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established the Research and Policy Committee “to initiate

studies into the principles of business policy and of public
policy which will foster the full contribution by industry and
commerce to the attainment and maintenance of high and secure
standards of living for people in all walks of life through maximum
employment and high productivity in the domestic economy.” (From
CED By-Laws)

' l "HE TRUSTEES of the Committee for Economic Development

CED’s Research and Policy Committee of businessmen assigns
questions for study to qualified scholars, drawn largely from leading
universities. Under the By-laws “all research is to be thoroughly ob-
jective in character and the approach in each instance is to be from
the standpoint of the general welfare and not from that of any special
political or economic group.” (From CED By-Laws)

The monographs prepared by the scholars, after consultation with
the Research and Policy Committee, are published as books by
McGraw-Hill Book Co., Inc.

Statements on National Policy, such as the following, are issued by
the businessmen of the Research and Policy Committee. These State-
ments are based on thorough study and discussion of relevant material
including the research monographs.

Neither the Statement on National Policy which follows nor any
other Statement by the CED Research and Policy Committee claims
either indirectly or by inference to represent the views of the Trustees
or of the businessmen and others throughout the country who are
affiliated with CED. Up to the date of publication, they have not
participated in the background discussion between businessmen and
economists leading toward the development of the Statements.

Statements on National Policy are offered by the Research and
Policy Committee as an aid to clearer understanding of steps to
be taken in reaching and maintaining high levels of productive em-
ployment and a steadily rising standard of living. The Committee is
not attempting to pass on any pending specific legislative proposals;
its purpose is to urge careful consideration of the objectives set forth
in the statement and of the best means of accomplishing those
objectives.
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TAX AND EXPENDITURE POLICY FOR 1949

I. INTRODUCTION

For the fiscal year 1950, the President has recommended cash
expenditures of more than $46 billion, an increase of $10 billion

over fiscal 1948 and $6 billion over the current fiscal year.

The taxpayer's vision of lower Federal budgets and of lower taxes

to match has faded into an uncertain future. Instead, he faces the
President's recommendations for a $2 billion payroll tax increase
and an additional $4 billion general tax increase., Acceptance of
these recommendations by Congress would raise cash receipts to more
than $50 billion annually at a $230 billion level of national income.

A 45 or 50 billion dollar government bears a heavy responsi-
bility to the American people--a responsibility to spend and tax
wisely. This obligation is especially serious since effective gov-
ernment performance has become a major weapon in the current war of
economies and ideologies.

Success in maintaining Americat's world leadership depends in
part on demonstrating that our system of government is superior to
authoritarian systems in meeting the economic and social problems
common to both. In that demonstration, tax and budgetary policy

plays a strategic role. A sound fiscal policy can exert a strong

Except as otherwise noted, this policy statement will present

budgetary data in terms of the Federal fiscal year. This runs
from July 1 of one calendar year through June 30 of the next,

and is designated by the second year. For example, the period
from July 1, 1949 through June 30, 1950 1is designated as the

fiscal year 1950.

Federal Reserve Bank of St. Louis
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stabilizing influence on the economy. It can be our most important
force making for efficiency in government. And unlike direct con-
trols over prices, wges, and production, fiscal policy does its work
in harmony with -~ not at the expense of ~- individual freedom of

choice,

This policy statement deals with tax and budgetary policy for

the fiscal year 1950, It examines the President!s budget proposals
and some issues they railse, suggests some means of making control of

government expenditures more effective, and spells out some of the

implications of spending on the scale proposed.

Federal Reserve Bank of St. Louis
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1
II. THE 1950 BUDGET

From a wartime peak of $94.3 billion in the fiscal year 1945,
Federal expenditures declined to $36.5 billion in fiscel 1948. This
decline was, of course, the natural consequence of the end of hos-
tilities. Moreover, it was reasonsble to hope that the decline would
continve. The 1948 total included large expenditures of a clearly non-
recurring or dwindling character —- the cashing of veterans! terminal
leave bonds, the costs of surplus property disposal, veterans!s re-
ad justment allowances and so on,

The decline did not continue, Instead, as Table I shows,
expenditures are higher in 1949 than in 1948 and the Presidentts
budget calls for still higher expenditures in 1950. The recom=~
mendations itemized in the Budget for 1950 total &45.7 billion, In
addition the President has announced, in his budget message and sub-
seguently, that he will submit a request for military aid to the
North Atlartic countries not included in the budget figures. If we
tentatively add $600 million for this item; the 1950 budget totals
$46,3 billion, or{H.8 billion more than actual expenditures in 1948,

The $3.8 billion rise in two years is the net result of de~

creases in a few mejor classes of expenditure and increases in a great

1 This discussion will refer throughout to the cash-cpnsolidated budget

rather than the admin!strative budget in terms of which Federal ex-
penditures and taxes are commonly stated. For fiscal 1950, the ad-
ministrative budget figures corresponding to the cash-consolidated
figures in Table I would be $42.5 billion of expenditures and $41.0
billion of receipts., For a description of the cash-consolidated
budget, see pp. 17-18.

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



-h-

TABLE I

Cash Payments to and Receipts from the Public
Fiscal Years 1948, 1949, 1950
a

4s shown in the U. S. Budget for fiscal year 1950

(In Billions)
Fiscal Years

PAYMENTS TO THE PUBLIC Actual Estimated Proposed
1948 1949 1950
National Defense $12.2 $11.9 $14 .3
International Affairs and Finance 548 Ted 6.9
Military aid to North Atlantic countries o6

Veterans! Services and Benefits 6.8 6.7 7.9 b
Interest on the Public Debt 3.9 3.9 440

Social Welfars, Health, and Security 2.1 2.6 Le5 ©
Other Activities 5.7 7.6 8.1
Total Payments to the Public 36.5 L0.1 46.3

] TR 3

RECEIPTS FRCM THE PUBLIC

Direct Taxes on Individuals 21.9 19.3 19.8 4
Direct Taxes on Corporations 10.2 11,7 12,3 d
Excise Taxes and Customs 7.8 8.1 8.3
Employment Taxes 2.4 2,6 5.3 ¢
Deposits by States, Unemployment

Insurance 1.0 1.0 1.2
Miscellaneous Receipts AN 2.9 244
Less Refunds =243 =247 =2,1

Total Receipts from the Public L5e4 42.9 472 =

Excess of Receipts over Payments ‘8,8 2.8 ]

‘g/ 1950 figures include both existing and proposed legislation, Except for the
sum of $600 million estimated as the net additional cost for "Military aid to
North Atlantic countries", all figures are as shown in the President's budget.
Revenue estimates are based on a projected personal income of $215 billion, cor-
responding to a national income of $230 billion.

9/ Includes an estimated $2 billion for dividend payments on National Service
Life Insurance.

¢/ President's proposed legislation accounts for the bulk of the increcase of
1950 over 1949.

d/ Does not include the §4 billion general tax increase proposed by the President.
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many others. About $3.8 billion less will be spent in 1950 than in 1948
for terminal leave payments, veterans! readjustment benefits, the U. S.
contribution to the capital of the Intermational Bank and Monetary Fund,
surplus property disposal, and the postal deficit. Therefore, to explain
the $9.8 billion net increase in the total budget we must find the
source of about $13.6 billion of increase in other programs.

The chief forces at work to raise Federal expenditures are:

1. A great increase of programs for natlonal defense and
foreign aid.

2. A large increase of "domestlc" programs, mainly for
social welfasre and resource development.

3. The proposed payment of §2 billion for accumlated
dividends on veterans' life insurance. (This is a
contractual obligation and annual payments in the
future will be much smaller.)

4. An increase of about $750 million for farm price support
operations resulting from the lower level of farm prices.

5. Higher costs resulting from higher prices and govern-
ment wage rates.

The effects of higher pr ices and wage rates are spread through-
out the budget and cannot be isoleted. Moreover, the figure for each
major category of expenditures is itself the sum of many individusl items
in which there mgy be both increases and decreases. With these reser-
vations, Table II identifies the sources of the $9.8 billion net increase

in expenditures from 1948 to 1950.

http://fraser.stlouisfed.org/
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TABLE II

Changes in Federal Cash Expendituree, 1948 -~ 1950
(In Billions)

Flacal Years

Actual Propos

2948 Change
Total $%6.5 _$46.3 +39.8
Declining Programs ¥/ W 26 - 28
Rjsing Programs 0.1 43.7. +13.6
Defense and foreign aid 15.5 1.6 5/ + 6.1
Veterans! life insurance dividend - 2.0 + 2.0
Farm price support -.2 .6 4+ .8
Social velfare &/ 3.2 6.2 + 3.0
Resource development & 2.8 hed + 1.6
A1l other &/ 8.8 89 + .

2

Includes unofficial estimate of $600 million for military aid to North
Atlantic countries, not included in Budget figures.

g

Includes veterans' terminal leave payments, U. S. contribution to capital
of International Bank and Monetary Fund, veterans' readjustment benefits,
costs of surplus disposal, postal deficit.

d

Includes following budget categories: Social welfare, health and security,
education and general research, labor.

&

Includes following budget categories: mnatural resources not primarily agri-
cultural, transportation and communication (except P.0.), agriculture, ex-
cept price supports.

3,/ Mainly interest, general government, veterans! services not elsewhere
specified, housing.
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In 1948 Federal cash receipts were $45.4 billion.

The budget estimates show that if no new taxes are enacted re-
ceipts in fiscal 1950 would be slightly less —- $45.,0 billion.
This Treasury estimate is based on the assumpticm .that total
personal income will continue at about the $215 billion annual
rate reached in July-December, 1948, as compared with the $195
billion of calendar 1947. In other words the higher level of
national income, if continued, would nearly offset the effect
of the 1948 tax rate reduction upon Federal revenues.

Even at the national income level assumed by the Treasury,
the yield of existing tax rates would fall $1.3 billion short of
the proposed expenditures (including the unofficial $400 million
estimate for North Atlantic military aid). The President has
proposed higher rates and broader coverage of payroll taxes as
part of his program for expansion of social security. This tax
increase, if enacted, would add $2.2 billion to cash receipts
in fiscal 1950, according to the budget estimates. There would
then be a cash surplus of $900 million, compared with $8.8 billion
in fiscal 1948.

The Presidentts Budget Message for 1950 leaves onewith

several inescapable impressions regarding government expenditure
policy. First, the Federal Government is trying to do an un~

precedented number of things at once, It is pushing its domestic

Federal Reserve Bank of St. Louis
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programs for social and economic betterment -- in social insurance,
education, resource development, agriculture and the like —- well
beyond their previous high water marks. It is undertaking the
greatest peacetime preparedness program our country has ever known.
And it is recognizing its new international position with the most
extensive program of foreign rélief, reconstruction, and military

ald the world has aver seen.

Second, the President visualizes the expenditures projected

for 1950 as one step in a rising expenditure trend. He states:

"It must be recognized that expenditures in the fiscal year 1951
are likely to be larger than those for 1950." He adds that "Bxe

penditures for national defense can be expected to rise substantially
above the level estimated for 1950." And many of the commitments we

are asked to undertake now, especially in the fields of resource de-
velopment and social welfare, would involve steadily rising outlays

for many years,

Third, there seems to be no limit to the projects Erossi_g.g

for an expenditure of Federal funds. The President plainly indicates

that many candidates for Federal expenditure are waiting to take up
any slack which might develop through a reduction in costs of existing
projects. Only because of "heavy prior commitments" ahd "the presence
of inflationary forces in our economy" has he denied "many requests
for additional funds which would normally be desirable." His 1949

Economic Report to the Comgress makes the point even more strongly:

Federal Reserve Bank of St. Louis
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"We must pursue affirmative programs for housing and health,
for education and resource development. Yet the fight against
inflation prevents us from undertaking these long-range programs
with the speed and on a scale that would otherwise be desirable.”
Quite apart from these developmental programs, it is evident that
political pressure for larger direct psyments to veterans, to
farmers, and to the aged could add billions to the Federal budget.
These impressions are reinforced by looking at the ex-
pansion of specific expenditure programefrom 1948 to 1950 and
their projected costs for later years. Most striking, of course,
is the $3.5 billion jump in defense outlays from $10.8 billion
in 1948, excluding terminal leave payments, to $14.3 billion for
1950. As wartime stocks are used up and various military pro-
grams grow to their authorized limits, the $14.3 billion figure
could rise substantially. Unofficial estimates place the out-
of-pocket cost of military aid to the North Atlantic countries
in future years at a level well above the first-year cost of
$600 million included in Table I. As veterans! readjustment
costs shrink, they may be more than offset by the costs of pen-
sion plans such as are recurrently proposed in Congress. Cash
payments of interest on the debt will rise sharply as war savings

bonds mature,

Federal Reserve Bank of St. Louis
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In other areas, only cae major item -- international
affairs and finance =« is now scheduled for substantial re-
duction in the next few years. Expanding economic and social
programs at home could offset that reduction. Table III shows
that the cost of social welfare and resource development pro-
grams will increase by 75 percent from 1948 to 1950 if the
President!s proposals become law, Social insurance and public
agsistance account for $2 billion of the $4.5 billion increase
in this group of activities, and would of course grow steadily,
though not so sharply, for decades to come. The increase of
nearly half a billion dollars for highways, waterways and airways
is indicative of the growing amounts of Federal money we are de-
voting to public works. Agricultural programs, even apart from
price subsidies, are expanding by & third of a billion dollars
from 1948 to 1950 and may go on expanding.

Continuation of the 1948-1950 rising trend of Federal
expsnditures need not be accepted as dnevitable, Yet, if un~
checked by successful efforts at economy -~ or by unforeseen im-
provemehts in our relations with Russia —- the new trend will carry

us over the $50 billion mark in the next few years.
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TABLE III

Increases in Expenditures for Social Welfare and Resource Development, 1948 - 1950

(In Millions)
Fiscal Year
Actual Proposed
2948  __1950 = Increage
Zotel $0024 W L4
Social Welfare 2218 ~bazg 2012

01ld age and survivors insurance program;
total and permanent disability program;

temporary disability program 559 2245 1686
Public assistance 733 1129 3%
Unemployment compensation 856 1170 314
Federal aid to education -— 290 290
Railroad and federal employees

retirement 466 594, 128
Public health 146 284 138
Other 453 516 63

source 1 t 2821 4400 1579
Highways, waterways, airways 963 1435 472
Land and water (flood control,

pover, irrigation, reclamation

etc.) 493 951 458
Agriculture, except price supports 759 1093 334
Atomic energy 475 725 250
Other 131 196 65
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ITII. THE CONTROL OF EXPENDITURES

The budgetary facts and prospects just reviewedl/bring
us face to face with this basic issue of expenditure policy: Can we

afford to expand government activities so rapidly end on so many

fronts et once? Or sre we reaching the margin where the economic

end social costs of certsin activities outweigh their benefits?

Closely allied to this issue are three further questions:

First, how can the Executive, the Congress snd the public

control expenditure decisions more effectively? How can

Congressional procedure and public understanding be im-

proved?

Second, how can government do a more efficient and

economical job in carrying out the functions sssigned

to 1t?

Third, in what eress should we seek savings through

cutbacks or deferments of projected expenditures?

Federal expenditures that represent one-fifth of total

national income reise in compelling form the issue of balancing

1/ We have used the President's budget to represent current expenditure
proposals. The representation is not precise or complete. For ex~
ample, there is reason to believe that the social security expansion
progrem submitted by the Administration will not cost as mch in

fisecal 1950 as the $1.5 billion included for that purpose in the budget.
On the other hand, proposals for national defense and veterans' expen-
ditures in excess of the President's recommendation have already made
some progress through the Congress. Nonetheless, the Budget is still
the best available indication of the size of the overall problem.
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public against privete sPending.l/ If government continues to expand
so fast and in so meny directions at once, we will suffer damzging
consequences to privete economic effort and individuel freedom of
action. The Committee feels there is much evidence that we are in or
neer this denger zone.

Yet, the pressure for larger and larger government spending
continues unsbated. Plausible - often persuasive -~ new claims on
public funds are constantly being made. At the same time, resources
are limited. How are we to strike & belance between private and public
use of available resources?

In the Committee!s opinion, the best insurance that we will
achieve such a balance is & budget policy which puts taxes to work as
a check on government spending, by requiring that texes be increased if
expenditures are incressed. This requirement is a basic element in the
"stabilizing budget policy" recommended by the Committee in 1947 in its

pelicy stetement, Taxes and the Budget. Each new expenditure would be

put squarely to this test: is it worth the additional tsxes needed to

finance it? Does the gein from added expenditure exceed the loss from
higher tsxes?

In answering this question, we must count as costs not only

the direct reduction of private income through higher taxes but the

adverse incentive effects &s well. Are taxes already so high that new

1/ Adding state and local expenditures to Federal expenditures, the Council
of Economic Advisers in its latest Annual Economic Review concludes: "....it
is expected that total government cash payments will rise to perheps 61
billion dollars for the calendar year 1949, more than 9 billion dollers
higher than in 1948." 1In other words, total public spending is running in
excess of one-fourth of nationsl income.
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tax burdens will unduly hamper our economy in providing jobs and
promoting economic progress? Will the higher marginal tax rates under-
mine the incentives to work, save, and invest which are the main-springs
of increased production and innovation?

Apart from these predominantly economic consideretions, the
choice between public and privete use of resources must be mede with
this very basic gquestion in view: are government expenditures and the
activities they finance beginning to impinge on the area of freedom we
hold essentisl to our democrsatic end individualistic way of 1ife? 1Is
government beginning to do things &nd meke choices for the citizens for
which he should be responsible himself?t

It is, of course, clesr that we will have to eccept very large
Federal budgets until true peace is echieved. The move for economy end
savings in government must proceed in harmony with, rather than at the
expense of, our essential programs of military security and economic
welfere. To the extent that the funds devoted to national defense,
foreign aid, and besic economic &and socizl services sre efficiently
spent and carry out the agreed goals of our national policy, they teke
priority over the private expenditures they replace.

In the Committee's opinion, this genersl principle in no sense
rules out reducticns in projected government expenditures. On the con-
trary, it underscores the urgent need to control expenditures more
effectively and to search for savings more vigorously, both through

greater economy and through postponement or curtailment of low-priority

programs.
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How To Make Control Of Expenditures Effective

Effective control of Government expenditures requires the
combined action of the Executive, the Congress snd the public. The

Executive is largely responsible for the initiation end preliminary
screening of expenditure proposals and for the administration of
programs esuthorized by the Congress. As we point out in another sec~
tion of this Policy Statement, there is & great need and opportunity
for more efficient and economicel edministration of govermment func-
tions. Moreover, despite improvements in recent years, exeeutive
budget procedures still stand in need of reform.

Congress is responsible for weighing the numerous demands for
government expenditure against each other and against the general in-
terest in lower taxes. It must also maintain constant serutiny and
exert constant pressure for efficiency and economy. No individual or
private agency can do Congress' job for it. But Congress cannot sere

its function without the advice and support of an informed public.

Congress is not now adequately organized to do its part of

the job. Its machinery is not conducive to & bslancing of all of the
items on both sides of the budget against each other. Its present

orgenization leads Congress inevitably to mske particular decisions

without relation to the whole picture of which they are parts. At the
same time Congress is not staffed to exercise a continuing constructive

influence on the day-by-day operation of the government. Its moves

for economy tend to be sporadic and spotty.
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The Legislative Reorganization Act of 1946 attempted to estab-
lish the machinery for an over-asll approach toward the budget and a
realistic weighing of taxes against expenditures. The essential element
in the Act was the requirement that a legislative budget be voted by
February 15 of each year, upon the recommendation of a joint committee
representing the taxing and appropriations committees of both houses.
However, the date set was too early; no specizl staff was provided to
do the necessary spade-work; and a conviction that the procedure could
accomplish anything seemed to be lacking. Some critics of the Act have
suggested that the procedure be abandoned.

In the opinion of the Committee, the solution to the problem
lies rather in perfecting and implementing the procedure implicit in the
1946 Act. The action of the present (8lst) Congress in setting a later
date (May 1) for agreement on the legislative tudget, fixing a meximm
limit on expenditures, accomplished a necessary first step. A second
is to provide an adequate staff for appropriations work on the pattern
of the staff of the Joint Committee on Internal Revenue Taxation. The
third step would be to consolidate all appropriations bills into a
single omnibus bill.

The improvement of machinery alone will not assure wise
Congressional action on expenditures. Congress is naturzlly and properly
responsive to the desires of the citizens in budget matters.

How can we meke citizens more effective in resisting unsound
spending proposals and in promoting the best possible allocation of
funds among the meny legitimate functions of government?

To do this reguires that budgetary processes lay the necessary
facts on the table in a form that states clearly the costs against which

benefits are to be weighed and also uzkes it possible to apprauise the
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economic impact of government budgets. Changes in budgetary practice
designed to meet this need are examined in this section.

The improvements in budgetary procedure and presentation which
must be made to facilitate more informed public perticipation in the
control of Government expenditures can be grouped as follows: (1) use of

the cash-consolidsted budget; (2) clarifying policy issues by improved
classifications; (3) issuing a shorter budget statement; (4) defining

public choices..

Use of the Cash-Consolidated Budget

The Committee repeats its earlier recommendation that the cash-

consolidated budget be adopted as the basic method of presenting budgetary

facts to the public. This does not mezn that the adninistrative budget,

which nov serves s the basis for public presentation, should be abandoned.

It was devised——and still serves--as a necessary instrument of internal

control and management. It gives a complete picture of what each agency
is doing, without distinguishing between an agency's transactions with the
public and its relation with other parts of the government, or between
expenditures made in cash and expenditures made by incurring government
liabilities.

The cash-consolidated budget, however, is superior in gaining an
overall view of government operations and in judging the effects of Federal
taxes and expenditures on the economy. Unlike the administrative budget, it
shows the total income and outgo of government, inclusive of trust account

operati.ons.1 Moreover, it is based on actual cash inpayments and outpayments,

1/ For exanple, it includes in the proposed expenditures for fiscal 1950
the $2.0 billion Nationel Service Life Insurance dividend which is not
shown in the administrative budget. It also adds in the $2.2 billion of
outpayments from the 0ld Age and Survivors! Insursnce trust fund and the
$4.1 billion of receipts of this trust fund from payroll taxes.
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excluding transactions in government liabilities.;/ Thus, it shows the
smounts being added to and subtracted from private incomes and holdings of
public debt. The cash-consolidated budget makes total cash receipts and
total cash expenditures the hub around which the decision-meking process
Tevolves.

The Committee also recommends that the Budget Messsge state
each year what projection of national income is used in estimeting receipts
and expenditures., Failure to include this figure has caused much needless
confusion in the past concerning the soundness of revenue and expenditure
estimetes. The recent announcement by the Secretary of the Treasury that
the 1950 estimates are besed on a $215 billion personal income (corres-
ponding to a nationel income of about $230 billion) is & step in the cright

direction.

Clarifying Issues by Improved Classifications

Effeotive budget pragenksfion in a democracy should help the
public to understand the choices that have to be made. Sensible choices

can be made only in terms of government functions, not in terms of
particular organization units. Further, public debate should center on
broad programs such as agricultural subsidies, national defense, inter-

national reconstruction and relief and the like. It follows, therefore,

1/ For 1950, for example, the administrative budget shows an expenditure
of $5.5 billion for interest. The actual cash outlay for interest included
in the cash-consolidated budget totals only $4.0 billion, because this
budget excludes the acorual of interest on savings bonds and the payment
of interest on government bonds owned by government trust funds and
corporations,

.org/
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that budget presentation should (a) focus attention on functions by
bringing together related activities &nd (b) summarize these activities
in categories which aid citizens in meking policy decisions.

The new functional classification adopted in 1947 is a commend-
able first step toward & "performsnce budget." It groups expenditures
into such categories as national defense, international affairs and
finance, and veterans' services and benefits. To complete the process
of giving Congress and the public a clear understanding of what spending
is proposed for each activity of government, the broad functions now
used should be split up into activities and the activities into projects.
This is what the Commission on the Organization of the Executive Branch

of the Government (The Hoover Commission)calls a "performance budget."l/
The appropriations structure would likewise need to be altered with the

objectives of such a performence budget in mind.

Issuing 4 Shorter Budget Statement

Present tudget documents are much too long and complex to be
ertective in getting budgetary facts and issues across-to the public.
The budget for 1950 is a six-pound document running to 1625 pages.

Even the more widely available extract, Budget- Message of the President

and Summary Budget Statements, is over 300 pages long. A condensed

statement of perhaps 50 pages is badly needed. It should contein key

L/ The Commission's Recommendation No. I on budgeting 1s as follows: "We
recommend that the whole budgetary concept of the Federal government
should be refashioned by the adoption of & budget based upon functions,
activities, and projects: this we designate as a 'performance budget!'."
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excerpts from the President!s budget message, together with selected
tables end charts., Skillful preparation and wide distribution of such
a pamphlet would make a real contribution to public understending of

fiscal affairs.

Defining Public Choices

Putting the above-recommended changes into effect would help
greatly in judging the economic effects of governmwentt!s activities and
would provide a clearer picture of the costs of government in a partic-
ular year. But that year mst also be put in its proper perspective if
the citizen is to make intelligent decisions on government spending and
taxipg.

The public and Congress are told in January what the government
proposes to spend in the year starting just six months later. But they
are not told how much of this amount is more or less "untouchable"
because of past coomitments. Nor can they tell what their choices will
cost them not merely in the year just ahead tut over the life span of
the proposed programs.

The public must be given every opportunity to participate in
the broed policy determinations of the Federal program. They naturally
wish to address their attention to the area where choices are still
open. More effective exercise of democratic control of government and
its expenditures would be possible if the budget would focus attention
more sharply upon the new decisions which have to be msde.

The Committee recommends an addition to the customary budget
presentation to give us a longer perspective on the choices before us:
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For new programs, especially long-run undertakings, the budget
should spell out not merely the costs in the coming year, tut insofar

as possible the expected total and pattern of future costs. For long-
run undertakings already in progress, the tudget should facilitate

continuous review and eppraisal by showing their exact status in terms

of past, present, and future expenditures.
The first part of this recommendstion centers directly on the

expanding frontiers of government. It is the decisions on new programs,
on proposed legislation, on today's commitments for future spending that
determine in large part whether, and in what direction, government is to
expand.

New proposals should be the occasion for reappraisal of existing
programs. Their costs should be assessed in relation to their relative
benefits. Only if new proposals are fully explained can such a comparison
be accomplished and the total program be adjusted to meet the public's
preferences.

Yet, as matters now stand, choices which may be decisive for
the whole program have to be made largely in terms of the cost for the
first year. The statement of immediate costs should be supplemented by
as complete a schedule of future costs as present information allows.

If no satisfactory schedule can be given for a proposal, this alone may
indicate that it is not yet ripe for submission and public decision.
Such a requirement would facilitate control of government expenditures
where they originate and while they are still controllable.

Exclusive attention to new proposals will not, however,
eccomplish the requisite public control over the program as a whole.
Long-run undertakings must be subjected to continuous review to make

sure that their development is consistent with the public's wishes.
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Here again, the budget presentztion should mc¢ke clear the range of choices.
Under present procedure, commitments grow out of authorizations which are
not made by appropristions committees and which mey involve little or no
appropriation of money at the outset. The public works field provides
the prime example of the dimly understood commitment which tends to grow,
snowball fashion, as the years go by. The original estimate of the cost
to complete the project may be based on limited data. Later revisions
and expensions of the program may be cursorily approved merely as amend-
ments to a decision already msde. As the prelininary explorations are
succeeded by engineering surveys and construction plans, the public
should be informed of revised cost estimstes and the Congress should
exercise continuous surveillance of the brozd outlines of the undertaking

to ensure that new decisions .are consciously made.l/

1/ Quite apart from the merit of the project es such, the Missouri Basin
development is a good example of a long-rsnge uncerteiing which has
tended to grow piecemeal without adequate Congressional or public control
of the project &s a vhole. When first approved by Congress in 1944, the
estimated cost of completing the entire project was £1,300 million. An
initisl authorization of $400 miilion was mede &t that time to get work
started. Todey, five years later, it is estimeted that total federal
costs for the project and related activities may run to ¢6,000 million
over a six year period. Part of the increase in estimeted costs is due
to price rises since the first estimates were made. Most of it, however,
appeers to be a result of more deteiled estimating and additions to the
original plan. By June 30, 1949, construction will have begun,according
to present plans, on vwork now estimated to cost 1,400 million to com-
plete. Some 300 million has been appropristed for this work. These
parts of the total project, at least, appear to have largely passed
beyond the financizl control of the public and Congress into the engineer-
ing control of the Bureau of Reclamastion and the Corps of Engineers.
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Even vhen the total size of a project is beyond effective
control because of Congressional authorizations, the rate of expend-
iture may still be subject to control. The impact of the Missouri
Basin development on the economy, for example, will obviously be quite
different if it is rushed to completion in five years than if it is
spread over fifty years. Here,. the key to control seems to be the
ney units or segments of projects started. This stage requires
approvel by Congress through actual contract asuthorizations and
approprigtions., An annucl summary in the budget document showing the
status, proposed total outlay, and projected timing of the expenditure
of all authorized long-run construction undertakings would contribute
measurebly to farsighted control of Federal expenditures.

The Federal civil public works program and proposasls shown
in the current budget document are summarized below. Information
on the timing of these expenditures beyond 1950 isg not evailable.

Estimated Estimated
Expenditures in Expenditures after

fiscal 1950 fiscal 1950

Projects begun before 1950 $2.7 billion $6.1 billion
Projects proposed to start in 1950 3 1.9
Projects authorized to start :

after 1950 - 12.8
Agency proposals not yet authorized - 14.0

Total 3.0 34.8

Public works is only one of several fields in which activities
are in fact authorized for many years in advance, thus meking it difficult
to exercise suitable public policy control by conventional annual tudget-
ing. The 1950 Budget offers examples from other fields. Universal
military training is estimated to cost $600 nillion for fiscal 1950, but

the Budget Message mentions a figure of §2 billion for the next year.
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Evidence is lacking that this figure is founded on cereful anelysis.
The socisl insurance pro,osals offer the paradox of presenting
long-run cost information, tut very little one can lay one's hands

on for the years immediztely following 1950. Insofar as possible,

cost data should be set forth for the entire period involved in current

decisions.

Achieving Economy In Government

With each billion dollars added to the federazl budget, economy
becomes an issue of more direct concern to all taxpayers - which means
the whole population. Inefficiency that might not have been heavily
damaging in a 5 billion dollar government becomes intolerable at nine
times that figure. It wastes resources that might otherwise have been
put to good use privately or devoted to expansion of needed government
services. Inefficiency begins to be felt in higher taxes than seem
justified. Or =&alternatively, it results in the vetoing of important
new progrems for which there might have been room taxwise in the absence
of waste.

That waste hes become a serious problem in government is sub-
stantiated by the findings of the Hoover Commission. The Commissign's
reports show thet more efficient organization and procedures can, in
the course of time, save hundreds of millions - perhaps even billions -
of dollars.

The existence of waste in government is hardly surprising.
Government is the nationts biggest and most complex business. Its
officiels are spending not their own tut other peonlets money. Aﬁd it

is not compelled to live within its income.
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The person wvho is svending someone elsets dollars - whether
on a business expense account or on & government job ~ will usuelly be
less strict in his standerds then if he were spending his own. When
the consequences of spending unwisely or too much are borne by someone

other thun the spender, cost-consciousness ususlly lessens. As govern-

‘ment spends & lerger and lerger proportion of our income, this problem

becomes increasingly serious.

At the seme time, bigness and complexity meke it difficult to
control and gain accountability in governmentu spending. In a small
business or a small unit of local government, identity or close contact
between the spender and the one who bears the consequences provides the
needed incentive. But as that contact is lost either in the large
corporation or the remote Federal government, the incentive becomes
weaker and wasteful spending tends to grow.

In private units tendencies toward waste sre checked by the
painful if not disastrous consequences of living beyond one's income.
But government, by its very nature, lives by different stendards.

Unlike private units, which must tailor spending to receipts, govern-
ment units first decide upon their expenditures and then raise the funds
needed to finance them. Only if we adopt a budgetary policy which mekes
higher taxes a consequence of higher expenditures can we enlist the aid
of the revenue test in tightening the expenditure standards of government.
If this genersl test could be supplemented by a personalized incentive
scheme - one which would relste promotions and higher salariee directly
to superior performence at least cost - we could mske reel inroads on

the problem of cost consciousness.
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For the most part, inefficiency in government takes intangible
forms - bad organization, deficient procedures, and the lack of incentives
to do things the lesst expensive way. To the extent that waste consists
of multiplication of agencies dolng uncoordincted &énd overlepping things,
it will yield only slowly to reform. But the more tengible forms of dup-
licstion in physicel facilities are & promising field for economy, even
in the fairly short run. Duplicete inventories of mesteriels throughout
government, for example, can be liguideted by centrslizing both purchesing
and supplies. As the Armed Services become more truly unified, duplication
of air fields, treining bases, and service establishments cen be avoided
or eliminated.

The President's recent sttempt to cut beck the vetersns! hospitel
program illustretes, however, the resistrnce thet freguently springs up
vhen en asttempt is mede to economize. Veterins' groups immedistely pro-
tested the cutback. Loccl groups, in the geozraphic srecs affected,
guickly joined the hue &nd cry. As a result it appeers probsble thet
most of the cut will be restored.

Resistence of & different kind is encountered in trying to con-
solidete overlepping agencies, modernize obsolete procedures, and tighten
up on the use of supplies. In part, the economizing process is slowed
down by the resistance of government employees who mey lose their jobs
or their power. But the usuzl vagueness of the issues snd the genersl
inertis of such a huge orgenization as the Federal government are more
importent obstecles.

The Hoover Commission has mede an outstanding contritutior in

defining the issues, stimulating public awareness, end offering specific
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suggestions for reform. The nost importent of these reforms relate
to such metters as the elimination of duplication, conegolidation of
units, improving lines of responsibility snd strengthening procedures
for budgeting and expense control.

Perhaps the most impressive case for economy is mede by the
Commission's regort on Nationzl fecurity. Judzing by the report, the
Armed Services provide examples of virtuelly every type of inefficiency
end waste that exists in government. But the studies of the Commission
have suggested improvements and savings in many other areas as well. Only a few
exsmples need be cited here. In the Vetersns! Administration, reorgen-
izetion and procedufal inprovement cen, it is held, accomplicsh a 10%
increese in the eversge output of each employee, with consecuent
sevings of &s much as §75 million a year. The Tesk Force report on the
Post Office states thet "totsal snnusl expenditures in post offices
having receipts of over ¢1 million per yesr cen be reduced by &t least
£90 million if operstiong are plzced under better menagement control,"
though at lesst ¢8 million anuslly will have to be invested ta achieve
this economy.

The Research and Policy Committee commends the report of the

Hoover Commission for esrly consideration and appropriste action.

Giving the President eppropriste powers, with safeguerds deemed
necessary, to consolidete end reorgenize the executive arm of government
would be & hopeful start.

Reliance for achieving economy must also be pleced on exposures
of waste, duplication, end inefficiency. Vigilance on the part.of indi-

vidual citizens, civic groups, &nd news orgens in unearthing and
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publicizing examples of wasteful spending hes & wholesome effect on
the responsible officizls.

The foregoing comments indicate thet economy snd efficiency
in government can not be achieved either eesily or quickly. But they
show just as clearly that economy is not a mere will-o!-the-wisp.

Given the stimulus to achieve economy - and the burdens of & $45 billion
level of federal spending should certainly provide that stimulus - it

is clear that vigorous efforts in that direction cen be very rewesrding.

Controlling New Items Of Expenditure

Apart from doing the existing jobs of government &t lower
cost, cen we effect significent savings by postponing or curteiling
low-pricrity government progrems?

The search for savings will be most fruitful in those aress

vhere we sre currently being asked to underteke new or expsnded

cormitnents. We should focus our zttention chiefly on new-item control
rather than tilting at the windmill of commitments to vhich we are
legally or morally bound by past ectioms.

Teble IV shows the {8,076 million of expenditures in the
Precidentt's budget for 1950 which depend on proposed legislationglehe
largest item in the Table is the §4,655 million for the Europeen Recovery
Prozrem and other foreign aid. Although no legal commitment exists for

these projects, failure to provide funds would be interpreted both at

1/ Excluding expenditures for military sid to the North Atlantic countries.
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home end abroad as bresking & definite morel commitment. Leaving out
this item, we find §$3,421 million of proposed evpenditure which depends
on new legislztion, to which we are not yet committed. In this amount
end in the expansion of programs already suthorized by statute but for
vhich appropristions are still required lie the best opportunities for
free choices affecting the expenditure side of the budget. It should
be noted that §1,665 million of the expenditures under new legislation
is for sociel insurance expension to be financed by payroll tex incresses.

In the field of public works, the Committee thoroughly agres
with the following suggestions made by the President in his budget
message: "Present high costs of construction and lerge competitive
demsnds from various sectors of the economy meke it necessary to under-
teke new river basin projects only where urgency. is evident." Further:
"Because of the great increase in the estimeted cost of the Missouri
Basin development, the present plan should be reexemined to determine
needed changes.”

Parallel with these suggestions, the Committee would raise
two questions. First, is it good public business to spend s much as
$3 billion of public money on construction in 1950 as recommended by
the President? As long as costs are still high and demands for non-
Federal construction of some types remain insistent, Federal comstruction
should be slowed down. Slowing down now would mcke it easier to speed
up later if economic activity should decline sufficiently to call for
an increase of public works expenditure. Some will protest that a slow-
down now would be uneconomical because it would interrupt work already
under way. To this protest it may be enswered that the large projects

comprising the bulk of the $3 billion construction item break down into
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TABLE IV

Costs of Proposed New Legislation in Fiscal Year 1950%

(in Millions)
Cost in Fiscal 1950
International Affairs and Finance $4655
Economic Cooperation Administration 4300
Other Foreign Aid (Greece, Turkey, China, Koresa) 355
Socisl Insurance 1665

0ld Age and Survivors Insureance)
Total and permenent disability )

Temporary disability ) 1500
Unemployment 150
Medical Care 15
Other 1756
National defense 385

Military construction, speciel programs, military pey
adjustment, etc. (separate amounts not specified)

Universel military treining 500
Public assistance 65
Slum clearsnce, low-rent housing,

farm housing &nd reseerch 160
Speciel assistance fér rental and cooperative housing 50
Federal aid to educsation 290
Grein storage facilities 25
International wheet agreement 56
St. Lawrence seawey and power project 8
Anti-infletion program, rent control, and export control 42
Surplus property disposal 21
All other 54
Total $3,076

®Based on 1950 Budget Messege: excludes military aid to NorthAtlantic countries.
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a series of individual works, especiczlly in flood control and reclamation.
The Committee is convinced that a project-by-project engineering analysis
could sgueeze out a sizeable sum for 1950 without impairing performance.
The gecond question regarding public works is this: are decisions
on the proposed $295 million for new projects in 1950 being made with full
regard to the total costs involved? We have in mind the total of $2.2
billion needed to complete these projects. This proposed expenditure
should be evsluated not simply in terms of the benefits yielded to the
particular area where the projects are located. It should also take into
account for example, the housing or education projects (either public or
private) which may have to be foregone to support the proposed public works.
Particular attention should be given the projects which are at or approaching
the stage of proposed suthorizations, such as the St. Lawrence Seavway
and the Columbia River basin development. It is at this stage that control
can be most effective.
There are, of course, other areas in which diligent probing
will reveal opportunities for savings. Such savings can and should be
mede without sacrificing essentisl elements of our programs for military
security and soclial welfare. But constant vigilance will be needed to
avoid the conversion of 8avings on one front into unwerranted expansion

on another front.
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IV. BUDGET POLICY

The proposals in the President's January Budget message, ex-
cluding the recommended general tax increase, added up to a cash surplus
of $1.5 billion to be achieved if total personal income remained at about
the $215 billion level of October-December 1948. The President stated in
January that he would send up at a later date a proposal for expenditure
for military aid to the North Atlantic countries. Inclusion of an
unofficial estimate of $600 million for the purpose would reduce the cash
surplus to $300 million.

The President recommended an increase of tax rates to yleld
$4 billion in a full year. Hé suggested that "the principal source . . .
should be additj;onal taxes upon corporate profits", supplemented by higher
taxes on estates and gifts and possibly by an "increase of rates of indivi-
dual income taxes in the upper and middle brackets". Because of the normal
lag of tax collections, the yield of the additional taxes in fiscal 1950
would be considerably less than $4 billion, perhaps around $2.5 billion.

Thus the President's budget recommendations would lead to a
cash surplus of a little over $3 billion at a personal income level of
$215 billion, the surplus to be achieved by means of a tax increase, mainly
on corporate profits, to offset expenditure increases.

This policy, &s explained by the President reflects the belief
that a surplus is necessary to combat inflation, that reduction of the
debt is desirable in conditions of high employment, and that a tax increase

is the best means to achieve the surplus.

org/
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Any recommendation on budget policy for/;articular year reflects,
explicitly or implicitly, certain principles or attitudes about the nature
of budget policy in general. Should we seek to balance the budget each
year, or should the size of the surplus vary with economic condtions?
Should policy each year be guided by a current economic forecast or should
ve rely on more objective standards? We must first arrive at general
answers to such questions before we can agree upon, or even discuss usefully,
year-hy-year budget policy. Our budget is too big, the short-run pressures
and uncertainties too great, to allow us to improvise budget policy as we
go along.

In 1947 the Comnittee developed the basic principles of a workable
budget policy that would contribute to economic stability, govermment
economy and debt reduction. The key to the program is this:

"Set tax rates to balance the budget and provide a surplus for
debt retirement at agreed high levels of employment and national income.
Having set these rates, leave them alone unless there is some major change:
in national policy or copdition of national 1ife."

The meaning of this recommendation and the reasoning that lies
behind it were explained in detail in our Policy Statement "Taxes and the
Budget". We shall spell out the mein implications here only in brief and
general terms.

If the recommended policy weré followed, the size of the actual
surplus would vary with the size of the actual national income. The lower

employment and national income are, the smaller will be the ylield of the
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existing tax retes and the higher the amount of payments for unemployment
compensation. There would be an automatic rise or fall of the surplus
that would tend to check any rise or fall of national income and so to
help maintaiyp stability. Thus, suppose we arrange our budget expenditure
programs and tax rates so that there would be a cash surplus of $3 billion
at a national income about the current level of $230 billion. If the
national income falls to, say, $215 billion or $200 billion, tax revenues
will decline and unemployment compensation paymenvs rise. The budget
will take less income away from private individuals and businesses and
pay more to them. This will serve to cushlon the decline of national
incoms. In present conditions, when a large part of Federal revenue comes
from corporate profits taxes and business break-even points are unusually
high, a decline of national income would reduce tax collections especially
sharply and could easily result in a substantial deficit.

In theory it would be possible to go beyond this automatic
effect of economic fluctuations upon the budget and the corresponding
effects of the budget in reducing fluctuations. That is, in theory it
would be possible to cut taxes in depression and raise taxes in inflation
and so make a greater contribution to stability. But such a policy can
only be effective if the timing is right. It will comtribute to
instability, not to stability, if the tax rate changes come too soon or
too late. The well-known unreliability of economic forecasting, plus
the difficulties of getting quick action on tax rates, lead us to conclude
that such a program would be unlikely in fact to contribute to stabilityi

In conditions of extreme depression or inflation it may be desirable to
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go beyond the autometic operation of the stable tax-rate program and reduce
or increase tax rates. But in more moderste fluctuations the maximum
contribution of the budget to stebility will, we pelieve, be obtained

from the general policy we have recommended.

Adherence to the stabilizing budget principle would promote
economy in government. To maintain taxes at the recommended level-—enough
to yield a réasonable surplus st agreed high levels of national income-—
would require that an increase in government expenditure programs be
matched by & corresponding increase in tax retes. This requirement
would not, of course, serve as a substitute for the consteant sifting and
winnowing which is necessary to assure the meximum return per doller of
government expenditure. Moreover, the Committee recognizes that it may
be undesirable to reise tax rates to meet a large and clesrly temporery
expenditure increase. But if the besic principle is followed the general
aversion to higher teaxes would be & valuable check on unnecessary ex-
pansion of the level of governgent expenditure,

The Committee's proposal would establish the reduction of the
Federal debt as & recognized item on our fiscsl agende. Its policy would
neither accept a constuntly mounting debt as inevitable nor put us in
the strzitjacket of compulsory debt retirement each year. Rather, debt
would be retired at and sbove satisfactory levels of national income
and employment, l.e., when the economy could afford it. If, on the
average, we schieve our gosl of maintaining high employment, the debt
would be gradually reduced.

The Committee does not rely on budget or fiscsl policy alone
to achieve economic stebility. As the Committee pointed out in

Monetary and Fiscel Policy for Greecter Economic Stability, economic
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stability requires coordinsted action on many fronts. Fiscal policy
must be coupled with monetary and debt msnagement policy. Monetary-
fiscal policy, in turn, needs to be buttressed by appropriate wage-price
and agricultural policies and by greater contributions to economic
stability than have hitherto been forthcoming from policies prevailing
in construction, fore.gn trade and international finance, banking and
insurance, and in the masnagement of individusl businesses.

VWe wish particulerly to emphesize that the effectiveness of
budgetary policy as a force for economic stability depends on how well
the debt is managed. A surplus of cesh receipts over expenditures will
be more deflationary if it is used to build up the Treasury's cash
balence or to pay off government bonds held by the Federsl Reserve Banks
than if it is devoted to repayment of savings bonds. Similarly, a
deficit financed by borrowing from commercial benks will be more expan-
sionary than one financed by borrowing from individuals. Chsanges in
composition of the debt cen have siznificent economic effects. For ex~
ample, during an inflation it would be appropriste to intensify the
program for selling savings bonds.

The principle recommended here is that the relation between
expendifures end tex rates be so adjusted as to yield & nioderate
surplus at agreed high levels of employment and national income.
Application of the principle requires some definition of the size of
the surplus and the high level national income.

In 1947 the Committee suggested that tax rates should be set
at a level that would yield a $3 billion cash surplus under conditions

of high employment.
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The Committee recognizes that it is impossible to determine
now for the indefinite future how large a cash surplus will on the average
be consistent with the maintenance of stability 'at high employment. We
believe that in the prospective condition of the Americsn economy en
ennual cash surplus of $3 billion will not ordinerily be too large for
the achievement of prosperity, especially if we adopt policies with
respect to the tax structure, money and the debt that stimilate private
investment. If this belief should in the future prove clearly erroneous,
if the ¢3 billion ennual withdrewal from private incomés and liquid assets
should prove an excessive drag upon the economy, it will be desirable to
reduce the figure.

The revenue estimates included in the President's January
budget messsge were based on the assumption that total personal income
would continue at about $215 billicn a year. This is approximately the
level that orevailed in the second half of 1948, somewhat below the peak
reached &t the end of 1948, and probably close to the current (Spring 1949)
level. It is a level of income at which we have had high employment with
an average level of prices near the present level. The personal income
figure of $215 billion corresponds to & national income figure of §230
billion. Conceivably with a sufficient decline in prices high employment
could be mainteined at & level of national income lower than $230 billion.
However, any considersble fall of national income carries with it the
risk of unemployment. There is no strong reason for setting tax rates
high enough to yield a cash surplus at a national income figure below
that used in the preparation of the budget estimates. Therefore we

congider it a reasonable interpretation of our genersl principle at the
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present time that the budget should be set to yield a ¢3 billion surplus
at about $230 billion national income. It should be clear thet this

does not imply a forecast that the national income will actually be $230
billion in 1949-1950. If the national income is lower the surplus would

be, appropriately, lower.

Need for Reform of the Tax Structure

Before turning to the application of our genersl principle
to the question of the total level of texes in 1949-1950 we wish to
emphasize that tax policy is not merely & question of totals. It is
also & question of the charecter of the taxes that yleld the total.
Our present tex system has seriously detrimental effects upon the
vitality and efficiency of our productive system. We have described
these effects and made suggestions for remedying them in an earlier
policy statement.l/ We shell not repeat them here. Msjor changes in
the tax structure have often in the past been the by-products of major
changes in the level of texes. However, this need not be the case.
Importent structural improvements can be achieved without &ny change
in the over-all level of texes. In fact, the prospect that we mey
have to live for some while with the present over-all level of taxes
makes it especially urgent that we proceed with structural improve-
ments. The present heavy burden of taxes aggrevates the structural

defects of the existing system.

1/ Taxes snd the Budget, & statement on hational policy by the
Research and Policy Committee of the CED, November, 1947, pp. 35-63.

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



Payroll Taxes for Social Security

The President's proposals include $2.2 billion of payroll
tax increase to finance broader social security benefits. These
benefits, in turn, are estimated by the Budget to account for $1.6
billion of expenditures.

Without passing on the merits of the expension of social
insurance recommended by the President ,}/ the Committee would agree
that higher payroll taxes are the appropriate means of financing it
under present circumstences. Such taxes are-appropriate here because
(1) direct and recognizable benefits are being given in exchange;
(2) they generate the feeling that benefits are received as a matter
of right rather than charity. The Committee is mindful, however, of
the broad interest of society in the welfare of the aged and the con-
sequent justification of a measure of financial support from the
general revenue. Also, as benafits are increased and coverage is
widened, making social insurance more truly & general government
function, we will approach the point vwhere, as the Committee suggested
in Taxes and the Budget, it becomes "appropriate to reconsider the
entire financial status of the system."

1/ The Committee has earlier recommended one large single element in
the program, namely, the broadening of old-age and survivors'! insurance.
We have also suggested broader coverage of unemployment compemsation
and liberalization of bemefits. See Taxes and the Budget, pp. 62-3.
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Budget Policy for Fiscal 1950

The Choices Before the Country
The expenditure proposals now before the Congress confront
the country with the necessity for choosing among three courses of

action.

1. To hold expenditures down - so that a moderate cash
surplus would be yielded by existing tax rates under
conditions of high employment.

2. To allow expenditures to rise and to increase tax rates-
so that itax revenue would cover the increased expenditures
plus a moderate cash surplus at high employment.

3. To allow expenditures to rise and not to increase tax

rates - so that there would be at most a very smell
surplus and possibly a deficit even at high employment.

The Need for Reduction of Expenditures

In the present situation the only acceptable course to follow

is to reduce expenditures.

The Committee recognizes the lnescapable character of some of
the largest Government expenditure programs. It appreciates the grave
risks that must be weighed by those who have to decide the amounts to
be spent for national defense or foreign aid. These decisions cannot
be governed entirely, or even primarily, by fiscal considerations.

But the existence of a large, hard core of expenditures in
the budget does not mesn that the budget as a whole is untouchable.

On the contrary, the extraordinary demands that the current international

situation meke upon the Federal budget compel us to practice economy

everywhere with more than ordinary rigor. The question is not whether
we can find expenditure programs in the budget that are useless. The

important questions are (1) can the most essential programs be trimmed
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and carried on more economically and (2) oan the less essential
programs be deferred, curtailed, or eliminated, in view of the great
demands being made upon the budget.

Expert: investigation has shown that large amounts can be saved
by reorganization and more efficient operation of the government. In
this connection we have referred in Section III to the findings of the
Hoover Commission. It is eritically imperative that these potential
savings be realized quickly and fully. We have also pointed out that
meny of the expenditure programs, new and old, sulmitted to Congress
represent decisions to be made, not necessities to be accepted. There
is, for example, a choice in the rate at which we push ahead expanding
public works programs. There are choices in the rate at which we intro-
duce other new programs and carry on old ones.

Vhatever may be said for the "need" for certain projects that
will increase expanditure, the need must surely be weighed against the
cost. Under present conditions the cost is raising taxes or foregoing

debt reduction. Either cost is too high.
The Cost of Higher Taxes

The burden of taxes in the United States is heavy. Federal
taxes alone take about one-fifth of the national income. Federal,
State and local taxes together take about one-fourth of the national
income. This heavy tax burden is & serious t.hreai:, to the growth and
pfficiencx of the American economy. The heavy tax burden reduces the
supply of capital available for investment in expansion and improvement
of productive capacity. It represses the incentives to use funds in

risky, forward looking enterprises, since the Government will tske a
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iarge share of the rewards if the enterprise is successful but will
only share in any losses to a much smeller extent, if at.all. In some
cases the high share that the Government. takes of additional earnings
weekens the drive to personal effort. A continuing, large flow of
capital into additional productive capacity, a continuing search for
new and better ways of using funds and personal talent are essential
to the future strength of this country and to the wellbeing of the
whole population, indeed of the whole democratic world. A&ding to the
existing tax burden would further weaken these basic supports and
stimulators of our economy.

A tax increase would be particularly risky at the present
time. There has already been a substantial softening from the boom
economic conditions of a year ago. Employment and production are
still high, as this is written. We are not now in a depression. But
no one can tell vhen the decline may stop or how far it may go. Ve
should not, if we can avoid it, add the real and psychological impact
of a tax increase to the forces making for the current readjustmemnt.

The Cost of Not Providing for Debt Reduction

The principle that if expenditure levels are increased taxes
should be increased sufficiently to provide for debt reduction during
periods of high employment we regard as essential to the long-run
stability of the American economy. Failure now to hold expenditures
moderately below the revenues that would be ylelded by our tax system
under conditions of high employment would be a dengerous departure
from that principle.

This principle is a necessary safeguard against excessive

increase of government expenditure. It should be abendoned only in
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the most extraordinary circumstances, It is not - and should not be - an
insuperable barrier to any increase of expenditure. But it does impose
uporn the government and the public the discipline of counting the costs
of their expenditure decisions. Thus it tends to confine expenditures

to those of which the value is clear after the costs as well as benefits

‘have been weighed. There is no practical substitute for the requirement

that taxes be raised when expenditure programs are increased,as a means

of bringing the costs as well as the gains into the balance of expend-
iture decisions. Without this balancing we would be exposed to the

danger of continuous expansion of the scope of government and uneconcmical
diversion of resources from private to government use.

The principle that the debt should be reduced in periods of
high employment is also a necessary safeguard against a long-run in-
flationary trend. The Committee has recognized that the importance of
combatting economic instability makes it undesirable to attempt to reduce
the debt during a period of depression. The same consideration points
to the necessity of providing for a surplus in prosperous times. If
we run deficits in depression and yet enforce no check against deficits
in prosperity we shall get not stability but economic fluctuations
around an inflationary trend.

We have indicated that to increase taxes would be especially
risky now in view of the present btusiness uncertainty. To allow ex-
penditures to rise so far thet existing taxes would not yield a surplus
at high employment would add to the existing uncertainty. It would

suggest an inability to menage our fiscal affairs.
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The Committee's conclusion is: The costs of not curtailing

expenditures are too high to pay, in terms of their effects upon the

stability and efficiency of the American economy. Congress and the

President have the responsibility for weighing these costs. They cannot
safely accept the position that because expenditure reduction is
difficult the only choice lies between raising taxes and foregoing
debt reduction. The course oi least resistance may be to approve ex-
penditure increases and not to raise taxes. However, if the effort to
reduce expenditures finally fails, it is the Committee's judgment that
Congress must assume responsibility for raising taxes, as the least

dangerous of the two other alternatives.®* In our judgment, however,

a tax increasse is not necessary becsuse, barring major unforeseen

international developments, expenditures for the coming fiscal year can

be reduced.
# Footnote by Beardsley Ruml: It would not be inconsistent with the

position taken by the Committee in its policy statement, Taxes and the Budget,
if non-recurring expenditures were finenced by the sale of Savings Bonds

to the public. Such sales would be in some measure an alternative to
taxation.
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PRESIDENT
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PRESIDENT

AMERICAN COUNCIL ON EDUCATION
WASHINGTON, D, C.
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