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MONDAY, JUNE 13, 1988

" U.S. SeNATE,
. CommiTTeE oN FINaNCE,
' Washington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,.
New l%n‘lte Oﬁg;e Bui ding, Senator Russell B. Lohg (chamnan)
residin
P Presengt Senators L : fcCarthy, Hartke,
Williams, Carlson, g
Also present:
"The Cratrm¥,
This hearing

of the Trea

point, & copy of H.R 5202 which p:

tives last Week by a ‘vote of 198 G5 Wi Je a part ‘of the
record. ‘ S\

(H.R."

Smathers, Anderso h

‘Vail, chief coupse
I want to call thfs nieeting

rpose of\ hearing theNJecreta
he puble debt%xmlt. At th?év

196 nding on June 30, 1967‘
a temporaty fncrease e 203 h "in sectlon 21 of the Pe

Liberty Bohd Act

Be it endgted by th p Bopresemiatives of the Pnited
States of Akerica in ubled at, (during the\period beginning
on July 1 87, the public debt limit set forth in
the first sent Bogd Act, as gmended
(31 US.C

Passed the House of Repres

Attest:

The Ciratraax. This bill increases the tem orary débt ceiling for
fiscal 1967 by $2 bl]llo from $328 billion to $330Q.billion; ,

Also without objection thexg w111 be includedin the record 8, chart
showing the development of : 1m1t Iegls}atlon since the
second ﬁlberty Bond Act p m 1917. - .

(The public debt limit chart follows:) L .

Debt limitation under sec. 21 of the Second Libcrtu Bomi Act, as amended-—-
History of legislation :
Sept. 24, 1917

40 Stat. 288, sec, 1, authorized bonds in the amount of._. ? $7, 588, 945, 400
40 Stat. 290,.sec, 5, authorized certificates of indebtedness b

outstanding revolving authority e '4, 000, 000,‘000 :
Apr. 4, 1918 o .
40 Stat. 502, amendlng séc, 1, tncreased bond authorlty ‘.' :
to. i 2 000,000 000
40 Stat. 504, amending sec, B, mcreased éutharlty rm- cer- RS
tificates outstandlng to.tiaa: i ’ ’8,0(!) 000 000

“-Bee footnotes at end of table, . B R S N PRt

AT T e 41 “l\ﬁ



2 PUBLIC DEBT LIMIT

Debt timitation under scc. 21 of the Sccond Liberty Bond Act, as amended—

History of lcgislation—Continued

July 9, 1918: 40 Stat. 844, amending sec. 1, increased bond au-
thority to
Mar. 3, 1919:
40 Stat. 1311, amending sec. 3, increased authority for cer-
tificates outstanding to.... ——
40 Stat. 1309, new sec, 18 added, authorizing notes in the
amount of__ e —————————
Nov. 28, 1921: 42 Stat. 321, amending scc. 18, increased note
authority outstanding (established revolving authority) to_
June 17, 1929 : 46 Stat. 19, amending sec. 5, authorized bills in
lieu of certificates of indebtedness; no change in limitation
for the outstanding...__ e
Mar, 3, 1931: 46 Stat. 1506, amending secc. 1, increased bond
authority to._.._ e e e e m et e e et e
Jan. 30, 1934 : 48 Stat. 343, amending sec. 18, increased author-
ity for notes outstanding to

Feb. 4, 1935 :
49 Stat. 20, amending sec. 1, limited bonds outstanding
(establishing revolving authority) t0..occeeeooo o

49 Stat. 21, new sec. 21 added, consolidating authority
for certificates and bills (sec. 5) and authority for notes

(sec. 18) ; same aggregate amount outstanding_._ ...
49 Stat. 21, new sec. 22 added, authorizing U.S. savings

bonds within authority of sec. 1.

May 26, 1938: 52 Stat, 447, amending secs. 1 and 21, con-
solidating in sec. 21 authority for bonds, certificates of
indebtedness, Treasury bills, and notes (outstanding bonds
limited to $30,000,000,000). Same aggregate total out-
standing e ———————

July 20, 1939: 53 Stat. 1071, amending sec. 21, removed limi-
tation on bonds without changing total authorized outstand-
ing of bonds, certificates of indebtedness, bills, and notes___

June 25, 1940: 54 Stat. 526, amending sec. 21, adding new
paragraph : .

“(b) In addition to the amount authorized by the pre-
ceding paragraph of this section, any obligations author-
ized by secs. 5 and 18 of this act, as amended, not to
exceed in the aggregate $4,000.000.000 outstanding at
any one time, less any retirements made from the special
fund made available under sec. 301 of the Revenue Act
of 1940, may be issued under said sections to provide
the Treasury with funds to meet any expenditures made,
after June 30, 1940, for the national defense, or to reim-
burse the general fund of the Treasury therefor. Any
such obligations so issued shall be designated ‘National
Defense Series’”

Feb. 19, 1941: 55 Stat. 7, amending sec. 21, limiting face
amount of obligations issued under authority of act out-
standing at any one time 0 oo

Eliminated separate authority of $4,000,000,000 of
National Defense Series obligations.

Mar. 28, 1942: 56 Stat. 189, amending sec. 21, increased limi-
tation to :

Apr. 11, 1943: 57 Stat. 63, amending sec. 21, increased limi-
tation €0, L e e

June 9, 1944 58 Stat. 272, amending sec. 21, increased limi-
tation to. e

Apr. 3, 1045: 59 Stat. 47, amending sec. 21 to read: “The
face amount of obligations issued under authority of this
Act, and the face amount of obligations guaranteed as to

¢ principal-and 'interest by the United States (except such
guaranteed obligations as may be held by the Secretary of

 the Treasury), shall not exceed in the aggregate $300,000,-
000,000 outstanding at any one time”

See fodtnotes at end of table,

i
i
)

* $20, 000, 000, 000

#10, 000, 000, 000
* 1, 000, 000, 000
*1, 500, 000, 000

? 10, 000, 000, 000
1 28, 000, 000, 000
?10, 000, 000, 000

*25, 000, 000, 000

#20, 000, 000, 000

? 43, 000, 000, 000

* 45, 000, 000, 000

2 4, 000, 000, 000
* 65, 000, 000, 000
* 125, 000, 000, 000

* 210, 000. 000, 000
# 260, 000, 000, 000

-t

2300, 000, 000, 000
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Debt limitation under scc. 21 of the Sccond Liberty Bond Act, as amended—

Ilistory of legislation—Continued

June 26, 1946: 60 Stat. 316, amending sec. 21, adding: “The
current redemption value of any obligation issued on a dis-
count basis which is redeemable prior to maturity at the
option of the holder thereof shall be considered, for the
purposes of this section, to be the face amount of such
obligation,” and decreasing limitation to- . _______.___

Aug. 2R, 1954: 68 Stat. 895, amending sec. 21, effective Aug.
28, 1954, and ending June 30, 1955, temporarily increasing
limitation by $6,000,000,000 to___

June 30, 1955: G9 Stat. 241, amending Aug. 28, 1954, act by
extending until June 3, 19536, increase in limitation to__.__

July 9, 1956: 70 Stat. 519, amending act of Aug. 28, 1954,
temporarily increasing limitation by $3,000,000,000 for pe-
riod beginning July 1, 19538, and ending June 30, 1937, to__..

Bffective July 1, 1957, temporary increase terminates and
limitation reverts, under act of June 26, 1946, to_____.

Feb. 26, 1958: 72 Stat. 27, amending sec. 21, effective Feb.
26, 1938, and ending June 30, 1959, temporarily increasing
limitation by $5,000,000,000

Sept. 2, 1958 72 Stat. 1758, amending sec, 21, increasing limi-
tation to $283,000,000,000, which, with temporary increase
of Feb. 26, 1958, makes limitation . _.___

June 30, 1959: 73 Stat. 156, amending sec. 21, effective June
30, 1959, increasing limitation to $285.000.000,000, which,
with temporary increase of Feb. 26, 1958, makes limitation
on June 30, 1959

Amending sec. 21, temaporarily increasing limitation by
$10,000,000,000 for period beginning July 1, 1959, and
ending June 30, 1960, which makes limitation begin-
ning July 1, 1959 o e

June 30, 1960: 74 Stat. 290, amending sec. 21 for period
beginning on July 1, 1960, and ending June 30, 1961,
temporarily increasing limitation by $8,000,000,000 ..-__.

June 30, 1961: 75 Stat. 148, amending sec. 21, for period
beginning on July 1, 1961, and ending June 30, 1962,
temporarily increasing limitation by $13,000,000,000 to____.

Mar, 13, 1962: 76 Stat. 23, amending sec. 21, for period
beginning on Mar. 13, 1962, and ending June 30, 1962, tem-
porarily further increasing limitation by $2,000,000,000____.

July 1, 1962: 76 Stat. 124 as amended by 77 Stat. 50, amend-
ing sec. 21, for period—

1. Beginning July 1, 1962, and ending Mar. 31, 1963._._

2. Beginning Apr. 1, 1963, and ending May 28, 1963.___

8. Beginning May 29, 1963, and ending June 30, 1963..._

July 1, 1963 : 77 Stat. 50, amending sec. 21, for period begin-
ning on July 1, 1963, and ending on Aug. 31, 1963

Sept. 1, 1963: 77 Stat. 131, amending sec. 21, for the period
beginning on Sept. 1, 1963, and ending on Nov, 30, 1963.___

Nov. 26, 1963 : 77 Stat. 342, amending sec, 21, for the period—

1, Beginning on Dec. 1, 1963 and ending June 29, 1964__

2. Of June 30, 1964

June 29, 1964 : 78 Stat. 225, amending sec. 21, for the period
beginning June 29, 1964, and ending June 30, 1985 tem-
porarily increasing the debt limit to

June 24, 1965: 79 Stat. 172, amending sec. 21, for the period
beginning July 1, 1965, and ending on June 30, 1966 tem-
porarily increasing the debt limit to
1 Limitation on issue.

2 Limitation on outstanding.
* Limitation on issues less retirement. -

* $275, 000, 000, 000

#281, 000, 000, 000
? 281, 000, 000, 000

* 278, 000, 000, 000
2 275, 000, 000, 000

# 280, 000, 000, 000

% 288, 000, 000, 000
* 290, 000, 000, 000

2295, 000, 000, 000
2293, 000, 000, 000
2298, 000, 000, 000
2300, 000, 000, 000

2308, 000, 000, 000
2305, 000, 000, 000
2309, 000, 000, 000
* 309, 000, 000, 000
1315, 000, 000, 000
2309, 000, 000, 000
7324, 000, 000, 000

® 328, 000, 000, 000

The CuairMAN. Mr. Secretary, I see vou have with you both the
Director of the Budget and also some of your top assistants and we

want to welcome all of you to this committee.



4 PUBLIC DEBT LIMIT

As I understand it, you initially asked Congress to raise the tem-
porary debt limit by $4 billion but only $2 billion increase was ap-
proved by the Ways and Means Committee of the House. You are
now going to ask this committee to approve the House bill without
changes, as I understand it.

Secretary Fowrer. That is the essence of my statement, Mr. Chair-
man.

The Crairman. Will you please proceed ?

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY JOSEPH W. BARR, UNDER SEC-
RETARY OF THE TREASURY; FREDERICK L. DEMING, UNDER
SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS;
STANLEY S. SURREY, ASSISTANT SECRETARY OF THE TREAS-
URY FOR TAX POLICY; HON. CHARLES L. SCHULTZE, DIRECTOR,
BUREAU OF THE BUDGET; AND SAMUEL M. COHN, ASSISTANT
DIRECTOR FOR BUDGET REVIEW, BUREAU OF THE BUDGET

Secretary Fowrer. Mr. Chairman, members of the committee, I have
with me at the table the Director of the Budget, Charles Schultze, who
is here to also offer a statement dealing with the expenditure outlook
which is a part of the consideration for this determination before the
committee. I also have Under Secretary Barr and Under Secretary
Deming to assist rae i dealing with questions that may come up con-
cerning debt management, technical aspects of debt management, and
the participation sales.

r. Chairman, there is a prepared statement and I will go through
it. I think it is the most orderly way to proceed.

The President in his budget message last January requested legisla-
tion that would raise the celling on the public debt for the period after
June 30, 1966. Existing law provides that the temporary debt limit,
now at $328 billion through June 30, 1966, will revert to the permanent
limit of $285 billion on July 1, 1966, making legislative action essential
prior to the end of the fiscal year.

Otherwise the Treasury and the U.S. Government will be in the im-
possible position of being unable to refinance maturing debt as it comes
due and, as our cash balances are exhausted, unable to pay for Goverun-
ment expenditures. .

Last year when I appeared before you on the debt limit we indicated
a need for a temporary ceiling of $329 billion to cover the high point
of our needs on-March 15,1966, I wish 10 report that on that date our
debt limit need, within the conventional framework of a $4 billion cash
balance and a $3 billion leeway, or contingency fund, was within $300
million of our estimate. That is, the ectual debt subject to limit was
$323.4 billion, while the cash balance was $1.2 billion. If the cash
balance had been at the normal $4 billion level, the debt would have
been $326.2 billion—or only $300 million away from the $325.9 billion
on which we had based our estimated need for a $329 billion limit.

There was no need to draw upon the leeway for contingencies, so we
were able to live with the fact that the House committee, in reducing
our request to $328 billion, actually allowed us only a $2 billion margin



PUBLIC DEBT LIMIT 5

for contingencies. Following the House action last year I appeared
before this committee and, in the interest of prompt action, requested
only a $328 billion ceiling rather than our indicated need for $329
billion. This shaving of the request entailed some risks but I saw no
strong objection and entered none.

This year in our request for a new debt limit ceiling we have as

~usual assumed a $4 billion constant cash balance. This, plus the
&3 billion allowance for contingencies, has been the basis for previous
requests. ITowever, as the committee knows, the cash balance neces-
sarily fluctuates over a wide range: it will frequently be high after
tax dates and new financings and can safely be lower immediately
before tax payment dates.

This $4 billion eash balanee buse is a conservative number to cover
our actual needs. Since the level is necessarily much higher than this
after tax dates and major cash borrowing dates, it would have to be
considerably lower than this level on many other occasions in order
to average %4 billion. In fact, our average cash balance in fiscal 1965
was $6.3 billion, and the average was last below $4 billion in fiscal
1958. T am pleased to report that this year, through vigorous efforts,
we will hold the cash balance to an average of about $5 billion. That
is only slightly over half a month’s budget expenditures and is about as
low as we can go in prudence to economize on our cash balances. At
one point this past year our cash balance was down to $573 million—
the lowest level since before World War IL. This was certainly an
unsustainably low level, but it was indicative of our continuing effort
to keep the balance as low as is consistent with sound fisca
management. ’

The customary $3 billion debt ceiling allowance for contingencies
represents a minimum margin of safety to cover events we cannot
now foresee as well as to cover the uncertainties of month-to-month
estimates of receipts and expenditures for 13 months in the future.
In addition, Treasury borrowing operations were necessarily in large
amounts and are attuned to both our needs and favorable market
opportunities. Because these borrowings cannot be adjusted perfectly
to day-to-day changes in our cash balances, we must have the leeway to
cover the temporarily higher debt levels immediately following a
financing.

Other than the requirements for a minimum cash balance and a
contingency allowance, the debt ceiling requirement depends to a con-
siderable extent on (1) the seasonal imbalance in our receipts and
expenditures and (2) the result of the previous fiscal year’s receipts
and expenditures on the public debt.

On the first point we will have received about 42 percent of our
revenues in the first half of fiscal 1966, whereas expenditures will be
approximately equal in the two halves of the year. Thus in fiscal
1966, as usual, we have had.to borrow heavily in the July-December
period and, with large tax receipts in March, April, and June, we will
pay off all or a large part of these seasonal needs in the spring months.
On the second point—namely, the prior year’s fiscal result—the level of
the debt at the end of the prior fiscal year determines the starting
point for the succeeding year’s seasonal needs. * Because the peak sea-
sonal needs have not varied greatly from year to year, the sequence
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can almost be simplified to the point of adding the prior year’s deficit
to the prior year’s debt limit to get the new year’s debt limit. In
other words, the deficit for fiscal 1966 added to the $328 billion limit for
1966 will closely approximate 1967°s needs. This rough rule of thumb
works well for fiscal 1967 and our more refined estimates produce
almost the same number as this guide.

As you know, the President in his budget message last January esti-
mated fiscal 1966’s deficit at $6.4 billion, based on revenue estimated
at $100 billion and expenditures at $106.4 billion. Since then two
changes have occurred in our revenues. First, a more timely payment
of withheld income taxes is expected to add nearly $1 billion to June
revenues. About 75,000 larger employers will be required to deposit
withheld income taxes twice a month rather than once a month. A
similar system will also apply on social security taxes. The first such
payment is due on June 20, 1966, at about the time when payments
are coming in under the old schedule covering a full month’s liability.
This one-shot doubling up will affect only 1966 revenues.

Senator WiLLiams. Mr. Secretary, about how much effect will that
have on 1966 ?

Secretary FowLer. About $900 million to a billion dollars.

Secondly, the pace of collections on other taxes has also increased.
Individual income taxes not withheld are running in excess of the
amount we estimated last January. There has been no change in
estimated income in calendar 1965, on which fiscal 1966 revenues are
based. Thus it may well be that the marginal tax take from higher
income has continued to rise. However, it is not unusual to have re-
visions in the prior year’s income data, and a precise analysis of the
reasons for the increase must await the availability of more data.

While a refined estimate of the improvement in revenue is not avail-
able, we used $102.5 billion of revenues as our planning base at the
hearings before the House Ways and Means Committee last month.
We indicated at the same time that this was a conservative estimate,
and that the revenues might turn out as much as half a billion dollars
higher—in other words at $103 billion. As I said, a fully refined
estimate is still not possible—the heavy June payments are still ahead
of us. On the expenditure side the Director of the Bureau of the
Budget has a.dvisegeme that within a narrow range the $106.4 billion
estimate of the January budget is still a good appraisal of the expendi-
ture outlook for fiscal 1966. However, there are uncertainties still
facing us with respect to expenditures and this $106.4 billion repre-
sents the middle of a range rather than a precise forecast. -Putting
the $102.5 billion of revenue and $106.4 billion of expenditures to-
gether, we would now look to a deficit of about $3.9 billion this year,
an improvement of $2.5 billion over the January estimate.

The uncertainties of the future are more cloudy than is normal at
this time. To the usual questions of congressional actions on the
President’s budget requests, must be added not only the uncertainties
of Vietnam costs, but also the uncertainties as to the pace and scale
of our economic growth—that is whether the rates of growth charac-
terizing recent quarters will be maintained. These factors can have
both expenditure and revenue consequences of sizable magnitude.
Weighing all the uncertainties and imponderables together, however,
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we have preferred to continue to use the $1.8 billion deficit estimate
for fiscal 1967, made last January. :

On these estimates for fiscal years 1966 and 1967 and bearing in
mind all the uncertainties, we have projected forward the public debt
at midmonth and at month-end through fiscal 1967 as shown in the
table attached to my statement. The table is similar to the one that
accompanied my statement to the House Ways and Means Committee
last month. The debt projections are in the same format as in pre-
vious debt limit hearings and assume a constant Treasury cash balance
of $4 billion. On this basis the debt  will raise to a seasonal peak of
$328.7 billion on March 15, 1967. This prospective level of debt,
rounded to $329 billion, and augmented by the usual $3 billion allow-
ance for contingencies would under our customary procedures be the
basis for requesting at this time a new temporary debt limit of $332
billion to carry us through June 80, 1967.

As you know, the House Ways and Means Committee has approved
an increase only to $330 billion, and the House has already given its
approval to this lower level. At the time of the House committee
hearing I indicated great reluctance to accept a limit of only $330
billion, since on the basis of our estimate then there would have been
three occasions during the year when we would come within the $3
billion contingency reserve, and this represented too thin a margin
for prudent operation. I did indicate to the House Ways and Means
Cc_){pmittee that we could in all likelihood operate within a $331 billion
ceiling.

T would still prefer a ceiling of $331 billion but I am prepared to
accept a level of $330 billion, and in the interest of speedy passage
of this needed legislation I therefore request that you approve the
same ceiling already approved by the House—that is, $330 billion.

Our estimates show that this will give us a very tight squeeze in
early 1967—and as I said earlier the current uncertainties are more
than normal at this time of year—but I believe we may be able to
operate within this more circumscribed limit. I must tell you, how-
ever, that if this should not appear to be working out, because of one
or another of the various uncertainties that I have mentioned, we
would have to come back before the end of fiscal 1967 for a revision of
this limit.

That concludes my statement, Mr. Chairman. I think perhaps you
might want to hear from Director Schultze before questions.

The CrarRMAN. Do you have a prepared statement ?

Mr. Scruurze, 1 do, sir. Thank you, Mr. Chairman. o

I welcome the opportunity to be here today to help the committee in
any way I can in 1its consideration of the administration’s request for
an increase in the stautory debt limit,. '

Secretary Fowler has explained the basis for the requested limit and
discussed our current revenue estimates, I will therefore direct my
remarks toward the outlook for expenditures as we now see it. .

FISCAL YEAR 1966

As T indicated to the House Ways and Means Committee 2 weeks
.ago, we expect total administrative budget expenditures in fiscal year
1966 to be close to the estimate we had in the 1967 budget last Janu-
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ary. DBudget data are not yet available for the month of May and
much of June is still ahead of us. But on the basis of information
‘through April, the January estimate of $106.4 billion in total expendi-
tures 1s still as good an estimate as we can make. Considering the
estimating errors possible even this late in the year, this figure should
be regarded as subject to some—hopefully relatively small—modifica-
tion as later data become available,

" While the total estimate is unchanged siuce January, there are some
changes for speciflc agencies, both up and down. My statement on the
‘next several pages runs through these and I will just let them stand
-for the record. :

"(T'wo pages of Mr. Schultze’s prepared statement follow :)

. While the total estimate is unchanged since January, there are some changes
for specific agencies—both up and down—which I can run fthrough for you
briefly. These changes are all in the civilian agencies. Based on the figures
‘available to date. the expenditure total for the Department of Defense could
be somewhat above our January estimate. IHowever, there are still so many
uncertainties involved that it is not yet feasible to revise that estimate.

Based on actual data through April, increases worth noting are as follows:

NASA outlays for the year now appear to be about $250 million higher than
the January estimate of $5.6 billion, because more rapid progress than er-
pected has recently ueen made on several large development contracts which had
earlier been moving forward helow planned levels.

8alcs of individual mortgages and other financial assets are running about $300

~million below the $672 million level anticipated in the January budget. This has
the effect of increasing by $300 million the net budget expenditures for the two
agencies chiefly involved, the Department of Iousing and Urban Development
and the Veterans Administration, The underrun is in direct sales by these agen-
cies; we still expect the sales of participations in pools of Government loans to
approximate the estimate of $2.6 billion made in January.

Turning now to the major decreases from the January estimate, we have the
following :

Agriculture is down by roughly $300 million from the total of $6.9 billion esti-
mated in January. This decrease mainly reflects lower expenditures by the Com-
modity Credit Corporation and is primarily the result of greater commodity con-
sumption (including exports) and a drop in dairy production.

The Office of Economic Opportunity’s expenditures are now estimated to be

_perhaps $200 million below the January estimate of $1.2 billion, mainly because
of delays in gzetting underway with some community action and Job Corps
programs.

The Department of Health, Education, and Welfare is spending at a somewhat
slower rate than assumed last January. mainly in the public health area, with the
result that fotal expenditures by the Department are now estimated to be roughly
$100 million under the budget estimate of $7.7 billion.

Mr. Scriivnrze. These are numerous smaller changes in addition to
the ones I discussed in my prepared statement but all together it nets
out to $106.4 billion as still a reasonable estimate for the year as a
whole, remembering always that this estimate must be considered the
middle of a range rather than a precise forecast.

FISCAL YEAR 1967

I turn now, if I can, to the next fiscal year, 1967. For fiscal 1967,
last January’s budget estimated total administrative budget expend-
itures at $112.8 billion. This réflected very strong efforts to hold the
total as low as possible. ,

~We made an especially hard and thorough review of the agency
budget requests this year and the President cut them heavily and more
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deeply than in previous years. In view of the budgetary requirements
of Vietnam, the rate of advance of many important domestic programs
was held below what it would otherwise have been. For example, in
those programs of the Departments of IHealth, }Cducunon, and Wel-
fare; Housing and Urban Development; and Commerce, those pro-
grams which have specific legislative authorizations. )

The (‘namymax. Could 1 just ask, what page are you on in your

statement? . .
Mr. Scivrize. Excuse me. Bottom of page 4. I simply skipped

over some of the prepared—— . .

The Ciramryan. I wanted to skip over your record insertion to
where you are reading. Lo . .

Mr. Scuuiaze. Bottom of page 4, about six lines up starting with,
“for example, in those programs.”

The ("ramman. Goahead.

Mr. Scuvraze. For example, in those programs of the Departments
of TTealth, Education, and Welfare, Housing and Urban Development,
and Commierce, those departments which have specific legislative au-
thorizations, the President’s appropriation requests were $214 billion
lower than the authorization levels.  Apart from the special costs being
incurred for Vietnam, the total of 1967 budget expenditures was es-
timated to be only $600 million greater than in 1966.

COST REDUCTION PROGRAM

I should also mention that at the President’s direction formal cost
reduction programs have now been installed throughout the Govern-
ment and every agency has intensified its efforts to obtain full value
for each dollar spent. Most of the Federal Government’s programs
provide services, in which productivity improvements are much harder
to come by than in mass production manufacturing. Nevertheless, the
results of this cost-reduction program have been striking.

For fiscal year 1966 Federal agencies pledged to save $3.5 billion
compared with 1964. Of this total, savings by the civilian agencies
vill account for $1.5 Lillion, consisting of one-half billion dollars from
fiseal year 1965 actions having a recurring effect in snbsequent years,
and %1 billion in additional cost-cutting actions in fiscal year 1966.
On the basis of already established cost reduction targets for fiscal
vear 1967, savings next year are expected to increase to $3.8 billion com-
pared to the 1964 benchmark. The planned cost reductions for 1966
and 1967 were taken into account in the budget estimate last January.
Let me put this another way. Carrying out the level of activities pro-
})osed in the 1967 budget would have cost not $112.8 billion but $116.6
billion, had Federal agencies been operating at the 1964 level of
efficiency. :

The figures cited for cost reduction savings exclude the results
of the coniractor cost reduction programs of the Department of De-
fense, National Aeronautics and Space Administration, and Atomic
Inergy Commission. Based on current estimates, the Government
un expect contract costs to be at least $500 million less than if such
efforts had not been made by the contractors. These savings, too, were
included in our budget estimates. ’
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EXPENDITURE UNCERTAINTY

Let me turn now to the problem of uncertainty in expenditures.
Budget predictions are difficult at best, but this year they are par-
ticularly so. The January estimate of expenditures for Vietnam oper-
ations represented the best forecast of requirements we could make
at that time. That estimate still appears to be the best that can be
made. Nevertheless, as the President pointed out in his budget mes-
sage, the ultimate length and intensity of the conflict in Vietnam is
inherently uncertain and unpredictable, depending as it does not only
upon our own actions but upon those of our adversaries. This uncer-
tainty has not lessened since the budget was transmitted. Defense
expenditures could be higher or lower than the $58.3 billion we esti-
mated in January. But the degree of uncertainty we still face clearly
indicates the prudence of alloewing suflicient leeway for sound financial
operations within the debt limit.

Leaving aside defense outlays, there is also a considerable measure
of uncertainty about the expenditure outlook in the remainder of the
budget. On balance, events since last January seem to be pointing.
toward an increase over the budget figure for nondefense programs.
However, much work cn the bndget remains to be done. Only one
appropriation bill for fiscal 1967 has been enacted. The Senate has
considered only 2 of the 12 regular 1967 appropriaticn bills so far this
year; 6 have passed the TIouse. Furthermore, a substantial volume
of legislation which would affect expenditures is still under considera-
tion. In its actions to date the Conaress has provided a number of
increases that portend a higher level of total expenditures in fiscal
1967 than we proposed last January. For example:

The GI bill as enacted will cost about one-quarter billion dollars
more in 1967 than the $100 million the President proposed in the
budget. :

T am still hopeful that the military and civilian pay raises will earry
a January 1. 1967, effective date, but the civilian pay bill that has
passed the House and the militarv pav bill now under consideration
both ecarry a July 1. 1966, effective date—with the result of about
doubling the costs in fiscal 1967, an increase of almost one-half billion
dollars.

The Labor-HEW appropriation bill as approved by the House has
added signifieant amonnts to the President’s budget for impacted area
school aid, college student loans, and the National Institutes of Health.

The House-approved version of the Agriculture appropriation bill
has added substantially to the President’s request for rural electrifi-
cation, agricultural research and conservation, and for the school
lunch and special milk programs.

There are other increases I could note and, of course, a number of
appropriation decreases—although these are considerably smaller in
total. Nevertheless, T think these examples illustrate the upward
pressures of recent developments on the budget.

CONCLUSION

To sum up, then, given all the unknowns in both defense and non-
defense programs, any specific revision of the January expenditure
estimate for 1967 at this time would be highly conjectural and pre-
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mature. There are signs indicating an upward push in the total as
compared with the budget estimate, but we intend to continue pressing
our efforts to hold expenditures to a minimum.

In view of the present uncertainties, I believe the wisest course is to
use the assumptions which Secretary Fowler has set forth, and in the
interest of speedy action, adopt, as he has requested, the $330 billion
debt limit passed by the House.

Thank you, Mr. Chairman.

The Cizairaan. Mr. Schultze, in your statement here you somewhat
take Congress to task for going beyond the estimates that the Presi-
dent recommended which I am sure you helped prepare for him in
certain areas, GI bill, the civilian and military pay raise, and HEW.
Were you familiar with these decisions made out at HEW recently by
which they agreed to pay out to hospitals $75 million a year more
than they estimated when they brought their program before us?

Mr. Scivrrze, This is, as I understand it, on the reimbursement
for medicare costs.

The Crrairyan. Yes.

Mr. Scriurtze. That is correct.

Senator AxpersoN. No. Changing actual costs to padded costs.

Mr. Scronrze. As I understand, the problem at issue is the 2 per-
cent added on to the cost.

The Criamran. You have got more than the 2 percent. They came
in here when the program was being enacted and gave us their esti-
mates on what it would cost. ILast month they came back in here and
brought us a program—in fact, they told us that they were going for-
ward with their press release and publish their guidelines in the Fed-
eral Register—guidelines which cost $75 million a year more than
their estimates.

At the time we passed that bill, not a member so far as I know, an-
ticipated a bonus being paid under medicare. I know of no member
on this committee who is against the Hill-Burton program, but that
2-percent bonus is a Hill-Burton program in disguise. And the guide-
lines do not even require that they use it for facilities.

In addition to that, the guidelines allow them to take depreciation
on things that were given to them by Federal and State governments
and even on things that are given by charitable donations. Taxwise,
these boys at the Treasury would not let vou deduct that sort of de-
preciation. Internal Revenue will not let vou deduct depreciation for
something you did not pay for to begin with. And in addition to let-
ting them take depreciation, the guidelines let them take accelerated
depreciation and depreciation on property that is already fully de-
preciated. They also let them make advance payments.

So between those three items they increased their cost by $75 million.
Now, did they clear that with you when they made those agreements?

Mr. Scuuraze. The specific agreement, no, sir. Let me make two
points on that. In the first place, althougﬂ it 1s irrelevant to the point
veu are makina, these entlays of course come out of the trust funds
ard are not included in the figures here.

The Citarrvan. Thdat does not affect your administrative Hudget
but it sure affects your cash budget. And in any event part of the
cost of medicare comes right out of the Federal Treasury.
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Mr, Senuaze, 1 agree. In giving the estimated administeative
budget totals therefore, T have not taken that into account.  The see-
ond point is that we were not. involved in the specific negotintions,
The major thing, as 1 understand it, in the negotiations with the hos-
pitals, is that the vesults came out substantinlly below what the hospi-
tals orviginally bad asked for. 1 have given no speeific cleavance or
approval of the particular negotintion vesults,

'S‘ho Coaryman, L am sure that they told you people down there the
sume thing they told us when the administration came up recommend-
ing medieave as part of its program and I should think when they are
oing to inerease the cost, they would also tell you bofore,

Murv. Scuuvveze, They told us, that iscorreet,

The Coamaan, After all, they are working in your shop, work for
you first and then for us. 1 was just curious to know if your folks
knew about that down there,

Mue. Senverze,. Yes, we did,

The Craaraan, While the administeative budget is one thing, the
cash badget is very, very important to you alsos is it not ?

M. Senverze, Lagree siv,

The Ciamaan. If you are spending more than you are planning
to spend and drawing down your trust fund, to that extent it tends
to be inflationary if youare inan inflationary period.

My Senvime, The eash budget does have an impaet : that is vight,
sir,

The Criamsan, That is right,  So that the thought that T had in
this area was that it seems to ws that this is a begining of what could
very woell inervease the coxt of Federal medieal prograns by billions
of dollars. We checked it with GAQO.  General Accounting Oflice
seems to think that they are within the law althongh they question
HEW'S wisdom,  The Taw does not make them do it either and this
is an aren where if this trend is permitied to continue, by the time they
get through negotinting with other groups, the doctors in parvticular,
and by the time they get through in the areas of drugs and other things,
this could run the cost up by billions of dollnes. T would hope that
you are as anxions to keep this cost within bounds as we ave,

Mr, Servraze, T sivg and you ean be assured that we willy of
cowrse, bo taking a look at all the developmentsinit,

The Cravaraan, Incidentally, the guidelines vesuliing in this $7H
million incrense in cost extend onovertotitle 19, Now-wee

Mr, Scnverze, Yes,

The Cuaveaan. Title 19 ix one where the Federal Governnent pays
dirvectly andd that dees come out of the administrative budget,

I estimate that the inevease of $75 million here nay very well enuse
another inerease of §75 million over in the other aveas of the program,
Tn other words, onee you buy these guidelines for medieare you are
going to have to do the same thing in the other programs and under
title 19, Youave almost required todo it.

My, Scnvrrze. That is generally covrect,

The Cnararan, And onee you do it for those, you have got uniform
standards in all your Federal hospitalization programs now and to
follow consistency and the idea of equity, once you agree to do that
then you are going to have to extend it over into others,  So that isan
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inerease not. of $76 million but. $160 million and at least half of that
is in the administeative ns well as the eash budget,

Senator Wintaams, Are you aware also that in title 19, even aside
from these two items that the chaiviman has mentioned, that the under-
estimate of the Departinent as to the cost of title 19 when it is fully
implemented by the b0 States can be as much as $700 million a year out
of linet

Mr. Seoverze, Welly how mueh it ean be we do not know yet,
Senator,

Senator Winntams, But on a projected basis it s possible that the
overall estimate of the medicare program ean ultimately, when it is
fully implemented, be as much as u\ni]liun dolluarsa year.

Me. Scirveze,. Welly as title 19 s finally implemented there ean
indeed be additional costs hut we have not yet been able to pinpoint the
aimount of this,

Senntor Winntams, Do you not think that is a point that the Burean
of the Budget should be giving consideration tof

My, Senveize, Weare, siv,

Senator Winnians, These estimates were presented to the Congress
at the time this bill was passed and a hillion dollars a year seems to he
a fantastie underestimate, :

My, Senverze, Wellas T say, of conrse, we are not yet by any menns
sure it will be o billion dollars a year. Bat you are quite right, it is
ebviously something that. the Burenn of the Budget does have cog-
nizanee of and wo will be taking a look at it,

The Crateman. One thought that ocenrs to me ix that these com-
plaints that you have here i your statement about the inerease in
costxare not (hings that this committee put on you,

M Scuverze,. Nogsir,

The Ciiamsan. As far as this committen is concerned, the shoe
is on the other foot. We have been the ones who have been fighting
to try to keep theso things within the estimates and frankly we have
had a lot of pressure from hospitals 2ud various groups that want
more Federal money, It seems to us that. we are looking at you in
this caso saying, “Look, why do you come up and complain about some-
body on the Hill passing a Inw to spend more than you estimate was
necessary when you yourself proceed to spend more money than you
estimated on your hills® ¢

Mr, Senvrze, Senator, the point of putting this in here was not to
compluin to this committee but simply to give the committee an impres-
ston of what is facing us in terms of budget expenditures,

Seeretary Fowner, 1 think we are looking for allies in this commit-
tea in holding down expendi'ures, either jin the cash hudget or ad-
ministrative budget.,

The Cnaryman, Soare we.  Senantor Anderson was the grandfather
of the medicare program and he was shocked fo see HIEW come in
and report. that they just made a simple little decision down there that
coxts the Government $150 million n year., e himself ean see the
prospect as T do of this going over into other fields and costing fan-
fustic amounts of money that we never agreed to buy when we got
intoit.

There is one other point. covered by the statement 1 wanted to cover
and then 1 will vield to others,

g4 3h0 ¢ - 2
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We have this permanent. debt limit and I recall how it started. We
have one permanent and one temporary and this, as I understood it,
we are now still proceeding on the theory that the permanent debt.
limit would be $285 billion and that we would permit you temporary
authority to have a debt limit of $330 billion under this bill.

Now, that is a big ditterence there. It is a difference of $45 billion.
Can you conceive of any way that you could operate under that perma-
nent debt limit unless we passed some additional laws to change the
Federal Government’s way of doing business or bookkeeping methods
or made some drastic change in the authority under which you
operate?

Secretary Fowrer. No, sir,

The Cuarsran. Inother words, as of now, it is totally inconceivable
that you could operate under that unless we pass some law to change
the whole———

Secretary Fowrenr. Change the whole ¢t ructure,

The Cnamyan (continuing). The whole way of the Government
doing business.

When we went into that, Mr. Secretarvy, that appeared to be a good
idea. Senator Byrd was the chairman of this committee as you recall,
and he was—vou were not in Government at that time,

Secretury Fowrer, No, sir,

The Cuamrman. You were in private practice of law if T veeall cor-
rectly. But Senator Byrd was very anxious to keep the pressure on
the ndministrative branch of the Government and from the President
on down, he was a very good friend of President Eisenhower, to bring
down and reduce expenditures and part of those pressures were that
when President Eisenhower would come in here and ask for an in-
crease of the debt limit, Senator Byrd would detect that you would
need to have a $5 billion increase perhaps for now but that at some
point in the year you would collect a large amount of taxes and st that
point. you would not need that much. So he would—1I think at one
time we got to where we operated on a 90-day basis. Of course, this
was something that Senator Byrd was very devoted and sincere about.
but in fighting for that lie was working on the theory that he wanted
you to get vour spending down to where vou could get within that ceil-
ing when the ceiling came down.  And T believe at that time it sevved
a purpose in pressing the Treasury and the Bureau of the Budgat to ho
within that low ceiling at a time wlen there nre less funds available and
at a time when you did not need a higher ceiling, to have a lower
ceiling.

What purpose ioes it serve now ?

Secretary Fowrrr. I think it serves two purposes, Senator,

The Crrarearan, T mean the permanent debt limit of ¢285 hillion.

Secretary Fowrer, T think it serves no purpose now except to hold to
a concepi that there ought to be in the national financial and economic
policy some consideration from time to time of the possibility of debt
retivement. The question of whether the current level of the permanent.
ceiling is the appropriate one goes to the question of whether or not it
is conceivable that over a period of time we might through debt retire-
ment get back to that level.

Absent, a determination that that is a feasible and a desirable ob-
Jeetive, the question comes when and how should the permanent debt
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ceiling be modified to bring it up to a level that it would be more
realistic totry to come back to.

'This question of adjusting the permanent. ceiling has been brought
up from time to time and, as a matter of fact, last year there was
considerable discussion in the Ways and Means Committee hearings
on this question.  We were asked, together with the Budget Bureau, to
develop alternative ways in which the permanent debt ceiling might
be adjusted. We have done so. However, it. did not come up in any
way in the deliberations last month in the Iouse Ways and Means
Committee I believe, because of the general impression that it. would
be very diflicult with all the uncertainties that are present. now to arrive
at any satisfactory alternative for the present ceiling. So the matter
has just been deferred.

Senator Syariers. Mr, Chairman, may I ask u question at that
point ?

The Crranaran. Let me just finish this, and then I will turn it over
to you, Senator Smathers.

Incidentally, with regard to this $75 million of added cost. passed
along to the hospitals under medicare, we asked what could be done
with this additionnl money. They indicated that instead of 60 full
days of hospitalization and 30 additional days with $10 deductible-—
that is the present law—they could go beyond that to 60 days of full
hospitalization plus 120 days with $10 deductible, or they could sub-
stitute for that 100 days fully paid for.

Now, that is what could be provided for people in this program if you
use that for the patient instead of for the hospitals. So that is what
you are taking away from the old people in tllne one instance in order
to grive it to these hospitals.

I'am not against the hospitals but I just point out if you put it into
care rather than letting them put it mto something else, you could
have done that much more for older people according to Social
Security’s own estimates,

Senator Smathers?

Senator Saarners, Mr. Chairman, I just wanted to ask the Secre-
tary of the Treasury on the point you raised with respect to the per-
manent debt ceiling, do vou not think, Mr, Secretary, that it would
be more realistic and more helpful to the agencies of Government as
well as the general public if we just had one realistic debt ceiling such
as $330 billion ¢

Senator Wirntams, You mean eliminate the temporary and make it
permanent ¢

Senator Smarners. Eliminate the temporary and have one debt ceil-
ing, $330 billion or whatever it is.

Secretary Fowrkr. 1 think that depends a great deal on what level
the permanent ceiling was fixed at, and what the attitude of the com-
mittee wonld be about annual adjustments of that ceiling. T think
that. one of the useful byproducts of the temporary debt ceiling ap-
proach that Senator Byrd espoused was that it did provide one
oceasion ench year for the Treasury and Budget to meet and consider
together with the Ways and Means Committee and the Senate Finance
Committee the whole broad spectrum of Government expenditure
policy. I think this is a useful and desirable thing hecause, ns our
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previous colloquy about hospital costs has indicated, I think we have

a mutual interest in holding down expenditures. We do not get to-

gether enough on that particular topic and exchange views about what

1s going on in other committees of the Congress and other depart-

ments and agencies of the administration. So I think it is a useful ex-

gr(l:)ise each year to consider the role of expenditures as it relates to the
ebt.

Senator Syariers. Can you foresee at any time when we could ever
return to a debt ceiling of $285 billion ¢

Secretary Fowrer. No, sir, I do not think that is likely, but I do
think that the prosnect of some debt retirement. is one of the objectives
of financial policy that ought to be kept in front both by the adminis-
tration and the Congress and therefore that one of the considerations,
at least, in determining how you would adjust the permanent ceiling
is whether you are going to adjust it to a level somewhat higher, but
still substantially lower than the temporary limit as something of a
long-term objective to get back to.

Senator Smarners. Do you believe that if we had a permanent debt
ceiling of $330 billion and we had a Iimit on it for 1 year that it would
forestall our having a meeting next year or the year after to discuss
debt management and how we are doing with respect to debt manage-
ment.?

Secretary Fowrer, Well, you could certainly have hearings without
the necessity for adjusting the debt limit. ‘

Senator Sarariers, Do you think that it is more honest—I think
that would be the word—with respect to the people of the country to
in point of fact have our debt ceiling what it really is—$330 billion—
rather than the $285 billion?

Seeretary Fowrer, I don’t believe T sce any element of morality in-
volved in having both a permanent ceiling and a temporary ceiling.

Senator Swmaruers. Well, I don’t want to get involved in the
morality of it. Is it not more easily understood and is it not more
frank to just state that we are operating under a debt ceiling of $330
billion, that we have to have a debt ceiling of $330 billion to operate
this year?

Secretary Fowrer. I think that is the way the temporary ceiling
has come to be generally understood and interpreted. I doubt whether
the word “temporary” confuses many people sophisticated about it.

Senator SaaTHERs. In other words, you don’t have any strong feel-
ing about this either way with respect to whether we have a temporary
or permaunent ceiling or what it is.

Secretary Fowrer. Well, I think, Senator, I would feel that it is
desirable at an appropriate time to adjust the so-called permanent
ceiling to a more realistic level. I think there are many different
approaches, many different alternatives to doing that. But in our
studies with the Bureau of the Budget we have not arrived at any
particular formula for that ad{ustment. What we have tried to do
1s simply develop a series of alternatives that we thought the com-
mittees would be interested in weighing when they determined it was
timely to make this adjustment.

Senator SmaTiers. In other words, you would leave that determi-
nation to them. Of course, they have to pass the law, but you have no
particular recommendation.
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Secretary Fowrrr. T do not, sir—not at this time. If I have any
recommendation at all, it would he that given the uncertainties of the
situation in which we are operating with southeast Asia still very
much an undetermined element. that perhaps in a more normal time
one could fix the permanent ceiling to better advantage.

Senator Syarnrrs. I didn’t apologize for not having had the op-
portunity of hearing yvour opening statement, but I recall that you
testified before the House that you needed, in order to operate the
Government, $332 billion. The House gave von %330 billion. I
gather this morning yvou said you conld live with $330 billion.

First can I ask you why briefly did you change your belief with
respect to the difference between $332 and $330 billion ?

Secretary Fowrrr. Well, at the time of the House hearing I did
indicate that I thought it would be feasible to live with $331 billion.
After the ITouse made its determination, I indicated great reluctance
to accept the limit of $330 billion since on the basis of our estimates
there would be three oceasions during the vear when we would come
within the 3 billion contingency reserve. This seemed to me to be too
often to be sticking close tc that margin.

I would still prefer a ceiling of $331 billion, Senator, but in the
interests of a speedy passage of this needed legislation, T would request
that you approve the same ceiling as approved by the House, $330
billion. T stated in my statement that that does indicate a very tight
squeeze for us. There are many current uncertainties that are more
than normal at this time. T hope we will be able to operate within
the cireumscribed limits, but if it doesn’t appear *o be that way, we
will simply have to come back some time before the end of the fiscal
year and ask for an adjustment.

Senator Syarariers, If President Johnson submits a supplemental
budget with respect to Vietnam, actually at that time you will have to
com(; over and ask us for an increase in the national debt limit, is that
true?

Secretary Fowrnrr. Not necessarily. Tt would depend upon the
magnitude and the pattern of when those expenditures would be likely
to come.

Senator SmarHERS. Suppose he came in and asked for an increase of
some $3 billion to finance the war in Vietnam. Would that require
your appearance over here ?

Secretary Fowrer. I don’t believe I could answer that in terms of
any particular figure, Senator Smathers.

Senator Satarners. In other words, you are leaving it as “maybe.”

Secretary Fowrer. Right. Maybe.

Senator Smarners. All right. Let me ask you this question. I
noticed in the paper that in the hearing before the Ways and Means
Committee the question came up whether or not Congress should re-
move this 41 ceiling on long-term Federal securities. Would von
advise us what the administration position now is with respect to this
removal of this limitation ?

Secretary Fowrer. Yes, sir. As I indicated in regard to the ques-
tion when it was raised before the House Ways and Means Commit-
tee, we would welcome some greater flexibility in financing the debt
beyond the 5-year area, although we wouldn’t be attempting, I don’t
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believe, any larger volume of long-term debt at the very high current
yield.

1 expressed a hope at that time that Congress would give careful
attention before many more months have passed to the question of
how some greater flexibility to borrow long term might be provided.
For example, we would welcome temporary authority in this coming
fiscal year to sell up to $5 billion of bonds of any maturity at rates
that might except the 41/-percent ceiling. It is not that we would
necessarily seek to sell that amount, the full amount, if we had the
authority, but it would be useful to have some degree of flexibility.

I am not requesting action at this time because this matter doesn’t
command the same degree of urgency as the debt ceiling question that
is before you, but we do have a matter of timing very much in mind
and woulg welcome provision of some measure of temporary

Senator Wirriams. Would the Senator yield? Do I understand
You are going to come back and ask for repeal of that 414-percent in-
terest celling ¢

Secretary Fowwrer. I haven’t determined on the exact manner of
making our feelings known, whether to be specific or not, Senator.

Senator Smatners. You indicate in your statement that you do
have it under discussion—you would like to have it—but you appar-
ently are not going to originate it. If somebody over here originates
it, that would suit you fine.

Secretary FowrLer. That would suit me fine but I am not going to
cross the river on whether if it isn’t originated over here, we wouldn’t
oririnate it back at the Treasury,

Senator WirLiams. Do I understand you would like to have it but
you are ashamed to ask for it ?

Secretary FowLer. No, sir, not at all. I just didn’t want to ask for
it now and create a situation which this bill—which has a June 30
deadline—would be compounded with a lot of what I know will be
extended hearings and perhaps somewhat of a controversy.

Senator Wirriams. I understood. That is the reason I was asking
you, were you coming back in later to ask forit?

Secretary Fowrer. Well, I think my answer stands. I may well be.

Senator Smarners., Maybe. Youmight doit.

Let me ask you one other question and then I will stop. Do you
foresee any time in the near future that the budget could be balanced ?

Secretary FowLEr. Yes. Senator Smathers, I think it would be de-
pending somewhat on events in Vietnam. I would say that had it
not been for Vietnam, it would have been quite feasible to balance the
budget in the fiscal year that we are currently in, fiscal year 1966.

b Senator SmaTHERs. It would have been balanced in 1966 had it not
een-———

Secretary FowrLer. I didn’t say it would have been. I said it would
have been feasible to balance the budget in fiscal 1966 assuming the
level of current expenditures in the non-Vietnam segment of the
budget—without the increases of roughly $4.7 billion that has been
included in the administrative budget as a result of the acceleration
of activities over the last year.. I am merely putting forward a
hypothetical conjecture that had revenues moved up the wayv they
have, and the President’s initial targetiof: $99,7 billion of expenditures
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for fiscal year 1966 been held to, we might well be in a surplus situa-
tion at this time.

The same general conjecture might be made with reference to next
year. For example, we have not made any reestimate of the 1967
revenue picture. I have indicated in my statement here we are still
holding to the original estimate of a deficit of $1.8 billion. However,
the stafl of the joint committees, as I know you are familiar with,
has made an estimate of the revenues in 1967 and estimate that they
will be substantially in excess of the $112.8 billion of present expendi-
tures.

Whether that increase in revenues in fiscal 1967 will occur, or
whether there will be countervailing increases in expenditures because
of Vietnam or because of some of the matters Director Schultze has
referred to, is also a matter of conjecture, but it would seem to me to
have been feasible to balance the budget in 1966 had it not been for these
developments in Vietnam. It would seem to me that it might be
feasible in 1967,

Senator SaraTHERs. But it is contingent upon what happens in
Vietnam,

Secretary FowLer. Precisely.

_Senator Smarners. And I gather from what you say, if condi-
tions——

Secretary Fowrer. And to some extent, Senator Smathers, on what
happens in the appropriation and legislative processes during the re-
mainder of this session. That could be a very material factor.

Senator WiLLiams. It is also a material factor to the extent that the
executive branch asks for additional expenditures, both the execu-
tive and the legislative have got some responsibility.

Secretary FowrLer. Oh, very definitely. This is a joint problem and
I think that, as I suggested, I would like to make some common calls
with members of this committee in that area.

Senator Smarmers. I said I would only ask one more question, but
if the chairman will permit me to ask still one more—now that the
situation in FEurope has taken a change with respect to France and
NATO, etc., if we should bring home the troops that we now have in
France, what would that do to our balance-of-payments situation?
Would that give us a level balance of payment or not ¢

Secretary FowLrr. Senator Smathers, I don’t know what the mili-
tary alternatives are in redeploying the forces that are presently
operating on French soil. I think the only information I can give
you is to say that we sustain a gross balance-of-payments cost of ap-
%1'oxi111ately $200 million annually as a result of our operations in

rance.

Senator SyaTHERs. Not. asking you about whether it is advisable
militarily or not, but if those troops were brought home, are you saying
that—those in France, that it would save us $200 million¢

Secretary Fowrer. Not quite, since not all of the $200 million re-
lates to maintenance of troops, but it would be a substantial part of the
$200 million.

Senator Samarners, That is all, Mr. Chairman.

The CratrMAN. Senator Williams? ’ .

Senator WiLLiams. Mr. Schultze, in the budget that was submitted
to the Congress, as I understand it, you estimated that there would be



20 PUBLIC DEBT LIMIT

$2.6 billion sales of participation certificates and $672 million in direct
sales, or a total of $3,300 million in sales of assets.

Now, to the extent that those are sold, they automatically reduce the
deficit as it is reported and automatically reduce the need of increasing
the debt ; is that not correct ?

Mr. Scivvrze. Correct, yes.

Senator Winriass., Now, the estimate was $3.3 billion and T asked
the Secretary to furnish me a report which I received this morning
and it shows that we have sold a total of $4.715 million in these assets
during fiseal 1966 thus far instead of $3.3.

Mr. Scnorrze. No.

Senator Winniams, That is an additional $1.4 billion over and
above the estimate.

Now, to that extent that $1.4 will veduce the deficit as it was esti-
mated in January, will it not?

Mr. Scnivrrze. No, sir. . The estimate that you first referred to of
$3.3 billion referred to sales of financial assets.  Of that $3.3 billion
we have now sold approximately $2.9 billion. Our estimate for the
vear as & whole is in that same vieinity, between $3.0 and $3.3 billion.
As to the additional assets—I have not seen the paper you are re-
ferring to, but I presume you must be talking about sales from the
stockpile, not financial paper.

Senator Wirntams, I am talking about FNMA which included the
sale last week,

Mr. Scnuvrrze. All I know, Senator, is that we do not figure on
exceeding $3.3 billion of iinancial asset sales this fiseal year. I am not
sure exactly what

Senator Wirtrams. Well, T hope you get together with the Secre-
tary of the Treasury because the letter that I received from him, in
it it implies—I will give you the list—I don’t want to go into detail
on them here but it comes to a total of $4.7 billion.

Mr. Scnvrrze. That is——

Senator Wirriams. Fiscal 1966,

Mr. Demine. May I comment, Senator? The material covered in
the participation certificate sales covers just what FNMA has sold and
that totals up to about $1.8 billion in fiscal year 1966. In addition
to that there are Export-Import. Bank sales which aren’t included in
these tabulations, and Director Schultze’s figure of $3 billion is——

Senator WirLtams. My inquiry to you never mentioned the Export-
Tmport Bank. Did you include those figures in the report, in the
letter you gave me dated June 62

Mr. Deming. No, sir.  The Export-Import Bank sales are not. in
there. These are just the participation sales through the FNMA
operation.

Senator WirrLtams. I will withhold the question at this time and
suggest you get together.

Mr. Scuurrze. As I understand the explanation I just received on
this point, the figures are quite consistent but the $4.7 billion goes to
a different concept and in particular, includes sales of FNMA deben-
tures and notes.

Senator WirLiams. That is right.

Mr. Scuurrze. The sale of FNMA debentures and notes is not
reflected in the administrative budget., These sales don’t affect the
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deficit and debt limit estimate that the Secretary is talking about, and
therefore are not. included,

Senator WiLLiams. Some of them don’t but they arve all included in
the $3.3 billion.

Mr, Scnuvrrzi. No, sir,

Senator Wirniams, Direct sales,

My, Senvrrze. The FNMA debenture sales to support its secondary
market operations are not included in the $3.3 billion of asset sales.

Senator Wirriaxs. How about debenture sales? Were there—-

Mr. Deamina. We didn’t give you a total, Senator.

Mr. Scuvirze. We will furnish for the record a reconciliation,

(The following was subsequently inserted in the record:)

The President’s 1907 budget estimated that financial asset sales during fiscal
year 1966 would total §3.3 billion. In arriving at a total asset sales figure for
the current fiscal year, Senator Willinms apparently added the budget estimate
of $3.3 billion for financinl nssets sales of all types and for all agencies to
the net increase of $1.4 billion during fiscal year 1966 to date in outstanding
debentures and discount notes of the FNMA Sccondary Market Operations
Trust Fund. The latter items represent borrowing (not asset sales) by a
trust fund. They are not included in the administrative budget, and thus have
no impact on the deficit.

Senator Wirriams. I wish you would because to the extent they
have been increased, they would have the effect of reducing the debt
and in addition, the Ixecutive order for the acceleration of the pay-
ments by larger employers on their withholding tax and social security
tax will bring an extra $1 billion in during current fiscal 1966, would
it not ?

Secretary Fowrkr. Yes,

Senator WiLLianms. And to that extent that accounts for some of
this $2 billion reduction in the budget.

Secretary Fowrrr. No, sir, Senator.

Senator Winriams, Well, now, does it increase the budget or does
it reduce the amount of the deficit ?

Secretary Fowrrr., The deficit has been reduced by reason of a re-
estimate in my statement of revenues from $100 billion to $102.5 bil-
lion; $1 billion of that $2.5 billion is accounted for by the acceleration
of tax collections.

Senator Wirrianms, That is what I said.

Secretary Fowwrrr. The other billion and a half dollars are ac-
counted for by increased revenues coming in the form of taxes.

Senator WiLriams. We will explore that after we can get together
on these reports which I asked to be furnished. You know, I agree
with both you and Mr. Schulize that Congress should hold down these
expenditures and I am delighted to have you as an ally.

Now, in connection with any of the numerous increases Congress
made over the President’s request. Do you recall any of these so-
called increases that were passed by Congress which the President
vetoed ?

Mr. Scrivntze. No, sir. '

Secretary Fowrer. We are talking about action this year.

Senator WirLianm. That is right. T '

Secretary Fowrer. The one that has been passed, which was the GI
bill of rights, the President did not. veto.
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Senator Wirriams. He signed and boasted about the fact that it
was a meritorious bill.

Now, the pay raise bill has an effective date of July 1, which I think
is objected to by the administration.

Mr. Scuurrze. Correct.

Secretary FowLer. Yes.

Senator WiLriams. In the event that Congress passes it with that
July 1, it would necessitate an additional $500 million, I believe you
said, in the fiscal year over and above what it would

Mr. Scaurtze. The effect of both the military and civilian pay bills,
$470 to $480 million.

Senator WiLriams. Yes. Now, ir. the event Congress approves the
July date would you recommend a veto?

Mr. Scnurtze. Exactly as to what we recommend, I think it is too
early to say at this time, but certainly we would have to take a look at
the entire fiscal implications of that bill.

Secretary FowLer. Senator, I will answer that question., If I
thought there was any substantial chance that the veto would be sup-
ported by either House, I would recommend it to the President. I
wouldn’t recommend that he do a vain thing and the voting up to now
has not. been very encouraging in this regard.

Senator WiLrtams. Well, of course, I hear that same excuse on the
floor of the Senate occasionally when we offer some amendments to
cut. Some Members say, if I thought we had the votes, I would vote
to cut it but since we don’t have the votes, I will vote with the majority.

Is that a proper way for the Members of Congress or the adminis-
tration to act? Shouldn’t they act only on the merits of the proposal
and not figure just to try to ride the crowd ¢

Secretary FowrLer. Well, I think there is more to it than the way
you phrase it. I would like to talk with you about the possibilities in
this particular area.

Senator WiLrLiays. To the extent that we are financing debt through
the sale of FNMA participation certificates, it does reduce the reported
deficit and the need of borrowing the money.

Secretary Fowrer. Let me clear up what we are talking about,
Senator. To the degree that sales by FNMA as an agent under the
Participation Sales Act, if we can confine it to that area-and get away
from the secondary, normal secondary market operations of FNMA,
the answer is, Yes.

Senator Wir.Liams. That is the point.

Now, last Friday FNMA sold $530 million in participation cer-
tificates. I notice that on a 1981 issue they paid 5.37 to 5.40 interest
rates. Now, regular Government bonds with the same maturity are
selling slightly less than 4.70. Now, that means that it is costing in that
instance, seven-tenths of a percent more to finance the debt than it
would have done if you had financed it and sold normal Government
certificates. Computing that one issue alone, and these are noncallable
as I understand it, it is an extra $38.640.000 interest that the Govern-
ment paid, or will pay on that one sale. This is completely unnecesary
if you were financing in an orthodox manner.

Now, do you agree with that?

Secretary FowrLer. Senator Williams, I would like to have Under
Secretary Barr to deal with this question.
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Senator WiLriams. Before that, before getting into the merits of
it, do you not agree that it is costing from six-tenths to seven-tenths
of a percent interest more to finance the Government through the sec-
ondary sales than it does if you were selling direct Government bonds?
Has that not been the record ?

Secretary FowrLer. The figures that you indicated speak for them-
Sﬁlves, Senator Williams. We all draw different conclusions from
them.

Mr. Barr. Senator Williams, if T mayv speak to this point, it seems
to me that Congress since 1917 has had a very specific purpose in
cstablishing the Federal Land Bank, the Bank for C~operatives, Fed-
eral Intermediate Credit Bank, the Federal Home Loan Bank, and
so forth. All these programs are quasi-private programs.

The Congress has never extended the full faith and credit of the
U.S. Government to these obligations, because these particular pro-
grams go to particular segments of the economy, not to everyone. So
I think what we have to do is to equate the cost in this program, not
with Government bonds, but with General Motors or A.T. & T.

I would sav to you, Senator Williams, that in this last issue of
FNMA, the Government did as well with the pool of small business
loans as General Motors, A.T. & T., Ford Motor Co., Chrysler, any
AAA corporation in the United States.

Senator Wirriams., But, Mr. Barr, the U.S. Government has always
historically been able to borrow money cheaper than the commercial
interests.

Mr. Barr. Not in these private sectors. The Federal Land Bank,
the Federal Intermediate Credit Bank, the Home Loan Bank Board
will pay the same price.

Senator Winrtams. In the interests of getting done by June 30, I
hope we don’t go back to 1917. You and I both know that this ques-
tion of sales of participation certificates has developed in the last few
vears. Let’s not get back to the cooperative banks and all the rest.
I am going to be here in July but I don’t think vou want to be here
on this subject, and I am not going to let you filibuster it off with an
answer to a question that hasn’t been asked. I am speaking of par-
ticipation certificates and FNMA.

The CramyaN. Let me just intervene here for just a second now
as chairman of this committee. I once served on the Foreign Rela-
tions Committee and participated in a hearing where I tried to insist
that the witness be permitted to answer the question, to answer the
question in his own way. I had the experience of watching a witness
sit there and listen to a Senator make a 10-minute speech ar? then
not even be permitted to respond to it. I am not here to seek to deny
anv committee member the right to make his position clear.

Now, on this committee may I say on occasion as a member of this
body I have tried to make a witness answer the question the way I
wanted him to answer it, and I have had the distinguished chairmen,
Republicans and Democrats alike. sit there and say, “Senator, let that
man answer the question the way he wants to answer it.” And some-
times I have done, just as the Senator from Delaware has the right to
do, come back and meet all afternoon or the next day, and if need be,
preside myself until I got the information I was looking for, but I
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do think the Senator should have his pesition stated if he wants to
state it, and he ought to also let the witness state his position, and
then we can come back if we don’t get it.

Senator Wirriams. I agree with the chairman. You can go back
to 1917 and come forward, but when you get through I am still com-
ing back to last Saturday’s deal. I have got all this month.

Go ahead, take your time.

The Crrairaan. May I say this: I am convinced of two things.
First, the Senator from Delaware is not going to convince Under
Secretary Barr of the Senator from Delaware’s views. Second, Un-
der Secretary Barr is not going to convince the Senator from Dela-
ware about his views. But one of them may convince the rest of us,
and I think he ought to have a chance to do that.

Go ahead, John.

Senator WirLiams. I am waiting for you to go back to 1917.

Mr. Barr. I am merely trying to say that in the programs which
the Congress has enacted to help special sectors of the economy—
farmers, small businessmen, education, housing—it has very clearly
said that these are to be treated not as full faith and credit obliga-
tions of the United States but that they are to be moved over toward
the private sector of the market.

In farming it has been done that way since 1917, All of the rest
of them are gradnally shifting in that direction. That is what we
are doing in the Participation Sales Act.

The decision we had to face was, do we come to the Congress and
ask for the taxes to raise this $350 million that the Small Business
Administration needs if they are going to get any money to operate?
Do we come to you and ask for taxes or ask for authority to borrow
through the general debt, or do we go to the market and pay what
the market says is a fair price? I say that the criterion—we will
probably disagree—in this particular instance is that if we can take
this pool of small business loans and get the same rate that General
Motors would get if it sells its finance company paper tomorrow, that
is all T am saying, that if we can do that, I say we have a fair deal
and we should go that route rather than coming to Congress to raise
or spend the money through taxes or through the general debt. That
is our position.

Senator ITarrxe. Will the Senator yvield?

Senator Wirrtams. Yes. I would like to just make this comment.
You are the second man that has come before a congressional com-
mittee and said that what is good for General Motors is good for the
country, and I am noting that comparison.

Senator Hartke. T was wondering, Mr. Barr, do you mean to say
that you consider that the investment security; that is, the security
of the General Motors investment is equivalent to that of the U.S.
Government’ security ?

Mr. Barr. Senator Hartke, all I am saying is that if we are going to
move these securities into the private sector, we are going to have
to treat it as a private sector and we are not supposed to be relying
completely on the guarantee of the United States. _,

Now, the guarantee of the United States.does follow, that is true, but
the legislative litstory hes moved in the divection that there are private
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sales. That is where we equate rates. These issues do not yet have
the marketability or the distribution of our Government securities.
As more of the securities are sold, I think the spread will lessen, but
it is going to take time. In the meantime, the issue is whether we
pay the price of the marketplace or raise the money to keep small
business alive through taxes or general debt obligations.

Senator Wirrtianms. We are all for small business and motherhood,
but I ask again, when did Congress pass the bill that authorized you to
sell small business loans under FNMA ?

Mr. Bare. It passed the bill in May.

Senator WirLiams. May of 1966.

Mr. Barr. That is correct.

Senator Wirniays. Now, I will go back. What does 1917 have to
do with what we are doing under this law?

Mr. Bark, As I look at this, this is a straight progression of con-
gressional intent.

Senator WirLiams. Some of us pointed out then that if that bill
was considered, it was going to cost more money to finance than it
would through the normal channels. The Bureau of the Budget and
the Treasury said it would be a quarter of a percent difference.

Mur. Baer. That is right.

Senator Wirriams. They were wrong. They broke down this sale
of $510 million, $430 million and 350 of them are the participation
certificates of the Small Business obligations. You paid five and
three-quarters percent interest rate on that. _

Mr. Barr. Yes,sir.

Senator Wirrrayms. Now, General Motors bonds are selling on the
same day for just slightly around 5 percent, or lower than——

Mr. Barr. Not in this area.

Senator WiLrrays. Since you are comparing the two, I note that
General Motors has a preferred stock, 5 percent, which is selling on
the market today for $104, selling at a premium. Yet you sold last
Friday at par Government-guaranteed obligations under this and
you pay 534 percent interest and the extra interest that you paid is
$38,640,000. Assuming you had sold regular U.S. Government bonds
this extra cost could be avoided. I am only quoting what the Demo-
cratic majority in 1958 said when they lectured the Republican Secre-
tary of the Treasurv on this same proposal, and I agreed with them
then. I agree with them now. But I d[on’t know why you slipped by
the wayside since.

Now, interest rates—imuch has been said about.

Mr. Barer. No. I don’t intend to engage in a debate on this subject.
If T can answer Senator Williams’ questions and tell him why we did
what we can, T will limit it to that. I will leave the debating up to the
Secretavy.

Secretary Fowrrr. We can save a lot of time here if we would op-
erate under the grotind rule that occasionally T have operated under 1n
other committees; that silence from this side does not necessarily imply
consent.,

Senator Wirniaas. Now, does the chairman have a comment he
would like to make? Te had a lot to say about the high interest a few
yearsago, They are even higher today.
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The CuairmMan. No. Let me say I am going to have more to say
about high interest rates and I hope the Treasury doesn’t take the point.
of view of some of those who want it still higher than it is. I would
like to seem them come back to what we started from. If Ihad my way,
we would put them back where we were when Harry Truman went out.
But failing that, I would like to do what I can to exercise a restraining
influence on these increases in interest rates.

I am not—but I am frank to say that I hope that never on this com-
mittee will I see witnesses treated like I have seen them on other
occasions when a witness sat there and was made to listen to a lecture
and when he wonld liked to have responded, he was denied oppor-
tunity. John Williams wouldn’t do that as chairman but let me say
this, that Senators get excited and convinced that they are correct on
something, so much so that they want to win the debate even though
they have to make the other fellow quit talking to do so.

I want to say I would like to hear both sides of the argument. The
witness didn’t care to respond but I want to say if he did want to, he
had a chance to do it and I'stand on that basis.

Senator WiLLtams. I am not trying to restrict the witness nor the
chairman. I am perfectly willing for him to talk all day.

Senator Curris. Will the Senator yield ¢

Senator WiLLiAms. Sure.

Senator Curris. These obligations of the Small Business Adminis-
tration that were sold to the public are drawing 534. Was that the
amount?

Senator WirLiams, That is right.

Senator Corris. How much are the businesses and individuals pay-
ing to the Small Business Administration on those loans?

Mr. Barr. Most of these loans are 514 percent. I can submit for the
record a precise description of the pool. They range from 51, percent
down to disaster loans which are around 8 percent, Senator Curtis, I
can submit for the record a complete description of the prospectus and
the loans in the pool.

(The following excerpts are taken from the prospectus of June 9,
1966 covering the offering of $180 million participation certificates
in the Government mortgage liquidation trust, Federal National Mort-
gage Association, trustee and $350 million participation certificates in
the small business obligations trust, Federal National Mortgage Asso-
ciation, trustee, and the trust indenture of June 1, 1966, entered into
by the Administrator of the Small Business Administration and the
Federal National Mortgage Association:)

From the prospectus:

SMALL BUSINESS OBLIGATIONS TRUST

Pursuant to amendments to section 302 of the Kederal National Mortgage
Association Charter Act effected by the above referred to Participation Sales
Act of 1966, the Administrator of the Small Business Administration, as Trustor
and Original Neneficiary, and FNMA, as Guarauntor and Trustee, created as of
June 1, 1966 the Small Business Obligations Trust.

The Trust is under and in accord with the fiduciary powers vested by such
section 302, as amended, in FNMA, under its Management and Liquidating
Functions, being created by Trust Indenture dated as of June 1, 1966. FNMA
is the Trustee of the Trust. The beneficiaries are the holders of Participation
Certificates from time to time outstanding as well as the Trustor, but Participa-
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tion Certificate holders, having equal and proportionate benefit one with another,
enjoy complete preference, priority, and distinction over the Trustor as bene-
ficiaries or otherwise. The Trustor that created the Trust is the Administrator
of the Small Business Administration, and the Trust Indenture provides that
the Trust may be opened for the issuance of additional Participation Certificates
on the basis of obligations then subject to the Trust and other assets held by the
Trustee and additional obligations made subject to the Trust by the above
Trustor or any executive department, instrumentality or other agency of the
United States.

In connection with the $350,000,000 principal amount of Participation Certifi-
cates in the Trust offered hereby, the Trustor has conveyed to the Trustee, in
Trust, as of June 1, 1966 all of the Trustor’s right, title and interest in and
to not less than $520,000,000 aggregate principal amount of obligations owned
and held by him. The Trustor retains custody, control and administration of
the obligations so transferred and has agreed to forward to the Trustee ali
payments of principal and interest on such obligaticns. However, the Trustee
has th~ right to assume custody, control and administration of the obligations
in the e\ "nt of any default in payment of outstanding Participation Certificates
or if the Crustee determines that such default is probable. The Trustor has
guarantee.. to the Trustee that all obligations subject to the Trust will be paid
in accordance with their tenor. The Participation Certificates represent bene-
ficial interests in the obligations subject to the Trust and other assets held by
the Trustee including the right of the Trustee, as the holder of title to the obliga-
tions, to receive from the Trustor principal and interest payments on such
obligations.

Proceeds from the sale of the Participation Certificates offered hereby will be
paid to the Trustor and will be applied by him to reduce amounts borrowed
from the United States Treasury or otherwise to reduce the use of United States
Treasury funds.

As payments on the obligations are received from the Trustor, they will be
held by the Trustee and will be used to pay principal and interest on the Par-
ticipation Certificates. To the extent that payments exceed the amount needed
for principal and interest on the Participation Certificates, funds may be held
in the Trust and invested as part of the corpus, or the Trustee, in its discretion,
may return to the Trustor any funds which it deems to be surplus.

As an incident to the Trustee’s consent to the sale or conversion of obligations
by the Trustor or for purposes of compliance with the maximum limitations on
outstanding Participation Certificates described below, the Trustee is authorized,
in its discretion, to require the Trustor to subject additional obligations to the
Trust, pay cash or securities into the Trust or purchase, through the facilities
of the Trustee, outstanding Participation Certificates.

The Trust Indenture defines obligations to include “participating interests
held by the Trustor in loans originated pursuant to the Trustor’s statutory
authority”.

A copy of the Trust Indenture may be obtained from the Trustee or the Under-
writers.

Maxrimum of Outatanding Participation Certificates

Under the Trust Indenture, FNMA, as Trustee, is empowered to issue Partici-
pation Certificates to the public, provided that the aggregate principal amount
of Participation Certificates outstanding at any one time may not exceed 80% of
the aggregate of the outstanding principal balances of the obligations set aside
for the Trust and other assets held by the Trustee. Similarly, should the Trust
be opened to an additional Trustor or Trustors, the Trust Indenture provides
that, with respect to each Trustor, the aggregate principal amount of Participa-
tion Certificates outstanding at any one time as to such Trustor may not exceed
80% of the aggregate of the current outstanding principal balances of the obliga-
tions made subject to the Trust by such Trustor and other assets held by the
Trustee attributable to such Trustor.

As required by the Trust Indenture, maximums on amounts of outstanding
Participation Certificates, including the $350,000.000 principal amount of Partie-
ipation Certificates in the Trust offered hereby (based on the not less than $520.-
000,000 aggregate principal balances of obligations subject to the Trust), have
been established by the Trustee, as follows: with respect to the Trust as an
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entirety the aforesaid $330,000,000 principal amount of Participation Certificates
offered hereby, all of which amount is with respect to the Trustor, the Adminis-
trator of the Small Business Administration. No assurance is given that the
ratio of principal amount of Participation Certificates outstanding after this
offering to aggregate principal balances of obligations subject to the Trust and
other assets held by the Trustee will be maintained throughout the life of the
Trust. Such a change may come about by the issuance of ad@itional Participation
Certificates based on additional obligations made subject to the ‘T'rust on a ratio
different from the above or because the above maximum is changed by deter-
mination of the trustee as permitted by the Trust Indenture or for other reasons,
subject always to the observance of the 80% ratios referred to above,

From the trust indenture:

Now, THEREFORE : The parties to this Trust Indenture, ia the several canacities
hereinabove set forth and described, do hereby declare and establish {he trust
provided for herein, and undertake and otherwise agree as follows:

1. The name of the trust established by this Trust Indenture is and shall be
“Small Dusiness Obligations Trust”, hereinatfer called the *“Prust”.  The Trust
shall continue and have duration so long as any participations issued by the
Trustee hereunder shall remain outstanding, not paid in accord with the terms
thereof, and so long as the purposes of the Trust shall be otherwise unfulfilled
or unaccomplished, and until the Trustee shall have made a final acconnting to
the Original Beneficinries hereunder at the time of termination.

2, (a) For the purposes of this Trust, the Trustor does hereby transfor, wign,
set over and otherwise convey to the Trustee all the Trustor's right, tive, and
interest in and to the following described obligations (inecluding the right to re-
ceive all interest and principal puyments made on such obligations on and after
May 1, 1966, exclusive of reasonuble servicing compensation in aount con-
curred in by the Trustee) :

Obligations in the following groups held by him at the close of the day preceding
the date hereof (each of which obligations has been appropriately identified
on the records of the Trustor as being subject to the Trust created hereunder)
with aggregate principal balances of not less than $520,000,000 :

A group of H5%% local development company loans originated pursuant to
Section 502 of the Small Business Investment Act, as amended, with aggregate
principal balances of not less than $12,000,000 ;

A group of 3% business loans originated pursuant to Section 7(a) of the
Small Business Act, ay amended, with aggregate principal balances of not less
than $229,000,000 ;

A group of 1% local development company loans originated pursuant to Section
502 of the Small Business Investment Act, as amended, with aggregate principal
balances of not less than $9,000,000 ;

A group of 5% business loans originated pursunant to Section 7(a) of the
Small Business Aet, as amended, with aggregate principal balances of not less
than £9.000,000 ;

A zroup of 46 loeal development company loans originated pursnant to Section
502 of the Small Business Investment Act, as amended, with aggregate principal
balances of not less than $18,400,000 :

A group of 49 business loans originated pursnant to Section 7(a) of the
Small Business Act, as amended, with aggregate principal balances of not less
than $153,000.000 ;

A group of 3%% displaced business disaster loans originated pursuant to
Section 7(b) (3) of the Small Business Act, as amended, with aggregate principal
bulances of not less than $1,600.000 ;

A group of 3% % displaced business disaster loans originated pursuant to
Section 7(h) (3) of the Small Business Act, as amended, with aggregate principnl
balances of not less than $6,000,000:

A group of 3¢5 disaster loans.originated pursuant to Seetions 7(b) (1), (2), and
(4) of the Small Business Act, as amended, with aggregate principal balances
of not less than $82,000.000;

A listing of which obligations is a part of the records of the Trustee maintained
at its principal office,

Senator Curris. And is that true of the other obligations that have
been sold?
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Mr. Barr. The other obligations were VA mortgages, sir, usually
carrying a rate of 514 percent.

Senator Cuorris. Xnd they were sold for a little over 514,

Mr. Barr. No, sir. They were sold at a little less. It ranged from
5.375 to 5.40 percent.

Senator Curtis. What obligation, if any, does the Federal Govern-
ment have, having resold or sold these evidences of indebtedness, that
it didn’t have before ¢

Mr. Barr. It has no additional obligation, sir. It hasthe money, but
it also has the guarantee of these obligations and service of the obfiga-
tions.

Senator Cortis. Well, was there any new guarantee given ¢

Mr. Barr, No,sir. There is a technical——

Senator Curtis. You sell them without recourse, then.

Mr. Barr. Yes, sir. No. They are sold with recourse because be-
hind these obligations goes the guarantee of the Congress, not in this
particular instance but in all subsequent sales, that there will be the
guarantee of the Congress as evidenced by an aﬁpropriation. Sec-
ondly, there is the guarantee of FNMA who has the right tv draw on
the Treasury for the principal and interest to pay off these obligations.
So in effect there is a double guarantee—(a), the appropriating act. of
the Congress of the United States, and (b), the ability of FNMA to
draw on the Treasury to meet the principal and interest.

Senator WirLiams. Mr. Chairman, I agree fully that this discus-
sion on the interest has no direct effect on the subject before us, if we
could have it understood that the Secretary and the Director of the
Budget would be called back at some later date at which time we could
discuss this whole problem of finance. I really thought we were going
to proceed under the resolution offered by the Senator from Florida.
If we could have an understanding that we would go into this problem
later, I would be willing to withhold this line of questioning at this
time, but I do think this is something that we should explore. I am
thoroughly convinced that under the present system we are monetizing
our Federal debt by confining our refinancing solely to short-term se-
curities, and the statistics that are furnished by the Department bear
this out, and in addition to that, it is actually resulting in us paying
more interest.

I am not unmindful that in 1961 the total interest charges were
#8,957 million. This year they are estimated around $12 billion and
next year $12.75 billion.

The Cramryan., May I just say——

Senator Wirriams. Surely this is something we should explore.
Our average interest rates on the national debt are the highest today
that they have ever been and in recent years——

Secretary Fowrer. Senator Williams, you have certainly recourse
to call the members of the Federal Reserve Board in here and examine
the why’s and wherefore’s,

The Cramman, Let me say that I personally think that we ought
to go into this and I want to go on a broader basis than that. I would
like to look at this whole interest problem.

Now, I am not too much concerned about the fellow who has got a
billion dollar corporation and borrows that money and simply passes
on the increase in interest rate to the people that do business with

64-350—06——3
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him. I am concerned about that fellow who in the last analysis is
aying all that interest—the working mun or the person who has to

gown and borrow money on one basis or another, and the question I
raise is couldn’t we better have some credit controls to limit the amount
of indebtedness that individuals would inear and have some control on
borrowing and inflation spending in that respect? Shouldn’t we even
consider repealing some of the tax advantajes we have given to large
corporations to go ahead and increase their investments? Couldn’t
we take that approach, at the same time exerting pressure to brin
interest rates down, and even instructing the Federal Reserve Boar:
by act of Congress to bring them down to where they came from
rather than have an approach that simply makes the wealthy more and
more influential and more and more well to do while the working class
of people who are paying for all these high interest rates keep getting
it heaped upon them in heavier and heavier fashion.

That is the part that concerns me, and this $30 million, this $38 mil-
lion is & very important item, but I am not as much concerned about
that as T am the more than $6 billion of differenca in interest rate that
you would be paying if you had the Truman level of interest rates
rather than the existing level of interest rates that we are paying, and
I would like to take a lTook at the whole case and i want the other man
heard but I would like to be heard. too, in connection with it, and I
would be glad to call a hearing and ge into this general subject and
cover everything the Senator wants about interest rates, and I want
to raise a few questions myself that haven’t been raised until he got
into the subject.

Senator CarrsoN. Would the chairman yield? The chairman sug-
gests we go back to the Truman administration on interest rate. YWhy
not go back on the debt limit to the Truman administration.

The Cramyan. 1f you cut these interest rates down, that might
help you get there.

Senator Curris. Would the Senator from Delaware yield?

Senator Wirriams, Sure. T yield.

Senator Cuvrris. 1 would like to ask Mr. Schultze a question.

The Cuamyan. John, if you would like to have a hearing on the
interest rates

Senator Wirnrniams. Not necessarily on the interest rates but on the
whole monetary policy. I would like to know, Is it the plan of the
chairman to hold hearings in connection with the Smathers resolu-
tion or is that going to be bypassed, and if so, when would we be hold-
ing them? That might answer alot of questions.

The Cramaran, I haven’t turned anybody down for a hearing on
this subject.

Senator Wirrraas., I wasn’t suggesting that. I was just seeking
inforination.

The Cnamran. As T say, I would like also to be in the position of
exploring the other things that are relevant to it.

Seuator Syarners, In my resolution we had interest rates there.
That is part of the resolution,

The Ciiamaran, That is right.  And may I say to the Senator that
we have had some discussion on this and we would be holding hear-
ings on it right now if he had thought that he wanted to proceed with
it as the first ovder of business,
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Now, it does occur to me that perhaps we should narrow it some be-
cause what he had in mind would cover the whole outdoors as far as
fiseal and monetary policy is concerned. He so well knows that.

Senator Smaruers. I would like on that line, if the Senator doesn’t
mind, if some day we could have an executive session and decide
whether the resolution should be modified in any form, and when we
would have the hearing. I think it would be very helpful.

Senator Carrson. Mr. Chairman, since the debt limit in the Tru-
man administration was mentioned just for the record, shouldn’t the
amount be stated? In 1950 it was $257,377 million. I realize we are
not going back to that.

The Crrairaan. I assume when the Senator talks about that he is
going to broaden the generalities. May I say, Senator, I started this
hearing by putting in the record what the debt limit was from 1917 up
to the present date. It doesincludethose years.

Senator Carrson. Good.

Senator Curris. Would the senior Senator from Delaware yield?

Mr. Schultze, referring to your statement on page 5, the paragraph
appearing at the bottom half, the first sentence says this:

. 11‘81}4 fiscal year 1966, Federal agencies pledged to save $3.5 billion compared
0 1964,

Then the third sentence says this:

On the basis of already established cost reduction goals for fiscal 1967, savings
next year are expected to increase to $3.8 billion compared to the 1964 benchmark.

And the last sentence is:

To put it another way, carrying out the level of activity proposed in the 1967
bill, it would have cost not $112.8 billion but $116.6 billion for the Federal
agencies operating at the 1964 level of figures.

Now, what Federal agencies are spending any less money in 1966
than they spent.in 19647

Mr. Scuvnrze. In 1966 than in 19642 T don’t know, Senator. I will
put the reply in general. You will not find many of them spending
absolutely less.

Senator C'vrris. Well, if you would supply them for the record.

My, Scuvrrze, Yes, sir,

Senator Curris. Would you supply for the record a list of the Fed-
eral agencies who are spending more money ?

Mr. Scrnerrze, Yes, sir.

Senator Curris. Both for 1966 and 1967 than they spent in 1964,

My, Scnvurze. Yes,sir.

Senator Curris. This pavagraph wasn’t intended to imply that these
agencies are spending less money, was it.?

Mr. Scivrrze, What it is_saying is that these agencies have sub-
stantially increased responsibilities with the growth in population
and business carried on by the Federal Government and they are carry-
ing it out with an increase in efliciency, thereby reducing the costs of
meeting that growtl in population, income, and the business carried
on by the Federal agencies.

For example, the budget originally submitfed for fiseal year 1964
was $98.8 million. This 1s the budget essentially that President John-
son was faced with when he came into office. For fiseal 1967 the Presi-
dent’s budget proposal outside of Vietnam called for an expenditure
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of $102.3, roughly a $314% billion increase, and yet over those same 3
years the cost of just increased pay and interest alone comes to more
than that.

At the same time, the Federal Government activities in the nonde-
fense sector and non-Vietnam sector are up substantially, as I say,
reflecting an increased workload. There are some new programs, and
yet this is being done with a very small increase in total outlays. The
reason for that is precise]?r in case after case there has been greater
efficiency in ca,rl'ying out higher levels of activity. It doesn’t mean,
however, that the Federal éovemment agencies are spending abso-
lutely less than they were 3 years ago.

Senator Curris. They are spending more.

Mr. Scuurrze. Correct, to meet increased

Senator Curris. New agencieshave been created.

Mr. Scuurrze. Yes, sir.

Senator Curris. Would you list all the new agencies that have been
created ¢

Mr. ScuurTzE. Yes, sir.

Senator Curtis. For the record.

(The information referred to above follows:)

Comparison of fiscal year 1964 with fiscal year 1966 and fiscal year 1967

expenditures
{In thousands of dollars}]

1966 ox- 1067 ex- Differ- Differ-
pondi- pendi- | 1064 ex- ence ence
tures 1066 tures pendi- | between | between

in 1967 | revised | in 1967 tures | 1964 and | 1864 and

budget budget 1966 re- 1967

vision
Legislativo branch_. ... .o........ 101,210 191,210| 204,665 151,512] 439,008 4-33, 153
The judiciary ... . oo..ooooolL 83, 920) 83, 920 93,421 65,810] +-18,101] +-27,602
Executive Office of the President:
The White House Office 2, 920 2,020 2, 945! 2,705 +221 +240
Executive Mansion._. 702, 702 697 662| 440, +-30
Bureau of the Budge 8, 160 8,169 9, 165 6, 638 -+1,533 +-2, 520
Council of Economic Advisers...... 746 746! 781 613 +133 +168
National Aeronautics and Spaco
Couneil. oo i 505 505, 503! 410 +-86 86
National Security Council..... 0658 658 654 515 +143] +139
Office of Emergency Planning 11, 61 11, 619, 12,980 8, 925| +-2, 604 -+4, 055
Offico of Bcience and Technology.... 1,074 1,074 1, 350, 823 +251] 4527
Special Representative for ‘I'rade
Negotiations . 574 574 76 400] +174 +17
Funds appropriated to the |
Disaster relief. . 150,461} 150, 461 43, 000) 21,101f 129, 27 +21, 809
Emergency fund for the President. . 1, 1,1 , 000! 500 4491 4401
Expenses of management improve-
MEeNt e caiane e 400, 400] 370 181 +219 +189
Expansion of defense production....| ~123,137] ~123, 137| —147, 864 00,883 —214,020; --238, 747
International financial institutions.. 10, 10, 000 80,000 111,636{ --101,656/ —31,055

Military assistance. . —210,277, 335, 217

Economic assistance 1 +4103,207] 4203, 207
Peace Corps........ 84 000 +23,603] +27,603
Office of Economic O 1,210, 000{ 1,010,000 1,600, 000|. .. .c---.. +1, 010, 000/ -1, 500, 100
Southeast hurricano disaster. 30, 000/ , 000 50000 . _...... , 000 -+-5, 000
Public works acceleration, ... 125,000{ 125, 000] 8,073 331,820] 200,820, -—323, 747
Translation of publications and
scientific cooperation.............. 247 247 243 661 —~414 -~418
Transitional grants to Alaska.. 4, 566/ 4,500 oo 19,430] —14,864] —10,430
Department of Agriculture..........--...| 6,888,648] 6,588,048] 5,798, 314} 7,806, 834| -1, 308, 210|—2, 038, 550
Department of Commerce... 808,050] 808,050] 023,421 680,344] --121,715! 237,077

Department of Defense:
Mi

uliltlary ............................ 52, 925, 000{52, 925, 000|567, 150, 00049, 759, 598| -3, 105, 402}-+7, 390, 402
civil:
Department of the Army:
Cemeterial expenses._...... 14, 819 14, 819 15, 824 10, 891 +3, 923 -1-4,033
Corps of Engincers—Civil. .| 1,215,000 1,245,000/ 1,290,000/ 1,092, 708| -+-152,202f +197,202
Ryukyu Islands, Army..... 13,034 13, 634 962! 16, 806 -3, 172 158

g 22, g 1
The Panana Canal._......./ 40, 512! 40, 512 40,13¢ 32, 569 +7, 943! 417,620
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Comparison of fiscal year 1964 with fiscal year 1966 and fiscal year 1967
expendiures—Continued

{In thousands of dollars]

1066 ox- 1067 ox- Differ- Differ-
pendi- pendl- | 1964 ex- ence ence
tures 1066 tures pendi- | between | between
in 1067 | revised | in 1967 tures | 1064 and | 1964 and
budget budget 1966 re- 1967
vision
De ‘{mmnent of Health, Education, and
............................... 7,602, 47) 7, 562, 447}10, 191, 120{ 5, 407, 732|--2, 064, 715]--4, 693, 388
Departmont, of IHousing and Urban
ovelopment. . .. iccemncnan 430,108] 586,108 ~-413,663| 328,127 --257,981] ~741,790
Department of the Interior.. 1,242,357 1,202,357| 1,322, 043] 1,123, 784] --168, 573 --198, 259
Department of Justice...._ 383,0541 383,054 404,808 327,904] 55,060 476,004
Department of Labor. 622. 018 522,018]  521,543] 370, 415] 4151, 603| 161,128
Post Oflice Departinent.. 878, 878 039 754, 629 677. 699 4300, 340 176, 930
Departmeant of State. .. 407, 293 3| 404,826 347,120f +60,107] 37,7
Troasur%‘ Department... 13, 429 43513, 420, 43514, 247 339011, 947, 34041, 482, 086 -2, 209, 960
Atomic Energy Comniission. 2,390 000] 2,390, ), 2, 764, 585] ~374, — 464,
Federal Aviation Agency._..... 750, 550 +49, 450 -}-89, 450
Genera! Services Adninistration...... .. 697, 849) 597, 849) 63‘2 988 592, 020) -+-5,829 40,
National Aeronautics and Space Ad-
ministration. ............. 5,600,000 5,850,000 5,300,000 4,170, 997(-1, 670, 003|-+1, 129, 003
Vetergns’ Administration 5,177,473 6, 327. 473 5 718, 500 6 478, 101 -150 628, 240,
Independent agoncies:
American Battle Monuments Com-
iSSioN . oo s L 2,183 2,183 2,062 1,786 $-397 +276
Administrative Conference of tle
United States. .o nocoae oot 248 248 248|..... R +4-248 +248
Atlantic-Pacitic Interoceanic banal .
Study Commission - 5,925 5, 925 0, 775 e e -+35, 925 46,775
Civil Aeronautics Board_ ... - ) 90, 566 85,219 94, 145 -3,579 —8,926
Central Intelligenco Agency - 675 67l 1,200 285 -+300/ +1, 008
Civil Service Commission - 124,084 124,084 120,065 111,418] 12,666 17,647
Connnisston of Fine Arts. . . 115 115 118, 87 428 +28
Commission on Civil Right: - 1,623 1,623, 2,802 817 ~-806] -2, 075
Commission on International Rules
of Judielul Procedure_....... ... 25 b ) I . 7 +18 -7
Export-Import Bank of Washing-
................................ —531, 621| 531,521 ~308,950| —701,784| +170,263| --392,834
I: unl Employment Opportunity
ommuission. .. ... 3,703 3,703 [ 2:11) § PR +3,703 -+5,801
Federal Developmenc Planning
Comunittees for Alasks..oo ocan.cn 150 170) e ~+150 +170
Federal Radiation Council.. 113 +113 +125
Farm Credit Administration .. -10,258 , 436 -1, 661 +162
Federal Home Loan Bank Board. .. -262 234| —262,234| —351,774] —248,420] ~13,814] =103,
Forvign Claims Settlement Com-
MISSION . s 1,852 1,862 1,984 8,024 -17,072 —6, 940
Foderal Reconstruction and Devel-
opmont Planning Comunission for 3 +8 430
...................................................... - —30 0
Fedum] Coal Mine Safety Board of
oviow. e 76] 76 6 64 +12 -3
Federal Communications Commission.. 17, 146 17, 146 17,170 16,717 +}-429! 453
Federal Maritime Administration..__.___ 3,162 152 , , 611 +541 +097
Fedeml Modiation and Conciliation
............................ - 6, 603 6,003 7,077 5,702 -+901 +1,375
Fedem) Power Commission 13, 566 , 56| 14, 342 I2 34 -1, 242 42,018
Federal Trade Commission. 13, 762 13, 7562, 13,091 12 118 +1, 634 +1,873
General Accounting Offico. . , 825 47,025 48,930 45 116 +2, 500 +(-L',_8M
Indisn Claims Commission.. 347 a7 4 204 +-83, 1
Intergovernmental Commissio
Advisory Commission on "Inter-
governmental Relations. . _....... 305 395, 418, 366, 420 452
Interstate Commission on the
tomac Rivor Basin...... 5 5| 5 ] P JORN .
Delaware River Basin Comunission. 140 140 160 153 -13 +7
Appalachian Reglonal Conumission . 1,000 1, 000, 1,100)-ccccenenn 41, 000 +1,100
Commission on the Status of Puerto
RICO. oo el 357 357, L1 [, 4357
Interstate Commerce Commission...... ) 27,208 27,746 24,378 2, 800 +-38, 367
National Cupital Planning Commission. 2,187 2,187 4,716 735 1, 452 -3, 881
National Capital Housing Authority... .| 37 37 37| 43 - -
National Capital'Transportation Agency. 3, 500 3, 500 10, 450 982 {-2, 518 +9,
National Labor Relations Board_....... 28, 497 28, 497, 30, 270] 22, 049/ +6, 448 -8, 221
National Mediation Board 2,005 2,088 19 126 4148
National Sclence Foundation 305,000 425,000, 310,072] -|-54,928] 114,928
National Commission on Food Market-
L S, y 1,402 pU.1) I +1, 462 100
Nat onal Commission on 'l‘echnology,
t tion, and E nic Progress. . 091 [111) § DO N, +691]. ... .
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Comparison of fiscal year 1964 with fiscal year 1966 and fiscal year 1967
ezxpenditures—Continued

[In thousands of dollars]

1066 ex- 1967 ex- Differ- Differ-
pendi- pendi- | 1964 ex- ence onee
tures 1066 tures pendi- | between | between

in 1967 | revised | in 1967 tures | 1064 and | 1964 and

budget budget 1966 re- 1067

vision
National Council on the Arts........._. 47| 47] LS X 1/ [RR—
National Foundation on the Arts and

-1, 500 +8,400

the Humanities. ... ...o.oooo..0 1, 500 1, 500]
President’s Commissions on Law En-
forcement and the Administration of
Justice and on Crime in the District

of Columbia. « o oemoonenoaciiaanaaoa 835 835 665] oo +{-835) +665
Public Land Law Review Commission. 613 613 1,2820 . ... 4013 -+1,282
President’s Advisory Committee on

abor-Mar t Policy. 145 145 9 113 +32 —104
Railroad Retirement Board 16, 553! 16, 558 17,200 ... 16,558 -+17,201
Renegotiation Board..... 2, 518 2, 516 2,485 2, 509, +7 —24

t. Lawrence Soaw:

Corporation ... __..._.._______.. 1,200 1,200 100 154 +1, 046 —54
Securities and Exchange Commission__. 16, 280 16, 280 17,570 14,337 -1,943 -3, 233
Selective Service System. . __.._.._.... 60, 230 60, 230 52, 949 40,936] 19,204 412,013
Small Business Administration . - g 323,378 132,933 —177,520] —456,311
Smithsonian Institution___..___________. b , 42, 684 21,701 +18, 771 420, 803
Subversive Activities Control Board 4 475 280 348 +127) =
Tarifl Commissfon..__..... ... 3,437 3,437| 3, 551 2,932 +505 +619
Tax Court of the United States. 2,200 2,200 2,325 1,928 -+272 +397

U.8. Arms Control and Disarn
6, 195 +2, 705 -+3, 205

Agency 00 9, 400
U.8. Information Agency...__ --| 170,838 170,838 178,778 161,109 490,720 17,669

Tennesseo Valley Authority. . ..._.__._. 57, 000 57, 000 84, 000/ 59, 201 —2,201] 424,709
U.8. Study Commission, Southeast

River Basins.... .. oo 165 ~-165 -165

.S, Study Conunission, Texas.. P 5 -5 -5

Water Resources Couneil. .. ____.__. _. 203 293 2,502 ... -+203 2, 502

District of Columbia (Federal funds). .. 64, 820 64,8201 111,428 57,474 +7,385] <-53,952

Mr. Scirvrrze. The major one was the establishment of the Hous-
ing Department.

%exmtor Curris. And the Federal Government has been expanding
into new areas, too.

Mr, Scuvrrze. Either that or in areas where it was before, it has
additional programs. That is correct, sir.

Senator Cortis. So all this paragraph amounts to is a claim that
we arve operating more economically.

Myr. Scuvrrze. That is correct. I agree again with your facts but
not your interpretation. You say that is all that it amounts to. Gen-
eral Motors, for example, if we are sticking with General Motors,
has increased employment, increased activity over the years, but it has
increased its productivity. That increase in productivity; namely,
doing more work with a smaller increase in people than work, is some-
thing to be proud of, to point to. It is the source of our increase in
living standards in the private sector. I think it is an important thing
to point out in the-——

enator WirLiams. And they did it with a surplus rather than a
deficit. I see they operated during those years with a substantial
surplus.

Mr. Sciiureze. If they put their investment expenditures into their
profit and loss statement, I am not sure they would be operating at a
surplus, and we put our investment expenditures into our profit and
loss statement.
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Senator Curtis. It is a little bit hard for me to understand just what
this paragraph means. I hate to go back home and tell my people,
when they see new agencies everywhere they look, all around them,
when they see Federal Government spending money for every human
activity imaginable, and then tell them that the Government is oper-
ating with a saving over 1964. The fact of the matter is the Govern-
ment has grown— .

Mr. Sciiuvrze. Correct, sir.

Senator Curris (continuing). Tremendously.

Mr. Sciiorrze. As the Nation has grown. That is correct.

Senator Curris. Well, not necessarily. The Government has grown.
It is doing things for people and for groups and for cities that it never
did before.

Mr. Sciivnrze. That is correct, sir.

Senator Curris. And our people see those things. They see the
money spent in a community, the increase in the number of Govern-
ment employees, activities in the field that the Federal Government
never got into before, and this paper argument here, about operating
at a savings over 1964, would require considerable qualification, I
would think.

Mr, Scavrrze. You might also point out, Senator, when you are
pointing these things out, that over the 3-year period involved, from
1964 to 1967, outside of the cost of the Vietnam war, Federal expendi-
tures have gone up to the neighborhood of about $4 billion, slightly
more than 1 percent a year, compared to a much larger increase in
every other indicator of the activity in the American economy. It
seems to me that it has gone up, there is no question, there are new

rograms, meeting very important needs, but the savings have made
1t possible to do that at a much lower increase in Federal expenditures.

Let me illustrate—

What happens in this case is that——

Senator Curris. How much less does it cost to deliver a letter now
than it used to? -

Mr. Scnurrze. I don’t know. I would have to take a look. The
productive figures, the output of mail delivered per man has gone up
in the Post Office Department. I don’thavethe exact——

Senator Curris. Postal rates have gone up, too.

Mr. Scnurrzz. Correct. Since 1964. Not since 1964——

Senator Cvarrs. Postal rates arve not in the budget.

Mzr. Soirurrze. They net out. In other words, the expenditures are
in, the receipts are in, and they net out to whatever the postal deficit
is. But the savings are spread throughout the Federal Government
and they are generally the summation of a number of small savings
g1 the big numbers. I can give you some examples if you would like,

enator,

Senator Caruson. I regret to break in but what would the Post
Office deficit be on January 30, 1967 ?

Mr. Scuurrze. There are two, essentially two definitions of the
postal deficit, one of which I can give you now. This is simply the
excess of expenditures over receipts; $755 million estimated for 1967.
However, of that——

Senator Carrson. As of June 30, 1966.
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Mr. Scuuorrze. The figure for 1967. You want the 1966 one? Itis
$878 million. :

Senator CarLson. $878¢

Mr. Scnurrze. Correct. Now, in turn, however, the Congress by
statute has provided that only a portion of that shall be charged against
the profit and loss statement and part of it will be a deliberate subsidy
of particular groups of mail recipients.

enator CArrLsoN. Now we have reference to public service.

Mr. Scuaurrze. Correct.

Senator Carrson. This, of course, does not include, or does it in-
clude, anticipated pay increases?

Mr. ScHULTZE, J;'es, except on a January 1 effective date rather than
July 1 effective date.

Senator CarLson. $400 million.

Mr. Scnurrze. Yes. Notall that is Post Office.

Senator CarusoN. That is right.

That is all.

The CuAIRMAN. Senator Anderson.

Senator Anperson. Well, on this question of whether the debt is
permanent or temporary do I understand you don’t mind it being
changed to a permanent basis? I ask that because in 1963 I made a
motion in this committee that you increase the permanent ceiling from
$285 billion to $300 billion, and the chairman of this committee at that
time was—he was a very fine citizen, a very fine chairman, but he was
quite upset by the suggestion. Do you object to turning it up to a
recent figure ?

Secretary Fowrer. No, sir.

Senator Anperson. I am going to vote to give you an extension of
this debt limit. But I do believe there are places where money could
be saved that might help. The recommendation by Chairman Long
is a very good one. The things in the medicare bill regulations which
are very costly, should not be there; for example, depreciation on gifts.
If a hospital costs $10 million, part given from Hill-Burton funds,
they are still allowing depreciation, even accelerated depreciation, on
Federal funds. I hope that can be stopped. Many of us do.

We had an agricultural program the other day that provided for
extension of payments to people who never even planted their crops.
Senator Williams and I tried to help, but that is impossible. Those
things really throw the budget out of balance, don’t they ?

Mr. Scnurrze. They are characteristic of it.

Senator AnpersoN. I do hope we have this hearing on the 414-per
cent limitation. I think it is strange that men throughout these days,
with opportunities to buy bonds guaranteed by the Federal Govern-
ment—three-quarters of a percent permanent interest, a very high
figure—I would like to see it come down,

The CaairMAN. Senator Carlson ?

Senator CarrsoN. I would like to ask the Secretary if he is con-
cerned with what I believe to be an inflationary trend that really can
have disturbing effects not only on the national debt limit but expendi-
ture of the Federal Government. Ave you concerned about it? What
can we do to prevent it ?

Secretary Fowrrr. Yes, I am concerned about it, Senator, and I
think one of the first and most important things to do to prevent it
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would be to hold down any increases in the fiscal 1967 budget that are
in excess of the President’s recommendation.

Senator CarusoN. What about the trend nationally in regard to
wage increases? We have contracts recently entered into that exceed
the guidelines? The Director of the Budget, who has been before
our committes dealing with Federal employees, stressed the fact that
we must hold pay increases down to 2.89 or 2.9; yet I notice last week
that Western Union made a settlement of 4.7. I notice while the
contracts have not been signed that a commission or at least individ-
uals appointed by the President on an airline pilots’ contract, it is 5
percent. Isthat of any concern?

Secretary Fowrer. It is a matter of very great concern. I think
the pattern of wage increases in any important sector, particularly
the negotiated ones, which exceed tﬁ’e general levels of 1ncreases in
productivity, whatever they may be in a particular case, is a serious
matter and does give inflationary bias to our economy.

By the same token, if prices are increased, or ify prices hold to the
same level, despite increasing productivity and increasing profits and
some share of those profits are not shared with consumers and pur-
chasers of the products, that, too, tends to—in an overall sense—de-
stabilize our so-called price-wage pattern and ‘eads to inflationary
pressures. These are very serious things and no one could gainsay the
fact that they present a disturbing phenomenon.

I would only comment that since the last time I appeared before
this committee, we have been encouraged, at least in a short term sense
to see the wholesale price index remain fairly constant—indeed, de-
cline slightly. I Woulljd say it has held stable in the last 4 months.

Senator CY\RLSON. Would that be true of the retail price level ?

Secretary Fowrer. No. The so-called consumer price index has
continued to increase. However, this has been characteristic of the
Consumer Price Index prett mucil all the way back through the years.
Many people believe that there is a built-in inability in the index to
reflect changes in quality. My own preference in terms of measuring
changes in price movements is to looll?: at the wholesale price index.

Senator Carrson. I have noticed that it has been the policy of the
Government and the Administration to use wholesale prices but that
is not what the consumer or individual buys on on the open market,
and I think it must be generally agreed that there have been some
rather substantial increases in retail prices.

Secretary Fowrer. There have been, Senator. I think there have
also been increases in the quality of the goods, a given item, that the
change in the price index does not reflect. I think this is generally
understood that the Consumer Price Index does not completely reflect
those changes in quality. So my own preference in appraising this
situation, agreeing that it is not the way the consumer looks at it, is
to look at the wholesale price index.

Senator CarcsoN. The reason I mention it, and I do happen to have
some knowledge of and interest in the pay increases for Federal em-
ployees, it has been stated at the present rate of increased costs, con-
sumer costs, by October 1 we should reach a 3I}percent increase in
consumer costs which would automatically give Federal employees &
3-percent increase. I mention that because it was brought out in
our hearings, and I remember it, and there is a general——
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Secretary Fowrer. Well, this is undoubtedly a factor to be taken
into account. I also think it is desirakle to try to hold the overall
total of expenditures in the budget down—at least to the levels that
were recommended. These two factors are weighted differently by
different people. I think it is a very desirable thing to hold down
the level of expenditures in the non-Vietnam sector of the budget.to
the originally projected figure. ‘ ,

Senator CarusoN. This is probably not the place to bring it up but
I assume as the chairman has stated that we might well hold a hearing
on our entire fiscal problem which gets into costs of Government, also

ets into balance oip payments which doesn’t seem to be improving at
the present time either. :

Secretary FowrLer. No,siryit does not.

_ Senator Smarners (now presiding). Senator Hartke,

Senator Hartee. Mr. Secretary, do we have any real hard evalua-
tion at the present time as to the length of the war in Vietnam in
regard to how it is going to affect the budget ¢

» __Secretary Fowrer. I have no hard impression of that, Senator
Hartke, .
_ Se?nator Hartxe. Do they anticipate it will be a short war or a long
war

Secretary Fowrer. I have no particular view or feeling. I think
that is a matter that the Secretary of Defense and the Secretary of
State are much more cognizant of.” Perhaps Director Schultze might
wish to comment. ~

Mr. Scuovrze. My comment would be the same as the Scoretary’s.
I think, as you know, Senator, for pur]ioses of making up the budget
an assumption had to be made about the war. That assumption es-
sentially Involved continuation all the way through fiscal 1967.

. Senator Harrke. That estimate which is based through 1967: is it
based on a troop commitment of 200,000 or 400,000 men ¢

Mr. Scuuvrrze. A specific number, Senator, I am not in a position
to indicate. ‘ :

Senator HarTre. Because of security reasons? -

Mr. Scaurrze. Well, there are security implications, but also, as a
general proposition, you can’t tie the budget that ‘closeiy to a specific
number of men overseas. In general, budget estimates relate to over-
all Armed Forces manpower levels more than they do to oversea
developments. _ :

Senator Harrre, Well, General Westmoreland stated that he ex-
pects the buildup to be to 400,000 troops in Vietnam. How can you
submit a budget estimate on the cost of Vietnam when you say you
have uncertainties, which would make it possible to come to within
f,‘ny ?degree of accuracy, without making some assumptions along this

ine? . . ,
Mr. Scuurrze. My point on that is the Secretary of Defense has
explained in gessions, with the committees of the Congress the assump-
tions on which the budgets were made up in some detail. Those were
appropriately classified or not classified as the case might be, and I just
wouldn’t feel free to go into speculation with respect to the particular
buildup in Vietnam, ' o . ’ S '
. Senator Harrke. Well, let me ask you, is a supplemental appropria-
tion now being formulated or being worked on either to your direct

knowledge or indirect knowledge?’
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Mr. Scuuvrrze. I have no indication of changes in the budget esti-
mate that we now have at this time, T o

Senator Harrke. I didn’t ask about changes in the budget.

Mr. Sonvorrze. That is what I mean by:a supplemental budget esti-
m&be. g B

Senator Harrke. I understand that. I am trying to find out
whether or not there is any preparation of figures whatsoever in regard
to supplemental appropriations. . ‘

Mr. ScuorLIZE. A%am on this, all I can say to the best of my knowl-
edge, is “No.” But I simply don’t want to speak for the Secretary of
Defense on precisely what contingencies he is planning for. I simply
don’t know at this time.

Senator HHarrke. I am not talking about speculating, and I am not
talking out of school when I say that in the public testimony of Secre-
tary McNamara, he ‘})lans to increase our total military personnel to
2,087,000 by the middle of this year, and plans to add 160,000 in addi-
tion to that by June 30, 1967. ~This represents an actual increase of
425,000 troops from May of 1965. -

Now, has that increase in military personnel been taken into con-
sideration in yourgldget preparation ¢ :

Mr. ScauLrze. “Yes, sir, the budget was presented in.terms of the.
total increase in military pewsormel over-and above what was pre-
Vietnam. The 1967 budgef was based on an increage of 440,000 mili-
tary' personnel from #ffe end of fiscal 1965 to the endth of fiscal 1967.

genator Harreg/Did you also include jn that the addition of 100,000
civilian personne¥for the Military Est{blishsaent, ? o

Mr. Scnurrgh. Yes, sir. sonnel for thy Defense
Establishmeng, both for-the mili asg/in Vietnam R{nd for
substitution Af civiliayf for milif i
Secretary ig carryin%o S oretaley

Senator Harrks. So,
in total pexysonnel we

Mr. Scupurze. Inyt
Senator [HArTKE. \All Pig n-reg : am itselfland
in regard tp the troo pire gmiliay fv stimates which

have been {nade as : iljtefy personnel, operation/and
maintenandg, and %5 ;
Mr, Scuturze. Yes, si
Department s & whole$
enator HARTRE. For Vietna Isn’t
- it true that we Qave a budggt which wa¥ subnlitted/in two parts, one of
them without Vietnam and The er a)separmtd increase, rgfiuirement
due to Vietnam ¢ . C
Mr. Scaurrze. Noygir. What we did was to estimpt€ for purposes
of clarification in the bitdget what the overall addjt6nal cost of Viet-
nam was, but the specific &ppropriation aocsetfits that were set up
along the lines of procurement, operation, and maintenance did not
break Vietnam out separately. . - . :
Let me doublecheck that.” Mr. Cohn {)roints out, of course, that
there was a supplemental for fiscal 1966. You are talking about 1967.
Senator Hartgs. That is right. _ . :
Mr. Scuurrze. For 1967, they were to&ether. In other words, op-
eration and maintenance, procurement, the whole Department of De-
fense operation. .
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Senator HARTEE. Yes, but when you submit, these figures, you say
without Vietnam it would have been about $10 billion Tess?

Mr. Scuurrze. $10.8 billion.

Senator HARTEE. $10.3 billion less in expenditures?

Mr. Scnuirze. In oxpenditures, not appropriations.

Senator Harrke. I understand. So really, what you said, your
estimate of the cost of Vietnam was $10.3 billion,

Mr. Scuorrze. That is correct. Including AID, the number turns
out to be $10.5 billion,

Senator HarTre. That is because you have about $527 million I
think in military assistance—I mean, in foreign aid assistance.

Mr. Scuurrze. Foreign economic aid, about $200 million of which
is additional. That is right.

Senator Hartge. Yes. So now what you have is a figure of $10.3
billion based on current estimates, but that is also based on the basis
of 200,000 men, isn’t it ¢

Mr. Sonvrrze. No, sir; let me make myself quite clear. The esti-
mate for the Defense Department budget including the Vietnam in-
crement submitted in January of this year, provided fully for the
costs of adding to the Armed Forces 440,000 men over the June 1965
level. Military gersonnel are paid, clothed, fed, and so on whether
they ~re stationed in the United States, or overseas.

S}(’anator Harrre. In other words, you contend that the $10.3 billion
includes the total cost of Vietnam at tKe present time?

Mr. Scuurrze. I am saying it is the best estimate of added costs
that we could make, given our assumptions with respect to the dura-
tion, scale, and intensity of the conflict.

* Senator Harrre. And the assumption of an increase, as General
Westmoreland said, is to 400,000 troops.

Mr. Scriorrze. The specifics with respect to the number of men oper-
ating in Vietnam and with respect to the intensity of the conflict I am
not in a position to give you. I can only relate our assumptions con-
cerning the overall size of the Armed Korces and the arbitrary end
date for the conflict used for planning purposes. This is what was in
the budget.

Senator HarTke. Mr. Schultze, I am not trying to have you reveal
anything out of secrecy. The only thing I am trying basically to show
is that in spite of the fect that you have come up with $10.3 billion, a
more nearly correct figure for this year would be probably in the neigh-
borhood of about $20 billion. I don’t expect you to accept that or
agree with me exactly, but I want to take you through the process here
to try to establish some of the basic elements of where we are going.

Now, are you familiar with the Fortune magazine article which was
done by a team consisting of Mr. William Bowen, who is the promi-
nent professor from Princeton and now editor there; and Alan Green-
%sz, president of Townsend-Greenspan & Co., consultants; and

. Bernard Nortman, independent economic consultant; Sanford S.
Parker, of Fortune’s economic staff; and Research Associate Karin
Cocuzzi. Are you familiar with that article at all?

Mr. Scuurrze. I know of the article; I have not read it.

Senator Hartke. Just for the sake of this discussion, let me point
out that according to the article, the present rate of expenditure for
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200,000 troops is costing us $2,275 million. Operation and mainte-
nance costs about $3,315 million. Procurement, $4,400 million, which
leaves alone for military operation in Vietnam at the present time, a
total of $10,440 million. Then you have an additional building of
personnel construction there of about $1,400 million, which leaves you
over $11 billion. But just taking the military construction portion out
of it, this gives us an estimate based upon their analysis of the actual
figrures of over $10,400 million, which is very close to your estimate of
$10,300 million; isn’t that right ¢

Mr. Scuurrze. All1can sy is the two numbers you cite are the same,
but what the implications are I don’t know.

Senator HArRTRE. I understand that, but the point of it is that if you
increase that to 400,000 troops, which is the number which General
Westmoreland indicated he was interested in having, and which ap-
parently we are well headed for even though it would be done on &
gradual level, this means that we would bring the cost to $20 billion by
September 30), 1966.

Now, would you say those estimates are wrong ?

Mr. Scirviaze. Al T ean say is that I am not familiar with the For-
tune estimates, and the estimates we have in the budget do provide for
the total military personnel increase of 440,000 by the end of fiscal year
1967 and for some increase in the level of intensity of the war through
July 1, 1967, should :hat be necessary. The estimates represented our
best judgment of the added budget costs clearly attributable to the
Vietnam conflict as ‘we foresaw the course of that conflict in January.
That is essentially all 1 can say.

Senator Harrke. All right.

Mr. Scuurrze. Remember also, Senator, that since we started our
military buildup in Vietnam, the scale of the Vietnam conflict has
increased. The additional a¥propriations requested are some $23.5
billion. The spending out of that comes through, as you know, as
you go through time——

Senator Harrxe. I understand.

Mr. Scnurrze. And the budget fully provided for very substantial
increase for this ﬁnnncin% along the lines I have indicated.

Senator Harrke. But the point still remains that if these figures do
not include—and I do not think they do, but you say they do—the cost
of 400,000 military troops, then this means that the esimate is going
to be a low by roughly about $10 billion. This means that it is goin
to cost about twice as much for the Vietnam war on the annual leve
than it has during the past year, isn’t that right?

Mr, Scuraze. Senator, if you look at page 76 in the budget, the
budget document, you will find a statement labeled “Summary of
Active Forces.” Thisisa document published along with the budget.
That shows that the actual troop strength, not Vietnam, total troo
strength of the U.S. Defense Establishment is 2,653,000 on June 30,
1965.

Senator HarTke. Two million what ?

Mr. Scrrvnrze. 2,653,000,

Senator HArTkE. In June 1965.

Mr. Scniorrzr. That is right; June 80. And on June 80, 1967,
which is the year the budget refers to, it moves up to 8,090,000, an
increase of 440,000 men.
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Senator Harrke. I said 425,600,

Mr. Scuurrze. Thisis 440,000.

Senator Harrke. So I am 15,000 men off.

Myr. Scrurtze. All I am saying is that was laid out in the budget,
and that is what the budget numbers support.

Senator Harrxs, That is what I was trying to get back to. The
point about it is, if you just take the figures in the article, which I can-
not find uny error in, and which I have gone over rather extensively,
they point out at the present level with 200,000 men and with 2,640,000
people, total military personnel, that the annual expenditure for Viet-
nam will be $10.400 million with 200,000 men in the field. If those
figures are right, increasing that figure to 400,000 men in Vietnam
would mean that the cost of Vietnam, instead of being increased to
$13-plus billion, which is anticipated for 1967, is probal;iy going to be
closer to $23 billion.

Mpr. Scaurnrzr. Senator, I don’t know how to——

Senator Harrke, You don’tagree. All right.

Mr. Sentvnrze, All I can say is that we have taken our numbers from
the estimates of the Secretary of Defense.

Senator HArTKE. One other point. Does this take into considera-
tion the fact we have been using stockpiled materials, stockpiled am-
munition, and that we have been using personnel which has been in
reserve here in the United States for ot}xer purposes? Does the in-
crease in Vietnam take that into consideration? The fact that we
have been living out of the warehouse, so to speak, on men and
material ?

Mr. Scnunrze. No, sir. They ave already in being and we don’t
have to buy them additional. Of course, the budget provides for
needed replenishment of stocks drawn down.

Senator HarTkEe. I know that, but when we started this war in
Vietnam, and when this question was raised and brought out in some of
the committee hearings, for example, that we had a shortage of hombs,
and the rate of ammunition used, it was brought out that a lot of this
was used out of the stockpile, the so-called warchouse facilities.

Mr. SciiunTzE. Yes, sir.

Senator HarTkr. Has that been taken into consideration?

Mr, Scuvrrze. Taken into consideration ; yes, sir.

Senator Harrke. And it is reflected in the budget itself?

Mr. Scuurrze. Yes. The whole procurement that is necessary to
carry on activities, including what happens to stocks and the buildup
of those stocks.

Senator HarTkE. But, at the present time, as far as the financing
is concerned, all you are doing is making an anticipaiion through
1967,is that right ¢

Mr. Scrurrze. Through the full fiseal year. Let me, of course,
point out as we pointed out in the budget, and I think I said in my
testimony, admittedly these numbers are uncertain.

Nobody can sit here and predict the course of events over the next
year. The budget figures may be wrong. If truce breaks out, they
may err on the high side, and clearly if it turns out to be necessary to
extend the length of the war, they will err on the low side. But there
are great uncertainties and I can’t pin them down.
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Senator HarTrE. If you have peace, hopefully they would at least
cut down on the amount of money that is %eing spent in that part of
the world.

Secretary Fowrer. I think that what the Director wanted to under-
line is that the assumption that combat operations would terminate on
June 30, 1967, which I believe Secretary McNamara has indicated
is one of his underlying assumptions, that assumption can be tested
and determined witﬁ’ much more assurance later on than right now.

Senator Harrke. I didn’t understand that. You said his assump-
tion is that the war would be terminated by June 80, 1967 %

Secretary FowrLer. The funds he is asking for are based on that
assumption. If that proves not to be a reasonable assumption, as
events go on, the amount of funds requests might have to modified.

Senator HarTke. But there still is no estimate as to the length of
the war other than just merely budgetary ones through 19674 June 30.

Mr. Scirurrze. Correct, sir.

Senator Harrkr., Most of what we are doing, then, as far as Viet-
nam is concerned, is sort of an exercise in futility here in going over
these figures, is that true?

My, Scriunrze. No, sir. I don’t believe it is an exercise in futility.
I think we are making the best estimates that can be made at the
moment.

Let me point out that what has been done here is to provide what
is necessary to meet all of our obligations and commitments. As
things develop and we have to change assumptions, we will, but at
this stage, it seems to me, not a futile exercise, but an exercise in going
through what we cannot foresee.

Senator Iartke. All right. Aside from Vietnam for the moment,
T would like to take up one thing which Senator Williams was talking
about on these participation certificates. I do not know if Senator
Williams asked this question, but has not the sale of these participa-
tiong been somewhat slow ?

Mr. Scrivrrze. No, sir.  Mr. Barr may want to elaborate on this,
but—-

Senator Harrxe. Did you ask that?

Senator Wirrianms. I asked the question, but the chairman answered
it. I don’t think the director has had an opportunity yet. I would
be glad to hear from him.

Senator HARTKE. Are you the chairman now ?

Senator Wirr1ams. No. Senator Long gave his answer in the record
but I don’t think that the Department answered.

Mr. Scnionrze. Your question, Senator Hartke, was have they been
slow, isthat correct ?

The FNMA participations up until last month over the life of
the program ]m(i amounted to $1.6 billion, I believe. There have been
no occasions in which they have been slow. Last week FNMA con-
cluded another sale of $530 million. The distribution of those securi-
ties have gone quite well, although there still may be some not yet
distributed.

Mr. Barr may have an up-to-date figure, but I think they have been
.quite well

Mr. Barr. $40 or $50 million of the $430 million aren’: sold.
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Senator Harrke, The New York Times yesterday said the 1980 issue
was sluggish or sticky, I have forgotten which word, one of those
terminations. Is that a correct statement? Usually the Treasury
gives the New York ‘Times correspondent the story to use, and I just
wondered whether that was false or not.

Secretnry Fowrer, Senator, that is one statement that I want to
correct. 'There is an awful lot that appears in the New York Times
that doesn’t come from the Treasury.

Senator Harrxe, 1 haven’t found very much in the {inancial field
that hasn’t been said to them, and I just wondered if they had been
given this information and if they had reported it accurately.

I reand where they predicted the outcome of the action I had asked
for after one of the heavings 1 held in the Finance Committee. It was
predicted what. was going to happen in that. committee. I was glad
to hear it. 1 thought there was o chance for my import resolutions
being reported. But this suved me u lot. of time and a lot of work., 1
just. wondered if this was the same type of reliable information that
Wil

Secretary Fowrer. Your reading of the Times and mine are quite
different.

Mr. Barr. Senator, if I may comment, if the Times reported that,
they were in error beeause the Jong issues in 1079, 1980, 1981, were sold,
almost at once.

Senator Hawrxe, Muaybe 1 had the year wrong, but I thought it said
1981, maybe it snid 1980 issues,

Mr. Bare, No, 'There were threo issues out. of the long area, 1979,
1980, 1981, if I remember correetly, and then there were five issues in
the short avea, 1967, 1968, 1969, 1970, and 1971,

Sonator Hawrke. 1 should have brought the article with me, and
then there would not have been any question. They did use the word
sluggish, did they not ¢ Huave you read it.¢

Mpr. Bari. No, I didn't read thearticle.

Senator Harrke, You ought to read the New York Times, It is a
good paper,

Senator Winrians, If the Senator will yield, T think he will find
Secretary Bare is correct, that the 1979 and 1981 issues were sold out
promptly at about. 5.0 pereent. yield, and they are noncallable Govern-
ment-guaranteed bonds, which s about seven-tenths of a pereent, higher
than tho prevailing rate had the Government. financed t%nem diveet, T
made that. point. earlier. 1 think the other issues ave practieally sold
and they were 534 percent, which is o rather liberal yield for a Govern-
ment-guaranteed bond.

Senator Harrxe. Well, maybe T ean ask either the Secretary of the
Treasury or Senator Willinms what is the estimate of the increase in
interest costs as a result. of this type of finaneing?

Senator WinLiams. I would like to hear the Sceretary answer be-
causo he hasn't had a chanee. T tigured it ot to be $38,6:40,000 more
than it. would have cost. when T compared with Government bonds
of the sama maturity, as quoted the same day that this sale was made.

Now, that is one of the points that the Secretary didn't get a chance
to comment on.
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Seceretary Fowrer. I haven’t had a chance to compute the difference,,
Senator. So I have no reason to quarrel with your appruisal,

Mr. Bare, The Senator from Delaware is we?'l acquainted with agri-
culture, I am sure, and I would like to point out. that the Bank for
Coops this last quarter issued securities in the amount of $605 million;
the Federal intermediate credit banks sold $1,001 million, the Federal
Land Bank $517 million, and the Federal Home Loan Bank Board
$2,606 million. All of these are rather closely related, I would think,
to the aren of the market that we are talking about, and they are pay-
ing approximately the same prices.

enator Winrtams., And dml. is the point. that I made when this bill
passed, that you would have to pay about the same rate, and these are
direct Government-guaranteed bonds. This is an expensive way to
financo the GGovernment and it is something that yon should have
known becauso historic record bore it out based on all your expend-
itures,

Mr. Banr, The only point T am making is that I would be the last
one to recommend that we throw this $2,006 million Federal ITome
Loun Bank Board and, roughly, $2 billion in the agricultural avea,
back into the budget of the United States and rnise the money through
our goneral line of credit or through taxes.

Senator Winrtasms. That was not the question that I asked, nor is it
the question that the Senator from Indiana asked. Wo are both dis-
cussing the sales of assets as the result of a bill pussed by Congress in
May 1966, and that is the first time you had the authority {o sell an
small business obligntions, You sold them. Your experience has 1t
that it costs you about seven-tenths of a percent more. Now, do you
dispute that fact?

Mvr. Bare, No, sir,

Senator Winntams, And that is what we ave talking about. Based
on the experience with the others is the reason that some of us said it
was going to be more expensive,

Sceretary Fowner, Senator Williams, T think the record ought. to be
clear that assets of the Federal Government of this general character
hava been sold directly beginning in 1954-55, and at various times in
intervening years,  What the act in question that you referred to does
is to facilitate a better method of disposing of these assets by pooling
them, and disposing of them against a pool of assets rather than di-
rectly. It wil{ prove, 1 believe, over Hmﬁong run to be & more eflicient.
and a less costly method of disposing of these assets.

Senator Wirnriayms, Well, T will quote from your letter of January
27. Tho last paragraph on the first page:

In the past several years tho government-wide effort has been made to sell
assets including loans and mortgages from the portfolios of federal agencles to
provide the Investors. I'ublic Law 88-560 approved September 2, 1064, vested
fiduclary powers in FNMA to provide means of substituting the funds of private
investors for the U.8, ‘Mreasary fuvestments in mortgages owned by FNMA or any
other United States agencey, and this was done in ¥ebruary 1064, and it was ex-
panded in May 1900,

Now, I am not arguing the merits of the principle. They are the
same and I opposed this principle as being an excessive cost to the
Government, '&‘hut, sume position was taken solidly by the member-
ship of the Democratic Party in the Senate in 1958. I was with them,

04--350—0—4t
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as one of the minority. I still take the position that it is a more ex-
pensive way of financing the U.S. Government. I am only (Luoting
what you gentlemen said when the Republicans were in power but the
party hassince switched positions. - ' :

Secretary Fowrer. I wasn’t here, Senator Williams.

Senator WiLriams. Then your predecessors.

Senator Hartxe. Well, Mr. Barr, I think you are the expert in these
participation certificates, and a good friend of mine from Indiana, so
we can kind of talk man-to-man.

Isn’t the money market extremely tight ?

Mr. Barr. Some parts of it are extremely tight, Senator Hartke,
Some of the short areas are tighter than the rest of the market.

Senator HarTke. And the reason that you have to pay these high
interest rates is very simple. The fact og the matter is that money,
like any other commodity, when it is in short supply can ask for a high-
er price.

E’Ir. Bagrr. Senator Hartke, the money supply has increased rather
substantially this year. However, supply is a relative factor. You
have to equate it with demand, and demand has just been staggering,
especially from industry as it tries to increase its plant capacity. That
brings great pressures on the market. However, the supply by any
historic standard has been very large.

Senator Harrke. I understand that, but one of the problems still
is that you wouldn’t have this high a return on the interest rates if
you had an easier money situation. -

Mr, Barr. That is correct, Senator Harke. I think, however, if we
had an easier money situation today, it would not be translated into
additional production, but would be translated into higher price.

Senator HartkE. I wasn’t going back into the economic theory. I
was just going back to the question that we are still where we are.

Mr. Barr. Right.

Senator Harrke., But did you sell all of these, this last offering, at
the—this last offering that you had—when was it last week?

Mr. Barr, Yes.

Senator Harrke. You sold everything ?

Mr. Barr. Everythingsold. The last report I saw was Friday night,
Senator Hartke, and there was only $30 million to $50 million left.
They are probably gone today.

Senator Harrke. If they were not sold last week——

11‘\14}. Scuurtze. As far as the Government is concerned, they are all
sold.

Senator HarTKE. Yes, I understand. Technically, they are all sold,
but they have not been picked up in the marketplace.

Mr. Barr. Thatisright.

Senator HarTke. But the truth of it is that you are paying a highe-
rate of return, as Senator Williams indicated, than you are on normal
obligations of the United States, which is adding to an increased cost
of running the Government ; isn’t that right ?

Mr. Barr. Senator Hartke, there are all sorts of ways of looking at
this. As I have tried to say, it seems to me the Congress has followed
the thesis that in the farming area, in the housing area, and in other
areas where benefits do not go to everybody, it has been clearly under-
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stood, over the years, that these operations pay the going rates in the
market. Thatis all we are doing here. So I don’t think you can equate
it, Senator Hartke, with the cost of Government obligations which
you, as a member of the Finance Committee, control through the taxing
mechanism, and through the public debt.

Secretary FowLer. Sometimes some of these special facilities are
provided by the Federal Government for these special sectors and
are stipulated by the Congre_s to be available at 3 percent, something
far less than the going rate of the cost to the Government. It is an
element of subsidized credit. Some of these, too, will be included in
‘these participation sales, but always, after this fiscal year, pursuant to
determinations made through the appropriations process of the Con-
gress, So to this extent, I think we are dealing with a special area of
Government financin which, for one reason or another, Congress
has decided to break channels from the private credit market to these
special credit demands. And in the process of doing so, sometimes the

overnment, ir. effect, passes on the going rate. In other cases, it sub-
sidizes the rate, but in either event, we think this is a move to improve
the efficiency and the methods of enabling private credit to participate
at least, in carrying the assets. '

Mr. Bare. Senator Hartke, in support of what the Secretary says,
one reason SBA is out money was Hurricane Betsy, which occurred in
the State of the chairman, Louisiana. Substantial volumes of loans
were made at rates ranging from 3 percent to 373 percent.

Senator Hartre. Now, I didn’t say a word during all these replies
for the very simple reason I didn’t want the Chairman here to repri-
mand me for trying to interrupt an answer when it was in response to
a question. The question was a very simple one, and that was the
result of an action, and I got a reason which was the reasons for the
action, not the results, Aﬁ I said and all T asked was a very simple
question which you said you had several ways of looking at. I cannot
see but one way of looking at this fact of life, and that is that this has
resulted in an increase in the cost of operating the U.S. Government
which, in turn, has resulted in an increase to the taxpayers of what-
ever the difference was in the rate which you could guwe borrowed,
usinig general obligations of the U.S. Treasury, and what was the
resulting price from the sale of these participation certificates.

I think this is the question that Senator Williams asked a while ago.
I know that the Treasury fears we are trying to get an answer which
coincides with what we think the facts ave, but if that is not the truth,
then you show me where it is not the truth.

Mr. Barr. We are not disputing that it is cheaper to borrow di-
rectly through the Treasury. That is the fact. The figures stand for
‘themselves. :

Senator Harrke. Exactly.

Mr. Barr. What we were trying to get on record, the reason for the
action.

Senator WiLriams. Do I understand you now agree that the sale
last Friday will be about $38 million more expensive to the U.S. Gov-
-ernment than it would have had it been financed the other——

Mr. Bagr. I would supply that for the record. I am not certain.
You must look at this in another way, too. You gentlemen have the
power to raise tax money in this
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Estimated additional cost of June 1966 FNMA participalion certificates over direct
Treasury borrowtng

{In millions of dollars)
Intorest cost
Term Amount
To FNMA ! On
Troasury ?

$4.1 $3.6 $70
8.2 7.2 70
12,2 1.0 70
16.3 14.3 70
20.8 17.7 70
42.4 38.0 60
45.6 40.8 60
48.6 438.6 60
197.7 176.2 530
centssocrenaca 218 Jeeveeannnnens

! Including underwriting spreads.
1 Including normal 0.12 percent pricing spread above market rates on new issucs,

NoTE.~—The above assumes Treasury could d)ut out 13-15-year bonds. As a practical mattor substitute
Troasury financing could not exceed 5 years, Substitutiug 8-year issues in the above and rolling these over
(ot tho samo rato) as they maturo to 1979-81 would ralse the estimated Treasury cost to $181,400,000 and
reduce the ditTerence to $16,300,000.

Bourco: Office of the Secretary of the Treasury, Office of Debt Analysis, June 18, 1066,

Senator Harrke. And to lower.

Mr. Barr. The power to raise the revenues of the United States
resid>s in this committee and the Ways and Means Committee, If
you raise a dollar of tax revenues today, I raise the question to you
gentlemen, what is it worth? It is worth 53 percent in the market-
place. That is another way you can look at it.

Senator Harrke. I understand that, but are you going to recom-
mend an increase in taxes to raise additional revenues?

Mr. Barr. That was not the point. If you want to finance SBA
through tax revenues, you equate it with borrowing. If you want to
finance the SBA loans through tax revenues, I am saying that the
dollars you are using, if you use that route, would be worth 534 percent
in the market.

Senator Harrke. It would still be cheaper.

Senator WirLtams. Would the Senator yield ?

Senator Smarners. You meant know. I wish you would put that
in the record.

Mvr. Barr. Noj it would not be cheaper.

Senator Sararners. The reporter can’t get your headshakes.

Mr. Bark, Because the dol'lar you raise—I1f we have a dollar in our
Federal balances—if we were to loan that back into the marketplace,
that is worth 534 percent—roughly the rate we pay. So it would not
be cheaper. 'We can borrow in the marketplace more cheaply, that is
correct, but the dollars we raise via the tax route are worth—if we
put them back into the market—534 percent. So it would not he
cheaper to finance SBA through taxes.

Senator WirrLiams. Heretofore it has been policy to finance these
agencies with tax revenues.

Mr. Barr. That isnot true.

Senator WirLiams. Prior to the sale of these ?
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Mr. Barr, No,sir. I might,as [——

Senator Wirriams. Well, I thought you said had we not sold them
we would have to raise taxes to—

Mr. Barr. When you are taking these agencies——

Senator Wirriams. Speaking of small business. It has not been
financed with tax revenues heretofore.

Mr. Bare. Partly and partly through Government guarantees.

Mr. Sonunrze. And partly through sales of individual loans.

Mr. Barr. And partly through sales of individual loans as Director
Schnltze points out. It has been n custom of SBA to sell their loans
to banks over many years.

Senator WirLiams. This sale of $350 million last Saturday, was
that the result of the law passed last May ?

Mr, Barr. Yes, sir.

Senator Wirrtams. Then it wonld not have been sold prior thereto.

Mr. Banr, Not in this manner, Senator. Let me give you an il-
lustration of why we thought it was good policy.

Senator WirrLiams, Go ahead. 2:i‘l\en come back to my question.
‘Go nhead and put in your statement.

My, Banr. Jlj‘he policy of selling directly to the banks means that
vou have a cumbersome method of selling. Sometimes it works and
sometimes it doesn’t. We were trying to devise a certificate that
could be picked up by a broad segment of the financial community.
In cffect, we are tioin{; the same thing. . We are creating a broader,
«deeper, and more viable market. In the case of the mortgages we
sold, the mortgages would have been bought by savings and loans,
mutual savings banks—people buying mortgnges. There is enough

ressure on them at the moment. e would have added pressure
by going directly to these institutions instend of the whole broad
gamut of the market. That is the distinction.

Senator Harrkr., Mr. Barr, may I ask this: What was your esti-
mate of the amount of participation you expected to sell, not alone
with the new law, but with the old law in 1966 ¢ :

Mvr. Barr. The estimate in 1966——

Mr. Sciivraze. $2.6 billion of participation——

Senator Harrke. Fiscal 1966. And yousold all of those?

Mr. Scriunrzn, Correct.

Senator Harrke. That includes all you are going to sell this year?

Mr. Barr. Yes. .

Secretary FowrLer. There was also in addition, Senator Hartke, the
plans in the budget to sell $600 million as I recall it direct.

Senator Wirriams. And how many have they sold of direct ¢

Secretary Fowrer, $300 million.

Senator Wirtiams, All total—

Secretary FowrLgr, So that the sum total of the two, there is a short-
fall of $300 million. The sale of assets as a general category, $300
million less than the budget contemplated.

Ser?mtor WirLiams., Now, how about the sale of FNMA notes, short
term

Secretary Fowrer, That is again the secondary mortgage-type
operation which isn’t in the budget, as I understand.

Senator Wirr.tams. How does that compare-—-
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Secretary Fowwrer. That is because the mortgage market has been
such that it has placed a larger demand on FNMA to absorb VA and
FITA mortgages.

Senator Harrke. In other words, what you are saying is there have
been more foreclosures than anticipated.

Secretary Fowrer. No. Normally those things are sold directly
into the market.

Senator Harrke. I want to come back to this other thing. What
do you anticipate in 19—you said you had $2.6 million to seﬁ in 1966.
What is anticipated for fiscal 19677

Mr. Barr. $4,205 million in participation sales and $534 million in
direct sales, for a total of $4,739 million, Senator.

Senator Harrke. Now, if you sell all those and if you still take this
differential which is now costing you about seven-tenths of 1 percent,
this means that you are going to ﬁ’nve close to $300 million additional
interest cost that you would not have had if you had financed this
t]‘ll‘]()ll i the regular process of Government borrowing, isn’t that
right

Mr. Barr. Senator, you would have to work the maturities out on
what we sold as to how long these last, but if you took it for 1 year—
Tet’s just talk about fiscal 1967—the cost wou])(,l be roughly about $35
million. Isn’t that correct? At seven-tenths.

Mr. Barr. We used the figure of $20 million when we were testify-
ing on this bill because we were assuming a spread of a quarter to
three-eighths of 1 percent. The spread has since movea up. I think
some places the range of $30 to $40 million would be correct.

Senator Harree. The whole point about this is, though, that what
you are trying to do here is to move into a tight money market. You
are trying to do all you can to accommodate the Government financing
to this tight money market. Are you doing anything whatsoever to
alleviate this tight money market itself? You were anxious to give
us the reasons for the participation sales. Is there any reasoning at
present, or any policy thinking at the present time, which would help
these corporations which are faced with the same problem of having
to pay exorbitant interest rates for their money because of the tight-
ness of the money ¢

Secretary Fowrer. I think those are questions that go primarily.
Senator Hartke, to the Federal Reserve Board. They are charged
with this sector of our economy.

Senator WirLiams, I think the Secretary has got a vital interest in
this question. He had a definite opinion when the Federal Reserve
Board acted before, so I would like to have his opinion now,

Secretary Fowrer. Well, my opinion now, as then, was that I would
have preferred to approach the problem that we all faced at the end
of last year by having before all of us the budget outlook insofar as
it involved the increased expenditures for Vietnam and then deter-
mining what would have been the most appropriate policy mix as
between taxing, expenditure control, and monetary policy.

Senator WirLriazs, I wasn’t speaking of that past decision.

Secretary Fowrer. That was not, however, possible because the
action of the Federal Reserve Board on Decemher 6, meant that we
had to accept that as a fact of life and tailor the elements of fiscal
policy to the existence of the measures that were taken on December 6.
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Senator Wirriams. If the Senator will yield, I wasn’t referring to
the past decision. I was referring to the present situation. Is there
contemplated an increase in the discount rate? Are you considering
it? IIave you been consulted on it?

Secretary Fowrer. Not that I am aware of, Senator.

Senator WiLLiams. Do you anticipate one?

Secretary Fowrrr, I do not. But, however, I am just like you, an
observer in this area,

Senator Harrke, As I understood—will the Senator yield?

Senator Smarmers. Senator Hartke has the floor.

Senator Harrke. We are not having any difficulty. The point about
it is that you say you are an observer. I thought this quadriad had
regular meetings once a week.

ecretary FowLer. Not once a week. I see members of the Iederal
Reserve Board once a week, as does Under Secretary Deming. We
don’tllmve meetings of the quadriad that often—usuelly about once a
month.

Senator Harrke. They have not advised you whether they do or do
not‘ant?icipate, or are either thinking of anticipating or not of antici-
patin

Sec%etary Fowrer. I think what the Federal Reserve Board is an-
ticipating or not anticipating is perhaps better revealed by them.
They have not revealed to me any intention of increasing the discount
rate,

Secretary HarTke, In May there was—I think May 18, if T recall
the date correctly—the New York Times had an interview with an
undisclosed banker who said that the discount rate would have to be
increased. Are you familiar with that article?

Secretary FowrLer. No, sir.

Senator HARTEE. Are you familiar with the fact that. such a2 state-
ment was made? Mr. Deming, are you familiar with it? You didn’t
read that either?

Mr. DeMING. No, sir.

Senator Harrke. This is a good paper. You folks ought to take it.

Secretary Fowrer. Senator, if we worried about comments by un-
disclosed bankers——

Senator Harrre. I want to come back to this. This is a remark-
able thing. It is quite a lengthy article. He is quoted in it as saying
we would have to increase taxes, that there would be tightening of the
money, and an increase in the discount rate. All of these things were
predicted with accuracy and with all th