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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

This is the budget of the United States Government for 1965.
The preparation of this budget was the first major task to confront

me as President, and it has been a heavy one. Many decisions of great
importance have had to be made in a brief span of weeks. I have done
my best, and I am satisfied that the budget which I am sending to
the Congress will advance our Nation toward greater national secu-
rity, a stronger economy, and realization of the American dream
of individual security and equal opportunity for all of our people.

In formulating my budget, I have been guided by two principles:

• I have been guided by the principle that spending by the Federal
Government, in and of itself, is neither bad nor good. I t can be
bad when it involves overstaffing of Government agencies, or need-
less duplication of functions, or poor management, or public serv-
ices which cost more than they are worth, or the intrusion of gov-
ernment into areas where it does not belong. It can be good when it
is put to work efficiently in the interests of our national strength,
economic progress, and human compassion.

• I have been guided by the principle that an austere budget need
not be and should not be a standstill budget. When budgetary
restraint leads the Government to turn its back on new needs and
new problems, economy becomes but another word for stagnation.
But when vigorous pruning of old programs and procedures releases
the funds to meet new challenges and opportunities, economy be-
comes the companion of progress.

This is, I believe, a budget of economy and progress. On the one
hand, it calls for a reduction from the preceding year in total admin-
istrative budget expenditures—and it is only the second budget in 9
years to do so. It calls for a substantial reduction in total civilian
employment in the executive branch—and it is the first budget to do so
since the practice of totaling the employment estimates in the budget
was initiated in January 1956. It cuts the deficit in half, and carries
us a giant step toward the achievement of a balanced budget in a full-
employment, full-prosperity economy.
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8 THE BUDGET FOR FISCAL YEAR 1965

On the other hand, this budget safeguards the peace by providing
for the further strengthening of the most formidable defense estab-
lishment the world has ever known; it recommends continued military
assistance to those nations menaced by Communist aggression, direct
and indirect; it includes economic assistance to those nations which
are willing to take the steps necessary to guard their freedom and
independence through economic self-help; it provides the funds neces-
sary to advance our mastery of space toward the achievement of a
manned lunar landing in this decade; it provides for the sound
management and development of our natural and agricultural
resources; and in its recommendations relating to education, hous-
ing, manpower training, health, and employment opportunities for
youth, it provides more funds than ever before in our history for the
fuller development of our Nation's most important resource—its
people.

Moreover, this budget makes provision for the initiation of a new
and major effort to break the vicious circle of chronic poverty, which
denies to millions of our fellow citizens a just participation in the
benefits of life in our country. We owe to every young person in
America a fair start in life—and this means that we must attack those
deficiencies in education, training, health, and job opportunities by
which the fetters of poverty are passed on from parents to children.
The attack on poverty must rely on local initiative and leadership;
and the resources of the local, State, and Federal Governments must be
mobilized to support these efforts. I will shortly send to the Congress
a special message conveying my recommendations for the attack on
poverty.

The urgent and necessary program increases recommended in this
budget will be financed out of the savings made possible by strict econ-
omy measures and by an exhaustive screening of existing programs.
As a result of the highly successful cost reduction program launched
in 1962 by the Secretary of Defense, the 1965 program of the Depart-
ment of Defense will require over $2 billion less in appropriations
than would otherwise be the case—a sum greater than the 1965
cost of the new programs I am recommending to the Congress.
Department of Defense expenditures will decline by more than $1
billion from 1964 to 1965, and additional savings are expected to be
realized in agriculture, atomic energy, postal services, veterans bene-
fits, and in various lending programs through substitution of private
for public credit.
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THE BUDGET MESSAGE OF THE PRESIDENT

My proposals call for administrative budget expenditures in 1965
of $97.9 billion—$900 million less than was requested in the 1964 budget
and $500 million less than I now estimate will be spent in 1964. This re-
duction in expenditures will be achieved despite a steady growth in
the workload of nearly every civilian agency of Government—ranging
all the way from the number of income tax returns to the number of
visitors to our national parks. The reduction in expenditures will be
achieved despite built-in and relatively uncontrollable expenditure
increases resulting from past commitments and legislative provisions,
including higher costs for interest on the debt and for military and
civilian pay increases required by law.

Administrative budget receipts are expected to increase in 1965 to
$93.0 billion, $4.6 billion over 1964. This increase, reflecting the
expectation of a strongly growing economy spurred by prompt enact-
ment of the tax program, takes into account the estimated revenue
losses from the new tax rates.

The resulting administrative budget deficit of $4.9 billion for 1965
is $5.1 billion below the deficit now estimated for the current year
and marks an important first step toward a balanced budget.
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10 THE BUDGET FOR FISCAL YEAR 1965

SUMMARY OF FEDERAL RECEIPTS AND PAYMENTS

[Fiscal years. In billions]

Description

FEDERAL RECEIPTS

Administrative budget receipts
Trust fund receipts. _ «
Deduct: Intragovernmental transactions

Total cash receipts from the public

Add: Adjustment from cash to accrual basis ___ __
Deduct: Receipts from loans, property sales, and other adjust-

ments _ _ - _ _ _ > _ . _

National income account receipts—Federal sector

FEDERAL PAYMENTS

Administrative budget expenditures ___
Trust fund expenditures (including Government-sponsored enter-

prises) __ ____ _
Deduct: Intragovernmental transactions and other adjustments.

Total cash payments to the public __

Add: Adjustment from cash to accrual basis
Deduct: Disbursements for loans, land purchases, and other ad-

justments

National income account expenditures—Federal sector. __

EXCESS OF RECEIPTS (+) OR PAYMENTS ( - )

Administrative budget
Receipts from and payments to the public
National income accounts—Federal sector

1963

$86.4
27.7
4.3

109.7

0.6

1.0

109.3

92.6

26.5
5.4

113.8

0.6

1.8

112.6

- 6 . 3
- 4 . 0
- 3 . 3

1964

$88.4
30.2
4.2

114.4

- 0 . 1

0.7

113.6

98.4

29.3
5.0

122.7

0.1

3.7

119.1

-10 .0
- 8 . 3
- 5 . 5

1965

$93.0
30.9
4.1

119.7

- 0 . 2

0.7

118.8

97.9

29.4
4.6

122.7

1.1

2.3

121.5

- 4 . 9
- 2 . 9
- 2 . 8

The traditional administrative budget does not include a number
of important Federal activities financed through trust funds, such
as social security and Federal aid to highways. These activities and
the special taxes which finance them have substantial economic effects
and serve significant public purposes. A comprehensive disclosure
of Federal finances is provided by the consolidated cash statement of
Federal receipts from and payments to the public.

On the cash basis, total payments to the public are estimated at
$122.7 billion for 1965. Total receipts from the public are estimated
at $119.7 billion, resulting in a $2.9 billion excess of payments over
receipts. The estimates of cash payments and receipts in 1965 reflect
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THE BUDGET MESSAGE OF THE PRESIDENT 11

the normal, built-in growth of trust fund benefit payments, and the
employment and excise tkx revenues which finance them.

Another measure of Federal finances—one which emphasizes the
impact of the Government's fiscal activities on the economy—is based
on the national income accounts. Under this concept, Federal fiscal
data, including the trust funds, are generally estimated on an accrual
rather than a cash basis, and eliminate transactions, such as loans,
which do not directly result in production and income. These data
indicate an excess of payments over receipts of $2.8 billion in fiscal
year 1965.

THE ECONOMY AND TAX REDUCTION

The Federal budget is a detailed plan for managing the business
of Government, but it is more than that: In setting the relationship
between Government expenditures and taxation, the budget is also a
powerful economic force which can help or hamper our efforts to
achieve stable prosperity and steady growth.

The expenditure proposals in this budget are ample to satisfy our
most pressing needs for governmental services, but the broad economic
stimulus needed to carry our economy to new high ground in produc-
tion, income, and employment will not come principally from Govern-
ment outlays. I believe—as did President Kennedy—that the pri-
mary impetus needed to move our economy ahead should come, in
present circumstances, from an expansion of the private sector rather
than the public sector. Therefore, the earliest possible enactment of
the tax reduction bill now before the Congress is an integral and vital
part of my budgetary proposals.

Our country is currently in its fourth postwar period of economic
expansion—a period which started in February 1961, and has now
lasted nearly 3 years.

Preliminary estimates indicate that the Nation's total output of
goods and services—our gross national product—rose to $585 billion
in calendar year 1963, an increase of 5.4% over 1962.

Over the same period, personal income rose 4.7%, industrial pro-
duction 5.1%, and corporate profits 10.5%.

Price stability has been maintained for the sixth consecutive year.
This is a record of strong expansion—and yet the expansion has

not been strong enough to absorb the margin of idle workers and idle
plant capacity which continues to tarnish our economy's performance.
Almost 3 years after the trough of the last recession, and despite the
creation of 2% million new jobs in our economy, the unemployment
rate now stands at 5y2%. Our factories continue to produce below
their optimum rate. As a nation we are producing at a rate at least
$30 billion below our comfortable capacity. This is a ga/p for which
we are paying a high price in idle resources, both human and physical.
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12 THE BUDGET FOR FISCAL YEAR 1965

This gap must be closed. I t must be closed—as President Kennedy
urged a year ago—by loosening uthe checkrein of taxes on private
spending and productive incentives." It must be closed promptly,
for the unemployed have already waited too long for jobs which can
be create^ simply by allowing our people to spend and invest a greater
part of the money they earn.

The bill approved by the House of Representatives last September
meets the fundamental requirements for tax action in 1964. I propose
only two changes in that bill:

• The bill provides for a reduction in the rate of withholding on
wages and salaries from 18% to 15% for calendar 1964, starting
on January 1, 1964. Since that date has already been passed, the
institution of the 15% withholding rate at a later date in 1964
would require substantial additional refunds to taxpayers next
year. A corresponding part of the economic stimulus provided
by the tax program would be delayed until then. Hence, I pro-
pose that the withholding rate be reduced to 14% rather than 15%,
effective as soon as possible after enactment. This will assure that
the beneficial effects of the 1964 tax reductions are felt immediately,
instead of being postponed, in part, for a year. It will simplify
procedures for taxpayers and their employers by making unneces-
sary another change in the withholding rate in 1965, as provided in
the House bill. Moreover, the change will also maintain approxi-
mately the same division between the fiscal year 1964 and 1965
revenue impact of tax reduction as would have resulted from the
House bill. The revenue estimates in this budget assume approval
of this change.

• The House bill fails to close the loophole by which property trans-
ferred at death now escapes capital gains taxation, but it never-
theless would reduce the rate of taxation on capital gains. With-
out the former provision, the latter provision is unwarranted, and
it should be deleted from the bill.

With these two changes, I urge the enactment of the House bill
by the Senate.

With prompt enactment of the tax program, economic expansion in
1964 should proceed briskly. Reflecting the effects of the first stage of
the tax reduction, the gross national product in calendar year 1964
should rise to about $623 billion, plus or minus $5 billion. This is
substantially higher than the GNP which could be expected in the
absence of prompt enactment of the tax legislation. In fact, since
expectations of a tax reduction have been incorporated into the for-
ward planning of many business firms, the effect on the economy of
failure to pass the legislation swiftly might be deeply disturbing.
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THE BUDGET MESSAGE OF THE PRESIDENT 13

As the tax reduction takes full effect, its stimulus to private con-
sumption and investment will shrink the $30 billion gap between
the Nation's actual and potential output, and provide approximately
2 million additional jobs for the unemployed and the new workers
entering the labor force. As economic activity expands, and personal
and business incomes increase, Federal revenues will also rise. The
higher revenues, combined with continuing pressure for economy and
efficiency in Federal expenditure programs, should hasten the achieve-
ment of a balanced budget in an economy of full prosperity.

RECEIPTS FROM THE PUBLIC
[Fiscal years. In billions]

Source

Administrative budget receipts:

Individual income taxes. _ _
Corporation income taxes

Excise taxes

Other

Total administrative budget receipts

Trust fund receipts:
Employment taxes

Deposits by States, unemployment insurance
Excise taxes __ _

Federal employee and agency payments for retirement

Interest on trust investments

Veterans life insurance premiums
Other___

Total trust fund receipts

Intragovernmental transactions (deduct)

Total receipts from the public

1963

$47.6
21.6
9.9
7.3

86.4

14.9
3.0
3.3
1.9
1.5
0.5
2.7

27.7

4.3

109.7

1964

$47.5
23.7
10.2
7.0

88.4

16.8
2.9
3.5
2.0
1.6
0.5
3.0

30.2

4.2

114.4

1965

$48.5
25.8
11.0
7.7

93.0

17.0
2.8
3.5
1.9
1.7
0.5
3.5

30.9

4.1

119.7

Income tax revisions.—The bill currently before the Senate will
reduce income tax liabilities by $11.1 billion. Individual rate reduc-
tions and structural changes account for about 80% of the total tax
reduction. The remaining 20% reflects a reduction in corporate taxes,
providing enhanced incentives for new investment.

Once the tax bill becomes fully effective in calendar year 1965,
the entire schedule of individual income tax rates will fall from the
present range of 20% to 91% to a range of 14% to 70%, and the cur-
rent first $2,000 bracket of taxable income will be divided into four
successive brackets of $500 each.
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14 THE BUDGET FOR FISCAL YEAR 1965

Federal Receipts

1942 1945
Etfimat*

All corporations will pay lower tax rates, with incorporated small
businesses receiving the largest proportionate tax rate reduction be-
cause the tax rate on the first $25,000 of their taxable income is reduced
from 30% to 22%. Large corporations (with estimated tax liabilities
above $100,000) will have to speed up their tax payments in order to
reduce the lag between the time when taxable profits are earned and
the time when taxes are paid; however, this speedup plan is gradual,
shifting the timing of corporation tax collections a bit each year for
the next 7 years.

The combination of the investment tax credit and the revision of
depreciation guidelines achieved in 1962, plus the $2% billion tax rate
reductions and structural changes proposed for corporations in the
pending bill, will result in a total reduction of about $5 billion in
corporate tax liabilities.

The bill also contains many changes in the income tax laws that
are designed to reduce the weight of taxes where the burden is most
unfair, and to correct special tax advantages which will no longer be
equitable under the proposed structure.

Excise tax extension.—The Congress should extend several cur-
rent excise tax rates which will otherwise decline or expire on July 1,
1964. These excise taxes have been continued at the present rates
through annual extensions for the past several years. Without exten-
sion, revenues would fall by $1.7 billion during fiscal year 1965.
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THE BUDGET MESSAGE OF THE PRESIDENT 15

User charges.—-Many Federal Government programs furnish spe-
cific, identifiable benefits to the individuals and businesses using
them. Equity to all taxpayers demands that those who enjoy the
benefits should bear a greater share of the costs. I am, therefore,
renewing recommendations for the enactment of user charges for com-
mercial and general aviation and for transportation on inland
waterways.

Appropriate fees should also be assessed in other areas where the
Government provides special services. New legislation is necessary
in several cases to carry out this policy—such as a revision of patent
fees to reflect today's costs more adequately—and appropriate pro-
posals are either before the Congress or will be forwarded this year.

NEW OBLIGATIONAL AUTHORITY

Obligations incurred by Federal agencies under authority pro-
vided by the Congress are the forerunners of Federal expenditures.
Expenditure control, therefore, depends substantially upon careful
control of obligations.

In this budget, new obligational authority of $103.8 billion is pro-
posed in the administrative budget for fiscal year 1965. This is $1.2
billion above the amount now estimated for fiscal year 1964, but is $4.1
billion less than was originally requested for the current year in the
1964 budget. The amount recommended for 1965 includes $50.9 bil-
lion for the Department of Defense (including military assistance),
$120 million less than the amount for the current year.

NEW OBLIGATIONAL AUTHORITY

[Fiscal years. In billions]

Description 1963
actual

$90.6
3.9

11.6
24.7

102.3
28.6

1964
estimate

$90.0
0.4

12.6
31.3

102.6
31.7

1965

Total authorizations requiring current action by Congress:
Administrative budget funds
Trust funds

Total authorizations not requiring current action by Congress:
Administrative budget funds
Trust funds

Total new obligational authority:

Administrative budget funds
Trust funds

$91.4
4.2

12.4
27.6

103.8
31.8

Significant changes in new obligational authority from 1964 to
1965 include increases of $1.5 billion for the Department of Health,
Education, and Welfare, mainly as a result of new health and educa-
tion proposals; $361 million for the Department of Labor because of
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16 THE BUDGET FOR FISCAL YEAR 1965

the recently amended manpower training program and the proposed
youth employment legislation; and $500 million for special appropria-
tions requested for new community programs to attack poverty. Ma-
jor decreases include $1.5 billion for the Housing and Home Finance
Agency, reflecting nonrecurring authority requested in 1964, and $1.3
billion for the Department of Agriculture.

Of the total amount proposed, $40 billion will become available
under permanent authorizations without further congressional action,
including $27.6 billion becoming automatically available as revenues
flow into the trust funds. In the administrative budget, the principal
permanent appropriation is to pay the interest on the public debt
which in 1965 is estimated at $11 billion, $0.4 billion more than in
1964.

For the current fiscal year, the Congress is requested to enact $4.2
billion of additional new obligational authority to provide needed
funds for housing and space programs and to finance legislation en-
acted last year for which no appropriations were provided—such as
increased military compensation, broadened manpower development
activities, aid to higher education, vocational education activities, and
mental retardation programs. Including supplemental authoriza-
tions, a total of $102.6 billion in new obligational authority is esti-
mated for fiscal year 1964 in the administrative budget.

GOVERNMENT PROGRAMS AND EXPENDITURES

The expenditures proposed in this budget are necessary to meet
the needs of our growing society, promote the basic strength of the
Nation, honor our worldwide commitments, and fulfill our financial
obligations.

Between 1955 and 1965, our population will grow by almost 30
million people, about 17%, with the largest increases in the very young
and the very old age groups. To keep pace, the Federal Government
has had to continue existing public services and provide the additional
services needed for future growth. The expansion of the economy,
even though falling short of its potential in recent years, has helped
provide the resources for both increased public and private services.

We will continue to experience rapid population growth while we
seek to improve the rate of economic growth, and over the long run
this will put upward pressure on Government expenditures for civilian
purposes. Nevertheless, wherever and whenever possible, we should
try to reduce costs, curtail less urgent activities, and find other savings
to permit essential new or growing services to be financed at the least
cost to the taxpayer. That has been the policy in this budget. Essen-
tial services have been provided while administrative budget expendi-
tures decline by over one-half billion dollars between the fiscal years
1964 and 1965.
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THE BUDGET MESSAGE OF THE PRESIDENT 1.7

THE 1964 AND 1965 BUDGETS COMPARED

(In billions)

National defense
Space __
Interest

Subtotal _

Health, labor, welfare, and education (including
attack on poverty)

Allother

Total

New obligational
authority

1964
budget

document

$+2.2
+2.0
+0.3

+4.6

+2.1
-2.0

+4.7

1965
budget

document

$-0.2
+0.1
+0.4

+0.3

+2.6'
- 1 . 7

+1.2

Expenditures

1964
budget

document

$+2.4
+1.8
+0.3

+4.6

+0.9
-0.9

+4.5

1965
budget

document

$-1.3
+0.6
+0.4

-0.3

+0.9
-1.1

-0.5

The attack on poverty.—In this budget I have provided over $1 bil-
lion of new obligational authority to begin an all-out attack on the
problem of poverty in the United States. In a nation as rich and pro-
ductive as ours we cannot tolerate a situation in which millions of
Americans do not have the education, health, and job opportunities for
a decent and respected place as productive citizens. The vicious circle
of poverty—in which one generation's poverty, ignorance, and disease
breed the same problems for the next—must be broken. I propose to
break that circle by raising the educational, skill, and health levels
of the younger generation, increasing their job opportunities and help-
ing their families to provide a better home life. I propose a program
which relies upon the traditional and time-tested American methods of
organized local community action to help individuals, families, and
communities to help themselves.

Poverty stems from no one source, but reflects a multitude of
causes. Correspondingly, a number of individual programs have been
developed over the years to attack these individual problems of job
opportunities, education, and training. Other specific programs deal
with the closely related areas of health, housing, welfare, and agri-
cultural services. I propose to establish a means of bringing together
these separate programs—Federal, State, and local—in an effort to
achieve a unified and intensified approach to this complex problem, in
which each separate element reinforces the others.

Under this proposal, locally initiated, comprehensive community
action programs would be developed, to focus the various available
resources on the roots of poverty in urban and rural areas. I shall
shortly transmit to the Congress legislation initiating this attack and

700-000 0—64 2
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18 THE BUDGET FOR FISCAL YEAR 1965

PAYMENTS TO THE PUBLIC

[Fiscal years. In billions]

Function

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

Attack on poverty
Civilian pay comparability
Contingencies

Interfund transactions (deduct)

Total administrative budget expenditures.

Trust fund expenditures:
Health, labor, and welfare
Commerce and transportation
National defense
Housing and community development _
Veterans benefits and services
All other
Interfund transactions (deduct)

Total trust fund expenditures

Intragovernmental transactions and other adjustments (deduct)

Total payments to the public

1963
actual

$52.8
2.6
2.6
7.0
2.4
2.8

- 0 . 1
4.8
1.2
5.2

10.0
2.0

0.5

92.6

21.9
2.9
0.7

0.8
0.8
0.5

26.5

5.4

113.8

1964
estimate

$55.3
2.4
4.4
6.1
2.5
3.2

- 0 . 2
5.5
1.3
5.4

10.7
2.2

0.2
0.7

98.4

22.7
3.4
0.9
1.6
0.6
0.6
0.5

29.3

5.0

122.7

1965
estimate

$54.0
2.2
5.0
4.9
2.6
3.1

-0 .3
5.8
1.7
5.1

11.1
2.2

0.2
0.5
0.3
0.6

97.9

23.5
3.5
1.2
0
0
0
0

29.4

4.6

122.7

* Less than one-half million dollars.

authorizing, in 1965, $500 million of new obligational authority
specifically for this purpose. Additional funds for the local commu-
nity action programs will be available from existing agency programs.
Moreover, other legislative proposals, recommended elsewhere in this
message, will contribute important new resources to the attack on
poverty. The Youth Employment Act, the National Service Corps,
and the community work and training program, are examples of such
proposals. Of particular significance will be the education proposal
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THE BUDGET MESSAGE OF THE PRESIDENT 19

for project grants to meet special educational needs. All told, in 1965
more than $1 billion of Federal resources under existing and proposed
legislation would be concentrated, through local community action pro-
grams, in an intensive and coordinated attack on poverty.

Special emphasis is also being given to the economic needs of the
165,000-square-mile Appalachian region of the United States, which
has been largely bypassed in the growth of prosperity in recent years.
This emphasis by the Government, combined with the resources and
activities of State, local, and private institutions and enterprises in
the region, will be directed toward the development of the natural re-
sources of the region, and the promotion of better employment oppor-
tunities for its people.

National defense.—To preserve freedom and protect our vital
national interests in these recent years of uneasy peace, this Nation
has invested heavily in the improvement of its defenses. We have
chosen not to concede our opponents supremacy in any type of poten-
tial conflict, be it nuclear war, conventional warfare, or guerrilla con-
flict. We have now increased the strength of our forces so that, faced
with any threat of aggression, we can make a response which is ap-
propriate to the situation. With present forces and those now
planned, we will continue to maintain this vital military capability.

During the past 3 years, we have achieved notable increases in mili-
tary readiness, including:

• A 100% increase in the number of nuclear weapons available in
the strategic alert forces.
• A 60% increase in the tactical nuclear forces deployed in Western
Europe.
• A 45% increase in the number of combat-ready Army divisions.
• A 35% increase in the number of tactical fighter squadrons.
• A 75% increase in airlift capability to improve mobility.
These rapid gains result from an increase in cash payments for mili-

tary purposes from $47.7 billion in 1961 to $56.0 billion in 1964.
Along wTith the high level of preparedness we have now achieved,
vigorous efforts to promote economies in the management of our
Armed Forces have been producing significant savings. We are
therefore able to propose a decrease of $800 million in cash outlays
($1.3 billion in the administrative budget) for national defense in
fiscal year 1965 while maintaining our position of strength.

Nevertheless, national defense expenditures will remain high.
These payments, estimated at $55.2 billion ($54.0 billion in the admin-
istrative budget) in 1965, will provide for all essential military pur-
poses, including substantial improvements in our present and planned
military capabilities. For example, the 1965 budget provides for
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2 0 THE BUDGET FOR FISCAL YEAR 1965

additional Minuteman missiles, further improvements in our air, land,
and sea tactical forces, procurement of additional airlift aircraft, and
continued research and development to ensure our ability to counter
new threats.

To reinforce the total defense effort, the Congress should authorize
funds for fallout shelters in public buildings, schools, hospitals, and
other nonprofit institutions.

Although we continue to seek a relaxation of tensions, we cannot
relax our guard. While the nuclear test ban treaty is a hopeful sign,
neither that treaty nor other developments to date have, by themselves,
reduced our defense requirements. We will continue underground
nuclear testing, maintain our above ground test facilities in ready
condition, maintain strong weapons laboratories, and continue the
development of detection devices. However, because of the nuclear
strength we have achieved, it will be possible to cut production of
enriched uranium by 25% and to shut down four plutonium piles.

Our inventories of strategic and critical materials are being re-
viewed to assure that they are necessary for current civil and military
defense requirements. I recommend that the Congress enact legisla-
tion to improve the management of these materials and simplify the
disposal of those no longer needed.

International affairs and finance.—The less-developed nations
are engaged in a critical struggle for political independence and eco-
nomic betterment. This struggle takes many forms, from combating
armed aggression and subversion in Vietnam to advancing na-
tional efforts to reduce poverty and illiteracy in South Asia, Latin
America, and other areas. Upon the outcome of this struggle will
depend the stability and security of much of the world. Through our
programs of foreign assistance, we provide aid to these free peoples
and thereby advance our own vital interests. It is essential that we
continue, with a small portion of our great resources and technical
knowledge, to promote in the emerging nations hope and orderly
progress, replacing misery, hostility, and violence.

The $2.4 billion of new obligational authority recommended for
1965 in this budget for the programs of the Agency for International
Development is $1.1 billion less than originally requested for 1964.
It will make the total 1965 obligational availability for the program
equivalent to the amount provided by the Congress for 1964 including
unobligated funds carried forward from the prior year. The 1965
recommendation represents a prudent assessment of the funds required
to fulfill the obligations we have undertaken and the opportunities we
seek in a changing and challenging world.

The amount requested reflects a continuing effort to increase the
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effectiveness and efficiency of our assistance programs. We are reduc-
ing AID staffing by several hundred employees, proportionately one of
the largest reductions of any agency in Government. We are stress-
ing the necessity for recipient countries to take adequate self-help
measures. The 1965 request reflects the successes we have had in
reducing the dependence of some nations upon the low-cost foreign
aid loans made by the Agency for International Development; by
1965 a number of countries will have turned to other sources and types
of loans more consistent with their increasing economic strength.

On the other hand, the 1965 budget does not allow for sudden
opportunities that sometimes present themselves in international
economic affairs. We must be able to take quick advantage of situa-
tions in which resolute and decisive actions can turn threats to the
free world into constructive evidence of our determination to pre-
serve the peace. We must also be able to take advantage of oppor-
tunities in which swift action can advance us dramatically along
the road to free world cooperation and prosperity. Should such
opportunities arise, I will request prompt action by the Congress to
provide any additional funds needed to meet emerging requirements.

Our partners in the Alliance for Progress will continue to receive
our most determined support and generous cooperation. Recent
improvements in the organization of the Alliance should permit an
acceleration of this program and foster ever greater hemispheric unity.
I am therefore proposing an expanded bilateral program for the
Alliance in 1965. Upon completion of negotiations and arrangements
with other member countries, legislation will also be proposed to
provide additional funds for long-term, low-interest loans by the Inter-
American Development Bank.

The sincerity of our purpose overseas is exemplified by the highly
successful work of the Peace Corps. As a result of this record and
the gratifying flood of requests for the services of the Corps, funds
are requested in 1965 for 14,000 volunteers, as compared with 10,500
in 1964.

Space research and technology.—Our plan to place a man on the
moon in this decade remains unchanged. It is an ambitious and im-
portant goal. In addition to providing great scientific benefits,
it will demonstrate that our capability in space is second to no
other nation's. However, it is clear that no matter how brilliant
our scientists and engineers, how farsighted our planners and man-
agers, or how frugal our administrators and contracting personnel,
we cannot reach this goal without sufficient funds. There is no
second-class ticket to space.

Appropriations enacted for 1964 for the National Aeronautics and
Space Administration were $600 million below the amount requested.
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As a result, major development programs leading to the manned lunar
landing have fallen behind schedule. Careful replanning of the entire
program, including a reduction in the number of test flights, will offset
some of this delay. Even so, more funds are needed in 1964, and I am
therefore recommending a supplemental appropriation of $141 million
for this year.

For 1965, I am requesting appropriations of $5.3 billion, $63
million above the 1964 amount, including the proposed supplemental
appropriation The 1964 and 1965 recommendations represent the
minimum amount needed to achieve our goals in space. The estimated
increase of $590 million in expenditures in 1965 is due principally to
payments required by commitments made in 1964 and earlier years.
With the leveling off of appropriations, annual outlays should remain
relatively stable in subsequent years.

In addition to the manned space flight program, though related to
it, funds are included to support unmanned space flights for lunar
exploration and supporting research and development. Funds are
also included for scientific satellites, planetary probes, and experiments
with meteorological and communications satellites.

Agriculture and agricultural resources.—At the present time, our
farms are able to produce all we need for domestic use and all we can
reasonably expect to sell abroad with substantially less land and man-
power than are now being used. As a result, we have crop surpluses,
inadequate farm income, underemployed rural people, and improper
land use. A wide range of Government programs, including the feed
grain and wheat programs, rural area development, and the more
constructive use of surplus production at home and in Food for Peace,
have Improved this situation. Nevertheless, we need further efforts
to help the farm economy adjust to its rapidly changing economic and
technological environment and to help the Nation take advantage of
its remarkably productive agriculture.

I shall shortly transmit to the Congress my recommendations for
agricultural legislation. Included will be cotton and dairy proposals
that will decrease by $230 million the estimated expenditures of the
Commodity Credit Corporation in 1965.

Titles I and I I of Public Law 480 (Agricultural Trade Develop-
ment and Assistance Act), the principal authority for our Food for
Peace program, should be extended beyond their expiration date of
December 31, 1964. Legislation also should be enacted to encourage
the shifting of more of our present cropland to less intensive uses.

Federal payments in 1965 for agriculture and agricultural resources
are estimated at $5.1 billion, a reduction of $1.3 billion from 1964.
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This reduction is expected to occur mainly in farm commodity pro-
grams. A part, however, depends upon congressional approval of
legislation proposed last year authorizing the Farmers Home Ad-
ministration to insure private credit for financing the rural housing
program and a new proposal providing for fees to cover the costs of
meat, poultry, and grain inspection services.

Natural resources.—We must manage and develop our natural
resources wisely, to meet the needs of an increasing population and
growing economy. Even within the limits of a restrictive budgetary
policy, public investments must be made in resource conservation and
development and in research to enable us to use more effectively our
water, land, minerals, forests, and other resources. Federal cash
payments of $2.7 billion are estimated in 1965 for these purposes.

The budget provides for continuing construction of going projects
which will supply water to our cities, industries, and farms; abate
water pollution and improve water quality; control destructive floods;
produce electric power; improve navigation; and provide recreational
opportunities. Provision is also made for the Corps of Engineers
and the Bureau of Reclamation to start 44 new projects with an esti-
mated total Federal cost of $512 million.

The need for outdoor recreational areas and facilities is growing
rapidly. To help meet this need, legislation should be enacted to
assist States in providing recreational opportunities. Legislation
should also be enacted to preserve seashore and other areas with im-
portant recreation potential, and to protect our remaining wilderness
areas.

Commerce and transportation.—To encourage continuing growth
of our Nation's millions of privately owned businesses, the Govern-
ment provides extensive aids, particularly to smaller businesses and
areas of persistent unemployment, and helps assure the availability of
adequate transportation and communication facilities.

Enactment of legislation already approved by the Senate is essential
to provide the additional authorizations necessary for the area redevel-
opment program to go forward and to permit necessary improvements
in that program.

Major proposed revisions in our national transportation policy are
also pending before the Congress. These proposals would make sub-
stantial contributions toward a more efficient transportation system
by placing greater reliance on the forces of competition and improving
the effectiveness of Government regulation. Extensive hearings have
been held on these proposals and I recommend their prompt enactment.
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Commerce and Transportation

Total Federal payments for commerce and transportation programs
will amount to $6.6 billion in 1965. This is about the same amount as
in 1964. Higher outlays from the Highway trust fund (financed
by special taxes on highway users), increased loans and grants to re-
develop depressed areas, and financing of a design competition for the
civil supersonic transport aircraft will be offset by reductions for the
temporary accelerated public works program and the postal service,
and by strict economies in all programs.

Housing and community development.—In the Housing Act of
1961, the Congress substantially broadened Federal aids to private
enterprise and local public agencies to help improve housing condi-
tions and rebuild urban communities. The act also made funds avail-
able to finance these programs for several years. In several cases,
these funds are now almost depleted. I am therefore recommending
legislation to provide authority and funds for continuing such pro-
grams as urban renewal, urban planning and open space grants,
housing loans for the elderly, and low-rent public housing. In addi-
tion, I am recommending important revisions and expansions essential
to increase the effectiveness of these programs in meeting critical
needs—particularly the needs of lower income groups whose inferior
earning power seriously handicaps their efforts to achieve adequate
living conditions.
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Legislation is already being considered by the Congress to
strengthen Federal aids to urban communities in order to help mod-
ernize and enlarge necessary mass transportation facilities. I urge
that action be completed soon on this vitally needed program.

To carry on and improve housing and community development pro-
grams without adding to net budgetary requirements, we shall con-
tinue to sell to private lenders federally owned mortgages acquired
in earlier years. New legislation is proposed to increase the effec-
tiveness of the sales program. The proceeds of such sales and other
receipts of housing and community development programs are ex-
pected to more than offset payments for these programs in 1965, with
resulting net receipts estimated at $40 million.

Health, labor, and welfare.—This budget places major stress on
strengthening the productivity of our labor force, improving the
health of our people, and reducing the fear of economic insecurity.
In 1965, the Federal Government will strengthen the health, labor,
and welfare activities which contribute to these objectives. Payments
for these activities, mainly from self-financing trust funds, will be
$28.6 billion, about $1.3 billion more than in 1964.

Most of the payments are for social insurance and public welfare
programs which complement efforts by individuals and families to
provide for their own security. These programs have been signifi-
cantly improved by legislation enacted in recent years. To foster
greater self-sufficiency and reduced reliance on public welfare, the
Congress should enact proposed legislation to create a National Serv-
ice Corps and expand demonstration projects in community work
programs.

The budget proposals for health activities in 1965 will continue
to strengthen the National Institutes of Health and the Food and
Drug Administration and will improve environmental health pro-
tection. The budget provides for rapid progress under the legis-
lation passed in the last session of the Congress to combat mental
illness and retardation, increase the number of doctors and dentists,
and reduce air pollution. New legislation is needed this year to im-
prove nurse education and to extend the Hill-Burton program for con-
struction of medical facilities, expanding and redirecting it to meet
pressing needs for nursing homes and for modernizing urban
hospitals.

Pending legislation to provide urgently needed health insurance
for aged persons through the social security system should also be
enacted. Provision should be made for benefits to be paid from
administrative budget funds to those not eligible under the social
security system. Since benefit payments would not start until 1966,
this provision would not affect the 1965 budget.
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Health, Labor, and Welfare

For manpower training and services, the budget recommends for
both 1964 and 1965 the full authorization provided under the recent
amendments to the Manpower Development and Training Act, More
than 275,000 unemployed workers, including youths found unqualified
for military service, will be trained on jobs and in classrooms during
1965. Of these, about 60,000 will receive basic literacy education.
Prompt enactment of the Youth Employment Act is needed to pro-
vide work and training in camps and in hometown projects for an
estimated 60,000 youths. Legislation is again recommended to im-
prove the State unemployment insurance programs financed from the
unemployment trust fund; this legislation would extend coverage to
more people and lengthen the duration of benefits.

Education.—Bills enacted last year for Federal assistance to
higher education and enlarged Federal support for vocational educa-
tion mark important milestones in efforts to improve our educational
system on a national scale. The budget includes supplemental appro-
priations for 1964 so that these measures can be implemented
promptly.

But much remains to be done. Important elements of the education
program proposed last year have not yet been enacted. In particular,
attention must be turned to the basic foundation of our educational
system—the elementary and secondary schools. First, I recommend
enactment of pending legislation providing grants to raise teachers'
salaries and build critically needed classrooms. Second, to supple-
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ment this general aid, I am also recommending an expanded program
providing project grants to meet special educational needs and to
provide special services for schoolchildren, particularly for use in
connection with community action programs to combat poverty.

The Congress should also enact the remaining portions of last year's
proposals, such as the federally guaranteed loan program and the
work-study program for college students; and the proposals directed
at special educational needs of other individuals, including graduate
students, prospective and existing teachers, all citizens who appreciate
the advantages of good public libraries, adults who have missed the
opportunity for basic schooling in the "3-BV, and those who seek
to make learning a continuing process through university extension
services.

In keeping with the continuing need to strengthen the scientific and
technological resources of the Nation, the budget also provides for ex-
pansion of the National Science Foundation's basic research and
science education programs. Major emphasis will be placed on in-
creasing support for graduate students in the sciences and on
strengthening science instruction and facilities in colleges and uni-
versities, one objective of which is to develop additional top-ranking
centers of graduate study in the sciences.

Expenditures for education are estimated at $1.6 billion in 1965, an
increase of $0.3 billion over 1964. New obligational authority of
$3.1 billion is requested, up $1:2 billion from 1964.

Veterans benefits and services.—We have a lasting obligation to
those who died or were disabled in the defense of the Nation, and to
their dependents. During the past 3 years a cost-of-living increase in
disability compensation rates has been provided, and increases in bene-
fits have been granted for the widows, children, and dependent par-
ents of veterans who died as a result of military service. In addition,
vocational rehabilitation programs have been extended to disabled
peacetime ex-servicemen and to those wartime veterans who were
precluded from entering training within the regular time limits.

In 1965, the Federal Government will spend $5.5 billion on its pro-
grams for veterans. This is $425 million less than in 1964, mainly be-
cause of an anticipated substantial rise in receipts from sales by the
Veterans Administration of Government-owned mortgages, which are
applied against expenditures.

We will continue to make certain that veterans with service-related
disabilities, and their dependents, are fairly provided for. Benefits
and services for other groups of veterans will also continue to be pro-
vided, but with the recognition that veterans and their families are
sharing to an increasing extent in Federal, State, and local programs
which are raising the standards of income maintenance, educational
opportunity, and health and welfare for all Americans.
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SPECIAL ASPECTS OF THE GOVERNMENT PROGRAM

Certain additional elements of the proposed 1965 Government pro-
gram deserve special note.

Federal expenditures and the balance of payments.—The recent
improvement in the U.S. balance of international payments represents
progress toward eliminating our persistent payments deficit. Pre-
liminary estimates indicate that the gross balanee-of-payments deficit
in the second half of calendar year 1963 was roughly one-third that
of the first half. For the year as a whole, these estimates show the
deficit to be the lowest since 1957.

Three factors in particular have contributed to the improvement
during the past year: the continued price stability of U.S. products, a
proposed interest equalization tax on foreign securities, which would
be effective as of July 1963, and an increase in short-term interest rates.
Anticipation of the proposed tax, which is intended only as a tempo-
rary measure, has already had a favorable effect. To insure continu-
ing benefits from the tax during the critical period ahead, I urge its
speedy enactment by the Congress. Enactment of the tax reduction
legislation now before Congress will also help the balance of payments
by making U.S. firms more competitive in world markets and by pro-
moting the kind of economy which will be more attractive to U.S. and
foreign investors.

During the past one and a half years, all Federal Government ac-
tivities affecting the balance of payments have been under continuing
scrutiny for the purpose of finding savings—large and small—which
can be made in payments abroad. In some cases, purchases or activi-
ties formerly conducted overseas have been restricted to the United
States. In others, they have been eliminated. Over 80% of the cur-
rent obligations by the Agency for International Development for
loans and grants to developing countries now must be spent for goods
and services produced in the United States. In addition, defense off-
set agreements with certain of our European allies, the prepayment of
funds previously loaned to foreign governments, and the sale of special
nonmarketable, medium-term Treasury bonds to foreign central banks
have been particularly helpful to our balance of payments.

As a result of the reviews and actions undertaken, the net annual
outflow from Federal Government programs—payments less regular
receipts—is estimated to drop by $800 million between 1963 and 1965.
This excludes special receipts of a nonrecurring nature, such as pre-
payments of loans, sales of nonmarketable medium-term securities,
and advances received on military exports.
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Federal expenditures of an investment nature.—A large part
of the civilian expenditures of the Federal Government contributes
directly and indirectly to the growth and development of the Nation's
physical and human resources. For example, budget and trust fund
expenditures for fiscal year 1965 include $3.7 billion for Federal civil
public works, for the acquisition of major nondefense equipment and
other physical assets, and for small business, rural electrification, and
other loans and additions to civilian Federal assets. Another $5.3
billion of Federal civilian budget and trust fund outlays represent
grants for highways, hospitals, schools and other facilities which
increase State, local, and private physical assets.

Federal expenditures in 1965 also include $1.8 billion for such devel-
opmental activities as education, training and health, and $1.5 billion
for scientific research and development other than for defense and
space objectives. These outlays increase knowledge, enhance skills,
and strengthen the physical vigor and quality of the labor force.
Thus, of the total estimated Federal cash payments to the public in
1965, about $12.3 billion or 10%, represent an investment in civilian
programs which will help promote the long run growth of our Nation.

Furthermore, during fiscal year 1965 an estimated $8.2 billion will
be spent on defense research and development, including atomic

Additions to Non-defense Assets

S Billions
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energy, and $4.5 billion on space research and development. In the
long run these outlays will also make a valuable contribution to the
technological development and economic growth of our country.

Federal expenditures and the national output.—Direct Federal
purchases of goods and services in 1965 are estimated at $69.1 billion,
which is less than 11% of the gross national product; five-sixths of these
purchases are for the defense and space programs. Total Federal
purchases of goods and services have remained at approximately 11%
to 12% of the gross national product throughout the last decade.

Other large portions of the budget, such as social security payments,
represent transfers of purchasing power to or within other sectors
of the economy. Such outlays, amounting to $52.4 billion in 1965, are
estimated to fall somewhat as a percent of total national output.
These include $31.8 billion for transfer payments—such as old-age
and survivors insurance benefits, unemployment compensation, and
military and veterans pensions—which improve the recipients' stand-
ard of living by providing them with increased purchasing power.
Similarly, grants-in-aid to State and local governments for such activ-
ities as highways, public assistance, and public health increase the
ability of these governments to provide local public services. These
Federal expenditures transferring purchasing power to other sectors
of the economy have more than doubled from 1955 to 1964, while Fed-
eral purchases of goods and services have risen by about 50%.

Federal Debt, Purchases, and Employment Down Relative to Total Economy

Purchases of Goods and Services

V -
Civilian Employment
Federal as Percent of Total
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In fiscal year 1965, the Federal Government will add to its direct use
of total national output much less than will State and local govern-
ments. In contrast to the estimated rise of $1.3.billion in direct Fed-
eral purchases in 1965 as compared with 1964, present indications are
that purchases by State and local governments will continue to rise by
at least as much as the $3 billion to $4 billion by which they have
been increasing in recent years.

PUBLIC DEBT

Under present law the temporary debt limitation of $315 billion will
continue in effect through June 29, 1964. The temporary limit then
becomes $309 billion for one day, June 30, 1964, after which the per-
manent ceiling of $285 billion again becomes effective.

PUBLIC DEBT AT END OF YEAR

[Fiscal years. In billions]

Description

Owned by Federal agencies and trust funds. _
Owned privately and by Federal Reserve

banks

Total

1962
actual

$55

242

298

.7

.5

.2

1963
actual

$57

248

305

.7

.1

.9

1964
estimate

$60.3

251.5

311.8

1965
estimate

$62.6

254.4

317.0

Note.—For further details see table 11 in part 2 of this document.
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Net Public and Private Debt

The present temporary debt limits were enacted in November 1963.
The House Committee on Ways and Means noted in its report of
November 4, 1963, that the ceilings were very restrictive, and cut
sharply into the normal allowances for contingencies and flexibility
during periods of peak requirements in March and June. The report
also noted the concern of the Secretary of the Treasury that the debt
could not be reduced to the $309 billion limit set by statute for June 30,
1964, without disrupting orderly management of Treasury finances.

Based on the latest estimates contained in this budget, the debt
subject to limit on June 30, 1964, is now estimated to be $312 billion.
Accordingly, a change in the limit is necessary before June 30, 1964,
if serious difficulties in the conduct of public debt management are to
be avoided. A further change will be needed to cover the anticipated,
but reduced, deficit for 1965.
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Debt limitations which are so restrictive or so temporary in applica-
tion as to necessitate several legislative revisions in a single year—as
last year—conflict with economical operation of the Government and
effective financial management, and involve both the Congress and
the Executive in unnecessarily repetitive discussions of the same issues.
Instead, the debt ceiling should provide sufficient flexibility for sound
management of the. Government's finances at the lowest cost, and
also permit the Treasury leeway for actively supporting the Nation's
balance-of-payments position through timely debt operations. With
or without a restrictive debt ceiling, expenditures in this administra-
tion will be held to the lowest possible level.

EFFICIENCY AND ECONOMY IN GOVERNMENT

I call upon all Government employees to observe three paramount
principles of public service:

First, complete fairness in the administration of governmental
powers and services;

Second, scrupulous avoidance of conflicts of interest; and
Third, a passion for efficiency and economy in every aspect of Gov-

ernment operations.
For its part, the Federal Government must be a good employer. It

must offer challenging opportunities to its employees. It must be
prompt to recognize and reward initiative. It must pay well to attract
and keep its share of dedicated and resourceful workers. It must wel-
come fresh ideas, new approaches, and responsible criticism.

For 33 years I have been in Government service. I have known its
challenge, its rewards, and its opportunities. But all these will mul-
tiply in the years to come. The time is at hand to develop the Federal
service into the finest instrument of public good that our will and
ingenuity can forge.

Controlling employment.—Although both our population and our
economy are growing and placing greater demands upon the Govern-
ment for services of every kind, I believe the time has come to get our
work done by improving the efficiency and productivity of our Federal
work force, rather than by adding to its numbers.

This budget proposes a reduction in Federal employment in 1965—
from 2,512,400 to 2,511,200 civilian employees—and I have directed
the heads of all departments and agencies to work toward reducing
employment still further. This reversal in the trend of Federal em-
ployment results from a rigorous appraisal of personnel needs, de-
termined measures to increase employee productivity and efficiency,
and the curtailment of lower priority work. It will be accomplished
despite large and unavoidable increases in workloads.

700-000 O—64 3
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Selected Prosram Trends

' i 1 I I I I I I I I I V J I I I I I I I

Of the 9i/£> million civilian employees of governments in the United
States today, 2y2 million are employed by the Federal Government
and about 7 million by the State and local governments. In the decade
from fiscal year 1955, Federal civilian employment in the executive
branch will rise by 6%, while the population of the United States
will increase by 17%. State and local employment will increase about
65% during the same period.

In fiscal year 1955, we had 14 Federal civilian employees in the
executive branch for every 1,000 people; in fiscal year 1965, we will
have fewer than 13 Federal civilian employees to serve every 1,000
people.

Management improvement and cost reduction.—As substantial
as are savings due to tightening up on Federal employment, even
larger economies result from actions which eliminate waste and dupli-
cation, simplify unnecessarily complex systems and procedures, and
introduce new and better business methods.
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The emphasis on management improvement in the executive branch
during the past 3 years has led to impressive economies on a very
wide front. Functions have been consolidated. Automatic data proc-
essing equipment has improved efficiency and reduced operating costs.
Excess property in the possession of one agency has been transferred
to others, saving substantial funds budgeted for new purchases. Pro-
ductivity has been increased in agencies with the heaviest volume
of workloads, thus avoiding payroll increases.

In the Department of Defense, the cost reduction program has
achieved exceptional results. Without impairing combat strength or
effectiveness, savings of over $1 billion were achieved in fiscal year
1963, and annual savings by fiscal year 1967 are expected to reach the
impressive figure of $4 billion. As part of this effort, defense bases
and installations no longer needed will be shut down. The number of
civilian employees in the Department of Defense will decrease by 10,-
000 in fiscal year 1964 and by another 17,000 in 1965—to the lowest
level since 1950.

I have directed all departments and agencies to continue and in-
tensify these efforts. When the search for economy is compromised,
the taxpayer is the loser.

Government organization.—The organization of the Government
must be adjusted to cope with new and challenging problems resulting
from scientific and technological advances, the development of new
and the elimination of old programs, and changes in policies and pro-
gram emphasis.

One of the most urgently needed improvements requiring congres-
sional action is legislation to create a Department of Housing and
Community Development to provide leadership in coordinating vari-
ous Federal programs which aid the development of our urban areas.
1 recommend that the Congress approve establishment of this new
Department during its current session.

The authority of the President to transmit reorganization plans
to the Congress expired on May 31, 1963. Legislation now pending
in the Congress should be enacted to renew this authority.

Salary reform and adjustment.—Although this budget is deliber-
ately restrictive, I have concluded that government economy will be
best served by an upward adjustment in salaries. In the last year
and a half the Federal Government has taken far-reaching steps to
improve its pay practices. The Federal Salary Reform Act of 1962
and the Uniformed Services Pay Act of 1963 established the principle
of keeping military and civilian pay generally in line with pay in
the private economy. This is a sound principle, and it is reinforced
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by the sound procedure of annual review. This principle is fair to
the taxpayer, to Government employees, and to the Government as
an employer.

This budget provides for the costs of such action in this session of
Congress. Any pay action by the Congress should bring salary rates
for top executive branch positions up to levels more nearly com-
mensurate with their respective responsibilities, and increase rates
for the Congress and the Judiciary. Economy and efficiency in gov-
ernment will come primarily from the hard and conscientious work
of our top managers, who are now plainly underpaid for what is
expected of them.

Government Civilian Employment
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THE BUDGET MESSAGE OF THE PRESIDENT 3 7

CONCLUSION

Approval of this budget will:

• Lift a major barrier to more rapid growth in the private sector of
the economy by reducing tax burdens and providing investment
incentives.

• Meet the Nation's defense, international, and domestic require-
ments.

• Provide generously for human needs and, with local community
action, attack forcefully the pockets of human want and deprivation
in our land.

• Advance efficient and economical administration in the Govern-
ment so that each tax dollar will be a dollar well spent.

The program proposed for 1965 should provide ample assurance of
our determination to keep costs under tight control and move the tax
reduction bill toward speedy approval. It should also provide ample
evidence that critical national problems need not go unsolved and
human wants unmet in a Nation rich in moral as well as material
strength.

A government that is strong, a government that is solvent, a gov-
ernment that is compassionate is the kind of government thait endures.

There is no inconsistency in being prudent and frugal, in being alert
and strong, and in being sensitive and sympathetic to the unfilled
needs of the people.

This is the objective of this Administration. It is an objective
that will be met.

I firmly believe the proposals in this budget will serve the Nation
well and I ask the support of the Congress and the American people
in putting them into efFect.

LYNDON* B. JOHNSON.
January 21,1964.
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Composition of Federal Payments
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:
I am presenting to you today the budget of the United States for the

fiscal year 1966.
A budget is a plan of action. It defines our goals, charts our courses,

and outlines our expectations. It reflects hard decisions and difficult
choices. This budget is no exception.

It is a budget of priorities. It provides for what we must do, but
not for all we would like to do.

It is a budget of both opportunity and sacrifice. It begins to grasp
the opportunities of the Great Society. It is restrained by the sacri-
fices we must continue to make in order to keep our defenses strong and
flexible.

This budget provides reasonably for our needs. It is not extrava-
gant. Neither is it miserly.

It stands on five basic principles:
• Government fiscal policies must promote national strength,
economic progress, and individual opportunity.
• Our tax system must continue to be made less burdensome, more
equitable, and more conducive to continued economic expansion.
• The Great Society must be a bold society. I t must not fear to
meet new challenges. It must not fail to seize new opportunities.
• The Great Society must be a compassionate society. I t must
always be responsive to human needs.
• The Great Society must be an efficient society. Less urgent pro-
grams must give way to make room for higher priority needs. And
each program, old and new, must be conducted with maximum
efficiency, economy, and productivity.
The major features of the 1966 budget translate these principles

into action.
First, excise taxes are substantially reduced. Social security

benefits, including hospital insurance, are increased. These are com-
bined wTith other expenditure increases to yield an overall fiscal policy
designed to maintain our steady economic expansion.

Second, the budget supports a massive defense establishment of
steadily growing power, within reduced outlays.

Third, our international and space programs are being advanced at
a satisfactory rate, but with smaller increases than in earlier years.
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8 THE BUDGET FOR FISCAL YEAR 1966

Fourth, expanded programs and higher expenditures are proposed
to:

• Provide better and more education for our children.
• Extend the war against poverty.
• Promote advances in the Nation's health.
• Improve conditions in the urban areas where most of us live.
• Help the Appalachian region lift itself out of its present depressed
condition.
• Strengthen our social security protection.
• Increase economic opportunities in rural communities.
• Encourage sound use of our natural resources.
• Conserve natural beauty in our land.
Fifth, a large part of the funds for needed program expansion has

come from savings, reductions, and economies in other parts of the
budget.

FISCAL POLICY

This budget recognizes that a growing economy is needed to pro-
mote national strength and progress. I t is also needed to move us
toward a balanced budget. When the economy slows down, Federal
revenues fall and spending tends to increase. The result is larger, not
smaller, budget deficits.

Nearly 4 years ago, this Nation began its fourth postwar economic
expansion. With the help of last year's income tax reduction—the
largest and most comprehensive ever enacted—this expansion has al-
ready outlasted each of the previous three postwar recoveries.

During the past 4 years, the Nation's real output of goods and
services—the gross national product—has grown at an average rate
of about 5% per year.

New highs have been achieved in employment, income, and profits.
Unemployment has been reduced. Price stability has been maintained.

This is a creditable record of achievement. And we look forward to
continued growth in the year ahead. The Nation's output in calendar
year 1965 is expected to reach $660 billion, plus or minus $5 billion.

Nevertheless, we must keep in mind that our economy is still pro-
ducing at a level well below its potential. Nearly 4 million people are
out of work. The unemployment rate is still nearly 5%. Plants and
machines are standing idle while human wants and needs go unmet.
An estimated 35 million people continue to live in poverty.

We cannot substitute last year's achievements for next year's goals;
nor can we meet next year's challenge with last year's budget.

The revenue and expenditure proposals presented in the 1966 budget
are carefully designed to promote continued economic expansion and
improved economic opportunities.
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THE BUDGET MESSAGE OF THE PRESIDENT 9

This budget takes into account the need to reduce the Nation's bal-
ance of payments deficit. During the last calendar year, the deficit
showed a significant decline. To help insure continued improvement,
I will intensify efforts to carry out Federal activities with the least
possible burden on our balance of payments.

BUDGET SUMMARY

Administrative budget.—In preparing this budget, I have applied
exacting tests of efficiency and necessity to all proposed expenditures.
As a result, total administrative budget expenditures are being held
to $99.7 billion in 1966. Although expenditures will rise by a rela-
tively small amount, they will decline as a percent of the gross national
product—to less than 15%, the lowest ratio achieved in 15 years.

Administrative budget receipts are expected to increase in 1966 to
$94.4 billion. This is $3.2 billion over the estimated level for 1965.
This increase reflects the economic growth anticipated in calendar year
1965. It also takes into account the revenue losses from proposed ex-
cise tax changes and from the second stage of income tax cuts enacted
last year.

The resulting 1966 administrative budget deficit of $5.3 billion is
$1 billion lower than the 1965 deficit, marking continued progress
toward a balanced budget.
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10 THE BUDGET FOR FISCAL YEAR 1 9 6 6

As our population increases, as science and technology change our
methods of doing things, as our wants multiply with the growth in
our incomes, and as urbanization creates new problems, 'there is grow-
ing need for more public and private services. I t is evident that unless
defense needs should decline substantially, Government expenditures
will continue to rise over the long run.

At the same time, we have good reason to expect that Government
expenditures in the years ahead will grow more slowly than the gross
national product, so that the ratio of Federal spending to our total
output will continue to decline.

The expenditures proposed in this budget reflect a careful
balancing of national goals against budgetary costs. The budget I
now present will, in my judgment, carry out the responsibilities of the
Federal Government efficiently and wisely. I t was constructed on that
basis alone.

My budgets for both 1965 and 1966 have provided for major in-
creases in areas of high national priority—particularly education,
health, aid to the needy, housing, and the war on poverty. Also, for
these 2 consecutive years, careful pruning of less urgent programs and
vigorous cost reduction efforts have, on balance, resulted in lower ex-
penditures in other major sectors of the budget. The application of
these strict policies of priority and frugality is evident in the modest
growth in administrative budget expenditures.

THE CHANGING FEDERAL BUDGET
[Fisc

Description

National defense and space
Interest
Health, labor, education, housing and

community development, economic
opportunity program, and aid to the
needy

All other

Total, administrative budget

BLI years. In billions]

Administrative budget expenditures

1964
actual

$58.4
10.8

6.7
21.8

97.7

Change,
1964 to

1965

-$1 .3
+.5

+.7

- . 2

1965
estimate

$57.1
11.3

7.4
21.7

97.5

Change,
1965 to

1966

- $ 0 . 4
+.3

+3.6
- 1 . 3

+2.2

1966
estimate

$56.7
11.6

11.0
20.4

99.7

Consolidated cash statement.—The administrative budget is based
on a definition of Federal spending which excludes such important
Federal activities as social security and highway construction that
are financed through trust funds. A more comprehensive measure
of the Government's finances is the consolidated cash budget which
covers all of the Government's programs.
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THE BUDGET MESSAGE OF THE PRESIDENT

Expenditure Changes 1964-1966

Health, Labor, Education, Housing and Community Development
Economic Opportunity Program, and A id to the N e e d y ^

On the consolidated cash basis, total payments to the public are
estimated at $127.4 billion in 1966. Total receipts from the public are
estimated at $123.5 billion, resulting in a net excess of payments of
$3.9 billion. The estimated increase of $6.0 billion in cash payments
in 1966 over 1965 is mostly in trust funds which are financed by special
taxes.

About $9.5 billion of the nondefense payments recommended in
this budget—almost 2y2 times the size of the entire cash deficit—
represent an investment in physical and financial assets which will
provide benefits to the Nation for many years to come. These pay-
ments are made for Federal civil public works, equipment, and loans
as well as for highways, hospitals, and other State, local, and private
assets.

Federal sector, national income accounts.—Another measure of Fed-
eral finance which includes trust funds emphasizes the direct impact of
Government fiscal activities on the economy. This measure is based on
the national income accounts. Under this concept, Federal fiscal data
are estimated on an accrual rather than a cash basis. Purely financial
transactions—such as loans—which do not directly affect production
or income are excluded. On this basis, the deficit for 1966 is estimated
at $6.0 billion.
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12 THE BUDGET FOR FISCAL YEAR 1966

SUMMARY OF FEDERAL RECEIPTS AND PAYMENTS

[Fiscal years. In billions)

Description 1964
actual

1965 1966
estimate

FEDERAL RECEIPTS

Administrative budget receipts

Trust fund receipts
Deduct: Intragovernmental transactions..

$89.5
30.3
4.3

Total cash receipts from the public. 115.5

Add: Adjustment from cash to accrual basis _ __.
Deduct: Receipts from loans, property sales, and other adjust-

ments _ _ _

- . 7

.2

National income account receipts—Federal sector.

FEDERAL PAYMENTS

Administrative budget expenditures

Trust fund expenditures (including Government-sponsored
enterprises)

Deduct: Intragovernmental transactions and other adjustments.

114.7

97.7

28.9
6.2

Total cash payments to the public. 120.3

Add: Adjustment from cash to accrual basis _
Deduct: Disbursements for loans, land purchases, and other

adjustments _ _

1.8

3.6

National income account expenditures—Federal sector. _

EXCESS OF RECEIPTS (+) OR PAYMENTS ( - )

Administrative budget.._

Receipts from and payments to the public.
National income accounts—Federal sector.

118.5

-8.2
-4.8
-3.9

$91.2
30.5
4.3

117.4

- . 9

.5

116.0

97.5

29.0
5.1

121.4

1.7

2.1

121.0

-6 .3
-4.0
-5.0

$94.4
33.6
4.5

123.5

-1 .8

.7

121.0

99.7

32.9
5.2

127.4

1.1

1.5

127.0

-5 .3
-3 .9
-6.0

Federal expenditures as measured by the national income accounts
are estimated to rise by $6.0 billion in 1966. This increase—covering
both purchases of goods and services and other types of payments—
will provide a strong stimulus for continued economic growth.

FEDERAL REVENUES

The Eevenue Act of 1964 has played a major role in widening and
strengthening our prosperity. At the beginning of this month, the
second stage of the rate reductions provided under the Act became
effective. In total, last year's tax law will decrease consumer and
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THE BUDGET MESSAGE OF THE PRESIDENT 13

RECEIPTS FROM THE PUBLIC

[Fiscal years. In billions]

Source

Administrative budget receipts:
Individual income taxes _ _ ___
Corporation income taxes..
Excise taxes
Other

Total administrative budget receipts

Trust fund receipts:
Employment taxes
Deposits by States, unemployment insurance
Excise taxes
Federal employee and agency payments for retirement
Interest on trust fund investments
Veterans life insurance premiums. _ _ ____
Other

Total trust fund receipts

Intragovernmental transactions (deduct)

Total receipts from the public

1964

$48.7
23.5
10.2
7.1

89.5

16.8
3.0
3.5
2.0
1.6
.5

2.8

30.3

4.3

115.5

1965

$47.0
25.6
10.7
7.9

91.2

16.7
3.0
3.6
2.2
\J
.5

2.8

30.5

4.3

117.4

1966

$48.2
27.6
9.8
8.8

94.4

18.7
2.9
4.0
2.2
1.9
.5

3.5

33.6

4.5

123.5

business tax liabilities by about $14 billion in the current calendar
year.

With this substantial change in income taxes completed, it is now
appropriate to revise and adjust excise taxes as well. Some of the
present excises are costly and inefficient to administer. Some impose
onerous recordkeeping burdens on small business. Some distort con-
sumer choices as among different kinds of goods.

Within the revenue requirements for continued progress toward a
balanced budget, I believe it is vital that we correct the most pressing
of these deficiencies this year. I plan to transmit to the Congress
recommendations to repeal some excise taxes and reduce others. In
addition to improving the tax system, the recommended changes will
increase purchasing power and stimulate further growth in the
economy.

These changes should become effective July 1, 1965. They will
reduce tax liabilities on a full-year basis by $1.75 billion. Revenues
collected by the Treasury in 1966 will be reduced by $1.5 billion.

My other major revenue proposals this year involve important ac-
tivities financed through trust funds.

I am recommending prompt enactment of a hospital insurance
program for elderly persons, who are finding hospital and medical
costs far greater than their ability to pay. This program should be
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14 THE BUDGET FOR FISCAL YEAR 1966

Federal Receipts

self-financing, with a combined employer-employee payroll contribu-
tion of 0.6% on the first $5,600 of income to start in calendar year 1966.

I am also recommending an increase from $4,800 to $5,600 in the
wage base on which social security taxes are paid. This would take
effect on January 1, 1966, and would be coupled with a smaller in-
crease in the payroll tax than is scheduled at that date under existing
law. These changes will provide the funds for the needed increases
being proposed in old-age, survivors, and disability insurance benefits.

While I am recommending reductions in certain excise taxes, I am
also proposing increases in certain other excise taxes which are in the
nature of user charges. The excise taxes for which I am recommend-
ing reduction or repeal are not associated, with the provision of par-
ticular Government services. However, certain existing excises on
transportation are in effect a charge for the use of facilities and serv-
ices provided by the Government. In these cases, I am proposing
changes in user charges for transportation so that different modes of
transportation can compete on more equitable and efficient terms and
users of special Government services will pay a greater share of the
costs.

The estimated cost of completing the Interstate Highway System—
which is financed by highway user taxes—has recently been increased
by $5.8 billion. To avoid serious delay in completing the system,
while remaining on a pay-as-you-go basis, I will include in my excise
tax proposals specific recommendations for increasing certain high-
way user charges.
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THE BUDGET MESSAGE OF THE PRESIDENT 15

In contrast to the users of the highways, the users of the airways
and inland waterways bear considerably less than the full cost of the
Government investments and services provided them. Accordingly, I
am recommending increased or new taxes on aviation gasoline and jet
fuels and a new tax on air freight for commercial aviation. Eeceipts
from the existing 2-cent tax on aviation gasoline should be kept in the
general fund rather than transferred to the highway trust fund, and
the 5% ticket tax on air passengers should be made permanent. A fuel
tax for inland waterway users is also being proposed.

I will continue to press for other user charges in Government pro-
grams where benefits are provided to specific, identifiable individuals
and businesses. Fairness to all taxpayers demands that those who
enjoy special benefits should bear a greater share of the costs. Legisla-
tion is needed for some of the charges, such as patent and meat in-
spection fees. In other instances, equitable user charges will be in-
stituted through administrative action.

I will also present recommendations to correct certain abuses in the
tax-exempt privileges enjoyed by private foundations.

NEW OBLIGATIONAL AUTHORITY

This budget includes new obligational authority for 1966 of $106.4
billion in the administrative budget.

• $93.5 billion of this requires congressional action this year.
• $12.9 billion represents permanent authorizations that do not re-
quire further congressional action, mainly the appropriation for
interest on the public debt.
Most of the $34.5 billion in new obligational authority recommended

for 1966 for trust funds represents revenues from special taxes which
are automatically appropriated.

NEW OBLIGATIONAL AUTHORITY

[Fiscal years. In billions]

Description 1964
actual

1965
estimate

1966
estimate

Total authorizations requiring current action by Congress:

Administrative budget funds

Trust funds
Total authorizations not requiring current action by Congress:

Administrative budget funds _

Trust funds _
Total new obligational authority:

Administrative budget funds
Trust funds _ _

$87.9
.4

13.2
31.2

101.1
31.5

$94.5
1.4

12.8
30.3

107.3
31.8

$93.5
.5

12.9
34.0

106.4
34.5
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16 THE BUDGET FOR FISCAL YEAR 1966

The 1965 estimate in the administrative budget includes $6.0 billion
of recommended supplemental authorizations. These authorizations
will provide funds for several programs for which I am requesting
immediate consideration and enactment—for example, housing activi-
ties and aid to Appalachia. The new obligations! authority and re-
lated expenditures under these supplemental proposals are reflected
fully in the estimates presented in this budget.

FEDERAL PROGRAMS AND EXPENDITURES

The soundness of a budget can only be judged by the merits of the
programs it proposes and the levels of expenditure it recommends.
For both old and new programs, merit turns on a weighing of bene-
fits against costs. In constructing this budget, I have tried to apply
this approach to the entire range of Government operations.

PAYMENTS TO THE PUBLIC

[Fiscal years. In billions]

Function 1964 1965 1966

Administrative budget expenditures:
National defense .
International affairs and finance *

Of which Food for Peace
Space research and technology
Agriculture and agricultural resources (not including Food for

Peace)i _,
Natural resources
Commerce and transportation
Housing and community development
Health, labor, and welfare
Education
Veterans benefits and services
I nterest .
General government
Allowance for Appalachia
Allowance for contingencies
Interfund transactions (deduct)

Total administrative budget expenditures.

Trust fund expenditures:
Health, labor, and welfare
Commerce and transportation
National defense
Housing and community development.
Veterans benefits and services
All other
Interfund transactions (deduct)

Total trust fund expenditures

Intragovernmental transactions and other adjustments (deduct).

Total payments to the public

$54.2
3.7

(1.7)
4.2

5.6
2.5
3.0

- . 1
5.5
1.3
5.5

10.8
2.3

.7

97.7

22.7
3.5

.5
1.9
.7
.1
.5

28.9

6.2

120.3

$52.2
4.0

(1.7)
4.9

4.5
2.7
3.4

- . 3
6.2
1.5
5.4

11.3
2.4
*

.1

.8

97.5

23.4
3.9

.8

.2

.6

.6

.6

29.0

5.1

121.4

$51.6
4.0

3.9
2.7
2.8
*
8.3
2.7
4.6

11.6
2.5

.1

.4

.6

99.7

26.5
3.7
1.0
.8
.5

1.0
.6

32.9

5.2

127.4

"Less than $50 million.
1 See General Notes, page 4, item 4.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1966



THE BUDGET MESSAGE OF THE PRESIDENT 17

As the year unfolds, developments may occur which call for prompt
action by the Government. This is particularly true in international
affairs, in the civil supersonic aircraft program, and in moving ahead
with the recommendations resulting from various studies and analyses
I am requesting, such as that related to military and civilian pay.

Specific legislation and appropriations to meet such contingencies
will be proposed as needed, but the amounts which may be required
cannot now be estimated with any confidence. The budget therefore
includes an allowance for contingencies of $650 million in new obliga-
tional authority and $400 million in expenditures. These amounts
are larger than is customary. Their inclusion makes it clear that the
budget totals are intended to provide adequately for meeting new
needs that may arise or seizing new opportunities that may be pre-
sented.

Here are the highlights of my expenditure recommendations:

National defense.—We cannot afford second-best defense forces.
Neither can we afford to be wasteful.

Our defense forces have reached new levels of strength. With the
rapid strides made in the past 4 years and the future gains already
scheduled, our powerful modern forces will be adequate to their tasks
for years to come. In cooperation with our allies, we have now pro-
vided for:

• Forces able to deter nuclear attack.
• Forces able to counter conventional aggression and prevent the
piecemeal erosion of the free world.
• Forces, in short, able to promote peace.
We still have improvements to make. We must maintain a strong

research and development program to insure that our forces are
always the most modern in the world.

The 1966 budget fully provides for these needs.
However, we are able to reduce our defense expenditures in 1966

because:
• The buildup of our forces which started in 1961 is nearly complete.
• The vigorous cost reduction program of the Department of De-
fense is producing large savings.
• Less effective and less economical forces are being retired or re-
duced as promptly as possible.

International affairs and finance.—We cannot achieve lasting
world peace with armaments alone. Nor can greater worldwide
prosperity be bought with money alone. These goals will be achieved
only through the hard work, patience, understanding, and strength of
men of good will everywhere.

750-000 O—65 2
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18 THE BUDGET FOR FISCAL YEAR 19 66

Yet it is essential that we continue to put our best energies and
some of our vast economic resources to work in solving the problems
the world faces today. Prudent and careful expenditures for our
international programs can help to keep men free, to promote under-
standing, and to substitute cooperation and negotiation for force in
world affairs.

The 1966 budget calls for only a very modest increase in foreign
economic assistance expenditures. With these funds, we will continue
to concentrate our aid efforts in those less developed countries that are
demonstrating the will and determination required to achieve political
stability and economic growth.

We shall maintain our firm commitment to the Alliance for
Progress—the focus of our efforts to achieve unity and understanding
in this hemisphere. As an important part of this commitment, I
recommend prompt action to permit our participation in the expansion
of the Inter-American Development Bank.

This budget also enables us to:
• Continue our participation in and support for the United
Nations.
• Maintain an adequate and alert network of diplomatic posts
around the world.
• Improve our overseas information activities, so that others may
know us not just as a rich nation, but as a free and responsible nation
as well.
• Expand the Peace Corps, by now a proven experiment in inter-
national cooperation.

In an important step to strengthen the free world's financial system,
the members of the International Monetary Fund are considering an
increase in quotas. Upon completion of these discussions, expected
shortly, I shall recommend that the Congress authorize promptly the
funds needed to provide the U.S. share of this increase.

Space research and technology.—This Nation has embarked on a
bold program of space exploration and research which holds promise
of rich rewards in many fields of American life. Our boldness is
clearly indicated by the broad scope of our program and by our intent
to send men to the moon within this decade.

The costs are high—as we knew they would be when we launched
this effort. We have seen a rise in annual expenditures for the space
program from less than one-half billion dollars in 1960 to over $4
billion in 1964.
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$955 1956 1957 1958 1959 I960 1961 1962 1963 1964 1965 1966

Expenditures are continuing to increase. However, we have built up
momentum and are concentrating on our highest priority goals.
Therefore, we will no longer need to increase space outlays by huge
sums each year in order to meet our present objectives.

This budget proposes that expenditures increase by $200 million in
1966 over 1965. This is the smallest annual increase since 1959. The
new obligational authority requested is about the same as enacted for
1965.

Agriculture and agricultural resources.—The increased produc-
tive efficiency of our farms has contributed greatly to growth of the
national economy. This efficiency, in turn, has contributed, along
with our high per capita income, to making us the best-fed nation in
the world, while men are leaving farms and entering other occupations.

However, because of lack of adequate employment opportunities, the
rapidly declining need for people to operate our farms has also meant
low incomes for all too many of our rural families. We must there-
fore find ways to help provide a greater share of our national pros-
perity for those rural families that do not farm or who can no longer
look to farming as a sole source of income.

Progress toward this goal will be made both through broader pro-
grams to fight poverty and through programs specially aimed at in-
creasing economic opportunities and improving living conditions for
rural people. The latter include a proposal for an insured loan
program which will help provide more and better housing in rural
areas.
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2 0 THE BUDGET FOR FISCAL YEAR 1966

I shall shortly transmit to the Congress my recommendations to
continue and improve our farm commodity programs.

For the longer run, we need to explore new approaches to the prob-
lems with which the farm commodity programs are designed to deal.

I have directed the Secretary of Agriculture to make a compre-
hensive review of the kinds of programs needed for the changing
farm economy. I strongly believe that programs can be designed that
will continue the national benefit from our present highly efficient
commercial agriculture, bolster farm income, put less burden on the
Federal budget, and direct more of our effort to the problems of low-
income farmers.

Natural resources.—During its last session, the Congress passed
a number of far-reaching laws that will advance significantly the de-
velopment, conservation, and use of our natural resources. They in-
clude the Land and Water Conservation Fund Act, the Wilderness
Act, and the Water Resources Research Act. The 1966 budget will
implement these measures.

The budget also recommends the start of 37 new projects by the
Corps of Engineers, 9 new projects by the Bureau of Reclamation, and
5 new projects by the Tennessee Valley Authority.

About two-thirds of the total expenditures for natural resources
will be used to continue construction and operation of projects to pro-
vide water, control floods, improve navigation, and generate power.

Increased attention has been focused in recent years on the impor-
tance of the wise use and conservation of our water resources. Federal
investment in water and related resources development has grown
sharply—and is expected to grow further in the period ahead.

Urban, industrial, and recreational requirements for water have
increased greatly in recent years and will continue to increase as
our economy grows. The relative priorities of many historic water
uses, including cropland, are changing. The implications of the
changing needs for water resources programs and the most effective
means of achieving our objectives are under intensified review to meet
changing priorities.

The budget provides for a major expansion in research to develop
improved technology for desalting water, including the use of nuclear
energy. This program holds important promise in a world where
water is a key to economic development and well-being.

I am also again recommending legislation to authorize river basin
planning commissions and grants to States for planning the best use
of water resources.

Nuclear energy will become increasingly important in meeting the
rapidly growing demand for electric power. Power reactors must be
improved, however, to make better use of nuclear fuel resources than
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they do today, as well as to provide economical electricity. In 1966,
the Atomic Energy Commission plans to join with non-Federal
groups in the construction of two different advanced power reactors
which incorporate substantial improvements over those now in use.

The Commission is also working toward the long-range objective
of high-gain breeder reactors which produce significantly more fuel
than they consume. These breeders would insure a tremendous energy
source for centuries to come.

Commerce and transportation.—The vitality of the millions of
privately owned businesses is essential to our continued economic de-
velopment. The Federal Government will continue to provide exten-
sive encouragement toward this end.

In the depressed areas of our Nation, we must create a constructive
partnership between industry and government which will improve
opportunities for new investment and new jobs.

I urge prompt congressional action to:
• Extend the program begun by the Area Redevelopment Act of
1961, now scheduled to expire on June 30,1965.
• Amend the act so that Federal aids can be concentrated in areas
of greatest need and can emphasize the most effective types of assist-
ance.

If the Nation is to have a truly efficient system of transportation, we
must revise the traditional Government programs of regulation and
operating subsidies to place greater reliance upon the forces of free
competition. My proposals for charging users of Government trans-
portation services a greater share of the costs incurred on their behalf
are consistent with this objective. In addition, my proposals for
transportation will provide for greater emphasis on the recreational
and scenic aspects of our road system.

To encourage long-overdue improvements in surface transportation
in our densely populated regions, I will propose legislation to author-
ize a comprehensive program of technical research and development
on high-speed, intercity surface transport. As a first step, we will
begin demonstrations of possible improvements in existing rail
passenger services in the Northeast Corridor of the Nation.

By increasing efficiency and productivity, the Post Office Depart-
ment has been able to avoid a general increase in postal rates since
calendar year 1962. Despite these efforts, however, significant postal
deficits are now estimated in the current and future years. At my
request, a panel of distinguished citizens will consider whether certain
postal rates should be increased to bring them into line with postal
costs.
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Housing and community development.—The Federal Govern-
ment's role in the Nation's huge annual investment in housing and
community development is largely indirect. The Government insures
savings and loan accounts and mortgages, encouraging private invest-
ment and making large direct Federal investments unnecessary.
Today these insurance programs are involved in about half of the
homes purchased or being built.

Yet, some direct Federal aid is, and will remain, necessary. This
type of aid gives incentives to forward-looking communities, lenders
and builders, and private citizens, who share the national concern over
the unsatisfactory state of American cities.

In a message on housing and urban development, I will present my
proposals for further extension of the Federal-local-private
partnership in meeting city problems. Revitalized Federal leadership
through a new Department of Housing and Urban Development will
be coupled with increased emphasis on comprehensive local planning.

Federal financial assistance will be offered to:
• Support the neighborhood facilities needed to serve the city's
people.
• Increase the supply of low and moderate income housing.
• Continue the attack on urban blight.
• Encourage better standards of development and more adequate
public facilities at the growing urban fringe.
No recent step in improving the prospects for future urban develop-

ment has been more significant than the enactment of the Urban Mass
Transportation Act of 1964. To extend similar opportunities to the
local communities of the National Capital region, I urge authori-
zation of the special Federal assistance required to provide the
nucleus of an adequate system of high-speed urban transportation
for this area.

Health, labor, and welfare.—The Economic Opportunity Act of
1964 rededicated the Nation to a vigorous attack on the causes of the
poverty which grips one-fifth of our population—including 15 million
children. Our objective is to mobilize local, State, and Federal
resources in a coordinated effort to assist the poor—especially children
and youth—to achieve a better life.

The 1966 budget provides for almost doubling the new obligational
authority and quadrupling the expenditures for this effort. These
funds will:

• Support 300 urban and rural community action programs.
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• Provide work opportunities, remedial education, and vocational
training for 330,000 youths in the Job Corps and the Neighborhood
Youth Corps.
• Provide work-study opportunities for 100,000 needy college
students and work experience for 110,000 unemployed adults.
• Support the Volunteers in Service to America (VISTA); finance
literacy training for adults; and assist migrant workers, farmers,
and other low-income rural families.

To improve health care and facilities for the American people, the
1966 budget includes new proposals for:

• Hospital insurance for the aged under social security.
• Multipurpose regional medical centers to provide the most
advanced diagnosis and treatment for heart disease, cancer, stroke,
and other major diseases.
• Grants for operating expenses of medical and dental schools.
• Initial staffing of community mental health centers.
• Improved medical diagnostic and treatment services for preschool
and school age children and youth.
• Grants for projects to reduce water pollution caused by combined
storm and sanitary sewers.
• Increased aid to State and local air and water pollution control
agencies for research and for more vigorous enforcement.
Our social security system provides needed day-in and day-out

support to the millions who have contributed to it during their work-
ing years. This system needs strengthening.

In addition to hospital insurance for the aged, I am proposing legis-
lation to provide ail average 7% increase in social security bene-
fits, retroactive to January 1, 1965. The increase in benefit payments
will amount to about $2 billion in 1966.

I am proposing legislation to authorize long overdue improvements
in the unemployment insurance system.

Improvements are also needed in our public assistance and man-
power training programs.

Legislation will be recommended to increase the Federal share of
public assistance payments, establish a program of medical care for
children in families unable to afford such care, and authorize payments
for needy aged persons in mental and tuberculosis hospitals.

Recommendations will also be made to broaden the Manpower
Development and Training Act and increase the Federal share of
project costs to 90% from the 66% which would go into effect under
present law in 1966.
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Education.—Among the unfinished tasks of our Nation, the im-
provement of education deserves first priority.

I t is our primary weapon in the war on poverty and the principal
tool for building a Great Society.

This budget recognizes the increasing Federal responsibility to ex-
pand educational opportunity for all people and at all levels. I t
provides an increase in 1966 of over 60% in new obligational au-
thority and over 75% in outlays. The programs of the Office of Edu-
cation alone are more than doubled in 1966.

EDUCATION PROGRAMS IN THE 1966 BUDGET

[Fiscal

Agency or program

Office of Education:
Elementary/secondary
Higher _
Vocational and other.

Subtotal, Office of Education
National Science Foundation
Other education programs

Total, education
Present programs _
Proposed legislation

years. In millions

New obligational a

1964

$407
164
130

702
353
475

1,530
(1,530)

1965

$488
668
345

1,500
420
599

2,519
(2,519)

uthority

1966

$1,765
1,167

449

3,381
530
192

4,103
(2,588)
(1,515)

Expenditures

1964

$404
150
106

660
310
369

1,339
(1,339)

1965

$408
182
186

776
325
408

1,509
(1,509)

1966

$971
496
326

1,792
405
466

2,663
(2,063)

(600)

The 88th Congress enacted more education legislation than any pre-
vious Congress. About 30% of the estimated increase in expendi-
tures for education in 1966 is to carry out the Higher Education
Facilities Act of 1963, the Vocational Education Act of 1963, the
Library Services and Construction Act of 1964, and the National
Defense Education Act Amendments of 1964.

But much remains to be done. Federal aid to meet critical needs in
elementary and secondary education has not been enacted. Such aid is
vital if we are to end the situation in which children are handicapped
for life because they happen to live in communities which cannot sup-
port good schools.

The program I am proposing emphasizes assistance to improve
elementary and secondary education, particularly for children who
live in poverty. It will step up research in education and help schools
and communities to provide wider educational opportunities for all.
It will also strengthen higher education by expanding assistance to
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colleges and to college students. My proposals were presented more
fully in a special message on education.

I also propose to expand present programs of support for academic
reiSearch and science education. In 1966, expenditures by the National
Science Foundation will increase by 25%, primarily to help provide an
adequate rate of growth in Federal support for basic research in uni-
versities. Consistent with these objectives, I recommend that the
Congress remove its restrictions on payments to universities for in-
direct costs of research grants.

Veterans benefits and services.—Veterans benefits and services
under the basic, continuing compensation, pension, and medical care
programs will be at record levels in 1966.

• Nearly 4% million veterans or their survivors will receive com-
pensation and pension payments.
• 690,000 veterans will be admitted to hospitals, domiciliary homes,
or nursing homes.
Legislation enacted in 1964 by the 88th Congress to increase pension

rates and to establish new nursing home programs will entail expendi-
tures in 1966 of more than $100 million.

In line with the trend of recent years, an increasing part of the
expenditures for veterans will be for non-service-connected benefits
and services. As we continue to improve our social security and health
protection programs, we should place greater reliance on these pro-
grams for meeting veterans needs not connected with their military
service. Our major emphasis in veterans programs should be concen-
trated on meeting fully our obligation to those who were disabled in
the defense of the country and to their dependents and survivors.

The Appalachian region.—The Appalachian region of the United
States has not shared fully in the great growth and prosperity enjoyed
by the Nation as a whole. The 16 million people of this 165,000-
square-mile area deserve a better opportunity to improve their region.

Many of the education, health, housing, and economic opportunity
programs already outlined in the budget will help to overcome the
problems brought on by chronic poverty. We need to make the most
effective use of these programs. But a special effort is required to help
this region. This means that Federal, State, local, and private institu-
tions must combine to:

• Improve access to the region.
• Develop its natural resources.
• Promote better employment opportunities for its people.
I urge the enactment of legislation to make this possible.
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Employee pay*—In preparing this budget, I have given close atten-
tion to the matter of Government pay.

Federal pay raises in the past 3 years have moved us much nearer
to realizing the principle that civilian pay rates should be comparable
to those in private enterprise for the same levels of work and that
changes in pay and allowances of members of the uniformed forces
should keep pace with advances in the general economy. These poli-
cies have been firmly established after careful congressional review.
Taken together, they assure that civilian and military pay are effec-
tively interrelated and maintained at rates which are fair to taxpayers
and to Federal employees.

I believe, however, that it is equally essential to assure that any
proposals for further pay adjustments during this calendar year ac-
curately reflect pay developments in the private economy and be com-
patible with our national wage and price objectives.

For these reasons, I am appointing a special panel to make a prompt
review of the present situation. This panel will be composed equally
of distinguished public members and officers of the executive branch.
I t will report to me on April 1, 1965, after which I will make a
recommendation to the Congress. Provision has been made in the
allowance for contingencies for a possible military and civilian pay
increase.

PUBLIC DEBT

Changes in the amount of public debt from year to year reflect pri-
marily the amount of the budget surplus or deficit. Based on the esti-
mates presented in this budget, the debt on June 30, 1965, will be
$316.9 billion and on June 30,1966, $322.5 billion.

PUBLIC DEBT AT END OF YEAR
[Fiscal years. In billions]

Description

Owned by Federal agencies and trust funds.
Owned privately and by Federal Reserve

banks _„

Total

1963
actual

$57.9

248.6

306.5

1964
actual

$60.7

251.8

312.5

1965
estimate

$62.5

254.4

316.9

1966
estimate

$64.4

258.1

322.5

Note.—For further details see table 11 in part 2 of this document.

Under present law, the temporary debt limit of $324 billion will
continue in effect through June 30,1965. Then—if no action is taken—
the permanent legislative ceiling of $285 billion will again become
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effective. It will be necessary, therefore, to raise the legal debt ceiling
before that date.

The size of the debt limit needed is strongly affected by the seasonal
pattern of Federal receipts and expenditures. Since receipts are al-
ways larger in the last half of the fiscal year, the public debt during
1966 will, from time to time, exceed the level presently estimated for
June 30,1966.

These seasonal fluctuations will require a higher debt limit than
would be necessary if we had only to consider the amount of debt at
the end of the fiscal year.

The need for flexibility in managing the debt must also be considered
in fixing the debt limit. The Treasury generally borrows relatively
large amounts of cash at periodic intervals during the year. These
sizable financing operations are—and should be—carefully timed to
take full advantage of favorable market conditions when they exist.

REDUCING GOVERNMENT COSTS

As we focus attention on improving the quality of American life,
we must also see to the quality of American Government.

The tasks we face are formidable. They require new dedication,
new vision, and new skills. We have neither the resources nor the
right to saddle our people with unproductive and inefficient Govern-
ment organization, services, or practices.
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This must be a year of renewal—a year that will be long remembered
for what we accomplish in bringing the public service to its highest
state of readiness.

To realize this renewal, action will be necessary on a wide front.
I pledge that this administration will strive to conduct the work of
the Government by the same exacting standards that would apply in
the most expertly managed private business.

Government organization,—We must reorganize and modernize the
structure of the executive branch in order to focus responsibilities and
increase efficiency. I will shortly propose certain reorganizations
which will constitute the initial and most urgent steps that I deem
necessary to consolidate functions and strengthen coordination of
related activities.

I will ask that permanent reorganization authority be granted to the
President to initiate improvements in Government organization,
subject to the disapproval of the Congress.

Controlling employment.—In this budget, as in the budget for 1965,
I have insisted upon stringent criteria to control the growth of Federal
civilian employment. I t is important that we have enough people to
carry on the Government's business efficiently, but we must also see that
we have no more employees than we need.

Realistic guidelines and goals have been established to aid admin-
istrators in the effective management of the Government's large and
diverse work force. Controls on employment have been established
for each agency. To remove the guesswork from determination of
employment needs, agencies are installing improved work measure-
ment systems, and the Bureau of the Budget is providing advice and
assistance in introducing measures of productivity into agency man-
agement systems. The result of such efforts has been and will con-
tinue to be a reduction in the size of the Federal work force relative
to the work being accomplished. The effectiveness of these controls
may be seen in the fact that had Federal civilian employment kept its
1955 relationship to total population, Federal employees would have
totaled 2,747,000 on June 30,1964, more than 275,000 above the actual
number as of that date.

Modest and highly selective increases in employment are proposed
in the budget for 1966, mainly to carry out new and expanded pro-
grams recommended in this budget and to reduce excessive overtime
in the Post Office Department. At the same time, we will take full
advantage of every opportunity to keep the work force at minimum
levels by eliminating functions, consolidating operations, closing un-
necessary offices and installations, and abolishing vacancies. Total
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employment Total, Federal Government, State and Local Government

lian employment proposed for 1966 is about 1% above the totals for
current year, and I am confident that we will be able to keep actual
)loyment somewhat below these estimates.

ranagement improvement and cost reduction.—The past year has
i a successful one from the standpoint of improved management
cost reduction. Next year will be still better.
ed by the outstanding performance of the Department of Defense,
'eminent agencies last year undertook cost reductions that saved
ost $3.5 billion. These economies were not easy to come by. They
e resulted from the concentrated work of Government officials and
)loyees in all agencies, large and small. They reflect a wide variety
ctions ranging from the abolition of reports and other publications
he introduction of computers, the application of modern business
ipment, the adoption of new purchasing methods, and decisions to
e major installations.
am counting heavily on the continuation and acceleration of cost
notion and management improvement efforts. Every dollar saved
his way can be put to better use in carrying on more urgent busi-
5. And today every dollar is important. Among other things,
nust:

Continue our war on excessive paperwork.

Increase our capacity to find and correct management weaknesses
iroughout the Government.
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• Reexamine our career services, making certain that they are all
they should be with respect to selection, training, placement, promo-
tion, rotation, retirement, and removal.

• Seek legislation that will remove legal barriers to efficient opera-
tion.
I have instructed the Director of the Bureau of the Budget to

give direction to a comprehensive, Government-wide cost reduction
program to be put into effect in every department and agency. In gen-
eral, this program will require the head of each agency to:

• Take personal charge of cost reduction efforts.

• Set specific goals for reductions in cost.

• Reassess priorities for all programs and operations.

• Identify and remove roadblocks to economy.

• Verify reported savings.

I believe the Congress and the American people approve my goals
of economy and efficiency. I believe they are as opposed to waste as
I am. We can and will eliminate it.

CONCLUSION

Since I sent you my first budget a year ago:
• 4 million Americans have been born.
• 3.2 million young people have reached college age.
• 1.7 million new families have been formed.
• 1.3 million persons have entered the labor force.
• 1.5 million persons have reached retirement age.
Thus, our Nation faces growing responsibilities. But we also possess

growing resources to meet them.
One result of our expanding economy is a larger revenue potential.

This means a potential for:
• Necessary increases in Federal expenditures.
• Reductions in taxes.
• Reductions in the public debt.
No one of these goals is paramount at all times. Each must be bal-

anced against the others to assure our continued progress toward a
Great Society.
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This progress does not rest on economic growth alone. It is aimed
at improving the quality of our way of life. And it is aimed at insur-
ing that all Americans share in this way of life.

The Federal Government must do its part.
This does not mean simply spending more.
It does mean spending more on some new and vital activities. But

it also means cutting back or eliminating activities which are less
urgent or no longer necessary.

Where there is waste, to end it; where there are needs, to meet
them; where there are just hopes, to move toward their fullfillment—
that is the object of the budget which I now submit to your
consideration.

LYNDON B. JOHNSON.
January 25, 1965.
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:
With this message I transmit to you today the budget of the United

States of America for the fiscal year 1967.
A budget is not simply a schedule of financial accounts.
It is a program for action.
The program of the Federal Government which this budget recom-

mends is grounded on these fundamental premises:
• In international affairs we are determined to seek peace with every
means at our command

—but we are fully prepared to meet the costs of opposing
aggression.

• In domestic affairs we are determined to press confidently forward
toward the Great Society

—but we shall do so in an orderly and responsible way, and at a
pace which reflects the claims of our commitments in Southeast
Asia upon the Nation's resources.

The budget for 1967 bears the strong imprint of the troubled world
we live in.

It provides the funds we now foresee as necessary to meet our com-
mitments in Southeast Asia. If our efforts to secure an honorable
peace bear fruit, these funds need not be spent. Yet it would be folly
to present a budget which inadequately provided for the military and
economic costs of sustaining our forces in Vietnam. And those costs
are substantial.

In this setting I have sought to frame a balanced program.
• We are a rich nation and can afford to make progress at home
while meeting obligations abroad—in fact, we can afford no other
course if we are to remain strong. For this reason, I have not halted
progress in the new and vital Great Society programs in order to
finance the costs of our efforts in Southeast Asia.
• But even a prosperous nation cannot meet all its goals all at
once. For this reason, the rate of advance in the new programs has
been held below what might have been proposed in less troubled
times, many older and lower priority activities have been reduced
or eliminated, and economies have been sought in every operation of
the Government.
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• At the same time, I want to insure that the necessary increase in
budget expenditures is so financed as to promote economic stability.
For this reason, I am proposing several tax measures designed to in-
crease Federal revenues.
With this balanced program we can:
• Meet our international responsibilities with firmness.
• Maintain continued prosperity and economic stability at home.
• liaise the productivity, earnings, and living standards of our
poorer citizens.
• Improve the quality of life for all citizens.
• Preserve and protect our national resources for the generations
to come.
And we can achieve these ends without unduly straining our eco-

nomic resources or impairing our steady economic expansion.

THE BUDGET AND ECONOMIC GROWTH

The unprecedented and uninterrupted economic growth of the past
5 years has clearly demonstrated the contribution that appropriate
fiscal action can make to national prosperity. Aided by the judicious
use of tax and expenditure policy, the Nation continues to benefit from
the longest period of sustained economic growth since the end of World
War I I .

With proper policies, this growth will extend through the current
calendar year and beyond. In calendar year 1966, the Nation's out-
put of goods and services—the gross national product—is expected to
grow by $46 billion over 1965, reaching $722 billion, plus or minus
$5 billion. This increase will follow on the heels of last year's healthy
growth, when the real gross national product advanced by 5 ^ % .
During that year:

• Nearly 2 ^ million additional jobs were created.
• Countless new and previously idle plants and machines were drawn
into productive use.
• Consumer and business incomes reached record levels.
• The unemployment rate fell to 4.1%, the lowest in more than 8
years.
A growing economy provides rising Federal revenues and expand-

ing economic resources both for meeting our military and international
commitments and for moving closer to our Great Society goals. But
this does not relieve us of the obligation to weigh expenditure decisions
carefully and carry them out efficiently. Inflation need not be the
price of social progress; nor should it be a cost of defending freedom.

Our fiscal and monetary policies must also be designed to help reduce
further the balance of payments deficit. During the past calendar
year, the deficit declined by more than half from the preceding year.
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Private banks and other businesses contributed significantly in a
variety of ways through voluntary programs announced last February.
In addition, the Federal Government has been eliminating or reducing
payments abroad wherever possible and consistent with essential pro-
gram requirements. We will continue these efforts.

FISCAL PROGRAM

This budget presents a responsible fiscal program. It accom-
modates our foreign and domestic responsibilities in an environment
of strong but noninflationary economic growth.

The 1967 fiscal program consists of the following elements:

First, apart from the special costs of operations in Southeast Asia,
increases in Federal expenditures for high priority Great Society
programs and for unavoidable workload growth have been largely
offset by reductions in lower priority programs, management im-
provements, and other measures. As a consequence, total regular
administrative budget expenditures—i.e., outside of special Vietnam
costs—rise by only $0.6 billion between 1966 and 1967—and this in-
crease is virtually the same amount as the congressional additions to
my 1965 pay proposals for military and civilian employees.

Second, I propose to supplement the expansion of Federal revenues
which is a consequence of economic growth by a series of tax measures
which will yield $1.2 billion in fiscal year 1966 and $4.8 billion in
1967 :

• A plan for improving the pay-as-you-go effectiveness of the
withholding system on personal income taxes.
• A corresponding plan to accelerate the transition of corporate in-
come tax payments to a full pay-as-you-go basis.
• A temporary reinstatement of the excise taxes on passenger
automobiles and telephone service which were reduced at the begin-
ning of this calendar year and deferral of the further reductions
scheduled in the future.

Third, the combined increase in revenues from economic growth and
from my tax proposals will amount to $11.0 billion in 1967. This is
substantially larger than the growth in administrative budget ex-
penditures. In fact, it virtually covers the total special costs of oper-
ations in Vietnam as well as the small increase in regular budget
expenditures from 1966 to 1967.

Fourth, as a consequence, the overall 1967 deficit in the administra-
tive budget is $1.8 billion, sharply lower than in 1966 and the smallest
deficit in 7 years, despite the added costs we are incurring in Southeast
Asia.
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Fifth, on a consolidated cash basis—which is the most comprehensive
measure of budget totals—the 1967 budget will show a surplus of $0.5
billion,

No one can firmly predict the course of events in Southeast Asia.
They depend not only upon our own actions but upon those of our ad-
versaries. As a consequence, ultimate budgetary requirements could
be either higher or lower than amounts I am now requesting. Prior
experience shows that such estimates are extremely difficult to make.
During the Korean war, for example, actual military expenditures
fell substantially below the original budget estimate. The amounts
which I am presenting here reflect the best judgment which can be
made at this point in time.

Because of the uncertainties inherent in this situation, the 1967
budget is designed to provide flexibility of response to changing con-
ditions. In the new programs authorized by Congress in the last
several years, we have an effective array of weapons to attack the
major domestic problems confronting the American people—in the
fields of health, education, poverty, housing, community development,
and beautification. The 1967 budget provides funds to press forward
vigorously with these new programs. But because of the costs of
maintaining our commitment in Vietnam, those funds are, in many
cases, less than the maximum authorized in the enabling legislation.
Should our efforts to find peace in Vietnam prevail, we can rapidly
adjust the budget to make even faster progress in the use of these new
programs for the solution of our domestic problems.

If, on other hand, events in Southeast Asia so develop that additional
funds are required, I will not hesitate to request the necessary sums.
And should that contingency arise, or should unforeseen inflationary
pressures develop, I will propose such fiscal actions as are appropriate
to maintain economic stability.

BUDGET SUMMARY

Administrative budget.—Administrative budget expenditures in the
fiscal year 1967 are estimated at $112.8 billion, an increase of $6.4
billion over 1966. Apart from the special military and economic
assistance costs in Vietnam, expenditures for the regular programs of
the Federal Government in 1967 are estimated at $102.3 billion, a
rise of $0.6 billion from 1966, only six-tenths of one percent.

Administrative budget receipts are also expected to increase in 1967,
to $111.0 billion. Of the $11.0 billion increase over 1966, $3.6
billion results from the tax measures I am proposing. Most of
the remainder results from the sound and orderly economic growth
expected for calendar year 1966,
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THE BUDGET MESSAGE OF THE PRESIDENT 11

Excluding both special Vietnam costs and the recommended tax
measures, the 1967 administrative budget could have been in surplus.
When I urged the Congress to enact the Revenue Act of 1964,1 stated
that the growth in economic activity yielded by the tax reduction, in
combination with economy and efficiency in Government expenditures,
would lead to a balanced budget in a prosperous economy. Barring
the then unforeseen costs we are incurring in Southeast Asia, that fore-
cast remains a correct one.

SUMMARY OF FEDERAL RECEIPTS AND PAYMENTS

[Fiscal years. In billions]

Description 1965
actual

1966 1967

FEDERAL RECEIPTS

Administrative budget receipts

Trust fund receipts
Deduct: Intragovernmental transactions and other adjustments.

Total cash receipts from the public

$93.1
31.0
4.4

$100.0
33.5
5.4

119.7 128.2

Deduct: Loans, differences in coverage, and other adjustments. _
Add: Cash to accrual basis and other adjustments

1.0
.9

National income account receipts—Federal sector

FEDERAL PAYMENTS

Administrative budget expenditures
Excluding special Vietnam costs

Trust fund expenditures (including Government-sponsored en-
terprises)

Deduct: Intragovernmental transactions and other adjustments. _

Total cash payments to the public.
Excluding special Vietnam costs..

119.6 128.8

96.5
(96.4)

29.6
3.7

106.4
{101.7)

33.8
5.2

122.4
(122.3)

135.0
(130.3)

Deduct: Loans, differences in coverage, and other adjustments. _
Add: Cash to accrual basis and other adjustments

5.8
1.7

4.0

National income account expenditures—Federal sector
Excluding special Vietnam costs

118.3
(118.2)

131.0
(126.3)

EXCESS OF RECEIPTS (+ ) OR PAYMENTS ( - )

Including special Vietnam costs:
Administrative budget
Receipts from and payments to the public
National income accounts—Federal sector

- 3 . 4
- 2 . 7
+1.2

-6.4
-6.9
-2.2

$111.0
41.6
7.1

145.5

.7
- 2 . 6

142.2

112.8
(102.3)

37.9
5.7

145.0
(134.5)

1.6
- . 7

142.7
(132.2)

- 1 . 8
+.5
- . 5
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12 THE BUDGET FOR FISCAL YEAR 1967

Consolidated cash statement.—The administrative budget does not
include a number of important Federal activities which are financed
through trust funds, such as social security, medical care for the
aged, and aid for highway construction. A more complete measure
of the Government's finances is the consolidated cash budget which
covers all of the Government's programs and transactions with the
public.

Total payments to the public on the consolidated cash basis are esti-
mated at $145.0 billion in fiscal year 1967, an increase of $10.0 billion
over 1966. Excluding special Vietnam costs, cash payments are esti-
mated to rise by $4.2 billion in 1967, primarily because of the recently
enacted hospital and medical insurance programs for the aged which
begin in 1967 and are being financed in large part by special taxes.

Total receipts from the public are estimated to be $145.5 billion in
1967, an increase of $17.4 billion over 1966. Of the total in 1967, $6.5
billion represents the yield from special trust fund taxes that were
recently enacted or are proposed in this budget.

so .pP^^G^Not^ol Product

Federal sector, national income accounts.—A third measure of Fed-
eral finance is based on the national income accounts. This concept
is designed to indicate the direct impact of Federal fiscal activity on
the economy. In this set of accounts, Federal receipts and expendi-
tures, including trust fund transactions, are generally estimated on
an accrual rather than a cash basis. In addition, purely financial
transactions are excluded because they do not directly result in cur-
rent output and income. Total Federal sector receipts and expendi-
tures are estimated to show a deficit of $2.2 billion in 1966 and $0.5
billion in 1967.
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THE BUDGET MESSAGE OF THE PRESIDENT 13

FEDERAL REVENUES

Since 1962, private demands for investment and consumption have
been stimulated by several major tax revisions. The stimulus resulting
from these tax changes has been the single strongest contributor to 5
full years of sustained economic growth. In the current year, private
wage earners and investors are benefiting from tax reductions totaling
$20 billion as a result of:

• The Revenue Act of 1962, highlighting an investment tax credit
for business.

• Liberalized depreciation allowances.

• The Revenue Act of 1964, providing a record cut in personal and
corporate income tax rates.

• The Excise Tax Act of 1965, authorizing a broad program to
abolish most Federal excise taxes and reduce others.
Despite this massive tax reduction, administrative budget receipts

under existing legislation are estimated to be about $21 billion greater
in 1966 than they were 5 years earlier in 1961. This increase is more
than double the increase during the previous 5 years, when there were
no significant tax cuts. Thus, we have a clear illustration of the direct
relationship between tax policies, economic growth, and Federal
revenues.

RECEIPTS FROM THE PUBLIC

[Fiscal years. In billions]

Source 1965
actual

1966
estimate

1967
estimate

Administrative budget receipts:
Individual income taxes
Corporation income taxes
Excise taxes
Other

$48.8
25.5
10.9
7.9

$51.4
29.7
9.2
9.7

$56.2
34.4
8.9

11.5

Total administrative budget receipts. 93.1 100.0 111.0

Trust fund receipts:
Employment taxes
Deposits by States, unemployment insurance-
Excise taxes
Federal employees retirement system
Interest on trust fund investments
Veterans life insurance premiums
Other

16.9
3.1
3.7
2.2
1.8
.5

3.0

18.8
2.9
3.9
2.2
1.8
.5

3.4

24.3
2.9
4.4
2.2
2.0

.5
5.3

Total trust fund receipts

Intragovernmental transactions and other adjustments (deduct) _

Total receipts from the public

31.0 33.5 41.6

4.4 5.4 7.1

119.7 128.2 145.5
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1 4 THE BUDGET FOR FISCAL YEAR 1967

Tax policy, however, must be used flexibly. We must be equally pre-
pared to employ it in restraint of an overly rapid economic expansion
as we were to use it as a stimulus to a lagging economy.

The current situation calls for a modest measure of fiscal restraint.
As a consequence, I am recommending a tax program which consists
primarily of desirable reforms in tax collection procedures, having
the effect of increasing revenues in the current and coming year. In
addition, I am proposing the deferral of certain scheduled excise tax
reductions.

Larger corporations are beginning the third step of a seven-stage
transition to a full pay-as-you-go system for corporate income taxes by
1970. I propose that this transition be accelerated this year and com-
pleted in 1967 to produce increased corporate tax collections of $1.0
billion and $3.2 billion, respectively.

Similarly, higher income individuals now find that withheld taxes
under the existing flat-rate system fail to cover the full tax liability
at the end of the year. Establishment of a graduated withholding
system will increase tax collections by $0.1 billion in fiscal 1966
and $0.4 billion in 1967, without a change in total personal tax
liabilities.

In the case of the self-employment social security tax, individuals
may now elect to make payments annually instead of quarterly. By
requiring these payments to be made quarterly, trust fund receipts will
be increased by $0.1 billion in both fiscal 1966 and fiscal 1967.

Together, these three changes in collection procedure will put higher
income individuals and corporations closer to the full pay-as-you-go
schedules which now apply to moderate and lower income wage earners.

However, it is desirable that the economic impact of these three col-
lection speedup reforms should be supplemented by temporarily re-
scinding reductions in excise tax rates on automobiles and telephone
service which took effect in January of this year and by postponing the
reductions in rates on these items now scheduled to take place in the
future. Together these temporary tax measures will yield $0.1 bil-
lion in 1966 and $1.2 billion in 1967.

An increase in the payroll tax rate and wage base to finance higher
social security benefits and the new hospital insurance programs took
effect on January 1, 1966. A further increase in the rate will occur
on January 1, 1967, under existing law. These increases are expected
to provide additional trust fund receipts of $1.5 billion in fiscal year
1966 and $6.2 billion in 1967.

The nature of many government services is such that they should
be provided without any charge or with only a nominal charge. How-
ever, in certain cases when a Government program provides special
benefits or privileges to specific, identifiable individuals or businesses,
appropriate user charges should be initiated. To this end, legislation
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THE BUDGET MESSAGE OF THE PRESIDENT 1 5

Federal Receipts

SBHIlon.

will be proposed when necessary, and equitable user charges will be
instituted administratively where authority exists to do so.

This budget proposes a number of new or increased charges, the
largest of which are in the transportation field. I again urge the
Congress to enact legislation so that the primary beneficiaries will
defray a larger part of the costs incurred by the Federal Government in
providing transportation facilities and services to these beneficiaries.

Increased highway user charges are essential for completing the
Interstate Highway System on a pay-as-you-go basis and for financing
certain additional activities of importance to highway travelers, such
as safety programs.

The users of the airways bear substantially less than the full cost
of the Government investments and services upon which they rely.
Accordingly, I am recommending an increase in the passenger ticket
tax, increased taxes on fuels used by general aviation, and a new tax
on air freight. Eeceipts from the fuel tax on general aviation which
now go into the highway trust fund should be retained in the general
fund.

The facilities of the inland waterways system, which have been
improved steadily by the Federal Government, presently are available
to general and commercial users free of charge. I propose that they
meet a portion of the cost of the system through a fuel tax.

NEW OBLIGATIONAL AUTHORITY

The recommendations in this budget will require $121.9 billion in
new obligational authority for fiscal year 1967 in the administrative
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16 THE BUDGET FOR FISCAL YEAR 1 9 6 7

budget. The special costs of Vietnam represent $9.1 billion of this
amount.

Of total new obligational authori ty:
• $106.3 billion requires action by the Congress this year.
• $15.6 billion represents permanent authorizations not requiring
further congressional action; the largest of these is for interest on
the public debt.
I n addition to the new obligational authority required for the

administrative budget, $42.6 billion will be available for the trust
funds in 1967, an increase of $7.5 billion from the estimate for 1966.
Most of this is in the form of automatically appropriated revenues
from special taxes.

NEW OBLIGATIONAL AUTHORITY

[Fiscal years. In billions]

Description 1965 1966 1967

Total authorizations requiring current action by Congress:
Administrative budget funds
Trust funds

Total authorizations not requiring current action by Congress:
Administrative budget funds

Trust funds
Total new obligational authority:

Administrative budget funds
Trust funds

$93.6
1.6

13.1
30.4

106.6
32.0

$111.6
.6

14.4
34.4

126.0
35.0

$106.3

1.7

15.6
40.9

121.9
42.6

The total recommended for 1967 in the administrative budget is
$4.1 billion below the estimate for 1966. Most of this decrease—$3.5
billion—is in the Department of Defense (including military assist-
ance) , reflecting the large supplemental appropriations requested for
1966 for financing special Southeast Asia costs.

New obligational authority in 1967 for all other agencies has been
held at or below the 1966 levels wherever possible. The total estimated
decline of $0.6 billion includes a number of significant changes in
the authority requested for individual agencies and programs.

Major decreases other than for the Department of Defense are:
• $1.8 billion for the Department of Agriculture.
• $163 million for the National Aeronautics and Space Administra-
tion.
• $110 million for the Federal Aviation Agency.
• $103 million for the Atomic Energy Commission.
Major increases are:
• $1.4 billion for the Department of Health, Education, and Wel-
fare.
• $750 million for interest on the public debt.
• $316 million for the Office of Economic Opportunity.
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THE BUDGET MESSAGE OF THE PRESIDENT 17

The administrative budget estimate for fiscal year 1966 includes
a recommended $15.8 billion in new obligational authority not
enacted to date. The special Vietnam supplemental represents
$12.8 billion of this total. Other supplemental funds will be re-
quired to finance legislation enacted last year for which no funds have
yet been provided, such as higher military and civilian pay and a
Teacher Corps to help in the education of underprivileged children.
Additional funds wTill also be needed for the Asian Development Bank
and for the new activities authorized by the Elementary and Secondary
Education Act of 1965 and the new hospital and medical insurance
programs for the aged. Finally, relatively uncontrollable veterans
benefits, public assistance grants, and disaster relief will require more
funds than provided by the Congress last year.

FEDERAL PROGRAMS AND EXPENDITURES

The programs proposed in this budget are designed to serve the
national interest to the full extent possible within an expenditure level
appropriate to the time.

Our military needs are heavy. But they have not led us to a short-
sighted policy of abandoning the war on poverty, ignorance, blight,
and disease. We will continue to advance toward our goals for a
Great Society. This budget provides for a significant increase in
programs which attack urgent domestic problems.

To achieve better returns for the taxpayer's dollar, every Govern-
ment activity has been subjected to exacting standards of necessity and
priority. Some have been redirected to increase the benefits they
produce, some have been reduced, and others have been eliminated.
Savings from these actions are permitting greater expansions in pro-
grams of more immediate urgency.

Over the 3 years—from fiscal 1964 to 1967—the structure of the
Federal budget will change substantially. Excluding special Vietnam
costs, total administrative budget expenditures for regular Federal
programs will rise by $4.6 billion, an increase of only l1/2% per year.

Within the total, however, expenditure trends among various pro-
grams are sharply different. Between 1964 and 1967, combined ex-
penditures on major programs directed toward the aims of the Great
Society—

• in health
• in education
• in the war on poverty
• in manpower training
• in housing and community development

will rise by $6.2 billion. Unavoidable interest costs will rise by $2.1
billion. But expenditures on all other activities will decline by $3.7
billion.

200-000 0—66 2

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1967



18 THE BUDGET FOR FISCAL YEAR 1967

THE CHANGING FEDERAL BUDGET

[Fisca

Description

Interest. _
Health, labor, education, housing and

community development, economic
opportunity program, and aid to the
needy

All other

Total

[ years. In billions]

Administrative budget expenditures, excluding special
Vietnam costs

1964
actual

$10.8

6.7
80.2

97.7

1965
actual

$11.4

7.3
77.6

96.4

1966
estimate

$12.1

10.8
78.8

101.7

1967
estimate

$12.9

12.9
76.5

102.3

Change,
1964 to

1967

+$2.1

+6.2
-3.7
+4.6

As we have moved forward with new programs to improve the
quality of life for all Americans, we have sought to reduce or eliminate
activities of lower priority, and to pursue every technique of modern
management which reduces governmental costs. The expenditure
trends since 1964 demonstrate anew what I have stated on many
occasions in the past:

• a compassionate Government need not be a profligate Govern-
ment.

• concern for the needs and aspirations of people can go hand in
hand with responsibility and efficiency in the management of
the public's business.

Expenditure Changes 1 9 6 4 - 1 9 6 7 - Regular Bud3et

200-

175-

1 5 0 -

IS5 -

75-

u
1964

1964 = 100

Health, Labor, Education, Housing and Community Development,
Economic Opportunity Program, and A id to the Needy

Alt Other I

1967
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THE BUDGET MESSAGE OF THE PRESIDENT 19

The 1967 budget continues this approach. Net expenditures for
Great Society programs rise by $2.1 billion—reflecting a gross increase
of over $3 billion, partly offset by the substitution of private for
public credit in several of these programs; interest costs rise by $0.8
billion; while all other regular expenditures decrease by $2.3 billion.

During the course of the year, unforeseeable events may call for
prompt action by the Government. We will also want to act on
matters—such as developing a civil supersonic transport—for which
the amounts required cannot now be precisely estimated.

In addition, there are other matters—such as the pay and retirement
benefits of Federal civilian employees—which are under study and on
which decisions have not yet been reached. To make it clear that the
budget totals provide adequately for such situations, I have included
$500 million in new obligational authority and $350 million of
expenditures as an allowance for contingencies.

PAYMENTS TO THE PUBLIC

[Fiscal years. In billions]

Function

Administrative budget expenditures:
National defense

Excluding special Vietnam costs
International affairs and finance

Excluding special Vietnam costs
Space research and technology
Agriculture and agricultural resources.
Natural resources
Commerce and transportation
Housing and community development _
Health, labor, and welfare
Education
Veterans benefits and services
I nterest
General government
Allowance for contingencies
Interfund transactions (deduct)

Total, administrative budget expenditures
Total, administrative budget, excluding special Vietnam

costs

Trust fund expenditures:
Health, labor, and welfare
Commerce and transportation
Housing and community development.
National defense
Veterans benefits and services
Allotherv
Interfund' transactions (deduct)

Total trust fund expenditures

Intragovernmental transactions and other adjustments (deduct).

Total payments to the public
Total payments to the public, excluding special Vietnam

costs

1965

$50.2
(50.1)

4.3
(4.3)
5.1
4.9
2.8
3.5

- . 1
5.9
1.5
5.5

11.4
2.4

.9

96.5

(96.4)

23.2
3.9
1.1
.8
.6
.7
.6

29.6

3.7

122.4

(122.3)

1966

$56.6
(51.9)

3.9
(3.8)
5.6
4.3
2.9
3.2

.1
8.4
2.3
5.1

12.1
2.5

.1

.6

106.4

(101.7)

26.6
3.8
2.0

.9

.6

33.8

5.2

135.0

(130.3)

1967
:stimate

$60.5
(50.2)

4.2
(4.0)
5.3
3.4
3.1
2.7

.1
10.0
2.8
5.7

12.9
2.6

.4

.7

112.8

(102.3)

31.1
3.9
1.2
.9
.7
.9

37.9

5.7

145.0

(134.5)
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2 0 THE BUDGET FOR FISCAL YEAR 1967

The following are my major expenditure recommendations:

National defense.—Aggressive forces are now testing our will and
commitment to help a brave ally under attack. This Nation will
continue to seek a just settlement in Vietnam. At the same time,
we must provide the funds and forces required to sustain us until that
goal is reached. The 1967 budget meets those requirements as we now
see them.

The costs will not be light. Defense expenditures necessary to meet
the special requirements in Southeast Asia will amount to $4.6 billion
in 1966 and $10.3 billion in 1967. If early settlement is secured, many
of these expenditures need never be made. But prudence requires that
we budget for them at this time.

We must also continue to maintain defense forces equal to possible
challenges elsewhere. The funds recommended in this budget provide
for maintaining and improving the broad range of forces we need to
meet all our defense requirements.

In 1967, we will:

• Improve our strategic missile forces with additional Minuteman
I I and Polaris A-3 missiles, with further development of the Po-
seidon submarine-launched missile, and with initial procurement of
the Minuteman I I I missile to be delivered in future years.

• Initiate procurement of the new, high performance FB-111
to replace older, less effective bombers.

• Begin to purchase giant C-5A transport aircraft to increase
greatly our airlift capability.

• Begin to build a new nuclear-powered aircraft carrier—our sec-
ond—to augment the Navy's general purpose forces.

• Add to the readiness, mobility, and staying power of our conven-
tional war forces.

• Continue the vigorous research and development programs vital
to our continued ability to field the most modern and potent forces
in the world.

While meeting our requirements in Vietnam and bolstering our
forces, we must maintain our unrelenting efforts to operate our defense
establishment efficiently and economically. In 1967, we will continue
to weed out those forces and installations which have served their
purpose and which are no longer essential. The successful Defense
Cost Reduction Program will seek further savings. Moreover, be-
cause of the rising costs in Vietnam, we will defer certain programs
where this can be done without harm to our defense capabilities.
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THE BUDGET MESSAGE OF THE PRESIDENT 2 1

These twin goals—insuring that we have the forces we need and
operating them at the lowest reasonable cost—will require an increase
of $4.0 billion in national defense outlays in 1967. In the absence of
the special costs of supporting our operations in South Vietnam,
however, defense expenditures would decline in 1967.

International affairs and finance.—As we meet the direct military
threat to freedom and security, we must also continue our pursuit of a
world at peace, in which:

• Freedom can thrive.

• Hunger and disease are no longer a common condition of life.

• Education is available to everyone.

• All people and nations prosper together.

The long-run security and the innate compassion of the American
people both call for policies which bring such a world closer.

The Congress and the public rightly demand that our assistance
programs be effective in achieving their objectives. In the past sev-
eral months I have carefully reviewed these programs. As a result
of that review I am proposing the following steps:

First, I shall send to the Congress a special message proposing
major initiatives in international health and education. Healthy and
educated people are the most important resource a nation can possess.
Therefore, the 1967 budget provides for expanded activities in educa-
tion and health as next steps toward a better world.

Second, I am proposing to expand and reorient our food and agri-
cultural assistance to the hungry peoples of the developing countries.
We will emphasize assistance to the recipient countries in raising their
own agricultural production so that they may eventually lessen their
dependence on food aid from the United States. In this effort, in-
creased economic aid for agricultural development will be closely
coordinated with a new Food for Peace program.

Increased expenditures of the Agency for International Develop-
ment for activities in health, education, and agriculture are provided
within an economic assistance budget which, apart from special Viet-
nam costs, is no higher than in 1966.

Third, we will step up our efforts to encourage recipient nations to
take vigorous measures of self-help. Our economic assistance will
be provided to countries which are taking determined steps to help
themselves.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1967



2 2 THE BUDGET FOR FISCAL YEAR 1967

Fourth, we will further concentrate our economic assistance efforts.
In 1967 almost two-thirds of expenditures by the Agency for Interna-
tional Development outside of South Vietnam will be in nine key
developing countries.

Fifth, to increase the effectiveness of our assistance, I am proposing
that the program be.authorized for a 5-year period.

My recommendations will be set forth in greater detail in other
messages.

We will carry forward our long-term commitment to the Alliance
for Progress. To this end, funds are included in this budget for
continued expansion of the resources of the Inter-American Develop-
ment Bank's Fund for Special Operations. Our own Alliance activi-
ties are also being increased.

As part of a cooperative effort to promote economic development in
Asia, I will propose legislation to authorize the United States to
become a charter member of the Asian Development Bank. The
budget also includes funds to pay our share of the current replenish-
ment of the resources of the International Development Association.
As soon as future needs and an appropriate sharing formula are deter-
mined, I will seek legislation to authorize additional contributions to
this highly successful affiliate of the World Bank.

This budget will also enable us to expand the Peace Corps, of
which we can be justly proud; to continue our overseas information
activities; and to maintain our firm support of the United Nations.

Space research and technology.—Just over 60 years ago, man
entered the age of controlled flight. Today, men orbit the earth at
speeds measured in thousands of miles an hour. In 1967, less than 6
years after this Nation set the goal of a manned landing on the moon
within the present decade, we will begin unmanned test flights of the
giant Saturn V rocket and the Apollo spacecraft—the complete space
vehicle required for achieving that goal. Later on in the 1960's, we
will undertake the manned lunar mission itself.

Our many space achievements—both manned and unmanned—have
dramatically advanced our scientific understanding and technological
capabilities. They have also clearly demonstrated our remarkable
progress in the peaceful exploration of space. In 1967, our large
space projects will be progressing from the more expensive develop-
ment phase into operational status, and new projects of equivalent cost
will not be started. Accordingly, expenditures of the National Aero-
nautics and Space Administration are estimated to decline by $300
million in 1967. This level will sustain our progress in space explora-
tion and continue the advancement of science and technology.
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Agriculture and agricultural resources.—Our increasingly effi-
cient agricultural production is a bulwark of strength for the Nation.
It provides us with an ample supply of high quality food at home and
a large volume of commercial exports. It also allows us to assist the
economic development of other countries.

Our increasing productive efficiency, however, has not been fully
matched by new employment opportunities for rural people who are
no longer needed in farming and farm-related occupations. Conse-
quently, large numbers of farmers and other rural people do not share
fully in the benefits of this increased efficiency.

To help eligible rural people and communities participate more
fully in all available Federal programs, the Department of Agriculture
is expanding its services to advise and inform them about these pro-
grams and to furnish information to other Federal agencies about
rural problems. The Department will also participate with other
agencies and local representatives in establishing pilot multi-county
development districts to coordinate the planning of programs to
improve rural life.

The Food and Agriculture Act of 1965 represents a milestone in
modernizing our farm commodity programs. Under this act, greater
emphasis will be given to direct payments to farmers. Moreover, the
Secretary of Agriculture will have more discretion in adapting farm
programs to new conditions. Nevertheless, we must explore new ap-
proaches to the problems of commercial farming and seek new ways
to adapt our programs for low-income people to rural conditions.

In November 1965,1 appointed a National Advisory Commission on
Food and Fiber and directed it to make a penetrating appraisal of all
aspects of agricultural policy and to report in 18 months. The Com-
mission's recommendations, along with valuable experience under
the 1965 farm legislation and our general programs to help low-income
people, should provide a firm basis for further improvements in pro-
grams for agriculture and rural people.

Natural resources.—In developing and conserving our natural re-
sources, we must always look ahead to the Nation's changing needs.

We must act now to meet the outdoor recreation needs of our grow-
ing population and to preserve our historic and scenic sites. I again
urge the Congress to authorize the national park, seashore, and lake-
shore areas recommended in my message last year on Natural Beauty.
I also recommend legislation to establish a Kedwoods National Park
in northern California. With some of California's magnificent State
park lands as a nucleus and Federal acquisition of key adjoining lands,
a substantial area of the redwoods will be preserved for future
generations.
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Water is a worldwide concern. It is often not available in the proper
amount and quality, or at the time it is needed. Lack of water or poor
use of it can be a major deterrent to the growth of developing nations.
At my request, the Secretaries of the Interior and State, together with
other concerned agencies, are preparing a program to cooperate with
other nations in finding solutions to the world's water problems.

Future water supplies both at home and abroad can be greatly ex-
panded by the economical conversion of sea and brackish water. The
Office of Saline Water, in conjunction with the Atomic Energy Com-
mission and other agencies, is intensifying its research efforts on this
problem. The 1967 budget includes funds for the Office of Saline
Water to complete construction of an advanced distillation unit at the
west coast test center. This project will accelerate development of
large-scale economical processes for converting sea water to fresh
water.

The 1967 budget provides for starting construction on a number of
new water resources projects. These projects represent a national
investment in land, water, and power resources which will yield divi-
dends for years to come.

Improved use of nuclear energy will assure a major source of eco-
nomical power for the future. In working toward this objective, the
Atomic Energy Commission is intensifying its long-term program to
develop "fast breeder" nuclear power reactors which, by producing
more fuel than they consume, would greatly expand usable energy
resources.

Commerce and transportation.—In the year ahead, strong overall
economic growth will contribute importantly to the improvement of
conditions in the Nation's depressed areas. In addition, the 1967 budget
provides for an orderly expansion in Federal assistance for those areas.

The Public Works and Economic Development Act of 1965 has
given us new means for helping develop depressed areas throughout
the Nation. Loans, grants, and technical assistance will be provided.
The Federal Government will also offer special incentives in 1967 for
consolidating such areas into development districts better able to plan
and achieve economic expansion.

The special development program for the Appalachian region will
continue at a rapid pace. This unique Federal-State effort provides
new opportunities for the 17% million people of the region through
highway construction, natural resource development, and construc-
tion of needed public facilities.

The new Office of State Technical Services in the Department of
Commerce will be in its first full year of operation in 1967. This Office
will make grants to State and regional centers to provide the latest
scientific and technical findings to American business.
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An efficient and safe transportation system is essential to a nation
whose economy is growing, whose population is increasing, and
whose urban areas are expanding at a very rapid rate. Nearly one-
fifth of our annual gross national product is spent on transportation
of people and goods.

The Federal Government is not now organized to deal effectively
with this major segment of the American economy. Public programs
for research, promotion, and investment in transportation are scattered
among a host of Federal agencies. Where we need consolidation we
find fragmentation. I shall propose, in a later message to the Congress,
the creation of a new Department of Transportation to provide a
realistic and consistent approach to the Nation's transportation
problems.

There is no single statistic of American life more shocking than the
toll of dead and injured on our highways. Each day we kill 135 of
our fellow citizens—each year we injure 3 million more. I will shortly
recommend to the Congress a major new highway safety program pro-
viding for the reorganization and centralization of the Federal Gov-
ernment's highway safety activities and a sharp expansion of their
scope. The program will give particular attention to comprehensive
research into the causes and prevention of highway accidents and to
cooperative efforts with State and local governments in strengthening
accident-prevention programs.

We will continue to give special attention to the transportation
problems facing our growing cities and metropolitan areas. Research
and demonstrations to improve intercity high speed ground trans-
portation and urban mass transit will be actively pursued next year.

During the past year progress made by industry on the development
of a civil supersonic transport aircraft has been promising. I will
therefore propose to the Congress a joint Government-industry pro-
gram to build the prototype of a safe and commercially profitable
supersonic airplane.

Housing and community development.—During its last session,
the Congress passed two far-reaching acts that greatly improve our
ability to solve the problems of:

• Providing good housing for those who cannot now afford it.
• Restoring the central cores of the cities.
• Achieving a rational pattern of growth in metropolitan areas.
The Housing and Urban Development Act of 1965 is the most im-

portant piece of substantive legislation for the American city since
the Housing Act of 1949. The act creating the Department of Hous-
ing and Urban Development will enable the Government to launch
a coordinated attack on the problems of housing and the city.
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The new programs authorized, by the 1965 legislation must be
effectively carried out. Accordingly, this budget provides funds for :

• Maximum use of existing housing in the low-rent public housing
program.
• Well-planned water and sewer systems.
• Beautification of our cities.
• Facilities to house social services and recreation in lower income
neighborhoods.
The 1967 budget also provides for full use of the rent supplement

program. I ask that the Congress immediately take the action needed
to start this necessary program.

Federal aid will be approved in 1967 for over 160,000 additional
housing units for low- and moderate-income families and elderly indi-
viduals. Progress will continue on restoring older areas of cities, and
greater emphasis will be given to rehabilitation and provision of land
for housing that most people can afford.

Public actions to improve poor housing conditions, to upgrade dete-
riorating neighborhoods, and to tackle the social blight associated with
slums too often have not worked to support each other's objectives.
The leadership resources of private business, civic, and labor organi-
zations have not been fully utilized in formulating and carrying out
the actions needed to preserve for all citizens the human dimensions
of city life. I am requesting legislation authorizing assistance to
qualifying cities across the Nation to show how complex and inter-
twined urban problems can be effectively attacked on a large scale
through the coordinated use of local, State, and Federal programs.

I again urge the Congress to grant home rule to the District of
Columbia so that its citizens may exercise the right of self-government
enjoyed by other Americans.

Health, labor, and welfare.—Outside of defense, the Federal Gov-
ernment's largest outlays are devoted to improving the Nation's health,
protecting workers and their families against loss of income, and
assisting the disadvantaged to overcome poverty and unemployment.

Last year, the Congress enacted more than a score of major bills
which will advance us toward the goal of a better and more secure life
for our citizens. This was an unsurpassed achievement. However,
there are still a number of important gaps which we should begin now
to fill.

Health.—Last year, the enactment of Medicare marked a milestone in
the social history of the United States. To make that legislation effec-
tive and to assure that the American people have access to high quality
medical care at reasonable costs, we need to concentrate our efforts on
the provision of adequate medical facilities and manpower. The 1967
budget is designed to that end. Increased funds are made available
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under legislation enacted last year to help educate more doctors,
dentists, nurses, and graduate public health personnel. Funds are
also provided for newly enacted programs to increase the number of
community mental health centers and help support their staff. I
shall propose legislation to assist our communities in modernizing and
replacing older hospitals. Similarly, legislation should be enacted
to extend training assistance to medical assistants and other health
personnel not now eligible.

Apart from Medicare and other programs I have already mentioned,
the impressive listing of health measures passed last year and financed
in this budget includes:

• Regional medical programs to provide up-to-date diagnosis and
treatment for heart disease, cancer, stroke, and related diseases.
• Comprehensive medical treatment and care for preschool and
school age needy children in selected areas of low income.
• Increased efforts to safeguard and purify the air we breathe.
• Improvements in vocational rehabilitation so that over 200,000
disabled or handicapped people can return to productive work.

Pollution control.—Clean and sparkling rivers ought to be a part of
every American's environment. I intend to propose a new and ex-
panded program to combat the problem of polluted water. This pro-
gram will call for the improved enforcement authority needed to con-
quer pollution. It will also provide for large-scale cooperative efforts
of Federal, State, and local governments to show how pollution can
be eliminated throughout entire river basins.

Labor.—I urge enactment of legislation to:
• Provide long-needed improvements in our unemployment com-
pensation system.
• Repeal Section 14 (b) of the Taft-Hartley Act.
• Increase the minimum wage and extend protection of the Fair
Labor Standards Act to over 5 million more workers.

Activities under the Manpower Development and Training Act of
1962 will be reoriented in 1967 to place more emphasis on the training
of persons who now have little or no skill. Special attention will also
be given to training for skills in particularly short supply. Not only
will this raise the earnings of the poor, but it will increase the avail-
ability of productive labor to meet the demands of our expanding
economy.

Economic opportunity programs.—The war on poverty launched in
1965 will continue to help low-income people develop the skills and
abilities needed for them to break out of the cycle of poverty handed
down from one generation to the next. The budget will increase this
program to reach individuals whom even full prosperity does not
touch.
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In 1967, community action programs will be in effect in 900 com-
munities, making a concerted attack on the poverty in their midst.
The Head Start preschool program, the Neighborhood Youth Corps,
and the Job Corps will again help at least 1 million children and
youths. Work experience, adult literacy, small business loans, and
special employment projects will help over 250,000 adults.

Other aids to the needy.—I intend to propose legislation to:
• Strengthen programs giving assistance to unemployed parents of
needy children by providing work experience, services, and training
to equip them for regular employment.
• Improve the nutrition of needy children.

Older programs will be redirected, shifting more of their resources
to helping the disadvantaged:

• The school lunch and special milk programs will focus more on
needy children, helping to provide them with adequate and well-
balanced meals.
• The public assistance program will provide more financial aid and
better medical care to families with dependent children.
• The Federal-State vocational rehabilitation program will enroll
more handicapped persons who are receiving public assistance.

Payments for Health, Labor, Welfare,and Education

$BiIlio«

10 i

Trust Fund Expenditures,

Mainly Social Security

-10

1956 1957 1956
Fiwal Year* .
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Education.—There is no greater challenge than that of providing
our children and youth with the opportunity to develop fully their
talents and interests. Education is vital to the achievement of a Great
Society and is our major weapon in the war on poverty.

The 89th Congress has made education history. It has truly opened
the doors of opportunity to preschool, elementary, secondary, and
college education for millions of our young people. The Elementary
and Secondary Education Act of 1965 and the Higher Education Act
of 1965 will benefit this generation and clear the way to greater oppor-
tunity for future generations.

This budget reflects the added Federal responsibility for improving
our Nation's educational system. The expenditures proposed for 1967
are more than 85% above the 1965 level. In 1967 this will make
possible:

• An increase of $905 million in expenditures for school aid under
the Elementary and Secondary Education Act of 1965, mostly for
grants to improve the education of more than 7.5 million disadvan-
taged children.
• A Teacher Corps of more than 3,700 members to serve in schools
with large numbers of children from low-income families.
• Scholarships, loans, and part-time work for well over one million
college students, 3 times the number in 1965.
• Commitments exceeding $1 billion for loans and grants to help
more than 1,300 colleges build needed academic and college housing
facilities.
We should continue to build upon the programs to enlarge educa-

tional opportunity and improve the quality of teaching. The Elemen-
tary and Secondary Education Act of 1965 should be extended beyond
June 30,1966, and improved. To increase its effectiveness, the income
criterion for allocating funds for fiscal year 1968 should be raised
from $2,000 to $3,000 and the incentive grant provision should be
dropped.

Veterans benefits and services.—The Nation properly provides
special help to those who suffer disabilities while in the service of our
country; this help is extended through programs of income mainte-
nance, vocational rehabilitation, and medical care. We also have a
continuing obligation to the widows and children of those who have
died in performing military service.

The first session of the 89th Congress recognized both of these basic
trusts by:

• Increasing disability compensation payments.
• Liberalizing vocational rehabilitation benefits.
• Affording more generous allowances for children receiving edu-
cational aid under the War Orphans Act.
• Providing a new program of insurance coverage for men in our
uniformed services.
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We are currently engaged in armed conflict and have called upon
the youth of our Nation to serve in that conflict. We should develop
and expand programs to ease their readjustment to civilian life by
providing education and training assistance.

The 1967 budget also provides for further improvements in the high
quality of medical care administered in VA hospitals. New services
will continue to be added to bring to veterans the latest advances of
medical science.

Veterans programs should continue to emphasize the needs of the
service-disabled. All veterans and their families are, of course, eligi-
ble to participate in the steadily improving general health, education,
and welfare programs provided by the Government for all citizens.

General government.—Action by the Congress is urgently needed
in several different areas of governmental responsibility.

In recent years, we have made giant strides toward the goal of
equal rights for all citizens. We still have far to go. To guarantee
equal protection to individuals and to minorities under the law, there
are clear and positive additional legislative actions which must be
taken. I will shortly recommend such actions to the Congress.

A Great Society cannot be marked by rising crime rates. Americans,
rich and poor, are as one on this. In 1965, I proposed and the Con-
gress enacted the Law Enforcement Assistance Act. Under that pro-
gram Federal, State, local, and private institutions can work to-
gether to:

• Improve training of law enforcement personnel.
• Promote research and spread information on law enforcement
and correctional techniques.
• Strengthen the administration of justice.
The 1967 budget provides for an 89% increase in the funds allotted

to this program.
I am determined to take whatever further steps are necessary to

combat crime. I will propose to the Congress additional legislation
to meet that objective.

The stockpile of strategic and critical materials will be reduced
further in 1967 as we continue to dispose of materials excess to our
long-term needs. To permit management improvements and reduce
costs, legislation should be enacted to consolidate inventories and
facilitate disposals from the stockpile.

PUBLIC DEBT

The size of the public debt varies from year to year primarily as
a result of the Government's surplus or deficit. Based on the estimates
of receipts and expenditures in this budget, the debt on June 30,1966,
will be $320.0 billion. On June 30, 1967, it will have risen to $321.7
billion.
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Note.— For further details see table 11 in part 2 of this document.

31

PUBLIC DEBT AT END OF YEAR

[Fiscal years. In billions]

Description

Owned by Federal agencies and trust funds
Owned privately and by Federal Reserve banks

Total

1964

$60.7
251.8

312.5

1965

$63.0
254.8

317.9

1966

$64.9
255.1

320.0

1967

$69.9
251.8

321.7

Present law provides a temporary debt limit of $328 billion until
June 30, 1966. After that date—if no action is taken—the limit will
revert to the permanent ceiling of $285 billion. It is necessary, there-
fore, that the ceiling for the period after June 30,1966, be raised.

A workable debt limit should allow for two factors in addition to
the estimated size of the debt at the end of fiscal year 1967:

• Seasonal fluctuations in the size of the debt.

• The need for flexibility in managing the debt.

The first is necessary to allow for periods when the debt will exceed
the end-of-year total. This results from the seasonal pattern of re-
ceipts, which are lower in the first half of the fiscal year.

Adequate provision for flexibility will permit the Treasury to take
full advantage of favorable market conditions and thus avoid unneces-
sary interest costs.
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IMPROVING GOVERNMENT MANAGEMENT

As a Nation we have much to do. We have the will. We have the
resources. But we must conserve these resources, investing them
wisely. We dare not waste them.

This calls for improved Government organization, better program-
ing, cost reduction, and effective employment policies. I intend shortly
to present the Congress with a number of proposals designed to accom-
plish these objectives.

Government organization.—In moving toward the goals of the
Great Society, the enactment of substantive legislation is only the first
step. The 89th Congress has, through its accomplishments to date,
provided the basis for advancing in such critical areas as civil
rights, economic opportunity, medical care for our older citizens,
improvement of our cities, and regional development.

However, if these laws are to produce the desired results—effectively
and at minimum cost to the taxpayer—we cannot afford to cling to
organizational and administrative arrangements which have not kept
pace with our changing needs.

Government organization must provide for fast and flexible response
to new problems and conditions. We must be as bold and imaginative
in reshaping and modernizing the executive branch as we have been in
devising new programs. A structure designed in major part to carry
out programs and policies of the 1950's and earlier years will not give
us the organization we need as we move toward the 1970's. I will pro-
pose shortly to the Congress a series of reorganization measures which
will enable the Government to manage its business more effectively.

Federal, State, and local coordination.—Many of our critical new
programs involve the Federal Government in joint ventures with
State and local governments in thousands of communities throughout
the Nation. The success or failure of those programs depends largely
on timely and effective communications and on readiness for action on
the part of both Federal agencies in the field and State and local gov-
ernmental units. We must strengthen the coordination of Federal
programs in the field. We must open channels of responsibility. We
must give more freedom of action and judgment to the people on the
firing line. We must help State and local governments to deal more
effectively with Federal agencies. We must see that information gets
to the field and to cooperating State and local governments, promptly
and accurately.

I intend to see to it that this dimension of the new public manage-
ment receives major attention and action in the coming year.
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Planning-programing-budgeting system.—I have directed the
executive branch to develop and introduce a new planning-program-
ing-budgeting system which will incorporate the most modern man-
agement techniques now used in government and industry. This
system will enable us to:

• Be more concrete and precise about the objectives of our programs.
• Examine longer term problems and consequences more systemati-
cally.
• Consider more alternatives before reaching decisions.
• Link our planning efforts more directly to budget decisions.
• Get more effectiveness for the dollars we spend.
• Provide more benefits to the American people in more economical
ways.
During the next year, I expect to see much progress made in this

system with results that will be reflected in the budget for fiscal year
1968.

Substitution of private for public credit.—In recent budgets, I
have pressed for the encouragement of private financing in the major
Federal credit programs wherever I have felt it to be consistent with
the public interest. I will need the cooperation of the Congress to
carry this effort still farther in the coming year.

This is an important and sensible way to manage our Federal credit
programs. I, therefore, urge prompt action on legislation being pro-
posed to authorize a considerable expansion in the sale of participa-
tions in Government loans. The budget assumes its enactment. With
the authority provided by such legislation, my budget proposals for
encouraging the substitution of private for public credit will reduce
1967 expenditures by $4.7 billion from what they would have been
otherwise.

Automatic data processing.—The Federal Government has ob-
tained great benefits from the use of electronic computers. With the
direct annual cost of acquiring and operating this equipment now in the
range of $2 billion, I intend to make sure that this huge investment
is managed efficiently—through such means as research, equipment
sharing, careful purchasing, and coordinated Government-wide utiliza-
tion policies.

Cost reduction.—During the past 2 years, I have not ceased to de-
mand an exacting standard of cost-consciousness in every department
and bureau of the executive branch. I believe neither in padded
budgets nor in lax habits of organization and management. Every
dollar of expenditure must produce results. I expect each Govern-
ment employee to spend the public dollar with the same care and con-
cern he would exercise if it came out of his own paycheck.

200-000 0—66 3
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In preparing this budget, all existing programs have been re-
examined closely. Wherever a program could be cut back on grounds
of less priority, I have cut it. Despite the appeal of many of these
programs to affected groups, I urge the Congress not to restore them
to their previous levels.

There are many ways to reduce costs and eliminate unnecessary
spending:

• By curtailing or eliminating activities of declining importance.
• By closing marginal branch offices or installations.
• By pooling common services.
• By simplifying organization.
• By increasing productivity.
• By installing up-to-date systems and equipment.
• By interagency coordination of plans and operations.
• By stringent budgetary reviews.
Last March, I set in operation a Government-wide, formal program

for systematic cost reduction in which each agency must identify
savings goals for the year ahead and report to me on actual results.
This program is working.

Agencies have identified specific savings in 1965 and 1966. Addi-
tional savings will be made in 1967. Altogether, the civilian cost
reduction program will reduce the costs of operating the Government
by some $1 billion in each of the fiscal years 1966 and 1967.

The Department of Defense accomplished $4.8 billion of savings in
fiscal year 1965, and the annual rate of savings in that Department is
expected to exceed $6 billion in 1969.

No agency, regardless of size or importance, is exempted from the
duty to save the taxpayer's money by better management and alert
business methods.

One of the most gratifying developments to come to my attention is
the remarkable progress of Government agencies in improving produc-
tivity. With workloads increasing in nearly every category of Govern-
ment activity, the only way to restrain mounting Federal employment
is by persistent management improvement and higher productivity.
These are just a few of the changes in productivity which are reflected
in this budget:

• The Social Security Administration is achieving a productivity
gain of 21/£% by automating the recomputation of benefits, with a
saving of 1,742 man-years and $12.4 million.

• The Post Office Department's budget reflects an increase in mail
processing productivity of 1.4%, resulting in a saving of 3,900 man-
years and $23 million.
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• The Federal Aviation Agency is increasing productivity by 5% in
airways facilities operation and maintenance, thus absorbing nearly
all the workload increase resulting from the growth in aviation
activity, with a budget saving of almost $4 million.
• By using advanced medical techniques, the Veterans Adminis-
tration has been able to reduce the duration of patient stay in its
hospitals. In 1967, about. 1% more patients can be accommodated
than in 1966. This means that the same number of beds operated
in 1966 will take care of 7,000 more patients in 1967.
These actions are the result of tireless effort by many officials and

employees of the Federal Government. It is often harder work to
save money than to find productive ways to spend it. But it is equally
important to the public interest.

I believe we are making good progress in reducing costs and improv-
ing efficiency, but I will never be satisfied that we have done all we
should. I expect the top officials of every department and agency to
press hard in the coming year to do still better—and not only in head-
quarters operations. Only 10% of all Federal employees are in Wash-
ington—most of our employees and operations are spread throughout
the 50 States and oveaseas. I intend to stress particularly this year the
urgency of management improvement and better public service in the
field establishment of the Federal Government.

CONCLUSION

This Nation has committed itself to help defend South Vietnam
against aggression. We are determined to fulfill that commitment.

This Nation has also committed itself to a major effort to provide
better economic, social, and cultural opportunities for all Americans.
We are also determined to fulfill this commitment.

Both of these commitments involve great costs. They are costs we
can and will meet.

The objectives we are seeking are interdependent.
We cannot fight for peace and freedom in Vietnam, wThile sacrificing

individual dignity and opportunity at home. For it would be a
hollow victory if our pursuit of world peace were carried out at the
expense of domestic progress.

Yet we must also recognize that a truly Great Society looks beyond
its own borders. The freedom, health, and prosperity of all mankind
are its proper concern.

The struggle in Vietnam must be supported. The advance toward a
Great Society at home must continue unabated.

This budget provides the means for both these goals.
I urge the support of Congress and all Americans for its principles

and its programs.
LYNDON B. JOHNSON.

JANUARY 24, 1966.
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Indicators of Economic Growth

- m Amount

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1968



BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:
A Federal budget lays out a two-part plan of action:
• It proposes particular programs, military and civilian, designed
to promote national security, international cooperation, and do-
mestic progress.
• It proposes total expenditures and revenues designed to help
maintain stable economic prosperity and growth.

This budget for fiscal year 1968 reflects three basic considerations:
• In Vietnam, as throughout the world, we seek peace but will pro-
vide all the resources needed to combat aggression.
• In our urgent domestic programs we will continue to press ahead,
at a controlled and reasoned pace.
• In our domestic economy we seek to achieve a 7th year of un-
interrupted growth, adopting the fiscal measures needed to finance
our expenditures responsibly, permit lower interest rates, and
achieve a more balanced economy.
In recent years, the American economy has performed superbly.

Since 1963, our Nation's output has risen at an average rate of 5.5% a
year. 5.3 million more people are employed and 1.2 million fewer
unemployed. Industrial capacity has grown by 18%, and far less of
it is idle than was the case 3 years ago.

During this past calendar year alone:
• Our Nation's gross national product — apart from price changes—
has grown by nearly 5.4%.
• The unemployment rate has remained at or below 4% for the first
time in 13 years.
• More than 3 million additional jobs were found in nonagricultural
employment, the largest yearly gain experienced since 1942.
• Corporate profits and personal income have each grown about 8%
to record levels.

We have at the same time become engaged in a major effort to deter
aggression in Southeast Asia. Some $19.9 billion of the Nation's
resources will go to support that effort in the current fiscal year
and $22.4 billion in 1968. This past year our economy met these
requirements with minimum strain and disruption.

7
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We have also embarked upon a series of new programs to lift the
quality of American life in the fields of health, education, urban de-
velopment, pollution control, and the war on poverty. Yet the produc-
tivity and vitality of our economy is such that the total Federal budget
in 1968, including the full costs of the Vietnam conflict, the new pro-
grams, and all of the various Federal trust funds, will account for
only l-1/£% more of our gross national product than it did 3 years
ago. Since the gross national product rose sharply over these 3
years, we have been able to meet our increased commitments abroad,
move forward with urgent social programs at home, and still pro-
vide a massive expansion in goods and services available for private
consumption and investment.

During the year and a half since the decision to send troops to Viet-
nam, consumer prices have risen 4.5% in spite of efforts to hold them
down. We have, nevertheless, had considerably better success than in
similar periods during World War I I and the Korean conflict. Then,
prices rose 13.5% and 11% respectively, even with the imposition of
price and wage controls which we have avoided.

The economic performance of the past 3 years did not just happen.
It grew out of the ingenuity, hard work, and imagination of all parts
of American society. But the one element which provided a catalyst
for all the rest was the imaginative and flexible use of Federal fiscal
policy.

In 1964, and again in 1965, tax reductions were enacted which gave a
strong stimulus to the economy. Idle capacity came into operation,
new capacity was built, and both the numbers and productivity of the
Nation's workforce rose sharply.

In late 1965 and early 1966, however, as the economy rapidly ap-
proached full capacity operation, inflationary pressures began to
develop.

On two occasions, I proposed, and the Congress promptly enacted,
tax changes aimed at dampening those pressures. At the same time
I made every effort to postpone, stretch out, or eliminate all but the
most essential Federal expenditures. Cutbacks totaling over $5 bil-
lion in program levels and $3 billion in expenditures are being under-
taken by Federal agencies during the current year. These actions
contributed to a welcome moderation of inflationary pressures in the
latter part of 1966.

FISCAL PROGRAM FOR 1968

In the budget for 1968, I am again proposing a fiscal program
tailored to meet responsibly the needs of an expanding economy.
This program will require a measure of sacrifice as well as continued
work and resourcefulness.
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In the year ahead, defense expenditures will continue to rise as we
carry out our obligations in Vietnam. After a rigorous review of
civilian programs and a sharp paring of spending requests, a modest
increase in domestic expenditures will be required as we press for-
ward to meet our obligations at home. Equity also demands that we
increase substantially social security benefits for our older citizens so
that they share in the Nation's growing income which their own past
work and investment helped to bring about. And finally, during the
coming year, we must take every reasonable step to permit a continua-
tion of the move toward easier monetary conditions and lower interest
rates which is now clearly under way.

Under these circumstances, I am proposing a temporary 6% sur-
charge on both corporate and individual income taxes. I also ask
that individuals in the lowTer income brackets be exempt from the
surcharge. The tax should remain in effect for two years, or for
such period as may be warranted by our unusual expenditures in
Vietnam. I will not hesitate to recommend an earlier expiration date,
however, if the fiscal requirements of our commitments in Vietnam
permit such action. In addition, I recommend legislation to provide
a further acceleration of certain corporate tax payments.

With these new measures, and the expenditures I am proposing, the
Federal budget deficit as measured in the national income accounts will
be $2.1 billion in fiscal year 1968, compared to $3.8 billion in fiscal year
1967.

The national income accounts budget is the measure developed and
used for over three decades by economists and fiscal experts to judge
the impact of the Federal budget on the flow of income and production
in the economy. Its measures of total Federal receipts and expendi-
tures are the same as those used in recording the receipts and expendi-
tures of business firms and individuals. Together with data on busi-
ness and individuals, the national income accounts budget is used to
build up official statistics on gross national product and national
income.

Unlike the more traditional administrative budget, the national
income budget:

• includes the large expenditures and receipts of the Federal Gov-
ernment's trust funds, but
• excludes Federal loans and receipts from the sale of loans, since
these are not recorded as income or expenditures in the accounts of
business firms or individuals.
I am emphasizing the national income accounts as a measure of

Federal fiscal activity because the traditional administrative budget
is becoming an increasingly less complete and less reliable measure of
the Government's activities and their economic impact. For example,
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1 0 THE BUDGET FOR FISCAL YEAR 1968

trust fund-financed activities not reflected in the administrative budget
now approximate one-third of that budget. More specifically, the
fiscal year 1968 administrative budget excludes $48.1 billion of trust
fund receipts and $44.5 billion of trust fund expenditures.

Accounts

In addition, the treatment of lending as equivalent to spending in
both the administrative and cash budgets is not suitable for an analysis
of the budget's impact on the flow of national production and income.

To permit a higher 1968 budget deficit than the $2.1 billion in-
volved in my fiscal recommendations would, I believe, be unacceptable.
We would run substantial risks of:

• choking off the much-desired move toward lower interest rates
by placing too much of our stabilization effort on the shoulders of
monetary policy, and

• renewing inflationary pressures, particularly in the latter half
of this year.

On the other hand, to seek a loioer deficit or a Surplus through a
more restrictive fiscal program would be unwarranted and self-
defeating under present economic conditions. Such a fiscal policy
could depress economic activity, reduce the incomes of individuals and
corporations, and thereby fail to secure the revenues it was designed
to achieve.
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SUMMARY OF FEDERAL RECEIPTS AND PAYMENTS

(Fiscal years. In billions]

Description

FEDERAL RECEIPTS

National income accounts receipts—Federal sector
Deduct: Timing adjustment (cash vs. accrual)
Add: Loans repaid, differences in coverage, and other adjust-

ments -

Total cash receipts from the public

Deduct: Trust fund receipts
Add: Intragovernmental transactions and other adjustments

Administrative budget receipts

FEDERAL PAYMENTS

National income accounts expenditures—Federal sector
Deduct: Timing adjustment (cash vs. accrual)
Add: Loans, differences in coverage, and other adjustments

Total cash payments to the public

Deduct: Trust fund expenditures.._
Add: Intragovernmental transactions and other adjustments

Administrative budget expenditures

EXCESS OF RECEIPTS (+) OR PAYMENTS ( - )

National income accounts—Federal sector
Receipts from and payments to the public _ _
Administrative budget

1966
actual

$132.6
- 1 . 2

.7

134.5

34.9
5.1

104.7

132.3
- . 3
5.2

137.8

34.9
4.0

107.0

+.3
-3.3
-2.3

1967
estimate

$149.8
- 3 . 9

1.0

154.7

44.9
7.2

117.0

153.6
.2

7.5

160.9

40.9
6.8

126.7

- 3 . 8
- 6 . 2
- 9 . 7

1968
estimate

$167.1
.4

1.4

168.1

48.1
7.0

126.9

169.2
.4

3.6

172.4

44.5
7.1

135.0

- 2 . 1
- 4 . 3
-8 .1

The economy, the budget, and the aims of our society would be
jeopardized by either a larger tax increase or by large slashes in mili-
tary or civilian programs. I have reviewed these programs carefully.
Waste and nonessentials have been cut out. Keductions or postpone-
ments have been made wherever possible. The increases that are pro-
posed have been carefully selected on the basis of urgent national
requirements.

The Congress through the appropriations process, will, of course,
subject these programs to a searching examination. I welcome that
examination. But it is my judgment that major cuts cannot be made
without serious impairment to vital national objectives—in defense, in
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1 2 THE BUDGET FOR FISCAL YEAR 1968

education, in health, in the rebuilding of our cities, and in the attack on
poverty.

This Nation is healthy and growing. I t can—and, I believe, must—
continue to move forward:

• in the defense of freedom against aggression;
• in the search for international peace and cooperation; and
• in the effort to improve the quality of American life.

At this juncture in our history we have two choices:
• to stand still and mark time; or
• to press ahead responsibly and confidently.
For my part, I have chosen the latter course. That choice is reflected

in my budgetary and fiscal proposals.

BUDGET SUMMARY

Federal expenditures, as measured in the national income accounts
will rise from $153.6 billion in fiscal year 1967 to $169.2 billion in
1968. That increase is composed of four maj or elements:

• $5.8 billion for Vietnam and other national defense outlays;
• $6.2 billion in benefits under the Federal Government's social
security and other trust funds, two-thirds of which results from
the new social security legislation I am proposing;
• $1 billion for the cost of military and civilian pay increases, to
keep abreast of rising salaries in private industry; and
• $2.6 billion for all other programs of the Federal Government.
Federal revenues will increase more rapidly than expenditures, from

$149.8 billion in fiscal year 1967 to $167.1 billion in 1968, reflecting both
the growth in the economy and the effect of the tax legislation I am
recommending. The Federal deficit, as measured in the national in-
come accounts will, therefore, decline between 1967 and 1968 from $3.8
billion to $2.1 billion.

While the national income accounts budget is the most appropriate
measure of the overall economic impact of the Federal budget, a dis-
cussion of individual Federal programs is best carried out in terms
of the more conventional administrative budget and the various Fed-
eral trust funds.
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THE BUDGET MESSAGE OF THE PRESIDENT 13

Administrative budget expenditures will amount to $126.7 billion
in 1967 and $135.0 billion in 1968. In these 2 years, revenues in the
administrative budget are estimated to rise from $117.0 billion to
$126.9 billion. As a result, the budget deficit will fall from $9.7 bil-
lion in the current fiscal year to $8.1 billion in 1968. *

Administrative budget expenditures in fiscal year 1967 are $13.9 bil-
lion higher than the expenditures I estimated in my budget message a
year ago. $9.6 billion of the increase is accounted for by the enlarged
military program. Another $3.0 billion results from the impact of
tight money on the Federal budget, and $1.3 billion from expenditure
re-estimates, as workloads increased in such programs as public assist-
ance, Medicare, and the postal service. Potential further expendi-
tures of $2.6 billion, from Congressional additions to my 1967 au-
thorization and appropriation recommendations, were roughly offset
by the budget reductions I instituted last fall. Of the $3 billion
expenditure reductions, $2.6 billion will occur in administrative budget
programs and about $0.4 billion in the trust funds.

so -

4 0 -

30 -

Administrative Budget and Defense Expenditures
as a Percent of Gross National Product

1942 1945

Fiscal Yean ftftMta
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14 THE BUDGET FOR FISCAL YEAR 1968

In 1968, defense outlays will account for $75.5 billion, or 56%, of
the total budget. Of the remaining expenditures, some $29.4 billion,
or 22%, are spent on programs under which payments are fixed by law
or are otherwise uncontrollable—interest on the public debt, veterans
compensation and pensions, public assistance, Federal general revenue
contributions to Medicare, and the like. Another $15.3 billion or 11%
will be spent in 1968 to complete contracts or obligations entered into
in prior years—the purchase of mortgages under earlier commitments,
the completion of construction begun in 1966 or 1967, and so fortli.

The remaining $14.9 billion, or 11% of the budget, may be consid-
ered as "controllable" expenditures in 1968. And even these include
such indispensable programs as law enforcement, the collection of
taxes and customs, the upkeep of our national parks, and the opera-
tion of the Nation's air navigation facilities.

ADMINISTRATIVE BUDGET EXPENDITURES
[Fiscal years. In billions]

Type of controllability 1966
actual

1967
estimate

1968
estimate

National defense

Relatively uncontrollable civilian expenditures:

Major programs

Interest
Veterans pensions, compensation, and insurance
Public assistance grants
Farm price supports (Commodity Credit Corporation)
Postal public service costs and revenue deficit (existing law) _
Health insurance payments to trust funds !
Legislative and judiciary
Other

Payments on prior contracts and obligations „

Relatively controllable civilian expenditures

Proposed pay increases
Sale of financial assets
Other

$57.7

24.1
12.1
4.2
3.5
1.3

.3
1.8

11.5

13.6

$70.2

28.3
13.5
4.7
3.9
1.6
1.1
1.0
.4

2.2
14.3
13.9

- 3 . 0
16.6

- 3 . 9
17.8

$75.5

29.4
14.2
4.9
4.2
1.6
1.1
.9
.4

2.3
15.3
14.9
1.0

-5 .3
19.2

Total administrative budget expenditures _ 107.0 126.7 135.0

In the 1968 budget I have sought to recommend increases only
where these are vitally necessary to meet the needs of a growing so-
ciety. I have given particular, but selective, attention to programs
designed to bring into the mainstream of American life those to whom
opportunities are now denied.
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At the same time, my 1968 budget incorporates substantial econo-
mies in operations. New projects under many Federal construction
programs will be held to a modest level, well below the average of
prior years and below the level to which they can rise when our fiscal
problems are less urgent.

By 1966, Federal civilian agencies had achieved improvements in
operations which netted a saving in that year of $1.7 billion compared
to their level of efficiency 2 years earlier. The Defense Department's
Cost Reduction Program begun in 1961 yielded savings of $4.5 billion
in 1966. Those efforts will continue in fiscal years 1967 and 1968.

The effect on the Federal budget of selective expansions in high pri-
ority programs combined with economies in operation are summar-
ized in the accompanying table.

CIVILIAN ADMINISTRATIVE BUDGET EXPENDITURES

[Fiscal years. In billions]

Total civilian-

Major education programs

Major health programs
Other major social programs:

Welfare, labor, and economic opportunity

programs
Housing and community development, regional

development, and pollution control
Interest
Proposed pay increases
Sale of financial assets
All other civilian expenditures

1966
actual

$49.3

2.8
2.5

5.1

1.2
12.1

-3 .0
28.4

1967
estimate

$56.5

4.0
4.3

6.1

2.0
13.5

- 3 . 9
30.5

1968
estimate

$59.5

4.6
4.8

6.5

2.4
14.2
1.0

-5.3
31.3

Change,
1967 to

1968

+$3.0

+ .6
+.5

+.4

+.4
+.6

+1.0
- 1 . 4
+.8

In the 1968 budget I am proposing to sell $5 billion in partici-
pation certificates. These certificates are a means by which Fed-
eral credit programs can be financed, and point up the role of the Fed-
eral Government as an intermediary, assisting borrowers to find sources
of credit. The sale of these certificates also has the advantage of
making the cash and administrative budgets more closely akin to the
national income accounts budget since, in effect, it removes the impact
of new lending from the cash and administrative budget totals.
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16 THE BUDGET FOR FISCAL YEAR 1 9 6 8

My detailed budget plans provide for the possible sale of $5,750
million of these certificates. The overall budget totals, however, make
an allowance for a possible shortfall of $750 million in the actual sales
of these certificates. While this tends to raise the reported deficit in
the administrative budget, I have made such an allowance in order to
present more conservative estimates to the Congress, taking into ac-
count the uncertainty of future conditions.

NEW OBLIGATIONAL AUTHORITY

New obligational authority recommended for fiscal year 1968 in the
administrative budget totals $144.0 billion. This is an increase of $4.4
billion over the current estimate for fiscal year 1967, of which $2.5
billion is for the Department of Defense and the military assistance
program combined.

Of the total new obligational authority estimated for 1968, the
Congress will have to act this year on $126.5 billion. The remaining
$17.5 billion will become available under "permanent" authorizations
without further congressional action; interest on the public debt rep-
resents 80% of this amount. Most of the $50.2 billion in new obliga-
tional authority estimated for 1968 for trust funds represents revenues
from special taxes which are also appropriated automatically.

NEW OBLIGATIONAL AUTHORITY
[Fiscal years. In billions]

Description 1966
actual

$110.9
.5

15.5
36.2

126.4
36.7

1967
estimate

$123.9
5.1

15.7
45.8

139.6
50.8

1968

Total authorizations requiring current action by Congress:
Administrative budget funds
Trust funds

Total authorizations not requiring current action by Congress
Administrative budget funds
Trust funds

Total new obligational authority:

Administrative budget funds
Trust funds

$126.5
1.7

17.5
48.6

144.0
50.2

Apart from Defense and military assistance, the 1968 new obliga-
tional authority recommended for Congressional action in the admin-
istrative budget will amount to $51.3 billion. The proposed amounts
result from a thorough evaluation and review of program levels and
needs and have been held to the minimum that will assure orderly
progress in meeting national program objectives.

Major increases in new obligational authority, other than for the
Department of Defense, include:
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• $1.2 billion for the Department of Housing and Urban Develop-
ment, including the newly-enacted model cities program.
• $1.0 billion for proposed civilian and military pay increases.
• $0.9 billion for the Department of Health, Education, and Wel-
fare, mainly for public assistance, education, Medicaid, and various
other health activities.
• $0.6 for the permanent appropriation for interest on the public
debt.
Major decreases include:
• $1.8 billion for the Department of Agriculture, largely due to
the reduced capital needs of the Commodity Credit Corporation and
the proposal to establish revolving funds for the Rural Electrifica-
tion Administration.
• $1 billion for the Tennessee Valley Authority since its needs for
bond-issuing authority for the next several years were met by an
increase of this amount granted in fiscal year 1967.
• $0.6 billion for the Post Office, reflecting proposed postal rate
increases.
The 1967 estimate in the administrative budget includes $14.3 billion

in recommended supplemental appropriations which the Congress
is being requested to enact this year. Of this total, $12.3 billion is
for support of military operations in Southeast Asia. The remaining
supplemental amounts are needed mainly (1) to* provide adequate
financing for certain relatively uncontrollable costs which are based
on eligibility and demand for services under provisions of existing
law—such as for public assistance grants, postal services, and vet-
erans' compensation and pensions and (2) to cover part of the cost of
military and civilian pay increases and new programs which were
enacted last year but for which appropriations were not provided.
The estimates presented in this budget reflect fully this additional
new obligational authority for the current year and the related
expenditures.

FEDERAL PROGRAMS AND EXPENDITURES

Military forces able to defend the cause of freedom in Vietnam and
to counter other threats to national security require substantial
resources.

Yet we cannot permit the defense of freedom abroad to sidetrack
the struggle for individual growth and dignity at home. Under my
budget proposals, we will move forward at a reasonable rate the pro-
grams to broaden opportunities for the poor or disadvantaged and
continue the steady advance in their effectiveness achieved in the last
3 years.

250-000 O—67 2
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18 THE BUDGET FOR FISCAL YEAR 1968

PAYMENTS TO THE PUBLIC

[Fiscal years. In billions]

Function

Administrative budget expenditures:
National defense

Excluding special Vietnam

International affairs and finance
Excluding special Vietnam

Space research and technology
Agriculture and agricultural resources.
Natural resources
Commerce and transportation
Housing and community development.
Health, labor, and welfare
Education...
Veterans benefits and services
Interest
General government
Allowances:

Civilian and military pay increase. _.
Possible shortfall in asset sales
Contingencies

Interfund transactions (deduct)

Total, administrative budget expenditures-

Trust fund expenditures:
Health, labor, and welfare
Commerce and transportation
National defense
Agriculture and agricultural resources.
Housing and community development.
Veterans benefits and services
All other
Interfund transactions (deduct)

Total trust fund expenditures

Intragovernmental transactions and other adjustments (deduct).

Total payments to the public

1966
actual

$57.7
(51.9)

4.2
(3.9)
5.9
3.3
3.1
3.0

.3
7.6
2.8
5.0

12.1
2.5

.6

107.0

26.4
3.8

.8
1.2
3.2

.6
- . 2

34.9

4.0

137.8

1967
estimate

$70.2
(50.8)
4.6
(4.1)
5.6
3.0
3.2
3.5
.9

10.4
3.3
6.4
13.5
2.7

126.7

31.5
3.7
1.1
1.4
3.0
.8
.1
.7

40.9

6.8

160.9

1968

$75.5
(53.6)
4.8
(4.3)
5.3
3.2
3.5
3.1
1.0
11.3
2.8
6.1
14.2
2.8

1.0
.8
.4
.7

135.0

37.1
3.7
1.4
1.2
1.0
.6
.3
.7

44.5

7.1

172.4

To assure that the budget fully covers all the costs which we might
reasonably expect in the coming year, the total includes $2.2 billion
in special allowances to provide for (1) proposed increases in the pay
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of military and civilian personnel, including postal employees, (2) the
possibility of some shortfall in planned sales of financial assets, and
(3) unforeseen contingencies and the possible costs of programs on
which definite decisions have not yet been made, such as the develop-
ment of a prototype supersonic air transport and a nuclear space
rocket.

The highlights of the proposed Government program for 1968
follow:

National defense.—Today, our military requirements are dictated
by two fundamental realities. We must continue to counter aggres-
sion in South Vietnam. We must also continue to enhance our ability
to meet changing threats to our freedom and security elsewhere. The
1968 budget will insure that our forces remain equal to both these
tasks.

Though small in relation to the Nation's total economic activity, the
cost of honoring our commitment to South Vietnam is nevertheless
substantial. Expenditures necessary to support military operations in
Southeast Asia will total $21.9 billion in 1968, about three-tenths of
budget expenditures for national defense. A year ago we were in the
midst of a rapid buildup of our forces in Vietnam. Rather than sub-
mit a budget to the Congress based on highly uncertain estimates, I
requested funds sufficient to finance the conflict through fiscal year
1967. At the present time the situation is different. While unfore-
seen events can upset the most careful estimate, we are in a much
better position to determine our future requirements in Vietnam. As
a consequence, my 1968 budget provides for those requirements on a
continuing basis, including the possibility of an extension of combat
beyond the end of the fiscal year.

In 1968, we will:
• Continue intensive development of Nike-X but take no action
now to deploy an anti-ballistic missile (ABM) defense; initiate
discussions with the Soviet Union on the limitation of ABM deploy-
ments; in the event these discussions prove unsuccessful, we will
reconsider our deployment decision. To provide for actions that
may be required at that time, approximately $375 million has been
included in the 1968 budget for the production of Nike-X for such
purposes as defense of our offensive weapon systems.
• Maintain our decisive strategic superiority by initiating procure-
ment of the advanced Poseidon submarine-launched missile, im-
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2 0 THE BUDGET FOR FISCAL YEAR 1968

proving our present strategic missiles, and further safeguarding
our capacity to direct our forces in the event of attack.
• Provide our forces in Vietnam with all the weapons and supplies
they need and add to our war reserves at the same time.
• Add to the mobility and effectiveness of our general purpose forces
by increasing the firepower of our ground forces, enlarging our
helicopter strength, pursuing a vigorous shipbuilding and con-
version program, and purchasing additional modern tactical
aircraft.
• Increase our airlift and sea]ift capabilities by further procure-
ment of the giant C-5A transport plane, and procurement of 5
fast-deployment logistics ships.
• Continue the vigorous research and development programs vital
to maintaining the most modern, versatile, and potent forces in the
world.
These sizable increases in our capabilities for nuclear, conventional,

or countersubversive conflict are necessary and prudent. Neverthe-
less, security needs will continue to be met without waste or ex-
travagance. Our defense programs must be conducted as efficiently
and economically as possible. In 1968, the Defense Cost Reduction
Program will continue to produce significant savings.

International affairs and finance.—In the long run, greater op-
portunities and security for our own citizens will be possible only if
other peoples also share in progress toward a better and more secure
life. To this end, our international programs in the coming year will
emphasize helping the less developed nations to increase their food
production, expand their educational opportunities, and improve the
health of their citizens.

Based on a thorough review of our economic assistance objectives
and programs, I will recommend new legislation and specific actions
to:

• Require more effective self-help measures by recipient countries
as a condition for U.S. aid;

• Increase the amount of assistance for the key sectors of agricul-
ture, health, and education;

• Support regional arrangements and make greater use of multi-
lateral channels through which other nations cooperatively share
the costs of economic development;

• Encourage greater participation by private enterprise in the devel-
opment process; and
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• Concentrate our aid in those countries where successful develop-
ment is most probable.
We are gratified by the achievements of the Alliance for Progress

and shall continue to work closely with our hemispheric neighbors to
help build schools and homes, create new jobs, and improve health and
nutrition. But much remains to be done. I shall be meeting shortly
with the chief executives of the other American governments to review
the goals and progress of the Alliance. At that time we will consider
new cooperative programs to accelerate growth in critical areas.

In South Vietnam, we will increase our economic assistance for proj-
ects directly aiding people in the villages and hamlets. This stepped-
up effort is urgently needed to help these people construct their farms
and houses in safety and build the foundations for a better life in that
strife-torn country.

To pursue the War on Hunger more effectively, our assistance to
agriculture and our Food for Freedom shipments will encourage and
support efforts by the developing nations to increase their own food
production. In cooperation with other nations, we will also carry out
a pioneer program to find ways to utilize the vast unexploited food
resources of the sea.

The International Development Association, which is managed by
the World Bank, has proven an effective means of international coop-
eration to promote economic development. Its current resources,
however, will soon be exhausted. Following the successful conclusion
of negotiations between the IDA and the developed nations of the
world, I will request authorization for the United States to pledge
its fair share towards an additional contribution to this organiza-
tion in ways consistent with our balance of payments policy. I also
intend to propose legislation which will permit us to join other members
in a replenishment of the Inter-American Development Bank's Fund
for Special Operations.

To enable the Export-Import Bank to fulfill its role of assisting
our export trade, which is so vital to our balance of payments, I am
recommending that its lending authority be increased and its life
extended for another five years.

Space research and technology.—In 1961, this Nation resolved to
send a manned expedition to the moon in this decade. Much hard
work remains and many obstacles must still be overcome before that
goal is met. Yet, in the last few years we have progressed far enough
that we must now look beyond our original objective and set our course
for the more distant future. Indeed, we have no alternative unless we
wish to abandon the manned space capability we have created.
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This budget provides for the initiation of an effective follow-on
to the manned lunar landing. We will explore the moon. We
will learn to live in space for months at a time. Our astronauts will
conduct scientific and engineering experiments in space to enhance
man's mastery of that environment.

The Surveyor and Orbiter projects, in photographing the moon,
have demonstrated dramatically the value of unmanned spacecraft
in investigating other objects in the solar system. Accordingly, we
are proceeding with the development of the Voyager system for an
unmanned landing on Mars in 1973. We will also continue other
unmanned investigations nearer the earth.

In recent years the National Aeronautics and Space Administration
and the Atomic Energy Commission have jointly undertaken the
development of nuclear rocket propulsion technology. We are now
considering whether that effort should be expanded to the development
of the rocket itself. The overall budget totals allow for the possibility
of proceeding if an affirmative decision is reached.

These new ventures are the result of careful planning and selectivity.
We are not doing everything in space that we are technologically
capable of doing. Rather, we are choosing those projects that give
us the greatest return on our investment.

To support these new projects and to maintain our existing pro-
grams, an increase of $82 million is requested in new obligational
authority for the National Aeronautics and Space Administration for
1968. Expenditures, however, will decline by $300 million in the
coming year, primarily because of reduced requirements for the
manned lunar landing program.

Agriculture and agricultural resources.—Rising domestic and
foreign demands have highlighted the importance of maintaining a
healthy and productive agricultural economy. During the past year
our surplus commodity stocks have been substantially reduced. As a
result, restrictions on the production of wheat and feed grains have
been eased in order to allow the Nation to maintain adequate reserves.

The increasing demand for agricultural commodities provides a
favorable outlook for many of our commercial farmers. However, a
large number of rural people cannot achieve an adequate income even
with a prosperous agriculture. Labor requirements on the Nation's
farms have declined drastically in the last quarter of a century.
Unemployment and underemployment in rural areas have resulted.
Consequently, rural communities are often unable to provide and main-
tain essential public services—good schools, modern hospitals, and
other necessary community facilities—to meet today's needs.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1968



THE BUDGET MESSAGE OF THE PRESIDENT 23

I have directed the Secretary of Agriculture to take the lead in
helping rural people achieve a quality of living comparable to other
segments of our population. To this end, the Department of Agricul-
ture will work with State and Federal agencies and with local groups
to help rural communities make the best use of all existing govern-
mental programs. In addition, legislation is needed to encourage
establishment of pilot multi-county development districts.

To assure modern and efficient electric and telephone services for
rural people, legislation should be enacted promptly to provide new
sources of private financing for Rural Electrification Administration
borrowers, while minimizing Federal outlays.

Natural resources.—My recommendations in this budget for nat-
ural resource conservation and development will help meet the most
urgent needs of our people and the requirements for economic growth.

Action must be taken now to:
• Reduce water pollution in our lakes, rivers, and estuaries.
• Insure an adequate supply of pure water.
• Preserve scenic areas of irreplaceable natural beauty—scenic
rivers, the Redwoods, North Cascades in the State of Washington,
and the historic Potomac Valley.
• Forestall the escalation of land prices in the acquisition of Fed-
eral lands for recreational use.
The continued pollution of our rivers, lakes, and estuaries is one of

the major resource problems facing this Nation. The transfer last
year of the Federal Water Pollution Control Administration to the
Department of the Interior now permits a major attack on the prob-
lems of water pollution in entire river basins. In 1968, the Depart-
ment will also give major emphasis to reviewing and approving State
standards required by the Water Quality Act of 1965.

Many regions of the country are facing increasingly critical prob-
lems of adequate supply and efficient use of water. I urge prompt en-
actment of legislation to establish a National Water Commission to
assess our major water problems and develop guidelines for the most
effective use of available water resources.

I also recommend legislation to enable the Department of the Inte-
rior to participate with the Metropolitan Water District of Southern
California and the Atomic Energy Commission in developing and
constructing a large prototype power and desalting plant. This will
be a major step toward the development of economical projects for
conversion of seawater to fresh water.
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This budget provides for continued investment in the development
and improvement of our vital water resources. Last fall, however, in
order to help relieve inflationary pressures on the economy, I directed
Federal agencies to slow down or defer construction projects wherever
possible in fiscal year 1967. For 1968, I am recommending that a
small number of new water resources projects be started. Advance
planning will begin on a number of projects to be constructed in later
years.

Authorized recreation areas must be acquired as promptly as possible
to avoid speculative increases in land prices. Accordingly, I propose
that an advance appropriation be made to the Land and Water Con-
servation Fund for this purpose.

A significant advance in research on the fundamental structure of
matter will be made possible with the construction of a 200 billion
electron volt accelerator by the Atomic Energy Commission. This
research machine, to be located near Chicago, Illinois, is expected to
provide U.S. physicists with the world's highest energy proton beam.
Design funds are provided in the 1968 budget.

Commerce and transportation.—A strong and balanced national
economy requires:

• Accurate and timely information;

• Efficient transportation facilities;

• Rapid communication; and

• Special aids to lagging regions and sectors of the Nation.
Accordingly, the Federal Government will augment significantly

its investment in commerce and transportation programs in the year
ahead. The 1968 budget provides funds to:

• Increase technical services and other aids to business;

• Undertake a special sample survey to pinpoint the social and
economic needs of our people;

• Give added impetus to our efforts to encourage travel to the U.S.
and our export promotion programs to improve our balance of
payments;
• Support a World Weather Watch to improve long-range weather
forecasting;
• Explore means for modifying the weather, and examine the im-
plications of this new science;
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• Strengthen our effort to encourage regional economic develop-
ment; and
• Improve our transportation facilities and services under the lead-
ership of the new Department of Transportation.
Our transportation programs in 1968 will include an all-out attack

to reduce the alarming carnage on the Nation's highways, using the
tools made available in the highway safety legislation enacted last
year. We are currently considering the construction of a prototoype
civil supersonic transport. The allowance for contingencies is ade-
quate to cover the possible costs of this effort, should an affirmative
decision be made to proceed.

Special emphasis will be placed on improved management and ac-
quisition of modern facilities and equipment to increase the efficiency
of our postal system, one of the largest business operations in the
world. To provide improved services, to cover proposed pay increases
for postal workers and largely offset the remaining postal deficit, a
postal rate increase is both necessary and desirable. As required by
law, I am proposing such an increase. The budget reflects $700 million
in postal revenues from this source.

Housing and community development.—The problems of the
American city are great and vexing. They involve the entire physical
and social fabric of deteriorating central cities and rapidly growing
suburbs. Trapped in the declining centers of our cities are the poor
and the victims of discrimination—who lack the resources to solve
their problems without outside help.

This budget provides funds to help meet these needs. Outlays for
grants and loans for programs directed specifically at community
development will total an estimated $1.3 billion in 1968, triple the level
in 1963. Moreover, other programs providing aid to urban areas will
make substantial additional amounts available.

I have directed that community development programs emphasize
aids for the poor. The recently-enacted program of rent supple-
ments is an essential element in helping the needy obtain adequate
housing facilities and increasing their freedom of choice as to where
they can live. To carry on this important program, I am requesting
the full amount authorized for rent supplements for 1968, and urge
the Congress to act favorably on this request.

To be effective, concerted attacks on city problems must be planned
by the cities themselves. The new model cities program is now the
primary incentive provided by the Federal Government to accom-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1968



2 6 THE BUDGET FOR FISCAL YEAR 1968

plish this objective. Special grants will be made to help transform
entire blighted areas into attractive and useful neighborhoods. To re-
ceive these grants, cities must:

• Develop imaginative and comprehensive plans of action; and
• Enlist Federal, State, local, and private resources in a concerted
effort to bring their plans to fruition.
Many cities are now planning their programs. It is essential that

the funds I am requesting for these special grants be available in 1968
when these cities are ready to begin the task.

Under a new program enacted last year, further encouragement
will be given to the planned development of entire metropolitan areas.
Supplementary Federal grants will be made under 10 Federal aid
programs in those metropolitan areas which demonstrate that they
are carrying out through joint planning efforts all activities which
affect metropolitan development. I urge enactment of the appropria-
tions requested for this program.

One of the most serious difficulties in solving city problems is our
inadequate knowledge about the roots and nature of these problems.
I urge that sufficient funds be provided the Department of Housing
and Urban Development to start a systematic research effort to acquire
needed information on the causes and possible solutions for the hous-
ing and urban problems which we face today.

To be effective, our aids for community development must be put
to use by competent, well-trained local employees. I am therefore
requesting the appropriation of funds to initiate the authorized
program for grants to States to help them provide training for State
and local employees in community development programs.

The problems of the city are many; the resources, limited. More
resources are essential if we are to build better cities for the future.
We must start now to provide them.

Healthy labor, and welfare*—The 89th Congress enacted a far-
reaching series of programs to improve the health and well-being
of American citizens—particularly the less fortunate.

In the year ahead we must proceed to carry out these programs
effectively, and seek the revisions and additions needed to maintain
our progress. This budget so provides.

Health.—The specter of inadequate health care is being removed
from the aged and needy as we move ahead with the new Medicare and
Medicaid programs, and with other activities aimed at bringing com-
prehensive modern treatment to all. With expanded Federal aid,
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more medical resources will become available, including medical
facilities and qualified health personnel. The Nation's system for
providing health care—public and private.—will be improved to make
it more efficient and to insure use of the latest advances of medical
science.

In 1968, we will:
• Strengthen our partnership with the States in health planning and
in using broader and more flexible grants to fill gaps in health
services.
• Begin operating the new regional medical programs which will
narrow the gap between the advanced methods used at university
hospitals and day-to-day medical practice in the community.
• Continue research and development to prevent or control diseases.
• Expand programs to increase efficiency in hospitals, clinics, nurs-
ing homes, and neighborhood health centers.
Additional measures are needed and will be proposed to:
• Extend Medicare to disabled workers.
• Expand child health services, including dental care.
• Reduce the menace of air pollution which is a threat to the health
and safety of our citizens.

Labor and manpower.—My budget proposals provide increased op-
portunity for the disadvantaged to participate in and contribute pro-
ductively to our expanding economy.

• I am recommending funds for 280,000 trainees under the Man-
power Development and Training Act, an increase of 30,000 over the
current year.
• Programs under that Act and those of the United States Employ-
ment Service will continue to emphasize serving the severely disad-
vantaged.
In addition, under programs financed by the Office of Economic

Opportunity, 355,000 jobs and training will be made available for
youths in the Neighborhood Youth Corps. An estimated $328 million
will be provided for expanded work-training programs, primarily for
adults, with special emphasis on reaching the hard-core unemployed
and underemployed in slum areas.

Economic opportunity programs.—Poverty remains an ugly scar
on the Nation's conscience. The war against it will be long, difficult,
and costly. But we are making headway.
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The $2.1 billion of new obligational authority included in the 1968
budget for the Office of Economic Opportunity will enable us to ex-
pand programs which help people rise out of poverty. The increase
of $448 million over the 1967 level will be used largely for community
action programs, for training programs, and for new Head Start
follow-up efforts.

In addition to those helped by the work-training programs de-
scribed above, the budget will provide for:

• 737,000 children in Head Start.
• $135 million for improving primary school services as a follow-up
to Head Start.
• 38,000 enrollees in the Job Corps.
• 6.5 million persons to be served through other activities by 1,100
community action programs.
Benefits and services which aid the poor are being provided by a

number of Federal agencies. In total, 10 agencies will devote $25.6
billion in 1968 to help the more than 31 million poor people in our
Nation. This represents an increase of $3.6 billion or 16% from the
current year, of which $2.0 billion will be from trust funds.

FEDERAL AID TO THE POOR
[Fiscal years. In billions]

Category 1960
actual

1963
actual

1967 1968

Education and training
Health

Cash benefit payments
Services, economic and community development, and

other

Total funds

$0.3
.7

8.3

.7

$0.3
1.0

10.4

1.2

$3.1
3.6

12.8

2.5

$3.8
4.2

14.6

3.1

9.9 12.9 22.0 25.6

Social security and public assistance programs.—More than a third
of our citizens receiving social security exist on incomes below the
poverty level. Cash assistance to welfare recipients generally fails
to meet even State standards of need, which are often unrealistically
low. And many of the poor are not even eligible for this meager as-
sistance. As a step toward correcting these inequities, I will propose
legislation to:

• Provide an overall 20% increase in Social Security benefits for
retired workers and their survivors, with a 59% increase at the
bottom of the scale;
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• Assure that the public assistance program provides incentives for
work and training and more nearly meets economic need;
• Assure public assistance support and work training opportunities
for unemployed fathers in impoverished families with dependent
children.

Payments for Health, Labor, Welfare,and Education

Total Paym«t,

10-

Trust Fund Expenditures,

Mainly Social Security

-40

-30

-SO

1957 1958 1959 I960 1961 1962 1963 i«M 1965 1966 t*6? 1968

Education.—Our Nation's greatness depends upon the full devel-
opment of the talents and abilities of its citizens.

The 89th Congress wrote a memorable record in education legisla-
tion. The Elementary and Secondary Education Act of 1965 and
the Higher Education Act of 1965 marked a significant advance in
Federal support to help improve and enlarge educational opportu-
nities at all levels. Our task now is to use this authority in an
imaginative, creative, and responsible way.

New obligational authority for education will total $5.2 billion in
1968, $622 million more than in 1967. These funds will be used to:

• Assist the disadvantaged by increasing grants to improve elemen-
tary and secondary education for about Sy2 million less fortunate
children from low-income families and by providing new grants
for education of handicapped children;
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• Encourage creative change through an increase of almost 80% in
grants for supplementary centers and other special projects designed
to introduce better teaching and innovation in our educational
programs.

• Widen higher educational opportunities by providing more than
$1.1 billion in scholarships, loans, and part-time work for students,
a 22% increase over 1967; and
• Improve teacher training through additional funding and amend-
ments providing for a more flexible use of legislative authority.

I will propose legislation to:
• Extend and enlarge the Teachers Corps;

• Initiate experimental projects to improve vocational education,
particularly for the disadvantaged and those not planning to attend
college;

• Extend and expand Federal support for educational television;
and
• Strengthen education program planning and evaluation by State
governments and localities.

Veterans benefits and services.—This Nation continues to recog-
nize a particular obligation to those who have served in the Armed
Forces. Special programs have long been available to aid the veteran
and his dependents in the event of disability, death, ill health, or old
age.

More recently, following World War I I and the Korean conflict,
extensive programs were enacted to assist the veteran in his readjust-
ment to civilian life. In the second session of the 89th Congress, this
type of assistance was again provided, through enactment of the third
major veterans readjustment benefit program or "GI bill." Upon
leaving the Armed Forces, young men of recent military service will
find their readjustment made easier through the availability of sub-
stantial education, training, medical, and home loan benefits.

In addition, the 1968 budget continues the improvements of the past
few years in hospital staffing and the provision of new medical serv-
ices and facilities. The objective is to provide both a higher quality
of care and to reduce the duration of hospitalization, enabling the
veteran to return sooner to his home and job.

Certain gaps currently exist in the benefits available to veterans of
service in Vietnam relative to those for veterans of previous active
military operations. I will propose legislation to fill these gaps so
that fair and equitable treatment is provided for those who bear the
brunt of the struggle in Southeast Asia. I will also submit proposals
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to the Congress to remove or modify certain long-standing but out-
moded or inequitable provisions of law governing veterans programs.

General government.—This Administration is determined to
help our States and cities reduce crime in America. Significant strides
have already been taken. The Law Enforcement Act of 1965, the Bail
Eeform Act of 1966, and the Prisoner Kehabilitation Act of 1965
have helped to strengthen law enforcement agencies, establish more
equitable bail procedures in Federal courts, and improve the effec-
tiveness of prisoner rehabilitation programs.

However, still greater efforts must be made. In 1965, I appointed
a Commission of prominent citizens to study law enforcement and the
administration of justice. With the aid of its findings, I will pro-
pose legislation for a major new program to help strengthen State
and local government law enforcement and criminal justice systems.

District of Columbia citizens should have a voice in their own
affairs. Our commitment to democracy demands no less. I again urge
the Congress to grant home rule to the Nation's capital.

PUBLIC DEBT

On the basis of the receipts and expenditures estimated in this
budget, the public debt on June 30, 1967, will be $327.3 billion, and
will increase to $335.4 billion on June 30,1968.

The temporary limit of $330 billion on the public debt under present
law will expire on June 30, 1967. If no action is taken, the limit will
revert on that date to the permanent ceiling of $285 Billion.

The present temporary debt limit, enacted last June, was based on
an estimated administrative budget deficit for fiscal year 1967 of $1.8
billion. The request then made to the Congress was for a temporary
debt limit of $332 billion. In reducing this request by $2 billion, the
Congress indicated that if increased costs for Vietnam or other con-
tingencies required reappraisal of this tight limit, the Congress would
take whatever action is necessary.

PUBLIC DEBT AT END OF YEAR
[Fiscal years. In billions]

Description

Owned by Federal agencies and trust funds

Owned privately and by Federal Reserve banks

Total

1965
actual

$63.0

254.8

317.9

1966
actual

$66.5

253.8

320.4

1967
estimate

$74.9

252.4

327.3

1968
estimate

$80.0

255.4

335.4

Note.—For further details see table 11 in part 2 of this document.
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The increase in the 1967 deficit, coupled with the tightness of the
current limit on the outstanding debt, make an immediate increase
imperative. Without such an increase, management of debt opera-
tions and other fiscal policies will be seriously hampered.

Later this year, when the fiscal requirements for 1968 are more pre-
cisely known, specific recommendations will be presented for modifica-
tions in the temporary limit for that year. The exact amounts of the
revisions in the temporary limit will depend not only on the specific
outlook for the fiscal year as a whole, but also on the time pattern
of receipts and expenditures in prospect.

Both for 1967 and 1968 the debt limits requested will provide the
margin of flexibility necessary to manage the debt most prudently—
to permit the Treasury to take full advantage of the most favorable
market conditions and thus avoid unnecessary interest costs or ad-
verse effects on the economy.

134

125

as a Percent of Gross National Product

25

1942 1945
Fiscal Years
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IMPROVING GOVERNMENT MANAGEMENT

In the past few years, the Federal Government has undertaken an
unprecedented number of forward-looking programs which promise to
enrich the quality, the justice, and the opportunity of American so-
ciety to an extent no one would have dared hope only a few short years
ago.

But our responsibilities to the American people are not discharged
with the enactment of new programs which meet the needs of the Na-
tion. There exist two other closely related obligations of equal
gravity:

First, we are obligated to assure effective and economical man-
agement of governmental programs—both old and new. Effec-
tive management of government activities enhances the bene-
fits of those programs. Economical management releases re-
sources for the people's use.
Second, we are obligated to maintain close and harmonious work-
ing relationships with State, county, and local governments—our
partners in a new and creative federalism.

Government organization.—We have made significant strides
in the last two years to improve Government organization—

• By creating the Departments of Transportation and of Housing
and Urban Development.
• By transferring the Community Eelations Service to the Depart-
ment of Justice and the Federal Water Pollution Control Ad-
ministration to the Department of the Interior.
• By reorganizing the Public Health Service of the Department of
Health, Education, and Welfare, the scientific programs of the
Department of Commerce, and the Bureau of Customs.
But additional action to improve the management of the Federal

Government is necessary. One of the Government's major objectives
is the promotion of a vigorous and growing economy. While there
are many ways in which the Government pursues this objective, there
are a number of highly inter-related activities now carried on sepa-

250-000 0—67-
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rately by the Departments of Labor and Commerce and several other
agencies:

• Planning and execution of manpower programs designed to in-
crease the skills and productivity of the labor force;

• Promotion of the economic development of depressed areas and
regions, to help them achieve balanced economic growth ;

• Provision of technical and other services to business and labor;
• Collection, dissemination, and analysis of data about economic
conditions of the Nation, its various industries, and its geographic
areas;

• Advising the President and carrying out national policies for
improved labor-management relations.

The Secretaries of Commerce and Labor have recommended to me,
and I strongly agree, that the President, the Congress and the Nation
will best be served by bringing together these closely related operations
into one institution headed by a single responsible official of Cabinet
rank. I will, therefore, propose legislation to merge the Departments
of Labor and Commerce and the functions of several related agencies
into a new Department of Business and Labor.

Federal-State-local cooperation.—Our agenda must give high
priority to a stronger and more effective federal system of government
in the United States. To meet urgent and growing needs, the Federal
Government is providing a wide range of programs to assist State
and local governments. Now the chief task is to manage these pro-
grams efficiently at every level of government to assure the most effec-
tive public services. This effort will require support and action by
the Congress.

At the national level the Federal Government has a responsibility
to examine and improve the grant-in-aid system, making it more
flexible and responsive to State and local fiscal realities. Last year
we began a new partnership in health program through which nu-
merous separate grant programs are being brought together. The
model cities legislation enacted last year will also help to integrate
the wide range of Federal aids available to communities. In the
coming year we will examine other areas of Federal aid to determine
whether additional categorical grants can be combined to form a more
effective tool for intergovernmental cooperation.

Another aspect of the problem of intergovernmental cooperation
has been the process of consultation with elected officials of State and
local governments on matters concerning the development and admin-
istration of Federal assistance programs. Governors and local chief
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executives are responsible for the management of their units of gov-
ernment. The Federal Government should take all practical steps to
increase the role of these executives in the administration of federally
aided programs. I recently instructed Federal officials to work di-
rectly with State and local chief executives to accomplish this objective.

The Federal Government has a vital stake in the workings of our
federal system. Federalism is not a one-sided partnership, and the
States and local governments do not exist simply to carry out pro-
grams on behalf of the National Government. When we lose sight of
these facts the federal system suffers, governments work at cross pur-
poses, and the programs fail to achieve their objectives. Our task
now is to improve Federal programs and administration, while we do
more to help State and local governments strengthen their machinery
for planning and management.

At the same time, State and local governments must help them-
selves. Serious problems of modernization in State and local govern-
ment can be solved only by the people directly concerned. The
Federal Government cannot and should not seek to remedy their
internal deficiencies of organization or obsolete restraints on financing
and executive direction. The Federal Government can, however, in-
crease its technical assistance to general units of government. As one
example, we can work with State and local executives to improve
budgeting and management. In a similar way, the Federal Govern-
ment stands ready to cooperate with the States in developing more
adequate general systems of comparative statistics—an area where
State governments have great needs.

Capable personnel are essential for effective service to the public
at the State and local level no less than at the national level. I am
recommending legislation to broaden educational and training oppor-
tunities for students planning careers in the public service and for
public employees who desire to improve their skills. Provision will
also be made for financial and technical assistance to strengthen
State and local personnel management and to permit interchange of
personnel between the Federal Government and State and local gov-
ernments.

Some States have created special offices concerned with community
development, which focus their organizational and financial resources
on urban problems within their borders. The work of these offices can
be made more effective, and other States can be encouraged to make
similar efforts, by the new program authorized last year for grants
by the Department of Housing and Urban Development to States to
support technical assistance and information services to their local
communities. I urge the Congress to stimulate such improvements by
providing the funds I am requesting for this new program.
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Budgetary concepts.—As I have already made clear in this Mes-
sage, some of our traditional budget concepts do not adequately por-
tray the Federal Government's activities. The conventional admin-
istrative budget, for example, excludes the expenditures and receipts
of the trust funds. Both the administrative and cash budgets treat
repayable loans in the same way as nonrepayable grants or purchases.
While the national income accounts budget has been carefully formu-
lated to measure Federal activities in relation to the flow of income
and production in the economy, it is not now well suited for an analysis
of individual Federal programs.

For many years—under many Administrations—particular aspects
of the overall budget presentation, or the treatment of individual
accounts, have been questioned on one ground or another.

In the light of these facts, I believe a thorough and objective review
of budgetary concepts is warranted. I therefore intend to seek advice
on this subject from a bipartisan group of informed individuals with
a background in budgetary matters. It is my hope that this group can
undertake a thorough review of the budget and recommend an
approach to budgetary presentation which will assist both public and
congressional understanding of this vital document.

PLANNING-PROGRAMING-BUDGETING SYSTEM

Our most comprehensive effort to improve the effectiveness of Gov-
ernment programs is taking place through the Planning-Programing-
Budgeting system. This system, which was initiated throughout the
executive branch a little over a year ago, requires all agencies to:

• Make explicit the objectives of their programs and relate them
carefully to national needs;
• Set out specific proposed plans of work to attain those objectives;
and
• Analyze and compare the probable costs and benefits of these
plans against those of alternative methods of accomplishing the
same results.
This system is primarily a means of encouraging careful and ex-

plicit analysis of Federal programs. It will substantially improve
our ability to decide among competing proposals for funds and to
evaluate actual performance. The full effects of this effort will not
be felt until next year and later, as the necessary data are gathered
and analyses now in progress are completed.

A few examples of the kind of work which is in progress indicate
the wide range of matters to which organized analysis and program-
ing can be applied.
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Disease control.—The Department of Health, Education, and Wel-
fare has completed an analysis of the relative cost and effectiveness of
selected disease control programs. Cost per life saved and other
criteria of relative effectiveness were developed. These programs
are being reviewed and funding priorities are being re-examined in
light of these findings.

Child health.—The Department of Health, Education, and Welfare
completed an analysis of alternative programs aimed at reducing
infant mortality and improving child health. This analysis led to
the legislative program focused on early identification and treatment
of needy handicapped children and experimental projects aimed at
improving delivery of medical care to children.

Urban planning.—Experimental projects in urban planning de-
signed to link planning with budgeting are underway at the local
level. These efforts should produce a more effective allocation not
only of Federal outlays but also of local resources.

Agricultural research.—On the basis of a long-range study con-
ducted by the Department of Agriculture and the land grant univer-
sities, a new set of priorities for agricultural research has been
established. Increasing emphasis is being given to research on im-
provement of nutrition and health, efficient low-cost housing, improved
community services, and other means which can help directly in rais-
ing the level of rural living.

Tax administration.—As a result of intensive analyses of the tax
administration system, Internal Revenue Service programs have been
steadily improved to produce higher tax collections per dollar of cost,
while strengthening the emphasis on equity and voluntary compliance
on which our tax administration is based.

With its emphasis on developing better methods of accomplish-
ing program objectives, the new planning-programing-budgeting
system is also helping our Government-wide cost reduction program.
We will continue to offset a significant part of increased costs of
important new programs by increasing efficiency throughout the Fed-
eral Government. Savings from this source have been substantial
during the past year under our drive for cost reduction. I have made
it clear to the heads of all Departments and agencies that they are
to continue their emphasis on cost reduction in the coming year.

The careful research and analysis which is .required under the plan-
ning-programing-budgeting system does not just happen. I t re-
quires the efforts of intelligent and dedicated men and women. The
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number of analysts required is not large—but the need for them is
great. I urge the Congress to approve the funds requested in the
budgets of the various Federal agencies to make possible this improve-
ment in the management of Federal resources.

CONCLUSION

Our Nation is stronger today than ever before. We need not, in-
deed we dare not, forsake our basic goals of peace, prosperity, and
progress.

• The pursuit of peace is essential for the continued advancement
of our Nation and all mankind.
• Prosperity and progress will lead us toward a society where all
can share in the bounty of nature and the products of man's inge-
nuity and creativity.
At various times in the past, democracies have been criticized for

their seeming inability to make hard choices—for seeking soft, easy
answers to critical problems. This Nation has proven the doubters
wrong time and again, and will not fall prey to such weakness now.

We can afford to achieve our goals. Let us not retreat from the
task, no matter how demanding it may be.

This budget represents a careful balance of our abundant resources
and our awesome responsibilities. As President, I have weighed the
alternatives and made the hard choices as best I could. The responsi-
bility for similar action now rests with the Congress. I urge your
support for the goals and programs embodied in this budget for the
coming fiscal year.

LYNDON B. JOHNSON.
JANUARY 24, 1967.
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BUDGET MESSAGE OF THE PRESIDENT 

To the Congress of the United States: 
The budget I send you today reflects a series of difficult choices. 

They are choices we cannot avoid. How we make the choices will affect 
our future as a strong, responsible, and compassionate people. 

We now possess the strongest military capability that any nation 
has ever had. Domestically, we have enjoyed an unparalleled period 
of economic advance. Nevertheless, we are confronted by a number of 
problems which demand our energies and determination. 

Abroad we face the challenge of an obstinate foe, who is testing our 
resolve and the worth of our commitment. While we maintain our 
unremitting search for a just and reasonable peace, we must also 
continue a determined defense against aggression. This budget pro-
vides the funds needed for that defense, and for the maintenance and 
improvement of our total defense forces. The costs of that defense— 
even after a thorough review and screening—remain very large. 

At home we face equally stubborn foes—poverty, slums and sub-
standard housing, urban blight, polluted air and water, excessively 
high infant mortality, rising crime rates, and inferior education for 
too many of our citizens. In recent years, we have come to recognize 
that these are conquerable ills. We have used our ingenuity to develop 
means to attack them, and have devoted increasing resources to that 
effort. We would be derelict in our responsibilities as a great nation if 
we shrank from pressing forward toward solutions to these problems. 

But faced with a costly war abroad and urgent requirements at 
home, we have had to set priorities. And "priority" is but another 
word for "choice." We cannot do everything we would wish to do. 
And so we must choose carefully among the many competing demands 
on our resources. 

After carefully weighing priorities, I am proposing three kinds of 
actions: 

• First, I have carefully examined the broad range of defense and 
civilian needs, and am proposing the selective expansion of exist-
ing programs or the inauguration of new programs only as nec-
essary to meet those urgent requirements whose fulfillment we 
cannot delay. 

• Second, I am proposing delays and deferments in existing pro-
grams, wherever this can be done without sacrificing vital national 
objectives. 

7 
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8 THE BUDGET FOR FISCAL YEAR 1969 

• Third, I am proposing basic changes, reforms, or reductions de-
signed to lower the budgetary cost of a number of Federal pro-
grams which, in their present form, no longer effectively meet 
the needs of today. 

Federal programs bring important benefits to all segments of the 
Nation. This is why they were proposed and enacted in the first place. 
Setting priorities among them, proposing reductions in some places 
and fundamental reforms in others, is a difficult and a painful task. But 
it is also a duty. I ask the Congress and the American people to help 
me carry out that duty. 

Even after a rigorous screening of priorities, however, the cost of 
meeting our most pressing defense and civilian requirements cannot be 
responsibly financed without a temporary tax increase. I requested 
such an increase a, year ago. On the basis of changed fiscal conditions, 
I revised my request in a special message to the Congress last August. 
I am renewing that request now. 

There is no question that as a nation we are strong enough, we 
are intelligent enough, we are productive enough to carry out our 
responsibilities and take advantage of our opportunities. Our 
ability to act as a great nation is not at issue. It is our will that is 
being tested. 

Are we willing to tax our incomes an additional penny on the dollar 
to finance the cost of Vietnam responsibly ? Are we willing to take 
the necessary steps to preserve a stable economy at home and the 
soundness of the dollar abroad ? 

One way or the other we will be taxed. We can choose to accept the 
arbitrary and capricious tax levied by inflation, and high interest 
rates, and the likelihood of a deteriorating 'balance of payments, and 
the threat of an economic bust at the end of the boom. 

Or, we can choose the path of responsibility. We can adopt a 
reasoned and moderate approach to our fiscal needs. We can apportion 
the fiscal burden equitably and rationally through the tax measures I 
am proposing. 

The question, in short, is whether we can match our will and deter-
mination to our responsibilities and our capacity. 

BUDGET SUMMARY 
I am presenting my 1969 budget under the new unified budget con-

cept unanimously recommended by the bipartisan Commission on 
Budget Concepts I appointed last year. Among the many changes 
recommended by the Commission and incorporated in this year's 
budget presentation, two stand out: 
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THE BUDGET MESSAGE OF THE PRESIDENT 9 

• Firsts the total budget includes the receipts and expenditures of 
the trust funds. which were excluded from the traditional "admin-
istrative budget" concept. Because some $47 billion of trust funds 
are included in the new budget concept, its totals are much larger 
than those in the old administrative budget. 

• Second, when the Federal Government makes a repayable Joan. 
the effect on the economy is very different than when it spends 
money for a missile, a dam, or a grant program. A loan is an 
exchange of financial assets. Unlike other outlays, it does not 
directly add to the income of the recipient. Consequently, the 
Commission on Budget Concepts recommended that the budget 
identify and distinguish "expenditures" from "lending," and, for 
purposes of evaluating economic impact, show a separate calcula-
tion of the surplus or deficit based on expenditure totals alone. My 
budget presentation follows this significant recommendation. 

This budget carries a special section showing the relationship 
bet ween the new and the old concepts. 

The 1069 budget proposes outlays of $186.1 billion, of which: 
• $182.8 billion is spending. 
• $3.3 billion is net lending. 
Including the effects of the tax increase I am proposing, revenues 

in fiscal year 1069 are estimated at $178.1 billion. 
On the new budget basis, the overall deficit of $8.0 billion anticipated 

in 1060 compares with an estimated deficit of $10.8 billion in 1068. 
Thus, the reduction in the deficit is estimated to be $11.8 billion. 

A better measure of the direct impact of the Federal budget on 
the Nation's income and output is given by the expenditure account 
(which excludes the lending programs of the Federal Government). 
The expenditure deficit in fiscal year 1060 is estimated at $4.7 billion, 
a reduction of $0.3 billion from 1068. 

Between 1068 and 1060 the normal growth in revenues—associated 
with rising incomes and business activity—is expected to be $11.5 bil-
lion. This more than covers the rise in budget outlays between the two 
years—estimated at $10.4 billion. Consequently, all of the revenues 
from the proposed surcharge and the speedup in corporate tax pay-
ments will be applied towards reducing the budget deficit. 

To carry forward the proposals in the budget, I am requesting new 
budget authority of $201.7 billion for 1060, of which $141.5 billion will 
have to be provided through appropriation bills or similar action 
during the current session of Congress. The remainder will become 
available under existing law without current congressional action, 
including the social insurance trust, funds and interest on the public 
debt. 
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10 THE BUDGET FOR FISCAL YEAR 1969 

SUMMARY OF THE BUDGET AND FINANCIAL PLAN 
[Fiscal years. In billion*] 

Description 1967 
actual 

1968 
estimate 

1969 
estimate 

Budget authority (largely appropriations): 
Previously enacted 
Proposed for current action by Congress • 
Becoming available without current action by Congress 
Deductions for interfund and intragovernmental transac-

tions and applicable receipts 

Total, budget authority.* 

Receipts, expenditures, and net lending: 
Expenditure account: 

Receipts. 
Expenditures (excludes net lending). 

Expenditure deficit (—)-

Loan account: 
Loan disbursements. 
Loan repayments. . . 

Net lending. 

Total budget: 
Receipts 
Outlays (expenditures and net lending). 

Budget deficit ( - ) . 

Budget financing: 
Borrowing from the public 
Reduction of cash balances, etc.. 

Total, budget financing.. 

Outstanding debt, end of year: J ^ t 
Gross amount outstanding 329.5 
Held by the public 265.6 

$135.4 

-11.5 

182.6 

149.6 
153.2 

- 3 . 6 

17.8 
-12.6 

5.2 

149.6 
158.4 

-8 .8 

3.6 
5.3 

8.8 

341.3 
269.2 

$125.1 
3.3 

69.9 

- 1 1 . 8 

186.5 

155.8 
169.9 

-14.0 

20.9 
-15.1 

5.8 

155.8 
175.6 

-19.8 

20. 
- 1 . 0 

19,8 

370.0 
290.0 

'Less than $50 million. 

FISCAL PROGRAM FOR 1969 
Economic background.—The overall fiscal policy for 1969 has 

been designed to achieve four major goals: 
• Continuation of sustained growth in jobs and real income for 

the American people. 
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THE BUDGET MESSAGE OF THE PRESIDENT 11 

• Improvement in the U.S. balance of payments. 
• Reduction in Federal borrowing, aimed at reducing the upward 

pressure on interest rates. 
In March, the American economy will achieve a new milestone 

as it enters its eighth year of sustained expansion. No prior period 
in our history has been marked by an expansion of such long dura-
tion. Each month that wo continue to move ahead creates its own new 
record. And this record translates into jobs, incomes, and rising 
living standards for the American people. 

During the past 4 years, the continued expansion has resulted in: 
• the creation of 7 and a half million new jobs; 
• an increase of 21% in national output; 
• a rise of 18.8% in per capita income after taxes and after adjust-

ment for price change; 
• a rise of 12% in output per man-hour in the private sector of the 

economy; 
• a decline of 6 y2 million in the number of people living in poverty; 

and 
• a rate of unemployment which, for the past 2 years, has averaged 

less than 4% of the labor force and now stands at 3.7%. 
Many factors contributed to this unparalleled achievement. But 

chief among them was the flexible use of fiscal policy—particularly 
the tax reductions and reforms of 1962, 1964, and 1965. A lagging 
economy was set. in motion and sustained in expansion through these 
actions. 

Between calendar years 1961 and 1965, economic growth was ac-
companied by a remarkable degree of price stability. Wholesale indus-
trial prices rose by about one-half of 1% per year. The annual in-
crease in consumer prices was about V/3%. 

Since 1965, however, our economic achievements have been marred 
by an accelerated rate of price increases. Although these increases have 
not been as great as those in many other industrial countries, the con-
sumer price index in the past 2 years has risen at an annual rate of 
2.9%, and wholesale industrial prices at an annual rate of 1.8%. 

Interest rates on loans and securities of all types have advanced 
sharply, first in 1966, and then after a short period of decline, again 
in 1967. Our balance of payments deficit—which had been reduced 
from $3.9 billion in 1960 to $1.4 billion in 1966—took a sharp turn 
for the worse in 1967. 

The problems of rising prices and interest rates, and a worsening 
balance of payments, arise from many causes. And their correc-
tion will require a variety of measures. But central to any attack upon 
them is a fiscal policy which—through a combination of expenditure 
control and tax increase—sharply reduces the inappropriate stimulus 
of a large Federal budget deficit in today's vigorous economy. 
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12 THE BUDGET FOR FISCAL YEAR 1969 

We are now spending approximately $25 billion annually to support 
our efforts in Vietnam—in the 4 fiscal years, 1966 through 1969 com-
bined, we will have spent more than $75 billion. Our annual expendi-
ture for this purpose amounts to about 3% of gross national product. 
Other outlays, exclusive of social insurance trust funds, have been 
declining as a share of the Nation's income and output in recent years. 
It is not the rise in regular budget outlays which requires a tax increase, 
but the cost of Vietnam. 

BUDGET OUTLAYS AS A PERCENTAGE OF GROSS NATIONAL PRODUCT 
[Fiscal year*] 

Average 
195&-I960 

actual 

1965 
actual 

1968 
estimate 

1969 
estimate 

Total outlays: 
Vietnam * 

3.4% 
14.6 

3.1% 
4.2 

14.2 

3.0% 
4.4 

13.9 
Social insurance trust funds 3.0% 

16.0 

* 

3.4% 
14.6 

3.1% 
4.2 

14.2 

3.0% 
4.4 

13.9 Other outlays 
3.0% 

16.0 

* 

3.4% 
14.6 

3.1% 
4.2 

14.2 

3.0% 
4.4 

13.9 
3.0% 

16.0 

* 

3.4% 
14.6 

3.1% 
4.2 

14.2 

3.0% 
4.4 

13.9 

•Lew than 0.05%. 
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THE BUDGET MESSAGE OF THE PRESIDENT 13 

The tax increase I am requesting is in the same form as (lie one 
I recommended last year—a temporary 10% surcharge on individual 
and corporation income taxes. I again strongly urge its early approval 
by the Congress, with an effective date of January 1,1068, for corpo-
rations and April 1,1968, for individuals. 

With enactment of the tax measures proposed in this budget—the 
surcharge, extension of excises, and the acceleration of corporate tax 
collections—the total budget deficit can be cut by more than half 
between 1968 and 1969. Without the tax measures, the deficit in 1969 
would remain close to $20 billion for the second year in a row. In 
an economy already moving strongly upward, such a deficit in 1969 
would clearly add sharply t-o inflat ionary pressures. 

Inflation robs the purchasing power of those living on fixed incomes. 
It is a regressive tax which strikes hardest at those least able to afford 
it—the poor and the elderly. 

By raising the price at which we must sell in foreign markets, infla-
tion also causes our export industries to suffer and our imports to 
increase more rapidly. Perhaps even more importantly, failure to take 
decisive fiscal action to reduce our budget deficit would raise strong 
doubts throughout the world about America's willingness to keep its 
financial house in order. 

Finally, unless we take action to reduce the budget deficit signifi-
cantly, Federal borrowing is likely to be so large as to drive up interest 
rates and reduce the availability of credit, especially to home buyers, 
small businessmen, and State and local governments. 

Revenues.—The $178.1 billion in estimated revenues for fiscal year 
1969 includes $12.9 billion from the tax measures I am proposing— 
the temporary income tax surcharge, the extension of present excise 
tax rates, and the speedup in corporation tax payments. 

As I have repeatedly noted, the temporary surcharge represents a 
modest addition to our current tax bills. It would spread most equita-
bly and fairly the cost of the commitments we must meet. It would 
exempt entirely from increased taxation about 17 million Americans 
whose low incomes place them within the first two tax brackets. It 
would not be haphazard and capricious like the tax of inflation. In 
terms of the income of individuals subject to the surcharge, the tax 
increase would average about one additional penny on the dollar. And, 
unlike inflation, it can be removed promptly if no longer warranted 
by our unusual outlays in Southeast Asia. 

I am also proposing that the telephone excise tax of 10% and (he 
automobile excise tax of 7% be extended at these rates beyond April 
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14 THE BUDGET FOR FISCAL YEAR 1969 

BUDGET RECEIPTS 
[Fiscal year*. In billions] 

Source 1967 
actual 

1968 
estimate 

Individual income taxes— 
Corporation income taxes. 
Excise taxes 
Employment taxes 
All other receipts.. 

Total-

Under existing lav. 
Under proposed legislation: 

Tax measures 
User charges 

$61.5 
34.0 
13.7 
27.8 
12.6 

149.6 

149.6 

$67.7 
31.3 
13.8 
29.7 
13.3 

155.8 

152.8 

3.0 

1,1968, instead of dropping to 1% and 2%, respectively, as provided 
in present law. In addition, the Congress should enact the proposals 
made last year to modify the provisions for current payment of the 
corporate income tax so that they correspond to the current payment 
provisions applicable to individuals. 

An estimated $4.4 billion of the increase in revenues in 1969 
will come from employment taxes which finance social security and 
other trust fund programs. Under the recent amendments to the 
Social Security Act, the annual wages on which each employee's 
social security taxes are paid rose from $6,600 to $7,800 as of Jan-
uary 1, 1968, and the combined employer-employee payroll tax will 
increase from 8.8% to 9.6% on January 1, 1969. 

I am also recommending a number of new and increased user 
charges for programs in which the services provided by the Federal 
Government yield direct benefits to specific individuals and businesses. 
These charges—notably in the field of transportation—will, and 
should, shift the burden of financing from the general taxpayer to 
those who benefit directly, and make the provision of these services 
dependent upon the willingness of the user to pay for them. 

Outlays.—The $186.1 billion in total budget outlays for 1969 rep-
resents an increase of $10.4 billion from the current fiscal year. Al-
most all of this increase is accounted for by rising outlays for defense 
and for relatively fixed charges under present laws. 

Of the total $10,4 billion increase: 
• $3.3 billion is for national defense; 
• $4.2 billion is for the Federal Government's social insurance pro-

grams (chiefly social security and Medicare); 
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THE BUDGET MESSAGE OF THE PRESIDENT 15 

$1.6 billion is for the second step of the civilian and military pay 
increase enacted last year; and 
$1.3 billion is for other relatively fixed charges (interest, pub-
lic assistance, veterans pensions, etc.). 

CONTROLLABILITY OF BUDGET OUTLAYS 

(Fiscal years. In billions] 

Type of controllability 
1967 

actual 
1968 

estimate 
1969 

estimate 

National defense 
Relatively uncontrollable civilian programs: 

Open-ended programs and fixed costs: 
Social security, Medicare, and other social in-

surance trust funds 
Interest 
Civilian and military pay increase 
Veterans pensions, compensation, and insurance. 
Public assistance grants 
Farm price supports (Commodity Credit Cor-

poration) 
Postal operations 
Legislative and judiciary 
Other 

$70.1 

30.3 
12.5 

$76.5 

34.3 
13.5 

4.9 
4.2 

1.7 
.8 
.3 

2.4 

5.1 
5.2 

2.8 
.7 
.4 

2.7 

Subtotal, relatively uncontrollable civilian 
programs 57.1 64.7 

Relatively controllable civilian programs, including 
outlays from prior year contracts and obligations.. 

Undistributed intragovernmental payments (—) 

Total budget outlays 158.4 175.6 

$79.8 

38.5 
14.4 
1.6 
5.2 
5.7 

2.9 
.3 
.4 

2.8 

71.8 

186.1 

*Lett than $50 million. 

Outlays in relatively controllable civilian programs are estimated to 
rise by $0.5 billion from 1968 to 1969. This rise is more than accounted 
for by an increase of $11/2 to $2 billion in payments on prior contracts 
and obligations. On the other hand, budget outlays by the Federal 
National Mortgage Association trust fund are scheduled to decline. 
All other outlays in relatively controllable civilian programs will be 
essentially unchanged from 1968 to 1969. 

Within this relatively stable total, however, there are a large num-
ber of individual increases and decreases. Tight budgeting does not 
mean an indiscriminate "hold-the-line" on all programs. Rather, it 
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16 THE BUDGET FOR FISCAL YEAR 1969 

implies a rigorous application of priorities, providing increases 
where needs are urgent and returns high, slowing the growth of pro-
grams with less urgent priority, and reducing outlays where require-
ments have decreased or programs have become outmoded. 

In the application of this priority system, my budget provides 
selective increases for a number of urgent domestic programs, par-
ticularly: 

• manpower training; 
• Model Cities; 
• programs to control the rising crime rate; 
• family planning and health care for mothers and infants; 
• air and water pollution control; and 
• research in better methods of education, and assistance in 

increasing the supply of qualified teachers. 
These and the other selected programs for which I am recommend-

ing increases, respond to the most urgent needs of our Nation today— 
the basic problems of poverty, crime, and the quality of our environ-
ment. I urge the Congress to give them the most careful considera-
tion. We can ignore these problems only at grave risk of harm to the 
fabric of our society. 

BUDGET OUTLAYS 
(Fiscal yeara. In billions] 

Description 
1967 

actual 
1968 

estimate 
1969 

estimate 
Ch.a«*> 
1968 to 

1969 

$70.1 $76.5 $79.8 +13.3 

30.3 34.3 38.5 +4.2 

4.0 4.5 4.7 + . 2 
3.4 4.4 4.9 + .5 
1.1 1.3 1.5 + .2 
1.5 1.9 2.0 + . 1 
3.9 4.6 4.9 +•3 

1.1 2.0 2.3 + .4 
.2 .4 .5 + . 1 

12.5 13.5 14.4 + .9 
1.6 +1.6 

34.2 36.9 36.0 - . 8 
- 4 . 0 - 4 . 6 - 5 . 0 - . 5 

158.4 175.6 186.1 +10.4 

National defense 
Social security. Medicare, and other social insurance 

trust funds 
Other major social programs: 

Education 
Health (excluding Medicare) 
Labor and manpower 
Economic opportunity programs 
Welfare 
Urban community development, and low and 

moderate income housing 
Regional development. 

Interest 
Civilian and military pay increase 
All other 
Undistributed intergovernmental payments (—) 

Total budget outlays. 
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At tho same time as I propose selected increases, I have taken other 
steps to hold budget totals to the minimum consistent with the national 
security and well-taing. My budget provides for: 

• the cutback of controllable programs in 1968 which the Congress 
enacted upon my recommendation; 

• reductions, deferraland program reforms, which would reduce 
program levels in a variety of Federal activities by $2.9 billion 
in 1969; 

• a determined effort to slow the pace of federally financed con-
struction programs as much as possible consistent with orderly 
government and sound practices; 

• a careful review of all budget requests to insure that increases are 
recommended only in case of high priority programs. 

Budget authority.—Before Federal agencies can spend or lend 
funds, the Congress must enact authority for them to incur financial 
obligations and make the payments required to meet these obligations. 
Most of tliis authority is provided in the form of appropriations. 

For fiscal year 1969, a total of $201.7 billion of such authority is 
proposed: 

• New obligational authority of $197.1 billion for expenditure ac-
count programs, and 

• Lending authority of $4.6 billion for loan account programs. 
Not all of this authority will be fully obligated or spent in 1969; some 

of it is needed to provide the authority for major procurement, con-
struction, loan contracts, and other large-scale activities in which obli-
gations made in one year result in outlays over a period of years. 

Of the total budget authority recommended for 1969, the Congress 
would have to act on $141.5 billion during the current session. The 
remaining authority will become available under existing law without 
further action by the Congress. Such authority consists chiefly of trust 
fund programs (under which the revenues of the special taxes and 
other specific receipts financing the programs are automatically appro-
priated) and interest on the public debt. 

The authority for 1969 which the Congress is being asked to enact 
is $13.1 billion greater than the current estimate for 1968, but only $6.1 
billion higher than the amount enacted 2 years ago. Current action by 
the Congress to provide budget authority varies widely from year to 
year because in several large programs—highways, TVA electric power 
construction, and the special assistance functions of the Department of 
Housing and Urban Development, for example—budget authority is 
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18 THE BUDGET FOR FISCAL YEAR 1969 

BUDGET AUTHORITY 
(Fiscal years* In billions] 

Description 1967 
actual 

1968 
estimate 

1969 
estimate 

Available through current action by the Congress: 
Previously enacted 
Proposed in this budget 
To be requested separately: 

For supplemental requirements under present law.. 
Upon enactment of proposed legislation 

Allowances: 
Civilian and military pay increase. 
Contingencies 

$135.4 $125.1 

3.0 
.2 

Subtotal, available through current action by the Congress. 

Available without current action by the Congress (permanent 
authorizations): 

Trust funds -
Interest on the public debt 
Other. 

Interfund and intragpvernmental transactions (—). 
Applicable receipts from the public (—) — 

135.4 128.4 

$138.4 

.9 

1.6 
.6 

141.5 

41.7 
13.4 
3.6 

- 6 . 6 
- 4 . 9 

50.1 
14.4 
5.4 

- 7 . 4 
- 4 . 4 

54.0 
15.2 
3.9 

- 8 . 2 
- 4 . 6 

Total budget authority. 182.6 1863 201.7 

•Less than $50 million. 

provided in 1 year to cover a number of succeeding years. In fiscal year 
1968, there is a considerable decline in the amount of such multiyear 
authority. 

Of the $15.2 billion increase in total budget authority in 1969, $6.2 
billion is for the Department of Defense and military assistance pro-
gram, $3.9 billion is available for trust funds, $0.9 billion is for interest 
on the public debt, and $1.6 billion for the military and civilan pay 
raises effective July 1,1968. 

The remaining increase in budget authority totals $2.6 billion. 
Major increases in this remainder are: 
• $586 million for public assistance and payments to the Medicare 

trust fund. 
• $597 million for foreign economic assistance, to meet minimal 

development needs, primarily in Latin America and Asia, follow-
ingthe reductions in this program last year. 

• $442 million for Federal manpower activities of civilian agencies. 
• $163 million for the Office of Economic Opportunity (apart from 

its manpower activities). 
• $245 million for the Atomic Energy Commission, largely associ-

ated with the new Sentinel antiballistic missile system. 
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THE BUDGET MESSAGE OF THE PRESIDENT 19 

• $688 million for the Model Cities program. 
Major decreases from 1968 to 1969 include: 
• $401 million for construction grant programs of the Office of 

Education. 
• $254 million for the Post Office, reflecting the postal rate increase 

enacted in 1967. 
• $204 million for health construction grants. 
• $218 million for the National Aeronautics and Space Admin-

istration, because requirements for the Apollo program are 
declining. 

• $81 million for certain Corps of Engineers construction activities. 
This budget includes for fiscal year 1968 $3.4 billion in supple-

mental appropriations recommended "for enactment this year, along 
with the related outlays. Of this total, $1.1 billion represents the 
current years cost of the pay raise for Federal personnel, over and 
above amounts the agencies have been able to absorb. The other major 
supplemental requirement is $1.6 billion for the Department of Health, 
Education, and Welfare, largely for welfare payments and medical 
assistance, and for the Government's payments to the health insurance 
trust fund. 

BUDGET PROGRAM REDUCTIONS AND REFORMS 

In this budget I am recommending two kinds of measures to reduce 
Federal outlays. 

First, I am proposing certain reductions which primarily reflect 
the stringent nature of the 1969 budget. I am, for example, recom-
mending a temporary reduction in certain construction programs, not 
because they have outlived their usefulness, but because a deferral 
of this construction is appropriate in a period when we must relieve 
inflationary pressures by reducing the deficit. 

These reductions reflect a cut in existing program levels in terms of 
obligations, commitments, or contracts, which can be accomplished 
without substantially altering the character of the affected program. 
Such reductions are estimated to bring 1969 programs some $1.6 
billion below 1968 appropriated levels. 

Second, I am recommending long-run reforms and modifications 
to eliminate certain programs or make them more effective. As the 
economic and social profile of the Nation changes, Federal programs 
must also change—or run the risk of being inappropriate, ineffective, 
and irrelevant. 

Under the reform proposals, the program level of older outmoded 
activities would be reduced, or, in certain cases, charges for benefits 
would be imposed or substantially increased. These proposed reforms 
are estimated to reduce the 1969 budgetary burden for these programs 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1969



2 0 THE BUDGET FOR FISCAL YEAR 1969 

by $1.2 billion below the prior year's levels. The corresponding amount 
for 1970 is estimated at?1.4 billion. 

Change will not be easy. Many revisions will require legislation, 
for which I seek congressional support and approval. Many of these 
programs have lived long lives and recipients have become accus-
tomed to enjoying their benefits. Nevertheless, today's priorities de-
mand change—no matter how difficult it may be. 

The expenditure savings from these reductions and reforms will 
not all occur in 1969, but will be spread over several years. These 
proposals, shown in the accompanying table, will touch nearly every 
major agency in the Federal Government. 

BUDGET PROGRAM REDUCTIONS AND REFORMS 
|Fi»tal years. In miUtooa] 

Cult below 1968 
procram level, 

as funded 

1969 

BUDGET REDUCTIONS 
Agriculture: 

Farm operating loans 
Rural electrification loans 
Forest roads and trails 
Sewer and water loans 
Water and sewer grants 
Watershed protection program 
Flood prevention program 
Agricultural research 
Forest protection and utilization 
Great plains conservation program 
Other 

Subtotal. Agriculture 

Commerce: 
Ship construction 
Research—Maritime Administration 

Subtotal Commerce 

Health, Education, and Welfare: 
College facility grants . 
Books, equipment, guidance, and testing grants. 
Health research facilities construction 
School aid to federally impacted areas 
Medical library construction grants 

Subtotal Health, Education, and Welfare.. 
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BUDGET PROGRAM REDUCTIONS AND REFORMS-Omtuocd 
(Fiscal yetn. la millions] 

Agency end program 
Cuts below 1968 
program level* 

as funded 

BUDGET REDUCTIONS—Continued 

Housing and Urban Development: 
Grants for basic water and sewer facilities 
Public facility loans -
Special assistance for market rate mortgages—Federal National Mort-

gage Association. 

Subtotal, Housing and Urban Development.., 

Interior: 
Reclamation program. 
Indian construction programs -
Road programs . 
Sport fisheries construction . 
Commercial fisheries construction. . . 

Subtotal, Interior. 

Justice: Elimination of new prison construction., 

State: Educational exchange... 

Atomic Energy Commission: 
Production of special nuclear materials 
Nuclear rocket program 
Space electric power... -
Civilian application of nuclear explosives (Plowshare).. 

Subtotal, Atomic Energy Commission.... 

General Services Administration: Construction. 

National Aeronautics and Space Administration: Manned and unmanned 
exploration and other programs -

National Science Foundation: Institutional science programs.. 

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

Subtotal, Small Business Administration.. 

Total budget reductions 
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BUDGET PROGRAM REDUCTIONS AND REFORMS-Continucd 
| Fiscal yuri . la milliofttl 

1969 

PROGRAM REFORMS 
Agriculture: 

Agricultural conservation program—limit to practices with long-term , 
benefit*.... 

m o 

-$120 | -$120 

Health, Education, and Welfare: School aid to federally impacted area*-
tie payment* more closely to Federal burden j 

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

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

Transportation: 
Airway services—increase taxes on users 
Waterways—Impose tax on users 
Highway trucking—increase tax on diese) fuels and apply graduated 

use tax by weight— 

Subtotal, Transportation. 

Veterans Administration: 
Compensation—eliminate statutory payments for cases of arrested 

tuberculosis 
Burial benefits—eliminate duplication with social security 
Pensions—count railroad retirement benefits as part of income in setting 

amount of veterans pension 

Subtotal, Veterans Administration. 

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

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

Total • program reforms 

Grand total, budget program reductions and reforms, 1969. 

—669 J —669 

-3 -3 

-40 
-7 

-55 
-14 

-239 
i 

-250 

—286 
! ^ _ _ _ _ 

i 

—319 

-54 
-46 

-54 
-46 

-7 
i 

-7 

j -107 "liw 

i 
-50 -50 

_. 
-1.235 

-2.867 

> While no immediate savings are realised, the lon«*term effect could be substantial. 

There have been suggestions for a long-range study of Federal pro-
grams, evaluating their effectiveness and proposing reforms. Clearly* 
more study of potential program reforms is needed. My proposals this 
year represent a first step on which we can and should act now. 
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Throughout the years, it has been easier to discuss the need to re-
structure older Government programs, than actually to change them. 
I urge the Congress to take prompt and favorable action in support of 
these proposals to cull out lower priority programs. 

FEDERAL DEBT 
On the basis of all revenues and outlays included in the new unified 

budget, the Federal debt held by the public will increase to an 
estimated $298 billion on June 30,1969, from $290 billion at the end of 
fiscal year 1968. A substantial amount of Federal debt is not held by 
the public but by Government agencies and trust funds. Federal gross 
debt—which is the sum of the amount held by the public and within 
the Government—is estimated at $387.2 billion at the end of fiscal year 
1969. 

During the past year the Congress substantially revised the perma-
nent statutory debt limit, which applies to concepts used in previous 
budgets. It also provided for temporary further increases beginning 
with the fiscal year 1969, to take care of seasonal fluctuations. On the 
basis of the present fiscal outlook, and assuming enactment of the new 
tax measures which I have proposed, it should not be necessary to seek 
revision of the limit during this session of the Congress. 

If and when it becomes necessary to revise the statutory limit, some 
modifications in the scope and nature of the limit may be appropriate, 
in line with the recommendations of the Commission on Budget 
Concepts. 

FEDERAL DEBT AND BUDGET FINANCING 
(End of fiscal years. In billions) 

Description 1967 1968 1969 Description 
actual estimate estimate 

Federal debt held by the public. $269.2 $290.0 $298.0 
Plus: Debt held by Federal agencies and trust funds. 72.2 80.0 89.2 

Equals: Gross Federal debt 341.3 370.0 387.2 
Of which: 

Treasury debt. 322.9 344.1 356.7 
Other agency debt 18.5 25.9 30.5 

Budget financing: 
Borrowing from the public 3.6 20.8 8.0 
Reduction of cash balances, etc 5.3 - 1 . 0 

Total budget financing 8.8 19.8 8.0 

Total budget deficit - 8 . 8 -19.8 - 8 . 0 

* Less than $50 million. 
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Under the revised concepts presented in this budget, the Fed-
eral debt includes a wider range of Federal securities than the 
direct obligations of the Treasury Department, which have formerly 
been regarded as the public debt. Under the new concept, the debt 
includes: 

• Direct obligations of the Treasury: 
• Securities issued by other Federal agencies: and 
• Certificates of participation in assets of Federal agencies issued 

by the Export-Import Bank and by the Federal National Mort-
gage Association for itself and as trustee for several other agencies. 

In total, agency obligations other than Treasury securities will 
amount to an estimated $25.0 billion on June 30,1908, and will increase 
to $30.5 billion by June 30, 1969. 

Increases in borrowing from the public represent the primary means 
of financing the budget deficit. Lesser amounts are available from 
time to time by drawing down the Treasury's cash balances or from 
a portion of the seigniorage on the Government's minting operations. 

PtfMft* 125-
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*» Federal Debt H e l d by The Public 
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PROGRAM HIGHLIGHTS 
The budget covers all the expenses which can be reasonably antici-

pated in the coming year. To assure that the total takes into account 
the inevitable uncertainties in estimating for a future period, $2-2 Digitized for FRASER 
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billion in new obligational authority and $2,0 billion in expendi-
tures have been included as special allowances for 1969. These allow-
ances provide for: (1) civilian and military pay increases required 
by law, and (2) unforeseen contingencies and the possible costs of 
new programs for which definite estimates cannot be made at the 
present time. 

The Government's program and budget for 1969 are outlined briefly 
in the table and sections that follow. 

BUDGET OUTLAYS 

(Fiicil years. In billions] 

Function 1967 
actual 

1968 
estimate 

1969 
estimate 

Expenditure*: 
National defense 

Excluding special Vietnam* -
International affairs and finance 

Excluding special Vietnam 
Space research and technology 
Agriculture and agricultural resources 
Natural resources 
Commerce and transportation - -

_ Housing and community development.. 
Health, labor, and welfare 
Education 
Veterans benefits and services.... 
Interest 
General government. 
Allowances: 

Civilian and military pay increase 
Contingencies 

Undistributed intragovemmental payments: 
Government contribution for employee retirement (—). 
Interest received by trust funds (—) 

Total expenditures 
Total expenditures, excluding special Vietnam. 

Net Landing: 
International affairs and finance 
Agriculture and agricultural resources.. 
Housing and community development. 
All other 

Total net tending. 

Total outlays 
Total outlays, excluding special Vietnam. 

$70.1 
(50.0) 

4.1 
(3.7) 
5.4 
3.2 
2.1 
7.3 

.6 
39.5 
3.6 
6.4 

12.5 
2.5 

-1.7 
-2.3 

153.2 
(132.7) 

.5 
1.2 
1.7 
1.7 

5.2 

158.4 
(137.9) 

$76.5 
(52.0) 

4.3 
(3.9) 
4.8 
4.4 
2.4 
7.7 
.7 

46.4 
4.2 
6.8 
13.5 
2.6 

-1.9 
-2.7 

169.9 
(144.9) 

.7 

.9 
3.3 
.9 

5.8 

175.6 
(150.6) 
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National defense.—In a world of .shrinking distance, our own 
peace and security is bound up with the destiny of other nations. 
The defense budget for I960 reflects our resolve to preserve the in-
dependence of Vietnam and to provide the forces essential for safe-
guarding our national security and international obligations. 

Since 1961, excluding those forces added because of operations in 
Vietnam, we have increased our military capability in overv essential 
category. Our accomplishments include.: 

• A 45% increase in the number of combat-assigned Army 
divisions—from 11 to 16; 

• A 62% increase in the funds for general ship construction and 
conversion to modernize the fleet: 

• A 200% increase in the number of guided-missile surface ships: 
• A 20% increase in the number of Air Force tactical fighter and 

attack aircraft, and a 100% increase in the total pavload capability 
of all fighter and attack aircraft—Air Force, Navy, and Marine 
Corps; 

• A 400% increase in our fixed-wing airlift capability—an increase 
which will reach 1,000% in the 1970's with the introduction of 
the mammoth C-5A transport; and 

• A 185% increase in the number of nuclear weapons in the strategic 
alert forces. 

While we stand ready to enter meaningful discussions with the 
Soviet Union on the limitation of strategic forces, it is necessary to 
assure that our defense capabilities remain equal to any challenge or 
threat. I am therefore recommending funds in this budget which will: 

• Maintain our decisive strategic deterrent by: continuing to con-
vert our strategic missile force to the more effective Minutenian 
III and Poseidon; equipping those missiles with multiple, inde-
pendently targeted warheads and aids to help them penetrate 
enemy defenses; and modernizing our manned bomber force 
with additional FB-111 aircraft and improved short range attack 
missiles. 

• Proceed with procurement of the Sentinel missile defense system 
to meet the threat posed by the emerging Chinese nuclear capa-
bility. In addition, we will begin a revamping of our air defenses. 

• Augment the firepower, mobility, and readiness of our general 
purpose forces by improving their air defenses, buying new fixed-
wing aircraft and helicopters, and procuring other new weapon 
systems. We will also replenish munitions, supplies, and equip-
ment consumed in Vietnam. 
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• Improve further our airlift-sealift capability by additional pur-
chases of the giant C-5A aircraft and initial procurement of the 
fast deployment logistics ship. 

• Continue the vigorous research and development effort which 
constitutes the Nation's investment in our future national secu-
rity. 

To accomplish these improvements, to meet all of our requirements 
in Vietnam, and to meet the full year's cost of the October 1967 civilian 
and military pay raise will require an increase of $3.3 billion in 
outlays for national defense in 1969. 

We can and will meet all of our essential defense requirements. But 
we intend to insure that our defense dollars are spent as efficiently and 
effectively as possible. At my request, the Department of Defense will 
continue its searching review to reduce costs and to defer or stretch 
out all programs in which economies can be effected without reducing 
overall defense readiness. 

International affairs and finance.—Through its international 
programs, the United States seeks to promote a peaceful world com-
munity in which all nations can devote their energies toward improv-
ing the lives of their citizens. We share with all governments, particu-
larly those of the developed nations, responsibility for making progress 
toward these goals. 

The task is long, hard, and often frustrating. But we must not 
shrink from the work of peace. We must continue because we are a 
Nation founded on the ideals of humanitarian justice and liberty for 
all men. We must continue because we do not wish our children to 
inherit a world in which two-thirds of the people are underfed, dis-
eased, and poorly educated. 

The $2.5 billion in new obligational authority requested for 1969 
for the economic assistance program is essential to the success of our 
efforts. Most of our assistance is provided in concert with other 
industrialized nations, some of whom devote a larger proportion of 
their economic resources to this purpose than we do. 

Our assistance, even when combined with the growing contribution 
of other industrial nations, cannot itself guarantee the economic 
growth of developing nations. But it can provide the crucial margin 
of difference between success and failure for those countries which are 
undertaking the arduous task of economic development. Since outside 
aid cannot substitute for effective self-help, we will continue to direct 
our economic assistance to those countries willing to help themselves. 
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The 1969 economic assistance program will continue the trend 
toward increasing concentration on improved agriculture, education, 
health, and family planning. The economic aid program I am p r o v -
ing will: 

• Accelerate growth in Latin America hv modernizing agriculture 
and expanding education, and help lay the foundations for a 
Common Market, as agreed ut Punta del Kste last April. 

• Support India's recovery from recession and drought, and assist 
Pakistan's drive toward self-sufficiency in food. 

• Promote progress in the villages of Southeast Asia by helping 
them build schools, roads, and farms. 

More than 90# of our AID expenditures in I960 will be for pur-
chases made in the United States, and I have directed intensified efforts 
to increase this percentage. 

Upon completion of negotiations now in progress, I shall recom-
mend legislation to authorize a U.S. contribution to a multilateral re-
plenishment of the resources of the International Development As-
sociation, which is managed by the World Bank. I shall also request, 
an increase in our subscription to the callable capital of the Inter-
American Development Bank (IDB): this action will enlarge the 
borrowing and lending capacity of this vital Alliance for Progress 
institution without, requiring expenditure of U.S. Government funds. 
These resources, together with our proposed contributions to the IDB?s 
Fund for Special Operations and the Asian Development Bank, will 
permit us to provide effective support for sound development projects 
while we share the financial burden with other donors. Our contribu-
tions will include adequate Imlance of payments sa feguards. 

To assure sufficient food supplies for the developing countries, I am 
proposing extension of the Food for Freedom program beyond its 
expiration date of December 31, 1968. 

The Export-Import Bank will continue to assist the growth of U.S. 
exports, so essential to our balance of payments. I will propose legisla-
tion to establish a new Export Expansion Program to guarantee, 
insure, and make direct loans for U.S. exports which do not qualify for 
Bank financing under existing criteria. 

Space research and technology.—This Nation's leadership in ad-
vanced technology was challenged 10 years ago by Sputnik and again 
7 years ago by the first Soviet manned flight. We responded to these 
challenges with energy and imagination. We decided to create a na-
tional capability to operate in space. We established as a principal goal 
the development of launch vehicles and spacecraft large enough to 
transport men to the moon. We joined the strengths of our univer-
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sities, industry, and government to accomplish this goal, to expand 
our knowledge of space, and to attain a leading position in aeronautics 
and space technology. 

Our continuing stream of progress has been marked by many 
dramatic successes and by only a few tragic setbacks. The Mercury 
and Gemini programs have clearly demonstrated our progress in 
manned space flight. The recent, highly successful launch of the 
huge Saturn V rocket emphasizes the great strides we have made in 
creating a large launch vehicle capability. We will resume manned 
flight tests of the Apollo spacecraft this year, and proceed toward 
the manned lunar expedition. 

To meet our most urgent national needs in some areas requires us 
to reduce spending in others. New obligational authority requested 
for the National Aeronautics and Space Administration in this budget 
is about $220 million below the 1068 amount. Expenditures will be 
$230 million below 1068, $850 million below 1967, and over $1.3 billion 
less than in 1066. This reduction reflects our progress beyond the 
costly research and development phases of the manned lunar mission, 
as well as the immediate need to postpone spending for new projects 
wherever possible. 

Based on a careful examination of priorities, the 1969 budget pro-
vides increases in some areas to prepare for important advances in 
future years, while deferring other less urgent, new projects. The 
production of our large Saturn-class space boosters is continued but 
at a reduced rate. The development of a nuclear rocket engine to 
increase the capability of our Saturn V launch vehicle is also continued, 
but at a smaller size and thrust than originally planned, to reduce 
development cost. 

We will not abandon the field of planetary exploration. I am recom-
mending development of a new spacecraft for launch in 1973 to orbit 
and land on Mars. This new Mars mission will cost much less than half 
the Voyager program included in last years budget. Although the sci-
entific result of this new mission will be less than that of the Voyager, 
it will still provide extremely valuable data and serve as a building 
block for planetary exploration systems of the future. 

Agriculture and agricultural resources.—In recent years, Federal 
agricultural commodity programs have succeeded in adjusting farm 
production to domestic and export needs. Wheat acreage was increased 
in 1967 to permit additional food aid for developing countries faced 
with low crop production. Cotton acreage will be increased in 1968 
since surplus cotton stocks have been eliminated. 

The commodity programs have helped raise incomes for many of our 
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farmers. However, many poorer families living in rural areas benefit 
little from these programs. The combination of rapidly rising farm 
productivity and more slowly growing demand for farm products has 
left many rural people with low incomes. The result has been a massive 
migration to the cities, limited job opportunities for people remaining 
in rural areas, and widespread rural poverty. 

Rising farm income plays a major role in improving economic condi-
tions in rural areas. But other measures are needed: 

• The Secretary of Agriculture is working with other Federal agen-
cies and local groups to help more rural people participate in 
Federal programs that provide increased economic opportunities 
and improved living conditions. 

• Legislation now before the Congress should be enacted to aid the 
establishment of multicounty area development districts. These 
districts would provide a broad base for planning and coordinat-
ing the development of public sen-ices and facilities in rural 
areas. 

• Capital needs of Rural Electrification Administration borrowers 
to provide necessary electric power and telephone facilities in 
rural areas continue to expand. Legislation should be enacted 
to establish a cooperative bank for the telephone loan program and 
to permit the use of revolving funds for both the electric and tele-
phone programs. 

The Wholesome Meat Act of 1067 provides a new guarantee of safety 
for the American consumer. Under this act it will be possible to bring 
the same assurance of wholesomeness for meat sold in intrastate com-
merce as for meat now inspected under the Federal system. 

Natural resources.—Federal programs to protect and develop our 
natural resources help strengthen our economic base and provide 
recreational opportunity for an expanding population. 

The 1969 budget calls for deferral of some lower priority resource 
activities. But adequate provision has been made to: 

• Protect our forests, conserve our fish and wildlife, and develop 
our mineral resources; 

• Acquire new recreation areas; 
• Clean up the Nation's water; and 
• Continue water resource development. 
Construction costs have been rising sharply in recent years—by 5% 

in 1966 and 6% in 1967. To reduce the impact of Federal construction 
activities on the economy, I am recommending that ongoing water 
resource projects be continued at minimum rates. In many cases this 
will require a delay in present construction schedules. New water re-
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source development projects of the Corps of Engineers, the Bureau of 
Reclamation, and the Department of Agriculture, which had been 
recommended for starting in 1968 or had been added by the Congress, 
will be started over the 2-year period, 1968 and 1969, A small number of 
additional projects will be proposed for starting in 1969. 

The Water Resources Council is developing a more appropriate in-
terest rate to be applied in formulating and evaluating water projects. 
The revised rate will be related to the average estimated current cost to 
the Treasury of long-term borrowing. It will be higher than the rate 
now in use for project evaluation. The new rate will be applied to 
future projects in order to assure the most effective use of Federal 
funds in the development of the Nation's water resources. 

Legislation to establish a National Water Commission is already be-
fore the Congress and is essential if we are to deal more effectively with 
the Nation s critical water problems. 

We must also take steps to safeguard our scenic and historic areas 
and anticipate the resource needs of future generations. Legislation 
has been proposed and should be enacted promptly to authorize: 

• The Redwoods National Park in northern California; 
• The North Cascades National Park and National Recreation Area 

in the State of Washington; 
• The Apostle Islands National Lakeshore in Wisconsin: 
• A National Scenic Rivers System; 
• A Nationwide System of Trails; and 
• The Central Arizona Project. 

I also recommend legislation to: 
• Augment the revenues of the Land and Water Conservation Fund 

by use of part of the mineral leasing receipts from the Outer Con-
tinental Shelf; and 

• Establish a Federal-State system for regulation of surface mining 
operations. 

Commerce and transportation.—Many of the Nation's most urgent 
needs can lie secured only with the dividends provided by continued 
economic growth. In addition to its overall fiscal policy, the Federal 
Government contributes to this growth in a variety of ways. For 
example, we: 

• Provide aid to American businesses, and stimulate increased 
competition; 

• Assist depressed areas of the Nation to share the fruits of pros-
perity; and 

• Encourage safe and efficient systems of transportation and com-
munication. 
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These are our long-standing goals, which require a slightly different 
emphasis each year to focus our efforts on the emerging needs of a 
rapidly changing society. The budget for I WW is responsive to this 
need by: 

• Encouraging private business to create job opportunities for those 
living in blighted urban areas: 

• Enhancing the well-being of seriously depressed regions by help-
ing selected communities take better advantage of exist ing Federal 
grant programs; 

• Strengthening centers of potential economic growth within de-
pressed regions to reduce excessive migration to larger urban cen-
ters where job opportunities often are not available: 

• Improving our balance of payments, bv increasing assistance to 
businesses to expand their exports and by attracting more tourists 
to the United States: and 

• Providing improved statistics to aid business, labor, and govern-
ment in sustaining economic growth. 

Our economic growth and well-being rely heavily on fast, efficient 
movement of goods and people. The 1009 budget provides for continu-
ing development of a prototype civil supersonic transport, for further 
tests of high-speed ground transportation, and for an expanded re-
search program to stimulate innovation in our congested urban trans-
portation systems. 

I have directed the Secretary of Transportation to develop recom-
mendations for providing and financing the facilities and services 
required to meet the long-term needs of the Nation's rapidly growing 
air transportation network. 

I am also proposing a broad program of transportation user charges 
to apply the test of the marketplace to these activities, and to relieve 
the general taxpayer of some of the burden of financing special bene-
fits for certain individuals and industries. 

While we prepare for the future, we cannot overlook the urgent 
demands of the present. Safety will continue to receive high priority 
in the 1969 budget program. We must attack the tragic toll of traffic 
fatalities 011 the Nation's highways and equip our airways to handle 
increased air traffic safely and efficiently. 

Housing and community development.—Most Americans lead a 
comfortable life, in comfortable homes and comfortable surroundings. 
But millions of families are still crowded into housing unfit to live 
in, located in squalid surroundings, and burdened with wornout fa-
cilities and inadequate services. Without some assistance and the 
development of new techniques, our private economy cannot now 
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provide good housing at costs these families can afford. Our cities 
cannot afford all the essential facilities and services. The Federal 
Government must continue and expand its assistance. 

I propose to the Congress that we launch a program, in cooperation 
with private industry and labor, to build 6 million new housing units 
for low- and middle-income families over the next 10 years. 

Under existing legislation and the new measures I will propose, 
we can begin this program in fiscal year 1969 with 300,000 housing 
units. 

Federal aids for State and local services, especially those for edu-
cation, health, manpower training, and basic income support are, to 
a large extent, directed at needy families. In addition, housing 
and community development programs are aimed more specifically 
at improving their surroundings. This budget provides: 

• $1 billion for the 63 Model Cities now planning their programs 
to concentrate assistance to some 3.7 million people living in the 
most blighted areas of these cities, and for approximately 70 cities 
expected to start their planning in the late spring. 

• $1.4 billion of advance funding for the urban renewal program for 
1970, allowing the communities to start planning their action 
programs now. 

To provide decent housing for all Americans, the housing industry 
must be able to compete on equal terms with other sectors for needed 
resources. However, in the past 2 years, housing has been at a dis-
advantage in competing for investment funds. The tax increase I have 
proposed will help solve this problem. In addition, specific steps 
to overcome the competitive disadvantage are being proposed to the 
Congress, including: 

• Authority to lift, the ceiling on interest rates for FHA and VA 
mortgages, which currently discourages savers from investing 
in mortgages* 

• An orderly transfer of ownership of the Government's activities 
in the secondary mortgage market to private hands, so that pri-
vate capital can be raised and mortgages purchased as required 
by market conditions. 

Despite substantial progress, our urban problems remain complex. 
Their solutions will be difficult. Our understanding of the basic nature 
of the problems and of the correct, solutions is deficient. To remedy 
this deficiency, the 1969 budget provides for a doubling of the general 
research funds available to the Department of Housing and Urban 
Development. 

Detailed recommendations to augment our efforts to solve housing 
and urban problems will be presented in a separate message to the 
Congress. 
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Health, labor, and welfare.—Programs that help develop our most 
valuable resource—our people—are essential to the long-run growth 
and vitality of the Nation. Xo society can flourish unless its people 
have opportunities for jobs and the skills to perform them, receive 
adequate health care, and are free from the fear of basic economic 
insecurity. The 1969 budget will permit us to further these objectives. 

Outlays for these programs are estimated at $M.4 billion, of which 
over 75% will be provided through trust funds which are largely self-
financed. 

Health.—Since 1963, Federal outlays for health have increased six-
fold—from §1.7 billion to $10.7 billion. Medicare has provided in-
surance coverage against hospital and doctors' bills for nearly all 
older Americans. Under Medicaid, medical assistance has been ex-
tended to 8.5 million needy individuals. The number of medical and 
dental schools hastoen significantly increased, new mental retardation 
clinics and mental health centers are providing services, and infant 
mortality has been reduced. 

But our job is far from complete. This budget, will reinforce our 
partnership with State and local governments in attacking health 
problems; speed research findings to victims of heart, cancer, stroke, 
and related diseases; intensify the attack on air pollution; expand 
health care for mothers and children: and increase voluntary family 
planning services. 

To broaden and supplement these efforts, I will projx^e legisla-
tion to: 

• Attack the problem of infant mortality by providing, for fam-
ilies which cannot afford it, access to health services from prenatal 
care for the mother through the child's first year. 

• Increase the supply of health manpower. 
• Establish more effective leadership and an improved personnel 

system for the health activities of the Department of Health, 
Education, and Welfare. 

Labor and manpower.—The opportunity to work in a meaningful 
job is a fundamental right in our society. This opportunity is denied 
those who are ill-equipped through lack of education and job skills, 
and those who are handicapped by the effects of discrimination and a 
slum environment. 

The 1969 budget provides for a wide range of manpower programs 
which will enable 1.3 million Americans to start, on the road to economic 
self-sufficiency and individual dignity. Another 230,000 disabled 
Americans will be restored to productive employment through the vo-
cational rehabilitation program. 
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The Concentrated Employment Program, which brings together a 
wide range of manpower and related services in selected geographic 
areas, will be expanded to an additional 70 areas—35 of them rural. 
This will bring to 146 the number of the Nation s most severe unem-
ployment areas which will be served by this intensive effort. 

Major increases are also planned in programs to enlist private 
employers in training and employing the hard-core unemployed. 
State and local manpower planning will be strengthened, and man-
power activities in the Department of Labor have been restructured to 
improve delivery of manpower services. 

Legislation will be proposed to: 
• Update the unemployment insurance program by extending cover-

age, raising benefit levels for unemployed workers, increasing 
the length of benefits under certain circumstances, correcting 
abuses, and providing for services which would increase the work-
ers' employability. 

• Reduce threats to the health and safety of workers through a com-
prehonsivc Federal-State program and assure workmen's com-
pensation benefits to uranium miners who contract lung cancer. 

Economic opportunity programs.—Poverty in the midst of plenty 
casts an ugly shadow on our society. We have a commitment to remove 
that shadow. 

We know that poverty cannot be eradicated overnight. But we must 
persist in our efforts to help those oppressed by poverty—whether 
they live in blighted urban areas or in impoverished rural counties. 
Work and training programs are being expanded and increasingly 
aimed at helping the poor. In addition, this budget will enable the 
Office of Economic Opportunity to provide: 

• Improved planning capability of local Community Action 
Agencies. 

• Services for a full academic year to 202,000 children through Hearl 
Start and a summer program for 450,000 children to remove basic 
disadvantages suffered by poor children on entering school. 

• Head Start Follow Through to help 79,000 children retain the 
gains provided by the Head Start program. 

• Assistance to make a college education possible for 31,000 deprived 
but talented youths through the Upward Bound program. 

• Comprehensive family health services for the poor through nearly 
50 neighborhood health centers. 

New approaches are being tested through cooperation among Fed-
eral agencies in multipurpose neighborhood center demonstration 
projects in 14 cities. These centers will develop service systems to 
render assistance more effectively to those in need. 
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Although the (ask is great and the problem complex, we have, in 
recent years, made substantial strides in reducing jiovcrty. Between 
1963 and 1967, the number of people living in poverty fell from over 
35 million to less than 29 million, and from 19% of our imputation to 
under 15%. But 29 million poor people are still far too many* 

In addition to programs of the Office of Economic Opportunity, 
various other Federal programs provide assistance to help reduce 
the number of those living in poverty. 

FEDERAL AID TO THE POOR* 
(Fiscal years, la billions) 

Category I960 | 1961 
actual j actual 

1967 1 1966 1969 
actual . estimate estimate 

Education $OJ i IO.i 
<*> I ( ' ) 

.6| .9 
8.51 10.4 

.5 | 1.0 

$2.0 ! $2.5: $2.5 
1.0 1.2 1-6 
5.2 j 4.1 4.7 

12.8! 14.6! 15.9 
i \ 

2.0 j 2.4 2.9 
1 « 

Work and training 
Health 
Cash benefit payment* 
Other sodal welfare and economic senr* 

icet 

$OJ i IO.i 
<*> I ( ' ) 

.6| .9 
8.51 10.4 

.5 | 1.0 

$2.0 ! $2.5: $2.5 
1.0 1.2 1-6 
5.2 j 4.1 4.7 

12.8! 14.6! 15.9 
i \ 

2.0 j 2.4 2.9 
1 « 

Total 

$OJ i IO.i 
<*> I ( ' ) 

.6| .9 
8.51 10.4 

.5 | 1.0 

$2.0 ! $2.5: $2.5 
1.0 1.2 1-6 
5.2 j 4.1 4.7 

12.8! 14.6! 15.9 
i \ 

2.0 j 2.4 2.9 
1 « 

Total 9.5 1 12.5 
| 

21.1 ! 24.6 | 27.7 
i i 

« Fiiurea represent atw obligation*! authority lor Federal funds and espcnditures in the caee «f 
trust funds. 

» Less than $50 million. 

Social security and publh assistance.—The 1967 Social Security 
Amendments represent a major stride toward improving the incomes 
of 24 million of our people—the aged, the (wrmanently disabled, and 
survivors or dependents* These l>eneficiarics are fortunate enough to 
have been covered by social insurance. 

Other, less fortunate members of our society must depend on wel fare. 
To assist those welfare recipients who cannot find work localise of a 
lack of training and responsibility for dependent children at home, 
this budget provides $100 million for training and $35 million for 
child care services. 

The transition from welfare recipient to wage earner will also be 
eased by the recent amendments which provide an incentive to work 
by exempting a certain portion of earnings from consideration of 
continued eligibility for assistance. 

Despite periodic revisions, much of the welfare system is outmoded 
and in need of change. Accordingly, I have appointed a commission to 
make a comprehensive review of existing welfare and related pro-
grams and to recommend whatever measures are necessary to provide 
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a more equitable and effective system of assistance to needy people. 
The budget includes funds under proposed legislation to expand the 

food stamp program of the Department of Agriculture. About three 
million low-income people will have better diets under this program 
by the end of fiscal year 1969. 

Education.—As a nation we are committed to develop the skills and 
talents of all our citizens. The Federal Government is playing an in-
creasingly important role in this effort. 

The 90th Congress added the Education Professions Development 
Act of 1967 to the historic laws enacted in 1965 providing Federal aid 
to education—the Elementary and Secondary Education Act, the 
Higher Education Act., and the National Foundation on the Arts and 
Humanities Act. We now have basic legislation to improve education at 
all levels. Our task is to use these tools wisely and imaginatively, 
directing them to the areas of greatest need or potential. 

For 1969, I propose that the Federal Government continue in its 
determination to help make high-quality education available to all of 
America's young people. The budget includes: 

• $1.2 billion in grants for improving the elementary and secondary 
education of over 9 million children from low-income families; 

• An expanded Teacher Corps; 
• Increased grants for schooling of children with physical and 

mental handicaps which hinder learning for 1 child in 10; 
• A new program to better the achievement of children whose native 

language is not English; and 
• More than two million grants, loans, and part-time work oppor-

tunities for college students, including benefits under the GI bill. 
America's children must be prepared for the challenges of the fu-

ture. To help them meet these challenges, we must explore the ways 
students learn and improve the ways teachers teach through: 

9 Increases in education research, demonstrations, and curriculum 
development, including an experiment in model schools in the 
District of Columbia; 

• A new $30 million program to prevent dropouts; and 
• Innovations in training for the education profession through new 

patterns of operation and new ties among colleges and univer-
sities, States, and local schools. 

In order to meet these urgent requirements within a stringent 
overall budget, several programs have been reduced or deferred, 
including grants for construction of academic facilities and purchase 
of school equipment. 
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I intend to propose legislation this year to: 
• Improve Federal support to higher educat ion by providing greater 

flexibility in administering student aid, providing counseling and 
tutoring for disadvantaged students, and encouraging schools to 
share libraries, computers, and other resources. 

• Support innovative projects in vocational education, particularly 
to aid the disadvantaged. 

• Provide advance financing for the newly authorized Corporation 
for Public Broadcasting. 

Veterans benefits and services.—Historically, this Nation has 
provided special benefits for the men and women who have served in 
the Armed Forces in times of national danger. 

In I960, special emphasis will lie given to programs designed to 
help newly discharged veterans find satisfactory employment or to 
improve their career opportunities through vocational or academic 
training programs. For men and women still on active military duty, 
the budget provides for legislation to increase protection under the 
Servicemen's Group Life Insurance program and for expanded coun-
seling and civilian job-training opportunities in the closing months 
of military service. 

In addition to assistance in the development of veterans' career 
potential, this budget will also permit the continuation and improve-
ment of the traditional programs of compensation, |>ensions, and 
medical care. Veterans hospitals will receive new medical services and 
improved nursing staffing. Applied medical research and medical 
education will be expanded. 

Legislation should be enacted to relate veterans pension payments 
more closely to individual needs and provide better protection against 
loss of income. Studies are now underway to seek improvements in 
other veteran benefit programs. 

General government—Rising crime rates are a major concern of 
the American people. 

I am determined that the Federal Government do everything prop-
erly within its power to assist our States and localities in controlling 
crime. I have directed Federal agencies to intensify their efforts to 
destroy organized crime. The budget, reflects expansions in both direct 
Federal action and Federal assistance to State and local governments. 

Although the main responsibility for combating crime must rest 
with our State and local governments, the Federal Government can 
effectively aid this effort by: 
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• Encouraging modernization of law enforcement, corrections, and 
court systems; 

• Assisting law enforcement agencies throughout the country to 
improve and expand the exchange of information; and 

• Assisting in recruiting and training law enforcement personnel. 
With the Law Enforcement Assistance Act of 1065, a start was made 

toward more effective Federal-State-local cooperation. Last year I 
proposed the "Safe Streets and Crime Control Act" to expand on this 
promising beginning. We will renew our efforts to secure the enact-
ment of this legislation so that an expanded effort against crime can go 
forward. 

The Federal Government's ability to take direct action has been 
strengthened by the Prisoner Rehabilitation Act of 1965, the Bail Re-
form Act of 1966, and the Narcotic Addict Rehabilitation Act of 1966. 
The budget supports these and other measures in an accelerated drive 
against crime. 

Legislation is also needed to provide support for efforts to prevent, 
treat, and control juvenile delinquency. Such legislation is now pend-
ing before the Congress and should be enacted promptly. 

The efforts of this Administration to bring home rule to the District 
of Columbia are well known. I am confident that the Mayor and the 
Council, by their actions and with community support* will prepare 
the way toward the goal of local self-government. Voting representa-
tion in the Congress is an additional necessity if District citizens are 
to participate fully in our democratic processes. I am again recom-
mending that the authorized Federal payment to the District of Co-
lumbia be established equal to 25% of District revenues, so that the 
Federal Government will be contributing its fair share toward the 
needs of the Nation's capital. 

NEW BUDGET CONCEPTS 
In my budget message last year, I called for a thorough and objec-

tive review of budgetary concepts by a bipartisan group of informed 
individuals with a background in budgetary matters. I stated my 
hope that this group would recommend an approach to budgetary 
presentation which would assist both public and congressional under-
standing of this vital document. 
^ In March of 1967, a Commission on Budget Concepts was estab-

lished to make such a review and report its recommendations to me. 
The Commission consisted of 16 distinguished Americans, including 
the chairmen and ranking minority members of the Appropriations 
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Committees of the Congress, as well as top Government financial offi-
cials and eminently qualified private citizens. 

This budget puts into effect most of the major recommendations 
in the Commission's report, which was presented to me on October 10, 
1967. These include: 

• A single unified budget statement to replace the three concepts 
previously used. 

• Comprehensive coverage in the budget of all programs of the Fed-
eral Government and its agencies, including some £17 billion 
of trust funds as well as Federal funds. 

• Division between an expenditure account and- a Joan account, 
using the former as a measure of economic impact for fiscal policy 
purposes. 

• Offsetting against related expenditure* those receipts of the 
Government which are market-oriented in character, rather than 
based on the Government's sovereign power to tax and regulate. 

• Highlighting action required of the Congress on the budget and 
relating that action more closely to outlays. 

• Treating sales of participation certificates. which had previously 
been considered as an offset to Government expenditures, as a 
means of financing the deficit. 

Several other changes recommended by the Commission for adoption 
in future years are now under preparation for later application. 

It is my hope that the far-reaching proposals made by the Com-
mission, and their adoption for this budget, will serve the desired 
purposes of improving public understanding of the Federal budget 
and overcoming many of the inadequacies of the concepts formerly 
used. 

PLANNING-PROGRAMING-BUDGETING SYSTEM 
To improve the process by which Federal programs are planned 

and the Federal budget prepared, the Government is c o n t i n u i n g to 
develop the Planning-Programing-Bwlgeting (PPB) system which 
has now completed its second year of operation. This system provides 
information and analysis to relate the programs we undertake to 
the ends they are to achieve, and to choose the most efficient ways 
of using our resources to reach our goals. 

This year the program budgets developed under the system have 
been employed as the framework within which program costs and 
accomplishments were reviewed. As a result, the different programs 
now stand in a clearer relationship to each other and to their objectives. 
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The system is also providing comparisons of the cost and effective-
ness of alternative ways to achieve our objectives. For example: 

• The Department of Health, Education, and Welfare has analyzed 
the effectiveness of the cooperative Federal-State vocational re-
habilitation program. This study indicated that the increase in 
lifetime incomes of participants is many times the rehabilitation 
cost, confirming previous judgments that this program merits high 
priority. 

• In the area of non-service-connected veterans pensions, a series of 
studies was done to compare various benefit formulas from the 
point of view of their cost, the equity with which they treat bene-
ficiaries, and the extent to which they protect beneficiaries against 
large loss of pensions from small increases in other income. These 
studies have shown the need for legislation, provided for in this 
budget, that would relate pension payments more closely to the 
needs of the beneficiaries. 

• Through the program evaluation system in the Economic Develop-
ment Administration of the Department of Commerce, the num-
ber of jobs expected to result from proposed development projects 
in depressed areas has been estimated in relation to the extent of 
poverty and unemployment prevailing in the areas and to the costs 
of creating the jobs. This has assisted EDA in judging the most 
effective distribution of its resources among proposed projects. 

We will extend the application of PPB during the next year, and 
strengthen it where it has already been introduced. In particular, we 
will continue to improve measures of the effectiveness of programs 
and to develop better alternatives. 

IMPROVING GOVERNMENT MANAGEMENT 
In recent years, tho Federal Government has undertaken a num-

ber of vital new programs to improve America's urban and rural com-
munities and enhance the way of life of all of our people. 

To attain the full benefits of these programs, it is essential that 
they be made workable at the point of impact—whether it be the in-
dividual citizen, a State or local government, a university, or any of 
the other institutions involved in efforts to carry out our national 
goals. Effective and economical management is also essential to ensure 
that each tax dollar buys a full dollar's worth of essential services. 

Government organization.—In the past 4 years, we have under-
taken more fundamental reforms in managing the Government than, 
perhaps, at any other time in our history. We have witnessed such 
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major advances as the creation of two new cabinet agencies—the De-
partments of Transportation and of Housing and Urban Development. 
Significant reorganizations have taken place in other programs, among 
them the Public Health Service, the Community delations Service, 
the Federal Water Pollution Control Administration, and the Bureau 
of Customs. 

New strides were made last year by: 
• Prodding the District of Columbia with a modern governmental 

organization, replacing the obsolete three-mcml>or Board of Com-
missioners with a single chief execut ive and a nine-member council 
to exercise quasi-legislative functions. 

• Creating the Social and Rehabilitation Service in the Department 
of Health, Education, and Welfare to unify the administration 
of related income support and social service and rehabilitation 
programs. 

• Reorganizing the Bureau of the Budget to enhance its ability to 
help coordinate Federal programs and provide additional staff 
sen-ices for the solution of interagency and intergovernmental 
problems. 

A key tool in improving Government organization is the President's 
authority to transmit reorganization plans to the Congress. That 
authority is scheduled to expire on December 31, Legislation is 
being proposed to extend the authority for an additional 4 years to 
help ensure the continued ability of the President to reshape pro-
grams and organizational structures to meet changing needs and 
circumstances. 

The problems we face in the administration of new, comprehensive 
attacks on social problems often involve a number of agencies—as 
in the new Model Cities program. These problems cannot be solved 
simply by shifting functions between agencies. Heavy emphasis is 
therefore being given to improving both the formal and informal 
methods used to ensure that agencies work together effectively on re-
lated programs. 

An example of the efforts being made in interagency cooperation 
is the program involving the Office of Economic Opportunity and the 
Departments of Labor, Housing and Urban Development, and Health, 
Education, and Welfare to aid 14 cities in the establishment of pilot 
neighborhood centers to provide comprehensive services to residents 
in low-income neighborhoods. 

Federal-State-local cooperation.—The need for cooperation and 
coordination between the partners in our federal system has also 
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increased. The problems of managing many of our most important 
new programs are intensified by their intergovernmental character. 

At the Federal level we must, do what we can to assist our partners. 
We must assure that our programs are designed and administered in 
such a way as to mesh with State and local patterns of organization 
and operation to the maximum extent possible. We must ensure that 
Federal programs promote State and local initiative and action. To 
that end, we have taken a number of actions in the past year alone: 

• Developed and put into operation a system through which State 
and local chief executives have the opportunity—often not pre-
viously available to them—to have a voice in developing Federal 
regulations and administrative procedures. 

• Established procedures to improve Federal-State coordination 
in the designation of development planning districts. 

• Provided an opportunity for areawide planning agencies to com-
ment on proposed applications for specific grants that would 
affect the orderly development of their metropolitan areas. 

• Taken initial steps to shorten processing time on applications un-
der many vital grant programs by 50%. 

Improvement is a continuous process, as it must be to meet the needs 
of a dynamic and rapidly changing society. We must prepare now to 
meet the public service needs of our people in the seventies. One of 
the prerequisites to satisfying the awesome demands of the future is 
a corps of competent, well-trained public servants. Enactment of the 
pending Intergovernmental Manpower Act will provide a significant 
stride forward in filling the gap of trained manpower at the State 
and local levels of Government. 

Two additional measures are needed to improve the funding and 
management of intergovernmental programs significantly: 

• Joint Funding Simplification Act—This measure, which was sent 
to the Congress last year, will simplify and streamline the applica-
tion, processing, and administration of a number of related grants 
by managing them as a single, unified project. 

• Funding improvements and consolidation efforts.—To overcome 
the serious problems of planning education programs at the State 
and local level caused by grant delays, I am seeking early appro-
priations for elementary and secondary education. The amounts 
which will be available must be known in the spring, if local com-
munities are to be able to use them most effectively in the ensuing 
school year. I am also proposing to consolidate related grants 
for college student aid and for vocational education. This consoli-
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dation, coupled with advance funding action similar to that men-
tioned above, will facilitate advance planning by Inith the institu-
tions and students. 

Further action is underway to determine whether additional con-
solidations of grant programs are feasible. As proposals arc developed, 
they will be promptly forwarded to t he ( otigrcss. 

Again, as last year, I must stress that State and local governments 
must help themselves too. Encouraging steps are l>eing taken, but 
many serious problems of modernization of executive direction and 
financial systems remain which can only be remedied bv those 
governments and their citizens. 

Cost reduction.—I have continued to insist that the executive 
branch of the Federal Government be operated as economically and 
efficiently as j>ossible. 

Some examples of the actions agencies took in the past year to 
cut costs are: 

• The Department of Defense achieved savings of over $339 million 
by \-alue engineering. Under this program unnecessary equipment, 
facilities, procedures, and supplies are eliminated. A good example 
is the $2.1 million saved by the redesign of an aircraft camera. 
Performance was improved and unit costs were reduced bv about 
4 0 % . 

• The Manpower Administration of the Department, of Labor, 
through improved work methods, achieved estimated savings of 
over $19 million. 

• All Government agencies, by sharing automatic data processing 
resources through an exchange program, avoided costs of over 
$28 million. Redistribution of ADP equipment avoided new pro-
curement of $80 million. 

• The National Aeronautics and Space Administration, by utilizing 
idle, excess, and surplus Government property, avoided expendi-
tures of over $22 million for new equipment or facilities. In 
addition, NASA saved over $16 million by improving procure-
ment practices. 

• A value analysis of the specifications for the computer display 
channel of the National Airspace System development enabled 
the Federal Aviation Administration to avoid costs of approxi-
mately $12 million. 

• The Coast Guard reorganized its search and rescue mission funcj 
tion along the east and gulf coasts, leading to savings estimated 
at $14.6 million. 
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• The Post Office has improved its procurement of transportation 
to the extent that $107 million was saved in the period from 1965 
through 1907. 

CONCLUSION 
This is a critical and challenging time in our history. It requires 

sacrifices and hard choices along with the enjoyment of the highest 
standard of living in the world. No nation has remained great by 
shedding its resolve or shirking its responsibilities. We have the ca-
pacity to meet those responsibilities. The question before us is whether 
or not our will and determination match that capacity. 

In the past 4 years, this Nation has faced formidable challenges. 
We liave confronted them with imagination, courage, and resolution. 
By acting boldly, we have forced a number of age-old concerns— 
ignorance, poverty, and disease—to yield stubborn ground. 

The rollcall of accomplishments is long. But so is our agenda of 
unfinished business. Our heritage impels us to steadfast action on 
those problems of mankind which both gnaw at our conscience and 
challenge our imagination. 

As your President, I have done all in my power to devise a program 
to meet our responsibilities compassionately and sensibly. The pro-
gram is embodied in this budget for 1969. I urge active support for 
its principles and programs. 

LYNDON B. JOHNSON. 
JANUARY 29, 1968. 
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