671 Coxéiiess,]| HOUSE OF REPRESENTATIVES. " Report
_Ist Session. | No. 14.

| : NATIONAL BUDGET SYSTEM.

! © MaréaE 25, 1921.—Cominitted to the Committee o_f thé Whole House on the state
! . of the Union aid ordered to be printed.
| _

Mi. Goop, from the Select Committee on the Budget, stibmitted: the
; following

I .
= REPORT.
‘ | [Fo accompany IH. 1. 30.]

: The Select Committce on the Budget, to which was referred H. R.
A0, report it to the Iouse with a favorable recommendation and sub-
mit the following in explanation theieof : ]

The budget bill agreed upon by the Senate and House uf Repre-
sentatives In the Sixty-sixth Congress was vetoed by the President,
who objected to the section of the-bill which provided that the comp-
‘ troller general and assistant comptroller general coiild: only be re-

moved from oftice by impeachiment or Ly concurrent resolution of

Congress after notice and hearing for incfficiency, neglect of duty,

malfeasance in office, or for felony or conduct involving moral turpi-

tude. The vetoed bill was modified to meet the objections of the

President and passed the Iouse of Representatives, but failed of

passace in the Senate. The accompanying bill differs from the
! latter bill in two important matters. The previous bill provided
‘ that the Secretary of the Treasury should be the director of the
bureau of the budget and that the assistant director of the bureau
should be appointed by the President and reccive a cumpensation. of
$10,000. The .accompanying bill provides that the director and as-
sistant director of the bureau of the budget shall be appointed by the
President and shall receive salavies -of $10,000 and $7.500 a year.
respeetively.  This bill also provides that the comptroller general
and assistant comptroller genefal may be removed from office only
by impeachment or by concurrent resolution of Congress after notice
and hearing and for the causes specified in the bill. In this respect
it corresponds with the F11 which was vetoed by the President dur-
ing the Sixty-sixth Congress: '

The committee believes that these two features of budget leF'isla-.
Hon are so vital to n successful budget system that the House should
renew its original position in respect to them. . o

The commitice deemed it unnecessary to hold additional hearings
in connection with the consideration of this bill. The Select Com-
mittee on the Budget of the Sixty-sixth Congress held extensive
hearings covering a period of two weeks and gave full opportunity
to anyone who desired to present his views upon the subject. The
. honings embraced a broad consideration of all the questions in-
. volved in budgetary legislation.
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2 NATIONAL BUDGET SYSTEM.

The petsons-appearing before that committee were representatives
of the executive departments of the Goveinment, then or forineily

iu office. a governor of one of the States which recently adopted a

budget systein, Members and former Meimbers of Congress, business
and professional men, and persons who'have made a special study of
the: problem. Documents relative to budgetary inethods in this and
in foreign countries were considered by the committee, thus inaking
that investigation and study the fost complete -examination of a
budgetary system ever undertaken in this country.

The following persons appeared before that committee in the order
in which.their naines appear :

Hon. Frank 0. Lowden, governor of the State of Illinois.

Mr. Omar . Wright, director of finance, State of 1linois.

.\hi.)\\(': F. Willoughby, director Iustitute: fov Government Research, Washing-
ton, D. C.

M. Johm T. Pratt, chairinan National Budget. Committee. New York, N, Y.

Mr. Sanmel MeCune Linds=ay, vice chairman National Bo et Committee, Neiw

" York. N, X.

Mr. W, L. Cluiuse, chairmau special committee on hudget and efticienry, ¢ham-
ber of Cominerce of the Gnited States.

Mr. Plliott Goodwin, sceretary Chamber of Comnreree of the United State~.

Mr. Charles wWallace Collins, writer on publie finance, Washington, D, €,

Mr. W, W, Warivick, Comptroller of the "Lreasury.

Prig. Gen. I M. Lord, Director of Finance, War Departinent.

Mr. Charles D, Norten, vice president First National Bank, New York, N, Y.

Mr. I, Fulton Cutting, chairman New York Bureau of Municipal Resea ¢l

Mr. Charles A, Beard, director New York Bureau of Municipal Research.

Mr. L. F. Loree, president Delaware & Hudson Railroad.

r. . A, Gleveland, formerly chiaivinan of President ‘Paft's Commission on

Ec¢_womy and Efliciency.

Mr. I°, Jd Goodnow, president Jolms Hopkins University, Baltimore, Md,

Hon. W, . Green. Representative in Congiess frow the State of Towa,

Hen, John J. Fitzgerald, formerly chairman Committee on Appropriations,
House of Representatives,

Hon. W. E. Audrews, Representative in Congress from the State of Nebraska.

Mr. Robert 8: Broukings, chairian Tustitute for Government Reseavch, Wash-
ington, . C.

Mr. Wallinm H, Allen, director Institute for Tublic Service, New York, N. Y.

Hon, Swagar Sherley, director Division of Finance. United States Railvond
Admmistration, and formerly chairman Committee on Appropriations, Iouse-of
Representatives.

Mr. Jesse D, Burks, seeretary National Industrial Confovence Board, Wash-
ington, D. C. ] ’

Mr. Charles W hiting Baker. representative of Engineering Conncil of America.

M1, Nelson P, Lewis, representative of Engitieering Couneil of Amerien,

Mr. A. UL Davis, réprésentafive of Toiigingeritg Council “of America, and

Director United States Reclamation Service, -

Me. Worcester R, Warner, vice president, Society of Mechanical Fogineers,

Ton. Henry 1., Stimson, formerly Secretary of War.

Mr. Francis Oakey, certitiecd public accountant, New York, N, Y,

My, Thomas R, Till, certiticd public accountant, Washington, D, C.

Mr. Herbert S, Wood, cortitied publie nccountant, New York, N, Y.

Hon. Franklin D, Roosevelt, Assistant Secretary of the Navy.,

Hon. I, W, Mondell, Represcitatie in Congress from the-State of Wyoming,

Hon. James A, Fréar, Repiesentitive in Congress frow the State of Wisconsin,

Hon. Willinm T, Taft, formerly President. of the United States.

Hon. Carter Glass, Seeretary of the I'reasury.

Hon, Halvor Steencrson, Representative jn Congress from the State of Min
nesota. .

It may be stated here that there was rema ikable uniformity ot
opinion on the part of those witnesses, Without exception all criti-
cized the present system of handling the national finances and took
the position that reform should tuke the  irection of a definite adop-
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.. NATIONAL BUDGET SYSTEM. 3

tion by the National Government of a budget systém as a central
feature of its system of financial administration. And thefe was also
a marked uniforiity of opinion in respect to the particularsteps that
should be taken toward the accomplishment of this reforn. _

Broadly speaking, a budget system has three distinct phases;
namely : _ ) )

(1) The formation of the idget.

(2) Actioh on the budget by Congress. ,

(3) Supetvision and control of the execution of the budget.

The first and third steps can be taken only by changes in the
statutes of the United States. The second has been accomplished b
the change ii the rules of the House of Representatives by whic
jurisdiction over all mattefs of appropriations has been centralized
in a single Committee oh Appropriations:

THE PRESENT SYSTEM.

_In order thoruglily to understand the objects of the proposed bill
it is necessary to consider the provisions of existing law govérning
the formation and transmittal of cstimates for appropriations as
well as the sup rvision and control of expenditures after the ap-
propriations have been inade. _

Under the law it is made the duty ®of the heads of the several
executive departments, and of such other officef's authorized o: re-
quited to make eéstimates. to furnish to the Secrétary of the Treas-
iy, o or before the 15th day of October of each year, their annual
estimates for the public seivice, to be included in the Book of Esti-
mates prepared by law under his direction, and in case of failure to
furnish estimates as herein required it shall be the duty of the Sec-
retary of the Treasury to cause to be prepared in the Treasury De:
partment. on or before the 1st day of November of each year, esti-
mates for such dppropriations as, in his judgraent, shall be requi-
site in every such case, which estimates shall be included in the
Book of Estimates-prepared by law under his direction for the con:
sideration of Congress.” (Mar. 3, 1901, Stat. L., vol. 31, p: 1009,
sec. 5.) . )

The statutes further provide that **all annual estimates fou the
public service shall be submitted-to Congress through the Secretary
of the Treasury; and shall Le included in the Book of Estimates pre-

pared under his dun@stion.” (R. S., see. 3669.) The statutes fur-

ther provide, “ all estimates of appropii.:ions and estimates of de-
ficiencies in appropriations intended for the consideration and seek-
ing the action of any of the committees of Congress shall be trans-
mitted to Congress through the Secretary -of the Treasury, and in no
other manner; and the said Sectetary shall first cause the same to
ve properly classified. compiled, indcxod, and printed, under the
supervision of the chief of the division of bookkeeping and war-
rants of his department.” (July 7. 1884, Stat: L.. vol. 23, p. 254,
c. 2
The et of March 4, 1909, provides that “immediately upon the
receipt of the regular annual estimates of appropriations needed for
the various branches of the Government it shall be the duty of the
Secretary of the Treasury to estimate as nearly as may be the reve-
nues of the Government for the ensning fiscal year, and if the csti-
mates for appropriations, including the estimated amount necessary
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to mect all continuing and permanent u}')pfoprix_ltigu; shall exceed
the estimated revenues the Secretary of the Treasury shall transmit

the estimates-to Congress as heretofore requifed by law and at once-

transmit a detailed statement of all of snid estimates to the Presi-
dent, to the-end that he'may, in #iving Congress information of the
state of the Union and in recommending to théir consideration such
measures as he may judge necessary, advisé the Congress how in his
judgment the estimated appropriations could iith least injury to the
public service be reduced so as to Lring the appropriations within
the estimated revenues, if such reduction be not in his jud@ment
practicable without undue injury to the public service, that he may
recommend -to Congress such loans or new taxes as may be necés-
sary to cover the deficiencies.” (Mak. 4, 1909; Stat. L., vol. 85, p.
1097, sée. 7.)

The basic defects in this system are these: Expendituies are not
considered- in connection with revenues: Congress dues not reguire
of the President any carvefully thought-out financial and work pro-
gram Tepresenting what provision. in his opihion, shoald be made
for mecting the financial needs of the Government: the estimates
of expenditure needs now submitted to Congress represent only the
desires of the individual departments. estabhishments, and buresus:
and that these requests have been subjected to no supericr revision
with 2 view to bringing tham into harmony with-each other. to elimi-
nating dupli ation of crganization or actiwvities. or of making them,
as a whole, conform to-the needs of the Nation as represented by the
condition of the Treasury and prospective revenues.

Under the Jaw it_is thie practice for the head of cach executive
department to-designate the ciief of each bureau under li- control
to estimate the expenditure needs of his Lureau. When all the -esti-
mates of the bureau cliiefs in a given departinent a1 sent to the
head of that department; he in turn subinits his -estimates to the
Sceretary of e Treasury. The various bureau chiefs act inde-
pendently of each other.  Burcaus of eaccutive departments doing
similar work are thus stimulated in a vivalry, and so far as the esti-
mates go very lttle effort has been made to_contdinate the activities
of the several departments and bureaus, and in pr. uce this method
hias resulted in edtravaganee, inefliviency, and duplication of service.

The waste and extravagance resulting from the vperation of this
plan must besapparent to-anyone-whoshad=made-a-study -of it. Prac-
tically everyune familiar with its workings agrees that its failure Ties
in the fact that no one is made responsible for the extiavagance.
Tlie cstimates are a patchwork and not a strueture. s a_vesult,
a great deal of the time of the commiltees of Co}}gruas is taken up
in exploding the visionary schemes of bureau cliiefs for which no
administration would be willing to stanid responsible.

TITE BUDGET,

The cutaiiittee is comvineed that these-defects in the existing systan
for handling the financial affaivs of the Government can only be ade-
quately met by Congress making definite provision for the establizh.
ment of what is known as a budget system. .\ budget system is one
under which use is made of what'is known as a hudget as the ceutral
instrument for determining and making provision for the financ.ul
needs of a government,  Viious definifions have been given-of he

4 NATIONAL. BUDGET SYSTEM. : '
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term budget. The following, given by ohe of the witnesses who ap-
pear 1 before tlie committee, most nearly imeets the situation that
how confronts-the National Government. He states:

A national budget is the instrument through which the several financial op-
erations of the Goveriment are cofrelated; copafed one with the other, and
brought under examination at one aid the sume time. It should be at once a
report, an estimate, and a propusal. Tt is a-decument through wliich the chief
executive, as the authoiity respunsible for the actual conduct of governmental
affairs. comes befure the fund-raising and fund-granting authority and makes
full report regarding thie manner in which Ire and hijs subor?".. tes have wadmin-
istered aMairs during the Iast completed year; in which he exlubits the present
condition of the Pablie Treasury, and on-the basis of such infoluation sets forth
his program of Work for the year to cutue and the mannet in which he propuses,
that surh woik shall be financed.

That the significance of prat oy Fations and the purpose of ptoeposals for the
fature may be cleas’s seen. this o -unent muest he compiete and detailed. It
must cover all the financial-opersitions of the ot srmment and cover them- in
siich 2 way that he relationship between po~t action and proposals for the
future revenues atd expemditnn s and-asset> ano labilities way be Jdearly seen,

The moxt important foatute of a budget s thas it shall be all-corprehensive,
Tt must biing together in one consolidated statcment W0l the fcts regarding the
financial eondit'von of the "Preasurey, and the reve  es ol axpenditures of the
Government. past and prospeetive,

A budget system thus-contemplates that a docuiuent corresponding
to the foregoing will annuaidy be prepaicd by the Chief Executives
that this document will be submitted to the legislative branch. and
that the laiter will make usc of 1t as a Lasis for all of its actioir look-
ing-toward the making of provisiun for the financing-of the Govern-
ment for the Tutnre. In aword. a budgetary 5y stem has as its prime
characteristic that the Government in providing for Ats financial
needs will have-a definite 'inancial and work program: that responsi-
bility will rest upon the . dministrative branch for the formulation
of this procram in the first instance and upon the legislative branch
for subjecting it to such revizion asin its opinion is dvemed desirable.

T{ increascd economy and el foney in the expenditure of funds is
to-Le Secured. it is thus imperative that the evils should be attacked
at their source. The only way by which this can Le done is by plac-
ing definite responsibility upon svme officer of the Government to
receive the requests for funds as originally formulated by buicau
awl departmental chiefs and subjecting them to that serutiny, revi-
sion, and correlation that has been described. In the Sational Goy-
ernment their can be no-question but thiat, tlie oflicer apon wliom
shonld Le p acc 1 this responsibility is the President of the Tnited
States. Tle, !'.c only officer who is superior to the heads of depart-
‘menis and independent establishments.  tTe is the only officer of the
administrative branch who is interested in_the Government as a
whole rather than in one particular part. Tle is the only adminis-
{iative oifcer who is elected by tl. meople and thus can be held

politically respon.ible for his action-~. Tusthermore, as head of the:

administration it is to him that Conzr ss and the people should look
for a clear aml lefintte starement of what provision du his opinion
<lhionld, be made for the revenue and «xpenditure needs-of the Gov-
cernment.  The requirrment {hat the President suall prepave and
submit to Congress amutally upon its ronsening ia regular session a
budget will thi- Jefimtaly locate upon him responsibility for the
formulation and r commendation of a financinl &nd work program
for the year fo ¢n-ue.

.
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If duplication. waste. extravigance, and inefliciency exist in any

branch of the service, the Presidént will be responsible for them if he

! includes in his budget an estimate for their continuance. The

members of his Cabinet and theii assistaints would aid the President

1q preparing a budget for whica his adininistration is willing to be

| charged. It substitutes teamwork in the executive departments for
| the unorganized woirk of cach of the members of his Clabinet.

The prinary puipose of the bill that is submitted with this report
is thus to insure the preparation and subission of sucii a4 program
by the Chief Executive.

~In order that the President may be in a position intelligently to
formulate such a plan he must be given a machinery through which
he can keep in intimate and immediate touch with all of the work of
the Government and be able intelligently to scrutinize, revise; and
correlate their requests for aunthoriZations to engage in work or for
funds with which to pay for their several activities. The bill that
has Leen prepared by the committee provides for such a machinery
by the creation of a service known as the bureau of the budget.
This service is placed vinder the immediate direction of the President.
Its duties are to-assist the President in the performance of the powers
conferred upon him by the proposed act. It is important to note
that though certain definite Jduties are imposed upon the bir.¢au no.
powersare given to it " rectly. \ll powers in respect to the prepara-
tion of the budget and in respect to the dirc ‘on, supervision, and ,
contiol of subordinate administrative agencies ave conferied upon |
the President. The bureau 15 the mere agency of .he President in |
exereising these powers. This is a matter of great in.portance, since
it would be highly undesirable to give ‘to any such officer direct
authority superior to the heads of the departments and independent
establishments, |

Some apprehiension has Leen expressed that if the authority above
described is-confefred upon the President and provision is miade for
| a service such as a bureau of the budget that neithier the President
| nor the bureau wonld. in view of -the enormons complexity of the |

operations of the Governmeint, have the time and ineans of effectively
! discharging their duty. Tlie committee has-cavefully considered this
point.and believes that such an idea is wholly ervoneous. The burean
of the hudget will not begin to exercise itsduties until.after estiinates
of appropriations are formitllated dand-submitted to it, as the Tepre-
sentative of the President. in September.  Tr will be the duty of this~
bureau to seenre information and to bnild up records in its oflire that
will furnish it with complete data regavding the organization, activi-’
ties: and expenditures of the several depavtments.  With this full
! information, seeured in advancee, it will have no difliculty in subject-
ing estimates of appropriations to intelligent serntiny and in raising
points that. shoidd receive the attention of the President in firally
passing upon such estimates. The whole work of determining the
financial needs -of the Government can, moreover, be enovinously
simplified by standardizing administrative practices and procednres,

Tt will doubtless be claimed: by some that this is an Executive
budget and that the duty of making appropriutions is a legislative
" rather than Ixecutive prerogative.  The plan outlined does provide

for an Excentive initintion of the budget, ot the President’s re-
' sponeibility ends when hie has prepared the budget and transmitted
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. WATIONAL BUDGET SYSTEAL 7

it to Congress. To that extent, and ‘to that extent alone, does the
plan provide for an Executivé budget, but the proposed law does not
change in the sligltest degree the duty of (longress to make the
minutést examination of the budget and to adopt the budget only to
the extent that it is found to be econiomical. If the estimates con-
tained in the President’s budget are too large, it will be the duty of
Coungress to rednce thein. If in the opinion of Congress the estimates
of expenditure are net sufficient, it will be within the power of Con-
gress to increase them. The bill does not in the slightest degree give
the Executive any gicater power than he how has over the.considera-
tion of appropriations by 8 ongress. The proposed plan, if adopted,
will unquestionably greatly reduce the drudgery of ¢ommittees in
making inquiry into estimates. The budget should and will receive
the same scrutiny by committees in Congress, and by Cungress, that
the estimates now receive. There should be no let-up by Congress in
scrutinizing to the minutest detail the need for any appropriation,
and the bill leaves Congress free and independent to ict upon any.
propousal contained in the budget. But the estimates for appropria-
tions iwill come to Congress after a more mature deliberation Ly an
official who has the power to coordinate and con<olidate govern-
mental activities and to revise the estimates of expenditure. The

budget-undef this plan will be an Executive budget only to the.extent

that the Executive initiates the budget. It is a congressional bitdget
after it has been considered and acted upon by Congress. The re-
sponsibility of the Ixecutive and Congress will be cleaily defined,
and each branch will be held to a strict accountubility for the part it

- has played.

GENERAL ACCOUNTING OFFICE.
oG orrlek .

The Lill creates an independent establishinent known as the gen-
eral acconnting office, To- which is_transterroa all the powers and
duties now imposed by law upon the Comptioller of the Treasury
and the six auditors, The Comptrollér of the Treasury and the six
auditois under existing law are appointed by the President. Under
the present plan the Congress has no power or control-over appropria-
tiohs after they have once been made. It has no knowledge as to
how expenditures are made under these upprusn'iations-, and inas-
much as the Comptroller of the Treasury aiid the six auditors owe
their appointment to the President, they could not hope to hold their

positions if they eriticized wastefulness or.extyavagance or inefficiency

in any of the departments. The Executive having the poiver to

initiafe the Ludget, certaialy an independent audit is necessary to

insure at all' times.a bnsinesslike execution of the biidget.

The bill provides for a comptroller general of the United States
and -an assistant comptroller general of the United States, who.shall
be appointed by and with the advice and consent ot the Senate,
and shall receive salaries of $10,000 and $7,500 per year. respec:
tively) They shall ‘hold office during good behavior, but may be
reinoved only by impeachment or by concurrent resolution of Con-
gress for inefliciency, neglect of duty, malfeasance in office, or for
any felony or conduct involving moral tur]‘)itude. .

The only way by which Congress can hold a check.on expenditures
is to continue a control and audit of the accounts’by an independent

establishment. The teénure in office of the comptroller general and !
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. them absolutely independent of the
‘ Theposntlou Is a semijudicial one, and the tenure in office is made
. secure sv-long-as the comptroller general performs his work in a sat-

s '

;. the assistant comptroller general is made during good_ behavior, 1"

order tv secure competent men to occupy the positions and to make
-~ - . - - . -
accufive in thelr decisions.

isfactory manner. '.j‘h_e creation of this office will enable it to fur-
#ish information_to Congress and to its committees regaiding the

:penditures of the Government. Ile c¢ould and would De expected
(o criticize extravagance, duplications, and inefliciency in executive
departments. Ie could do this without fear of removal. Undler the
present plan neither the Comptroller of the Treasury ror the six
auditors make such criticism;, The reasons why they do not are
apparent, yct opportunitics fof wholesume criticism abound in evety
department. y The creation -of this office will, it is seen, serve
as a check, not only on useless expenditures bt will keep the bureait
more keenly alive to_a rigid performance of its duties and obliga-

<tions. . ItTias been urged Dy some as the most important forward step
m _the process of wis~ budgetary reform. ,

In reporting the bill the committee realizes that the step taken by
Congress at this time should be evolutionary, rather than revolu-
tionary. The bill i~ not intended as the last word in budgetary legis-
lation, but is intended to correct weaknesses that are clearly dis-
cernible; and that.should be corrected at unee. Ungquestivnably other
defects in the present law, and defects in the operation of the pro-
pused law, will appear in the futive, and as they appear:must be met
in the spirit of willingness on the part of Congress to make such
changes in its Taws as will insure rigid company and businesslike
administration in every department of the Government. The
changes sugrgested are [vunded upon business principles, and will, if
adopted, vesult in real economy.

Tn conclusion it is desived again to point vut that the provi:" ms-of
the Lill, as framed by it. carry no departure fiom the fundamental
political principles of the present Government of the Unifed States.
It rather sceks to emphasize and make more-effective those principles.
Tt thus makes wore definite the constitutional obligation that rests
upon the President * from time to thne to give to Congress informa-
tion-of the state of the Tnion and recoumend to their consideration
sieh measures as he shall judge neeessary and expedient” and fur-
nishes him with the means by which he may meet this obligation.
It provides for no restiiction on the part of Congross to modily tlie
proposils of the President hut, on the other hand, secks to have such
proposals come before it in such a form, so itemized, elassified, and
supported by detailed data, as will enable it more effectively to per-
forin this function. Ounly a few witnesses urged the adoption of the
Biitish sy stem, under which the legislative branch is vestrained from
madifying in any important detail the administrative program. On
the coutrary. it was brought out that the Amevican system under
which =aecutive proposals arve subjected to detailed and painstaking:
scrutiny by the legislative: branch offers advantages which are not
present under the British system.  Tle bill thus leaves intact present
conditions in respect to the location and ex-reise of powers by the
two branches of the Government but, it 1s.helieved, provides the means
for the more eflicient exercise of these powers.
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