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District Agriculture -

Production and Income
Climb to Record Levels

Agricultural production in states
of the Eleventh District rebounded
sharply last year from the sethack
of the drouth in 1971, soaring to a
record level. The increase in total
output combined with higher aver-
age prices to drive gross farm in-
come to an estimated new high of
more than $8 billion.

Larger wheat and grain sorghum
Crops added to the increase in pro-

uction, as did gains in most minor
Crops. But the biggest boost came
ffqm cotton. Spurred by higher
bPrices at planting time and favored
With a good growing season, cotton
growers in these states increased
their output about 40 percent—the
argest crop since 1965.

Livestock production, on the
other hand, showed little growth as
Poor range conditions in 1971 and
the resulting reduction in cow
herds dampened cattle production
I 1972, But with demand for fed

eef growing rapidly, rising cattle
Prices contributed greatly to gross
armincome.

Crop production

The comeback in cotton was due
only partly to better growing con-
tions, Also important to the turn-
around was a change in market
onditions built up over the pre-
Vious season, Growers ended their
71 season with the smallest
Carryover in 20 years. And with
€Onsumers showing renewed inter-
estin cotton goods, 1972 began
With cotton prices averaging 40
Percent higher than a year before.
W To meet the demand, farmers
arvested more cotton acreage. Of
strict states, only New Mexico

arvested less acreage than in 1971.

: four of the other states har-
ested more, Louisiana harvested
Nearly a third more.
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And to take full advantage of
higher prices, growers worked their
cotton more intensively. Closer
cultivation and improvements in
the weather contributed to greater
yields. In Texas, for example, im-
proved yields accounted for fully
two-thirds of the increase in cotton
production. Lint yields in Texas
are estimated at 359 pounds per
acre, compared with 263 pounds in

1971. With the increase in acreage,
improved yields left T'exas growers
providing some 30 percent of the
nation’s cotton crop. All told,
District states produced about 43
percent of the national total.

Of other major crops in the
District, only rice was off-and that
was very little. Production of win-
ter wheat was up a fourth from the
drouth-stricken crop of 1971. And

Cotton leads crop gains in Southwest
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production of grain sorghum rose
sharply as bumper crops more than
offset the slight cutback in acreage.
In Texas, the grain sorghum crop
was expected to about equal the
previous high of 343 million bush-
els reached in 1967.

Unlike the large sorghum grain
crop that was due entirely to
greater yields, the large wheat crop
was the result of increases in both
acreage and yields. The smaller
rice crop was due mainly to smaller
yields in Texas. Rice acreage in
Texas and Louisiana was about the
same as a year before.

Larger crops of oats, flaxseeds,
peanuts, potatoes, pecans, and soy-
beans added further to the gains in
crop production. Among minor
crops-which, together, make up
about a fifth of the crop production
in these states—only the corn and
barley harvests were smaller than
in 1971. And these declines were
merely the result of fewer acres
being planted.

As the year ended, alarger citrus
crop was being harvested. Gains in
Arizona were only slight. But the
Texas orange crop was 17 percent
larger than in 1971, and the grape-
fruit crop was 13 percent larger.
Together, these two states were ex-
pected to produce nearly 25 million
boxes of grapefruit and oranges—
11 percent more than in 1971.

Livestock production

Strengthened by demand for fed
beef, cattle prices continued to
spur growth of cattle feeding in the
Southwest. Feeding activity in-
creased in Oklahoma, New Mexico,
and Arizona. But by far the great-
est increase was in Texas.

By midyear, Texas had become
the nation’s number-one cattle
feeding state. And with more than
2 million head on feed in the second
half of the year, Texas was far
enough ahead to hold a position
other states were not apt to over-
take anytime soon.

The expansion in cattle feeding
continued all year, raising the pro-
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portion of the nation’s beef fed in
Texas, Oklahoma, New Mexico,
and Arizona from around 20 per-
cent early in the year to over 25
percent at the end of October. In
Texas and Arizona, the increase in
the number of head on feed aver-
aged 20 percent a month, But with
more lightweight cattle being
placed in feedlots and, therefore,
taking longer to feed out, market-
ings out of feedlots were consider-
ably less.

Poor range conditions in 1971
led to a reduction in cow herds,
especially in Texas and New Mex-
ico. From 9.9 million head in early
1971, the beef cow herd for the
District states fell to 9.6 million

head in early 1972. By midyear,
however, the cow herd had grown
to an estimated 10 million head.
And by year-end, estimates of the
calf crop showed a slight gain over
1971.

Beef slaughter, high while herds
were being thinned in 1971, slowed
in the early part of 1972. Part o_f
the slowdown was due to a decline
in slaughter of calves, and part was
due to cattlemen holding back
heifers to rebuild and expand cow
herds. The slaughter had clearly
picked up by midyear, however,
and, with more animals begin-
ning to come out of feedlots, had
reached a level by the end of the
third quarter about equal to a year

Livestock production in region last year

slowed by low prices and drouth i
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before. By then, the momentum

of the upturn was enough to carry
the total for the year slightly above
that for 1971.

_ Other areas of livestock produc-
tion also showed effects of condi-
tions in 1971. Pork production fell
sharply after the low prices prevail-
Ing during 1971 and did not recover
until the latter part of 1972-al-
though by then, the upturn was
strong enough to give indications of
continued expansion well into 1973.

Production of sheep and goats
had been trending downward for
Some years. But prices of lamb and
mutton, wool, and mohair were
low enough in 1971 to cause still
further contraction. As a result,
last year began with sheep flocks
In the Southwest 6 percent smaller
than at the start of 1971 and goat

erds 27 percent smaller. The re-
duced flocks and herds caused fur-
ther drops in the production of
Wool and mohair, but prices im-
Proved. Production of lamb and
Mutton also slowed, ending the year
near the total for 1971.

_Broiler and egg production
Picked up in 1972, but turkey pro-
duction fell slightly. There was
a'50 a reduction in dairy herds.
This cutback, however, was about
I line with the increase in pro-
ductivity and left milk production
about the same as in 1971.

Income and prices

The record rise in gross farmin-
Come in the Southwest drove net
Income sharply upward-probably
o anew high well above the $2.2
Uion of 1971, Several factors con-
tributed to the advance. Increases
I erop production were important.
2ut higher prices (almost across
e board) , an increase in Govern-
Ment payments, and a slower in-
Crease in production costs also
contributed significantly.
he general strength of farm in-
gome 18 borne out by cash receipts
01‘0111 marketings. Receipts through
Ctober totaled $5.7 billion-15
Percent more than in the first ten
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months of 1971. Both livestock and
crop receipts contributed to this
growth. Livestock receipts for the
first ten months of the year were
over $3.8 billion-15 percent more
than for the same period a year
before. Crop receipts amounted to
nearly $1.9 billion—16 percent more
than in 1971.

Although most prices improved
last year, an abnormal dip occurred
on a broad front early in the year.
Prices of major livestock commod-
ities and upland cotton turned
downward in February, in contrast
to their usual seasonal increases.
These declines were followed by
drops in prices of several other
crops, causing a downturn in aver-

age prices lasting into April, To-
ward the end of that month, how-
ever, prices of most commodities
began trending upward. And by
November, average prices received
by farmers and ranchers in Texas
had rallied to a level 14 percent
above a year before.

Several commodities experienced
unusual price movements in 1972.
Grain prices were sluggish in the
first half of the year, following the
record crop in 1971, But with the
unexpected surge in demand
brought on by the Soviet purchase
announcements in July, prices ad-
vanced rapidly. The unseasonable
price rise and expanded production
boosted grain crop receipts sub-

Demand for feeder cattle widens feeder-slaughter price gap

DOLLARS PER HUNDREDWEIGHT

THOUSAND HEAD

50 3,600
CHOICE FEEDER STEER PRICES
45 —
CHOICE SLAUGHTER
STEER PRICES — 3,000
40 —
35—
I — 2,400
30—
CATTLE ON FEED,
ELEVENTH DISTRICT STATES
25 . ' l 1,800
1971 1972
SOURCE: U.S. Department of Agriculture
3



stantially in the second half of the
year.

Prices of rice followed a similar
pattern, Until August, they were
relatively stable, But with export
demand rising in the fall and world
and domestic supplies tightening,
prices rose rapidly in thelast five
months of the year.

Cotton, unlike grain and rice,
started the year with prices well
ahead of year-earlier levels. But as
harvest got underway in August—
amid initial reports of a larger than
expected crop-prices plunged, espe-
cially for the lower grades. Later
in the season, inclement weather
plagued harvests and reduced pros-
pective production. This uncer-
tainty, together with the depressed
prices and the very real possibility
of a smaller crop in 1973, led to
renewed buying activity and a
stronger cotton market,

Beef cattle prices started the
year well ahead of year-earlier
levels. And with demand for fed
beef increasing throughout the year
and supply remaining tight, prices
of both feeder and fed cattle con-
tinued to rise with few interrup-
tions. The record upsurge in feeder
cattle prices was also attributed to
the development and growth of
large feedlots, excellent feedlot re-
turns early in the year, and a favor-
able ratio of fed cattle prices to
prices of feed,

Prices of other livestock also rose
substantially during the year. Hog
prices averaged more than half
again higher than their monthly
levels a year before. And monthly
prices of wool and mohair re-
bounded from their 1971 lows, with
wool prices increasing threefold
and mohair prices fivefold.

With prices of most crops and
livestock trending upward, prices
received by farmers and ranchers
advanced much faster relative to
prices paid than had been the case
in other recent years. In Texas, for
example, prices received by farmers
and ranchers increased about twice
as fast as prices paid. This substan-
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Livestock prices received

by Texas producers lead price advance. ..
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tially eased the cost-price squeeze
that had plagued farmers and

ranchers throughout 1970 and
most of 1971,

Other developments

With their financial positions im-
proving significantly through 1972,
District farmers and ranchers in-
creased their borrowing to record
levels. The cost-price squeeze, to-
gether with tight financial condi-
tions, had slowed many types of
agricultural borrowing in 1970.
While credit conditions improved
in 1971, borrowing was held back
by the drouth and low income. As
a result, capitalization and expan-
sion plans were postponed, creating
a backlog of demand.

Reflecting the increased borrow-
ing in 1972, agricultural credit out-
standing at commercial banks in
the District advanced more than
22 percent in the year ended June

30, with growth evenly distributed
between real estate and non-real-
estate loans. e

Other major credit institutions
provided further evidence Of. the
increase in agricultural lending. In
Texas, for example, loans m_ltstand-
ing at both production credit asso-
ciations and the Federal Land Bank
of Houston rose 14 percent in the
year ended last September. The
Farmers Home Administratim:l also
recorded significant increases in
loans, especially for rural housing.

A significant portion of the funds
obtained by borrowing was used
for purchases of new equipment as
farmers replaced older, less efficient
machinery. For example, over 50
percent more tractors were sold (on
aunit basis) in the District states
in the first eight months of 1972
than in the same period a year be-
fore. Sales of other farm equipment
also posted gains.



.. as prices received surge ahead of prices paid
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As more funds became available,
the demand for farmland also in-
Creased significantly. In the year
iendec} last March, prices of farm-
and in the District states increased
N average of nearly 9 percent,
Compared with 8 percent for the
Nation, Louisiana and Texas, with
aVerage price gains of 12 percent
i‘“d 10 percent, respectively, led

e District states.

i IE;lother significant deve10pmel_1t

& 72 was the record level of agri-
UWltural exports, Farmers in the

Istrict were unable to fully par-

ticipate in the early expansion due

sl(; the 1971 drouth and resulting

; Oort crops. Where the nation re-
rdefl a 4-percent increase in ex-

Ports in the fiscal year ended June
e;ﬁiports from the District states

half ed 13 percent. In the second

e allOf 1972, District exports—espe-

> Y of rice, wheat, and feed grains
Xpanded in line with increased

R .
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production. However, shipments of
cotton, traditionally the District’s
largest export crop, lagged because
of slower demand.

A look ahead

Prospects for 1973 seem very favor-
able for both crop and livestock
producers in the District. Strong
demand for farm produects is ex-
pected to continue, bolstered by
expanding personal income, a
growing domestic population, and
strengthening foreign demand.
Farm income, therefore, is apt to re-
main near the record level of 1972.
Both farm population and the
number of commercial farms will
likely continue to decline as off-
farm employment alternatives re-
main good and the consolidation of
farm units continues. And these
developments should mean a rising
average income per farm. Although
a decline is expected in farm popu-

lation, the number of rural resi-
dents will likely increase as modern
highway systems and spreading
metropolitan centers offer more
families the opportunity for urban
employment with rural residence.
Improved international relations
should continue to strengthen agri-
cultural exports. The problem of
surplus commodities that plagued
U.S. agriculture in the 1960’s has
been virtually eliminated. Any in-
creased demand, therefore, will be
reflected in stronger average farm
prices and subsequent production
increases. But to prevent producers
from overreacting to extreme price
fluctuations, Government programs
will probably seek to strike a bal-
ance between supply and demand.

The outlook for major District
crops appears good. Although 1972
feed grain production declined only
slightly from the record 1971 crop
and wheat stocks were quite large
early last year, record exports
brought about important shifts in
the situation by year-end. Provided
exports maintain their 1972 levels
and domestic consumption contin-
ues to expand, average grain prices
should increase this year.

Cotton production in 1972
surged an estimated 2 million bales
over disappearance, raising carry-
over to about 5 million bales. To
head off increased stocks and de-
pressed prices, growers are expected
to cut production this year to just
under 12 million bales, a level that
should just about equal estimated
disappearance.

Demand for soybeans continues
to expand more rapidly than pro-
duction, keeping supplies tight and
prices strong. Prices for rice are
also expected to hold strong as
world demand continues to expand.

Livestock producers can expect
to receive significant support from
increased consumer demand. Rising
personal income levels, together
with strong consumer preference
for beef, will probably absorb the
projected increase in beef produc-
tion and sustain the favorable price
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levels reached in 1972, A turn-
around in pork production is ex-
pected early this year, although no
major price decline is anticipated.
The poultry situation should im-
prove. Prices of broilers and tur-
keys may remain above the low
levels last year in spite of an ex-
pected increase in production. A
decline in numbers of layersis
expected to decrease egg produc-
tion and strengthen prices.
Although farm incomes and
prices have improved, farmers and
ranchers must be very cautious of
excessive production that would

reverse the picture for prices and
incomes, Even in 1972, the total
new supply of agricultural com-
modities outpaced demand despite
an unexpectedly sharp rise in ex-
port demand. If agricultural pro-
duction is to expand at a rate faster
than domestic population growth,
trade must expand. But this trade
is subject to sudden shifts, and care
must be exercised to avoid misinter-
pretation of short-run situations.

—Carl G. Anderson, Jr.
Dale L. Stansbury



Federal Budget-

Patterns Already Set
Limit Choices to Be Made

[—

The President submits his FY *74
budget to Congress this month.
Work on the budget, which be-
Comes effective July 1, began a year
ag0-18 months before the start of
FY 74,

It will provide a fairly clear state-
ent of how the Administration
thinks the nation’s resources might

est be allocated. Its size and the

resident’s plan for financing it will
affect production, employment, and

erate of rise in prices. And the

choice of taxes he proposes will

etermine how various groups are
to help shoulder the burden of pay-
Ing for Government services.

And yet, much of the budget will
Yeflect established trends to which
the Administration (and the na-
tion) can only adapt.

Larger budgets. ..

The budget has grown rapidly over
€ past ten years. Total outlays
11:386 from $111.8 billionin FY ’63
$231.6 billion in F'Y *72-or at
4N annual rate of 8.5 percent. Much
gf thls_was due to inflation. Mea-
ured in terms of the purchasing
Power of the 1972 consumer dollar,
though not, necessarily that of
cro"ernment-spent dollars, the in-
B ea’se was from $153.9 billion in
& ~an average annual increase
5 6 percent. During that time,
5 Dstant-dollar GNP grew an aver-
age of only 8.4 percent a year. As
X Percentage of GNP, Government
ni?ndmg was clearly inching ahead,
to ,énlg from 19.4 percent in F'Y ’63
-1 percentin FY ’72.

& e fastest rise was in expendi-
o €S on human resources. Spend-
exg on health care in FY ’72, for
grample, was more than 12 times
insi.ter than in 1963, Most of the
o }?ase ha_s come since enactment

e Medicare program in 1967.

Bus; A
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The program now covers 95 percent
of the people over age 65. In addi-
tion, spending on education and
manpower training programs has
increased more than six times since
1963. And payments for income
security (mainly Social Security)
have increased almost three times.
With these increases in outlays
have come marked shifts in the
composition of Government expen-
ditures—in the allocation of re-
sources. Although Defense spend-

ing, for example, has increased
almost $26 billion, it now accounts
for only a third of the Government’s
total spending, compared with al-
most half in FY ’63. Meanwhile,
outlays for health care have in-
creased from little more than 1 per-
cent of the budget to over 7 percent.
And spending for income security
has increased from 22 percent to
28 percent.

Although federal spending has
risen sharply over the past ten

Growth in budget outlays outpaces GNP
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years, receipts, too, have almost
doubled. This increase in revenues
has been due both to an increased
revenue yield from existing taxes
as the economy expanded and to
changes made in the tax laws to
help finance new social programs.

But there has also been a clear
shift in the types of taxes the Gov-
ernment emphasizes. Payroll taxes
have been the fastest rising of all
taxes, replacing corporation income
taxes as the second largest source
of revenue.

Individual income taxes still ac-
count for about 45 percent of Govy-
ernment receipts. But where Social
Security taxes, mainly on wages
and salaries, accounted (along with
employers’ contributions) for 19
percent of budget receiptsin FY
'63, they accounted for over 27 per-
cent in FY 72, And where corpora-
tion income taxes accounted for 20
percent in FY ’63, they accounted
for only 15 percent in FY ’72,

As a percentage of family income,
payroll taxes are now the largest
taxes paid by families earning up
to $10,000 a year—and that is about,
half the families,

And this shift in emphasis con-
tinues. In line with the growing
outlays for health care and income
maintenance, Social Security taxes
were increased again this month.

... harder to control

As the Government has grown big-
ger, so has the problem of control-
ling the budget. Essentially uncon-
trollable items-mainly trust funds,
such as Social Security, and perma-
nent or indefinite appropriations,
such as veterans’ benefits-made
up 71 percent of the budget author-
ity requested in the FY 73 budget.
And these items are expected to
exceed 75 percent by FY *77.
Ultimately, of course, all Goy-
ernment programs are controllable.
Trust funds, for example, were
created by legislative action and
can be altered or eliminated in the
same way. Barring such congres-
sional action, however, funds for

Defense spending declines relative to other budget outlays
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the uncontrollable programs are
not subject to a yearly appropria-
tions review by Congress.

The importance of these pro-
grams outside the appropriations
procedures has been pointed up in
the President’s efforts to hold FY
"73 spending under $250 billion.
The agency with the largest bud-
get authority is the Department of
Health, Education, and Welfare.
But the President can control only
alittle over a tenth of its expen-
ditures, the rest being from trust
funds for Social Security, disabil-
ity insurance, and Medicare and
Medicaid.

More than 80 percent of the
Treasury’s $27.7 billion budget au-
thority is for payment of interest
on the national debt-another major
item the President cannot control.

The uncontrollable portions of
the budgets of these two agencies
alone account for more than $100
billion in the FY ’73 budget.

—_—

One place where sizable amounts
could be cut in FY *73 is in the De-
fense budget, which contains al-
most two-thirds of the controllable
items. Over half the Defense bud-
get, however, goes for military and
civilian pay. And with personnel
levels already close to the lowest
in years, any further cuts in per-
sonnel would be hard to make.

The number of active-duty per-
sonnel, for example, is down 1.2
million from peak Vietnam levels
to a point lower than when the
buildup began in 1964, Any sizable
cut in Defense spending, therefore,
would have to come out of military
investment-procurement, research
and development, and military con-
struction. And these are items that
have already been pared by Con-
gress and the Administration.

_ Spending could also be reduced
In some other relatively control-
!able areas, such as federal grants-
n-aid, and payments under some



Social insurance replaces corporation income as second largest source of federal tax revenue
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Programs could be postponed. To
elp reduce the budget deficit still
rther, additional revenue could be
Taised by the Government through
€ sale of assets, such as oil leases
and mineral and timber rights.

SoinFy’74 . ..

Even- if the President can hold ex-
B?endltures to $250 billion in FY
3, the large deficits of recent
gears might easily continue. With-
2utany major new programs, pro-
J€ctions by both the Brookings
stitution and the American En-
urprlse In.stitute show expendi-
OVZGS growing by about $50 billion
$3 OBtlil‘e next two years, regching
i illion in FY *75. During that
Wille’ With no tax increases, receipts
ligh pmb&l?ly grow about $60 bil-
e reaching $283 billion. That— _
o Uming full employment—will still
Ve a deficit of $17 billion.
inG 05t of the projected increase
OVernment spending comes

B
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from programs already established.
Defense spending, for example, is
apt to rise at least $10 billion—pri-
marily reflecting both projected
price increases and greater reliance
on strategic forces. The biggest
item in this category will probably
be development of a new sea-based
missile system.

But movement to an all-volun-
teer Armed Forces will also push
up costs. Military pay has been
trending upward for many years.
Typically, an Army recruit received
$288 a month last year, compared
with $78 ten years before. A colonel
received $1,933, compared with
$985 a decade before. Additional
increases became effective January
1, and still more may be needed to
attract volunteers. Incentive bo-
nuses tied to an escalator plan are
already scheduled for FY ’74.

Actual Defense expenditures
could, in fact, exceed the $10
billion expected rise. The budget

makes no allowance for possible
cost overruns on defense contracts.
But a survey conducted by the
General Accounting Office two
years ago showed that 52 major
weapon-system contracts were
overrun an average of 30 percent.

But as in other recent years, the
biggest increases are apt to bein
areas other than defense. For all his
efforts to cut Government spend-
ing, the President has not been able
to reduce the costs of established
social programs—or even prevent
their rise.

Under the President’s own plan
to increase Social Security pay-
ments, for example, the cost would
have risen almost $7 billion in FY
’73. And Congress increased pay-
ments enough to raise the bill an-
other $2 billion.

The uptrend in this type spend-
ing shows no sign of abating. With
a growing number of beneficiaries
becoming eligible for Social Se-



curity payments, the cost of the
program will be some $8 billion
higher in FY ’75-without any fur-
ther increases in benefits. And
Medicare and Medicaid will push
the cost still higher. As with the
basic Social Security program, the
increases will be due to the com-
bination of an increased number
of beneficiaries and substantially
higher benefits already enacted.

Without any new programs,
health-related spending will rise
an estimated $5 billion by FY ’75.
And by then, there could be sub-
stantial support for some kind of
national health insurance. A presi-
dential commission recently rec-
ommended such a move, and the
President indicated he would favor
such a program-albeit on a volun-
tary basis.

Meanwhile, the Kennedy-
Griffiths bill for a Health Security
Act is pending in Congress. Pas-
sage of this or some other national
health plan would add significantly

to Government spending. Accord-
ing to the Department of Health,
Education, and Welfare, the Ken-
nedy-Griffiths program would cost
$90 billion a year. By eliminating
the need for Medicare and Medi-
caid, it would cost a net $60 billion.

Revenue sharing will also in-
crease the budget—probably about
$8.3 billion this fiscal year. Enacted
last year, this program to share fed-
eral revenue with state and local
governments comes, paradoxically,
when state and local government
expenditures are beginning to run
surpluses. During the current fiscal
year, state and local governments
are expected to collect revenues
exceeding their aggregate expendi-
tures by $15 billion,

. . . and years beyond

As the Administration begins work
on the budget for still another fiscal
year, many of the conditions that
limited its choices in preparation
of the F'Y ’74 budget clearly con-

Uncontrollable items increase in relative importance
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tinue. But while the Government
seems likely to run deficits in its
spending through FY ’75, the out-
look is for these deficits to begin de-
creasing somewhat.

With continued improvements in
employment, revenues should begin
catching up with spending on cur-
rent programs sometime after FY
75, creating the possibility of a
turnaround by FY ’77-provided no
substantive changes are made in
existing programs and no new pro-
grams are initiated. Then, the U.S.
Government, like state and local
governments, could begin running
small surpluses. Before that, how-
ever, other factors will have started
influencing the Administration’s
options.

Even allowing for the unlikely
possibility that further major in-
creases in spending can be avoided,
taxes may have to be raised to re-
duce the inflationary consequences
of deficit spending in an economy
nearing full employment.

Decisions to be made over the
next two or three years, then, might
include the need for higher taxes.
Taxes can be increased essentially
three ways—

* By raising rates on the current
tax base

® By changing the tax base

* By imposing a new tax
_ Raising rates on a given tax base
is a fairly straightforward way of
increasing revenue, The Govern-
ment could balance its budget as
g:arly as FY 75 merely by impos-
mng a 10-percent surtax on indi-
vidual and corporation income
taxes. The effect of such a change
would, of course, be a 10-percent
increase in the tax itself.

_ Changing the tax base is not so
simple. Often falling within the
realm of reform, the matter of re-
definition of the base is usually de-
voted to what many consider the
closing of loopholes. A staff report
for the Joint Economic Committee
shows that major federal tax sub-
sidies cost the Government almost
$36 billion in F'Y *71. If this esti-



mate is anywhere close-and even
if the costs of these tax subsidies
did not increase between FY *71
and F'Y *75-the budget could be
balanced by eliminating only half
the special provisions used to re-
duce tax liabilities.

_But which half? All these pro-
Visions benefit groups that want
to keep them. And as Chairman
Wilbur Mills of the House Ways
and Means Committee has said,
they were written into law by pre-
Sumably rational men for presum-
ably rational reasons.

_Probably the only realistic pos-
sibility for a new tax would be on
consumption-such as a sales tax or
the often-mentioned value-added

. A tax on consumption, how-
éver, tends to be regressive. Taking
? declining portion of income as

Ncome rises, it falls heaviest on
Ower income groups. Historically,
taxes of this kind have been op-
Posed in this country.

The most likely expectation is

at rates will be raised and some

provisions changed to redefine

e tax base.

Some such tax revisions may be
Needed. For the budget to be bal-
i‘ﬂced under the current tax struc-

re by FY *77, there can be no
:na}or changes in federal programs
ef:.nd_not only do the provisions of

15ting programs tend to change

Ut demands for additional pro-
grams develop constantly. The
tig:t?rnmeni'; can exercise discre-
o In meeting the demands onit
Eraf if revenue is available or gen-

economic conditions will allow
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Budget authority in one year affects outlays in future years

BILLION DOLLARS

NEW AUTHORITY TO BE SPENT OUTLAYS IN
RECOMMENDED IN 1973 * 1973
FOR 1973 148.0 246.3

UNSPENT UNSPENT
AUTHORITY AUTHORITY FOR
S NACTEDINIEBIOR] (IEXEIRINGIAUTHORITY OUTLAYS IN
YEARS > N FUTURE FUTURE YEARS
266.7 * YEARS 289.8
166.9

SOURCE: The Budget of the United States Government, 1973

deficits. And the need for a more
balanced budget could become seri-
ous long before FY "77.

With the economy coming closer
to full employment, a decision
about Government revenues will
have to be made. And like all deci-
sions regarding the budget, the
action taken (or not taken) will
require that the public pay-either
directly through higher taxes or in-
directly through inflation.

—George E. Garrison
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