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NATIONAL BC*PGET SYSTEM.

OcroiiKK S, I'll!).- I'ommiuwl to the Committee of the \Vliolo House na the ittatt of
; tho Tnion *nd ordered to be printed.

Mr. GOOD, from the Select Commit*' ,. on the Budget, submitted the
following

j iEPOBT.
•" .' {To accompany H. R. 9783.]

The Select Committee, on the Budget, to which was referred rl. K.
y~83, report it to the House with a favorable recommendation and
submit the following in explanation thereof:

«- On^ily 31, 19.19, the House passed a resolution authorizing tlic
Speaker of the'House of Representatives to appoint a select com-
mit toe for the Sixty-sixth Congress to consist of 12 Meriibersi and
to bn^Jtnown as the Select Committee on the Budget. The resolu-
tion provided for the discharge of the standing committees of the
House of the Sixty-sixth Congress from the further consideration
of bUlfl ftnd resolution* for the ^establishment of a national budget
system or proposing changes 'in- the present method of dealing with
appropriations, estimate*, and..cxpendit.ur.esjj jind.for the reference.
nl all such hill* ai\d resolutions to the Selee.t Committee on the
Budget.

In pursuance of thai authority the Select Committee on the
Budget- hns held eMcn^ne 'hearings covering a period of two weeks

'"•' and givon fu l l opportunity to anyone who desired to present his
* views on the subject.

It was the policy of the. commit'tuc to consider the subject in its
broadest-aspects, in order to determine not what was theoretically
desirable, but nithe.r tn> determine what was practically feasible,
keening u mind at all times that to it hiul been committed tlio
problem of recommending a system that would bo in complete
harmony with our constitutional form of government. These
hearings were conducted with the idea of developing every phase, of
tho aubjefit, rnthor than a criticism or discussion of any bill that

'-.T had been referred to tho committee. Tho he«rings,'therefore,
embrACed1 a broad consideration of nil the questions involved in
budgetary JojfJ«lnl'i(ui, Jiiclu<ling nccossarj'•chahj^a in the ' * "
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The piT-io»> !i|>j>i-jirii)g before the committee were representative?-
of the executive- departments, of the Government, now or formerly
in office, a governor of one of (he States which lm» recently adopted
a budget system. Members and former Members of Congress, business
and professional men, and persons who have made a special stud)* of
the problem. Documents relative to budgetary methods in this arid

. in foreign countries were coiisidered by the committee, thus making
the investigation and study the most complete examination of a
budgetary system ever undertaken in this country.

The following persons appeared before the committee in the order
in which Uicir name.- 'appear;

Hon. Frank <>. Ixiwdcn. governor of the- State of Illinois.
Mr. Omar H. Wright, director of finance. Slate 6f Illinois
Mr. \V. F. Willoughln, director Institule for Government lU-M-arch, Washington,

0. C. '
Mr. John T. Pratt, chairman National liudgc-i Committee. New York, N. Y.
Mr. Samuel MeCimc Lindsay, \icc chairman National Uudget Committee, New-

York, X. V.
Mr. W. L. Clause, chairman s|>ocial committee on budget and efficiency.-Chamber

of Commerce o( tho l'nit<-d States.
Mr. Elliott Cioodwin, secretary Chftml>er of Commerce of the United States.
Mr. Charles Wallace Collins, writer on jxihlsc finance. Wisliinptot'. P. C.
Mr. \V. \V. Warwick. Complroller oi.ilie Treasury.
Urig. (ion. II. M. Lord. Director of Fiii.incc. AVar Dcpiirlinent.
Mr. Clias. 1). Norton, vice president First National Hank, Mew York, X. Y
Mr. K. Fulton Cuttiii);. chairman \ow York Hurcau of Municipal Research.
Mr. Chafl. A. lioard, director New York Uureau of Municipal Research.
Mr. I.. K. Lorec. president Delaware tV. Hudson Railroad.
Mr. F. A. Cleveland, formerly chairman of President Tail's Commift-ion on Kconomy

and EfTicienry.
Nfr F. ,1. (loodnow. pr^idont Jolin* Hopkias I'nivcrsity, BaUimoro. Md.
lion. \\. R. Green, Kcprtyoiitalivc in Congress from tliu State of Iowa.
lion. John J. Fitzgerald, formerly chairman Committee on Appropriations. Houec

of rtepro.sentalives
Hon. \V. E. Andrews, Represcntativo in Congress from the State «f N'ebraska.
>fr. Rohert S. Ilrocikings, chairman InBtitute for Government Uftiearch, Waah-

innlon. I). 0.
Mr. Win. H. Allen, director'iiutitiito ior Public Service, New > -rk >f. Y.
Hon. Swagar Sherloy, director Division of Finance, I'nitcd .Si»iio Railroad Ad-

ministration, and formerly chairman-Coinmilteo on Appropriations, !(oiii>o of Roji-
re.v>m.i lives

Ifr Je*<»n D. liurte, .scorotarv Xatimial Industrial Conference Hoard, Wwhington,T).C . . - - - - _ .
Mr t- l i i t r lcH \VhiiinR Hakcr, reprtwoniativi; of Rnt;inccriiiK Co\incil of America.
Nfr. .NVli<on P. Lewi.-, ivpresoiitalivc of Kngincering Couricil of America.
Nfr. A. P. Davis, represoutatu^ of Engincerinp C'o\mcil of America, and director

United Sta' Roch mation Service
>(r. Worcester P.. \V;«-ncr, vico president, So<:ieiv of Mechanical Engineers.
Hon. Henry L. Stinuoh, formerly Secretary of \Var.
Mr. »anci3 Oalsay, rertiliod public Hccountant, Now "\ork, N. Y.
Nfr . Tlios. K. I < i n , certified public1 accountant, Washington, D. C. •
Mr. Horhcrt S. Wood, certified public »ccouhtaiit, New York, N. Y.
lion. Franklin D Roosevelt, Assislant Sec'rctarj- of the Navy.
ITon. F. W. Mondoll, Reprwcniativo in ConpresH'ffom the State of \Yyoining_,
Hon. Jarnos A 1'roar Representative in Congrctm from the State of Aviaconnin.
Hon. Willinin II. Tuft formerly President of the United Statee.
Hon. Carter < lliwi, Sncrclnry of the Treasury
Hon. Hnlvor Stcontrfon, Heprwcntativo in (.Vngrcw from tho St»te of Minnesota.

It may bo stated hero that there was a remarkable uniformity of
opinion 'on the part of theeo witnesses. Without exception all
criticized tho present system of handling the national finances and
tooFlho posi tifiTrthat-roform-shonld-take^tbjq direction of^a definite
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adoption by the Ni.lii>nid Government of a budget system as u central
feature of iu systoin uf mianci^ Jkdnunistration And there was also
a marked uniformity of opinion in r«*>p/3ct to tlic particular steps
thatshoulil bo taken toward the accomplishment of this reform.

Broadly speaking a budget system has three distinct phases,
namely; • • "

(1) The formation of the budget.
(2) Action on the budget by Congress.
(3) Supervision and control of the execution of the budget.
The first and thioi steps can be taken only by changes in the statutes

of the United States, f ho second can be better accomplished by a
change in the rules of the House of Representatives. Inasmuch as
the Constitution pro\ ides that "each House may determine the rules
of its' proceedings," the committee recognized that any change in
the rules of the Bouse . hould be effected t>y a House resolution, and
not by a statute of the United Str.te . This report, therefore, deals
only with the first and third phases uf the proposed legislation.

TIIK I'KESENT SYSTEM,

In order thoroughly t« understand the objects of the proposed bill
it is nuccssan to coiisidi'i tin- pro\ isions of existing law governing the
formation and tr.-iiiMiiiUul uf intimates for appropriations as well as
the. supcn ision and control of expenditures niter the appropriations
liave been made.

Under the- law it is made, tin- duty "'of the heads of the several
executive dotwruncnts, and of such otiier officers authorized-or re-
quired to make, estimates, to furnish to the Secretary of the Treasury,
on .>r before the loth diu of October of each year, their animal esti-
mates for the. public si-nice, to be. included in the Boqk of Estimates
prepared by law under his direction, and in case of failure to furnish
estimates at. herein required it shall he the duty of the Secretary of
the Treasury to cause- to In- prepared in the Treasury Department,
on or before the 1st day uf November of each year, estimates for such
appropriations as, in his judgment, shall be requisite in every such
case, which estimates shall be included in the Book of Estimates pre-
pami by-law tindnr ;his direction for-the-eonsideration of Congress."
(Mar. 3," 1901, Stat. L., vol. 31, p. 1009, sec. 5.)

The statute-s further provide that "all annual estimates for the
public service shall be submitted to Congress through the Secretary
of the Trfiftsury, and shall be included in the Book of Estimates, pre-
pared under his direction." (R. S., sec. 3660.1 The statutes-further
provide, "all estimates of appropriations and estimates of deficiencies
in appropriations in tendon for the consideration and seeking the
action of any of the. committees of Congress shall he transmitted to
Congress through the Secretary of the Treasury, and in no other
manner; and the said Secretary shall first cause the same to be properly
classified, compiled, indexed, and printed, under the supervision of
the ohiof of the division of bookkeeping and warrants oihis depart-
ment." (July 7, 1884, Stftt. L., vol'. 23', p. 254, sec. 2.) (

The act of*March 4, 1909. provides that "immediately upon tho \
receipt of tho regular annual estimates of appropriations needed for

» - • 1 1 t t^ • - f^ 1 ' i t . Ill il J> i... t A.V
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4 . RATIONAL BUDGET 87STHJJ."

Secretary tif the Treasury to estimate as nearly at. ma}' be the revenue*
of the Government for the ensuing fiscal y«ar, *hd if th* estimates
for appropriations, including the estimated amount necessary to
meet all continuing and permanent appropriations shall exceed the
estimated revenues the Secretary of the Treasury bhall transmit the
estihiatcsjo Congress as heretofore required by law and. at once
transmit if detailed statement of all of said estimates to the President,
to the end that he may, in giving Congress information of the state
of the Union and in recommending to their consideration such
measures as he may judge necessary, advise the Congress how in his
judgment the estimated appropriations could with least injury to the
public scnici; be reduced so as to bring the appropriations within
the estimated revenues, or, if such reduction be not m his judgment
prai-ticable w ithout undue injury to the public service, that ho may
recommend to Congress such loans or new taxes as may be necessary
to cover the deficiencies." (Mar. 4, 1909, Stat. L.. vol. 35, p. 1027,
sec. 7.)

The basii dcfei tt in this system are these: Expenditures are not
considered in connection with revenues; that Congress does hot
require of the President any carefully thought-out financial and
work piogram re.pfeschtihg what provision inliis opinion should be
made foi meeting the financial needs of the Government; that the
estimates of expenditure needs.npw submitted^to Congress represent
onfy the desires of the individual departments, establishments, and
huruaiia, and that these requests have been subjected to no superior
re\ isiun w i t h a \ iew to bringing them into harmony with each other,
u> eliminating duplication of organization or activities, or of making
them, a*, a whole, conform to tho needs of the Nation .as represented
by the condition of the Treasury and prospective revenues.

Under the law it is the practice for the head of each executive
department to designate the chief of each bureau under his control
to estimate the vsxpenditure needs of his bureau. When all the esti-
mates of tho bureau chiefs in a given department are sent to the
l.iad of that department, he in turn submits his estimates to the
Si i rotary of the Treasury. The various bureau chiefs act inde-
lio!iili!iit.[\ of i-acl? other. Bureaus of executive departments doing
similar work are thus stimulated in a rivalry and so far as the esti-
mates go, \ IT_V little, effort has been made to coordinate the uctiutios
of the se\e.rnl departments and bureaus, and in practice this method
has resulted in extravagance, incdicioncy, and duplication of service.

The waste and extravagance resulting from the operation of this
plan must he apparent to anyone who had made a study of.it. Prac-
tically cvci \oiic familiar with its workings agree that its failure lies
in tho fact it it no one is made responsible for tne extravagance.
Tho estimate* are a patchwork and not a structure. As a result,
a grunt deal of (lie. time of the committ«is of Congress is taken up
in exploding the visionary schemes of bureau chiefs for which no
administration would ho willing to stand responsible.

The committee, following the unanimous opinion of all thei wit-
nessis who appeared hufuiv it, is convinced that these defects in the
existing Mhti:i" for handling tho financial affairs of the Government
can onT> "hi- .adequately met by Congress making definite provision
for the e«t!il>li«limon! i>f what if known a& a budget system. _j\_
budget syti. in is one under which use \» made of what is Known ns a
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I'adget as tli.1 central instrument fui d« termiiiiiig ami making pro-
jision for the financial needs of a Government. Various dvifinitions
'have been given of the term budget. The following given by one
of the witnesses, who appeared before the committee, most nearly,
meets the situation that now confronts the National Government-.
"A national budget." 'he states, is the instrument through which
the several financial operations of the Governme.nt are correlated,
compared one with the other and brought uiider examination at
one and the same time. It should be at once a report, an estimate,
and a proposal, tl is a.document through \\hich the chief executive,
as. the authority responsible for the actual conduct, of governmental
affairs, com< s before the fund-raising and fund-granting" authority
and makes full n-port regarding the manner in which l ie-and his
subordinates have administered affairs during the last completed
year; in whii-h he exhibits the pres?nt condition of tlie Public Treas-
ury; and, on the basis of such information s.'to forth his program
of work for the .oar to come and the mannei in whieh he proposes
that such work shall be financed."

' 'That the Mgnificance of r >st operation^ and the purpose of pro-
posal^ for tJie f u t u r e mav be clearly seen, this document must be
complete and detailed. It must cover all the financial operations
of the Government and cover them in such a wa.\ tha t the relation-
ship l>etwceii pa.4 notion a.ul proposal.-, for the future re% enues and
expenditure- and assets and liabilities ma_\ be clearly seen.

The most important feature of a budget is that it shall be all-
nmiprehcnsivi. ft must bring together in one consolidated state-
ment all the facts regarding the financial condition of the Treasury,
and the revenues and expenditures of the Government, past find
prospective."

A budget system thus contemplates that a •.document corresponding
to the foregoing w i l l annually be prepared by the Chief Executive;
that this document- will be submitted to the legislative brunch, and
that the lat ter \\ ill make use of it as a basis for all of its action looking
toward the making of provision for the financing of the Government
for the future. In a word, a budgetary system has as its prime
clwrnct eristic tliat.theGoxefnmentTincproviding-for-itf.-.financiabncods
will have a def in i te financial and.work program, that responsibility
will rest upon the administrative brnncn for the formulation of this
program in the first instance and upon the legislalh c branch for sub-
jecting it to such revision ns in its opinion is deemed desirable.

If increased economy and efficiency in the expenditure cf funds is
to he secured, it is thus imperative that the evils should ho attacked
at their soun e. The only way by which this can bo done is b} placing
definite respoiiMbilit\ upon some ofiicor of the Go\ eniment to receive
the requests for funifs as original^ formulated by bureau ami donurt-
menttd chiefs mid subjecting them to that scrutiny, ru\i»ion, ano cor-
rcltition thn l has been described. In the Xutioiinl GovcrnuuMit there-
can he no question but that the oflicer upon whom should bo placed
this responsibility is the President of the United States. lie is the
only officer who is superior to the heads of departments and inde-
pendent establishment's. He is the only oflicer of the administrative
m'fturh-wlin is interested in the Government as a whole rathei1 thju.un_

-oh{rpfiTtifuliii ~"pTTt l7~JiV-i(Tthe~onlynulministratiye olficer who is
elected by the people and thus cim be hold politically responsible
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for his action* Km tlieruiofe, as head of the Administration it is to
him that Congress and the people should look for a dear-mi^-definite
statement of what provision in his opinion should foe made for the
revenue and expenditure-needs of the Government. The requirement
that the President shall prepare mid submit to Congress annually
upon its convening in regular session a budget will thus- definitely
locate upon him responsibility for the formulation and recommenda-
tion of n financial and work program for the year to ensue.

If duj.ilication. waste, extravagance, and inefficiency exist in any
hrahch of the service, the President will 'he-responsible for them if he
includes in his budget an estimate for their continuance. The
in embers of his Cabinet and their assistants would aid the President
•in preparing a budget for which his administration is w'Uirig to be
charged. It substitutes teamwork in the executive departments for
the unorganized work of each of the members of hi-* Cabinet.

Tlie primary purpose of the bill that is submitted with this report
is thus to insure the preparation and submission of such a program
by the Chief Executive.

Tn .-riler that the President may be in a position intelligently to
formulate siiHi a plan he must be given a machinery through wnich
he can keep in intimate and immediate touch with all of the work of
the Government and be able intelligently to scrutinize, leviso, and
correlate their requests for authorizations, to engage in work or for
funds wi th which to pa}' for their several activities. The bill that
has been prepared, by the committee provides for such a machi' -v
by the creation of a service known as the Bureau of the Budgi...
This sen ice is placed under the immediate direction of the. President.
Its duties are to assist the President in the performance of the powers
confeircd upon him by the proposed act. it is import-ant to note
that though certain definite duties are imposed upon the bureau no
powers are given to it directly. All powers in respect to the prepara-
tion of the budget and in respect- to the direction, supervision, and
control of Mibordinatc administrative agencies are conferrexl upon
tho President. The bureau is the mere ngoncy of the President in
exercising these powers. This is a matter of great importance, ainee
it would "lie highly undcsirablp to .gisve .to any sxich oflicct direct
authority superior to the heads of the departments aiid independent
establishments.

Some apprehension has been expressed thnt if the authority above
d escribed is conferred upon the President and provision is made for
a service such as a bureau of the budget that neither the President
nor the bureau \\ould, in view of the enormous complexity of the
operations of the Government, have tho time and means of effectively
discharging their duly. The committee has carefully considered this
point and believes that Mich an idea is wholly erroneous. The bureau

. of tho budget will not begin to nxerci.se its duties until after estimates
of apprupnat Kins are formulated and submitted to it, ns the repre-
sentative of ( l ie PrcMdciit, in October. It will br» the duty of this
human' to secure informat ion and to build tip records in its office, that
will furnish it w i t h complete data regarding the organization, activi-
ties, and expenditures of tho several departments. With this full
information, secured in advance, it will have no difficulty in
ituj i%ii fiuidm uf'iip'fifiipuAtioiiR to intelligent scrutiny ami in raisng
points ( l i n t s luui l t i re"eive tho attention of tho President in finall
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passing upon siirh estimates. The whole work uf determining the
financial needs uf flu- Government can .moreover, life Enormously
simplified by standardizing administrative practices and procedures.

It will doubtless be claimed by some that this is au Executive
budget and that the duty of making appropriations is a legislative
rather than Executive prerogative. The plan outlined does provide
for an Executive initiation of the budget, but the President's re-
sponsibility eiuU \\luui he lias prepared the budget and transmitted
it to Congress. To that cxteiit and to that extent alone does the
plan provide for an Executive budget, but the pro|Kwed law does hot
change in the slightest degree the duty of Congress to make the
minutest examination of the budget awl U» ad\»j|t the Uuvlgct only to
the extent that it i=- found to be economical. If the estimates con-
tained in the President's budget are too large, it will be- the duty of
Congress tf> rcdm e them, if m the opinion of Congress. the estimates
of expenditure are not Mifiu'icnt, it will be within the power of Con-
gress to increase them. The -bill doe» not in the slightest degree give
the Executive am greater power than he now has over the consid-
eration of appropriation:. 4iy Cunsjrft*. The propose*! plan, if adopted,
will unquestionably "really reduce the drudgery of committees in
making inquiry* into Atiinateb. The budget should aiid will receive
the same scmtiny by committees in Congress, and by Congress, that
the estimates now receive. There should he no lot-up by Congress in
scrutinizing to the minute*! detail the need for m.y appropriation,
and the bill leave-, Congfes.- free and independent, to act upon any
proposal contained in the 'budget. But the estimate* for appropria-
tions will come t-- CongYos after a more mature deliberation by an
official who has the power to coordinate and consolidate govern-
mental activities. .iiid to rrviM- the. estimates of expenditure. The
budget under thi> plan w ill In- an F <vutivc budget only to the extent
that the Executive initiiiUfs tli. -budget. It is « congressional budget
after it has been considered invl acted u|>on by Congress. Tho rer
^ponsjbility of the M.xecutive and Congress will be cloanv dclinod, and
each bram-h will be hold to « .strict accountability f-r tho part it has
played.

ANALYSIS OK THE BJI.I..
*

Soction 1 nf the bill crcatos in (lie. oflico of the PiWidout a b.uroau
of tho budget, with a director »t $10,000 per year and an assistant
director at S7..500 per year. Tlift,o oilicials arc to ho appointed by
tho President No .person, appointod by tho iliroctor shall bo paid a
salary in oxres>- uf 35.000 per your, amf not more thun three, person*
appointed 1>\ l\im situ!) bo paid a salary at that rut*. All employees
in tho bureau U!IOM< coniponsntion is loss thun ?.">iOOO per ywar uro to
bo appoint c 1 from u l i^l of eligible^ furni.-hpd by tho Civil 8«<rvico
Commission.

Section 2 of the bil l provides that tho buicuii of tho budget shall'
assist tho President in tho preparation of the hudgot, and whou so
prepiircd the l*residont shuil transmit tho hudgot to Congress.

Section 3 of tho bill provides that tho several oxecutivo dopart-
. . _ . _ . .
Swrrof ary of tho Treasury as now required l>y huv.

C i~ '?
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SoctJon -4 of the hill prtivHas that t)io President, shall transmit the
budget to -Congress oh the first day of each regular session aiUr the
31st of Docoiiibor. 1919: thai the budget shall c-nrtain balanced
statements of f I.e. revenues and expenditures of the Government fpi
tho preceding ft- nil your and of tne resources? an-. liabilities of the
Treasury nt ihiv close. of the voar, together with las estimates of the
revenues nnd expenditures .of the Government for tho current year
and of the resources and liabilities of tho Treasury attttho close of tho
year, and also his estimator of tho revenue and expenditure needs of
the Government. for tho-onsuing fecal year, and hov/ in his opinion
those needs should be ihot. "

Section 5 of the bill provides that the contents, order, and arrange-
ment of the estimates of appropriations shall be in .accordance with
the provisions, of the law.

Section 6 of the hill provides for the submission by. the President
of an alternative budget for the fiscal year ending June 30, Ift22._
Under the law the estimates must be made in the order, form, and
arrangement of the current appropriation laws. It has been strongly
urged that sonic change should be made in this form and urra.nge-
ment, in order to bring about consolidations and to eliminate dupli-
cations in the service. It is the opinion of the committee that this
can best be performed by authorizing the President to submit an
alternative b idgct. that' will conform with this plan, and if the alter-
native budget is adopted, then the provisions of law requiring the
estimates to he submitted in the same form as the appropriations
are carried for the current year "will be applicable.

Section 7 of tho bill provides that no estimate or request for ap-
propriation shall be submitted to Congress by any officer except by
the ̂ -President, unless at tho request of cither House of Congress or a
committee thereof.

Section 8 of the bill provides that after Juno 30, 1920, special esti-
mates may bo transmitted by the President, to provide for expendi-
tures under any laws passed subsequently to the transmission; of the
regular estimates-con tainod in the budget and also for appropriations
Avhich-in tho judgment of the President 'are necessary for the public
service.

THE ACCOUNTING I»KI'AKTMKXT.

' The bill creates an independent establishment known us the
< Accounting Department, to which is transferred all the poworn and

duties now imposed by Jaw upon the Comptroller of tho Treasury
and tho six auditors. The Comptroller of tne Treasury and tho six
auditors, under existing law, are appointed by the President. Under
the present plan the'rnngre»s has no jxnvcr or control over appropria-
tions after they have once been made, ft- has no knowledge as to
how expenditures are made under these appropriations, aiid inas-
much as the Comptroller of the Treasury and tne si.v auditors owe
their appointment to the President they could not hojw to hold their
positions if they m timed wa.Mt/'fulneyoi'oxtravagaiico or inefficiency
nu-any, of the departments. The Executive h'Avlrig the power to
initiate the l^lgefTcelHHiiilV"RrrJndependmt-audit Js^ieeewiarjMo^
insure n( nil (imps n businesslike execution^of the budget.




