R
DEBT LIMIT

1462 = 2.
HEARING

BEFORE THE

COMMITTEE ON FINANCE
UNITED STATES SENATE

EIGHTY-EIGHTH CONGRESS
SECOND SESSION
ON

"H.R. 11375 .

AN ACT TO PROV!DE FOR THP‘ PERIOD ENDING JUNE 30, 1065,
A 'I'EMPORARY INCREASE. IN THE, PUBLIO DEBT LIMIT SET
FORTH IN SECTION 21&13‘ HE SECOND LIBERTY BOND ACT

337

JUNB 23, 1964

Printed for the use of the Committee on Finance

&

U.8. GOVERNMENT PRINTING OFFICR
34-502 WASHINGTON : 1064



COMMITTEE ON FINANCE
HARRY FLOOD BYRD, Virglnla, Chalrman

RUSSELL B. LONG; Louistana- .~ JOHN J, WILLIAMS, Delaware

GEORGHE A, SMATHERS, Florlda ] FRANK CARLSON Kunsas

CLINTON P, ANDERSON, New Mexico WALLACE r. BENNETT, Utah’
PAUL‘H: DOUGLAS, Illinols . .- CARL;.T. CUBRTIS, Nebraska

ALBERT GORE Tennessee THRUSTON B. MORTON. Kentucky
HERMAN E. TALMADGE, Georgia .. . _EVERETT McKINLEY DIRKSEN, Illinols

EUGENE J. McCARTHY, Minnesota
VANCE HARTKE, Indiana

J. W. FULBRIGHT, Arkangas )
ABRAHAM A. RIBICOFF, Connecticat

ELIZABETH B, SPBINGEB Chief Olerk
II )



CONTENTS

Text of H.R, 11875 o oo e eeecc e mmcccam——————
Statement of Hon. Douglas Dillon, Secretary of the Treasury

EXHIBITS

Ac'tiolnsiaﬁecting the statutory debt limit during the period 1952-60
inclusive. .o oo o e e cmmemc e
Actions affecting the debt limit since Jan. 21, 1961_____ . _ . .. _..___
Adlnéné%istrative budget receipts and expenditures, fiscal years 1964 and
Estimated public debt subject to limitations (based on constant minimum

operating cash balance of $4.0 billion)_________________________.____
Financial contingencies of the U.S. Government
Financial statement of the social security fund. .. .. ... _..
Interest-bearing sccurities issued by Federal agencies not guaranteed by

the U.S. Government. . _ - e cccmcmeoa-
Letter of Hon. Douglas Dillon, Secretary of the Treasury, to Hon. John

J. Williams e ccccccecan
New obligational authority—1964-65_ _ _ .. oL
Public debt interest expenditures and total debt subject to limitation,

fiscal years 1953-65. _ - _ i ceccceeao-a
Reserves in gold certificates of the Federal Reserve Bank
Sales of mortgages and other financial assets
‘The debt in perspeetive . - .o oo oo encecccanas
Wholesale price indexes, 1958=100

N L T R

- - - - -

...................................






DEBT LIMIT

TUESDAY, JUNE 23, 10684 .

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, gumuant to notice, at 10 a.m,, in room 2221,
New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Present: Senators ?irrd (ﬁresiding y Long, Smathers, Anderson,
Douiglas, Talmadge, McCarthy, Hartke, Ribicoff, Williams, Curtis
and Dirksen.

Also present : Elizabeth B. Springer, chief clerk.

The CrnatRMAN, The commiittee will come to order.

The bill before us is H.R. 11875 to increase the debt limit tem-
porarily to $324 billion.

(H.R. 11375 is as follows:)

{H.R. 113875, 8Sth Cong., 2d sess.)

AN ACT To provide, for the period ending June 80, 1865, a temporary increase in the
public debt 11mit set forth in section 21 of the Second Liberty Bond Act .

Be it enacted by the Senate and House of Representativcs of the United States
of America in Congress assembled, That, during the period beginning on- the
date of the enactment of this Act and ending on June 80, 1985, the public debt
limit set forth in the first sentence of section 21 of the Second Liberty Bond
Act, as amended (81 U.S.C. 757b), shall be temporarily increased to
$324,000,000,000. :

Passed the House of Representatives June 18, 1964.

Attest:
RaLri R. RoBerts, Olerk.

__'The CHamMaN. At the proper time, I want to ask the Secretary of
the - Treasury, when he uses the word “temporarily” in connection
with raising the statutory debt limit, whether he means that the limit
will be reduced at some future time. :

- You may proceed, Mr, Secretary.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY

. Secretary Diron. Mr. Chairman, in the absence of new legislation,
the $3156 billion temporary debt limit, under which we are currently
operating, is scheduled to drop for the 1 day of June 80 to $309
?égé"é’* ﬁ.pd on, July 1 the limit will revert to its permanent level of
illion, .. . S ' .
. 'The latest published figure we have for the public debt subject to
the limit-is &11.9.&11101\ as of June 18 Vainle there are many
oross currents in the last 2 weeks of June, our best estimate is that
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2 DEBT LIMIT

the debt will still approximate $312 billion on June 30. This means
that if the debt limit is not raised before then, the outstanding debt
will exceed the limit by about. £3 billion on June 30 and by more than
$26 billion on July 1 when the ceiling drops to its $285 billion per-
manent levol.

It is clearly imperative that these scheduled reductions in the debt
limit not bo allowed to ocenur.  We simply eannot put the U.S. Gov-
ornment. in the impossible posture of heing unable to refinance matur-
ing securities or to pay ‘ognl obligations as they come due. Wo
can do grave damage to the eredit of the United States if we permit
the debt limit to be inndequate for even 1 day. ‘The issue goes well he-
yond the question of sound domestic finanecinl housekeeping to the far
greator issue of tho financial vesponsibility or irresponsibility of our
Government,

In a world which recogmize economic and finaneial strength as the
essentinl foundntion for military and political power, wo cannot
permit the slightest doubt to arise in any quarter regarding the:
ability of the United States at nll times to meet. all of its obligations
instantly and fully.

The outlook for the public debt in fiseal 1965 is shown in the
attached table which is the same as that presented to tho House Ways
and Means Committee on May 25, The table gives projected lovels
of the debt for midmonth and monthend dates through June 30,
1065. Tt vefleets the usual temporary seasonal borrowing require-
ments ns well as the need to finnnee the deficit anticipated for the year
as a whole.

The debt projections shown in the table ave, of course, based on the
samo mechanical assumption (hat has been used in past debt limit
hearings: namely, that the Treasury’s o]])erat.ing cash balance holds
unchanged at. §4 hillion. On this basis, the table shows that the debt
~ is oxpected to swing up to temporary peaks of $320.5 billion on De-

cember 15 and $321 billion on March 15 before the usual yearend
decline brought on by the heavy June tax recoipts.

Thoe assumptica of a constant. $+ billion operating eash balance
focuses attention on the impact of the projected pattern of receipts
and expenditures on the debt and this is appropriate in a debt limit
hearing. However, in nctual practice it is not feasible to hold_ tho
cash balance unchanged, as T am sure the members of this committeo
are fully aware. The actual operating eash balance necessarily fluc-
tuates over a wide range. Moreover, the $4 billion figure assumed
is & very conservative estimate of the average nmount. needed to
permit the day-to-day operations of the Treasury to be conducted in
an efficient manner. 'The Treasury’s operating 13n1nnoe has, in fact,
averaged sushtantially higher than $4 billion during each of the past
b vears, Y s
. During the'past 6 months, for example, & period in which we have
made a vigorous effort to hold down the operating cash balance, it has
averaged $5.1 billioh. With cash expenditures nveraging $10 billion
por month over the same poried, it hins not heen easy to'oporate on so
tight. a_rein. Tt has been safe only because, as an emergoncy support,
‘vo eould count on ‘abtaining funds overiight if necessary through'the
authorization to borrow temporarily from the Fedm-al Reserve
banks. | ‘

»
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DERT LIMIT 3

The table also shows the customary $3 billion leeway required for
floxibility and contingencies. ‘This provision, regularly requested
by hoth Demoeratic and Republican administrations, represents the
minimum murgin of safely needed to cover cirenmstances which
cannot. ho foreseen, including tho ineseapable uncertainties in our
month-to-month projections of revenues and expenditures, Tlardly
!oss important, this margin of flexibility also is needed beeause of the
impossibility—indeed the undesirability-—of precisely matching the
timing of onr borrowing operations to our changing cash needs.
Treasury borrowing is necessarily done in relatively large amounts
and in an orderly sequence.  These sizable financings should be and
ave timed in such a way as to avoid unnecessary market disturbance
and, whore possible, to take advantage of favorable market conditions
whenever they appear.  Our borrowing operations eannot. be adjusted
to passing changes in our net inflow or outflow of cash, but rvather
must nnticipate needs over a poriod of time,

Tho finnl colnm in tho table show# the debt limit required when we
add this $3 billion safety margin to each of the semimonthly projec-
tions of the public debt. Tt is clear from these figures that n $324

billion debt 1imit is necessary to provide adequate room for maneuver—. —

in managing our finances responsibility and economically,

I should emphasize that onr peak debt requirements ave primarily
a veflection of the recurrent seasonal pattern in our receipts and ex-
penditures. And it is this peak requirement which detormines the
approprinte level for tho debt coiling.  As I have pointed ont to your
committeo before, the debt rises sibstantinlly during the flrst half of
overy fiseal year, in years of budget surplus as well as in years of
budget defieit. ‘Phis is so because wo receive only about 44 percent
of onr annual vovenues in the first half of each fiscal year, the July-
December period, with the remaining 56 percent flowing in during
the second half, which ineludes the big corporate taxpayment months
of March and June. As n vesult, tho ‘Treasury always has to borrow
heavily in the July-December period but can then, depending on the
state of the budget, pay off some or all of this seasonal borrowing out.
of tho heavy recoipts which flow in from mid-Mareh to the end of
the fiscal year. .

This means that the peak of the debt in any given fiseal year is
importantly influenced by the previous year’s vesults. Generally
speaking, whenever we run a deficit. in ono year the debt ceiling for
the following year must be increased in voughly the same degree.
Conversely, a surplus in one year shonld permit o reduction in the
debt ceiling for the following year. Iiseal 1965 is no exception to

this general rule. Since we are incurrin%a substantial deficit in’
)

fiseal 1964, n substantial iverease in the 1985 debt limit is essentia]

in order to meet the sensonal requivements: brought on by reduced -

recoipts prior to the heavy flow of taxpayments that begins on
March 15, Our need for a'$9 hillion inerease in:the debt limit for
fiscnl 1065 vests largely on this fact and is only influenced:in a rela-
tively minor degree by the defloit that is projected for fiscnl 1965.
Iot mo now turn to the fiscal background of our debt. limit recom-

wondation. The following table presents thie ‘fiscnl ‘1964 and fiséal
00K estimntes of eteipts by the Treasury and-of expenditures by the
Budget Bureau that were teléased by the President May‘% mmdpre

sented to the Ways and Means Committes on May 25,
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Administrative budget receipts and cxpenditures, fiscal ycars 1964 and 1965

[In billions}
January budget Current cstimates
osthmates
1964 1065 1064 1963
Expenditures. . .oouenenieimrieiiieireecaeieraaeaneanaaee. $98.4 §97.9 $08.3 $97.3
) 2303 1] X TN 8R4 03.0 80.5 9.6
| 13114 L4 3 S U, -10.0 —-4.9 ~8.8 -58

They show that the latest estimates, differing from those in the
January budget, show a deficit for 1964 of $8.8, and for 1965 of $5.8
as compared to the budget. estimates, which showed a deficit of $10
billion for 1964 and a $4.9 billion for 1965.

The table shows that the deficit for fiscal 1964 is lower than was
estimated in January and that the deficit for fiscal 1965 is higher. But
the significant point is that these new estimates for fisenl 1064 and fiscal
1965 indicate that the overall 2-year deficit will be $300 million less
than was originally estimated in January.

The estimate of $5.8 billion for the fiscal 1965 deficit is some $900
million more than the $4.9 billion deficit projected in the President’s
January budget message, even though the Budget Bureauw’s spending
estimate for fiscal 1065 has been reduced by $600 million from the
earlier estimate. This increase in the 1905 deficit is due almost entirdly
to changes made by the Congress in the tax bill as compared to the
assumptions that were used by the President in his budget. message.

Most important is the fact that the tax bill went into effect about 1
month later than had been assumed in the President’s budget message.
'This meant that the 18 percent withholding rate continued for 1 month
longer than had been projected with a consequent benefit of some $800
million to fiscal 1964 revenues (the monthly dollar difference between
the 18 percent withholding rate and the current 14 percent withholding
rate). But it also meant that estimated fiscal 1985 revenues will be
reduced correspondingly since final net payments on 1964 liabilities
by -individual taxpayers next spring will be lowered by the same
amount. :

- The second factor is that. the Revenue Act of 1964, as finally enacted
will result in about $500 million less revenue in fiscal 1965 than ha
been provided in the tax bill as it passed the House, which was neces-.
sarily used as the basis for the revenue estimates in the budget
document. _

" These two changes in the tax program, together with minor refine-
ments in the projections of economic activity and taxable incomes, have
reduced projected revenues for fiscal 1965 to $91.5 billion, $1.5 billion
lower than the January estimate. But, as noted earlier, the impact
of these lower revenues on the size of the deficit has been partially
oﬁ'set;‘lz{v the $600 million reduction in expenditures now foreseen by
the Budget Bureau, o ' : .

7. Finally, I should like to note that the experience of recent weeks has
been somewhat more favorable than these May 22 projections would
suggest, Hxpenditures are running well below expectations. . Should
this more favorable experience persist, we can expect to finish up fiscal.
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1964 with better overnll results than the table indicates. This would
leave us with a somewhat larger cash balance on June 80 than we had
earlier expected which, in turn, would reduce our needs for new cash
financing over the next few months,

I would now like to mention briefly some broadér and longer rin
considerations which form the background to this debt limit hearing.
We are in the early stages of the biggest tax cut our Congress has ever
approved or this Nation has ever enjoyed.

e expect this to provide a major long-term stimulus to the econ-
omy, to put new strength intc our private business system, and to
strengthen our ability to compete in international markets. }iowever,
I think everyone recognized, when this approach was proposed by the
administration and approved by the Conhgress, that there would be
transitional deficits that would have to be financed and that an appro-
sriate debt limit adjustment would be required. In order to hold these

eficits to the minimum, both in size and time, and to minimize the

requisite increase in the debt limit President Johnson is making a
maximum effort to hold down Federal expenditures. <

We, in the Treasury Department, for our glarg always have befors
us, 0s & primary purpose, the protection of the financial integrity of
“the United States. No one is more dedicated to responsible finance and
strict expenditure control than I am. But effective control of Federal
spending cannot be achieved by restriction at the tag end of the-ex-
-penditure process when the bills come due. Our bills must be paid
px:om(i)t.ly and in full if the credit of the United States is to be main-
tained. A

The proger place to control expenditures is in the appropriations
rocess and in the Federal agencies which spend the money. Presi-

ent Johnson is continuing to press for economy in Government, so

you can be confident that a reasonable debt ceiling will not be abused.
Of course, Congress has not yet completed action on fiscal 1965 a
propriations, and expenditure estimates at this time are necessarily
tentative. However, thers is a basis for confidence, I think, in the
fact that the May 93 estimates show expenditures for fiscal 1964 and
fiscal 1985 combined to be $700 million less tlian was estimated in
' January, :

If we cortinue to hold Federal expenditures under control, the out-
-look for decreasing the burden of our public debt is good. Indeed, by
“the end of this fiscal year, the Federsi) debt is expected to amount to

about 50 percent of our current gross national product as compared to
5215 %rcent last \sEear; This is & smaller percentage than at any time
since World War II financing added so greatly to the public debt. At
the close of fiscal 1946, as you may recall, the debt was about 127 per-
cent of the gross national product, With the continued growth in the
econox‘niy that is generally expected, the ratio of the debt to GNP should
fall still further during fiscal 1965, dropping below the prewar levels
"of fiscal 1939 and 1949. ' ‘ o ~
. I think we are well started on ari orderly and constructive pggram
that will stimulate our economic growth, protect our financial stability
.at home and the key role of the dollar abroad, and also express: the
fiscal responsibility of the American people. | Under. these. circum-
stances, 1 strongly urge that you approve the $324 billion temporary
public debt limit which we nre requesting for fiscal year 1965 as tha

34-502—64——2
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minimum consistent with meeting our financial obligations and
handling the public debt in an economical and responsible fashion,
(The following table, referred to in the above statement, was sup-
plied for the record :)
Estimated pudblio debt subject to limitation (based on constant minimum
operating cash balance of $4 bililon), fiscal ycur 1965
[In billlons of dollars}

Allowance
Operating | Publle debt | to provide Total
cash balanoce | subject to floxibility | publio debt
(excluding limitation | In financing | limitation
froe gold) and for con. | required
tingencles
4 307.0 3 310,9
4 3110 3 314.0
4 3118 3 314.8
4 313.8 3 316, 5
4 314, 2 3 312.2
4 316.9 3 319.9
4 31,2 3 314.2
4 315.0 3 318.0
4 310.3 3 3103
¢ 3181 3 321.1
4 A7 3 320,7
4 320.5 3 323.5
4 316.0 3 319.0
4 3189 3 3219
4 318.0 3 321.0
4 310.1 3 N
4 J18.2 3 321.2
4 321.0 3 324.0
4 4.4 3 318, 4
4 319.2 3 3222

4 315.6 3 318,6
4 318.7 3 310.7
4 3171 3 320.1
4 319.9 3 322.9
4 313.9 3 318.9

Secretary DirroN. Thank you, Mr. Chairman.

The Cizamraman. Thank you, Mr, Secretary.

As I understand it, your estimate at the end of the current year,
which ends next Tuesday, is that the actual Federal debt, subject to
the limit, will total $311,900 million. Is that correct?

Secretary Dm.LoN. That is what it totaled the other dnz. My state-
ment was that we think it will be a )pmximate]y $312 billion at the
end of the year, give or take $200 million either way. Wo cannot tell
exactly, because it depends on the amount of funds that would be in-
vested in the trust funds.

The Crramryman. But your estimate'is $311 billion ?

Secretary Dmron. $812 billién. :

The'CizaATraMaN. Your statement said $311-——

Secretary Dirton, $311.9,s0 it is about the same.

The CiamrMaN. When was your last reduction in the Federal debt?

Secretary  DirroN, ‘The last reduction in the Federal debt limit—
but-I do not knov if there whas any reduction in the debt—accurred
if' the year 1960 when the debt limit-was reduced by & small amount.
I can look: to see'if that actually rediced the debt, SRR

* Thé Crramrman. Ts it-not true that-the last reduction in aetual debt
‘outstanding ocenrred'in fiscal year1057¢- - - oo ;

Secretary Dmron. 1957 isthe last one I see here, f}mt is m ght.

e s
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The CHAIRMAN, Is was a reduction ? ‘

Secretary DirroN. There was a reduction in the year—between 1956
and 1957 there was a reduction of $2 billion. There was also a re-
duction between 1955 and 1956. _

The Criatraan. The debt in 1957 was $270,500 million, was it not ¢

Secretary DiLLoN. That is right.

The CrralryaN. And so in a 7-year period the actual Federal debt
has been increased $41.5 billion ; is that correct ?

Secretary Dirron, About correct; yes, sir.

The CramyaN, In 7 ?'em's.

What was the debt at the end of the fiscal year 1960¢

Secretary DirroN. The fiscal year 1060—it was $286.5 billion.

The CuammaN, And the debt at the end of 1961

Secretary Dirron. $289.2 billion. )

The CriairmaN. How much has the actual Federal debt subject to
the limit been increased since you were Secrotary of the Treasury?

Secretary DrLroN. Well, I would say since this $289 figure. Actually
it was slightly higher than that when I became Secretary of the Treas-
ury for seasonnl reasons. It was something over $290 billion. So on
that basis, it has been increased about $22 billion.

The Cirairman. And when did you become Secretary of the Treas-

;

ury?
lgecretnry Dirron, January 1961, _
The g)m\mntm. There has been an increase of $20-some ‘billion,
onsa
y Secx?;tary Drurox. Asanactual increase in the'debt ; yes.

The Curamraan, Have yon ever appeared before any committee of
Congress or mado any public statement in opposition to any part of
this increase f i |

Secretary DirroN. No, because wo have to pay the bills when they
come due, We need an increase in the public debt to pay the bills for
which money has been appropriated, |

The Crratryan. You are an advocate of the tax reduction?

Secretary Dirron. That is correct.

The Cuamyaxn. Ts that not a factor in increasing the public debt?

Secretary Drrron. It is a relatively small factor. This year, this
fiscal ¥ear, it would increase at the end of the year by nbout $1.5 bil-
lion. In the next fiscal year it might inerease by about $3 billion, But
without that, I think the chances are very good that our economy would
have acted much less well and wo would have had larger deficits with-
out the tax reduction than with it. That is the reason:for which we
favored the tax reduction, because we thought it would stimulate our
cconomy and let us everitually get back to a balanced budget.

The Crrararan, Is it your contention that the reduction of taxes of
$12 billion ‘will not be reflected in the public debt. except to the extent
you have mentioned ¢ ‘ o

‘Secretary Ditron: Except to about that extent, because it is moving
the economy ahedd much faster, We are getting the revenues from
that. I do not believe anybody believes the econom?v would have ad-
vanced at the rate it is presently. advaneing'if it had not beéen for
the tax reduction. . S A

The Ciratryan. Your theory is that'the niore we reducé the taxés,
the more money—— : o e e T
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Secretary DiLroN. It has to be done in proper measure, obviously.
You can very easily exaggerate but you have to avoid inflationary
pressures, - If there should be an inflationary pressure, that would be
a time when you should not do it. . ' :

I was rather interested in seeing a report the other day by a dis-
tinguished committee called the Republican Critical Issues gommit-
tee, which favored a tax reduction every year.

The Crarraan. The Finance Committee will have to act tomorrow
or the next day on a bill to extend the excise taxes. Would a reduc-
tion in the excise taxes help the general prosperity{ , ‘

Secretary Diuron. Well, I think it is again a question of what is a
proper limit. 'When we suggested a total tax reduction bill on income
taxes, we decided, or we felt, that it was not fiscally responsible to go
beyond the amount suggested, which was just over about $10 billien.
The actualincoine tax reduction bill, as it was enacted, did go some-
what beyond that to about $11.6 billion. Certainly, we do not think
there sliould ba any further tax reduction until the economy has had
time t6 absorb that and we can see that there is no inflationary pressuré
and we come nearer to a balanced budget. So we do not think that
this year is the time to have excise tax reductions although we think
they should be studied, as they are being studied now in a very thor-
ough manner by the Ways and Means Committee, looking toward an
excise tax reduction some time in tlie fature, - n
.+ The!CuammaN. Some time in the future?: When will that be?

Secretary Diron. I think from the point of view of the economy, it
will probably not be desirable until the year 1966, 2 years from now.
Congréss may decide they want to act earlier, or someone else may
decide that. . _

But looking at the economy and the effect of the income tax ciits,
some .of ‘which does not ﬁo into effect until next year, I think that
ought to be allowed to work its way through the economy before we add
other tax reductions on top of it.

The CuairmMan. When do you think the budget will ever be bal-
anced again?

- Secretary DiLroN. Assuming that there are no further tax reduc-
tions and that we continue along as we are, I see no reason why it should
not be balanced in fiscal 1967. Last year, when we were discussing the
tax bill, my feeling was that it would be either fiscal 1967 or 1968. Now,
on account of the way the economy has reacted to the tax cut and the
ability to hold down expenditures in fiscal 1964 and the new budget
submitted by the President, I think 1967 looks like a very reasonable
estimate. ‘ !

The CuaIRMAN. You arespeaking of fiscal 1967 ¢
" Secretary Divron. Fiscal 1967,

The CrrArraaN. But how high do you expect the Federal debt to go
before the budget is balanced 1 .

- .Secretary Diron. Well, on a yearend basis, T would expect it to go
somewhere betiveen $320 and $325 billion, on a June 80 basis, the same.
basis we have been using for these comparisons. .

- The CHARMAN, You mean there would not be any further increases{

Secretary DrLron. I say using the same basis as the table we started
off with, which shows $312 billion at the end of this year, I would say
~ possibly another $10 billion at the outside. : o
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The CramdaN. In other words, you expect an addition of $10 bil-
lion to the public debt before they balance the budget?

Secretary DiLron. Isay at the outside. That is on an average. The
President’s budget, which has been submitted with these revised figures,
shows a figure of a $6 billion deficit for next year, and I am assuming
in fiscal 1966 it is possible to reduce that by about half. That is just a
very broad assumption, and that would be $3 billion more, Then the
next year, balance, ,

"The Crrairaan. In other words, a year from now, you will be back
asking for a $10 billion increase ? :

Secretary DirroN. I think the Treasury will be back asking for an
increase that will be about the same size.

The Criamsran. Do you not expect to be Secretary of the Treasury
ayear from now?

Secretary DirroN. No, I do not expect to be, necessarily, Secretary
of the T'reasury a year from now. It will be a new term and it will be
up to events to determine who the Secretary of the Treasury will be at
that time.

The Cuamryax. Is it your prediction, then, that a year from now
somebody, you or some other Secretary of the Treasury, will be pre-
pared to ask for a $10 billion increase? -

Secretary DinroN. No, Mr. Chairman, because they will be asking
for an increase for the following yéar. If wo have a deficit next year
of about $6 billion, such as they now expect, they will have to ask
for an increase of about that amount. : :
- Incidentally, last year when we were discussing this, Senator Dirk-
sen asked me to proghes ‘that far ahead and we indicated at that
time that for fiscal 1966 t{e'debt limit might have to be as high as—
it might have to be $330 billion. And that looks like—if I had to be
asked that same question, I would give the same answer today.

The Craman. We are dealing now with 1965, are wenot?

- Secretary DiLLoN. Yes. '

‘The CiratraaN. In 1966 what would be your estimate of an increase
in the public debt ? '

Secretary Dinron. The same amount as the deficit that we would
incur during 1965, which would be approximately $6 billion.

The Cramrstan. What about the next year? .

- Secretary Dinron. Welly if you have no further tax reduction, it
would presumably be about half of that. : g -
+ The CHairyaN. Have you abandoned your theory, then, that the
reduction of taxes so stimulates the economy that it i)rin'gs in addi-
tional revehue? You say no further tax reductions. - V

- Seeretary Dirrox. Well, I think the point is that tax reduction'to
stimulate the economy is desirable at such times as the economy is
operating below full employment and needs to be stimulated. We
expect that the economy will continue to advance and will reach a
state where it is near to full employment. At that point, certainly
no one'will want to stimulate it further; because you just stimulits it
into inflation. So you have to take into account the state of the
econommy at that time. S o : SRR

The CrAwrMAN. Do you say it is probable that we may have another
tax reduction’in 1967¢ - - - . oo N

Secretary Dirron. I qualify ity because I think that is a strong
desire on the part of the Congress, which I have noticed, to have a
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substantial reduction in excise taxes, If there isa reduction of several
billion dollars excise taxes, that might put off the day for another
year. : _

The Cnamman. Well, now, on April 27, Mr. Heller, Chairman of
the Presidential Council of Economic Advisers, told a meeting of
business leaders that there was a possibility of tax cuts again and
again in the next years.

Secretary DiLron. Well, I think that there are possibilities, but, as
I said before, I do not think that they should be even thought of until
1966, and if we want to achieve a balanced budget in 1967, they should
not be thought of until 1967. But thereafter, his basis is the same
basis that was agreed to in this report of the Republican Critical Is-
sues Committee, which points out that our income under normal cir-
cumstances will increase by $5 to $6 billion a year, and you have to do
something with that income.

One of the things that can be done with it is to use part of it to pay
off debt, another thing is to use part of it for increases in expenditures
that are necessary year by year, and the third thing that can be done
is to reduce taxes regularly.

The CramryMaN. On April 28, the President was quoted as telling the
same group that Dr. Heller spoi«a to that he saw another tax cut in the
next few years to come.

Secretary Dirron. I think that is based on the same reasoning, yes.

The CHamryMaN. Would that be a tax cut that would add to the public
debt like the one this year? :

Secretary Dizron. No, I think at that point, it would just be using
up part of the increased income that would be flowing into the Treas-
ury because of the growth of the economy, and it would not increase,
even temporarily, the public debt. :

The CuamrMaN. You predict a total debt in the next year of $317
billion. If and when the budget should ever be balanced, do you think
21’011)1 ;vould advocate using any of the surplus to reduce the public

cbt

Secretary DrLron. Most certainly, if we were operating at reason-
ably. full capacity, we should. :

The CrAalrRMAN. You favor reducing the public deht?

Secretary Dmron. Yes. :

The Cmamman. How can you be in favor of reducing the public
debt and in favor of reducing taxes at the same time?

Secretary Dinron. It depends on how you divide it. If you havean
additional income each year of $6 billion, X think one division might
be to divide it three ways: $2 billion to tax reduction, $2 billion to ex-
penditure increase, because as our country grows, our needs will in-
crease, and $2 billion for debt reduction.

The CrAmMAN. Well, as representing the administration, is there
any effort being made to pay off any part of this public debt ?

Secretary Drnron. Well, it certainly is one of the things that one
would certainly do first when you teach full employment. I think
everybody in the administration recognizes that. 5

th;e CuarmryaN. Then you contemplate reducing taxes still fur-
ther RS A -

Secretary Dinron. Well, instead of using the entire $6 billion to pay
off the debt, you might do some of both. - \ S

1
t
H
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The Cuairyan, The cost of the interest on.the public debt in this
coming fiscal year is $11,100 million, is that correct? ' _

Secretary DiLron. That is the latest estimate, yes. ‘
" Thoe Cuamrryan. And in 1950, the cost of the:interest was $5,700
million. 'In other words, the interest has doubled in 15 years. Is
that correct ? :

Secretary DiLron. In 1951, it was $5.6 billion, yes.

The Crtararan. That is correct, isitnot?

Secretary DirroN. That isright. ‘

The Cuaman. Is it not true that when a taxpayer pays his bill
as of today, more than 11 cents out of every dollar goes to interest?

Secretary Dinron. That is correct, roughly 11 cents is the percentage
of interest to total expenditures, ,

The Cuamyan. Now, Mr. Joseph W. Barr, the Chairman of the
Federal Deposit Insurance Corporation, who formerly worked for
the Treasury, on June 13 at Hot Springs, said :

Support the Dillon plan to give the President standby authority to reduce
taxes up to five percentage points for a period of 6 months, with an option. of
extending the cuts for another 6 months.

Did you originate this unconstitutional proposal ?

Secretary DirLoN. No, sir,

The Cramyax. Why did Mr. Barr call it the Dillon plan? .

Secretary Dinrox. I think Mr. Barr embroidered considerably ‘'on
my thoughts. I did say in a speech to the Harvard Business School
that it was desirable to work out with the Congress and in accordarce .
with the prerogatives of the Congress some method in whichy in' the
event of a future recession, taxes could be temporarily reduced and
then raised again, or in the event of inflation, the opposite, relatively
rapidly. But I never made any suggestion in that-speech that the
authority should be given to the President. I never mentioned the
President and I never mentioned any partciular:way of doing it.
So I do not know why Mr. Barr attributed that part of it to me, That
was not my suggestion. :

The Cuamryan. I asked you do you favor giving to the President
the power to reduce taxes? - :

Secretary DiLLoN. No, sir, and it is perfectly clear, Mr. Chairman,
I favor Congress putting itself in a position so it can act quickly an
make reductions within, say, 30’ days after they are suggested, rather
than taking a yearto do this. : -

The CualrMaN. And you think it is constitutional for the President
to reduce taxes? : - - :

Secretary Druron. I think if Congress gives him the permission,
of cotirse it is constitutional, but only if Congress gives him the per-
mission, Then Congressis actually doing it. : :

It is the same way they give him permission to raise and lower tax-
iffs under ¢ertain circomstances. . - : . o
" Senator WirrLians. Do you advocate that we give him that position$

Secretary Dinron, 'Noj I am not advocating that, AR

The Cuammman. Do you not think you had better get Mr. Bart
to stop making statements which get quoted to this effect? .= -
" Secretary Diuron. I shall explain-to him that my speech:did not
make that suggestion. © - - S S

1
E )
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The Citairman. He is quoted as saying at Hot Springs, Va., in my
State: " ' |
" Support the Dillon plan to give the President standby authority to reduce
tax rates 5. percentage points in a perlod of 6 months, with ‘an option to——

Secretary DiLron. T have not talked to him up until today, and I
shall talk to him this afternoon. - , .

The Crarraran. I would suggest that you should talk to him.

“Senator SaatnErs. I would suggest that at a meeting in Virginia,
Mr. Chairman, he support-the Byrd plan. _

 The Cuairman. If you support the Byrd plan, you would not sup-
pott & defieit, you know that.  'We do not hiave any deficit in Virginia
and we are out of debt. \ L

~ Mr.-Secretary, I think you and all of us should bear in mind these
facts: - ‘

In May 1963, the House })assed n bill raising the debt limit by & vote
of 213 to 204, a margin of only 9 votes. It indicated %reat concern
about the increase in debt. The House passed the debt Timit bill Jast
August by a vote of 221 to 175, a margin of 46. The House passed the
debt limit bill last November by a vote of 187 to 179, a margin of 8
votes. The House passed this bill by a vote of 203 to 182, a margin of
21 votes. = - : L
. I-think many of us would feel very much more confident if we
had some assurance that there would be an effort to pay some of this
debt off. But'I gather from your answers to my questions that you
have nothing in mind along that line. .

Senator Long? : .
. Senator Lona. Mr. Secretary, the economics they teach you fellows
up there in those Ivy League colleges may not be the same thing we
boys learn in the land-grant colleges, and I want to check out with you
the best I can what I make of it. _ 4
.- Secretary DirroN. I would like to make it clear that I have never,
taken a course in economics. e o »
© Senator Lona. I am sure you took one in banking and currency,
either in the school of hard knocks or in college. You got some of
it somewhere} it had to rub off somewhere, = ) .

. My understanding from wliat my economics teachers tell me is that
an expanding economy requires an expanding money systemj; in other
wor:lls, that your money supply has to expand as your economy ex-

Secretary DiLLoN. Yes; I would say yes. S
.‘Senator: Lona. Now, from what T understand also, from the point
of view of an economist, your money supply includes your credit, or
to put it another way, the debt. 'Debt is just the opposite side of credit.
Credit is 01 one side of the coin and debt is on the other. You cannot
have credit. without somebody being in debt, is that correct? - . - .

i.Secretary Dirion. They’often count various things in" caleulating
the money supplY -and one of . these. is short-term government debt.
They do hot usua I’v count the longer-term debt,:: . .- .-, v
Senator Lona.. Biit looking at it it a larger sense, not in terms. of
a -defiifition -for -government purposes, butinfterms.of the broader
point of view of the economist is not your debt & part of your.money
supply. Dcbt creates credit. You have credit on oné side and debt
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on the other. Y¢ii cAnnot have one without the ¢ther, sort of like love
and marriage, Yon have to have the two'together, ~ = - -« -
- I 'am’corretted; you should have the two together.. [Laughter.]

‘Now, is it tiot correét that as out gross nationdl product inoreases,:
from an economist’s point of view, it is absolutely essential that your’
money supply inérease as well? ' - ~

Secretary Dirron, That is right. , f
Senator LoNa. So your credit structure as well as your debt struc-
ture must expand with your gross national produict. , :
Secretary Dirron. That is correct. The'money supply obviously’
has to be larget to handls & larger volurae of business, '
Senator Lona. Assuming that we were able to reduce or éliminate
the public debt, would it not be necessary from the économist’s point
of view that we have a correspondin%‘{increase in the private debt?
Secretary Dirron. That is very likely true, and that is probably
tho reason why the very rapid increase we have had in the private
debt in the last 10 years has helped to fuel the growth of the economy-
while the public debt has grown very slowly and actually decreased in
relation to the gross national product., ‘

_Senator Lona. How much of this rgublic debt is held in the form

of bonds by the Federal Reserve Board in the Federal Reserve banks?
Secretary Dirron.- About $34 billion.: '

. Senator Lona. Is not the Federal Reserve System a Government:
organization to the oxtent that we can regard that as a debt that we
owe ourselvest - - ' o ‘

Secretary Dinron. Well, the Federal Reserve S¥stem, of courss, is-
an_independent organization, but it is a part of the Government,
so I do not think it would probably be worth while to enter into long’
arguments as to whether it is part of the execiitive branch or is not.
But it is certainly a GoVemimenb"b{fani‘zatiOnI and certainly; this is,
in o way, in that sense, owned by the Government, S

' Now, there i3 an additional, nearly $60 billion in Government in-
vestment accounts. L Sl -

‘Senator Lona., $60 billion in Government investment accounts in
addition to that $34 billion¥ - e . o

Secretary DirroN. Yes, the actual figure is $59.8 billion, ‘

" Senator L.ONa. ‘So'there is then $183:billion that the Government
holds which the Government owes to the Government. - Is-that cor-
rect; generally speaking$:: ‘ o : ‘ \
y IEl'siecretary Dirron. Well, it is $60 and $34 billion, that makes $04 -

illion. A R o o '

‘Senator Liona. Pardon me, you are right and I am wrong. So
there is $04 billion which actually is owned by the Governmen
either in:trust accounts which the Government Lolds and toward
which the Government has a continuing liability, o® in’the Federal
Reserve holdings. I.ook at’it in'térms of a man who-has money: in
the bank and is' borrowing from that same bank, who is applying
his otvn ‘déposit in' the bank against ‘what he.owes the bank. ‘In
terms of saying what is your net liability, you:would have to reduce
your net linbility by that $94:billion,~-'wouhi younot? . S

Secretary Dir.roN. It would be something lower; yes. by

#The Ciramatan. ‘Would the Senator yield at thispointt: .- - -

Senator Lona. Yes. EHRIRTE T

84-802—04——38
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-, The Cuamaan, That $04 billion includes social security.

Secrotary DivroN, That is right. . |

: The CuAmmaN, éertainly that is not a debt. that. the Government
owes to itself. It is a debt that it owes to all of these millions of
peaplo in' the socinl securijty plan.

Senator Loxa. The chairman is privileged to look at it that way
as I am sure he does. I look on it from a slightly different point of
view, which I am privileged to do, I believe.

That is, that in m\{ ovent, to mako these socinl security payments,
we must tax the publio, either divectly for the social security funds,
or with another tax to pay the intorest—one is a social security tax
and the other is an income tax.

In any event, we have to extract that money from the public in
order to make those socinl security payments.

- Secretary Duaon. That is where this monoy comes from, because
wo have built up $60 billion in Governmont. investment accounts by
taxing our people more than we have paid out in socinl security and
other trust funds.

Senator LoNa. So while wo owe the obligation to pay those social
security payments, we shall have to tax the })eoplo to do it. I know
of no desire to reduce the size of those trust. funds. So as a practical .
matter, as far as the public debt is concerned, that is something wo
owe ourselves,

Now, this $34 billion held by the Federal Reserve, if I understand
it, would bo hold on the basis that the money supy?\y needed to be
incroased by $34 billion, and therefore, that the Ioedoral Resorve
bought $34 hillion of bonds and put that much money in circulation.
Would that be a fair statement

Secretary Dirron. That is an absolutely correct statement. ovor &
period of time. They did not buy them all at once, but ovor n period
of time to inerease the money supply. '

Senator Lona, If wo weras to inicreaso the debt so rapidly that tho
money supply were to got too large, to get out of hand, it would be
the burden of the Federal Resorve Board to sell off some of this $34
billion to tighten up the money supply, would it not.#

Secrvotary Dirron. That is exactly right.

‘Sonator Tona. You stated that the dobt has beon inereased by $22
billion while you have been Secretary. That works out to an’incrense
of about 0 percent. Will you tell me how much the gross national
product has incieased during that same period ?

Secretary Dirron. Well, the gross national product has increased
from $500 billion to nearly $625 billion now, so it has increased about
25 percent. .

‘Senator Lona. How much has personal income increased during
thiat samo period ¢ ' o

Secretary Dirron. Well, I would have to get some figures here,

Personal income has inoreased slightly less, but it has increased
from about $419 billion at the end of fiscal 1961 to noarly $490 billion
now. It isabout 17 porcent. -

prH\'tov Lona. Has Government income increased during that

erio
P Sceretary Dinron. The income of the Government has increased
very substantially, our tax income. ,
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Senator Loxa, -Can yon-give us the gross{ - ‘

- Sperotary Dinton. I have it vight hore.  Our eglondar year receipts
in tho year 1961 were $78 billion and they arve estimated this year;
with the tax cut, which will be in effect for 9 months of the year,
at $89.5 billion, which is an $11 billion incranse, or about one-seventh,
which is about 14 percont. |

Senator Loxa. Suppose you discount that tax cut for a moment and
give us what it woulc H)o without the tax eut, )

Secrotary Dirron. If there had not been o tax cut this year and
if the ecconomy had moved nhead, wo probably would have had §02
or $93 billion,

Senator Loxa. What percent would that be over the period?

Secretary Dinton. That would boe close to 20, 18 porcont, some-
thing like that.

Senator Loxa, Mr. Seeretary, the point I am getting to is it scoms
to mo that. if you ave running u business and you are in u position
to see that your gross has increased by 25 percont, that your net
incomo is up by 17 percent, that without the tax cut. or withont tha
additional payments to your stockholders that you mado out, that
you are making 20 porcent more, but. that even after you allow for
pnying moro out. to the people who nre in tho corporalion with you
that Government receipts ave still up 1+ percent, but 20 porcent. if
you disallow the dividends you have been paying out, it seoms to me
you havo n pretty solid investment. Upon that basis, 1 would say
that 1f I had to choose between a veduetion in personal income, n
reduction in gross income and a reduction in national income on tho
one hand and a small reduction in debt on the other, I would say as
o growing establishment, I would rather inorease my debt somewhat.
and increaso my operation by a much largor amount than that, I
would say that the ecconomy is on a vory sound operating basis. 1
would like to know if that. is how you feol about this mittor,

Seeretary DinroN. Very much so, particularly becauss over the
last 4 or § years wo have had the best record for many years of prico
stability in'addition to this. So this growth is.a real growth, not just
inflation, o

Senator Igna. I read an article by Walter Lippmann this morning
beforo I camo hore that said that this economy lms‘aoon so stablo duving
the }mst fow years and is expanding so vapidly that it is bringing some
of these dollars back home voluntarily without your having to take
control moasures to get them here.

Secretary Dinron, I think that is beginning to happen; yes.

~Senntor Tona, When it looks good enough that tho teliow not. in on
our deal wants to ‘join up, or bring it home from Furope, that means
it is on a pretty sound basis, does it not ? A

Seeretary Dirron. That is right.

Senator Lona. That isall I have.

The Crriamyan. My, Secretary, I have one question that I wanted
to ask you. I askyou to furnish a memorandum, if necessary. I have
been informed that the Vetorans’ Administration, FNMA, and the
Iixport-Import Bank propose in the budget to sell certificates outside
of tho'public debt. 4 '

- Secvolary DinroN. They have beon selling their assets to the publio
and then reimbursing the Government, Last year, in fiscal year 1963,
that was about $1 billion, and this year, it will'be about the same.:
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The Cratraan. Isthat included in the publio debt?

- Seoretary DinroN. These are not included in the public dobt, their
holdings, no.

" The Citamaran, How many difforont agencies of the Government
had sold securities of one form or another and entered into obligations
that are not included in the public debt ¢ '
- Secretary Dinron. I shall have to supply that.

- The Cnawraan, I would like you to give the committes a memo-
randum on that, because it seems to mo that if the Kxport-Import Bank
owes monoy the Government must have somo liability, and someone
must pay the interest and redeem the obligation.

Secretary Dinron. The Congress has never chosen to do so because
they considored thair assets were all very good assets, and of course,
the Export-Import Bank regularly pays substantial dividends.

'l;ho Cuamman, Does that apply to the Veterans' Administration,
too

Seeretary Dirron. They have mortfzagos on houses. So far, they
have mado money on them when they have been foreclosed.

The Ciiamraan, 'They proposoe to borrow their holdings in a pool this
year. Iwould like to have a memorandum on that.

Seeretary DiLron. Yes, sir.

('The following statement was supplied for the record.)

The following Federal agencies have securities outstanding that are not in-

cluded in the debt subject to Hmit. These securities are secured by the assets
of the ixsulng corporations but are not guarahteed by the Government,

Intercst-dbearing sccurttics {ssued by Federal agencles nol guaranteed dy the
U.S. Government

{In millions of dollars) Outatandin

Apr. 30, 198
Banks £or cooperf tived . o n e cccecmcccaeccmmcmcemmm—e————— $534
Federal home 10an BanKe de oo cmccmaccccenaaa 8, 627
Federal Intermedlate eredit banks. o caenaa 2,150
Federal 1nnd DanK8 e mm e cccaaccemmmm e em—am————— 2,073

Federal Natlional Mortgnge Assoclation:

Management and Hquldation ssuesS_ oo o ae oo na e aaaas None
ANl other IRSUES. e caaaaneea memmmmmaecneeeeemeeme——ena— 1,781
Tennessee Valley Authorlty . oo o e 180
4 101 ¢ VP E OISR eememecnmeemmeam—ee————— 11, 280

1 The proprictary interest of the Unlted States in these banks ended In July 1081,
1 The proprictary Interest of the United States In these banks ended in Junoe 1047
'thums o not Include securities which are frsued for use as collateral for commerclal
bank horrowing and not as a part of public offerings. They Include small amounts owned
by Federal land banks,

Certaln Federal agencles have purchnsed or othermwise acquired financlal
assets over the years and have subsequently sold some of their holdings to non-
government purchasers. ‘Theso financial assets may be held by the agencles
or by private investors. They are not considered obligations of the sclling
ageney, but are sales of specific arsets owned by the agency.

Under the pooling arrangements of Export-Import Bank, and the proposed
pooling of BNMA and VA home mortgages, rights to Interest and principal
paymeits are pooled and partlcipations In the pools sold to investors. The
resulting disversion of risk and moro centralized servielng features appeal to
a wlder range of investors and permit sale of these assets on more favorable
teriy than would otherwlse bo possible. The same procedure has been followed
guccessfully by the Commodlty Oredit Corporation on its crop loan program fn
recent years. The budaet. for fiscal 1088 cnvisages $700 mililon of such sales
by thé Riport-Import Bank and, when the cnabling legislation is passed, $300
million by FNMA nnd VA, - . K

Tho currenit status of the asset raler programs is shown i the table below,
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Sales of mortgages and other financial asects

[In inillions of dollars}
Fiscal ycars—
1064 estlpmato 1065
1084 actual | estlirate
1063 aclual through budget
Budget | May 1064 { Apr. docunrent
document )
Housing and Home Financo Ageney:
Comnuinity Facllitios Administration:
Collego housing loans. ... cceeeciecfeeanenennees 80 43 n 0
Tubllo faciiity loans. ........c..... 2 10 10 0 25
F?I!oml National Mortgage Assocla-
on:
Bpectal assistance function......... 203 8 8 k] 8
Msnagonent and l{quidating tunc-
Praposed ool paricipetion . 1112 " o © v 20
[P IO FUUURRPI IV I
Federat Housing Administratfon.. .... Y I ISR FUTR A Sy
Publio Housing Administrationt.....o.levceenancas [\ 80 L1 PP
Yeteruns' Administration: .
Dircetloans. c..ooiiiiiiiaiiiacanann. 181 150 138 112 200
Loan guarantee revolving fund........ k' m b77] 174 263
Proposed pool partielpation....coeeecdone i iiiaariaac e eeencccna s 100
Raport-Import Bank.... ...cceoveann..... 333 703 432 33 900
8mall Business Admintstration............ $ 7 7 4 lg
Tola)iciiiaeiaiannerenncrsreannasanas 1,142 1,69 1,046 920 2,214

e ot = e

Source: Burcau of the Budget,

+ Senator Wirrrass. The salo of the bonds by the Veterans’ Adminis-
tration and the FHA, would you say they have approximated a billion
dollarsin the last 2 fiscal years?
Sceretary Drrron. To the public, yes, a billion dollars a year,
. Senator Wirrraas, Has this not been described ‘as & part of the
fiscally irresponsible measure that tho Government has'to resort td
to hold down its debt? A coiplo of years ago, when we wero speakin
about holding down the debt ceiling, if I recall corrvectly, you saic
that this is one of the things you would have to resort to and you
roferred to it as being a fiscally irresponsible procedure. ‘I wonder
now why you are following that fiscally irresponsible precedure volun-
tarily on o different basis? o
Seeretary DirroN. That was for a different purpose. It dependson
what your purposo is. If your purposs is to raise money to pay other
Qbvernment bills and it costs you more thah by the Qovernment bor-
rowing, itself, then that is not responsible, I do not think. .
On the other hand, basically it has been our feeling—and I think
that this is generally concurred in by the whole finaricial community
of tho country—that it is advisablo to turn over to'the private financial
community as much of ‘the credit bperations as it is possible to do;
In other words, not to have the Government overly competing with
private entorprise to do things which they are willing to do. "
So for that reason, the Federal National Mortgage Asso¢lation, the
Veterans’ Administration, and so on, take the mortgages which they.
own and'offer them for sale, and anyone who wants to'buy them per-
maneiitly does buy them and then these funds return ‘into the pool
and theso organizations do not need to draw on the Government for
~ additionhl finanting during whatever that current year may be. = -
Senator Wiritaas, Am I correct in recalling that the budget pro-
Epses that these certificates, to the extent of nearly $1 billion, are to
e offored to the publie? ° ‘ a L e

~
—~
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Secretary DILroN, Assets have been dold; théy are not certificates,
What has been sold this year has been just the actual mortgages,
individual mortgages on individual houses. They have made a pro-
posal in the budget that some special authority be given to pool
these, and that is what I was going to furnish the memorandum to
Senator Byrd about. That requires legislntion, though.

, Senator Wrrriams, As I understand it, you consider it is sound
financing when you do it voluntarily and fiscally irresponsible whe
Congress puts you in a position where you have to do it? o

Secretary DinroN, If you have to do 1t to raise money for the debt
limit, I do not think that is fiscally responsible and neither did my
predecessor, who had been forced to do it, and neither does the Comp-
troller General of the United States who has criticized it. When it
is just a question of getting rid of these mortgages and allowing a
private sector of the economy that wants to invest in them to have
them and carry them, I think that is fiscally sound. 4
_ Senator WiLr1ams. I can follow your reasoning in one direction, but
I-cannot get across the fence as fast as you can.

Now, I am inclined to agres with you on one statement that you are
making in your remarks that the proper place to control expenditures
ig in the appropriation process, and the ¥ederal agencies which spend
the money.

As I understand it, r:'ou feel that once Congress appropriates this
money, you have no choice except as Secretary of the Treasury to
finance this by borrowing the money if there is not enough revenue.

Secretary Driron. Of course, the President has certain authority,
very wide authority in the defense field and less wide authority in
other greas, not to.spend ‘money that has been appropriated by the
Congress. But to the extent that it is actually spent, the role of
the Treasury is merely to pay the bills. We do not control the
spending by the various other departments of the Government after
money has been appropriated to them by the Congress. 4
.. Senator Wirrianms.- I am inclined to agree with you on that point,
that while the executive branch can hold down e:g;enses and has
a responsibility, the Congress likewise should hold down its appro-
priations, .. , .

. Secretary DiLron. Right. B o
- Senator, WirnLianms. - I think the President has suggested that these
appropriations be held down to last year’s level and that we not add
extra money on the appropriations this year, is that not correct? .
. ‘Secretary DiuroN, Yes, he submitted a budget that. showed less
expenditures next year, and I think in the new obligational author-
ity,abont thesameamount.. . .. - ..
,,Senator ‘Wriams, Therefore, if Congress is sincere in its pro:
nouncements of economy, as it approves these appropriation bills, it
should hold them down not to exceed last year’s appropriations. Do
you not think this is our.responsibility? A
. Secretary Dirton. I think in the total appropriation fp{ all depart-
ments and agencies. That does not apply to every:bill. Some go
upandsomegodown., .. .. ., I

-Senator WirLiass; Of.course, in Congress, we run'into the situa- .
tion, where you can alwa&s justify something as being:metitorious
end‘,v{q‘hm-ﬁhe g@iﬁ.f; I fagk of telling the respective agencies that
overall; your appropriations have to be within last year’s ﬁ{mts - But
each agency tries to justify its own increase. But dées not Congress

)

\
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have i responsibility t6/Took' at these objebtively and ‘say. to dack of
these agency heads that you have:to live withifi‘last year’s imcome
-and go back and cut your pattern a little bit lower® * ¢ "
Secretary Dirron. I do not think we can do that to'edch ageney. I
have always felt that there is a'fault in the budgetary ‘process in that
there 'is riot ati opportiinity for the Congress to lovk at tlie overall
budget as aihole at any point. Thete is  ‘provision in law ‘for
that, but Congress has ' not followed it for some years. Thereford,
youmiss that opportunity. a T C e
_Now, certainly, there are somé agencies such ‘as the Post Office,
where the volume of mail just increases, the Revenue Service where
the volume of tax returns increases, where you do need additional per-
sonnel.’ Overall, however, there are going to be-come dectréises, some
substantial ones in the defense area, and that will take up whatever
the necessary increases are, so the budget as 2 whole came out with
glightly less expenditures riext year than this year. -
Senator WrLrLrAns, Of ‘cours%‘o‘ur great trouble is everybody talks
economy for the other fellow. Each agency comes down and, as you
say, they tell us that the overall cut should be made, but do not cut
mihe. ' 1 notice that this aftérndon, we nre acting on your apptopria-
tion. The Treasury Department is asking for 8.5-percent increase
over last year. Yesterday, the Secretary of the Interior asked for a
7.5-percent inicrease. , , .
ach one said, cut the other one, but do tiot ¢ut me. b
Secretary DirroN. No, I do tiot think I said cut the:other one
there. I think the Interior Department is justified, too. -The only
one who has an opportunity, the way we operate otir presént system, to
look at the budget as a whole is the Presidént and his Director of
the Budget.. They subtit the budget as a whole and they ¢ame out
.GVB(Ill. But they decided certain things should go up and other things
g0 down., ) - . . . RN Lo
Senator WirLiams. If we adopt the budget as submitted by the
President this year without any increases or reductions, we shall be
appropriating $6.6 billion more than was appropriated last year? -
. Secretary Dirron. Idonotthink so. e
Senator Witriams. Woell, get the figures. How much was appro-
priated last year, $92.4 billion, was it not ¢ S
_ Secretary Drrron, I shall have to submit a memorantdum, but I
have been told that the present estimate of new bbliﬁti‘o‘mﬂj ‘i_tii_t_l}‘%rity
voted by the Congress during this fiscal year is about $100 billion.
.- Senator. WiLriams. Last year, President Kennedy asked for $98.8
billion. This year President Johnson asked ‘for $97.9 billion,’ and
boasted aboiit the fact that that is about $800 miillion leéss, Thn_t_;_,{s
correct. But President Kennedy’s $98.8 billion was cut by $6.4 bil-
lion last year. If we give President Johnson what he is asking for
this year, you will get $5.5 billion more and every-agency is-doing
exactly what you are doing this afternoon, asking for an increase

in'thelr bdget but hot-thé tthers, - : :
¢, Would you support or recommend that Congress regommit these
bills with instruction to'cut them back to last year’s appropriations on
éac.h‘édffthe agencies, and would you accept that, beginning with your
gwn ‘ . LELY . ! . ‘. L - ‘ . N R " . . . V ! .
" Secretary Doron. No, - S S P

Senator WirLrams. That is the answer we get from all of them.

O Y A T RN 3 AV AR T
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Seoretary DiLroN, : No; the Defense Department is askmg for a bll’-
llon dollars Jess than' they did last year, .

Senator ‘Wtiams, But if we follow your percentage, then you
will have $3.5 to $5 billion more..

eoretary DrLron. No, I do not think ou W uld As I said, I
would like to submit a memorandum on that. . %ongress must hav
.appropriated considerably more than $92.4 billion for this ﬁscag
year—fiscal year 1964—because we are spending $98 and we could
not spend $98 if you did not have it appropriated. :

Senator WirLiams. Oh,no, you have carryover n.uthorlty '

Secretary Divron. It does not work that way.. I do not have the
figures here.

Selgxabor WiLLians. What is the estimate of the loss in revenue next
-year ‘
y Secretary Dirron. Here is the figure in the January budget docu-
ment, wlnch shows the revised 1964 estimate of new ob igational
authorlty of $102.6 billion. So it is just a difference in figures. I do
not know where that $92 billion came from, but it appears to be ap-
proximately. the amount of the apf)roprmtxons enacted in the last
session of %ongress not 1ncludmg(ri e permanent annual appropria-
tlon, such as interest on the public debt.

_.Senator Wirriams, I am speaking of the actual appropriations.

Secretary DrLroN. There are some permanent appropmatlon that re-
qunre action in the regular appropriation.

~.(The following statement was supplied for the record : )

In the budget submitted to the Congress on January 21, 1904, new obllgb.-
tto al uthority forthe-fiscal year 1965 was recommended in the amount of

billion. This recommendation was $1.2 billlon above the 1964 new obliga-
tlonal authority of $102.6 bllllon (Including additlonal recommendations in
the 1965 budget document). The table below shows the original recommenda-
tions for 1064 and 1065, the amount enacted :by Congress in the first session,
and the additicnal recommendations that would aftect 1964.

New obllgauonal authomy, 1964-65
[In biiitons of dollars}
Fiscal year 1964-

‘Original recommendation, JANUALY 1063 o cccooeimemmmen 1107.9
Enacted by Congress in 1st sesslan ‘(Dec. 80, 1968) o e 98.8
‘With’ revisions and‘additional recommendations througb Janvary
p e 7 S UV UR SO U - 102.&
Fiscal yean 1963 . - : : .
Recommendatlons, January 10684 e 103 8

17This amount was amended downward during the year by more than a billion doll?rs.
An official amended Sigure as of Dec. 80, 1963, is not available, -

‘Detail on the differences between the nmew obligational: authority for 1064
enacted by the Congress in the first session ($98.3 billion) and new obligat.lonnl
auu‘xvgglﬁ fox; 1964 as _carrled in the, 1065 budget; document ($102.6 billion) is

- New oblfyatfonal atithority, 1964-65
: * fIn billions of dollars]

Mo -

I. Supplementary appropriatlons...'.--.;_..---..-.....’...;.---; ............. 2,
1. To carry ont leglslation enacted at the last segs;on Qf Congnqss- L6
" (¢) Uniform Services: ‘Pay Act 0f 1068, icammuaats S

S .-(b) Loans. and grants to: assist in the constructlon ot e .
PTEET .+ .5 facilities for higher education...... A oo ot Y
(0) Assistance to school districts in areas affected by
Federal actlivities. S8
(d) Other (including changes in the’ manpower ‘de Zelop- 0!
ERINLY - meut and training program and beginning of R
gram to rehabilitate the territory of Guam).._.... .1

Vo
| R
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New odligational cuthority, 1964-65—Continued
[In billione of dollars)

1. Supplementary appropriations—Continued
2. Congressional reconsideration of reductions made in the Presi-
dent’s original 1964 recommendations. .o oo

(a) To malintain the average military strength approved
by the Congress and to meet requirements for re-
tired pay___._ e

(b) To permit the development and procurement of long
leadtime items needed to achieve the goal of a
manned lunar landing within this decade..acu--- .

(o) For public assistance grauts to meet the requirements
for payments to beneflelaries. . .o ... m——

[

© -

8. Other (to meet uncontrollable and emergency requirements
such as those for the payment of unemployed compensation
benefits for Federal employees and ex-servicemen, the fighting
of fires in the natlonal forests, parks, and rangelands, the
payment of wage increases set by wage boards, payments to
sugar producers as required by the Sugar Act, and miscel-
laneous Interfund items) . oc oo e 2

11, Houslug legislation. ..o oo 1.4
II1. Other (including cropland conversion, youth employment épportuni- T

ties, Mexican land settlement) o cvav o ccmcceeeeee e ———— - 2
IV. Contingency CURAS. oo e e m e e e e .2

b 1] 2 1 " %
Senator WiLrrams., What do you estimate ivill be thé loss in revenue
of ﬁs?cal 1965 as a result of the tax reduction which we enacted last
year . :
.- Secretary DiLLoN.. Loss in revenue ns a result of the tax reduction,
I think, in 1065, about $4.5 billion, That is on the basis that the
economy would have continned to advance at the same. moderate rate
that it had been advancing for t.hé‘precedin‘% 2 or 3 years, Now,if we
had:not had the tax reduction, and we had - had a turndown sometime
during this year—and it would have been very. likely without the tax
reduction—then there would not bo any loss of revenue at all, .
Senator WirLiams. This is an “iffy” answer, .If we get to the moon
and we find out it is made of gold and can bring it back, we have no
gold shortaﬁ& , e,
Now.I will ask the question again. You answered it, up here earlier
and I want the same answer now on the record. How much'is being
pumped into the-economy next year.as n result of redicing taxes?
Secretary DiLron. That is different.. You said:how much is our
net loss in revenue. e
The gross, the question you ask me now, which is different from
what you asked me before, 1s what is the gross effect of the tax cut.
- Senntor Wirgrans, That is ri h,t,,-0£~9}1ttmg these taxes. . .. . .
Secretp{ DrtroN. The best estimate of that js that it wag gb@uﬁi&,ﬁ
billion in the fiscal ?'ear that ends on June 80, and a total of about $8.5
billion on the fiscal year ending in 1963, which means ﬂztgl,.zidd,i fonal
nearly $7 billion in that fiscal year, about $6.9 billion in that year. .
Then, in the following fiscal year, which'is the ﬁs&:'al;ﬂear 1966,
when it will be fully in effect, there m\lg.be_ an ,agldgt;oa:;l;bl lion and a
, Pal_f, for a total revenue effect of $10 billion, which'is the tgtal révenue
0ss, Y e g
84-592—64——¢
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The revenue nct reduced taxes by about $11.5 billion; but as you will
recall, they also nccelerated the payments of taxes by corporations, so
al.ll(;.l‘e\’elllle loss to the Government is less and its highest point is 310

illion. . | st

Senator WiLriams. You have answerved my question, buf it was lost
in the middle, so T shal! nsk it again, How mueh of the reduction will
be pumped into the economy s a result of this tax reduction for fiscal
year 19657 ‘ o

Secretary DiLroN. No; $1.5 billion of that came this year, and there
will be about $7 billion more next year. So there will be $7 billion next
year, for a-total of $8.5'from the beginning of the tax cut to the end
of the next fiscal year, which will be a period of about 16 months.

- Senator WirLiays. Is there any way to separate that.to say how

much is the reduction for fiscal year 19652

Secretary DrrroN. Yes; I said $7 billion. :

Senator WirLtays. How much are you asking to increase this debt,
by $9 billion? '

Secretary Dirrox. By $9 billion.

Senator Wirrrays, Then $7 billion of this $9 billion can be said to
go to offset the tax reduction loss of revenue?

Secretary DirroN. Not at all, because the tax reduction increased
the economy, and out of that increased economy, we get substantial
new taxes.

_Senator Wirrtams. That is an assumption. _

Secretary DirLoN. No, it is a fact. It was an assumption before;
it is a fact now. _

Senator WinLrass, It may be a reasonable assumption, but. you have
no way of knowing what will happen beyond July, do you?

Secretary DiroN. We have no way of knowing what will happen
beyond July, but it has already had that effect so far.

Senator Wirtrams. How much has the debt been increased since
you have been in oftice ? ‘

Secretary Dirron. T think it was—TI will have to look at those
figures'again. About $21 or $22 billion.

; S(eillator WiLrriys. What was the debt + yearsago, at the end of the
seal- :
“Secretary Dinton. Fiscal 10602 That was $286.5 billion.

Senator Witrianms, Itisaround $313 billion today, is it not 2
. ‘Secretary DrLroN. Yes, so it is an increase of around $25 billion in
the last 4 years, :

_ Senator WiLrtass. And it is costing around $1 billion per year in-

terest charges, is'it not, to finance this deficit of the last 4 years?

Sceretary DinroN. Not quite. | ‘

Senator WirLrass. Whit would you estimate that it is costing to
finance the deficit created in the past 4 years? . _

Sccretary DinroN. The average cost is about 3.5 percent, so if you
take $25 bjﬁion and 8.5 pércent, it comes to $875 million, rbugiﬂy. -
" ‘Senator Wirtrans. To finance this defidit. - L

‘Sécretary Dinion. Annnalintérest cost. . e

_ .,3();1;\?61} Wirniass. What.is'the estimnted’ ititerest ‘charge: for next

vear? o e
'Seevetary Ditron. About $11:1 billion: o

*"Senator Witriams. What were the iriterest cliiijés the first year you

came into office S
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Secretary DiLrox. About $9 billion, I think.

Senator WirLtams, It is costing the taxpayers $2 billion more to
finance the debt today than it did 4 years ago, is that correct ¢

‘Secretary DiLroN. That was not 4 years ago.

Senator WirrLiass. Then three and a half, when you came in.

* Seeretary DiLroN. At that point, we were in a recession, and as a
result, the short-term interest rates were at a very low level. We were
having a very substantial gold outflow as a result, and that had to be
reversed. So T would say n great part of this increase in interest
is due to the increase in the averaga interest cost of the Federal debt.

Senator WiLLianms. It is interesting to hear fyou say that a sub-
stantial part of the increased interest charges of this administration
is due to raising the interest rate. I recall a lot of criticism about the
high interest rates in the preceding administration.
~ Secretary Dirron. Well, they went much higher in the year 1959
and early 1960 than they have ever gone since. I think that is what
the talk was about, that sudden sharp increase in interest rates. DBut
the average level of rates on outstanding governments now is overall
higher than it was in 1961 by nearly half of 1 percent.

Senator Wirrrams. I have one further question.

Do I understand that notwithstanding all the press reports to the
contrary, you would bs opposed and would not recommend that Con-
gress give any standby authority to the President to cut taxes?

Secretary Dinron. Well, I did not say I would be opposed to it if
Congress wanted to do it. I said I did not recommend it. Actually,
I think the best system would be a system whereby the Conlgress by
" previous study, had an understanding that a request by the vesident
on an emergency basis would be handled in emergency fashion so that
it would be handled in a rapid period of time through the normal
processes of committes work an&) so forth, and acted on and voted
updor down by the Congress. I think that would be the best way
todoit. -

Senator WiLLrams. We would be back where we are now. Congress
can always make a recommendation for a quickie cut.

Secretary DirroN. That is right.

Senator WiLrLrads. It does not embrace us giving any advance au-
thority to the President , .

Secretary DinroN. No; I do not think that is necessary at all. I
just think 1t is necessary that Congress ought to fix its own procedures
so that it could act rapidly if circumstances require.

Just to complete the record it should be mentioned here that even
the proposal recommended by President Kennedy in 1962 did not
involve any exclusive authority in the President, since even under that
proposal (%ngress would have had 30 days in which to disapprove
any reduction. )

he CHamrMAN. Senator Smathers? . , .

Senftor Sxrarirers. Mr. Secretary, first I hope you never do recom-
mend to us that we turn over to the President the authority to cut
taxes. I donotthink yoi twill. R b '
. Let me ask you a couple of Twstidhs,-brieﬂy-.f With respect. to the
increase in the debt ceiling, is this a matter that just has arisen since
‘you-have been-the Secretary of the Treasury, or has the <lebt ceiling
heen rising rather regularly and periodicaivy, even under previous
Secretaries of the Treasury?
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Secretary Dirrox. Yes; it has been rising rather steadily for quite
a period.

Senator SymaTrers. Do you recall how many times, for example,
from 1958 to 1960 that the request was made of the Congress and
the Congressdid in fact raise the debt ceilingt .

Secretary Dirron. I would say three or four times. I have the
exact figures here. ' ,

Senator SyratHers. The last figure is that it was six times, six or
seven times,

-Secretary DirroN. Well, you iive probably right. -

The CuARMAN. I think that includes the Korean war, does it not?

Senator S»aatners. Well, the Korean war occurred during that
time. :

The point is that the debt céiling was, as I recall even sitting as a
member of this committee, Secretary George Humphrey and Secreta
Bob Anderson, both of whom I have the greatest respect, recommend
to us that we raise the debt ceiling in order that they could properly
handle the affairs of the Govermnent. ~

Senator Talmadge has given me information that it was raised four
times from 1958 to 1960. 4 .

In any event, you do not have that figure there ¢ .

Secretary DiLron. No; Icanfindit. It was fouror five times. .

. Senator Smatriers. Well, in the House, I noticed on the floor in the
debate that Mr. Bo‘gfs of Louisiana stated categorically that it was
seven times and nobody disputed it.. - - )

Senator WirriaMs. Suppose he furnishes for the record what it was
and how many times it has been raised since he has been Secretary of
the Treasury. ' ‘ :

" Secretary Dinron. I would be glad to.

(The following statement was supplied for the record :)

When Secretary Dillon took office on January 21, 1961, the statutory debt
limit under the Second Liberty Bond Act as amended was $293 billlon. Since
that date, Congress has taken six actiéns affecting the Hmit. Of these, five in-

- creased the total debt authorization and one continued an existing authorization.
The legislative record is as follows: C

Date and statute Action taken Celling on debt
, "~ |sudject tolimit

June 30, 1961, 75 Stat. 1. Increased sec, 21 limitation by $13,000,000,000 during period |$208, 000, 000,000

. ing Ju'H 1, 10681, and ending June 30, 1962, .
Mar. 18, 1962, 76 Stat, 23_..._ Increcsed sec. {imitation by $2,000,000,000 (in addition | 300,000, 000,000

“to ten:lpomy increase of $13,000,000,000 In act of June 30,
}vuonlg wmllgépe:iod beginning Mar, 13, 1062, and ending

July 1, 1062, 76 Stat. 124..... Increased sec. 21 Umitatlon during the getlods:
) Beug)innipg July 1, 1062, and #nding Mar, 31, 1983, | 308, 000,000,000

" (2) Beginning Apr. 1,1063, and ending June 24, 1063, to.| 305, 000,000,000
fs} ngmnmg fane 25, 1063, and endfng June 30, 1963,”| 300, 000,000,000
0.

May 29, 1063, 77 Stat. §0..... Increased sec. 21 limitation during the periods: ’
(1) Beginning May 29, 1063, and ending June 30, 1963, 307,000, 000, 000

g

to,

‘ (3) Beginning July 1, 1083, and ending Aug. 31, 1063, to.| 309,000,000,000

Aug. 27, 1063, 77 Stat. 131....| Incressed see. 21 llmlfat'ionntgurln the pegio% heginning | 300,000,000,000
. 26, 1063, 77 Btat. 847....| Increased sec. 21 limitation during the periods: '

,Nw-m ! B 5endﬁ°§(mnm,1m,to. 315, 000,000,000

g; g Déc. 1,1083, an
Ending June 80, 1084, £0.eeenenennsneesacnreanenens 309, 000, 000, 000
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;. Senator SmaTHErs. Of course, we know that since you have been
in, last’ gear we had three different: requests. 'You were over -here
three different times. - = . - B
.- Secretary DmLon.: Three different times, one of which was just.to
hold it level, and two of which were for increases, . .. . R
Senator SMATHERS, Suppose we had a balanced budget, in fisca)
1965, would you still have to come before us and ask for an increase
in the national debt? : ~ . . . : - R PIPEPI R
.. Seoretary DiL1on. ‘At this time, yes, for a very substantial.one be;
cause of the fact that we have run a-deficit, under the latest estimates,
of something just undeér $9 billion, which means that our cash position,
our debt position of the Treasury, is $9 billion, roughly, worse on June
80.of thisyear than it was.a year ago. e
-t 8o then, to take care'of the seagsonal flows'of revenue which I men-
tioned eaxlier, we would have had to have a very substantial increase.
I think that if we were to have a-balanced budget next year, the differ-
ence in the inorease, we-would:probably have to ask for an increase of
about $7 billion instead of $9. It is only about $2 billion, reflecting the
$6 billion deficit that is being thought of next year. .. . . .
. Senator-SaaTHERS. -So the net of what you are.saying is that even
with.a balanced budget, the Government would still"have to have an
increase in the debt ceilngt .~ -, . -, S
. Secretary DiLLoN. A very- substantial one, because the debt level
in any given fiscal year largely reflects what ila‘pp‘ened in the preceds
inéﬁscalyear. B T U L
;- Senator SaatHers. I notice on the actual public debt and statutory
tlebt: limitation shown on a,semimonthly; basis for fiscal years 1963
and 1964, you reached the top figure of debt of $313.2 billion.- =
;.]_,eSecretary. Dmron. That was this year, just- about the middle of
une,yes. . .. - e
Senator SmaTaErs. And you had a statutory debt limitation during
that time of $318 billion. -~ -~ = . . A
. Secretary DiLron. That isright. N : e
Senator SaATHERS. So there was a net difference of $1,800 million? -
.Il{owﬁ why did you not borrow more money and reach that debt
. Secretary Dmron. Becausée :we borrow. just as.little as we can.
Actually;:when I came-before this committee, last October, 1we esti-
mated that our top figure would be about $314 billion and we weré able,
primarily because of lower expenditures, to reduce that figure so that
the top figure was only $313 billion. We do not, just because we had a
debt 1imit, we do not go and borrow all the money that we can. We
try ‘our best to be prudent and we only:borrow,what we need.. ...

Senator SMaTHERS. So'we can conclude from the fact that you had.

a $1,800 million leeway; which you could have reached borrowing and
you did not do it, that this year if we raise the debt ceiling to the
requested figure, if you do not need it, you will not borrow it -

ecretary DiLLoN. Oh, yes; and if the figures work out as we hope
and expect them to and there are no ?rob ems, unforeseen problems
that arise, we would not use that $3 billion leewyay which we request

for safety purposes; So, therefors,the actual debtyprobably :would:

not go above about $321 billion.
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- Sanatot Ssrarrers, Fidt me: sk yow this quiestion; (Suppose:wedid
tiot'riise'thd debt eéiling or we réstricted it to & lower figure then that
which you have asked and some émergency in South Vietnam or Cuba
‘or Brazil‘oriwletever these emergencies' might happen to arise; what
would be the consequences of ‘tliat emér%eno -With'respect to its effect
on the operation bt yourDepartment, the Tronsurgf. -~ oo -

" Séorethry Ditox, Well, if we could not get the-Conghess back to
properly raise the debt limit at that time, and if ithis is‘a restridtion
that ig' ofié'that it is'impossible-to live within:without: défaulting, you
wotld' have to raise money' by unorthodox methods; as has been' dons
ifi'the piast;"which weé talked about.searlier, which would bring a cér
taiti amount of oriticism and would ¢ost usmoremohey. - - - -

The second thing would be to stretch out and not pa.y‘(?'ouv bills.
That is:what was done, I think in the late fall of 1957 and the eatly
part of 1958, when thereé was too tight a debt ceiling and defenss con-
tracts wete stietched out; bills just not paid and the results were not
very happy‘for the economy. It'helped to push usinto a recession and
we suflered for that: , - o , ’

Senator SxaTHERS. What year wagthatt - . - S
- Seoretary DirtoN. The end of 1957 and early 1958.: The Congréss,
wheii they came back in'1958, promptly raised the debt limit but duting
an attempt to live through that geriod, they had to be slo\v in paying
theit bills whién they were due and just tell the defense contractors that
thgv would have to wait. ' e S

Senator SmAaTHERS. So, Mr. Secretary, from what you say, I gather
you could categorically state that if the Congress does not provide you
with a sufficiently high debt esiling, and if some emergenoy should .
arise, or.if it.is not sufficiently: high for you to meet ithe bills, the
normal bills of the operation of the Goverriment, actually, it costs the
taxpayer and the Government more money and does not, in effect; re-
sulbinanysavings, - . o . o T it L oo

Secretary Dm.oN. Undoubtedly, that is true, ' S

Senator Syarners. So thatis why, as I gather; you are here now
agking for & rise in the:debt céiling to $324 billion? " .

* ‘Secretary Durron. That is right. -o0i 0 -5 0 0 o ,

Senator SamaTHers. I have no further questions. :

. The Crmaman. The Chairman would like'to say that Secre
Humphrey retniested an. increase in ‘the debt: ceiling and- it was de-
feated by thiscommittee, - i o T T

Senator Curtis? - ) :

Senator Currrs; Mr, Chalrman, - 7« | ST e
 Mr. Seoretary, what is: the Governnient paying: for money ‘on ‘an
average nowyon thedebt? nu’e - . o, waai ar
- ‘Seoretary DrLroN. Actually, the rate is 8.55 percent. e
- Senator: Curtis.. According to my caloulation,’'if' we inoreass the
debb"bg $1- billion, the amount that we add to the interest load is
$35,500,000¢ : Co R

Secretary Drron. That is right, R AR
- Senator Currts, So-every time the Government runs behind $1 bil
lion, that $38.5 million has to'be paid in interest every year until the
overall 'debbaisxreduced~b¥~$1~bil fonf- - e e o

Secretary DirnroN. As long as the average interest cost stays the
same,

raoa

r—————
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i Sehater Cutts; Tt is 'iﬂtbrédﬂiﬁ%ébg‘»how-thab:im fisdal'1988, the.obst
of running the U.S. Senate was 10;000.:: In’ fiscal: 1064, it was
$29,910,000. - Tt 1§ éstimated thut in fiscal 1065-it will be $29,826,000.
Ini othiér words; svér'y timio weihoreass the debt by:a billion doll ars
we place o burden on the pax;éayer it the way: of interest in excess’o
the cott of funning the U:S. Sanute. These costs include the salaries
of Senators, compensation ‘for the Vide President ‘when:wé: have on
the mileéage, the: expenss dllowances for Members and’ inaiori? an
mino¥ity leadeérs, the dalaries of all'of office employees andlegislative
acdowrits, contingency ‘expenses; polivy-committees; automobiles and
‘'maintenance, furniture, inquiries and investigations,. folding 'décu-
ments; mail, transportation; miscellaneous items,'-postag&stamps,‘sta-
tionery and communications; payments to widows of Members,.our
deficit’in the vestaurart—which I.am not proud of—and our shdre in
p‘zﬂ%i‘ng for'joifit-coninittes éxpenses, - - - R
he comparable cost figures for the House are larger. They spent
$52,088,000'in 1963, $57,114,000 in 1984; and an estimnted $58,070,000
will be requited in 1965, - i o 0 Ty
So, it we run behind, say, $5 billion a year on an average and it looks
like that is about what we are doing, maybe it is a little more—a quick
calculation indicates an increase In interest: of about $177.5 million
ayear. .. Rt S
" Secretary DiiroN. That is correot,. - - -
Senator Etm’ns.‘ Added to the current cost of Government. It would
figure about twice the cost, of the Seriate and the House of Representa-
gives. I am not defending tliese ¢osts; I think we should keep those
OWN, o : i
~"Now, Itvaiit to get something a-little bit imore clear about the effect
on debt when we dispose of assets that we own, such as the Veterans'
Administration-owned-mortgnges and other agericies’ mortgages. . Is
it' ot true'that while selling thess mortgages lessens the need for
borrowing, it does not actually improve our financial position because
wo have parted with something of valuet- Isthat notcorrect? - -
~ -Seeretaty DirtoN, ‘Yes,; you exchangs n'mortgage that is of value for
cash. ' So ‘yott riow have cagh' instead of:the mortgages. The reason
that we count that as a receipt is that we aléo count it as an expenditure
when the administration pays out money, even though it a¢quires some-
thing.of vallte,ns youw mentioned;at thesame time, . . .~ .+ -
Senator Corris. T want tomake & coniparison, and'if I oversimplify
it, I want you to correct me. o S RN
Secretary DinroN. Yes. e e -
~ Senator Curris:' Suppose & boy has expenses of $1,000 a year and he
is éelf-supportinge . He has income of $000. - So he goes in debt$100. -
But he owns a bond that is worth $50..- He sells that bond, g0 his
actual need for cash to pay his-debts is only $50 but he has still run
behind$100. - - - oo L o ‘ Coale
.Secretary Dirron, Thatiscorrect.:. " [ NI A
“Sehator Corrrs: And that is what happens in our calculation of the
Federal debt when we use assets, when we sell assets; is that not right 1
-Secretary DicroN.. Well, I think that isiprobably correct when' you
sell assets on a net basis. In each .yearyiyou are-nlways purchasing.
some and pelling others. But'to the extent that your:averall'is a net
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gale, I think that is probably a fair statement because the Government,
at theend of the year, has lessassets, .. . - ) :
. ~Senator CurTis, l‘f'ow, I notice in your statement you point out that
the real factor in creating debts and oxpenditure is appropriations.
Seoretary Dirron, Thatisright. . o L
Senator Coris. Is there not & very real step that occurs prior to
apgropriations inthe way of authorizationsy . S

- Secretary Dirron. Yes,.the.authorization legislation is equal}{ im-
portant, and in many cases theve'cannot be appropriations without
authorizations, although some types of expenditures have permanent
authorizations. BV L .

. Senator Curtis. Now, it is possible for an administration to recom-
mend and a Congress to enact authorizations that will become very
significant in expenditures, but there will be quite a timelag between
authorization vote or recommendations and actual flow of cash from
the Treasury; is that not right# _ .

Secretary Dirron. Well, that is true in many cases, even with ap-
r1:x'oprintions3. The money is actually appropriated; it is not, as you
now, all spent in the year for which.it is appropriated, particularly,
say, when you appropriate money to buy a piece of expensive military
equipment such as a nuclear submarine, - g
o appropriate all the money, but it may take 3 years to build the
submarine, so the money is only paid out over a 2-year period. Wh‘qt
you are saying is, in the construction of a great dam, for example, it
might take 6 or 7 year for them to build'it. In that case, sometimes
you appropriate all the money: for it, sometimes only part.of it. .

In our roadbuilding program that we are embarked on now, al-
though the money is coming in to finance it; when that was authorized,
it started very small and has become very large. el :

‘ Senator Curtis. Yes, but even:in appropriation, it does not affect
the debt until some disbursing officers writes a check and the money
flows out of the Treasur]y. _— , T

Secretary DiLroN. That is exactly correct. A ,

Senator Curris, When we appropriate a certain sum of money for
a department, that money is not taken out of the Treasury and turned
over to the department for that appropriation. v .

Secretary DiLroN. Ohyno. = - 4 e

"Senator Curtis. But as that a}l)propriation is spent and’these Gov-
ernment checks are presented to the Treasury, money flows out for the
first time. :

Secretary DiroN, That iscorrect.

Senator Curris. So the lag between the recommendation and the
enaotment of a Governmentiprogram can be many years, can it not{ -

Secretary DmLroN. Oh,yes. :

Senator Curtis. Now, there is some new legislation recommended,
say, for instance, in the war on poverty ; is that not right ¢

geeretary Ditron. Thatisright.:

. Senator Gurris. ‘Were those récommendations to be authorized this
year the impact of 'them so far as money flowing from the Treasu
would be sometime later, depending upon the type of program an

- how long it took to get it in motion,

Secretary DrrroN, That is right. It ‘depem'is‘oﬁ At'.he“type of ‘pro-j

. gram,
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Senator Curtis. ‘Do you feel as a praétical matter:that unce.a pro-
gram is authorized, it 1s quite diffioult for the departaient to fail to
make o budget request for money to implement it and also quite diffi-
cult for the Céngress to say; “We are not going to approp‘mate money
to implement this program thit we have authorized §” S

Secrotary Dirron. As long as this program is still necessary and
believed in, I think you are quite correct, although there is always lati-
tude for the amount, =

Senator Curtis. Legally, it can be done. i
~ Secrotary DiroN, Thereis latitude in the amount which we—

Senator Curris. But there is no binding obligation in those cases,
unless there is a contract, of coursef ‘ .

Secretary Ditron. That is right. And- actually, it does work out
so that there is more money one year and w little less in another. And
of course, Congress may be asked for a little more or a little less, de-
pending on circumstances, ' S L |

Senator Curris. It is so difficult to comprehend the impact of lar,
programs that I take an illustration of a smaller one, not to single 1t
out as being more evil than many of the others, but because we can
understand 1t. .

A fow years t:fgo, I think maybe 6 or 7 years ago, the Federal Gov-
ernment mjected itself into the problem of provldin% library service
in the cotntry. The argument was put up that the Federal Govern-
ment had anobligation to rural aread and isolated areas and depressed
areas to see that they got books. The first year, that program cost
only $7.5 million. I think it has been about 6 or’y years in existence.
‘The last figure that I saw was $45 million, or an increase of exactly
six times. That often happens in connection with the growth of a
program. ‘ ‘

Secretary Dirron. I think it can often happen. I am not familiar
with that particular program, but when a program is started on an
exgerimental basis, it can grow very rapidly; as that apparently has.

enator Corris. I a with you in your premise of placing em-
phasis on the appropriations, that that is what creates expenditures
and debts and not necessarily the. authorization to borrow. But the
puint is that the growth ofirevenue comes from recommenditions by
the Executive and the voting. of guthorizations by the Congress, or the
voting of ‘authorizations by the Congress against the recommendation
of the Executive. That is where your growth in government comes,
is that not right. : ,

Secretary Dinron, That is where it begins, yes. - .

Senator Curris. Now, incidentally, in this small program that I
used as an jllustration, within recent months, the Congress extended
the Federal Library Service Act, They did two very significant
things. They no longer confined it to the isolated or remote or de-
pressed areas, they extended it to every place, including the metro-
politan cities, and tliey also had another section in it which authorizes
the Federal Government to appropriate money for library buildings.
And if there are 100 towns in a State that want a library building and
four or five of them get one, we can anticipate pressure from maybe
half the rest of them, s that right ¢ C ,_ : U

Secretary Drron. Well, I can imagine that that would have the
possibilities of growing into quite a substantial program. - '
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->8enator: Curris. I think that:as -pepple,who-are quite concarned
about:the Federal budgst, the pilace to put. the emphasis in this.par-
tiularicase was way back there when we injected the Federal Govern-
ment into :the business of providing, library service in the country,
making the decision that that was 1ot a locil or private responsibility
but a responsibility of the Federal Government. .
- How far in advance—3, 3, 4, or 5 years—would it be fair to ask to
project the estimated cost of the interest on the national debt? I want
to ask that (%estion before I ask you to do it, e

Secretary DitLon. I think you can do it for the coming year on the
assumption that the deficit that we have assumed for that year, and
if you wanted to assume, take an assumption such as I gave to the chair-
man, that there would be a deficit which, in the following year, would
be cut in half, you could’'also make an assumption for that. But
beyond that, I think it would be very, very difficult to do. :

e do know that there will be gradually, over the next 8 years or

80, some increase in average cost of the debt, because wo still have
outstanding & certain number of bonds with & very low rate of interest,
2.5 ‘percent, that were issued in the wary at the end of the war or
shortly after the end of the war, before capital markets were free from
control, and they were at that very low rate, and they now sell at a.
big discount. And obviously, when they come due and are replaced
interest costs on those bonds will increase. But except for those, 1
would say that the gendral lavel we have of interest rates now is
probably one which will not tend to increase.
. Senator Curtis. Well, this figure of 3.55-percent interest we pay
now, is that on new money or is that an average of all obligations?
- Secrétary Ditron. That is an average of all obligations, all out-
standing obligations, R

Senator Curris. What is the highest rate wé are paying?
- .Secrétary DiLion. 4.25 percent, . A N

Senator Curtis. And one of the rensons this rate is going to, go up
i3 because we are going to have to finance some low-interest-bearing
securities? e : . . b
. Seorctary DinLbN. Yess the average rate, actually, of all outstand-
ing bonds, which means by definition all debt that was originally
issied for more than:b years,:is only 8.47 percent, so that-is lower
than the average of the total interest-bearing debts, which'is not a
normal situation.> That would probably'rise to & higher level Inter.on.

I made a mistake when I said 4,25 percent is the highest.rate we are
paying. That is the highest we have'paid on anhy.new issues. . There
are outstanding some securities.that avére issued before my-time that
have a higher ratei - There is one 5 percent that is due in August, to
bepaid off them. Thereisalson473. Cr e e T .

enator CurTis. Arve those reldtively short-term bondst y

Secretary DinioN. They were less than 5:years. - They were issued
at the time when interest rates were relatively high. I think they
wers issued 4 years and 9 or 10 mbnths-ago, which would be in 1959,
. Senator Curtis. This can be supplied for the record, because I.want
to save time. I would like to have the dollar amount paid out'in inter-
est on the national debt for the past 10 yedars and:have it projected
for'2 yearsin advance, SN

Secretary DiLroN.- We can do that.’ '
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Senator Curris. Now, I would like to haye the totsl deht which is
subject to-this limitation, year by -year: for the last 10 years, and
projected for a couple of years. o .

Secretary DiLLoN. At the end of each fiseal year. . I think you have
to take one period, which is the same period. : e

Senator Curtis, It should be the same period and that would be
asconvenient as any. :

Secretar{ DirroN. Yes,

(The following statement was suppliod for the record )
) (In billions of dollars}
Total debt
Publiodebt | sublet to
Fiscal year Interest limitation
" | expenditures | (end of fiscal
year)
6.8 25,5
6.4 708
6.4 X
88 72.4
13 . 7703
.8 276.0
7.6 24,4
0.2 286.1
2.0 289
9.1 . 283
9.9 300.1
10.6 - 312.3
110 3174

! Estimate as shown in January 1085 budget document, roleased Jan. 21, 1964. LT

’ On the assumption of 8 budget deficit for the fAiscal year 1068 one-half the slzo of 1085, the publio debi at
the end of fiscal would be roughly $320 billlon reflecting the finaneing of that deficlt, On this basis
and mumségf that [nterest rates are unchanged f; I?vglsa interest expenditures on,the publie-
debt in fi illon dotl :

1968 would be incroased apuoxlma{g;xy) mt.ll! ars over flscal 1083, _ /
Senator' Curris. Just one more arex of inquiry,'and that is these ex-
g(jsngit?ures that you are talking about. :Are they exclusive of trust
nds T o S
Secretary DiLroN. That is right.
- Senator CurTis, 'What are the major-trust funds? : ‘
‘Secretary Drrron, ‘The unemployment fund, the old age fund, the
railrond retirement fund; the disabilityfund. - o
- Senator CorTIs. Are the highway funds regarded as a trust fund ?
Secretary DiLroN. Yes, the highway fund is & trust fund, but in the.
case-of the highway trust fundy funds generally come in and go-out
in_about equivalent amounts. They. are not vety large or long
investments. o .o S
Senator Cortis. In this year that has just about ended what are
the total expenditures estimated: to be, exclusive'of trust fundsf® -
Secrotary DiLron. The total expenditures this year? .
Senator Curtis. Yes, o A
Secretary Dirron. Counting trust funds?
Senator Curtis. No, exclusive of them. :
Secretary Drrron.: Exolusive of, thiey were estimated in the adminis-
trative budget at $98.3 billion on ifn,y 22. But as I mentioned in my
statement, our experience since then has been that expenditures are
running lower than the Budget Burean-expected at that time, so-it is
likely that the year-ending total will be somewhat below that figure,
Somewhere, sdy, in the neighborhood of, around or just a little less
than $98 billion. I ; :
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Senator Curris. $98 billion § . |
- Seoretfiry DiLroN. Or probably less. Probably'somewhere between

$07 billion and that. \ _

‘Senator Curtis. For the same year, what is the total of the trust
funds expenditures? ‘

Secretary DirroN, The nearest is $29.5 billion.

Senator Curris. How much of that $29.5 billion is highway ?

Secretary Dinron. Itis$3.5 billion,about,

Senator Curtis, And the rest is primarily social programs?

Secretary DirroN, That is right.

Senator Curtis. Old age and disability, survivors’ insurance, com-
pensation——

Sceretary DitroN, That is right, and railroad retirement.

Senator Curtis. Do any of the trust funds have any source of in-
comd othor than taxes plus interest on the Government bonds they hold,
which of course, must be pnid by tax?

Secretary DiLron. That is where they get most of their revenues.

Senator Curtis. That is right, unless some unusual gift is made.

Secretary Dirron. That is generally correct.

Sonator Curtis. So the total impact on our economy, the total take-
})ut dm? taxes, from that standpoint we could well include the trust

unds

~ Secretary DiroN. That is correct. The administration, from that
point of view, is trying to give greater emphasis to what is called the
cash budget, which does include the trust funds ¢ach year. That is
what I mentioned in passing in my statement when I was talking about
the cash balance, our cash expenditures ran over $10 million a month.
That included the trust funds. That is what we haye to pay out, so
we have to take account of that in our cash balance, because our total
payments to the public were estimated in the budget at $12214 billion,
or $122.7 billion, to be exact, for fiscal 1964, :
b'l?.onntor Courtis. Adding $98 billion and $29 billion gives me $127

illion.

Secretary DirroN. Some intergovernmental payments are in there,
interest payments between trust funds and so on. For instance, in
the administrative budget figure of $98 billion, we had the full inter-
est on the public debt. But a portion of that goes to the trust funds,
So the actual payments out to the public are only about $122.7 billion.

Senator Curris, Just one more questtion, then I shall stop, because
I donot want to take all the time.

In the last year, has the income from the trust funds excceded the
payment ¢

| Solcretary Dirron. It has, yes. They are building up steadily and
slowly. ,

Senator Corris. That isall, Mr. Chairman,

Senator Tarmapoe, Mr. Secrotary, Senator Smathers inadvertently
asked you earlier in the day how many times the debt ceiling had been
raised from 1958 through 1962. What he had in mind was the period
from 1952 to 1960,

Secretary Dinron. Oh.

Senator Tatnmapar. Would you state for the record how many times
the debt ceiling was raised during that period ,

Sccretary Ditron. I think it was about seven times, but I would like
to be sure I am right. I shall have to supply the details of it. I think
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it. was raised, it looks to me like it was raised—it was acted on seven
or eight tiines. 1t was raised about five times, I think.

Senator Taraapoe. I was looking here at the Ways and Means
Committee veport on page 15. That indicates that it was raised some
seven' times, '

- Secrétary DiLron. That must be correct. - .

Senator Tararapar. Will you supply for the record the number of
times, including dollar amounts of each raise, the total for the series of
raises for Senator Smathers, please

Secretary Dinron. Yes.

('The following statement was supplied for the record:) ‘

Under thoe Second Liberty Bond Act ar ninended, Congress took seven separate
actions affecting the statutory debt limit during the perlod 1052-00, inclusive. Of

these, four increased tho total debt authorization, two reduced it, and one con-
tinued an existing authorization. The legislative record is as follows:

Date and statute Action taken Cellln{ on debt
subjoet to limit
Aug. 28, 1054, 68 Stat. 895............ Increased se0, 21 limitation b 000,000,000 | $231, 000, 060, 000
us. B, dur}ng })crlod beginning Aug’.r 2‘8.9’ 1w°?°6ud
«nding June 0, 1958, -
Juno 30, 1055, 60 Stat. 241............ Amended act of Aug. 28, 1954, extendlng Increase 281, 000, 000, 000

mereased“mlm“on %'f"l‘:"i?et?o' l%“‘ 000,000,000 | 278, 000,000,000
n sce. mitation , )
during perlod beginning Jul); 1, 1956, and ,
ending June 30, 1857,
'l‘em(s)ouq Increase terminated July 1, 1957, 2178, 000, 000, 000
Feb, 20, 1048, 72 Stat. 27 ln‘m !23' auonﬁ{e‘l.t“tﬁdt‘lgh by $5,000,000,000 €80, 000, 000, 000
eb, 20, 1058, 88, 27neeeninnnnns creased sec, mita X X ,
during perlod beginning Feb, 26, 1088, and
gept. 2, 1958, 72 Stat. 1758 Afr?e(xtllggd “&"cw'z':minumi limitation to | 288,000,000,000
P T $283,000,000,000, Which, with temporary in- 5
crease of Fe .mims.mn Limitation.
June 30, 1659, 73 Stat. 156............ Awmnended seo. 21, increasing lmitation to 208, 000, 000,000
i e H e
on ,000, urf nning
J 30, 1960, 74 Stat, 200 InJu‘y ﬁl%:% m?lf fﬁg{u l{m'{nge:éié,%m moou,ooo,ooo
une 30, 1080, at, 200...cccennnnn creased 560, ' X
during })ellod bglnning Jul’)z 1, 1960, an
ending June 30, 1061,

July 0, 1956, 70 8tat. 810............ 1

Senator Taraapar. Ihave just one more brief question.

Mu. Secretary, how much gold do we have at the present time?

Secretary DiLroN. About $15.5 billion. ,

-]Sin?mtor Taramapge. What ave the short-term claims against that
rol( ,
& Secretary DinroN. Excluding the claims in international organiza-
tions, in the Monetary Fund and the World Bank, I think it is some-
where around $21 bilhon. - A

Senator Taryanar. So we would be about $6 billion shy if all of
them claimed their gold at once, is that correct ?

Secretary Dirron, That is correct.

Senator Taryapar. Over and above the gold, we must have to sup-
port ot;r currency, so we would really be about $18 billion shy, would
wenot

Secretary Dirton. If you count the 25 percent reserve requirement
for currency and Federal Reserve de})osits as required. But as far
as payments to meet our international obligations are concerned, the
Federal Reserve has the authority, of course, to waive that require-
ment and the Chairman has stated they would do so if they had to.
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" Senator Taraivar. How miuch of that dollar asset could be handed
to France, for instance, for whith gold could be immediately de-
manded? ’ ’ o | ‘

Secrétary Diiron. The Frénch at present have about a billion and
& quarter dollars in dollar deposits. They would need for their or-
dinary running of their business, to keep a dollar deposit, because
dollars tte what are used internationally for trading purposes, and
I do not’think that they can convert all of that balance of gold, so they
have about $1 billion of funds that conld be converted.

As against that, they owe us, as a result of loans we have made to
th‘elrll'l when they were in finanelal difficulty after the war, about $650
million. -

So I would not think that they would ever, as an honorable thing,
ever ask for that $1 billion without first paying off what we had loaned
them after the war, which is $650 miillion.

.Senator Taraapee. How much does West Germany have?

“Secretary Dmron. West Gérmany has a larger amount. They have
about $3 billion, something like that.

Senator Tararanee: What would happen if De Gaulle and Erhard
made up their minds to embarrass us and decided to cash in their
dollars? |

Secretary Drtron. Well, it would embarrass them just as much as
it would embairass us. I think that is one of the things that has come
to be recognized around thé world in all these various countries, that
since world trade depends on the dollar, anything that would tend to
destroy or weaken the value of the dollar for political purposes would
also deal an equal economic blow to all the trading hations of the
world. Since the countries of Europe rely on trade, on foreign trade
to a much greater extent than we do, the economic damage to them
could well be greater than it would be to us in the long run. So for
that reason, I do not think any of them would consider taking that
sort of action for political reasons, =

Senator ‘Taratavar. Well, you might be right about your general
logic, but I fail to understand how it could be more embarrassing to
a fellow to cash in his'chips than it would be for someone who could not
pay hischips. _

ecretary Drrrow. I just mean if you had a devaluation of the
dollar, which I am absolutclg certain will not happen, but if you did
have it, it would right away bring a_gréat contraction in international
liquidity, which would restrict world trade. Therefore, countries tliat
depend on exports would be se”erely damaged and t} eir whole economy
would {go down and they would have a worse eifect on their own
internal economy than it would have on even ours. That is what T am
talking about. They are all well aware of tliat, and, therefore, there
isno desire to use this as a political weapon.,

- Senator TaLaapae. Should we not take some very stringent steps
to avoid that drastic possibility in the event it should arise?

Secretary DruroN. Oh, most certainly. We could take all sorts of
strong steps, like limiting imports, doing all sorts of things of that
nature, yvhich would again affect them, too. | '

.Senator Taryance, How much gofd,yéill we lose this year?

. Secretary DILLON. So far this year, we have not lost ahy. We have

gained some, actually, =~ '
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Senator TarLyapce. What will be the dollar deficit this year?

Secretary DirLoN. You cannot foretell something like that. Al I
can say is that the dollar deficit for the 12 months ending the end of
this month looks like it will be something under $2 billion, and I
would think——

Senator TAryapce. $2 billion?

Secretary DiLroN. Something less than that, and I would think that
for the calendar year, there is no reason why it should be any worse.
It should be in that same order of magnitude, probably something less
than $2 billion,

Senator TALyapae. Mr. Chairman, other Senators have been wait-
ifng Ent-iently’for a long time and I shall not detain the Secretary any

urther )

The CuARMAN. Senator Anderson?

Senator ANDERSON. Some questions were asked about the budget and
making it some $6.5 billion larger than last year. I just want to call

our attention to page 14070 of this morning’s Congressional Record.

here we talk about the Interior appropriation. It sets the ceiling
on the'appropriation for fiscal year 1965 at about $60 million less than
the appropriation for 1964, so 1t is coming down.

Then we move to the Space Committee, in which I also have some
interest. The committee agreed to areduction in the NASA authoriza-
tion to a figure of $5.246 billion, and last year, Congress authorized
about $5.350 billion for 1964. So they are down very substantial
amounts.

Mr. Secretary, you understand my favorite objection, why do we
not quit talking about a permanent Iimit of $285 billion and recognize
that the ceiling is above $300 billion? YWhy do we keep calling this
temporary? Nothing is as permanent as the national debt, is it

Secretary Dimuron. That is correct. My only answer is the same
one I made before, that this legislation always originates in the House,
and in the House, they seem to prefer to do it this way. I have made
it perfectly clear that as far as the Treasury is concerned, as long as we
have an adequate limit, we can operate under it, no matter what it is
called. In the present circumstances, I do think that we are agnin in
the difficult ;iosnt.ion of having to complete the legislation so it can be
enacted by -the President on the 20th so that the debt limit will be
aduﬁate for the 30th, so under these circumstances, I would support
the House bill as it is now, calling it o temporary limit. But that is
not fundamental, only tactical.

Senator ANpErsoN. I have tried that two or three times, to recog-
nize that $285 billion is not the debt limit at all. The testimony this
morning would indicate that it is not %oing to be wiped out next
year or the next year or the next year. I do not believe anybody in
this room will ever see it below $325 billion, or not much. But any-
way, we can hope. '

1 just want to say I recognize whe have to have the debt limit and
we m'el,%oing to have to vote it through. I would hoPe that someday

we cou fzet to the question early enough so we really struggle with
whether there is a permanent ceiling of $325 billion or whether there
iS nOt. :

. The CHAIRMAN.  Senator 'Douglas? ‘
. Senator Dougras. Mr. Secretary, I hope you will forgive me if I
raise a series of background questions.
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As I understand it, in 1933, the public debt amounted to $23 billion.

- Secretary DrLron. I have a figure of $22.5 billion.

Senator DotaLas. Yes.

At the end of 1989, it was $47 billion, an increase of $27 billion,
primarily due to fighting the depression and taking care of thé people
who were in great economic difficulty.

* Then, am I right that we began to rearm in late 1939 and at the end
of Worid ‘War IT the public debt amounted to $278 billion, which was
an increase due to the war of $230 billion ?

Secretary DrLron. That is probably correct. I do not have the
same figures. My figures are only as of the end of the fiscal year,
and they show that the peak debt—yes, in February, it was $279.8
billion. But at the end of that fiscal year, it was down to $269.9 billion.

Senator Douaras. So we spent $230 billion to prevent Hitler from
dominating the world. We sgent $24 billion—had a deficit—to pro-
tect the %eo le of the United States from depression. That accounts
for $254 billion of debt. .. ‘

During the Korean war, the debt was increased by $19 billion more.

Secretary DivrLoN. It increased by $15 billion.

Senator Douaras. So the two wais were responsible for $249 bil-
lion of the present debt, and depression measures $24 billion more, so
the major portion of the debt, the overwhelming ({)ortion of the debt,
was incurred to fight both foreign aggression and domestic depression.

Now, the House Committee on Government Operations is publishing:
each year the value of the real and personal property assets which are
held by the Federal Government. Am I correct that as of the 30th
of June 1963 they fix a value of $315 billion on these assets, with the
understanding that real estate is quoted at cost of acquisition?

Secretary Dirron. I know that is the way they value most of it
and I know the figure is approximately that and T am willing to
accept that as the right figure. I am sure it is.

Senator Douaras. In other words, using acquisition costs, which is
an understatement of current market value, the assets of the Federal
Government exceed the obligations by approximately $8 billion?

Secretary DiLroN, That isright.

Senator Doucras. Is it true that many of these Federal assets
actunlly produce money income, that the TVA pays back not only
the principal but the interest, that royalty rights to the Federal
tidelands oil reserve return revenues to the Government, that the
Federal Reserve Board g‘uys into the Treasury 90 percent of the in-
terest which it earns on Federal bonds?

Secretary DiLroN. That iscorrect. '

Senator Doucras. Is it true that the REA pays back the principal
and some interest, 2 percent, on the funds which it loans?

Secretary DiLroN. That isright.

Senator Douoras. So the assets of the Federal Government clearly
are understatéd in the figure of $315 billion? Some of this produces
income, but even if the estimate of the value of assets is understated,
it ‘exceeds the debt of the Federal Government.

-Secretary DiLroN. That is right. :

Senator Douaras. Now suppose we were to have a balance sheet on
the Federal Government similar to that of General Motors, or Du
Pont,; or Ford, or United States Steel. You have been an investment



DEBT LIMIT 37

banker.  If you found tliat the assets of a compiiny exceeded its liabil-
ities by approximately $9 billion, would you be able to make a loan
toit, as the former head of Dillon, Read? .

_ Secretary Dirrov. Icertainly would. But certainly the high stand-
ard of 'U.S. Government securities, endorsed by the fact that they are
treated and sell on a lower interest basis than any other security, indi-
cates the soundness of the Government financing.

Senator Dovaras. In other words, the investment bankers regard
the U.S. Government as a good investment ?

- Secretary Ditron. That isright.

Senator Douaras. There isno fear on the part of investment bankers
that the Federal Government will go bankrupt?

- Secretary Dirrox. No.

Senator Doveras. That is your private judgment as well as your

official judgment?

- Secretari')Dmr.ox. It certainly is. ,

© Senator Doteras. Now, am I correct in understanding that as of the
‘end of 1946, and I am speaking now of the calendar year, the national
debt was approximately $260 billion, and that the gross national prod-
uct was at that time $204 billion? I am taking-the year as a whole
now, the average indebtedness for the year as a whole, not at the end,
Therefore, is it not true that in 1946 the ratio of the national debt to
the gross national product wasas 12801007

" Secretary DitioN. Yes, it is about that, )

Senator Dovaras. In other words, nt that tinie, the national debt
was 28 percent greater than the [iross national produet ?

Secretary Dirrox. That is right. '

_ Senator Dotaras. Am I correct. thit, asof the first 10 monthsof the
fiseal year 1964, the national debt has been $308 billion but that the
gross national product has been slightly over $600 billion

Secretary Ditrox. Something over $600 billion, yes.

Senator Doveras. So that now the nitional debt is only approxi-
mately 50 percent of the gross national product ?

Secretary DinroN. Right, as of now. :

Senator Douaras. In comparison with the 128 percent in 1946—
would you regard this as an improvement in the fiscal situation of the
‘Government, narrosly considered

Secretary Do, es, I think it is a very dramatic improvement.

Senator Douaras. Now, it is interesting to make a comparison be-
tween the growth of the national debt and the growth of other forms
of debt. T happen to be greatly interested in consumer credit. I find
that in 1946, consumer credit in this country amounted to about $8.4
billion, but that as of the spring of this year it amounts to $69 billion,
.or eight times now what it was then. Is that approximately correct

Secretary DirroN. I do not have the figures on consumer debt. I
.do have it on other things, but T am sure that is right, because all indi-
vidual debt as a whole increased by six times.

Senator Douaras. And take mortgage debt. My figures show an in-
crease over the same years from approximately $42 billion to $281 bil-
Tion, or a figure only slightly less than seven times as great. _
~ Now, on corporate debt.” You have handled a lot of corporate flota-
tions, have you notf - .

Secretary Dmron. When I-used to be an investment: banker I did.
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Senator Dovaras. Am I right that:in 1946, the total corporate debt
was a})proxlmately $93 billion and it is now approxnmately, as of the
end of 1963, $372 billion {

Secretary DrrroN. I think thatis rlght, yes.

Senator %'DOUGLAS Or it is now four times, approximately, what it
was 17 yearsago?

Secretary DiLroN. Yes.

Senator Dougras. But if you add chether all forms of private
debt—consumer, mortgage, corporate, what have you—total private
debt was $154 billion in 1946 and was $753 billien at the end of 1963,
or an increase of 489 percent.

Secretary DiLroN. Yes.

Senator Douaras. In comparlson with this, the increase in the na-
tional debt has been 19 percent; 13 thls not truei

Secretary Dinron. That is ri '

Senator Dougras. People tal about State and local debt. My fig-
ures show that at the end of 1946 this amounted to $13.6 bllhon, but
now amounts to $82 billion, or six tlmes now what it was at the end of
1946. Isthat correct?

Secretary DiLroN. Yes; that is right. .

Senator Dovcras. In other words, the national debt. has increased
by less than any other form of debt. :

Secretary Drroxn. Oh, very much so.

Senator DougLas. As & percentage of the gross national product, it
has fallen from 128 to 50 percent.

Secretary Diuign. That is right.

Senator Douaras. And in per capita terms, divided in the total
amount by the population, it has gone down from $1,909 Eer rson on
June 30, 1946, to $1,627 per person as of May 31, 1964 or has
by upprox1mately $280 Eer capita.

Secretary Dr.LoN. That is right.

Senator Doveras. And, of course, income has gone up; so the ca-
paclty to pay has grea,tll'{ mcreased

esreta Drirron. That is right.

Senator Doucras. Now, there is & lot of talk about the country going
to the dogs and inflation and so on. Is it not true that in 19568 the
wholesale price index, using 1957-59 as 100, was 100.4

Secretary Di.LoN. That isright.

Senator Doucras. And as of April 1964 the wholesa]e price index
was 100.3 ¢
* Secretary DiLroN. Yes;andasof May itis 100 1.

Senator Dovaras. So to the degree you can measure movement in
tenths of 1 percent there has been an actual decrease in the wholesale
prlce level # :

Sedretary DILLON That. isright. ‘

Senator Douceras, What about the increases in other countmes in
the world ?

Secretary DILLON They ha,ve mcreased in tlus pemod very dra-
matically. - :

Senator DouonAs Could- you later su ply, or have.one. of your as-
smtants sula)ly for the record, what the ificreases have been in Fran

Germany, Great Britain, and Italy? Is it not true that we have hﬁ
the most stable price level-of any. major country.in the whole world ¢
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Secretary DiLroN. I think we have a far better record than any

other nation. _
(The following material was supplied for the record:)

Wholesale Price Indexes
(1058 = 100)

1058 | 1959 | 1060 | 1961 | 1962 | 1963 1064

/4 23 o8 X .
100 101 102 103 101 103 | 103 (April).
100 101 09 08 09 10t | 108 (February).
100 o8 99 9 102 108 | 109 (A rll{l. .
100 100 102, 104 107 108 | 110 (March).

1 Prices of home and fmport goods.
* Industrial wholesale prices.
? Prices of industria! output.

Source: International Monetéty i?und, ‘‘International Financial Statistics,” June 1964.

Senator Douaras. Mr. Chairman, I think these facts need to be
taken into consideration, not only in hearings oi this bill but in the
months ahead. T am goiiig to ask unanimous consent that a state-
ment I have prepared on this bill be included in theé record. -

The CraIrMAN. It isso ordered. ‘

(The statement referred to follows:)

THE DEBT IN Pmarwrivn

Bvery year at this time Congress is called on to raise the temporary ceiling
on the public debt. Some years it is not only done once, but two or three times.
Each year there is a torrent of haud wringing. There are shrieks and walils
from someé groups. We are told tkat the country is going to tlie dogs. False
impressions about the financial and economic position of the United States are
conveyed. Some raise questions about the value of the dollar, which i{s funda-
-mentally sound. I think-the time has come to try to put the question of the
debt in perspective. o
WHEKE DID WE GET THE DEBT

Most of the present national debt is the result of fighting Hitler and preserving
the free world. This was -a great national purpose with which almost no one
disagreed, and which was necessary to.the survival of the United States and the
free world. When we started to rearm in 1939, the debt was $47.6 billion. At
thé end of World War II it was $278 billion, or an. increase due to the war of
$230 billion. - T o oo N .

We added another $19 biltion during the Korean conflict. - Thus.the great bulk
of the debt wds brought about because of our willingness:and our duty to pro-
tect ourselves and our allies against both Hitler .and the Communist threat.
Surely this had to be done. R T I YT
- Some blame- President Roosevelt for the:debt, but: from 1938 to 1939, it in-
‘creaséd’ by only. $28 billion, or from $24 to $47 billion.: If President:Roosevelt
had not-taken the actions he did; and with 14 million.people unemployed and on
the breadlines, both our.political: democeracy and our competitive.economy might
well have given way to an alien system.: .- e LA e e e

5 LT i GOVERNMENT. EXPENDITURES - ““r*:. - 1 . ooy oo

I L L I o ST S O R S S S NP PU Y B SR RSN
-+ 1t.18 also, true; that the great bulk of present Féderal expendjtures are ‘ot
wasteful. There Is some wgste, and’expehdmﬁ-eg é&ex;ialwa‘;gpg,é{;tf and “sa:;mg’h
made, but the largest part of our budget goes for national défenise. Furthermore,
most expenditures are for proper purposes—including not only investment in
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property, but also investmonut. in peoplo—for health, hospitals, education, school
lunches, and other worthy purposes. The Federal Governmont is not the enemy
of the people, but, in almost all respects, cho servant of the people doing those
things which our safeéty, security, and \t'elfare‘dommnd. ' o e
Most of the critics merely glve the amount of the debt in absolute terms,
In the first 10 months of the fiscal year, which ends June 30, the average debt
was $308 billlon. The Treasury is asking for a new llmit of §324 billlon. But
‘when the ordinary business or even giant corporations tatk about thelr flseal
arrangements, they use the double-entry system—Ii.c,, the assets are put on one
slde of the balance sheet and the debt is put on the other. We all know that
this balances out. But when they talk about the Governtent debt of $308 billion,
the assets aro never mentloned. If they were, there would be a great deal less
concern about the Federal debt, i

GOVERNMENT ABHETS EXCEED GOVERNMENT DKBT

Jet us examine this. As of June 30, 1803, the real aud personnl property
assets held by the Federal Government amounted to §3156.2 Lillon,  But the public
debt for flreal year 1003 was $300.6 bitlion. In other words, the real and
personal property assets of the Federal Governmnent, valued at thelr aequisttion
costs, exceeded the debt by $8.7 billlon. Furthermore, by using the acquisition
cost of tho real estate which the Federal Government owns, we understate the
value of the assets. The value of the land and real property has gone up.  Thus,
in this respect, the assets are higher than actually listed. :

ABBETS PRODUQK INCOME

Furthermore, many of the Federal assets actually produce hicome. The TVA
(Tennessee Valley Authority) pays back. not only the principal but futerest as
well. Royalty rights to the Federal'tidelnnd oll reserves return revenues to the
country. The Federal Reserve Board pays Into the Treasury 00 porcent of tho
interest it earns on Federal bonds. The RHA (Rural Electritication Adminis-
tration) pays back the principal and some Interest on the funds it loans. Thus,
the assets of tho Federal Qovernment, it anything, are understated In this way,
too. But, even then, they exceed the debt of the Federal Government.

It any financler were to look at the balance sheet of General Motors, Du Pout,
Ford, or United States Steel, and found that the assets of the company exceeded
its liabilities by $8.7 billion, they would be more than willing to inake a loan to tho
company, to buy stock in the company, or to certify that its financinl condition
was absolutely sound. This {8 the situation with the U.8. Government because
of its assets of $3106.2 billion, made up of §225 biltlon in personal property aud
‘of $00 billion In real estate, exceeded its debt by $8.7 billion ar of June 30, 1003,
Today the situation Is even better,

RATIO OF DENT TO GNP GREATLY REDUCED

Another way to look at the debt {a to compare {t with tho gross natlonal product.
The GNP is the sum of the goods and services produced in the country cach year.
As of 1946, the natlonal debt was 28 percent more than the gross national
product, or it was 128 percent of the gross natlonal product. By 1052 the debt
was only 76 percent of the gross natlonal product, for while the cconomy grew
Presldent Truman reduced the debt by $11 billlon during his almost R vears in
office. As of the spring of 1084, the national debt is only slightly more than
50 percent of the gross national produet, or R $308 billion debt as compared with
& $608 biillon gross national product,

It we were to translate this Into family terms, the situation would be as
follows: If f man in 1946 had an income of $10,000 a year and a debt of $12,800
& year, he would have been in the same position as the Federal Governiment
in that year. We all know that this Is not an uncommon situation for ordinarlly
a mortgage company will make n loan of from 23§ to 8 times A person’s annual
income for a house, If, in 1064, following this analogy, the same man had an
income of about $20,000 but a debt of only $10,000, certainly we would conslder
that he was much better off and that his debt, compared with his Income, was
.ot excessively high. This Is what has happened to the debt and income of the
‘United States since 1046. ) ) :
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GROWTH OF OTIIER DEBT MORE THAN NATIONAL DEBT

Now, let us compare what has happened to the national debt in relation to
personnl debt, mortgage debt, corporate debt, and State and loeal debt. In
1040 the national debt was about $260 billlon. Ax of the spring of 1904 it was
308 billlon. This §s an increase of 10 percent.  Bul what has happened to other
debt Quring this pertod?

CONSUMER CREMT OR DEBT

Consumer credit was $8.4 billlon fn 1046, but It was £69 billion in the spring
of 1064, Thus, while the natlonal debt Inereased by 19 percent, consumer eredit—
the debt Individuals owe for washing machines, refrigerators, automoblles, and
personal loans—went up elght thmes, or by 800 percent.

MORTGAGE DERT

Mortgage debt fn 1946 waz §41.8 billlon. At the end of 1008 it was $281.3
billlon. It had Inereased 6.7 times, or by 070 percent. Thus, while the national
debt went up by 19 percent, mortgage debt incereased by 670 percent,

CORI'ORATE DEBT

Now., let us look at the corporate debt. We all know that many of those who
complain most vehemently about the national deht are the owners of corporato
stocks and bonds, or the agents of the owners of the great bulk of stocks and
bonds. Corporate debt at the end of 1040 was $03.6 billlon, At the end of 10063
this had increased to §371.6 billjon, or almost four times. Thus, again, while the
natlonal debt inereased by 19 percent, corporate debt increased by 400 percent.

PRIVATE DRBT

If we look nt the total private debt in the country, we find that in 1946 pril-
vate debt amounted to $1564.1 billlon and that by the end of 1003 it was 703
bilttonr.  All private delt had increased by almost five times. Thus, again, while
the natlonal debt had increazed by 10 percent, total private debt had increased
by almost 500 percent.

STATE AND IOOAL DERT

‘Many of those who most vigorously deery the Federal debt continue to say
that State and tocal governments should handle the Federal functions because
the Federal Government i8 in a very dificult financial situation. But the true
answer {8 that the Federal Government has had to take on a number of needed
activities becnuse the State and local governments were unable to do them due
to thelr very difficult financial situation, : :

In 1046, State and local debt Amounted to $13.0 billlon. By the end of 1063 this
had increared to $82.1 billton, or by six times. Thus, again, while the national
debt increased 4y 19 percent, State and local debt increased by 600 percent.

The following table summarizes these facts:

QArowth of nattonal dodt compared twith other debt, 1946-04

[Dollars in hilljons)

Kind of debt 1046 Latest Pereent

figure Increase
National dedt. . cceicieiiiiecsenecacnasannncciaracessnssscns R00.0 1§08 0 19
sumer t... &4 169.0 800
ort, ?!di:t Al.g :g’sig %g

1:1 1] SN .
Al private debi 10 17830 ]
Btate-local debt......... sesrecscannanasannsssaanntan ssensesase 13.6 1821

1st 10 months fiscal year 1064,
8 1964, ‘

: gl
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OTIHHKR MEASUREMENTS

There ave a number of other ways to measure these matters. If we compare
tho amount of money tho Federnl Goverument spends each year as a percentage
of the gross national product, we find that this has decreased slightly from 17.4
pereent fiseal year 1040 to 10.3 percent fas of May 30, 1064, If we compare the
amount of the Federal debt which each person in the country would owe, or
tho per capita natlonal debt, we find that this has gone down from $£1,008.70
as of June 30, 1040, to $1,627.83 as of May 31, 1064, or n decrease of 28044 per
person,

It should also bhe pointed out here that, unlike & private corporation, when tho
Federal Qovernment invests in a long-term asset—that is to say, when it builds
a road, constructs n bullding, or buys a computer—the ontlay of funds in n
particular year Is consldered as nn operating expense and not a capltal expendi-
ture. In private business a distinetion is made between operating expenses and
long-term capital investments, The long-term Investinent is pald for over a
long perlod of years. If an outlay Is mnde fn particular year for &t plece of
machinery or & new building, the asset Is depreelated over §ta lifetime and only
the vearly cost is connted as an expenditure. But when the Federal Govern-
ment does thig, the totat amount is counted as an operating expense fn the year
it is made. The Federal Government has no eapital budget.

1 am toll that if Ameriean Telephone & Telegraph Co., which has the highest
capitalization of any company In the United States, were to treat its caplial in-
vestients as doexs the Federal Government—the money it puts out for new
wires, offices, telephones, new digit diallng machinery, and so forth—it would
operate “in the red” every year, If we applied the same standard to them that
is applied to the Federal Government they would always be losing money.

If those who are most eritical of the national debt applied the same standard
to AP & I\ as they do to the Federal Government, they would not be willing
to lend AT & T. a single dollar; they would pronounce it bankrupt; and the
finnnefers of Wall Street would demand that AT & T\ come to them, hat in
hand, when they wantet a loan or desired to lssue stock, But the truth is that
A & T can command tretmendous amounts of capital from the money markets
becanse it can pay interest on the capital it has borrowed and because it pays
large dlvideads on fts stock.

To put it another way, if the Federal Government were to treat its capital
investments In the sanie way as private industry, the Federal Government
would have shown g huge surplus in every year siuce 1046,

BTABLE PRICE LEVEL

Thero 1s one further point to make in all this: There are many who say that
tho country is “going to the doga” beeause of infiation. But, if we look at the
wholesale price levels in the country, we find that since 1038 there has heen no
inerease whatsoever. The wholesale price level has remained constant, In
1038, usiug the period 1057-89 as 100, the index was 1004. As of April 1064 the
wholesale price index was 100.3. For more than 6 years we have had a con-
stant wholesale price level. We have had no Inflation. There has probably
never been a perlod in our history when prices have been so constant and when
we have had sueh o remnrkable achlevement, 1o my knowledge, no other country
in the free world has done as well.

Qur real problem has heen excesslve unemployment and an economie growth
rate which has been, until recently, much too slow.

I hope very much that these facts will help to put the fiscal position of the
United States into some realistic perspective. The country 18 not “golng to the
dogs.” Our assetg are greater than our debts. Compared with private debt,
vorporate debt, and State and local debt, the Federal situation is vastly superior.

While we must contintie to he on our gunrd against the dangers from abroad,
the Ameriean people need not have fear for our domestie financial situntion
and the soundness of our Government,

'The Crrairman. Senator Willinms? :
. Senator Wirrtams, As I listened to your reasoning, T am somewhat
intrigued on this point that the more we owe, the richer we get, par-
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ticularly as long as it is related to our gross national product. ‘T'his

reminds me, I was reading a little story about. that just the other day.

1t was related to the industrinl empire of Billie-Sol-Iistés. What

this writer pointed out was that Billio Sol listes’ debt the first day

ho camo out of collego in relation to his volume of business was larger

{-)luli: his debt in relation to his volume of business the day he went
roke,

What happened? What is wrong{ What is the difference?

Secretary Drnrox. Well, the debt. is important in relation to your
earning power, not necessarily to your volume of business.

Sonator Wirriams. Is it not. possible that he forgot one point that
was overlooked in your discussion here; namely, the contingent
linbilities?

Secretary Dirnron. Contingent liabilities have to be taken into ne-
count to the extent that they may become real,

Senator WiLriams, And what are the contingent liabilities of the
U.S. Government? I do not think they were mentioned in this con-
versation just a fow minutes ngo.

Secretary Dirnron. Welly they ean be figured in various ways.

Senator WinLiasms. From an actuarial standpoint, what. would be
the contingent linbilities of the social security }nn(l, for example, or
tho retirement fund?

Secretary Dinron, I would have to furnish that for the vecord.

('The following statement. was supplied for the record::)

The best financial statement of the socinl gecurity fund fs the annual report
submitted to Congress, pursuant to law, by the Board of Trustees of the Federal
oli-age and survivors Ingurance trust fund and the Federal disability fnsurance
trust fund. The annual report for tiseal year 1063, submitted to the Congress
on March 2, 1064, by the trustees—who are the Secretary of the Treasury, the
Secretary of Labor, the Secretary of Iealth, Educatlon, and Welfare and tho
Commissloner of Soclal Securlty—contains the following conelurlon:

“Consldering the old-age and survivors Insucsance and the dizability insurance
portlons of the program together, the new cost estimates made recently show
thnt the actuarial balance s substantially lmproved over what it was before tho
new estimates were prepared (f.e., as compared with what was shown in the
previous report) so that the system as a whole continues in close actuarial
balanzy, * ¢ * It may be noted that under corditions of actuarial balance, the
system will have sufilcient income from contributions (based on the tax schedule
now in the Inw) and from interest carned on investments to meet bonefit payments
and administrative expenses indefinitely Into the long-range future.”

Senator Wirnrrams. Will you furnish all other contingent linbilities
of the Government,

Secrotary DiLroN. The Treasury makes a report once a year on that.
I would be glad to submit. that for the record.

Senator Wirntass. Would yon submit for the record what the con-
tingent linbilities of the U.S. Government would be{

ecretary DinroN, Iwouldbe gladto,

Senator %Vn.r.ums. Contingent liabilities do have to be taken into
consideration with the listing of the assets. o | ‘

Secretary Dirton. But you also have to take into consideration the
assots. For instance, in the Federnl Deposit Insurance Corporation
they have insured a lot of deposits, but then the banks owe a lot of
Government. securities against them. So it is on both sides.
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Senator WiLrtams. I am sure you agree that they have to take all

into consideration.
Secretary DiLroN. Yes,
(The following material was supplied for the record:)

FINANcCIAL CONTINGENCIES OF THE U.S., GOVERNMENT

This statement deals with financlal contingencies which are not recognized as
legal obligations In terms of real liabilities on the central books of the Treasury
or real Habllitiese and undelivered orders and contracts on the books of operating
agencies. The statement is designed to supplement the Government’s regular
financial reports (e.g.,, the combined statement of receipts, expenditures
balances of the U.S. Government) in order to disclose potentinl claims which
are not otherwise reported in a single compilation. Readers are cautioned,
however, against misuse of the data since contingencies differ sharply from legal
obligations.

Legal obligations fall into two categories: (1) Liabilities, and (2) “undelivered
orders.” Liabilities are amounts owed, representing such things as borrowings,
uninvested trust fund balances, and accounts payable for goods and services re-
ecelved. ‘“Undelivered orders,” which include unfilled contraets, are commit-
ments which will mature into liabilitles as orders are fillled by delivery of goods
and services or performance is otherwise rendered under contracts. Contingen-
cles, on the other hand, represent such things as loan guarantees and credit
insurance which involve a risk of incurring liabilities, and n concomitant risk
of loss, with a high degree of uncertainty as to time or amount. Whereas figures
on labllities and undelivered orders generally represent valuations of firm com.
mitments against Government funds, accurate within a narrow range of varia-
tion, figures on contingencies represent mercly the upper limit of a wide range
of possible future liabilities.

The element of uncertainty is the primary basis for differentiating contingen-
cies from legal obligations. In the case of legal obligations, ultimate payment
by the Government is virtually certain or is contingent upon conditions which
are likely to occur in the normal course of events. In the cage of contingencies,
the extent of ultimate payments, if any, and, more importantly, the exteat of’
ultimate losses, is contingent upon highly uncertain events such as widespread
bank failures, defaults of borrowers, accelerated death rates, or war. Potential
losses are further dependent upon the value of assets presently held as reserves
against the contingency, the value of contingent assets which might be acquired,.
and future revenues generated by the existence of the contingency. Substantial
losses can be predicated only on the basis of an abnormal course of events.

This statement is divided into three sections: (a¢) Loans guaranteed and in-
sured; (b) Other insurance and guarantees in force; and (¢) Other financial
contingencles, The columns are arranged to show the monctary limit of the:
contingency or potential contingency and the amounts of public debt and U.S.
agency securities held in connection with the programs giving rise to the con-
tingencles. Certaln insurance and guarantee items which are recognized as legal
obligations In other reports, and therefore are not classifiable as contingencies,.
have been omitted from the body of this statement, but are disclosed in accom-
panying notes in order to have complete coverage of these programs.

' The different sections of this statement, and within the sectlons the different
columns, represent essentially different things; consequently the section totals:
cannot be added together, nor can line items be added across, to arrive at valid
and meaningful totals. Likewise, any attempt to add data on contingencles to:
figures on liabilities and undelivered orders to arrive at a figure purporting to:
represent the Government’s debt would be completely unwarranted. Not only
would such a eomputation Involve addition of unlike items; it would involve-
double-counting through adding public debt liabilities to contingencies against
which these same public debt items are held as reserves avallable to cover losses..
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-Fivancial oonmgcncte: of the U.8. Qovernment as of Deo; 31, 1968

(preliminary)
i {In milljons of dollars]

A, CONTINGENOIES FOR LOANS QUARANTEED AND INSURED

Amount of | Possidle future
ocontingency | contingencyfor | Memorendum:
Agenoy and program for snteu e nw:‘x?leeg‘:r l:unguc Debt
’ agen
in rorce insure loans | securities ﬁa
Agency for International Developmont Forelgn invest.
gen {gumnteef T U L3 1 3 PO B .
A{xi ture Depettment: Farmeu Home Administra-
{on: Agricultursl credit Insurance fand............... 4% 1ni...... ctancesaas
Commerce Department: '
- Office of the Secneury. Alrmt&loun&m ..... b (N . IR,
Maritime Admlnistratlon' Federal mortgage
" g"fm X Bank"i'w"ixi"'t ....................... ® 1. P 2
5 m of Washington...ocvveerncneceee (M Jeeeoe. O .
noggr anpcftllome Finance Agency:
ecal Housing Administration:
Property improvement loans............c.c.ae... 1406 {........ cesensen 104
i . Mortgageloans. ... ..iecuiietieiccccanesoconane 42,554 6,031 718
‘Ofceof t Admlnutntor Urban rmml fand .- LM34....... PO EN
Pubuc Housin 5’ Administration: Local :3
thority bonds and notes (commitments cover
byannualoonmbut OM). cecueccnnaacaanasaranases 13,60 |........ PO P, ceerees
Interior Department: Bureau of Commercial Fisheries:
Federal ship mortg elnsumnee fund, fishing veesels.. t 3 O E
Inlmum Commerce Commission.......ccceueauneece.. 190 |oeieennnnnnanen Jooeaens ceemoenns
Business Admlnlsmuon' Revolvlng Tund....ooo: L | 3 SRR SRR
Veterans' Administration. ... .coceiniiaanacnienan... 816,280 |.-ccvenecnnnns sefrienncrevacenanes
Defense Production Act of 1950, a3 smended.....oo..oo. 104 18 feeeenee cencecens
Total loans guacanteed or Insured................. 65,229 6,087 M

B. CONTINGENOIES FOR OTHER INSURANOE AND GUARANTEES IN FOROE

'

Memorandum:
Agency and program oﬁ;n«mt of Public debt
cy and agen
securities lgd
ney for International Development: Foreign investment guarantes ‘LT
Ameuﬁi{ra Department: Federsl Grop Insurance Corporation........ 377 I
OCommerce Department: Maritime Administration: Waz risk insurance
revolving (371 T 8 3

Export-Import Bank of Washington:
Maedium term guarantces and insuranoe
llmunnce qp exports tsqued through Foreign Credit” !nsurance

Fede:al l!ome Loan Bank
8avings and Loan lnsuunoe Corporation....cccceeennnecnn. 88, 481 859
Held bylnmredlmll (] 10) T U P eese 6,168
U.8, Information Agency: Inlormallonal media guarantees..............] 0 4lieceiieeaeaal .
Veterans’ Administration:

Natlonal service life insurance......... eececrccesmcsanecrecrssonansas 450 15,85
U.B, Government life Insurance. ... ......ccccuencoceccsenccanas 1,103 981
Total othef Insurance or gUAranteos In forod. . ..o.eeeenenevenensens 322,869 83,795
See footnotes at end of table.
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Financlal contingencies of the US. Government as  of Deo. 31,1363
(preliminary)—Continued

[In millions of dollars]
O. OTHER FINANCIAL COMMITMENTS

Unpaid subscriptions, ete.:
. - International Bank for Reconstruction and Development........... . % 1. 3
- Inter-American Development Bank . ..o, iooiieiiiiiiicianieanen 200 |ociiciaaaaes
. Internationat Development Asochw_m ............................. [ R
" Total unpald sabagIPHONS. ceuuevneeneeneaeeeiereseennennnnnan LN £

10bligatjons proviously reported for contracts issued under a fractional reserve baa!s liave boen

deobligated. .
s Excludes insurance ard guarantees in force which are reported as legal obligations under sec. 1311 of the

Supplemental Appre.: '.tions Act of 195, as follows:
Export-Import Bank of Washington: ‘ - In millions

LX)

L.0ans 201d With PeCOURS0. «c e ceca it iaiacccccacaracasccascananas esescescesccancccaanese
Medium-term guarantees and InSUMNCEe. ...coviiier  ciiiiiiiiiiietcien i iaenaan -
Consignment and Forelgn Credit Insurance Assoclation short-term insuranco .

Housing and Home Finance Agency: Public Housing Administration......ccocaaiaeaaiaaiaa.. 969

Small Business Adminlstratlon.. ..o ccieiiiranciiiciieniiiciecccarercaacsacsacccocacscnanonn

» Participation ceriificates sold by the Bank, $487,000,000 outstanding Dec. 31, 1963, are reported In
financial statements as Jegal liabitities and aro not shown In this report of contingencles,

1 Represents the estimated insurance coverage on loans aggregating $1,587,000,000. : ;

¢ This nmoun{)b%% the related amount shown In footnote 2 represents the guaranteed portion of loans

aggregating $91, .
¥ Represents the guaranteed portion of loans a ‘mtlng $30,546,000,000,
963 crop year,

¢ Resmsenls estimated insurance coverago for ﬁ?
? Includes holdings of veterans’ special term: Insurance fund.

Senator Wirrntams. As I understand it you keep throughout the
year, a careful watch on the éxpenditures and the income so that. you
should have a reasonubly good knowledge at most any time in the year
as to what the deficit is going to bo for the next 6 or 8 months in
advance? , ' ‘ o

. Sgcmt;;gr Drron. We try to. We got the best information we can
from'the Bureau of the Budget and from other departments directly
as to how their expenditures are going and we have our own estimates
on income, so that with that, we try to be in as good a position as.we
can, - o
Senator Wirriays. I assumed that you did, and I could not conceive
of your operating on 'any other basis. That is the reason I was some-
what surprised and disturbed by your letter of May 4 in reply to my
letter of inquiry of April 30 of this year. o

I asked you to furnish me an estimate as to how much of an increase

you were going to_have to ask for and what the next year’s deficit
would be. ~ Yet on May 4, I received a reply from you which indicated
that you had no knowledge of the amount needed and you made no
tabulation, I was amazed that a man holding a position such as yours
would not be able to project some figures, at least, for the next fiscal
year. |
Secretary DirroN. No. We had made no final determination and
it did not seem advisable to make one until we were ready to send up
our formal request. That went up at the end of May, and at that
time, at the same time we sent it up, which is the same time we made
the decision as to what we were goinF to ask for, I furnished you with
the figure. But before that I could only have given you a figure
within the range of, say, from $325 to $322 billion, or something like
that., We did not have an exact figure. You see the Bureau of the
Budget and we were reestimating cxPenditm'es and income, and they
weroe put out by the President on May 22 with the difference from
the original budget message. Budget was in the process of reestimat-
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ing expenditures at that time and had-not conipleted that work. So
we did not really ‘have any-different. figures at.-that time than the
figures that were in the President’s budget,:although we knew they
were going tobe changed. - . . e o 0 T

So there was no sense in giving you thoss figures, so we waited until
Muy 22, when the President put out these new figures.

Senator WirLiaas, My inquiry very clearly asked you for a reason-
able estimate and I fully recogniz«d that if. would not be-an exact
figure. Do you not think that a member of this committee is éntitled
to information in this connection? . Was it not & propet- questioni?’ . °

Secretary. DiLrox. ‘The difficulty with that is that every time one
makes an estimate, it changes from time to time as your circumstances
change. Ifone spent one’s time giving monthly estimates, they would

o up and down and I'do not think it would be really terribly valuable.
So if the committee wants to have monthly estimateés, we can do out
best to give them to them, ~ N

Senator Wirrrams. I was not asking for monthly estimates, and this
was a very proper inquiry. 4 ;

Mr. Chairman, I would like the reply to be put in the record at this
point, because I am surprised that un?' man occupying the position of
the Secretary of tho Treasury, 2 months before he asks for.an increase
in the debt ceiling, would know so little about what is going on, or at
least indicates such a lack of knowledge. I feel that when a meinber
of this committee submits such a question, it is a proper question and
can at least get some reasonable estimate, rather than just closo this
meeting today with the understanding that e shall not bb able to get
another estimate from you until you appear before the committee next
year to do this. I : :

_Secrétary DrioN. Oh; no,'bécausé’ we regularly make 'a midyear
review at the end of the.session, when we¢ have a chanée to look at
total as)proprintions, about 6 weeks after the session ends. - That will
be public and will contain a new estimate, both of expenditures and
rovenues, and then the President’s budget in January will be a third
ono. The final ‘one after that would be the next time that the debt
limit is discussed, ordinarily. ' '

So thero are three or four different estimates made during the course
of the year, normally, that involves really very careful work by the
Budget Bureau, largely, in projecting expenditure rates of various
departments workin%with them. Wae take those figures that are sup-
plied by the Budget Bureau because they are the best we can get.

The Budget Bureau has not done that. We are not really in a posi-
tion to furnish estimates that are worth much: I do not like to fur-
nish an estimate that is not worth much.

Senator Wirrtams. I thought that you had a better control and
more knowledgs as to what is goin on. I was disappointed that just
2 months before you were sche uleg to come here to ask for an increase,
we could not at least get some knowledge or some information as to
the Treasury’s position. " S

Secretary Dinron. I did not realize thdt a range of about $5 billion
would be satlsfactorg. We could have given you a midfigure and have
said it would vary $2.5 billion either way, and that would Liave been it.

Steenator ‘Wrtrtass, All that I was usfdng‘for was ‘your-best esti-
mate,

. ?
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<" Secretary ‘Driron. I-did nof realize that. I am sorry. If I had
known you wished tha%l would havegivenittoyou. * - .~ -
» Senator WiLLrams, From iour letter, you did not even have a guess.
__ Secretary: DiLron. No; we had no details, S
. (‘Theletter referred to follows:): o
N ' THE SECRETARY OF THE TREASURY,
R ‘ J Washington, May 4, 1964.
Hop. JorN J, WILLIAMS, S :
U.B. Senate, - -
Waehington, D.C. o o - o S N .
... DEAR JoHN: I have your letter of April 30, Inquiring as tb what our debt
1imlt proposal.for next year will be, and as to our latest estimate of the deficit
for thé current fiscal year..- We have made no new estimate as.yet for the fiscal
year 1964 deflcit,” but expect to have such. an estimate completed just prior to
our prégentation of next year’s debt ceiling legislation to the Ways and Mesans
.Committee, which I expect will be sometime during the last week of this month,
We have not yet decided on the exact dimenstons of the increase that will be
needed in the debt celling for next year, but naturally will have to come to a con-
‘clusion sometime this month. ‘We shalf be glad to advise you as soon as we have
rea}).ched :l gﬁml determination of what we shall propose. . . .
.- Best es.. - - .. R

Sincerely, Dovoras DiLio
8 N.

Senator WirLLiams. I haveone further question. 'Would you furnish
for the record at this point a copy of the statutory authority which
you think gives the Federal Reserve Board the right to release our
gold reserves if it sees fit ¢ ‘ R

~Secretary DiLioN. Oh,yes; I would be glad to.
(The following statement was supplied for the record:)

Paragraph 3 of section 16 of the Federal Reserve Act provides that each “Fed-
eral Reserve bank shall maintain. reserves in gold certificates of not less than
25 per centum against {ts deposits and reserves in gold cértificates of not less
than 28 per centumn against its Federal Reserve notes in actual circulation.”
Provisions relating to action which the Federal Reserve might take if the reserves
should fall below. the required amounts are found in section 11(c) of the Fed-
eral Regerve Act, the text of which follows:

“Sgo. 11, The Board of Governors of the Federal Reserve System shall be

authorlzed and empowered:
[ ]

. [ : ] . .
“(c¢) To suspend for a period not exceeding thirty days, and from time to time
to renew such suspension for periods not exceeding fifteen days, any reserve re-
quirements specified in this Act: Provided, That it shall establish a graduated tax
upon the amounts by which the reserve requirements of this Act may be per-
mitted to fall below the level hereinafter specified: And provideéd furiher, That
when' the reserve held against Federal Reserve notes falls below 25 per centum,
the Board of: Governors of the Federal Reserve System shall establish a grad-
uated tax of not more than 1 per centum per annum upon such deficiency until
the reserves fall to 20 per centum, and when sald reserve falls below 20 per
centum, a tax at the rate ‘incgeaslngly'o_r o “less t‘hax‘l 114 per centum per Annutn
upon each 2314 per centum or fraction thereof that such reserve falls below 20
per centum. The tax shall be paid by the Reserve bank, but the Reserve bank
shall add an amount equal to sald tax to the rates of interest and discount fixed
by the Bodrd of Governors of the Federal Reserve System.” _
The Cramman. Senator McCarthy? ot
Senator McCartHY.. Noy thank:you ;:L have no questions.
- The CaAmmAN.. Thank you very;much, Mr. Secretary. .
. Thig completes the hearingson thebill. = - .. . oi..
- (Whereupon, at-12:26 p.m., the hearing was qongiuded,f) .

i



