General supervises and directs the
‘activities of the U.S. attorneys and marshals,in the various judicial
districts, and coordinates much of the Federal activity which seeks to
assure civil rights. The Department’s programs are grouped into 11
major categories as shown below.
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Table R-7. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY

(in millions of dollars)

Program category and subcategory 1968 1969 1970
actual estimate | estimate
Reduction of crime:
Organized crime. ____ . 15.1 18.4 20.1
Interstate crime. ... 45.4 50.9 52.5
Federal erime_____ 62.8 67.5 69.2
Crime preventlon ________________________________________ 1.3 1.7 1.8
Category total _______________________________________ 124.6 138.6 143.7
Law enforcement assistance:
Improvement of State and local law enforcement planning. __. 1.7 19.0 20.0
Improvement of State and local law enforcement operations._. . 3.3 29.0 230.9
- Research.and development of devices, systems, and procedures._ .3 3.0 22.8
Support to law enforcement personnel for education and
training. .. ..o 25.0 36.4 49.8
General support . _ .l .5 2.2 3.8
Category total .. 30.7 89.6 326.3
Correction of offenders:
Custody and physical security of offenders. .......___...____ 12.3 12.1 14.2
Inmate care and maintenance and operation of institutions____ 38.3 37.5 49.1
Rehabilitation of offenders_. .. .. _._____________.____._._ 14.1 13.7 17.1
Assistance to non-Federal correctional systems_______________|_.______.. N 2.6
Research_ ... ... .2 4 1.1
General support . . . . ..o .9 .8 9
Category total.________ . ... 65.8 64.6 84.9
Control of narcotics and dangerous drug abuse:
Identification of dangerous drugs...____ .| ___._____ .3 .4
Control of traffic in narcotics and dangerous drugs__________._ 6.0 16.5 20.7
Treatment of narcotics and dangerous drug offenders_________ 2 9 3.3
Law enforcement assistance. _________________.______ . _{euicumea_. 2 .4
Public education. e .1 4
Research. . . ... 4 9 1.3
General support. . _ ... .. .3 1.8 2.8
Category total .. ... 7.0 20.7 29.3
Internal security and governmental integrity:
Integrity of Government personnel.________________________ 19.6 21.6 22.3
Security of Government, Government programs, and Govern-
ment Property oo ee 1.2 1.3 1.3
Security of Government international affairs_________________ .5 .6 .6
Identification, exposure, and control of subversive movements_ 26.2 28.2 28.9
General support . _ _ . ... .1 . .1
Category total __________ .. 47.6 51.7 53.2
Civil rights and community relations:
Equal employment opportunity..__________________________ 1.7 2.0 2.1
Housing . _ e .4 9 1.2
Public education_________________ ... 1.2 1.4 1.6
Interference with civil rights__ ____________________________ n.7 13.3 13.8
Voting . el 1.4 1.7 1.7
Federally assisted programs__ . ____________________________ 4 4 5
Public accommodations and facilities_______________________ .6 2 2
Community relations assistance_ ... ... 2.0 2.3 3.7
Category total_____________ . ____.___ 19.4 22.0 24.8
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Table R-7. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY—Con.

(in millions of dollars)

Program category and subcategory 1968 1969 1970
actual estimate | estimate
Competition in the American economy:
Anticompetitive conduct. . ____________________ 4.0 4.3 4.6
Anticompetitive market structures__.._____________________ 3.2 3.5 3.7
Governmental intervention and influence_....___._.__.______ 9 1.0 1.1
Category total ._.________ .. 8.2 8.8 9.4
Legal representation and advice to Federal officers and agencies:
Integrity of the revenue system._____.____________________. 7.1 7.6 8.1
Defense of monetary claims. ________ ... ... ____________ 5.6 6.2 6.6
Recovery of money owed the United States__.______________ 5.1 5.9 6.4
Integrity of administrative action_______.______ - 4.1 4.6 5.0
Land acquisition_ ... ___________._.__________ - 2.8 3.0 3.3
Protection and development of natural resources_____________ 1.2 1.4 1.6
Category total . ___ ... 25.8 28.7 30.9
Support of the Federal judicial system:
Recommendations of judicial appeintments...___.__.______._ . .1 1
Facilitation of litigation_ ... _____ . oo ... 17.0 18.4 19.8
Protection of the integrity of the judicial system____________ 1.2 1.4 1.6
General support_ _ _ ... 1.1 1.2 1.3
Category total._____ .. 19.5 21.0 22.8
Tinnigration and naturalization:
Control of persons entering the United States________________ 45.3 48.0 50.3"
Control of aliens in the United States.._____________________ 25.4 26.0 27.1
Naturalization . e 4.5 4.9 5.0
Central information record_ .. __________________ 7.1 7.4 8.0
General support_ _ _ ..o iiio. 4.6 4.9 5.0
Category total ._________ ... 87.0 91.3 95.4
General support:
Executive direction_ __ ..o oooeooo__. 2.4 2.5 3.3
Personnel . s 4 .5 .5
Information_ e 5 Vi 7
Administrative services_ oo oooooccaioooo. 2.9 3.2 4.2
Category total.__ . ... 6.2 6.8 8.7
Total distributed to programs above.._.__.___._._______ 441.9 543.7 829.4
Deductions for offsetting receipts_ .- - _._.._______.__._____ —4.4 —4.6 —4.6
Total budget authority, Department of Justice__________ 437.5 539.1 824.8

DEPARTMENT OF LABOR

The basic goals of the Department of Labor are to increase the
employment and productive potential of the civilian labor force,
particularly the disadvantaged; to minimize the effects of unemploy-
ment by providing income support; and to promote and protect the
rights and interests of all Americans who are actual or potential

members of the work force.



