e 7 o #F 5 T

) o Union Calendar No. 1145

S Baasion, | HOUSE OF JiEP.RE?}%E EAT) I o

b= il — ==l

NATIONAL BUDGET SYSTEM.

i ———— -

OcToseg 8, 19190 Committed to the Committee of the Whale House nn the Mate of
the Union a2nd ordered to he printed. -
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“w
Mr. Goob, from the Select Coinmitts . on the Budget, submitted the
following

v ) KEPOR Y.
T €To accompany H. R. 9783.]
‘The Select Committee on the Budget, to which was referred H. R,
;},\- ¥783, report it to the House with & favorable recommendation and
%: submit the following in explanation thereof: _ '
A Onguly 31, 1919, the House passed a resolution authorizing the
. Speaker of the House of Representatives to appoint & select com-
mittee for the Sixty-sixth Congress to consist of 12 Merbers; and
to baknown as the Seleet Committee on the Budget. Thé resolu-
tion proviasd for the discharge of the standing committees of the
House of the Sixty-sisth Cougress from the further consideration
of bills and resolutions for the establishment of a national budget
system or proposing changes in- the present method of dealing with
; urpropnntmus-. cstimates. and expenditnres, and for the referonco
(4]

all sueh bills and resolutions to the Seleet Comniittee on the

Budgoet. )
In pumsuance of that uuthority the Select Committee on the

! Budget has held extensive hearings covering & period of two weeks
“Fand givon full opportunity to anyone who desivod to present his
viows on the subject. :
It was the poliey of the committee to consider the subject in its
broadest-aspects in order to determine not what was theorétically
desirable, but rather to determine what was practically feasible,
keeping ia mind at ull times that to it had been committed the
roblem of recommending a system that would bhe in complew
srmony with our constitutional form of government. These
heafings were conducted with the idea of developing every phase of
tho wuhject, rather than a criticism or discussion of any bill that
'y hed boen. veferred to the committeo. The hearings, - thereforo,
embraced & broad considerstion of all the questions involved in
budgetary logisintion, inchiding nocossary changes-in the rules of tha
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3 NATHINAL BUDGET SYSTEXL

| The persons appearing before the committee were representatives

f of the execulive departinents of the (Government, now or formerly

f . in office, a governor of one of the States which has recently adopted

a budget systemy. Members and former Members of Congress, business

{ and professional men, and persons who have made a special study of
the problem.  Documents relative to budgetary methods in this and

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

. '[‘Tiq following persons appeared before the committee in the ordét

in which their names appear:
Hou. Frank <. Lowden. governor of the State of Hinois.
. Mr. Omar H. Wright, directof of finance, State 8f Tliinois .
r).\zr. W. F. Willoughby, director Institute fof Government Rescarch, Washington,

Mr. John T. Pratt. charnian Xational Budget Comnittee, New York, N. Y.

Mr. Samuel MeCune Lindsiy. vice cliairman National Budget Cominitiee, New
York, N. Y,

! ME W, L. Clause. chairman speciul committee on hudget and efficiency.- Chamber

! of Commerce of the United States.

! Mr. Elliott Goodwin, secrewafy Chamber of Cominefee of the United States.

Mr. Charles Wallace -Calling, writer on public finance. Washingtov, D. C.
v My, W, W, Warwick. Cotaptroller of the Treasury.
Brig. Gen. II. M. Lord, Director of Fiuunce. War Departinent.
Mr.Chas. D. Norton, vice president First Nuational Bunk, New York, N. Y
Mr. R. Fulton Cutting, chaifman New York Burean of Municipal Research.

. Mr. Chas. A. Beard, director New York Burean of Municipal Research,

) Mr. 1. ¥. Loree, president Delaware & Hudson Railroad.

Mr. F. A, Cleveland, formerly chairman of President Tait's Commirsion on Feonomy
and Efficiency. ) -

Mr F.J. Goodnow, president Johins Hopkins University, Baltimore, Md.

Hou. W. R. Green, Representazive in Congress from the State of lowa,

ITon, John J. Fitzgerald, formerly chairman Cominittec on Appropriations, House
of Representatives ] i

HHon. W. E. Andrews, Representative in-Congress from the State of Nebrasks.

Mr. Robert 8. ‘Hrookings, chairman Institute for Governmen! Research, Wash-
mgton, D. (.

Mr. Wm. H. Allen, director Tustitute for Public Service, New Y.rh N, Y.

ITon. Swagar Sherley, director Division of Finance, United Statwa Railroad Ad-
minidtration. and formerly chairman Committee on Appropriations, Houre of Rep-
resentatives ) . . . )

T Mr Jewo D Burks, secrotary National Industrial Conierence Board, Washington,

. D¢ - ) .

Mr t*harles Whiting Baker, represemative of Engineering Council of América.

Mr. Nelsou P. Lewts, representative of Engineering Council of America.
Mr. A, P, Daviy, represontatin o of Engineering Council of America. and director ‘

. United Stat  -Recli mation Service . o |

Mr. Worcester B, Warner, vice president, Society of Mechanical Engineers.

. Hon. Honry L. Stimson, formerly Sectetary of War. 1
Mr. Francis Oakgy. certified public aecountani, New York, N. Y. |
Mr. 'Thos, R. Lill, certified public accountant, Washiugton, D. ¢'. - ‘
Mr. Herbert S. Wood, certified public accountant, New York, N. Y.
Hon. Franklin D Roozovelt, Assistant Secretary of the Navy. L.
Won. FF. W. Mondell, Repreventative in Congress from the State of W yoming,

Hon. James A Frear Represontativo in Congrere [rom the State of Wiaconmn,
Hon. Willinin 11, Taft formerly President of the United States, |

Hon. Carter Glass, Secrotary of the Treanury B ) L ‘

Hon. Halvor Steencrvon, Representative in Congress from the State of Minnesota.

It may be stated hore that there was a remarkable uniformity of
' . opinion on the part of these witnesses. Without exception all
— ___criticized tho present systom of hanaling the national finances and |
~took the posititirthat-roform-should_take_the direction of a definite
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NATIONAL BUBGET SYSTEM. - 8

udoption by the Nutional Governiment of 2 budget system as a central

feature of its system of financial administration  And there was also
a marked uniformity of opinion in respect to the parti¢ular Steps
that should be taken toward the accomplishment of this reform.
Broadly speaking a budget systein has three distinct phases,
namely: - . ’
(1) The forination of the budget.
(2) Action on the budget by (?‘ohg’x‘(ss.
(3) Supervision and control of the execution of the budﬁet.
_The first and thig steps can be taken only by changeésin the statutes
of the United Stafes. 'The second can be better accomplished by a
change in the rules of the House of Représentatives. Inasmuch as
the Constitution provides that ““each House may deteriine the fles
of its proceedings,” the committee recognized that any change in
the fules of the House . hould be effected by a House resolution, and
not by a statute of the United State . This report, therefofe, deals

- only with the first and third phases of the proposed legisiation.

THE PRESENT SYSTEM,

In order thoroughly to understand the objects of the proposed bill
1t is necessary to consider the provisions of existing law governing the
formation and transmittal of estimates for appropriations as well as
the supervision und control of expenditures niltor the appropriations
have been made. )

Under the law 1t is made the duty “of the heads of the several
exeentive (lururuncnm, and of such other officers authorized. or re-
quired to make estimates, to furnish to the Secretary of the Treasury,
on or before the 15th day of October-of each year, their annual esti-
nates for the public service, to be included in the Book of Estimates
prepared by law under his direction, and. in case of failure to fuinish
estimates as herein reguired it shall be tho duty of the Secretary of
the Treasury to cause to be prepared in the Treasury Department,
on or before the Ist day of Nuvember of cach 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-
pared by-law under his-direction for-the-consideration of Congress.”
Mar. 3, 1901, Star. L., vol. 31, p. 1009, sec. 5.)

The statutes further provide that “all annual estimates for the
public service shall be submitted to Congress through the Secretary
of the Treasury, and shall be included in the Book of Estimates. pre-
pared under his direction.” (R. S., sec. 3669.) The statutes-further
provide, “all estimates of appropriations and estimates of deficiencies
in appropriations intended for the consideration and seoking the
action of any of the committees of Congress shall be 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 chief of the division of bookkeeping and warrants of his-depart-
ment.” (July 7, 1884, Stat. 1., vol, 23, p. 254, sec. 2.) )

The act of March 4, 1809, provides that “immodiately upon the
recéipt of the regular annual cstimates of ‘apﬁx;)olpnahons needed for

__thevarious branches of the Government it shall be the duty of the
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. 4 . NATIONAL BUDGET SYSTRM.:

Secretary of the Treasur¥ to eatimate as nearly as may be the revenues
of the Government for tho ensuing fiscal year, and if the estimates
for appropriations, including thé estimated amount necessary to
meet all continuing and permanent appiopriations shall exceed the
estimated retenuces the Secretary of the Treasury shall transmit the
estimates jto Congress as heretofore required by law and at once
transiuit o detailed statement of all of saic estimates to the President,

to the end that he may, i giving Congress information of the state

of the Union and in recommending to their consideration -such
measures a> he may judge hecessary, advise the Congress how in his
judgment the estimated appropriations could with least injury to the
public scrvice be feduced so as to bring the appropriations within
the estimated revenues, or, if such reduction be not in his judgment
practicable without undue injufy to the public seivice, that he may
fecommend to Congress such loans or new taxes as may be necegsary
to cover the deficiencies,” (Mar. 4. 1909, Stat. L.. vol. 35, p. 1027,
sec. 7.)

The basic_defects in this system afe these: Expenditures are not
vonsidered Ju connection with revenues; that Congréss does not
requirc of the President any cafefully thought-out finanéial and
work program representing what provision in-ilis opinion should be
made fui meeting the financial needs of the Government; that the
estiinates of expenditure needs, now submitted-to\GonFl‘ess represent
only the desires of the individual departiments, éstablishments, and
bureaus, and that these requests have been subjected to no supefior
revision With a view to bringing them into harmony with eachi other,
to chiminating duplication of organization or activities. or of making
them, a~ u whole, conform to the needs.of the Nation .as represented
by the condition of the Treasury and prospective revenucs.

Under the law it is the practice for the head of each executive
departinent to designate the chief of each bureau under his control
to estimate the expenditure needs of his bureau. When all ths esti-

mates of the bureau chiefs in a given department are sent to the

atad of that depaftment, he in turn submits his estimates to the
Scoretary of the Treasury. The warious bureaun chiefs act inde-
pendently of cach other.  Bureaus of executive departments doing
sumilar work are thus stuiiulated i a Fivalry and so fir-as the osti-
imates go, very little effort has been-ade to coordinate the activities
of the several depurtments and bureaus, and in practice this method
has resulted in extravaganee, inclliciency, and duplication of setvice.

The waste and extravagance resulting from the operation of this
plan must he upparent to anyone who had made a study of it.  Prac-
tically everyone familiar with its workings agree that its failure lies

i the fuct th 1t no one is made responsible for the extravagance. .

The estimates are a patchwork and not a structure.  As -a result,
o great deal of the time of the committers of Congress is taken up
in exploding the visionary schemes of bureau chiefs for which no
administration would be willing to stand responsible.

The comimittee. following the unanimous opinion of ull the wit-
nessts who appeared before it, is-convinded that these defects in the
existing syster for handling the financial affairs. of the Government
cant only be awequately met by Congress making definite provision
for the establishment of what is known as a %
budget sy8tenn is one under which use is made of what is known as a

[l RN .
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NATIONAL BUDGET SYSTEM. 5

Fadget as the central instrument for determimng and making pro-
vision for the financial needs of # Governmeut.  Vatious definitions
“have been given of the term budget. The following given by one
of the witresses, who appeared before the committee, most nearly
meéts the situation that now confronts the National Government.
“ A national budget.” “he states, i1s the instrument through which
the several financial operations of the Government are correlated,
compared one with the other and brought uider examination at
one und the same time. It should be at unce a report, an- estimate,
and a proposal.  Ttis-a.document through which the chiief executive,
as the authorita responsible for the actual conduct of governmental
affairs, comes befope the fund-ralsing and fund-granting authority
and makes full report regarding the manner in which he .and his
subordinates have administered affairs during the last completed
vear; in which he exhibits the present condition of the Public Treas-
ury; and, on the basis of such information s:ts forth his program
of work for the .car to come and the mannes in which he proposes
that such work shall be financed.”

“That the ~ignificance of st operation~ and the purpose of pro-
posuls for the future may be clearly seen, this document must be
complete and detailed. Tt must cover all the financial operations
of the Government and cover them in such a way that the relation-
ship between past action aad })1‘0\)\)511‘.5 for the future revenues and
expenditures and assets and habilities mmy be clearly seen.

The most important featwre of a budget is that it shall be all-
comprehensive. Tt must bring together m one consolidated state=
ment all the facts regarding the financial condition of the Treasury,
and the revermes and expenditures of the Government, past and

prospective.” ’

RY H)udgot system thus contemplates that a.document corresponding
to the foreguing will annually be prepared by the Chief Executive;
that this document will be submitted to the legislative branch, and
that the latter will nake 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
churacteristic that the-Government-in.providing-for-its:financial:nceds
will have a definite financial and, work prograwmn, that responsibility
will rest upon the administrative brmnulh for the formulation_ of this
program in the first instance and upon the legislatis e braneh for sub-
jecting it to such revision as in its opinion-is deemed desirable.

If inereased cconomy and efficiency in the c.\lpcn(litum of funds is
to be secured, it is thus imperative that the evils should be attacked
at their source.  The only way by which:this can he done is by placing
definite responsibilits upon some officer of the Government. to receive
the requests for funds as originally formulated by bureau and depart-
mental chiefs and subjecting them to that seruting, revision, and cor-
relation ‘that has been described.  In the Nutional Governent there
can he no question hut that the officer upon wham should be placed
this responsibility is the President of the United States. o is the
only officer who is superior to the heads of departments and inde-
rendent establishments.  He is tho only officer of the administrative

wanch who is interestad in the Government as a whole rather thanin

ongarticuln Tyt HeTin thia only” administrative officer who s
elected by the people and thus can be held politically responsible

o
v )i}
B - S



6" . ¢ YNATIONAL BU DGET SYSTEM.

for his action~ IMurthermorte, as head of the administration st is to
him that Congress and the people should losk for a clear-and-definite
statement of what ptotision in his opinion should be inade for the
fevenue and expenditure needs of the énvcrnmentv. Therequirement
that the Pt'Osi('lcrlL shall prepare and submit to Congreas annually
upon its convening in regular session a budget will thus- definitely
locate upon hint responsibility fof the formulation and fecommenda-
tion of a financial and work progiam for the year to ensue.

If duplication. waste. extravagance, and inefficiency exist in any
branch of the service, the Piesident will he iesponsible for them if he
includes in his budget an estimate for their continuance. The
members of his (abinet and their assistants would aid the President
in preparing a budget for which his administration is willing to be
charged. It substitutes teaimwork in the executive departments for
the unorgahized work of each of the members of his Cabinet.

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

In order that the President may be in'a position intelligently to
formulate sueh n plan ke must be givoh a machinery. through which
he can keep i mtimate and inmediate: touch with all of the work of
the Government und he able intelligently to scrutinize, 1eviso, and
correlate their requests for authorizations to engage in_work or for
funds with which to pay for their several activities. The bill that
has been propared by the committee provides for such & machir -v
by the creation of a service known as the Bureau of the Budg...
This service is placed under the immediate direction of the President.
[ts duties are to assist the President in the performance of the powers
conferred upon lm by the proposed act. it is important to note
that though certain definite duties are imposed upon the bhureau no
powers are given toit directly.  All powers in respect to the propara-
tion of the budget and in respect to the direction, supervision, and
control of subordinate administrative agencies are conferred upon
the President.  The bureau is the nere agency of the President in
exercising these powers. This is & matter-of great importance, since
it would he highly undesirable to give to any such officer direct
authority superior to the heads of the departments aiid indapendent
establishments. '

Some apprehension has been expressed that if the authority above
deseribed s 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 would, in view of the enormous complexity of the
operations of the Government, have the time dnd means of oﬁcctivoly
discharging their duty.  The cornmittee has earefully considered this
point and Believes that such an-iden is wholly erroncous.  The bureau

. of the budget will nut begin to exercise its duties until after estimates

of appropriathins are formulated and submitted to it, as the repre-
sentative of (he Presdent, in October. -1t will be the duty of this
bureau to secure information and to build up records in its office that
will furnish it with complete data regarding the organization, activi-
ties, and_ceapenditures of the several departments. With this full
information, secured in advanee, it will have no difficulty in subjert-
ing eshindiles of ii‘jpmprinﬁons to intelligent scrutiny and-in raising
points that should rereive the attention”of the Presidont in finally




: NATIONAL BUDGET SYSTEM: - 7

passing upon such estimates.  The whole work of determining the
financial needs of the Governmeént can moreover, bR énormoisly
simplified by standardizing administrative practices and prucedures.
It will doubtless be claimed by some that this is an Exeéutive
budget and that the Jduty of making appropriations is a legislative
rather than Executive prerogative. The plan outhined does provide
for an Executive initiation of the budget, but the President’s re-
sponsibility éend~ whan he has prepared the budget and transimitted
it to Congress. To that exteiit and to that extent alone does the
plan provide for an Exccutive bidgét, but the proposed law doés not
change in the slightest degree thé éut._'\ of Congress to meke the
minitest examination of the budget and to a\lu}{t the budget only to
the extent that it i~ found to be economical. If the estimates con=
taited in the President’s hudget are tov large, it will bé: the duty of
Congtess to reduce them.  If in the opinion of CongTess the éstimates
of expenditure are not ~ufficient, 1t will be within the power of Con-
gréss to increase them. The hill dues not in the slightest degrée give
the Exécutive any greatee power than he now has over the consid-
eration of appropriativusby Congréss. “The proposed plan, if adopted,
will unquestionably greatly reduce the drudgery of commit.ces in
making inquiry into ®timates. The budget should and will feceive
‘the same scrutiny by committees in Congress, and by Congress, that
the estimates now receive.  There should be no let-up by Congress in
serytmiizing to the minutest detail the need for any appropriation,
and the bill leaves Congres~ free and independent to act upon any
proposal contained in the hudget.  But the estimates for appropria=
tions will come t.+ Congress after a more mature deliberation by an
official who has the power to coordinate and consvlidate goveru-
mental activities aind 1o revise the cstimates of oxpenditure. The
budget under this plan will be un E- ecutive budget. only to the extent
that the Exccutive initintes the -budget. It is a congressional-budget
after it has been considered and acted upon by Congress. The re-
sponsibility of the Exccutive and Congress will be cloarly definod, and
e:la_ch gﬂmvh will he held to a strict accountability for the part it has
played.

ANALYSIS OF THE BILL.

Section 1 of the Il creates in the office of the Prestdent a bureau
of the budgoet, with a director at 310,000 per yoar and an assistant
diractor at 837,500 per year. These oﬂicinfs are to be aq ointed by
the President  Nu persoin appuinted by the director shall be paid a
salary in excese of 85.000 per year, and not more than three porsons
appointed by hita shall be paid a salary at that rute. All employees
m tho-hureau whose compensation is loss than $5,000 per year are tv
bo appointe 1 from a list of eligibles furnished by the Civil Service
Commission,

Section 2 of the bill provides that the burexu of the budget shall
asgist the President in the rmpnrut.iou of the budget, and whon so
propared: the President shull transmit the budget to Congress.

tion 3 of tho bill provides that tho sovoral executive dopart-
ments shall submit their estimates 10 the President. instend.of to_the

Secrotary of the ‘Troasury as now voquired hy law.
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