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MONDAY, JUNE 13, 1988

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

of the Trea

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

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

(H.R."

Smathers, Anderso h

‘Vail, chief coupse
I want to call thfs nieeting

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

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

Liberty Bohd Act

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

Passed the House of Repres

Attest:

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

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

(The public debt limit chart follows:) L .

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

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

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

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

AT T e 41 “l\ﬁ



2 PUBLIC DEBT LIMIT

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

History of lcgislation—Continued

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

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

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

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

bonds within authority of sec. 1.

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

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

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

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

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

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

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

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

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

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

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

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

See fodtnotes at end of table,

i
i
)

* $20, 000, 000, 000

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

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

*25, 000, 000, 000

#20, 000, 000, 000

? 43, 000, 000, 000

* 45, 000, 000, 000

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

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

-t

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

Ilistory of legislation—Continued

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

2. Of June 30, 1964

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

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

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

* $275, 000, 000, 000

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

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

# 280, 000, 000, 000

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

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

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

® 328, 000, 000, 000

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

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

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

The Crairman. Will you please proceed ?

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

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

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

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

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

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

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



PUBLIC DEBT LIMIT 5

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The CrarRMAN. Do you have a prepared statement ?

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

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

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

FISCAL YEAR 1966

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

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

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

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

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

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

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

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

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

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

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

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

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

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

FISCAL YEAR 1967

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

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

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

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

over some of the prepared—— . .

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

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

The ("ramman. Goahead.

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

COST REDUCTION PROGRAM

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

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

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

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

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

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

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

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

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

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

CONCLUSION

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

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

Thank you, Mr. Chairman.

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

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

The Crrairyan. Yes.

Mr. Scriurtze. That is correct.

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

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

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

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

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

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

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

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

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

Murv. Scuuvveze, They told us, that iscorreet,

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

Mue. Senverze,. Yes, we did,

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

M. Senverze, Lagree siv,

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

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

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

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

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

Mr, Scnverze, Yes,

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

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

My, Scnvrrze. That is generally covrect,

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

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

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

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

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

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

My, Senveize, Weare, siv,

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

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

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

M Scuverze,. Nogsir,

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

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

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

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

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

g4 3h0 ¢ - 2



14 PUBLIC DEBT LIMIT

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

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

Secretary Fowrer. No, sir,

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

Secretary Fowrenr. Change the whole ¢t ructure,

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

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

Secretury Fowrer, No, sir,

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

What purpose ioes it serve now ?

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

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

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

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

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

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

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

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

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

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

Senator Smathers?

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

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

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

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

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

gether enough on that particular topic and exchange views about what

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Secretary Fowrer. Right. Maybe.

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

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

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

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

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

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

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

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

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

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

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

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

Senator Smarners., Maybe. Youmight doit.

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

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

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

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

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

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

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

Secretary FowLer. Precisely.

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

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

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

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

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

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

rance.

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

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

Senator Samarners, That is all, Mr. Chairman.

The CratrMAN. Senator Williams? ’ .

Senator WiLLiams. Mr. Schultze, in the budget that was submitted
to the Congress, as I understand it, you estimated that there would be
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$2.6 billion sales of participation certificates and $672 million in direct
sales, or a total of $3,300 million in sales of assets.

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

Mr. Scivvrze. Correct, yes.

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

Mr. Scnorrze. No.

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

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

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

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

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

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

Mr. Scnvrrze. That is——

Senator Wirriams. Fiscal 1966,

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

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

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

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

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

Senator WirLiams. That is right.

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

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

Mr, Scnuvrrzi. No, sir,

Senator Wirniams, Direct sales,

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

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

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

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

(The following was subsequently inserted in the record:)

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

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

Secretary Fowrkr. Yes,

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

Secretary Fowrrr. No, sir, Senator.

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

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

Senator Wirrianms, That is what I said.

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

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

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

Mr. Scrivntze. No, sir. '

Secretary Fowrer. We are talking about action this year.

Senator WirLianm. That is right. T '

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

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

Mr. Scuurrze. Correct.

Secretary FowLer. Yes.

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

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

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

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

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

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

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

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

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

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

Senator Wir.Liams. That is the point.

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

Now, do you agree with that?

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

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

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

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

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

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

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

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

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

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

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

Go ahead, take your time.

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

Go ahead, John.

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

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

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

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

Senator ITarrxe. Will the Senator yvield?

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

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

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

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

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

Mr. Bare. It passed the bill in May.

Senator WirLiams. May of 1966.

Mr. Barr. That is correct.

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

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

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

Mur. Baer. That is right.

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

Mr. Barr. Yes,sir.

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

Mr. Barr. Not in this area.

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

Now, interest rates—imuch has been said about.

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

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

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

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

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

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

Senator Curris. Will the Senator yield ¢

Senator WiLLiAms. Sure.

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

Senator WirLiams, That is right.

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

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

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

From the prospectus:

SMALL BUSINESS OBLIGATIONS TRUST

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

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

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

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

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

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

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

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

Maxrimum of Outatanding Participation Certificates

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

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

From the trust indenture:

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Senator Curtis. You sell them without recourse, then.

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

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

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

The Cramryan., May I just say——

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

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

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

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

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

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

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

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

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

Senator Curris. Would the Senator from Delaware yield?

Senator Wirriams, Sure. T yield.

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

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

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

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

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

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

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

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

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

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

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

Senator Carrson. Good.

Senator Curris. Would the senior Senator from Delaware yield?

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

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

Then the third sentence says this:

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

And the last sentence is:

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

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

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

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

My, Scuvrrze, Yes, sir,

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

Mr. Scrnerrze, Yes, sir.

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

My, Scnvurze. Yes,sir.

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

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

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

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

Senator Curris. They are spending more.

Mr. Scuurrze. Correct, to meet increased

Senator Curris. New agencieshave been created.

Mr. Scuurrze. Yes, sir.

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

Mr. ScuurTzE. Yes, sir.

Senator Curtis. For the record.

(The information referred to above follows:)

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

expenditures
{In thousands of dollars}]

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

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

budget budget 1966 re- 1967

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

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

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

Department of Defense:
Mi

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

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

{In thousands of dollars]

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

[In thousands of dollars]

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

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

budget budget 1966 re- 1067

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

-1, 500 +8,400

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

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

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

t. Lawrence Soaw:

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Mr. Sciiuvrze. Correct, sir.

Senator Curris (continuing). Tremendously.

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

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

Mr. Sciivnrze. That is correct, sir.

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

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

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

Let me illustrate—

What happens in this case is that——

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

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

Senator Curris. Postal rates have gone up, too.

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

Senator Cvarrs. Postal rates arve not in the budget.

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

enator,

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

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

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

Senator CarLson. $878¢

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

enator CArrLsoN. Now we have reference to public service.

Mr. Scuaurrze. Correct.

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

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

Senator CarLson. $400 million.

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

Senator CarusoN. That is right.

That is all.

The CuAIRMAN. Senator Anderson.

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

Secretary Fowrer. No, sir.

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

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

Mr. Scnurrze. They are characteristic of it.

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

The CaairMAN. Senator Carlson ?

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

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

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

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

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

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

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

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

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

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

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

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

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

Secretary FowrLer. No,siryit does not.

_ Senator Smarners (now presiding). Senator Hartke,

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

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

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

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

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

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

Senator HarTre. Because of security reasons? -

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

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

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

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

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

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

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

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

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

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

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

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

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

Senator Harrks. So,
in total pexysonnel we

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

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

Mr. Scuurrze. $10.8 billion.

Senator HARTEE. $10.3 billion less in expenditures?

Mr. Scnuirze. In oxpenditures, not appropriations.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Now, would you say those estimates are wrong ?

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

Senator Harrke. All right.

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

Senator Harrxe. I understand.

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

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

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

Senator HarTke. Two million what ?

Mr. Scrrvnrze. 2,653,000,

Senator HArTkE. In June 1965.

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

Mr. Scuurrze. Thisis 440,000.

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

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

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

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

Senator Harrke, You don’tagree. All right.

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

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

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

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

Mr. SciiunTzE. Yes, sir.

Senator HarTkr. Has that been taken into consideration?

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

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

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

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

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

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

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

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

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

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

Mr. Scirurrze. Correct, sir.

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

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

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

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

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

Senator Harrxe. Did you ask that?

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

Senator HARTKE. Are you the chairman now ?

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Mvr. Bare, No, sir,

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

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

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

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

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

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

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

Senator WiLriams. Then your predecessors.

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

Isn’t the money market extremely tight ?

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

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

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

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

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

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

Mr. Barr. Right.

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

Mr. Barr, Yes.

Senator Harrke. You sold everything ?

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

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

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

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

Mr. Barr. Thatisright.

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

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

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

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

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

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

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

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

Senator Harrke. Exactly.

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

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

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

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

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

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

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

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

Senator Harrke. And to lower.

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

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

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

Senator Harrke. It would still be cheaper.

Senator WirLtams. Would the Senator yield ?

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

Mvr. Barr. Noj it would not be cheaper.

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

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

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

Mr. Barr. That isnot true.

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

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

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

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

Mr. Bare. Partly and partly through Government guarantees.

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

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

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

Mr, Barr. Yes, sir.

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

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

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

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

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

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

Mvr. Barr. The estimate in 1966——

Mr. Sciivraze. $2.6 billion of participation——

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

Mr. Scriunrzn, Correct.

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

Mr. Barr. Yes. .

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

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

Secretary Fowrer, $300 million.

Senator Wirtiams, All total—

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Senator WiLLiams. Do you anticipate one?

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

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

Senator Smarmers. Senator Hartke has the floor.

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

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

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

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

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

Secretary FowrLer. No, sir.

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

Mr. DeMING. No, sir.

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

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

Senator Harrre. I want to come back to this. This is a remark-
able thing. It is quite a lengthy article. He is quoted in it as saying
we would have to increase taxes, that there would be tightening of the
money, and an increase in the discount rate. All of these things were
predicted with accuracy and with all the prestige that this wonderful
newspaper has. And it was said this undisclosed banker was quite
close to the Federal Reserve Board’s thinking.

Do you have any knowledge whatsoever as to how close he was?

Secretary FowrLer. I don’t know who he is or how close he was.

Senator Harrke. This secret agent gave this wonderful, exclusive
interview which was quoted with authority, and I know that the
Secretary of the Treasury was not a lparty, but do you know whether
or not he was on & Government payroil?

Secretary FowrLer. No. Idon’t know who he was.

Senator Harrge. All right. Saying you don’t, if you don’t know
he is on the Government li)layroll, do you know whether or not he is-
in fact being paid through the Federal Reserve System?
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Secretary Fowrer. Not knowing who he is, I still find it difficult
answering the question.

Senator Harrke. I know that and I understand. What we are
doing here is bringing out the fact that this man, according to the
information I have, is not alone on the Government payroll, but part
of the Government, the Federal Reserve System. !;-Ie is giving an
exclusive interview which is having an effect on the stock market, and
which is havinl% effect upon the money market, and giving all that
information. Don’t you think that people in that position ought to
either identify themselves so that we can consider the source, or other-
wise they ought not be printing these articles which cause such an
upset in the whole economy?

Secretary Fowrer. I agree with the Senator and I think that there
is too much of this quoting from undisclosed bankers. '

‘Senator HarTrE. One other point. T am glad to hear you say that.
That is right. One other point. As I understand, Chairman Martin
made a statement concerning some monetary policies and a tax
increase. In a question and answer session in New York, after you
had made a speech there, they asked you to comment upon that and
you said that you didn’t comment—it was not a question of whether
you should or shouldn’t—but that you did not comment on statements
1ssued by the Federal Reserve Board, something to that effect. Is
that correct?

Secretary Fowrer. I don’t recall precisely, but I think I said I
usually prefer to comment on Chairman Martin’s statement after
having discussed it with him directly, not just hearing of it on the
wire or-
hSenator Hartke. Yes. I fully appreciate what you are saying on
that.

Don’t you think that in all good conscience, Chairman Martin ought
to consult with the Secretary of the Treasury and Director of the
Budget before he issues these statements indicating that tax increases
are going to be necessary? ,

Secretary Fowrer. I don’t want to pass judgment, Senator Hartke,
on the way other people handle their business.

Senator Harrke. Let me say for the record I wish he would. I
wish he would consult with you people. I wish you would have these
meetings, have your coffee, and then go ahead and discuss these
matters. So that we don’t continually find ourselves in the position
of tryin% to interpret what the quadriad believes in, and what the
policy of the Government is going to be, especially with regard to a
tax increase. 4

I was in a meeting this morning in which one of the businessmen
said, “We have had statements that taxes were going to be increased,
are not going to be increased, taxes may be increased, and all these
varieties of things which have caused confusion in the business com-
munity.” Don’t you think that we would be better off if we could
have less of these secret agents making these disclosures and try to
come up with a concrete policy as to where we are goirflig? ‘

Secretary Fowrer. We certainly would be better off, Senator, but
I am not very hopeful thut we will ever achieve that happy state.

Senator Harrke, All right. T want to just take up two more ques-
tions here. The increase in revenue in 1968 is, as you have indicated—
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as the Secretary has indicated—is a one-shot doubling up of 1966
revenues.

Secretary Fowrer. Some partof itis. -

Senator Harrge. Thepoint on the acceleration——

Secretary Fowrer. Of the collections, about a billion dollars.

Senator HarrgE. And also the tax withholdings, acceleration on
collections of taxes, and the social security, right ¢

Secretary FowLEr, Yes.

Senator HartrE. Both of those.

Secretary FowrLer, One feeds the administrative budget and the
other the cash budget.

Senator Hartke. I understand. But it takes money out of busi-
ness——

Secretary Fowrer. Right.

Senator HarTKE (continuing). Communities, available cash for the
expansion of their business or the operation of their normal manufac-
turing and commercial enterprises.

Secretary FowrLer. Yes, to that extent I think it would be fair to say
that there has been a one-shot withdrawal.

Senator HarTkE. So we took.out $1 billion.

Secretary FowrLer. Yes.

Senator WiLriams. Would the Senator yield? I think the 1 bil-
lion that he refers to is the 1 billion extra revenue as a result of the
Executive order to accelerate the payments on withholding and social
security. I think the Secretary will agree that that is the $1 billion
to which he is referring. This last acceleration as a result of the pay-
ments of withholding—— :

Secretary Fowrer. The change in regulations. That is right, which
isa difference——

Senator Wirriams. In addition to that, there is the acceleration of
the corporate paymentsand withholding.

Secretary FowrLer. Enacted by law.

Senator Wirrrams. Enacted by law which will bring in around
$5.5 billion extra in 1967, again a one-shot operation, which brings a
one-shot in that deal to $6 billion. Then since we are discussing it
there is a billion and a half expected profit on the coinage this year
based upon the Secretary’s previous letter which brings about $715
billion as a one-shot operation that is nonrecrurring income, and when
we speak of a $2 billion deficit next year, it is the result of taking into
consideration these one-shot operations which, without it, you would
have around a $9 to $10 billion deficit. I summarize that so we don’t
let the American ?\eople get too confused. The President said we
wanted to get truth in packaging, in lending, and government, and
I want to help him. ;

Secretary FowrLer. I hope my previous statement about silence not
giving assentalso is recorded here. '

. Senator SmatHERs. Duly recorded, Mr. Secretary.
Senator WirLiams. Do you have any further explanation to make?
. Secretary Fowrer. Leéss than a complete appraisal of the situa-
tion——- : : ' o :

Senator Hartee. What I want to go back to is this. As I under-

stand your calculations of tax revenue, heretofore you have always
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been faced with this problem of having a greater collection in the first
uarter. ‘
1 Secretary FowLer. First quartor of-—

Senator %IARTKE. In other words, your greatest collection was not in
the first quarter, but the first half, roughly around April.

Secretary Fowrer. Of the fiscal——

Senator Harree. But to the extent that there has been an accelerated
withholding, that will help alleviate that situation, and to the extent
that there is graduated withholding of personal taxes, that is also a
part (‘;f that problem, too, and it will alleviate that problem too, will
1t not

Secretary Fowrer. Yes. In a good degree it will, insofar as—
. Sznaltior ARTKE. So therefore the statement here that you are look-
ing back——

%ecretary Fowrer. Withholding.

Senator Harrge. Either you or Mr. Schultze, one of you in your
statement made reference to the fact that you were looking back to the
prior history of collections. That will not really in effect be true in
19—from the period of this year and ensuing years.

Secretary Fowrer. I think if I follow the line of your question, che
statement was made in 1y remarks that normally the last year we col-
lected 42 percent of the revenue in the first 6 months of the fiscal year;
that is, from July 1 to December 31, and then we collected the pre-
‘ponderant part, 58 percent, in the last 6 months of the fiscal year. I
think the same general pattern will prevail in this coming fiscal year,
although perhaps not to quite the same degree because of this change
inthe graduated withholding.

Senator Harrke. That was the very purpose of instituting this ac-
tion, in addition to whatever effect it had upon the so-called overheat-
ing of the economy.

Secretary Fowcrer. I think its primary purpose as a long-term tax
measure was to diminish the levels of overpayments and underpay-
Tments, that the taxpayer would have to settle——

Senator Harrre. Not alone that, but also help the Treasury in
having an even flow of tax revenue.

Secretary Fowrer. That is right.

Senator Harrge. Now, I think it is Mr. Schultze I want to come
back to and then I will let you go. You say there have been certain
-cutbacks in the domestic programs. Isthat true?

Mr. ScuurrzE. Yes,sir.

Senator Harrke. Is this in line with the President’s state of the
Union message in which he said that we could have the Vietnam war
-and the Great Society, too?

Mr. Scrurrze. That iscorrect.

Senator Hartre. Pardon? ' .

Mr. Scrurrze, Correct. The Federal budget for fiscal 1967 has
some significant increases in the Great Society programs imbedded in
the budget, offset almost fully but not completely by reductions in
-economies elsewhere. That is quite consistent.

Senator HarTke. What about construction? Is there a cutback in
-construction? In governmental construction ? :

Mr. Scuvurrze. Yes, sir.
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Senator HarTre. Hospitals?

Mr. Scuuvrrze. Hospitals; no, sir.

Senator Harrre. No cutback in Hill-Burton funds.

Mr. Scuurrze. None, sir. I believe we put in $170 million. I
will have to check that number for the record, but there is no cutback.
In fact, I am almost sure there is a modest increase. But for con-
struction across the board, there is a reduction.

Senator HarrxEe. These are cutbacks in office construction, things of
that sort ?

Mr. Scaurrze. No. The main ones that come to mind immediately
are, first, the Secretary of Defense deferred through fiscal 1966 into
the end of fiscal 1967, I believe, some $620 million worth of non-combat-
essential construction. In the case of the Corps of Engineers new
starts, the number of new starts proposed for 1967 is approximately
25 compared to about 65 in the prior year, taking into account both
what we submitted and what the Congress put on top of it. In the
case of the small watershed projects, compared to 80 starts this year,
the budget calls for 85 starts in 1967,

Senator Harrke. All these are also the price of Vietnam.

Mr. Scrurrze. What one attributes this to is another matter. In
terms of making up the total budget in the context of the economic
si@u}zlttion and taking into account Vietnam, this is what we came up
with,

Senator HartkE. The Secretary has indicated that if it would not
have been for Vietnam, I think he used the word “possibly,” we might
have had a surplus in the budget.

Mr. Scuurrze. Right. Correct.

Senator HarTkE. Instead of a deficit.

One other matter. As I understand, in your statement, Mr.
Schultze, you have asked that—you anticipate and hope—I have for-
gotten which one of those words you used—that civilian and military
pay increases will be withheld until January 1, 1967, is that correct?

Mr. Scrurrze. That is correct. .

Senator Harrke. And do you have any real anticipation with the
action that the House already took approving a July 1 deadline, and
the Post Office and Civil Service Committee having only one vote
in favor of the January 1 date, do you still anticipate that this will be
effective on J anuary 1,1967, instead of July 1?2

Mr. ScaurrzE. “Anticipate” isastrong word. What I am saying is,
first I am hopeful that the Senate will take a very hard look at it, and
I believe it would be most appropriate in the light of the Nation’s fis-
-cal position to do so. If you are asking me to predict, that is another
matter.

Senator Harrke. But the guidelines were imposed on the civilian
workers even without the effective date, isn’t that true?

Mr. Scrurrze. In other words, within the guideposts, 3.2 percent
for the total cost. ‘

Senator Harrxe. And the 3.2 percent still left the Government peo-
ple without comparable pay for what is equivalent in the civilian mar-
ket or in the——

Mr. Scuurrze. In terms of strict comparison, that is correct, al-
though as we discussed in the hearing, there has been a substantial
move up toward comparability. :
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Senator Harrxe. I understand, but the point still remains that what
you are saying is that in order to—even though the President’s Com-
mission has approved an increase, as Senator Carlson said, up to and
above the guidelines, the military—I mean the civilian workers of the
U.S. Government—are being asked to abide by a decision in which’
they have no hope of appeal, and to ]postpone their increase in pay
even beyond that which normally would have given them a guidepost
iillcreaSehm?ld which would be effective back until December of 1965, is
that right

Mr. ScaurtzE. I am not sure about how you get the guidepost cal-
culation going back to December 1965.

Senator Harrke. Isn’t that the latest figures you submitted on——

Mr. Scuorrze. This is where the comparability figures come from,.
but if you look, for example, at what has ]?appening—-—% just took a look
at the May Economics Indicators. The figure for the rate of increase
in straight-time wages moving over the past year, is approximately be-
tween 2.9 and 3 percent. So the percentage increase in the past year,.
the increased proposed by the President, 1s right in line with that in
the private sector.

Senator Harrre. This is another part of that sacrificial lamb that
has to be paid for Vietnam. The governmental worker is expected
to sacrifice himself as well as the conservation programs and the school
money and lunch programs. These are all sacrificial lambs for south-
east Asia, isn’ that correct ?

Mr. ScHuLZE. Senator, you may want to call them sacrificial lambs..
I wouldn’t. I would say the entire budget was put together, including
the pay increase, the increase in the Great Society, in the context of the
Vietnam program. I would not label them sacrificial lambs.

Senator Harte. Did you take into consideration any effect of any
slowdown in the economy in your budget compilation?

Mr. Scuurrze. I am not sure exactly——

Senator Harrke. Slowdown—there has been a slowdown in auto-
ruobile production which is a major factor, is that not true?

‘Mr. Scuurtze. There has been a slowdown, that is correct. You
will recall—-

Senator Harter. There has been a material slowdown in new home
construction,isn’t that true?

L M({ Scuurrze. There has been some, that is right. On the other
and——
S Senator Harrke. These are two major industries of the United

tates. C

Mr. ScuuLrze. They are two major industries.

Senator Hartke. Is there any consideration given to this slow-
down? Do you anticipate any slowdown at this time?

Mr. Scuurrze. Let me—

Secretary Fowykr, May I comment on that just briefly? In my
statement beginning at the bottom of page 6, I said:

To the usual questions of congressional actions on the President’s budget re-
quests must be added not only the uncertainties of Vietnam costs but also the
uncertainties as to the pace and scale of our economic growth—that 1s, whether
the rates of growth characterizing recent quarters will be maintained. These
factors can have both expenditure and revenue consequences of sizable magni-
tude. Weighing all the uncertainties and imponderables together, however, we

have preferred to continue to use the $1.8 billion deficit estimate for fiscal 1867,
made last January.
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The economic factors that you mentioned are illustrative I think of
the uncertainties. ' :

Mr. Hartxe. I understand that. You say that is “whether” the
rates. What is youranticipation? I wanttoknow what the “whether”
is.

Secretary FowrLer. Well——

Senator Hartke. What the climate is. Is the “whether” one which
‘you anticipate the growth to be maintained or will not be maintained ¢

Secretary Fowrer. I would say I do not anticipate that the rate of
growth that characterized the fourth quarter of last year and the first
«quarter of this year, in the neighborhood of $17 billion per quarter, is
Nikaly to be maintained. I say that, Senator, because, although we
naven’t used up all of the slack that existed in the form of unemploy-
ment or the lower rates of utilization of manufacturing capacity, we
have used up a very substantial portion of it, and somewhere along the
line in real growth terms I think we are going to have to look in the
direction of a rate of growth which is, say, 414 percent in real terms
rather than the 514 percent that characterized 1964 and 1965—which
included using up a Yot of the slack resources, which, of course, was a
very desirable thing.

‘We want to continue to maintain the rate of growth in the economy
at a level which will result in lower rates of unemployment and reason-
able and profitable rates of utilization of manufacturing capacity. I
just don’t think that the rate of real growth that we have had in the
last quarter of last year and the first quarter of this year can continue,

Senator HArRTKE. Do you see a recession ¢

Secretary FowrLer. No; I donot. I see some elements of adjustment
which I would characterize as adjusting the economy to these real
factors which I have indicated.

Senator Harrke. Let’s hoge this adjustment is not too severe.

Secretary owrLer. Yes, I think there is a very real problem that in
the process of adjustment. When other economies have attempted the
process of adjustment, such as Italy and France, they have moved
«down. They lost the rate of growth that was desirable and went either
to, say, 214 or 2 percent in the case of France for several years, and in
the case of the Italian economy, I think it was a movement down. That
we certainly want to avoid. 'We want to try to hit & medium between
the scale that would lead to an exhaustion of these resources and
serious inflationary condition.

By the same token, we don’t want to come down to anything like a
scale that characterized the late fifties.

Senator HarTkE. Yes; but what you are saying is that in this adjust-
ment that you can have this paradox. It is that you can have in some
areas what amounts to a recession for specified industries or groups of
industries.

Secretary Fowrer. I think it would be much more desirable, Senator
Hartke, if that adjustment could be more widespread across the entire
-economic spectrum rather than concentrated in housing or automobiles
or any particular sector. }

Senator HArTRE. But you can have this adjustment which is a para-
doxical situation that can occur with this high level of expenditure in
Vietnam, which is high, admittedly, even though we may disagree as
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to what it is. It is very high, and it is an abnormal and nonproductive
expenditure. It is a nonproductive expenditure as contrasted to other
production.

Secretary FowrLer. Yes.

Senator HartkE. Now, you have this paradoxical situation of hav-
ing an adjustment which could be equivalent to a recession for some
industries or group of industries such as housing, and at the same time
an increage in prices. :

Secn:;atary Fowrer. Yes. As a matter of fact, we had that situation
in 1957. .

Senator Hartke. I was just going to say. And the fact is we do
not need to go back to ancient history to find out that the 1957-58 situ-
ation was exactly that. We had an increase in unemployment, had a
recession, and at the same time we had increased prices or at least
not a fall in prices.

Secretary Fowrer. Well, we had a substantial increase in prices in
1957 and at the same time, in che latter part of the year, a real tail-
ing off of the economy. ‘

Senator WirLraxs. Would the Senator yield? As I understand it.
what you are suggesting is you would like to see a rolling adjustment
rather than a recession.

Secretary Fowrer. That is right. I think that would be a fair
characterization. :

Senator Wirriams. I thought that was what you were getting to
because that is the same phrase that Secretary Huamphrey used to
characterize the 1957-58 recession,

Secretary Fowrer. I wouldn’t so characterize it. My definition of
a rolling readjustment involves a higher rate of growth for that period.

Senator Smatiiers, Senator Hartke?

Senator Hartke. Just one final factor and that is unemployment.
Although 1 month does not make a trend, unemployment was up last
month.

Secretary Fowrer. It was.

Senator Harrke. And that, with the decrease in automobile prodie-
tion and with the substantial drop in housing, are matters of concern.

Secretary Fowrrr. Very real matters of concern.

Senator Harrke. Let me ask you, then, the $64 question. In light
of this, do you anticipate we will have a tax increase? Won’t there be
a request for one?

Secretary FowrLer. Senator Hartke, I tried to give as clear and con-
cise an answer on that as I could early in May in talking about the
long-term problem of adjustment that we have heen discussing here.
I don’t believe my views have changed on what the prospects are since
those comments were made in New York the day that Chairman Mar-
tin was quoted as advocating a tax increase.

Senator HarTkE. You see, this presents a real problem. I would
hope that Chairman Martin would either temper his remarks or else
consult with the Secretary of the Treasury. I still have great faith
in the Secretary of the Treasury.

Senator Saaruers. Thank you, Senator Hartke.

Mr. Secretary, it is 5 minutes of 1. Senator Williams still has at
least 30 or more minutes of questions that he wants to put to you.
Would it be convenient for you to come back here at 2:30?
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Secretary FowLer. Yes,sir. . ‘
Senator SararHERs. All right. The committee will stand in recess
until 2:30. A
(Whereupon, at 12:57 p.m., a recess was taken until 2:30 p.m., the
same day.)
AFTERNOON SESSION

The CuarMaN. Mr. Secretary, I wanted one question asked in my
Eehalf by Sevator Smathers, and if you did not have it, maybe you
ave it now.

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

The CramrmaN. I want to know what is the total private debt, pub-
lic and private, State, Federal, county, public, and private, in all re-
spects, as of now.

Secretary Fowrer. All right, sir. I have it right here, Senator.
Suppose I give it to you in terms of Federal debt, State and local debt,
corporate debt, and individual debt.

he CuairmaxN. If you have one of your human calculators down
there add that up for me, then I will know what the total is.

Secretary Fowrer. All right. I have it through 1965. I have it
through 1960. I have it through 1946. Would you like it for those
three gates?

The CrairMman. Well, I would like to know what it is now.

Secretary Fowrer. All right. Federal debt as of December 1965 was
$321.5 billion. - .

The CuairmaN. You do not have the total figure all in one place?

Secretary FowLer. Yes. $1.430 trillion,

The Criamyan. Well, I am somewhat pleased to hear you make that
statement because the last time I asked the question, it was about $1.4
trillion. That was about a year ago. And in previous years it had
been going up by the rate of a lot more than that.

Suppose you give me the total public and private debt figure, if you
would, just for those previous years.

Secretary Fowrir. For the previous years, the total—December
1964, the total debt—-— o

The Criatraran. Now, the $1.430 trillion is as of what date?

‘Secretary FowLER. As of December 1965.

The Cuamrman., Well, that is 1965. ‘Now-

Secretary FowLer. As of the end of last year——

The CuarmMaN., Now, you do not have it beyond that.

Secretary Fowrer. I do not have it readily available here. Imay be
able to arrive at an estimate of it.
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The CuarrMan, Would you see if you could get that estimate for
us or have somebody get it forus#t

Secretary Fowrer. Will do.

The Cuamrman. $1.480 trillion. . K

Secretary Fowrer. 1964, December, that was $1.326 trillion and a
half. December 1960, $1 trillion and-——

The CHAIRMAN. 1960.

Secretary FowLer. 1960. $1.016 trillion. '

The CrarMAN. Do you have any earlier figure that that #

Secretary FowrLer. Yes. December 1946, going way back, at the
end of the war, it was $446 billion.

The CaarrMan., Well, now

Secretary Fowrer. I can give you the Federal debt figures within
those components.

The Cuamman. That would %ive the impression that it has been
going up at a rate of around $100 billion a year. Would that be cor-
vect? Now, of course, that is from 1960 to 1965, $100 billion.

Secretary Fowrer. About $200 billion a year.

The Cuamrman. From 1960 to 1964 it jumped $300 billion.

Secretary Fowrer. About $50 billion a year over a 20-year period
and about——

The CrairMAN. Since 1960 it would appear to be——

Secretary Fowrer, $60 billion during that period, roughly.

The Cuamrman, Yes. Now, the thought that concerns me is that
while the Federal debt is advancing by a few—by a few billion dollars
& year, that this public and private debt has been expanding by, oh,
roughly $80 billion a year. .

Secretary Fowrer. I think the percentage comparisons will be in-
teresting there. In 1946, the Federal debt was 58 percent of the total
a}nd nos{ it is 22 percent of the total. In 1960, it was 29 percent of
the total.

The CrairManN. The thing that somewhat bothers me, and I would
like your reaction, is to what extent the prosperity of this country
relates itself to a steady increase, not of the national debt so much as
a steady increase of the total ublic and private debt in all sectors,

Secretary Fowrer, Well, I think there is a relationship, Senator,
that characterizes the situation and is illustrated by these particular
figures, that as the fprivs»te sector grows, or as the combined sector
grows, the amount of outstanding debt, Federal, State and local, cor-
porate and individual, increases. I think we do have to watch and be
concerned with the rate of that increase in debt. In other words
whether the debt is going forward at an unsustainable rate. We ha
some discussion of this last year in the hearings either on the debt
limit bill or on the tax bill, and I think that while there is general
recognition of the fact that growth of the economy spells a growth in
debt, there is concern as to a proper relationship between the growth
of the economy and the growth in debt. No one has arrived as yet,
80 far as I know, at the standard or accepted norm as to what that rela-
tionship should be, but most of the discussion and debate does not have
to do with the fact that the amount of debt is increasing. That is
.generally accepted as the normal pattern, but the rate of the
Increase——
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The CrairataN, In other words—Ilet ane retrace this. Your econo-
mists advise you that as the economy grows, as the gross national pro-
duct grows, that we can expect the credit. structure, of which debt is
one side of the coin, to grow, the whole thing grows together.

Secretary Fowrer. That is correct.

The Cunamman. Generally speaking when we are looking at our
public and private debt we are talking about money that somebody
owes somebody else so that while that represents a debt in the hands of
one })erson, it represents an asset in the Emnds of the other, the person
to whom that money is owed.

Have you made any studies or had any studies made as to how this
debt structure would compare to the gross worth or the net worth of the
debtors, which is more or less the entire public and private sector of
the United States?

Secretary Fowrer, I do not have any precise figures here today,
Senator, but my very definite impression would be that the total net
worth of, you might say, the population of the United States has in-
creased very markedly. This Las been characteristic of the entire pe-
riod since the end of World War II. It has been much more marked,
I think, in the last 4 or b years.

The CuairMAN. You were previously reading from a document that
had been prepared for you that showed what the public debt, private
debt, Federal debt, State debt was, I take it.

Secretary Fowrer. That is correct.

The Crarmraan. Is that all in that chart? If it is, perhaps I could
just ask that that be put in the record.

Sccretary Fowrer. Yes,

;[‘he Cuamman, Otherwise I might have to ask that you provide
it for us.

Now, you may have this information broken down in greater detail
and if you have, Mr. Secretary———o

Secretary Fowrer. I do.

The Cramrman. I would like to have that made available also.

Secretary Fowrer. I have it for each year since 1946 if you would
like to have that. ‘

The CriatRMAN. Yes. I would like to have this. If I may have
this in the record, I would like to have it, and then I would also like
to have greater detail if it looks like the kind of thing I would like
to have for therecord. ‘

Let meo say for the record I can see that you have such a wealth of
material there that I think we just confuse the Senate by taking all
that to them as a part of these hearings, but I do appreciate your
bringing it with you. ‘ o , ’

Secretary Fowrer. There is one more table, Senator, that might be
of some interest to you which reflects the gross Government and pri-
vate debt, the rate of change in the per capita debt.

The CirairMaN. I think it would be good to have that as well because’
now these are—these are charts to which you make reference frem time
to time in studying the overall problem yourself, I take it.

Secretary FowLer. Yes. E ,

The Ciiamrman. And they ave relevant to it. -

Secretary Fowrer. They are a standard part of our statistical equip-
ment in watching the trends and developments in the areas indicated.

¢4~-350—06¢———--5
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The Criairman. Well, while I would dislike to see the national debt
rise at all, I think it is somewhat heartening thinking of the national
debt only as being 22 percent of the total instead of 50 percent as it was
in 1946, It is interesting to note that the private debt, the individual
debt, has increased from 13 to 32 percent and the corporate debt is up
from 25 to 38 percent.

Now, while I have been somewhat concerned about the increased
individual debt, I really do not know of anyone who is very much wor-
ried’about the mncrease in corporate debt in the overall economy, do

ou?
y Secretary Fowrer. No. I think most of the concern has to do with
the individual debt, the question of whether consumer debt, for ex-
ample, is rising at too rapid a rate.

The Crramryman. When you really get down to it, in the areas such
as corporate and individual debt, where the big mecreases have oc-
curred, there is no real great worry about the corporate debt. Would
you explain why that would be?

Secretary Fowrer. Well, because with the general levels of profita-
bility for business concerns. Generally it is felt that that capital is
being put to work in a profitable and productive fashion resulting not
only in increased yield to the investor but also to the provision of jobs
and utilization of resources.

The Cirairaan. Would it not be fair to say that from the point of
view of the best business minds we have in America, be they minds in
business or minds in government or economists who make themselves
available to study the capitalistic system, that this increase in cor-
porate debt is offset by an even greater increase in assets to the extent
that the net worth of these corporations has been increasing far
greater than the debt of those corporations has been increasing.

Secretary Fowrer. Somebody thinks that those assets or that those
debts resulting in creation of assets are producing profits and are
good for the business.

The Cuamman. Of course, many of us are concerned about the car-
rying charges, and the interest, of course, has a very heavy effect on
the carrying charge. Insofar as that corporate debt has increased,
would not an overall study show that these corporations have been able
not only to pay these interest charges but also to pay the increased in-
terest charges that have occurred in recent years and report even
greater profits than they have ever had before after paying off those
interest expenses?

Secretary Fowrer. That would certainly be the presumption.

The Ciramraan. Well, thank you very much, Mr. Secretary.

T will put these exhibits you gave me in the record, because I think
they will be useful, Mr. Secretary.

('The documents referred to follow :)

The attached tables provide the requested information on gross
public and private debt from 1929 through 1965. It is not possible
to include earlier years, as data on a consistent concentual base are not
available for years prior to 1929. The Commerce Department series
on public and private debt upon which Treasury Department esti-
mates are based does cover some of the years prior to 1929 but only
on a “net” debt basis. The gross national product series as compiled
by the Commerce Department begins with 1929,
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Estimated total U.S. debt, by major categories

63

December 1046 December 1960 December 1064 December 1065

Billions | Percent | Billions | Percent | Billions | Percent | Billlons | Percent

of total of total of total of total
Foderal debt........ $25014 &8 $20014 29 $31814 24 $321%% 22
State and local debt. 16 4 609 7 95 7 102 7
Corporate debt _._... 11034 25 36014 36 40314 87 547 38
Indlvidual debt..... 601 2] 13 2865 23 419} 32 460 32
Total.....o.... 44614 100 1,016 100 1,320%% 100 1, 430%4 100

NoTE.—Detail may not add to tota! due to rounding.
Souree: Oflice of the Secretary of the Treasury, Oflice of Debt Analysis, June 14, 1066,
Estimated total U.S. debt, by major categories
[Dollar amounts in billions]
Private

Percent

Dee. 31 Federal Total Federal

Individual| Corpo- State and Total of total

rate ! local

2 $100 $18 $199 $1614 $215%4 8
71 10034 19 1994 16 21534 7
6414 102 1944 186 18 204 9
S61e 08 1034 174 21 195 11
5014 94 10}¢ 164 24 188 13
4u! 93 19 16134 3114 193 16
4015 92 1934 161 35 106 18
502 93 191y 163 39 202 19
51 814 1014 163 42 205 20
50 89 191 15814 4434 203 22
51 89 20 160 4714 44 23
53 913g 20 16414 51 2154 24
554 9919 20 175 6414 23814 27
50 10819 19 17714 11214 200 39
49 112 18 179 170 349 49
5014 11014 17 178 232 410 57
5419 10014 1614 17134 2784 450 62
60} 110} 10 187 25934 44023 68
70} 1291, 18 218 257 475 54
83 140} 20 24344 253 49634 51
94 141 21y 25744 257 51414 50
109 169 2514 3034 25614 560 406
11934 102}4 28) 34014 2591y 600 43
13515 20344 31} 37035, 26714 638 42
15012 21314 3614 399L¢ 275 674}y 41
165} 2 2184 4013 42434 279 70314 40
19014 2544 454 40015 281 77114 36
20735 279 5014 537 27634 81314 34
221 208} 85 57444 275 84819 32
2393 316 60 614}4 283 89714 32
264 34514 65 67414 201 WhH15) 30
28613 306954 0934 72546 20034 1,016 29
310} 306 75 7811¢ 2904 1,078 28
3414 426 8214 850 304 1,154 20
380, 4614 89 931 310 1,241 25
41014 4939 95 1,008 318% 1, 32614 24
460 847 102 1,109 Ak 1,430%% 2

1 Includes nonguaranteed Federal agency issues, which amounted to $1,800,000,000 on Dec. 31, 192

$1,200,

$14,100,000,000 on Dec. 31, 1985,

P,
000,000 on Dee. 31, 1946, $11,700,000,000 on Dec. 31, 1983 $12,100,000,000 on Dec. 31, 1064, anti
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- Gross Government and private debt, 1929-65
Government debt Private debt
Total Gover and
j private debt
Amounts outstanding (billions) Per capita 3 Amom(:gl {gutst)andmg Per capita $
ions
End of calendar year
Individual Individual{ Amount
Federal! | State and Total Federal { State and Total Corporate { and non- | Corporate ; and non- out- Per
local2 local business ¢ | corporate | business | corporate | standing capita
business business | (billions)
$16.3 $17.8 $34.1 $133 $145 $278 $108.9 872.3 $589 $590 $215.3 $1,758
16.0 19.0 35.0 130 154 283 109.3 71.1 884 575 215.4 1,742
17.8 19.6 37.4 143 157 300 102.1 64.4 $20 517 203.9 1,637
8 19.7 40.5 166 157 323 97.8 56.7 780 452 195.0 1,556
4.0 19.5 43.5 190 155 45 4.2 50.6 747 401 188.3 1,493
31.5 19.2 50.7 242 151 399 92.9 49.5 732 390 193.1 1,521
35.1 13.4 5.5 253 155 427 92.1 49.4 7 331 196.0 1,534
390.1 19.6 52.7 152 457 93.2 50.3 Kt 391 202.2 1,573
41.9 19.6 61.5 34 153 475 92.4 50.9 714 393 204.8 1,582
4.4 15.8 64.2 340 152 492 89.0 49.9 682 382 203.1 1,556
47.8 20.1 67.7 362 153 516 89.0 50.8 676 386 207.5 1,577
50.9 20.2 7.1 384 152 91.2 53.0 887 399 215.3 1,621
64.3 20.0 8.3 47 149 628 99.7 55.6 743 414 239.6 1,786
112.5 19.2 131.7 828 141 969 108.3 49.9 797 367 289.9 2,134
170.1 18.1 188.2 1,236 131 1,367 121 48.7 814 354 349.0 2,535
1 17.0 249.1 1,667 122 1,789 110.2 50.6 791 363 400.9 2,94

LINIT 193d 01790d
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ages of 2 calendar year figures are used as the best approximation of Dec, 31 levels."

End of calendar year

1933
1934
1935,
1936.
1937
1938
1939.
1940,
- 1941
1942,
1943,
1944
1945,
1946,
M7 e

2 Preliminary.

t Implied level end of year, calculated as the average of the 4th and 1st calendar quarters
at seasonally adjusted annual rates for the years 1939 through 1965, Prior to 1939, aver-
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Senator Wirrrams. Mr. Schultze, I understand you have another
meeting at 3 :30. ‘

- Mr. Scaurrze. That is correct.

Senator WirLrams. I have a couple of questions I would like to
direct to you. I want to go back where we left off in discussing the
sale of these participation certificates by FNMA. I am not discussing
at this time the merits of the proposal—that has been decided by the
Congress—but I would like to discuss it as it may affect the budget
and deficits as they are reported. : )

Now, to get the record straight, am I correct in my understanding
that there are three methods that FNMA. uses to raise itsmoney? One
s the sale of notes, short-term notes or certificates, and that has always
been res?orted to by FNMA over the history of that organization, is that
correct . L

Mr. ScHuLTzE. Yes, by the secondary market trust fund.

Senator WiLLiaMs. Tiat is correct, and to the extent they are sold
in larger or greater amounts does not affect the deficit as it is reported
by the budget. .

Mpr. Scaurtze. That is correct. : :

Senator WirLiams. Now, the second category we discuss are the
debentures. The debentures, as I understand it, that procedure like-
‘wise has been followed over the years in greater or lesser amounts in
some years but to the extent——-—

Mr. ScaurtzE. . That is right. ‘

Senator Wirriams (continuing). That debentures are sold by
FNMA, the Froceeds there again do not affect, as I understand it, either
the deficit of the Federal Government or the debt in any way. That is,
they are outside. Isthat correct?

.. Mr. Scrzurrze. That is correct. o

Senator WiLttams. So the sales in those two categories are not in any
.way affected by the issue before us today as it relates to the national
fcilebt;lor to the issue of the deficit as it will be reported at the end of each
fiscal year, : ‘

Mr. SorurrzE. In the sense that the Congress has decided to finance
JFNMA’s secondary market operations through these techniques.

.. Senator WiLrzams. And that has been followed over the years.
. Mr. ScauLrze. That is correct, o :

Senator WiLriams, By all administrations. _ ,

Now, that leads us up to the third method of financing, which does
have an effect to the extent that they are sold, of reducing the deficit
as it will be reported at the end of the year and also reduces the debt
requirements, and that is the sale of these participation certificates.

Mr. Scruvrrze. Not——

Senator WiLriams. Am I correct in that?

Mr. Scaurrze. No, sir. '

Senator Wirtiams. How does it—— ,

Mr. Sorurrze. In the same sense as the others do not affect the
deficit, in that same sense this does. Now, if I may explain, if you
decided to include the FNMA debentures and notes in the public
debt and count the expenditures from the proceeds as expenditures in
the administrative budget, it would show up as a deficit in the debt.
The Congress has decided not to do so, so it does not show up.

Now, when we come to the participation sales, precisely the same
thing has happened.. The Congress has decided, in passing the Par-
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ticipation Sales Act, that these are not counted as part of the public
debt, nor are they counted in the deficit. I put them exactly on all
fours, if you will, with the others, so it is the same thing. Congress,
in any one of these three cases, could have decided the other way. It
didnot. Sothey all three came out at the same place.

Senator Wirrians. I agree Congress could have decided any way
it wished, and I wish it had decided differently. I do not want to
belabor this point, but I thought we had an understanding how these
were hundleg. . ' ‘

I will go back again, ‘ '

To the exterit that we have sold these participation certificates, I
will rephase that. Was not the first participation certificates as such
auhorized in 1964 as a result of the law passed # :

Mr. Sciourze. With respect to FNMA, that is correct.

Senator Wrrriams. And that was the first sale.

Mr. Scunvnrze. Participation certificates, that is correct.

Senator Wirrtams. And that was expanded in 1966, in May 1966.

Mr. Scuurtze. Correct.

. Sexlmtor Wirtiams. We were authorizing FNMA to sell addi-
tiona : ‘ ‘ o

Mr. Scuurrze. Additional types of assets, that is correct.

Senator WiLriams. Now, dealing with only those two types of
sales made under those two laws and—— A

Mr. Scuurrze. And from the time of the beginning. '-

Senator WiLLiams. From the time they have been sold, they have
been applied as ({)roceeds to the Government and had had the effect
Olf red]ucing the deficit over what it would have been had we not made
the sale. oo

Mr. Sorvrrze. Precisely the same thing is the case if the seconda:
market operations of FNMA had been set up to be within the deficit
and debt, they would have been within the deficit and debt. In the
case of participations, if the Congres‘s had'decided to set them up
within the limits of the deficit and debt, both of them would have been
reduced from what otherwise would have been the case. ' ,

Senator WirLiams. To the éxtent a‘n¥1 partiéiémtion certificates were
under either the 1964 or 1966 act they have had the effect of reducin
the deficit as it would have been reported had ‘it not been made anﬁ
they also reduce the debt. I would like to have~—  * &

Mr. Scrnurrze. That is correct, sir. a

Senator Wirr1ams. Isthat correct? ‘

Mr. Scrorrze, It is a correct answer for all three cases.

Senator WiLLiasms. And the answer is*“Yes.”

Mr. Scururrze. That is correct. . ‘ ‘

Senator Wirriams. Thank you. - :

The reason I raise that point—there has been much said about the
sales in the 1950’s. There was an expansion of sales in 1950 for a few
years, but, they were sales in the field that had been conducted over the
years prior thereto and sales which are being conducted today, all
under the same procedure, :

Now, to what extent have these participation certificates been sold
in fiscal 19661

Mr. Scnorrze. In fiscal 1966, as of today, there will be—there have
been $2.6 billion of participations sold. Now, of that $2.6 billion,
$700 million is by the Export-Import Bank and $1.9 billion by FNMA.

y ot
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Senator WirLriams. $1.9 billion by FNMA.

Mr. Scuurrze. $1.84 billion.

Senator WirLiams. That is the figures I have, $1.84 billion. Now,
that $1.84 billion—and we are dealing now with just FNMA-—$1.84
billion, that was sold in fiscal 1966 thus far has the effect of reducing
thf deficit as to what it would have been reported had we not made the
sales.

Mr. ScHurrzE. What it would have been if we had not made the
sales or if Congress had set up the sales differently. That is correct.

Senator WirLiams. Perhaps the Secretary would be the one who
wants to answer this question, what I am trying to establish is what
the deficit this year would have been had it been figured in the normal
manner without the one-shot operations.

Secretary FowLer. I cannot accept the word “normal,” Senator, and
I willnot agree. - :

Senator WirLiams. You can use what description you please, Mr.
Secretary. What word would you suggest ¢

Secretary Fowrer. Well, I would say that according to the
pattern——

Senator Wirriams. I will accept “the pattern.”

Secretary FowLer (continuing). That there is 8 one-shot—-

Senator WirLLiams. According tothe pattern.

Secretary FowLer. There is a one-shot operation. We are agreed
on that language. There is & one-shot collection of moneys as of June
20 that is perfectly proper, something you yourself I believe—

Senator Wirriams. I voted for some of the proposals.

Secretary FowLer (continuing). Have encouraged in the past. It
would be alert to getting the moneys in as quickly as possible, and that
does accrue to thegbeneﬁt of the budget this year and will not accrue in
other years because there is no way of further speeding it up.

Senator Wirrrams. Well, according to the pattern of this one-shot
operation—is that a satisfactory phrase? :

Secremr{‘?‘owwn. Sir¢

Senator WiLriaMs. According to that pattern of this one-shot op-
eration as o result of the 1966 Revenue Act and the 1967 Revenue A
the acceleration in the corporation and the withholding taxes wil
bring into this Government, based on the estimates that were given
at that time, $4.9 billion which will be a one-shot operation in fiscal
19686, is that correct

Secretary Fowrer. I think that is a reasonable answer.

Senator WiLLiams. And your seignoirage on coin, you picked up
an extra $1 billion this year. - .

Secretary Fowrer. Yes. I do not know what it will be next year.
I do not know to what extent that is one shot. I do not know how re-
petitive that would be over the long pull.

Senator Wirriams. In a letter which I have from you it was that it
would be approximately $2.5 billion of which $1 billion would have
accrued in 1966 fiscal year and $1.5 billion expected in 1967,

Secretary FowrLer. I am saying I do not know to what extent that
will be nonrepetitive. 'We would expect to continue to collect seignoir-
age which would depend on the volume of coin production in the fu-
ture years.
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Senator WiLrrams, Then, if you include these one-shot. operations,
this pattern, and if you include seignoirage, which is a nonrvecurring
item, it is a one shot, then if you include the $1 billion which you
have picked up as a result of the Ixecutive order to accelerate the pay-
ments by the large companies of the withholding and social security
taxes—add all of those in, we really have not reduced the deficit to
$2 billion as now claimed., We have on paper, but actually we are
spending about $8 to $10 billion this year more than we are taking in,
as normal revenue is that not. correct.§

Secretary Fowrer., We have reduced the deficit in the same way that
wo reduce any deficit, by relating the expenditures for normal func-
tions of Government, for unusual functions of Government such as
fighting the war in Vietnam, on the one side, and we balance that by
normal collection of taxes which goes on year in and year out and by
some of the—as we have agreed—one-shot methods of acquiring reve-
nues to pay our bills,

Senator WiLntams, In view of the fact—- -

Secrotary Fowrer, And the results of all those operntions, whether
thoy are normal, whether they are rvepetitive, whether they are the
sume each year, whether they nre different, always gives us a deficit
or a surplus depending upon the circumstances.. There is nothing un-
usual or abnormal about it. I think everybody understands what is
going on.,

Senator WirLrams. Oh, I think I understand. I think you under-
stand. And, Mr, Secretary, if the expenditures in the next few years
aro exactly the same as they are now and if the income is the same
except———— »

Secretary Fowrer. But they will not be.

Senator WiLLiams (coutinuing). You will not have these one-shot
operations. ‘ :

Secretary Fowrrr., Right. They may be more or they may be less
depending on a lot of external events. It depends on o lot of circum-
stances, If the war in Vietnam is over, there is likely to be a dropoff
in expenditures in a very substantial order of magnitude, perhaps
even more than the figures you cite. ‘

S;mutor Wirrtams, Well, we could balance the budget, could we
not,

Secretary Fowrrr, We could even despite that, if we could arrive
at some of tho—-

Senator Wirrrams, I will not press the point. 1 think we have got.
the point estublished. By accepting this as a pattern of operations by
this administration it confuses the true deficit. By all lines of reason-
ing, as I see it, you are spending about $7 billion or $8 billion more.

Secretary Fowrkr. Senator, I would only ask you, when you make
this point, to also recognize that there is a bit of an unusual situa-
tion involved in the additional expenditures in Vietnam,

Senator Wirriaas, I agree with that, I am not questioning that.
point, but. T am just trying to face the facts as to what we ave spending.

Secretary Fowwrr, Yes, but the impression ‘

Senator Wirrianms. And we are not coming up next year with just
a $1.8 billion deficit. ‘

Seeretary Fowrer, The impression gets out repeatedly, Senator,
that the normal expenditures of Government at this time total $112.8
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billion, and there is no emphasis in these statements that. §102 billion
of that goes to what we might think of as the normal expenditures of
Government and $10.3 billion goes to this particular situation we have
in Vietnam, ' :

Senator Wirtiams. Well, when T am speaking of normal, I was not
speaking necessarily of peacetime or domestic. T am speaking of the
expenditures that have to be made in connection with financing the
Government on a situation as it exists now, which includes the Vietnam
war. What I object to is this impression that is being put out, that
next year we are going to operate on a $1.8 billion deficit when I do not
think there is anyone connected with this administration that even
believes it. The $1.8 billion is arvived at only as a result of taking into
consideration the one-shot neceleration of the corpornte and withhold-
ing, the profit on the seigniorage, plus the sale of these assets which
have not been done prior to 1964, 1 did not support the sale of assets,
but. it is an accomplished fuct. 1 am not. debating the merits or demeorits
of it.  But when we do it, let us call it what it is, ILet us not try to
confuse the American people that we have suddenly discovered n secret
answer to all of the problems of deficit spending because wo can sell o
couple or move billion dollar nssots and have a sm‘&ﬂus. ‘

Secrotary Fowrer, Icannot.accept the fact that the American people
have been deceived. Now, the truth of the matter, as we all know, is
that as & result of the tax reduction bill, as n result of the confidence
of tho American people in the state of the economy and in the outlook
for the future, we had an incrense, o very substantinl increase, in theé
rate of economic activity that produced, despite tax reductions in the
order of magnitude of $20 billion, an additional $20 billion in revenue
since the Revenue Act of 1964 beeame law, And had wa not had the
Vietnam war, there is gvery likelihood that we would have approached
budget. balance during this year, perhaps could have accomplished it.
Theso deserve equal emphasis to the Americdan people. -

Senator Wirriams. Is your projeotion of bulanced budget without
the Vietnam war based upon and including also the accelerated econ-
omqy which has resulted from the expenditures of the Vietnam war{ -

Secretary Fowrer., Of course, that would have to be discounted to
some extent. : : S ‘

Senator Wirniays. That would have to be discounted. i

Secretary Fowrer, Of course. - I could not predict what: the pattern
of the economy would be without Vietnam. IHowever, at the rate it
was moving, and at. the rate it was developing before the necolerntion
in Vietnamn, there is every indication the economy would have been
quite healthy and quite rewarding as far as revenues are concerned:

Senator Wirrvams. Your predecessor, Director of the Budget, Mr,
Bell, told this committee that. the deficits wore planned deficits and
he felt. there was virtue in a planned deficit. Do yon agree with that
statement.?

Mr. Scnurrze. I am not exactly sure what my predecessor said or
what the conditions were. I think at the time the tax cut that Secre-
tary Fowler refers to was undertaken, everybody know that in the
next year there would continue to be a deficit. If that is what you want
to call o planned deficit, then in that sense, yes. ~

I think the key point was that tax cut taken at the time there was a
deficit. Jed to such an increase in the economic activity without Viet-

‘
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nam we would have balanced the budget. So in one sense in the ini-
tial year it was passed you might say we went into a planned deficit.
The key point was not aimed at advancing the economy but bringing
the economy back to when we would balance the deficit.

Senator WirLiams. Do either of you think that a tax cut at this
time would help balance the budget ¢

Secretary FowrLer. To balance the budget? It might, but I think
it would be balancing the budget at this time with rapidly inflating
dollars. Therefore I would not——

Senator WiLLiams. To what extent——

Secretary Fowvrer. I would not advocate it, obviously.

Senator ‘WiLLiams. To what extent are the inflated dollars repre-
senting the accelerated economy? To what extent was that true of
the last tax cut?

Secretary FowrLer. The so-called implicit deflator for the year 1965
was 1.8 percent. '

Senator WiLLiams. Earlier this year the President——

Secx}‘letary Fowrer. That would have to be applied to the total

rowth,
£ Senator Wirriams. Earlier this year the President made the state-
ment that he was calling on all the Federal agencies to reduce their
expenditures by July 1 by $1 billion. I am not sure the question was
not asked earlier but-——

Mpr. Scauurze. 1 do not recall that statement, Senator. I do believe
that the President at one stage—the White House, I am not sure
whether it was the President himself—announced something with
respect to the fact of a deficit Yerhaps being $1 billion lower than had
been indicated. I do not recall.

Senator Witriams. In his more recent statement he was calling on
the agencies to reduce expenditures by $1 billion. I was wondering
if ﬁm were aware of that.

r. ScruLTzE. In the first place I do not recall the specific figure

of a billion dollars. - I do know we have done the following : first, the
President has put out a specific order against June buying. ~Secondly,
the President has asked agencies to hold down explicitly with their
travel and employment to the maximum extent they can and still ful-
fill their obligations,
- Thirdly, the President has asked each agency to take a look at its
construction programs to see what they can do with respect to schedul-
ing those out, deferring where possible, and still at the same time meet
their program objectives. All those three things the President has
done within the last 2 months. ‘

Secretary Fowrer. Senator Williams, I would just like to say in
terms of my own department here that as of last September 30, we
submitted to the Bureau of the Budget departmental estimates of what
we expected to spend in the fiscal year 1966 and shortly thereafter we
received a Presidential request, that I think you referred to, to hold
down expenditures to-the absolute minimum, and we received some
directives from the Bureau of the Budget. As a result, we identified
about $102 million out of our operating budget of about $1 billion of
;i‘rospective reductions for the remaining portion of the fiscal year.

his represented a reduction of about 7 percent of the estimates that
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we gave in September. That was the figure included in the President’s
most recent January budget. We took another look at our situation
in March of this year and found at that point we were only going to
achieve $90 million of our $102 million reduction target. We took
some additional measures, and I am hopeful we will end up June 30
by having achieved that 7 percent reduction. )

Senator WiLrrads. I have here an article from the New York Times,
dated December 2 and it quotes the President from Austin, Tex., as-
stating that he has approved a plan to reduce Federal employment
by 25,000 during this current fiscal year. Now, what has been the
rate of employment, Federal employment, in the months succeeding
December?2. Do you havethat?

Mr. Scuurrze, It has gone up, substantially. Let me point out the
following, Senator Williams. In the first place, the Fresident at the
time did ndicate, and we know we put the hudgets together on this
basis, that the departments would reduce their employment ceilin
by 1 to 114 percent; 25,000 positions. It does not mean there would
not be an absolute growth. The growth has occurred and 90 percent
of this growth has come in three places: The Department of Defense.
Obviousy with Vietnam you have got to increase your employment.
Secondly, the Post Office. The Post Office volume has gone up by 5
percent rather than the 314 percent we had calculated earlier.

Thirdly, there have been substantial increases in the Department of
HEW, primarily in setting up the medicare program. These three
account for 90 percent of the increase over last year. It would have
been higher had the President not issued that order because we did
take that specific directive into account in making up the budget last
December and January when we put it together.

Senator WiLriasms. I raise that point because we hear so much about
economy, and I am wondering if the administration is not going to
save ourselves from bankruptcy if it keeps on at its present. rate.

I notice beginning with July 1965 through April this year, we have
added 101,654 employees to the public pavrolrl) and we have added
92,000 of those employees since the President said he was going to
reduce it by 25,000 I am wondering when you are talking to him if you
can ask him not to reduce it again, even if it only means another
increase? '

My, Scnerrze. No,siv.  Again let me point out

Secretary Fowrer. Senator, would you add to those the number
who have been employed in the Defense Department so that the records
can show a fair reflection of this? .

Senator Wirriams. Well, total civilian employment in the military
agencies in April increased 12,590. There was a 33,454 increase alto-
gether, which means 21,000 in the civilian employment in April, or
one-third of its military. ' ’

Mr. Scuurrze. As a matter of fact, here we had a choice. We could
have made a much better record on employment in the case of both the
Post Office and military if we Wantedp to spend more money. In the
case of the Post Office we deliberately added more employees and cut
down overtime because the overtime employment was costing the Fed-
esal Government more and it is cheaper to do it with additional em-
ployees. ‘ :
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Secondly, in the military we could have made a good record just for
show by not substituting civilian employees for military. You can
substitute six civilian employees for seven military and you save money.
And we went ahead deliberately with both of those to save the Govern-
ment money, and even though it added to the total. We could have
made a good show. But the Government took a look at it and decided
to go ahead.

The Crarman, Wouldn’t you have been compelled to draft more
boys into uniform than you had to draft if you hadn’t done that?

r. Scriunrze. Correct.

The CriairamAaN. So In one instance you are able to put six people to
work who go to work voluntarily and happy on the job rather than
seven who don’t want to be drafted. .

. Mr. Sonturaze. That is correct, sir.

- Senator WiLrtams. Do I understand the inference here is that. the
President in his speech in December was suggesting you draft seven
people rather than put six men to work ¢

;- Mr. Scivrrze. No,sir.

_ Senator Wirttams. Iam only quoting what the President said.

. Mr. Scuurrze. Iam saying there are two specific policies that had to
be considered.

Senator WiLr1ams. Do you mean the President was wrong ?
© Mr. Sonrurrze. I am sorry. ' I don’t think I can answer questions
like that. 'What I said was there were two specific policies under con-
sideration relating to adding employment in order to save the Federal
Government money. The President could have said, well, what the
heck, let’s not save the money. Iet’s save on the employment because
it will look better. He didn’t. He wanted to save the Federal Govern-
ment money, so he decided to cut down the overtime and add more
employees and substitute civilian for military personnel in order to
gave the Government money. That is what I said, Senator.

Senator Wirriams. Well, I am not getting into the merits of the
question, :

I ask, Mr. Chairman, that there be placed in the record the New
York Times story of December. 2, 1965, on the President’s promise to
cut back employment followed by the most recent report of the Joint
Committee on l% onessential Expenditures which shows the increasing
employment. \ ‘

hese figures speak for themselves and all I say is that at the time
that it was made, there was much ballyhoo about going to roll back
Federal employment. Perhaps the press misunderstood what he said.
Idon’t know. But this wasthe report. o
The CrHarMAN, They will be inserted in the record. .
. .Senator Witriams. Let the record speak for itself. The promise
was made that we were goingi; to cut back 25,000 and we added 96,000.
- (The matter referred to follows:) :

© [From the New York (N.Y.) Times, Dec. 2, 1965]

PRESIDENT BAOKS A Cut IN U.S8. JoB8—APPROVES PLAN T0 RETIRE 25,000—SPENDS
e - QuieT Day r

- AUSTIN, TEX., Decémber 1.—President Johnson approved this afternoon a plan
that could eliminate 25,000 Government jobs. S
The plan, contained in a memorandum from the Budget Bureau and released
here, instructs the heads of Government departments and agencies to reduce
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their employment by 1 to 1.25 per cent by the end of the fiscal year 1966, which
ends next June 30.

Joseph Laitin, assistant White House press secretary, said the plan did not
mean that pr esent employes would be dismisged. It is designed, he said, to take
advantage of stepped-up retirements from Government jobs,

These retirements have been increasing because of a new law offering certain
inducements, including larger pensions, to employes who retire before the first
of the year.

“The vacancies thus ereated,” the memorandum said, “present an opportunity
to take new specific action to carry out the President’s long-standing instructions
to hold Federal employment at the minimum necessary to carry out Government
operations effectively.”

The President spent a quiet day at his ranch studying reports and preparing
for a meeting tomorrow with Secretary of Agriculture Orville L. Freeman and
Secretary of State Dean Rusk.

The main topic at the meeting is expected to be the world food situation and
Mr. Johnson’s fortheoming talk with President Mohammad Ayub Khan of
Pakistan.

Mr, Rusk is expected to join Mr. Johnson and Defense Sccretary Robert S.
MceNamara for a discussion of world problems this weekend or early next week.
The White House announced yesterday that this meeting would be held tomorrow
or Fridny. However, officials explained today that administrative work at the
Pentagon would keep Mr. McNamara in Washington longer than expected.

.The President also spoke by telephone with his special assistant for national
security affairs, Mr. McGeorge Bundy. Mr. Laitin, in response to a question,
said that the subject of Mr. Bundy’s future had not been discussed and that, to
the best of his knowledge, the two inen had never discussed it.- Mr. Bundy has
been offered a post as head of the Ford Foundation.

STATEMENT BY HON. GEorge H. ManoN (D. TeX.), CHAIRMAN, JOINT COMMITTEE
ON REDUCTION OF NONESSENTIAL F'EDERAL EXPENDITURES, IN RE MONTHLY REPORT
ON FEDERAL PERSONNEL AND PAY FOR APRIL 1906,

Executive agencies of the Federal Government reported civilian employment
in the month of April totaling 2,644,244, This was a net increase of 33,404, as
compared with employment reported in the preceding month of March,

Civilian employment reported by the executive agencies of the Federal Govern--
ment, by months in fiscal year 1966, which began July 1, 1965, follows:

Month Employment | Increase { Decrease
July 1965... 2, 842, 500
August. ... 2, 549, 085
September. 2, 515,886
Octob - . 2, 528, 605
November...oocvcecuurnnnann vonmmoen 2, 547,923
December. .. 2, 550, 742
January 1966. 2, bS5, 572
February. 2, 580, 518
March... 2, 610, 780
April 2,044, 244

Total federal employment in ecivilian agencies for the month of April :
was 1,543,300, an increase of 20,874 as compared with the March total of 1,522.-
516. Total civillan employment in the military agencies in April was 1 100,854,
an Increase of 12,590 as compared with 1,088,264 in March. i
Civilian agencles reporting the larger increases were Post Office Department
with 13,305, Treasury Department with 2,772, Agriculture Department with
2,317, and Interlor Department with 1.264. The increases in the Departments
of Treasury, Agriculture and Interior were largely seasonal, ,
In the Department of Defense the larger increasesin civilian employment were
reported by the Department of the Army with 5,869, Department of the Air Force
with 8,513, and the Department of the Navy with 2, 106 : ‘
Total employment inside the United States in April was 2,473,113, an increase
of 32,709 as compared with March, Total employment outside the United States
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in April was 171,131, an increase of 755 as compared with March. Industrial
employment by federal agencies in April totaled $576,768, an inerease of 5,195.

These figures are from reports certified by the agencies as compiled by the
Joint Committee on Reduction of Nonessential Federal Expenditures,

Mr. Scuurrze. We did. We cut from the employment ceilings
necessary to run the Federal Government’s ({)rogram by that amount.
They still went up because Vietnam occurred, because Post Office mail
volume increased. .

Senator WiLLiams. There was a war going on in December and
surely the President knew it,

Mur. Scuuorrze. That is right, and it turns out there is less of an in-
crease than there would have been if the order hadn’t been issued.

Senator Wirianms. I see, The President added 92,000 employes
since then, but when he said he was going to reduce by 25,000, he was:
actually going to add 117,000 but he added only 92,000.

Mr. Scaurrze. That is basically correct.

Senator WirLiams. I wish I could have worked that scheme to get a
dollar out of my father.

The Cmamrsman. Didn’t he have a budget document submitted in
January of this year that employment was going to have to go up?

Mr. gCIIULTZE. Correct, sir.

The Cuairman. Would you mind finding that because you spent
about eight pages discussing that in the budget document.

Mr. Scuurrze. In two places. On Fage 51 of the budget document
there is a table, agency by agency, which indicated employment was
going to go up, and on pages 397 to 405 is a special analysis which dis-
cusses this. So nobody is hiding anything from anybody.

The CaarmaN. Would you mind referring to the first page where
you discussed the reasons why there would have to be increases in the
number of Federal personnel, and if I recall correctly, the big item on
that—the text I am ooking at——

Mr. Scuurrze. Page 397.

The Cuamrman. I think I put this in the Congressional Record my-
self. Page 397, It is discussed on eight pages. There are eight pages
where you are discussing the problem, and here is the analysis of why
it would have to go up. It said first the increase in foreign assistance
activities associated with heightened conflict in Vietnam requires a rise
of 79,000 civilian employees. Now, as I understand it, the main rea-
son you are hiring 79,000 civilian employees is that you would have
tﬁ draft even more than 79,000 additional young men if you didn’t do
that.

Mr. Scuurrze. That is in the next Xaragraph, sir.

The Cuairman. That is second. A series of management improve-~
ment which would reduce Government costs reﬂectinﬁea ‘reduction in
post office overtime and a conversion of a number of Defense Depart-
ment positions from military to civilian occupancy. You have a civil-
ian instead of a military handling the mail. So at an Army base, and.
things of that sort, these cost reduction actions will save money but will
require in 1966 substitution of 66,000 civilian employees for other high-
er cost employment services.

So what you are saying is we will have more people on the payroll
but we will save money by doing this. ‘

Mr. Scrivnrze. Exactly, sir.
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The Cirairman. Now—so one of them is a case of using civilians in
place of drafting boys into uniform to do the same job, and another
one is the case of using people on regular time instead of using them
on overtime, with the result that you do it cheaper that way.

My, Scuurrze, Exactly. ,

Senator WirLiams. May I suggest we let the witness answer. I
think in all fairness he ought to have a chance to get his own answer
in. The suggestion has been made that some committees don’t protect
the witness and I would suggest, with all due respect to the chairman,
let the witness make his own answers. I want to ’be sure we are fair in
this committee.

The CirairmMan, Senator, may I say with all due deference to my
outstanding Republican colleague here who someday will be a great
chairman of this committee, I am sure, and will do a better job than
I do, that the only difference between my approach and yours, you
have been trying to make the witness answer the question that would
not be a correct answer from his point of view for a number of hours,
and I have been suggesting to him what I thought the correct answer
was and he agreed that was the correct answer.

Mr. Scuvrrze. I couldn’timprove on it, Senator.

The Cuamrman. Both of us sought to lead the witness. It just hap-
pened that the witness tended to agree with what I was saying rather
than you, and I just agree that the witness is right, based on what I
have seen and what he Is trying to tell us.

Senator WirLiams. Does anyone else have a comment on this point,
})e'cause I want everybody to have ample opportunity? We want to be
air.

I realize that Mr. Schultze has to leave. This is very clear, the Presi-
dent backed a cut in U.S. jobs. It doesn’t say if, and, or maybe. He
promises to-cut 25,000. Since that time he has added an average of
10,000 employees per month. That is 2,500 per week. Figuring the
Government on a 5-day workweek, 40-hour a week, that is 500 a day
or 1 every minute that bas been a(ided, since he made that statement.
If that is the way we save money, no wonder we don’t balance the
budget under this administration.

I appreciate, Mr. Schultze, you being here. I would have a few
other question, but I do realize you have another meeting and——

Mr. Scuurrze. I have to be at another committee hearing at 3 :30.

Senator WiLLiams. I would suggest that we excuse Mr. Schultze.

The CuairMaN. He has 10 more minutes available. He is due at
another hearing—

Senator WirLiams. Maybe I looked at the clock wrong.

Mr. Scaurrze. I have got to be over in the Capitol. IfI may sir—
I hesitate to leave because it was getting interesting, but—-

Senator Wirriams. We will be back where we left off.

Mr. Scnurrze. Iam sure you will, Senator. '

Senator WiLLiams. Mr. Secretary, to go back to the question by
Senator Anderson earlier, the bill before us provides for $330 billion
ceiling on a temPorary basis and $285 billion on a permanent basis.

Do you not think 1t may be the better act of wisdom and better
policy to make this just a flat figure and increase the permanent ceil-
g to be realistic to $330 billion %

64-850—66—86
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Secretary FowrLer. No, Senator. My preference would be that the
same pattern be followed this year and that the members of the com-
mittee consider the various alternatives that we have been able to
develop, and perhaps others that you could develop yourselves, to
arrive at the right process for determining what the permanent ceil-
ing would be. This is not just a mechanical problem. T think there
are important elements of policy that are involved in the method by
which the permanent ceiling is determined. We have developed about
10 such alternatives without trying to make any judgment as to which
one would be preferable,

There may be others that we haven’t developed.

So my preference weuld be to deal with the problem as it have been
in the past and arrive at a permanent debt limit ceiling at some later
time when the committees have had an opportunity to examine all the
alternatives available to them.

Senator WirLrrams. Well, one of the disadvantages of $285 billion,
it is unrealistic. I think we will agree on that. It is mathematically
impossible to go back to $285 billion June 30 next year or this year.

Secretary Fowrer., That is right.

Senator WirLiams. And you are continuously operating on a dead-
line—now, I realize there is merit to the suggestion that you would
come back to this committee on an annual basis, but——

Secretary Fowrrr. There is another item.

Senator Wirriasms. I regret to say that I think you will be back on
an annual basis anyway asTong as you operate on a deficit, and I don’t
see much chance to change it. I'am not so much concerned with whether
:}fou will be back next June as I am whether you will be back before

une.

Secretary Fowrer. All T can say is that I think you and your
colleagues would find that in the alternatives that are available to you,
there are some choices that perhaps ought to receive more considers -
tion than is possible under the timing problem that we have here.
There-is no reason why it couldn’t be done this session. But I think it
would take more hearings than are contemplated between now and the
first of the month. ‘

Senator WiLLiays. One suggestion has been made that we put the
permanent ceiling—for example, $330 billion—with an automatic
trigger downward each year—to the extent that you have a surplus.
For example, if you have a $4 billion surplus next year, it will go to
$326 billion, and if it has to be raised at any time, let Congress act.

‘What would you think of such a proposal as that? :

Secretary FowrLer. Well, I haven’t an opinion offhand, Senator. - I
think that our staffs could develop with you these alternatives. I have
asked them if there was any single one that really stood out that we
would want positively to recommend, anl I have received no such
judgment to that effect. - '

I will be glad to furnish you with a copy of the study so you can
see just what the issues are that would be involved. - L

Senator WirLLiams. Sure. I would like to have a copy of it.” I made
this as a suggestion, I don’t think the method in which we are now
operating ig satisfactory. o TR ST
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Secretary Fowrrr. No. I think I would agree that it would be de-
sirable to change it. I think it is, (a) a question of the timing, and
(b) a question of method. :

There have been a number of suggestions. For example, on the
ITouse side, a suggestion was made that in moving the permanent
ceiling up it migﬁt be desirable to keep the notion of the temporary
ceiling but to move the permanent ceiling up to a level of, say, $320
billion, with the hope that some day this would provide a policy
objective of getting back to the $320 billion level and thereby bring
debt retirement into consideration more. :

If that approach should be followed, for example, there is the ques-
tion of whether the permanent ceiling is as of June 30 or December 31,
or whether it is true every day during the year, taking into account the
seasonal lags.

There is also another alternative that many will espouse—although
I wouldn’t particularly favor it myself—and that is to put a permanent
ceiling at a level well beyond the present debt level and eliminate the
temporary limit entirely that way. I personullfr believe that because
the annual debt limit hearings provide a desirable forum for review of
Government affairs, I myself don’t particularly think that that ap-
proach is necessary.

Senator WiLLiams. One other question, and I am not getting at the
moment into the trend of higher interest or lower interest. I am one
that thinks that money is a commodity and as long as there is a greater
demand for it than there is a supply, interest rates are going to ad-
vance, and perhaps one of the reasons that there is great demand is
our deficit spending.- I am very much concerned, Mr. Secretary, at
this trend, an almost impossible ){)ox in which you find yourself where
you are confined to short-term financing of the national debt. I think
that it is agreed that short-term money is more inflationary and has a
tendency to monetize our debt, and I don’t see any possibility for you
getting away from that under the existing circumstances, Seriously,
I am now wondering isn’t this giving you some concern? Just what
plans are you developing in that connection, not with this bill here but
Ithink it is something we are going to have to face. :
_Secretary FowLer. Senator Williams, this is a question to which we
have given considerable thought, and as I said before, I am glad to
have it raised. I don’t think the question commands the same urgency
as the debt limit itself, the bill we have before the committee today,
but we regard it as a matter that shouldn’t be neglected too long.
Certainly I say this in all awareness that it is a very controversial issue
and one which we would much rather didn’t exist. - No one likes to pay.
these high interest rates—and certainly when you are charged with the
management of a debt of this lproportion—-t;he rates are indeed high.

- Whatever the contracyclical merits we might see in a policy of
aggressive debt lengthening at a time of active business expansion and
heavy credit demands, even if there were no limit, we would have to
set them off against the disadvantafe of building in long term high
costs and tending to institutionalize the present level of rates,

Still, I think 1t would be inconsistent with our stewardship to be
confined exclusively during the period ahead to what we call the short
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end of the maturity spectrum, and, in effect, the complete concentra-
tion of borrowing into shorter maturities which is the sector which
is now most overloaded. This means not merely that we give up
attempting to use debt management in a contracyclical manner, but
we slip into using it in a destabilizing manner, and this could be the
end result if we got a truly massive sTlortening of the debt structure.
By borrowing larger and larger amounts at shorter terms, we put the
Treasury at a disadvantage vis-a-vis the market. Our rollover risks
are increased and our flexibility to handle the rollovers is reduced.

So for these reasons, we have concluded that some limited measure
of flexibility to borrow beyond the 5-year area is desirable, even at
times when the rates are relatively high.

Now, how this flexibility could be provided through a temporary
lifting or modification of the ceiling is the subject we hope Congress
will give careful attention to in the months ahead. The debt shortens
very slowly, but once it is shortened, it is a very long and arduous
Erocess, as we found in the early 1960’, to rebuild it to a better

alanced structure. Therefore, we would welcome the temporary
authority in the coming fiscal year to issue up to $5 billion of bonds,
at any maturity, at rates that might exceed the 414 percent ceiling.
Should the committee be unwilling to grant this authority, there are
other alternatives, also temporary in character, that would enable us
to minimize the shortening of the debt in this period ahead.

Senator Wirriams. Then, the administration still has no recom-
mendations in that connection, is that correct ?

Secretary FowrLer. Not at this time, Senator, except the recom-
mendations that are implicit in the statements I have made before this
committee and the House Ways and Means Committee, are explicit,

Senator WiLLiams. Well, you and I discussed this a couple of years
ago before we had reached the 414 percent ceiling, I also discussed
this with your predecessor. I suggested that I thougilt it was unrealis-
tic and that it would have been better to have approached the problem
before we got into this present situation. But we are here.

I still think that the administration has made a mistake in not deal-
ing with it earlier.

Secretary Fowrer. Senator, I want to be very clear with you. I do
not favor a permanent lifting of this 414 percent ceiling. I think
that it is desirable to keep as our objective, as a matter of policy, a low
cost of money. I do not think we should aceept the current interest
rate levels as a permanent structural feature of the economy. I think
our efforts in the post-Vietnam period, in other times and under other
circumstances, we should be very concerned with trying to get this
interest rate level back down to a much lower area.

Therefore, what I am really asking for is the temporary authority
to deal with the period that we are currently in, where there is this
impossibility of going out long with the 41/ percent ceiling.

Senator Wirriams. In other words, we would put the interest ceil-
ing back in the same annual category as the debt celling ?

Secretary FowrLer. That might prove to be the result, but I do not
think it will be the case. I think ultimately, the capacity of this
country to generate capital, and to generate it in very large quan-
tities, is likely to give us a much lower cost of money than character-
izes the current period.
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Senator Wirriams. Well, I have expressed my own opinion. As
you know, I have been concerned over the years, I have mentioned
this to your predecessors under this and the other administration. I
am not unmindful of the fact that under this present system, while
everybody talks about cheap interest—interest rates are advancing.

For example, he {igures that you supplied to me, which I will put
in the recorr{ show the interest since 1961, the average interest on our
national debt jumped from 3.15 to 3.77. This is approximately six-
tenth of a percent increase in interest charges. Now, when that is
spread across the debt, that means that there are about $1,900 million
extra annual charges that are being paid now as a result of the in-
creased interest charges in the last 4 years.

Secretary FowrLer. Yes, sir.

Senator WiLLiams. So that while there has been much said about
cheap interest, they have not been effective and the total interest
charges on our debt have jumped from $8,957 million annually to $12
billion this year.

Secretary FowrLer. Well, I think there are two additional points
that ought to be noted in that connection, Senator. No. 1 is that this
has been a period characterized by an increasing tempo of economic
activity, Therefore, there has been an increased demand for credit
of all sorts—which is a very healthy and very desirable thing.

The second factor that I think we ought to know in connection with
those figures is that it has been the conscious monetary policy, and
one which Treasury has concurred in, to keep the interest rates on
short-term capital at a somewhat higher rate than would normally
be desirable in order to retard the outflow of capital seeking to take
advantage of a great disparity in interest rates between this count;
and interest rates abroaﬁ) in that short-term area from affecting ad-
versely our balance of payments.

Senator WirLriams. You have been extremely successfull in ex-
panding the short-term rates and increasing rates. Now, what effect
has it had on the balance of payments? Have they improved sub-
stantially ¢

Secretary Fowrer. Coupled with the tremendous demand for credit
at home, it has arrested the very sharp increases in outflow of capital
that were occurring in.1962, 1963, 1964. ‘ :

Senator Wirrtams. It should be pointed out that the $3 billion extra
interest charges currently, as compared with the interest charges 4
years ago, ave not altogether taking care of the increased rates in
interest being paid. About half of it represents the interest that is
being paid on the deficits that have been created in the last 5 years.

Sacretary Fowrer. I did not think the proportion was that high.

Senator WirLiams. It is about 1.4 interest on the deficit and 1.9
on the increased interest rates. I think that would be about the
proper ratio.

I ask, Mr. Chairman, that charts showing the annual interest for
the past 10 years, and a chart showing the average annual interest
rates on interest-bearing securities for the past 10 years, be printed.

The CrAatrMAN. Without objection, that will be done.

(The charts referred to follow:)

1. The average interest rates paid on the public debt for each of the past ten
years, including estimates for fiscal 1966 and 19687 :



. el

82 PUBLIC DEBT LIMIT

Average annual interest rate on intcrest-Dearing scouritics

Piscal year: Percent
T L0 e e e e e ki e e e e e Cee e v o o e e e e e 2.46
1957 ; e ———————— 2.07
1968, 2,70
1959 - 2,71
1960, - 3.21
1961 - e e e e e e e o o 0 e 8. 16
1962 - e 3. 15
1963 . ————— 3. 30
1964 8,48
1966.. .- - —— 3.01
1066 e e o e e e e e o e e £ o e o 18.77
1007 e ——— _— ——— *)

1 Ten-month average.
¢ Not avallable.

2. The total interest charges on the public debt for each of the past ten years,.
including estimates for fiscal 1966 and 1967,

Publio debt intcrest payments

. [In millions}
Fiscal year: .
1956 ———
1007 e e ———
1958 —
1939.
1960
19061
T8 e e e e e e e e e et e e e e o s e 0 o e e e 2 B e
1968, e e om e e e e e 1 = e e 0 o
1964 . e e ———————
1000 e e
1966*
0T e e o e e e e e e e e e

1 Estimated.

Senator Wirriams. Mr. Secretary, as we sell Treasury bonds, why
has the Treasury Department not converted over to registered bonds
rather than coupon bonds? We had a hearing some time ago at which
it was suggested a withholding tax upon interest. on bonds. The Con-
gress rejected that, or the Treasury withdrew its support. At any
rate, they did not act, :

. But during the course of those hearings much was said by both in-
dustry and the Department, as I understand it, about the merit of
issuing registered rather than coupon bonds. I notice that many. of
our major industrial corporations today are selling their bonds on a
registered basis rather than coupon. I understand the exchange has
now ruled that they must trade on a parity.

Secretary Fowrer. I have no recollection of that, Senator. I donot
know whether Secretary Deming has a comment to make on it or not.

Mr. Deming. We sell, Senator, both registered and coupon bonds.
The holder can have either one he likes.

Senator Wirriams. I appreciate that, but many of the latter issues
that have been sold by the large industrialists—1I believe the American
Telephone was one—but there have been several sales by major cor-

orations in recent months where they are going entirely to registered
onds. The exchange has been encouraging that.

I?thought the Treasury approved that change. Do you, or do you
not,
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Mr. Deming. Wo have no objection to selling registered bonds. I
say we offer the purchaser the form that he prefers and most people
seem to prefer coupon bonds. . )

Senator WiLLiams. Many of the corl])omtes now are insisting on
nothing but registered. In several of these issues you could not buy
coupon bonds. They have nothing but registered. I wonder why the
Treasury has not led that parade, rather than holding back on a 20th
century method of financing ¢ -

Mr, Deming. Senator, we can look at this question again, It is &
question of marketability, as we see it. _

The Cuzamyan. If I understand correctly, hore is what I am trying
to understand of the interrogator and the witness. If I understand it,
the Senator from Delaware seems to think that the public is nowadays
finding the registered bond to be more desirable, I do not know why,
but I can think of reasons why I might. I take it that the testimony he
has had available to him indicates that the private sector finds that
bond more desirable. L

Senator WirLiams. The general public, over the years, as I under-
stand it, has preferred coupon bonds. They can be transferred with-
out any records. They can be put in a lockbox and transferred easily
here and there without records, but they are not insured. Surely the
Treasury does not encourage this outmoded policy. ,

At first coupon bonds sold at a slight preinium over registered bonds,
but the New York Stock Exchange has now issued a regulation that
registered bonds must command the snme price and that the buyer
must accept either. Many of the major corporate issues that have been
flonted in the last 6 or 8 months have been strictly registered bonds.
I know that somebody, speaking from the administration, was recom-
mending that change, because if you ever decided to put a withholdin
tax on mterest you would have to have registered bonds. You coul
not, possibly Il)'ut a withholding tax on coupon bonds, we recognize that.

Secretary Fowrer. That undoubtedly accompanied the recommen-
dation in 1961, I guess, but it——

Senator WiLriams. 1did not think I dreamed all of that.

Mr. DemInG. Senator, you know, they put out the participation cer-
tificates you were talking about in registered form. ‘A good many
people told us they ought to be in nonregistered form to make them
more marketable. I think this is a question where we are perfectly
happy to study this some more. But it is a marketability question.

Senator Wirriams. Well, will you submit to the committee a state-
ment as a result of your study, and your recommendations in connec-
tion with your own activities? This question iscoming up, and I know
that many of the major industrial bond issues now are being offered
on strictly a registered issued.

Mr. Demina. I will do that, sir.

STATEMENT OF TREASURY IPOSITION ON THE QUESTION OF WHETHER TREASURY
188UE SnouLd BE OFFERED IN REGISTERED OR BEARER FORM

The Treasury, at this time, feels that it should continue to offer to investors
in its securities an option te buy these issues in elther registered or bearer form.
The requirements of the different categories of investors arve quite different.
On one hand many long-term investors such ssg life insurance companies and
pension funds, who plan on holding their investments for a long perfod of time
prefer registered bonds and are willing to accept the added selling cost. that will
arise at the time that the securities are sold, On the other hand most short-terin
investors prefer the ndded marketability of coupon issues. Trading in short-
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term coupon issues is more active and markets are broader as a result of not
having the encumbrance of a registered feature,

More specifically, trading in registered issues is hindered by the fact that it
takes about two weeks in order to change the registration from one holder to
another. The dealer would not be able to sell a given security until the registra-
.tion was changed, he would have his capital tied up during this time, and he
would have to assume the added risk of market exposure for this period.

Registered issues are more expensive to handle. Among the extra handling
steps, those who make transfers must have a bank affix its seal and thereby
guarantee the signature of the seller. This extra step is time consuming and
costly, The Treasury, in an analysis made a few years ago, determined that
the cost of making an interest payment was 1934 cents if it were done by check,
~as opposed to 8.4 cents if it were paid by coupon, thereby making this procedure
more costly to the government.

At the same time it was determined that while the Treasury makes both reg-
istered and bearer bonds available, the ratio of the amount of registered bonds
to bearer bonds of new issues has been extremely low. Investor preference has
continued to favor coupon issues, and we believe that this will continue to be
‘the case, at least in the short-term area, for many years to come.

. Senator WiLriams. You are not prepared to make any recommenda-

tions, as I understand it, at this time; is that correct?

Mr. Deming. Correct, sir.

Senator WirrLiams. Do you have a record, Mr. Secretary, of the
business failures for each ofythe past 5 years?

Secretary ‘Fowrer. I am sure we do have that available,

Senator Wirriams. Will you furnish that for the record?

Secretary Fowrer. I will.

Senator WiLiams. If you would supply it for the past 10 years, I
would appreciate it ; we should have them.

Secretary FowLer, Yes, sir.

(The document referred to, follows:)

Business population and business failures, 1960-€5

Busjness fallures t 3
Index New Number of failures Amount of current liabilities
ofnet | business (millions of dollars)
Year | business | incorpo-
formation| ratfons | Business
(1957-60=} (num- | faflure LAiability size class Liabflity size class
100) ber) t rated
Total Total

Under | $100,000 Under | $100,000

$100,000 | and over $100,000 | and over

102.3 02,928 34.3 9,162 8,746 416 248.3 151.2 97.1
102.8 83,649 30,7 8,058 7,026 432 259.5 131.6 128,0
108.0 92,819 28.7 7,611 , 08| 530 283.3 1319 151.4
103.5 | 102,545 33.2 8, 862 8, 787 304.2 167.5 226.6
99.8 | 117,164 42.0 11,086 ), 860 462.6 211, 4 251.2
107.6 | 139,651 41.6 10, 069 10,113 856 449, 4 206. 4 243.0
103.2 | 140,778 48.0 686 11,615 1,071 562.7 239.8 322.9
98.3 | 136,697 51.7 13,739 12, 547 1,192 615.3 267.1 348.2

97.1 | 4150, 280 55.0 14, 964 13, 499 1, 466 728.3 207.8 430.7
104.6 | 193,067 51.8 14,053 12,707 1,346 692.8 2718.9 413.6
90.8 | 182,713 57.0 15, 445 13,650 1,795 938.6 327.2 011. 4
05.4 | 181,535 64.4 17,075 15, 006 ,069 | 1,000.1 370.1 720.0

98.0 | 182,057 60.8 3 13,772 2,010 | 1,213.6 346.5 867.1
100.6 | 186, 404 56,3 14,374 12,912 2,182 | 1,352.6 321.0 1,031.6
104.4 | 197,724 58.2 13, 501 11,346 2,165 1 1,329.2 313.6 1,015.6
106.0 | 203,897 53.3 13, 514 11,340 2,174 | 1,321..7 321.7 1,000.0

1 Total for period.

¢ Commercial and industrial failures only. Excludes failures of hanks, railroads, and real estate, insur-
ance, holding, and financi: | companfes, steamship lines, travel agencies, ete.

3 Failure rate per 10,000 listed enterprises.

4 Includes data for Hawali beginninf 1959 and Alaska beginning 1960. (Data for 1958 comparable to
1059 are 150,781; data for 1960 comparable to 1959 are 182,374.)

¢ Includes data for District of Columbia beginning 1963.

Sources: Department of Commerce (Buresu of the Census) and Dun & Bradstreet, Inc.
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Senator Wirtianms. I have one other question. This is in support
of the administration. When you were before the committee on a
previous occasion, 2 or 8 months ago, we were discussing an amend-
ment that would provide a tax incentive for poltical contributions up
to $100. The President, since that time, has made a recomendation
for a somewhat, slightly different formula, but the same amount.

Iam perfectiy agreeable to his formula. Although I prefer the
one that I suggested, there is not enough difference, so I accept his
basis that it be used as a separate deduction. Do I understand that
you endorse that proposal as heé suggested it ?

Secretary FowLer. Yes.

Senator Wirriams. Since this is such a noncontroversial measure
would you have any objection to it? Would you have any objection
if we put this amendment on this noncontroversial bill and sent it
through the Congress to the President ¢ N

Secretary Fowrer. I think it would be inappropriate, Senator, to
have it considered in connection with the debt limit bill. I would like
to elaborate on that comment and give you my reasons. '

I think this proposed tax deduction for political contributions raises
a very vital issue. It is one that has a very real bearing on the promo-
tion of more meaningful participation of people in our electoral proc-
esses. While I am happy to concur in the recommendation that has
been made, which I think is along the lines you earlier discussed in
the hearing, we do expect that many groups will wish to present vari-
ous other views on the proposal, and some may wish to present alterna-
tives or perhaps modifications. I just feel that this is a subject that
deserves full public hearings before both tax-writing committees. -

Our proposal, as made in the President’s message as I understand
it, was that it would not be effective until 1967; therefore, I think
there is ample time to enact the legislation, yet have the thorough dis-
cussion and consideration that the subject merits. o

This bill is, on the other hand, one that must be settled in a couple
of weeks. I did concur and a prove heartily of the change in the Tax
Adjustment Act, which was alse a pressing bill. But the matter there
involved seemed to me to be one of controlling an abuse situation that
we recognized needed to be clarified and straightened out as promptly
as possible. Therefore, it was important to act before these practices
went too far. ‘

I think it is'distinguishable from your previous proposal to amend
the Tax Adjustment Act, in that this one involves a wholly new ap-
proach and, therefore, it is worthy of full hearings and discussions.
‘We would be prepared to come up any time such a measure was tabled
for consideration,

Senator WirLiams. Of course I appreciate your caution. If I recall
correctly, you expressed the same caution in connection with the pro-
posal dealing with advertising that perhaps there would be a more
opportune time. I suggested then that I thought the best time to hitch
a ride was when you find a buggy going to the White House. This is not
being offered with the intention of delaying the bill, and I would see
thati( it did not delay it. It can be put on the President’s desk next
week.

- T recognize here that this measure has to be acted on, and I assure
you that I will not delay this consideration. In fact it will help ex-
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edite it. I understand our committee meets Wednesday. The Presi-
dent, who is %o _interested in this proposal, would be delighted, I am
sure, if we would incorporate this in the bill. It has been suggested,
and I am sure that the President would ngreo with that, that these
deductions be confined only to those committees which make reports
to the Congress.

You would agree with that change would you not? We would not
want to allow %hese deductions when made to some committee that
does not even report its contributions anywhere. The staff has sui;—
gested that we provide that these deductions would be allowable on
to committees which make their annual reports to Congress in accord-

.ance with the Corrupt Practices Act.

Secretary Fowrrr, I am not familiar with that particular aspect.
It is one of many considerations,

]I know the general form that was included in the messags was
that——

Senator WiLLiams. It would have to be reported.

Secretary Fowrrr., I know that it went to individuals who were
candidates for Federal, State, or local elective public oflice.

. Senator WitLtams. That iscorrect.

Secretary Fowrer. Or any organization which is organized and
ogerwted exclusively to influence or attempt to influence the election
of one or more individuals to any public office. Now, whether that
definition would equate to the same reporting requirement as you
indicate, I donot know. ,

Senator WiLriams, That is the definition that is in the Corrupt
Practices Act for candidates, We are not quarreling with the defini-
tion.

Secretary FowrLer. Senator, you may have a lot more knowledge of
where this stands as far as the opinion in Congress is concerned than
I do. But from the little I know, I would expect to see various al-
ternatives considered and sponsored from various legislators, both
in the House and in this body, and that I am just skeptical that it is as
easy a matter to resolve in connection with this bill—I do not have the
confidence that it would come out as quickly as in connection with
the other matter.

Senator WirLiams, Well, of course, by nature I am an optimistic
individual. I remember that there were a fow that thought that this
last proposal that I had may be controversial. But, as you know,
it went through the Congress without a dissenting vote, and I guess
everybody is happy with it now. At least, nobody has suggested that
we repeal it. '

Secretary Fowrer, I certainly am not. ~

Senator Wirniams. I thought that this too would be such an en-
thusiastically received gro osal. If it is offered in the proper form
on the Senate floor, I think you would be surprised how enthusiasti-
cally it would be adopted. And if it does not delay the bill, you would
have no objection ; is that correct ?

Secretary Fowrrr. I an sure my views on this subject are not going
to matter very much, Senator Williams.

Senator WiLriams. Oh, yes, I appreciate them. But am I correct
that you will not object to this amendment if this does not delay
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the bill? After all we are putting on the bill one of the President’s
proposals?

Secretary Fowrgn. I could not object to anything that was in line
with the President’s recommendation, no, sir.

Senator Wintiams. Well, I appreciate that.

Secretary Fowrer. I just, as o matter of preference, express the
other concern that I would hate to ses this bill risk being held up.
I will not sleep very well—between now and June 30—until this be-
comes law,

Senator Winrtams, Well, I will assure you that we will not hold
this bill up. I shall try to do my best to put it into shape so that
both you and the President can sléep soundly. I think that we could
!:npmve it substantially, and this is & most convenient vehicle to put
1t on,

The President’s proposals in their entirety have been introduced in
the Senate, but as you know, we cannot originate a tax proposal on
thig side of tho Capitol,

Secretary Fowrkr. There is such a large number of tax proposals
lurking around that T am a little reluctant. to see this particulnr bill
be the train that tax matters become added to. I think the Tax Ad-
justment Act was different—you expect tax matters to be added under
those circumstances.

Senator Wirrtams. Of course, you and T agreed we should wait un-
til the President had expressed his opinion. We both felt that he
would be close to our views, And he is close; I accept his recom-
mendation.

Secretary Fowirr, Senator, as long as there is this temporary limit
that we have, I {ust think that I am going to always have a strong
preferonce not to have anything else mixed up with it.

Sennt‘or Wirrtams, Well, I shall try to assist you in spite of your-
self.

, Secretary Fowrer. But I will work with you apart from the debt
imit,

Senator Wirniams. Yes, just as we did before.

Secretary Fowrer. Right, Senator.

Senator Wirrranms. I shall not delay it further. I do have one other
question.

I notice that you were testifying before ane of the other committees
the other day and recommended a 5-percent ceiling on certificates
of deposit of $100,000 and less. Now, was that a correct statement
of your position?

Secrotary Fowrer. T appeared before the ITouse Banking and Cur-
rency Committeo on May 19. I made the positive recommendation—
and T want to emphasize that this was a temporary measure to pro-
vide temporary relief from the problems of excessive rate competi-
tion—that we should not commit ourselves to permanent arrange-
ments that would impede or compartmentalize the financial market,

Specifically, T testified I believed it would be desirable to provide the
monetary authorities, on a temporary basis designed to cover this tran-
sition period, with the discretion to set a different rate ceiling on time
deposits up to the maximum amount covered by Federal Deposit In-
surance, Under present circumstances, this would mean & maximum
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rate of, say, 5 percent could, and I might say should, be set on time
deposits up to $10,000. For larger time deposits, the first $10,000
would be covered by a maximum rate which could be set at 5 percent,
while the balance would pay interest rates up to those now specified in
regulation Q. :

Then, at another point in the discussion, I said that while the $10,000
dividing point tied to the insurance limit makes sense from the stand-
point of proven economic policy, a higher limit with discretion for set-
ting the figure given to tﬁe appropriate supervisory authorities, but
perhaps somewhere in the range of $25,000 to $100,000, might also
make good economic sense in the present circumstances. said T
‘would not be opposed to such a limit on a temporary basis, and that
this is a point that Congress should consider carefully.

My own preference for this temporary authority is for a link to the
maximum insured account. ‘

Senator Wiriams. Would that not have the effect of placing a
lower rate of return to the small depositors than it would to the large
depositors?

Secretary FowrLer. Yes, to the category of depositor who hig an in-
surance against loss. I do not say it is an entirely appealing distinc-
tion. I would prefer not to have to make any distinction and keep
the situation as it is. It does seem to me, however, that a temporary

eriod of transition that is involved for the S. & L.’s and the mutual

anks requires some line. At least one line that could be drawn would
be on the basis that the $10,000 and under depositor gets his savings
insured, whereas beyond that amount he does not.

Now, as I say, there may be some good arguments for making the
figure higher, and letting discrimination, if it be one, be between the
rich and the richer. \
ti'Sensator Wittiams. I am quoting from the Wall Street Journal of

une 8:
' Treasury officials said that the Department would not object to'imposition
of the 5 percent ceiling on interest rates banks can pay on certificates of deposits
of $100,000 or less. :

It goes on and quotes Joseph W. Barr, the Treasury Under Secre-
‘tary, as urging the House to avoid setting such a ceiling of 4.5 percent.

Now, was the $100,000 figure used in the recommendation ?

Secretary Fowrer. I have quoted to you from my own comments.
Secretary Barr appeared later and he can speak for himself. ‘

Mr. Bagrr. I repeated the Secretary’s recommendation and main-
tained the same line, for $10,000, but at the $100,000 limit we would
interpose no objections. So there was no distinction.

Senator WirLiams. You did state that you would not object to the
ceiling of $100,000 on 5 percent ?

Mr. Barr. That is correct, as the Secretary did.

Senator Wirrtiams, That would do away with part of the Secre-
tary’s argument that it would be complying to insured deposits, be-
cause the last 90 is not insared ¢

Secretary Fowrer. That is right. It would leave that basis for
drawing the line.

Senator Wirrtams. That is my understanding, that it was up to
$100,000.
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Do you think that is fair to the small depositors, to say you can only
get 5 percent when there is a 5.5 percent freely available to the man
who has $1 million?

Mr. Bagrr. Senator Williams, I stand with the Secretary on this.
I think if you are going to draw a line, you should draw a line at the
place where there is no risk involved. Now, people say, well, there is
not much risk. I happened to be Chairman of the FDIC for a year
and closed 12 banks. So you will forgive me for saying there is
risk wherever you deposit money in this country.

Senator Wirriams. The risk for the second 107 :

Mr. Barr. That is right. So I agree with the Secretary that the.
proper place to draw the line is at the insured limit, because then there
1snorisk. Anything above it, there is. .

Senator WirLLiams. I can see a line, perhaps, at an insured risk,
bukteIdwas wondering about this $100,000 ceiling, and that is the reason I
asked you. :

Mr. Barr. The reason we are not particularly objecting, Senator, is.
because it has been pointed out an several occasions that there are two
markets. One is the local domestic savings market, and that seems
to go up to about $100,000. Above that is the national and interna-
tional market of negotiable certificates, which seems to cut off at about
$100,000. Reasonable men can differ on this, :

Senator WrLriams. The reason I raise this point is that aside from
the merit of high or low interest, we have high interest rates. The
reason I asked this question is that the buyers of E bonds are getting
4.15 percent. The man with a certificate of deposit is held down, yet
the sky is the limit otherwise. I really think that you made a mistake.
on the 4.15, because this is a type of investor who does not enter
the market freely to buy these 5 percent Government bonds or 5.5
Government guarantee FNMA’s. I just wondered why this continu-
ous—I do not know whether to use the word “discrimination” or
not—we will say pattern of holding down rates for the small investor.

Mr. Barr. I think there was quite a distinction, sir. The U.S.
saving bond is instant money. It is, in effect, cash.

Senator WiLrLiams. Of course, a U.S. Treasury bill for 60 or 90 days
is likewise cash.

Secretary Fowrer, There are some other features I know you are
fully familiar with, particularly the E-bonds, that differentiate in
preference to certain savers. ,

Senator WiLLiams. That is true to the extent that the savings is
always guaranteed, but if he cashes it at the end of 1 year he only gets
about 1 percent interest. Last Friday, on FNMA, there was 534
percer}thwhen your mortgage is guaranteed and it can be sold any time

ou wish. v
Y The stock market in the last few months has dropped 10 or 15
percent. Is there any concern by the Treasury as to this trend, or do
you accept this as a normal rolling adjustment ¢

Secretary Fowrer. Senator, I will never comment on the stock
market. Wae treat it as one of the many so-called economic indicators,
which I know you are familiar with. I certainly do not want to
express any view on why or what the reasoning of the market is.

genator Wirriams., I was not asking that question, and I was not
trying to trap you; but I think you have commented on this prior to
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this—whether or not this so-called correction or adjustment, whatever-
ou might call it, is presenting any immediate concern to the Treasury
epartment.
ecretary FowrLer. Well, T think that the whole area of economic
adjustment which was referred to this morning, the state of the hous-
ing market, the automobile sales figures for April and May, the in-
crease in the rate of unemployment from 3.7 to 4 percent in the month
of May, the fact that retail sales in April and May are off from-
previous levels, and, that even the rate of industrial expangion is not
as high as has been anticipated—all these are matters of specific
concern.

As I said this morning, I think if we could have a fairly evenly
spread adjustment that would not have a selective injurious impact on
particular sectors of the economy, bring us down to a rate of growth, or
real growth, of 4.5 percent rather than the 5.5 to 6 percent that has
been characteristic of the last 2 years, particularly the last quarter and
the quarter before that, it would be a healthy and desirable thing,
because I think the present state of the manpower market and the ex-
pansions in capacity are sustainable at that level. Whether they:
could be sustained for any long period of time at the very high levels
we have been running is a matter on which a great many people think:
they would not be. There would be a very real inflation that would
be the result if, having used up a large part of this slack, we continue-
ito e:irpa.nd——made the effort to expand, so to speak—at a 6 percent real
evel.

Senator WiLLiams. At the moment, do you foresee any possibility
or probability before we adjourn this Congress for a tax mncrease?

gécremry owLER. Senator, I think I would want to stand pretty’
much on the answer of this morning. I will be glad to supply for the:
record the last two pages of the statement I made.

Senator Wirrrams. Iheard the statement.

Secretary Fowrer. The statement I made in May, which indicated
the various factors I think should be considered in making that deci-
sion, would answer your question. I have no different view from:
that which was expressed at that particular time. We are continuing
to watch the situation daily and weekly, and study every shred of’
evidence that becomes available to us for its bearing on this. We are
watching very closely the developments in the appropriation process:
and the other legislation that was referred to this morning. We are:
watching very closely the pattern of developments in Vietnam, and
particularly the individual responses that we have been discussing in
the private sector. All of these certainly have a very real bearing on
whether or not there should he a recommendation for a tax increase.

Senator WirLrams. After the election, when we come back in Jan-
uary, do you have any predictions as to whether we will be——

Secretary Fowrer., No, no predictions then. T think the very same.
set of factors will then be taken into account, and probably we will have
a fairly definite picture on what the outcome was as far as the appro-
priations and expenditure level go. We may know considerably more
about the outlook for the duration of hostilities in Vietnam. But fun-
damentally, if there is no decision in the meantie—and I do not want
to imply that there will or will not be—we will be looking very much
at the same factors. '
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Senator WirLiams. Well, I shall not pursue this further.

You mentioned in connection with the President’s proposal for a
tax incentive for these contributions that you may want to make a
statement if there is a public hearing. Will you supply for the record
at this point any statement you wish to make in this connection?
Because this may be the public hearing that you are referring to.

Secretary Fowrer. I think I will just stand on the President’s
message.

Senator WirLiams. Then you will support the President’s message
and its enactment ¢

Secretary Fowrer. Of course.

Senator WirLiams. And you are always in favor of enacting the
President’s proposal as soon as possible. Would that be a reasonable
conclusion ¢

Secretary Fowrer. Noj; I think that I support the President’s mes-
sage. I think I would reserve on the “as soon as possible.”

enator Wirriams. Of course, the President was anxious to have
it enacted.

Secretary Fowrer. Well, this question of legislative scheduling is
too involved. I do not know his views on this. I am simply giving
you my own. I am a little parochial here, because I am really con-
cerned about getting this debt limit bill through.

Senator Wirrrams, I can understand that. I want to emphasize
again, as I did on this bill last March—I told you then I would not
try to delay the bill and T did not. I think you will agree with me.

Secretary Fowrer. I agree with you.

Senator WirLriams. Right now we are dealing with a measure which
not only should be acted upon bul. it must be. The committee, I under-.
stand, will be in session Wednesday. This certainly will not be used
as any delaying tactic on the bill, but I am n great believer that the
best. time to do a job is when you have the opportunity. The Senate
right now is in a better position to consider this than it will be later,
because they have a very light workload. The Senate was in session
15 minutes today and adjourned until Wednesday. We are waiting
for committee action of this bill, so the calendar is clean. The Sen-
ate and our committee and the administration has never had a more
opportune time when everybody has the time to direct his attention
to this most important matter. So I am going to try to cooperate,
and you can assure the President that we will try to enact his proposal
to help clean up election procedures. ,

Mr. Barr. Senator Williams, the Secretary has not brought this
out, but I would like to remind you that he becomes personally re-.
sponsible for any debt issued in excess of the debt limit.

Secretary FowrLer. My credit is not very high.

Senator Wirriams. That is the reason we know this is going to be.
done. It would be utterly ridiculous to consider that the Congress
would not act; they must act. That is the reason that I really made
the suggestion that I think the $285 billion ceiling is unrealistic, that
we should put this on a permanent basis. For example, if it is $330
billion when you come down heve next June, as I am sure you will, we
will not be operating under a 24-hour deadline.” We would have
reasonable time to consider it.
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But you are here this year earlier than you have been many years
heretofore. We have had this bill on several occasions during the
last 2 days of June. Thisyear we have time to act.

(Whereupon, a brief recess was taken.)

The CrairmaN. Mr. Secretary, I want to discuss this tax proposal
somewhat, because some time ago, I accepted an amendment along
that line. I think I voted for it in the committee and supported it
in conference, bnt I have had more and more doubts about it since
that time.

Labor is opposed to it, at least as far as the AFL-CIO is concerned.
Or do you have any impression about what they think?

Secretary Fowrer. No, I do not know what their position is on the
matter.

The Cuatrman. Well, my impression is that the AFL-CIO will be
opiosed to it. If they are not, I will be surprised, because I have
talked with some members of the AFL~-CIO who indicate that they
feel this is tailored for corporations, to put a hustling young junior
executive in charge of simply going around to their executives and
saying, “Here, it 1s a matter of Government policy and it is expected
that each of you should put up $100, and we will take that money and
put it behind candidates we are to support.”

Is there anything to keep that from being done in that proposal?

Secretary Fowrer. In the form that the proposal appears, the man-
ner in which the solicitation of the contri%utmns would be handled
is not wthin the path of the President’s proposal. Now, I do not know
what will emerge in the course of hearings, as to particular special
restrictions and regulations of either corporations or labor organiza-
tions, or other organizations as to how the use of this deduction would
be restricted.

Senator WirrLians. If the Senator would yield, I was the author of
this first proposal in this connection and have talked with the Depart-
ments as they were preparing this. The intention throughout, as I
got it, and certainly it would be so drafted if there is any Ioophole, is
that this exemption would be available only to those individuals who
make the contribution direct to the party or the committees outlined of
his choice and not as it goes through some secondary committee of some
political committee of some nonpolitical committee, whether that be the
executive branch of labor or anybody else.

Secretary Fowrer. Therse has to be an organization which is orga-
nized and operated exclusively to influence or attempt to infliience
the election of one or more individuals for public office.

Senator WirLiams. That is correct. Therefore, it could not be col-
lected either by management or by labor as a fund from their em-
Eloyees, or their membership and then put in a pool and distributed, as

as been done in the past. e intent was, and it would be very clear
in any amendment I supported, that it be available only to each in-
dividual as he made the contribution direct to the party or candidate
of his choice—made it direct. That could be very clear, and I think
you would have to——

The Cuamrman. This says here—here is the proposed act:

For purposes of this section, the term “political contribution”—
Which is what is to be treated as though it were a charitable con-
tribution—
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means a gift or donation to (1) any committee, association, or organization,
whether incorporated or not, organized and operated exclusively for the purpose
of influencing or attempting to influence the election of any one or more indi-
viduals to any public office or (2) an individual candidate for any Federal, State,
or local public office in any general, special, or primary election or in any con-
vention of an organization described in (1) for use by such individual to favor
his candidacy.

Now, taking (1), this term, “a political contribution” means a gift
to any committee, association, or organization, whether incorporated
or not, organized and operate(i exclusively for the purpose of influenc-
ing or attempting to influence of election of one or more individuals
to public office.

What in that language is there that would prohibit any group of
corporation officers or businessmen from getting {ogether and going
around and soliciting people employed in the same company they are
employed in?

ecretary FowLer. I think they could set up an organization for
that exclusive purpose and operate it exclusively for that purpose and
S((I)O%ll%]ify. Presumably, this is what would Kappen in the case of

Senator Wirriams. That is what could happen, as I understand it,

under the President’s proposal. That could not happen under the

roposal as I introduced it, and it will not happen under the one I am
mtroducing here, because I am going to take the President’s proposal
and carry out what I think he intended. That is, it would have to go
direct.

The staff, under Mr. Woodruff, is already in the process of working
on an amendment which would be airtight in that connection. They
did a very good job on making that last amendment airtight, and 1
have great confidence in them. I am having them work with both Mr.
Surrey and Mr. Cohen in getting clear this interpretation.

If we are going to do this, let us clear it up properly. I am glad
this point was raised.

Mr. Chairman, I would like to ask that we have printed at this point
in the record that section of the bill which deals with this proposal.
And I understand that we are going to meet Wednesday in the com-
mittee, and maybe we could have the staff called in. I have not heard
of any objections the AFL~CIO or anybody else objects to. I will be
here tomorrow. Let us just have hearings tomorrow and have them
come in and discuss this. It will be & wonderful time.

I will show you, I will be here even if the chairman is not. We can
get some hearings and see how we progress because it could be they
would want this.” Because I think anybody—in fact, I have not talked
to anybody who is not for cleaning up the election situation.

The Cuamrman, The Senator isnot the witness, but I do not mind his
making clear what his views are on this matter. I am pleased he did,
because that helps to clarify ray mind on one thing. What the Senator
wants to rush through without » hearing is not the President’s recom-
mendation. He wants to rush through his idea of what he thinks the
President’s recommendation ought to be after he changes it to correct
certain faults that he finds.

I am glad that the Senator would want to do something about this,
because it did appear to me that this matter deserved more study than
just meets the eye.

64-350—66——7
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Senator Wirriams. Will you yield just a moment ?

The CramyaN. Furthermore, let me say that I would be happy for
the Senator when we hold these hearings, and T would be glad to hold
a hearing on it, and I will be glad when we have the hearings for the
Senator to testify for his bill or for the amendment he thinks ought to
be in this, because I dc have some thoughts about it. I would say at
least in one respect, he is thinking the same things I am thinking; that
is, that this things 1s made to order to simply designate a few hustlin
corporation executives and let them go to all the existing officers, aﬁ
the retired officers, of this corporation, and say, “give me your $100,
this is deductible.”

Insofar as you are giving a deduction to someone who is already
making political contributions, you are just giving Uncle Sam’s money
out to pay for doing what has already happened.

I would like to ask, how do you propose to treat corporate groups—
let us take the boys doing business on Government cost-plus-fixed-fee
contracts. They get what is estimated to pay their cost plus 7 percent.
What do you havs in here to keep these fellows from very well seeing
to it that those boys do not contribute either toward helping keep in
office those who have given them these contracts and make it possible
for them to get it, or toward getting in office somebody they think would
see that they would get more of these cost-plus-fixed-fee Government
contracts ?

How are you going to take the hope of personal gain out of a possible
collection that occurs in subsection (1) here?

Secretary Fowrer. I am not familiar with the proposal you have in
front of you, Mr. Chairman. I have not studied 1t in connection with
my preparation for this particular matter. Therefore, I think I
am up to date only insofar as the President’s message is concerned.

I do not know whether Mr. Surrey and others are working on this
now.

The Ciairman. If I understand your answer, what you are sayin
is this, that you think that when a hearing is called on this, you woul
be ready to come and testify on it ?

Secretary FowrLer. Indeed.

The CiiairMAN. You recommended this as something you hoped to
see become effective in 1967, and you do not want to delay this measure,
which is urgent and must become law within a month, to prejudice in
anywise this bill to the President must sign if the Government. is to
stay in operation.

ecretary FowrLer. That is precisely the problem.

The Cuairman. Here are a few other items that occurred to me on
this, Mr. Secretary. We will have a hearing on the bill. T certainly
intend it. ‘

Senator Wirriams. We are having it. :

The CuairmaN. Would not this contribution be deductible as a per-
sonal deduction ?

Secretary Fowwrrr. Yes. It is, of course, recommended in such a
fashion that both those who itemize the deduction and those who use
the standard deduction can take advantage of this particular deduc-
tion. It is a special deduction in that sense of the word.

The CuamrMAN. Mr. Secretary, your Department at this time is
opposing certain tax deductions based on these expenses of individuals,
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such as the expense of moving from job to job, for a man who leaves
one job and goes to another and would like to deduct the expense of
finding himself another job and moving to that place. How do you
enthrone this particular personal expense over this voluntary expense
that is not at all necessary as far as that individual is concerned?

Secretary FowrLer., Well, I think on perhaps two grounds: One,
that this is a very special sector of our public life which has to do with
the participation of the citizen in government. It is somewhat unique
in that respect. And, secondly, the amounts that are involved, at
least insofar as the President’s recommendation is concerned, does not
contemplate action that would make such a deduction available until
1967, next year.

The CriairMan. Now, have not the people at Treasury spent a long
time trying to cut back on personal deductions?

Secretary FowLer. We certainly have.

The CuammanN. Insofar as thisis an increase in personal deductions,
does not that constitute at least to that extent an inconsistency ?

Secretary FowLeR. Yes, I think it does, Senator. We have worked
and studied on the various alternatives that were available; I think the
last time we discussed it before this committee in connection with the
Tax Adjustment Act. I remarked to Senator Williams at that time
that we were going through a very intensive examination of all the
alternatives that were available. The decision was taken to follow
this particular course and I will, of course, support the decision. T am
not fawniliar with the detailed implementation of the general recom-
mendation which seems to be an area that would require some examina-
tion and perhaps some further hearings. But I do not mean at all to
imply in supporting the President’s recommendation in this broad,
rather far-reaching set of proposals having to do with political cam-
paigns, to imply that Treasury is changing at all its basic philosophy
toward deductions.

The Craigman. You have a revenue estimate on what the annual
cost of this ineasure will be?

Secretary Fowrer. It is very hard to give you a precise one, but we
did have one—we think it will vary depending upon the particular
vear. In the off years, between presidential elections, we would guess,
and it is really a guess, that the cost will average about $20 million.
In & presidential year, it might go up as high as $50 million.

The CHAIRMAN. Just about the amount of interest involved on that.
issue last Saturday.

Secretary Fowrrr. And that would involve, 1 might say, in addition
to the 27 million itemizers, and T am using 1962 figures now, it would
involve, out of the total of 63 million filers, we estimate, about 27 mil-
lion itemizers and about 36 million people who use the standard
deduction.

The Criamyan. Mr. Secretary, if the Federal Government. is going
to contribute $50 mnillion toward the election of candidates, which way
would be preferable if you could work out the mechanics, that that $50
million would represent the judgment of 50 million people at $1 apiece,
or that it should represent the judgment of 500,000 people at $100
apiece ? ' ' '

Secretary Fowrer. Well, I think the general principle of spreading
as far as we can, not only the voting but the financial participation of
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the maximum number of individuals in supporting candidates of their
choice, the measure that would involve the maximum number of con-
tributions.

The Cuairman. I have spent a lot of time thinking about this mat-
{er since we accepted an amendment of this sort to the Revenue Act of
196+. T hope to submit a proposal one of these days—I have some of
our people working on it—that would come a lot more nearer to pursu-
ing the prineiple that that $50 million ought to represent the judgment
of 50 million people, than the judgment of 500,000 people.

Let mo ask you this: If this is going to happen, would it not stand
to reason that most of the people who ave going to be making these
contributions would be peop‘e who can afford to make them, and there-
fore people who are in the income brackets of $10,000 and better?

Secretary Fowrer. Well, the only facts I can offer on that are some
rough caleulations we made that for the single person whose taxable
income was $5,000, it would mean 22 percent of the $100 contribution
would be the inducement to make the contribution.

In the case of a single person with $10,000 of taxable income, the
deduction would be worth 32 cents on every $1, and 22 cents to the
married person with the same income ; $50,000 and up, 62 cents for the
single person and 50 cents on the dollar for the married person, de-
pending upon his contribution.

The Cuamrman. Well, now, thinking of people who hope to con-
tribute because they want the Government run to their advantage, does
not, this proposal tend to work out that as far as a man who is in the
T0-percent. bracket is concerned, this proposal sees to it that it only
costs him $30 to put $100 that he can wel}) afford, while to some little
person in that starting bracket, it cost him $86 to put up $100 that he
cannot afford ?

Secretary Fowrer. However, I would think that the fellow who
is in the 70-percent bracket is not going to stop with $100, if he is
contributing at all. He is going to go well up. On that part above
$£100, he is not going to get any additional benefit. So by placing the
$100 limit on the deduction, you differentiate, it seems to me, from
the normal pattern of deductions which, as the rate of income goes
up, means that the deduction is much more advantageous. So it is
advantageous up to a point, but not. a very meaningful point insofar
as the very high bracket people are concerned. I doubt whether
they fiddle around very much with $100 contributions.

The Crraman. In other words, you clearly anticipate that you are
still going to have a lot of people to put up large amounts of money
where the $100 deduction is not really going to be important to
them at all.

Secretary Fowrrr. That is right. :

The Crramrman. What you hope to do is encourage a large amount
of contributions in the area of people to whom $100 is important?

Secretary Fowrer. That is right, and who have not. contributed up
until now. But I think the heading of the President’s message gives
the key to the policy, “Encouraging widespread citizen participation.”

Senator WiLniams. That is the whole basis of the President’s recom-
mendation of this proposal in the first place, is it not?

Secretary Fowrer. That is right.
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The Cuairman. I have spent some time trying to find out what is
the best way to reduce unnecessary and improper influence in the
Government. It seems to me that if I were to do it, I would start out
by saying we would reimburse out of the Treasury for whatever
expenses are incurred those people who ran for President, but only
to the extent that the public voled for them. If the man got 30
million votes, he could be reimbursed to the extent of $30 million.
That way, he would be just as indebted to Old Grandma Jones, who
does not pay any income tax at all, as he would to some fellow 10
was & Wall Street. banker and pays a great amount, of money. ‘i.wy
would both be treated the same. The relative contribution to the cost
of that campaign would be on the principle of one man, one vote. We
would tend to stop this thing of the money interests having all the say
about who wins the elections.

I do not think you would find Senators and Congressmen asking for
it, Mr. Secretary. I think most of them would urge you not to do it
for them because it would guarantee all of them very competent op-
position every time they ran for office. It would step up competition
tremendously, and I do not think they care to have so many opponents
every time they come up.

But the President is going to have a first-class competitor every
time, anyway, no matter whether it be a Democrat or Republican.

In that conneetion, it seems we could work out a proposal that
would eliminate the need of having people bring in a great amount of
campaign money from private contributors who raise large amounts
and make it possible to finance a campaign, at least for the President,
on a basis where he would be no more indebted for the campaign ex-
penses to one citizen than he would to another citizen who voted for
him.

I believe, while I think a plan of that sort needs refinement to meet
a number of problems, such as the problem of encouraging splinter
parties, I think that it would be possible to work out something that
would at least take the influence out of that part of it and say that
a person would not have to have a lot of large amounts of money, and
that he could make decisions based on what he thought was right,
without worrying about who was going to finance the next campaign.

The President’s plan, it scems to me, is one that is susceptible of a
greal deal of improvement. I think something should be done to bring
about. a Federal contribution, whether it is by means of deductions,
tax credits, or direct Federal payments to help pay the expense of at
least the President’s campaign for oflice.

I have severe doubt that we ought to spend Federal money to hel
somebody campaign for county judge or police juror in Louisiana. It
seems to me that that should depend on what the State thinks about
their problem of getting the State people elected over and above any
undue influence.

I should think if we limited ourselves to the Federal area, we could
do a good job of {aking undue influence ont of any achievement. that
anybody hoped to bring about as a result of contributing to election
of Federal officers. '

T would hope that. you would not be so anxious to get into a pellmell
rush about this matter that you could not consider what somebody else
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would suggest. 1 have seen your plan; you have not seen mine. 1
would be glad to submit one within the next 2 or 3 weeks, and T would
like to urge that mine be considered. T would be very surprised if
labor goes along with your proposal. I think they would feel that. this
is just going to make it even more diflicult. for the working man to have
his fair share of influence in Government.

My guess is they will be opposed to it, and for good reason.

But I think that wo can work out something that would meet the ob-
joction, that would take into consideration all the people and would
amount. to Federal assistance in campaign expenditures on a fair basis,

Now, if we get into such a hurry to rush down pellinell to do that, all
wo will do is something that will not achieve the job, lose & 1ot of reve.
nue, or be a very ineflicient way of bringing about what you hope to
achieve. I hope you are not going to ask us to move so quickly, act so
fast in that field that we do not consider what other people have to offer.
I take it you are not asking that.

Secretary Fowrer. No, indeed.

The Crramrman. I take it you are willing to hear my plan and hear
what I suggest, and if the AFT~CIO wants to suggest something, you
will hear what they have to suggest, and after everybody has %Imd a
chance to hear what they want to say, then we can decide who is right,

Secretary Fowrer. Senator, T am here today just concerned with
gotting this debt limit through. That is my purpose.

Senator Wirrtams. I want to thank you, Mr. Seeretary, both you and
the chairman, for cooperating in what has been a most instructive hear-
ing on this particular proposal.

would like to ask that the President’s message, outlining what he
wants to accomplish, along with a copy of the bill that he recom-
mended be printed at the beginning of this hearing today. (Seo p. 99.)

In connection with the suggestion that was made toduay that we pay
out of the Treasury on the one man, one vote—~I am somewhat intrigued
with that. ‘That would be a rather tremendous windfall in an avea
where a Congressman has no opposition, would it not, if he could col-
lect a dollar for each vote?

Secretary Fowrer. I am not sufliciently—-

Senator Wirnriams. Then you ave still sticking by the President’s
proposal.

Secretary Fowrer. T have not thought this area through. T did not.
come up prepared to discuss it.

The CiamrMaN. Mr. Secretary, you cannot very well discuss my plan,
hecanse I have not. shown it to you. T just gave you cerfain facts T had
in mind about it. My plan would not contribute anvthing townrd the
olection of a Senctor or Congressman. When T talk about somebody
doing something improper in Government, remember that it takes two
to tango. Tt takes somebody in the legislative branch to persuade some-
body in the administrative hranch to do something that he might not
have done without some pressure bronght to bear on him,

I do not think that we ought {o finance the Congress. 1 think we
could fix it up so that the tremendous, horrible expense of running
for President. could be handled insuch a way that the man elected wonld
not bo particularly obligated to any interest. e could just treat them
all alike. T think it would be an improvement and achieve a lot more
than what we have here.
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But I am not going beyond the Presidency. The Senator is in error
when he says 1 am trying to snggest that a Congressman should—-—

Senator WinLiams, No, I just said this one man, one vote would be
quito & windfull, 1 never felt so encouraged. We now all agree
tHuvt the $100 limitation is not. too high.

Do youagree with that, Mr. Secretary ¢

Secretary Fowner. I agree with the $100, T think this would be an
advance over the present system. 1 think the question that is posed
by the chairman’s comments is whether this is the end or whether
there could be further improvement. on the recommendation made,

Presumably, Senator, you feel the same way.

Senator Winniams, The staff is working on other improvements,
constructive improvements, 1 heard the other day some comment
about & $10,000 club. Whereby for $10,000, you could get an invitation
to the White ITouse, Now, when you speak of contributions with the
thought of getting something in return, would it not be far preferable
to have both political parties financed by the masses of the people, with
smaller contributions, so that a man elected on either party, either to
tho Presidency, to the Congress, or at any other level, would) bo respon-
sible to the masses of the people, rather ﬁmn to the larger contributors,
To the extent that we ¢an move in that dirvection, and it would be
constructive for our country to doso? Do you agree with that?

Sccrotary Fowrer., Very definitely, Senator.

Senator Wiriays., That is the sole purpose of this proposal.
Whether the $100 is too high, then maybe 1t should be $50, The $100
is tho figure T used. Isnid then there was no magicin it. The princi-
H)le is what I was after, getting mass participation in the elections and
through some form of n tax incentive. ‘The Pregident selected the
same figure, and 1 might say—had he sent  down a lower figure, I
would accept his suggestion, I thought it was important that we
work together to get. something accomplished,

As one who was always known to be m the President’s corner when
he is vight, I am going to help him get this bill passed at this time.

Seeretary Fowrer. 1 think we ave all happy moving away from the
sttus quo. We may not. all be on quite the smne road, but wo will move
down it.

("The document referred to, follows:)

[H. Doc. No. 444, 80th Cong., 24 gess.]
ErLEctioN REFORM AcT OF 1960

(Communication from the President of the United States transmitting a draft
of proposed legislation to revise the Federal election laws, and for other
purposes)

(May 26, 1906.—Referred to the Committee on House Administration, and
ordered to be printed)

Tur Waire Houskg,
Washington, May 26, 1966.

Hon, Joun W, MocCoRMACE,
Speaker of the House of Representatives,
Washington, D.C.

DEAR MR, SPEARER: I’ublic confidence in the elective process is the foundation
of public confldence i{n government, ‘Fhere is no higher duty of a democratie
government than to fnsure that confidence.
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Public participation in the political process is the foundation of that process.
There is no clearer respounsibility of a democratic government than to advance
that participation.

Yet for the decades we have tolerated the growth of seeds of eynicism from
the underbrush surrounding our present method of finaneing political campaigns,

Despite regular rhetoric about citizen involvement, we have done nothing in
fact to encourage public support for the nomination and election of public officials,

And despite the soaring expense of political campaigns, we have done-nothing
to insure that able men of modest means can undertake effeetive service unencam.
bered by debts of loyalty to wealthy supporters.

We have laws dealing with campaign financing. But they have failed. Too
narrow in their scope when passed, now they are obsolete. Moo narrow in their
purpose then, now they are inadequate.  They are more loophole than law. They
invite evasion and circumvention. They must be revised,

Tu my state of the Unjon message I said:

“As the process of election becomes more complex and costly, we must make it
possible for those without personal wealth to enter public life without being obli-
gated to a few large contributors,

“Therefore, 1 will submit legislation o revise the present unrealistic restrie-
tions on contributions-—to prohibit. the endless proliferation of committees bring.
ing local and state committees under the act--to attnch strong teeth and severe
penalties {o the requirement of full disclosure of contributions--and to broaden
the participation of the people, through added tax incentives, to stimulate small
contributions to the party and to the candidate of their choice.”

I enclose for your consideration the proposed Election Reform Act of 1966,

This measure is designed to achieve four broad purposes ;

Irirst, it would for the first thne make effective past efforts to achieve
complete publie disclosure of campaign funds. ‘The bill would require all
candidates and all committees supporting them for federal office to report,
clearly and promptly, the sources of all their funds and how these funds are
spent.

Necond, it would also require disclosure by Members of (Congress of gifts
and income,

Thira, it would revise existing law and for the first. time make effective
the ceilings on the size of contributions,

Fourth, this proposal seeks a goal not even contemplated by earlier laws—
the active encouragenment of widespread public participation in the tinaneing
of political eampaigns through tax deductions,

I

Campaigns are not mervely a perlodie politieal pageant. They are an unparal-
leled instrument of public education In the issues of the Nution and of the
community.

The need for such cnmpaigns, and the need to finanece them, are hardly evils,
The more people reached by a campaign, the closer we approach the democeratic
ideal of full participation in the declsions of government,

Yet the more people renched, the more funds required. Tt is here that there
is a potential for danger—the possibility that great wealth can be used to achieve
undue political influence,

It is that danger to which Congress responded with Federal Corrupt P'ractices
Act 41 years ago and with the Hatch Act 26 years ago. These measures sought
to insure that a tide of funds from the few did not engulf the interests of the
many—

By limiting the total amount a candidate or political committee counld
spend ;

By limiting the total amount an individual could contribute to a cam-
paign;

By requiring public disclosure of campaign funds.

These are surely valid alms. But they have not been achieved. Under pres-
ent law, for example, national political comimittees can raise and spend no more
than $3 million in any year. But the law does not limit the number of national
political committees, nor does it apply at all to committees active in only one
State.

Similarly, while present law limits senutorinl candidates to expenditures
of $25,000 and ouse candidates to $35,000, it does not Hmit the number of
committees that can raise and spend money on behalf of those candidates,
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In the light of the accelerating cost of politieal campaigns, it is hardly sur-
prising that such supporting committees have proliferated.  Legal cellings on
expenditures enucted when the possibilities of rudio were only faintly glimpsed—-
and when there was no television—-can have small relevance today.

The loophole through which committees have streamed is matched by the
loophole in the limitation on individunl contributions,

The Hatch Act lHmits contributions to $56,000 to a single IFFederal candidate
or to any single political committee supporting that eandidate. But it doey not
Mmit the number of $5,000 contributions an individual or single interest can
make—to each national committee established for a candidate or party—and
there is no limit to the number of such committees,

Nelther does present law limit spending by State committees for Federal
limit to the number of such committees.
candidates.  And it does not require these committees to “submit any reports,
thwarting the aim of full disclosure at the outset,

Even in the ense of national committees and candidates who do report, the
disclosure may not be sufficient to identify the giver or the particular candi-
date benefiting from a contribution.

A further, major defect in present law is that it specifically excepts pri-
maries, In many cases primary contests are decfrive, In most cases, they are
finaneinlly burdensome. They remain, however, entirely outside the law.

II

The proposed Election Reform Act of 1960 seeks, completely and systematically,
to correct thexe omissions, Joopholes, and shortcomings, 1t would do so through
eight provisions, both corrective and positive,

Complete publie disclogure

1. Not ouly every eandldnte, but nlso every committee-—State, interstate, or
Natlonal—that supports a candidate for Federal office would be required to
report in detadl on every contribution and expense item over $100.

The treasurer of every politienl committee would be required to submit com-
plete reports, on standardized forms, four times during the year and on the 15th,
10th, and Hth days before an election,

1'or the first time, candidates for President and Vice P'resident would be
ineluded under this disclosure provision,

2. The present unrealistic exclusion of primaries from the coverage of the
Inw would be ended. This aet would bring primary campaigns and convention
nomination contests under the disclosure law,

There {s n similar omission concerning primarles in connection with criminal
laws against vote-buying and vote-selling. These offenses are ndequately dealt
with when they occur in general or specinl Federal elections. But they are not
covered in Federal primarles. There is no reason for this distinction and the
Election Reform Act would make these laws fully applicable to primaries as well.

3. The Llection Reform Act would vequive all gifts of over $100 received by
members of the legislative branch of the Government for themselves, thelr wives
and minor children, and all income from personal services received by such
members or on his behalf to be reported annually,  Appropriate eriminal sane-
tions would be provided for failure to conmply.

In the executive branch, the acceptance of gifts of more than nnmhml value
is already strietly forbidden by Executive Order 11222 of May 8, 1965,

For such reports to be niade by members of the | ouiulutl\o branch can do
much to demonstirtae that wealthy interests are not permitted to affect—or even
appear to affect—the conduct of government through their lnrgesse.

Effective and realistio limitations on campaign financing

1. Beyond making political tinancing public Hes the equally dmmmdlng task
of muking’ it democeratic. The act thus would limit to $5,000 the total amount.
that could come from any single source to the campaign of any candidate. The
present $5,000 Hinit could no longer be evaded by putting the mnxinmm umount
ium different pockets in the rame suit. o

2, At the same time the act would repeal present cellings on total exmmllnmbu
by candidates for Federal offices.. As we have learned from experience, artificial
Hmits breed artificinl disclosures, - And as we have lem'nod tho pro»:out limits
on total campaign expenses are decldedly artiflelal, . - ‘Y

04-360—06——-8
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The cost of campaigning varies from year to year and from State to State,
depending on the size of the district and the heat of the campaign. More im-
portant, spending limitations defeat the essential purpose of disclosure: to allow
public opinion to exert the controlling influence on how much a candidate

spends.

3 The act also would extend the present prohibition against political con-
tributions by Government contractors to fully cover corporate contractors.

Under present law, all Government contractors other than corporations are
barred from making political contributions at any level of government. But
corporations with Government contracts are barred only from contributing to
Federal candidates.

Consistency and good sense require that corporations also should be forbidden
to make contributions at the State and local level—where finances are, inevitably,
related by party to national political campaign finances.

Encouraging widespread citizen participation

These first six steps are essentially corrective, altering or refining present
inadequacies. The parallel goal never before established by Federal law is to
enlarge the base of widespread financial support for political campaigns,

This is a necessary goal for a practical reason—to meet the financial burdens
of modern political campaigning without inviting the undue influence of large
contributors.

But widespread support is a worthy goal for a still more important reason—
the infusion and involvement of large numbers of citizens into the election
process. We propose two steps to expand participation by the great majority
of American citizens.

1. We recommend a special tax deduction, in an amount up to $100, for contri-
butions to any candidate or to any organizations supporting a candidate, in any
election campaign or primary—Federal, State, or local.

This deduction would be allowed in addition to the standard deduction and
would not be limited to those who itemize their deductions.

There would be a separate line on every tax return for this deduction.

2. As an other means of expanding participation, the act would permit the
sale of campaign souvenirs at prices not exceeding $5. These would become the
only items of any kind—including advertising—that any candidate or committee
would be allowed to sell.

Broadened financial support is sound for all candidates. For candidates who
are not themselves wealthy, it can mean the difference between running and
not running,

Finally, one area not covered by the legislation I forward today is the
solicitation of political contributions from Federal employees by other Federal
employees.

This is not a matter for which legislation is needed. Congress has already
passed the laws. I am asking the Attorney General, in consultation with the
Chairman of the Civil Service Commission, to conduct a thorough review of
all the regulations and memorandums issued pursuant to those laws to make
certain that those regulations are sufficiently comprehensive to carry out not
only the letter, but the spirit of the laws passed by Congress. )

nx

There is far more at stake in the proposals I submit today than who wins
and who loses a particular campaign. The essence of our democratic system
is the clash of ideas between differing men and differing parties.

If lack of funds results in an abridged campaign, the public is deprived of
the opportunity to hear all viewpoints fully expounded.

If lack of freedom from ties to wealthy interests discourages able men
from seeking elective service, both they and the public are deprived of neces-
sary leadership.

If lack of clear disclosure results in skepticism about the entire political
process, the public loses the benefit of its own involvement in and respect for
that process,

This Election Reform Act of 1986 seeks to avert those dangers

Tt seeks, honest, straightforward disclosure.
It seeks fair restriction on the exercise of mighty influence by the rich.
It seeks to promote the exercise of widespread influence by the many.
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It seeks, in short, to enlarge democracy, and I urge its prompt enact-
ment,
Sincerely,
LYNDON B. JOHNSON.

“A BILL To revise the Federal election laws ; and for other purposes

“Be it enacted by the Senate and Housc of Representatives of the United States
of America in Congress assembled, That this Act may be cited as the ‘Election
Reform Act of 1966,

“TITLE I—AMENDMENTS TO CRIMINAL CODE

“Skc. 101. Section 591 of title 18 of the United States Code is amended to read
as follows :

“ 4591, Definitions

“ ‘When used in sections 597, 599, 602, 608, and 610 of this title— '

“¢(a) The term “election” includes a general, special or primary election;

“¢(b) The term “candidate” means an individual who seeks nomination or
election as President or Vice President of the United States, Senator or Repre-
sentative in, or Resident Commissioner to, the Congress of the United States,
whether or not such individual is elected ;

“+(e) The term ‘‘political committee” includes any candidate, committee,
association, or organization which accepts contributions or makes expenditures
for the purpose of influencing or attempting to influence the election of a candi-
date, or presidential and vice presidential electors ;

“¢(d) The term “contribution” includes a gift, donation, payment or loan of
money, or any thing of value, made for the purpose of influencing or attempting
to influence the election of a candidate, or presidential and vice presidential
electors, and includes a transfer of funds betw2en political committees;

“‘(e) The term “expenditure” includes a purchase, payment or loan of money,
or any thing of value, made for the purpose of influencing or attempting to in-
fluence the election of a candidate, or presidential and vice presidential electors,
and includes a transfer of funds between political committees.’

“Sec. 102. Section 608 of title 18 of the United States Code is amended to read
as follows :

“ 608. Limitations on political contributions and purchases

“‘(a) Whoever, other than a political committee, directly or indirectly, makes
contributions in an aggregate amount in excess of $5,000 during any calendar
year, or in connection with any campaign for nomination or election, to any
candidate or to any political committee supporting such candidate, or presidential
and vice presidential electors, or to any national political committees, shall be
fined not more than $3,000 or imprisoned not more than five years, or both.

“‘(b) Whoever, being a candidate, political committee, or national political
committee, sells to anyone other than a candidate, political committee, or national
political committee any goods, commodities, advertising, or articles of any kind,
or any services, shall be fined not more than $5,000 or imprisoned not more than
five years, or bhoth.

“‘(e) Whoever, other than a candidate, political committee or national politlcal
committee, buys from a candidate, political committee or national political
committee any goods, commodities, advertising, or articles of any kind, or any
services, shall be fined not more than $5,000 or imprisoned not more than five
years, or both.

“¢(d) Subsections (b) and (c) shall not apply to the sale or purchase .of
political campaign pins, buttons, badges, flags, emblems, hats, banners, and similar
cmpaign souvenirs for prices not exceeding five dollars each. Such purchases
stall be deemed contributions under subsection (a). Subsections (b) and (e)
st a}iljgot interfere with the usual and known business, trade or profession of any
{andidate.

“¢‘(e) In all cases of violations of this section by a partnership, committee,
association, corporation, or other organization or group of persons, the officers,
directors, or managing heads thereof, who knowingly and w i)lfully participate
in such violatiop-shall be punished as herein provided.’

“Sec. 108.- on:609: of titlé 18 of the United States Code is repealed.

“Sec. 104. Section 611 of the title 18 of the United States Code is amended to
read as follows:
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“§611. Contributions by corporations, firms, or individuals contracting with the
United States

“‘Whoever, including a corporation, enters into any contract with the United
States or any departinent or agency thereof, either for the rendivion of personal
services or furnishing any material, supplies, or equipment to the United States
or any department or agency thereof, or selling any land or building to the United
States or any department.or agency thereof, if payment for the. performance of
such contract or payment for such material, supplies, equipment, land, or build-
ing is to be made in whole or in part from funds appropriated by the Congress,
during the period of negotiation for, or performance under such contract or furn-
ishing of material, supplies, equipment, land, or buildings, directly or indirectly
makes any contribution of money or any other thing of value, or promises ex-
pressly or impliedly to make any such contribution, to any political. party, com-
mittee, or candidate for public office or to any person for any political purpose or
use; or

“ ‘Whoever knowingly solicits any such contribution from any such person, for
any such purpose during any such period— :

“ ‘stlxl‘all be fined not more than $5,000 or imprisoned not more than five years,
or both.’

“Sec. 105. So much of the sectional analysis at the beginning of chapter 29
of title 18 of the United States Code as relates to sections 609 and 1611 is
amended o read :

809, Repe:
‘811, Cogtrlbutlons by corporations, firms or individuals contracting with the United

“TITLE 1I—DISCLOSURE OF FEDERAL CAMPAIGN FUNDS

“DEFINITIONS

“SEc. 201, When used in this title—

“(a) The term ‘election’ includes a general, special, or primary election;

“(b) The term ‘candidate’ means an individual who seeks nomination or elec-
tién as President or Vice President of the United States, Senator or Representa-
tive in, or Resident Commissioner to, the Congress of the United States, whether
or not such individual is elected ;

“(e) The term ‘political committe.e includes any candidate, committee, as-
sociation, or organization which -accepts contributions or makes expenditures
for the purpose of. mﬂuencing or attempting to influence the -election of a can-
didate, or presidential and vice presidential electors;

“(d) The term ‘contribution’ includes a gift, douation, payment or loan of
money, or any thing of value, made for the purpose of influencing or attempting
to influence the election of a candidate, or presidential and vice presidential
electors, and includes a transfer of funds between political committees; -

; “(e) The term ‘expenditure’ includes a purchase, payment or loan of money,
or any thing of value, made for the purpose of influencing or attempting to in-
fluence the election of a candidate, or presidential and vice presidential electors.
and includes a transfer of funds between political committees.

7 9(f) The term ‘Clerk’ means the Clerk of the House of Representatives of the
United States.

s “(g) The term ‘Secretary’ means the Secretary of the Senate of the United

bates.

" “IREASURER OF POLITICAL COMMITTEE; DUTIES OF TREASURER "

~“Seo. 202, (a) Bvery political committee shall have a treasurer. No contnbu-
tion shall be nccepted, and no expenditure made, by or on_ behalf of a political
committee for the purpose of influencing an .election until such {reasurer has
béen chosen. It shall be the duty of the treasurer to keep the contributions re-
celved by or for a ¢committee in a special account separate from any personal or
other funds.
- '%(b) It shall be the' duty of the treasurer of a pohtical commu;tge to. keep E:}
detailed and exact account of— . oy ..
© (1) All contributions made to or for such commxttee ;
“(2) The name and address of every person making any such contmbu-
. tion,’ and the dite t;hereof, T . ia ettt ool
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“(3) All expenditures made by or on behalf of such committee, including
the name and address of every person to whom any such expenditure is
made, and the date thereof.

‘“(e) It shall be the duty of the treasurer to obtain and keep a receipted bill,
stating the particulars, for every expenditure by or on behalf of a political com-
mittee exceeding $100 in amount. The treasurer shall preserve all receipted
bills and accounts required to be kept by this section for a period of at least two
vears from the date of the filing of the statement containing such items.

“ACCOUNTS OF CONTRIBUTIONS RECEIVED

“SEc. 203. Every person who receives a contribution for a political committee
shall, on demand of the treasurer, and in any event within five days after the
receipt of such contribution, render to the treasurer a detailed account thereof,
including the name and address of the person making such contribution, and the
date on which received.

“STATEMENTS FILED WITH THE CLERK AND THE SECRETARY

“SEc. 204. (a) The treasurer of a political committee supporting a candidate
or candidates for nomination or election as President or Vice President of the
United States or Senator shall file with the Secretary, and the treasurer of a
political committee supporting a candidate or candidates for nomination or
election as Representative in, or Resident Commissioner to, the Congress of the
United States shall file with the Clerk between the 1st and 10th days of March,
June, and September, in each year, and also between the 10th and 1ith days,
and on the 5th day, next preceding the date on which an election is to be held,
and also by the 31st day of January, a statement, upon forms prescribed by the
Clerk and the Secretary, containing, complete as of the day next preceding the
Qdate of filing—

“(1) The name and address of each person who has made a contribution to
or for such committee in one or more items of the aggregate amount or
value. within the calendar year, or $100 or more, together with the amount
and date of such contribution ;

“(2) The total sum of the contributions made to or for such committee
during the calendar year and not stated under paragraph (1) ;

“(3) The total sum of any contributions made to or for such committee
during the calendar year;

“(4) The name and address of each person to whom an expenditure in
one or more items of the aggregate amount or value, within the calendar
year, of $100 or more has been made by or on behalf of such committee, and
the amount, date, and purpose of such expenditure;

“(5) The total sunr of all expenditures made by or on behalf of such com-
mittee during the calendar year and not stated under paragraph (4) ;

“(6) The total sum of all expenditures made by or on behalf of such com-
mittee during the calendar year.

“(b) The treasurer of a political committee which supports a candidate for
President or Vice President of the United States or the Senate and a candidate
for the House of Representatives shall file a statement, as required by subsec-
tion (a) of this section, with both the Clerk and the Secretary.

“(c) The statements required to be filed by subsections (a) and (b) of this
section shall be cumulative during the calendar year to which they relate; but
where there has been no change in an item reported in a previous statement, only
the amount need be carried forward.

“STATEMENTS BY OTHERS THAN POLITICAL COMMITTEE FILED WITH THE CLERK
OR THE BECRETARY '

“Sec. 205. Every person (other than a political committee) who makes an
expenditure in one or more items, other than by contribution to a political
committee, aggregating $100 or more within a calendar year for the purpose of
influencing the election of a candidate, shall file with the Clerk or the Secretary,
as the case may be, an itemized detailed statement of such expenditure in the
sz}mle manner as requlred of the treasurer of a political committee bv section 204
of this title

—
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“DUTIES OF THE CLERK AND THE SECRETARY .

“SEc. 208. The Clerk and the Secretary shall—
thi"(ai{l Prescribe standard forms for all statements required to be filed by

8§ title;

“(b) Receive all such statements;

“(c) Maintain all such statements in such manner that they shall be avail-
able for public inspection and copying during regular business hours;

“(d) Make copies of all such statements available on request at the cost of
reproduction ;

“(e) Review all such statements at the time they are filed to determine
whether they are timely filed and appear to be complete and consistent with
prior statements filed with him by the same committees or other persons
pursuant to this title;

“(f) Compile and maintain a list of all statements or parts of statements
pertaining to each candidate;

‘‘(g) Preserve for public inspection the statements required to be filed by
sections 204 and 2035 of this title for a period of two years from the actual date
of filing, except that all statements pertaining to a candidate who has been
elected shall be preserved during such candidate’s continuance in the office to
which he has been elected and for two years thereafter.

“STATEMENTS ; VERIFICATIONS ; FILING

“SEc. 207. Statements required to be filed with the Clerk or the Secretary—

“(a) Shall be verified by the oath or affirmation of the person filing such
statement, taken before any officer authorized to admiinster oaths;

‘“(b) Shall be deemed properly filed when deposited in an established post
office within the prescribed time, duly stamped, registered, and directed to
the Clerk or Secretary, as the case may be, at Washington, District of Co-
lumbia; but in the event it is not received, a duplicate of such statement
shall be promptly filed.

“PENALTY FOR VIOLATIONS

“Sec. 208. Any person who violates any of the provisions of this title shall be
fined not more than $1,000 or imprisoned not more than one year, or both.

“STATE LAWS NOT AFFECTED

“Skro. 209. This title shall not be construed to annul the laws of any State re-
lating to the nomination or election of candidates, unless directly inconsistent
with the provisions of this title, or to exempt any candidate from complying with
such State laws.

“PARTIAL INVALIDITY

“SEc. 210, If any provision of this title, or the application thereof, to any person
or circumstances is held invalid, the validity of the remainder of said title and the
application of such provision to other persons and circumstances shall not be
affected thereby.

“REPEALING CLAUSE

“Seo. 211. The Federal Corrupt Practices Act, 1925, and all other acts or parts
of acts inconsistent herewith are repealed.

““CITATION
“Sec. 212. This title may be cited as the ‘Campaign Funds Disclosure Act.’

“TITLE III—DISCLOSURE OF GIFTS AND CERTAIN COMPENSATION
“DEFINITIONS

“SEc. 301. When used in this title—

‘“(a) The term ‘income’ shall mean all compensation for personnel services, in-
cluding (but not limited to) salary, bonuses, fees, commissions, honorariums and
expensed paid or reimbursed, whether in the form of money or any thing of value,
from any source other than the Government of the United States.
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“(b) The term ‘Representative’ shall mean each Representative in, or Resident
Commissioner to, the Congress of the United States.
“(e) The term ‘Clerk’ shall mean the Clerk of the House of Representative of
the United States.
st;t(g) The term ‘Secretary’ shall mean the Secretary of the Senate of the United
S S,

“STATEMENT OF GIFTS TO BE FILED BY SENATORS AND REPRESENTATIVES

“Seo. 302. Each United States Senator shall file with the Secretary and each
Representative shall file with the Clerk by the 31st day of January a statement
disclosing gifts of money or things of value, except contributions as defined in
section 201 (d) of title II of this Act, received by him, his wife or minor children,
or on his or their behalf during the preceding calendar year or portion thereof
during which he held office, containing—

“(a) The name and address of each donor from whom he, his wife or
minor children received, or from whom there was received on his or their
behalf one or more gifts of money of an aggregate amount of $100 within the
calendar year, together with the amount and date of such gifts;

‘“(b) The name and address of each donor from whom he, his wife or
minor children received, or from whom there was received on his or their
behalf, one or more gifts other than money of an aggregate value estimated
by the donee of $100 or more within the calendar year, together with the
date and identity of such gifts;

““(c) The total sum of gifts of money received by him, his wife or minor
children, or on his or their behalf, during the calendar year and not stated
under paragraph (a).

Gifts from a spouse, child, parent, grandparent, brother or sister need not be dis-
closed under this section.

“STATEMENT OF COMPENSATION TO BE FILED BY SENATORS AND REPRESENTATIVES

“Sec. 303. Each United States Senator shall file with the Secretary and each
Representative shall file with the Clerk by the 31st day of January a statement
disclosing income received by him or on his behalf during the preceding calendar
year or portion thereof during which he held office, containing—

“(a) The name and address of each person from whom he or anyone on
his behalf received any such income; the amount or, if not money, ihe
identity and value thereof; and the name and address of each person for
whom such service was performed ;

“(b) A description of the service performed.

“DUTIES OF THE CLERK AND THE SECRETARY

“Sec. 304. The Clerk and the Secretary shall—

“(a) Prescribe standard forms which must be used for the statements
required to be filed by this title;

“(b) Receiveall such statements;

“(e¢) Maintain all such statements in such manner that they shall be
available for public inspection and copying during regular business hours;

‘“(d) Make copies of all such statements available on request at the cost
of reproduction ;

‘“(e) Preserve for public inspection the statements required to be filed by
sections 302 and 303 of this title during the term or terms of office of the
Senator or Representative filing the same and for two years thereafter.

“STATEMENTS ; VERIFICATION ; FILING

“Sec. 305. Statements required to be filed with the Clerk and the Secretary—

“(a) Shall be vertified by the oath or affirmation of the person filing such
statement, taken before any officer authorized to administer oaths:

“(b) Shall be deemed properly filed when deposited in an established post
office within the prescribed time, duly stamped, registered, and directed to
the Secretary of the Senate or the Clerk of the House of Representatives,
as the case may be, at Washington, District of Columbia ; but in the event
it is not received, a duplicate of such statement shall be promptly filed.



» o
- 2PN X

108 PUBLIC. DEBT LIMIT

© “PENALTY FOR VIOLATION

“SEC. 306. Whoever, being a United States Senator or Reﬁrés‘eiltﬁﬁi&@ to the
Congress of the United States, violates any of the provisions of this title shall
be fined not more than $1,000 or imprisoned not more than one year, or both,

“CITATION

“Sec. 307. This title may be cited as the ‘Disclosure of Gifts and Certain
Compensation Act’.

“TITLE IV—AMENDMENTS TO INTERNAL REVENUE CODE OF 1954

“INCOME TAX DEDUCTION

“SEc. 401, (a) Part VII of subchapter B of chapter 1 of the Internal Revenue
Code of 1954 (relating to additional itemized deductions for individuals) is
amended by renumbering section 218 as 219, and by inserting after section 217
the following new section:

“‘SEC. 218. POLITICAL CONTRIBUTIONS

‘‘(a) ALLOWANCE oF DEDUCTION.—In the case of an individual, there shall be
allowed as a deduction an amount equal to so much of the political contributions
as does not exceed $100, payment of which is made by the taxpayer within the
taxable year, except that in the case of a joint return of a husband and wife
under section 6013 the deductions shall not exceed $100, and in the case of a
separate return by a married individual the deduction shall not exceed $50.

“‘(b) VERIFICATION.—The deduction under subsection (a) shall be allowed,
with respect to any political contribution, only if such political contribution is
verified in such manner as the Secretary or his delegate shall prescribe by
regulations.

“‘(e) DEFINITION OF PoLITicAL CONTRIBUTION.—For purposes of this section
the term “political contribution” means a gift or donation to—

“ ‘(1) any committee, association, or organization (whether incorporated
or not) organized and operated exclusively for the purpose of influencing or
a%tiempting to influence the election of one or more individuals to any public
office ; or

“¢(2) an individual who is a candidate for any Federal, State, or local
elective public office in any general, special, or primary election, or in any
convention of an organization described in subparagraph (1), for use by
such individual to further his candidacy.

“¢(d) COross REFERENCE—For disallowance of deduction to estates and trusts,
see section 642(i).’

“(b) The table of sections for such part VII is amended by striking out the
last item and inserting in lieu thereof the following : :

‘“ ‘Sec. 218. Political contributions.
¢ See. 219. Cross references.’

‘“(c) Section 62 of the Internal Revenue Code of 1954 (relating to definition of
adjusted gross income) is amended by inserting after paragraph (8) the follow-
ing paragraph:

“(9) PorrtrcAL CoNTRIBUTIONS.—The deduction allowed by section 218.’

‘“(d) Section 276(a) of the Internal Revenue Code of 1954 (relating to certain
indirect contributions to political parties) is amended by striking out ‘No deduc-
tion otherwise allowable under this chapter’ and inserting in lieu thereof ‘Except
ag provided in section 218, no deduction otherwise allowable under this chapter.’

“(e) Section 642 of the Internal Revenue Code of 1954 (relating to special rules
for credits and deductions for estatés and trusts) is amended by redesignating
subsection (i) as (j), and by inserting after subsection (h) the following new
subsection :

“¢(1) PoritrcAL CONTRIBUTIONS.—AN estate or trust shall not be allowed the
deduction for political contributions provided by section 218.’

o . “PITLR V—EFFECTIVE DATE

“8po. 501. This Act shall take effect January 2, 1967, except that the amend-
ments made by title IV shall apply to taxable years ending after December 31,
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1966, but only with respect to political contributions payment of which is made
after December 31, 1966.” _ . . .

Senator WiLriams. I would like to ask Mr. Surrey this question:
And I am not saying this to pick fault with the President’s proposal
that comes down. But we all realize that we draft a piece of legisla-
tion and then sometimes have second thoughts. ‘

Do you have any second thoughts or any suggestion as to how you
can improve, not the purpose, because I think we are generally agreed
on the purpose, but the language of the President’s proposal? And
if you do not now, would you look it over to see if you do have such
a suggestion and submit it either to the committee or to the staff?
Sometimes a word does make a difference.

I worked with your Department in the preparation of the amend-
ment that did away with the advertising loopﬁole, and I appreciated
your cooperation. As a result of our working together, we got a con-
structive piece of legislation correcting the situation.

I do not think that we in Congress or in the executive department
can sit back and say that we subscribe to the present policy of financing
political camé)aigns. If we do not, the next question is, what are
we going to do about it? Here is a suggestion. I have made sug-
gestions. The President has come up with one slightly different.
It is the same principle and I am willing to accept it. If someone has
another suggestion, ? would be willing to consider it. I would sug-
gest that we leave this record open, let them submit their proposals
and we will include them in this record.

And, Mr. Chairman, could we not have it understood that if anyone
wants to testify tomorrow, they could come in and present their testi-
mony. Since this question has proceeded so far and so agreeably, and
is moving along so speedily, I would say that if there are those who
have any suggestions whatsoever, send them in and we can put them
in thisrecord. Or we can hold a hearing tomorrow.

The CuairMaN. Let me say this: At this late date, I do not believe
we would even be able to get in touch with people, much less give them
time to prepare adequately. I think all the different proposals should
be suggested and we ought to come up with the best one.

Let me just throw out one, just as a matter of justice and equity.
Instead of letting a millionaire get a 70-percent advantage so it only
costs him $30 to put up $100, and the poor get a $14 benefit, why not
match them 50-50 out of the Treasury? So 1f Grandpa Jones puts up
$5, you match his $5 with $5 of Federal money, and if Banker Smith is
able to put $50, why, you match him with $50. That is still 10 times as
much to help his candidate as Grandpa Jones gets to help his man
along with, but at least, it puts them on the same basis. What is
wrong with that? = - '

Let me just ask the witness here. As far asI am concerned, anybody
from the Treasury can answer,

- Secretary Fowrer. I would say offhand, that the matching pro-
posals of the sort you described would represent.a substantial ad-
vance over the present system. I think the whole point that we are
concerned with, is that we want soinething that is a substantial im-
provement over the present system so as. to-encourage wider spread
participation in the contributions to political campaigns., Whether
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that is the best method or not, or whether there are other alternatives,
I simply am trying to indicate is a question on which there ought to be
hearings. I cannot say anything more than that.

Senator Wirriams. That suggestion was rejected by the Treasury
Department, as I understand it, on the basis that you did not want
another class of deductions. I had suggested that for the first $25,

ou used as a tax incentive the first $25, where the man would get
17.50 tax credit, no matter what bracket he was in. If he made $10
contribution, he would get $7. I still would prefer that formula
but I am yielding because I think the President did raise, and 1
think the Treasury Department concurred, some very valid objec-
tions to the wisdom of opening a new formula for deductions.

You are debating now between my original proposal and the Presi-
dent’s proposal, and either one is acceptable. We are making progress.

Secretary FowrLer. As I understand Senator Long’s proposal, it
still represents a further variation. Maybe I do not understand it
properly. But I know suggestions have been made that the match-
ing system be arrived at without going through the tax system,
whether the individual happens to be a taxpayer or not being {)eside
the point. I think your credit proposal would apply only to those
who are taxpayers. It would work through the tax system. So here
we have at least three different versions of the way of achieving the
same result.

Senator WiLLrams. Which would you prefer, the President’s pro-
posal or——

Secretary FowrLer. Well, I am going to be in support of the Presi-
dent’s proposal until I see something better come along.

Senator WirLriams. Would you consider either of these two pro-
posals, my original or the latter proposal, as better ?

Secretary Fowrer. I would want to go back with him, talk with
him, tell him about these proposals, and see what his views would be.

Senator Wirniams, Mr. Surrey, would you care to comment in
connection with these suggestions?

Mr. Surrey. I stand with the Secretary’s comment. I presume
after any hearings on the matter, all the wisdom that could be shed
on a matter would be shed.

The Cuarman. Let me say this: Prior to the time you came down
here, you had two suggestions. One was a suggestion that came
from—1I believe it was Senator Hennings’ suggestion. But I would
presume that would be a management-type su g&etion, give us $100
deduction and treat that about the way you would treat a contribution
to the Community Chest.

If I do say it, that has one big fallacy in it, and that is when you
contribute to the Community Chest, people think that is going to
charity. In my experience, most $100 campaign contributions come
from people who expect a lot more than $100 back. They are usually
hoping to get a reward that makes that $100 very small by comparison.
It is more in the nature of making a gambling debt deductible. My
ex;t))erience is that most people who contribute to campaigns either con-
tribute for past favors rendered, or future favors hoped for.

At any rate, they contribute it for the personal bencfit from it. -

But here comes organized labor and they had a substitute plan. I
do not know if they ever formalized it, but it was suggested by those
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who did some very effective lobbying work for organized labor at that
time, said, make it a $5 tax credit ; that would be Just great for us, and
we can go around among all our members and just tell everybody, “Sign
here, give that Democratic candidate my tax credit,” if we are still
for himn. After 14(b), X am not sure they are even for us.

But up to that point, the situation was very promising that the Dem-
ocrats would get chat money if you did it that way. Now, it is sug-
gested that you bypass their suggestion and take the one that originally
«came out for the $100 deduction. My feeling is that we can do a good
job of it and come up with something better than you have here..

1 take it you are not asking us to rush so fast that we do not study it
and take everybody’s suggestion and try to improve it ?

Secretary Fowrer., No.

The Cuamman. Senator Williams picked out a point about my orig-
inal suggestion that, from my point of view, was an obvious defect that
I had corrected in my own thinking a long time ago. When you see
what I propose, that defect is not there. I point out what he thinks
is a defect in the President’s suggestion. \Vell], my thought is that by
the time we get to work in this field, we ought to have something we
all agree is good legislation without any serious objection to any part
of it. That is why I would hope to work on it and study it, not just
grab something and go rushing off and say, in the interest of saving
@ moment’s time, let us get this bill on tomorrow and talk about it later.

Senator WiLLiayms. In fairness to the President, I do not think we
should leave a record that he just pulled an idea out of the air without
giving this consideration. I have far more confidence in him than that.
Surely he has been studying this proposal. He mentioned to Congress
that he was going to come up with a suggestion, and he spent about 5
months doing it. I am willing to give the President. credit for careful
examination of this proposal.

I am also willing to give the Treasury Department credit out of
my great respect for all of you, that you, too, have given this proposal
careful consideration.

I find myself in disngreement with my chairman again, because I do
not think those contributing to some of my opposition are necessarily
taking such a tremendous gamble every time they support a member
of the Democratic Party. There are some good ones, and I think
we should in our defense

The Cuairman. Be careful about that. That might be an admis-
sicn that you might regret someday.

Senator Wirriams. No, I find myself here trying to defend both
the Democratic Party, the administration, the Treasury Department,
and everybody, and T am going to try to save you in spite of yourselves.

I will'say this, Mr. Secretary, that if there are any other second
thoughts that you have on this proposal after talking this over with
the Treasury Department, or any recommendations as to any changes
that you wish to make in that section of the bill dealing with the tax
incentives, will you supply it at this point in the record? If you do
not have any, there is nothing to supply. But if you come up with
a sugggstion, will you furnish it to the committee at this point in the
Tecor

Secretary FowLer. Yes, if I have any, I would, realizing that you
wish it. I would hope that my failure to 51:1[) ly anything would not
entail giving up the right to come forward later and comment——
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Senator Wirriams. I appreciate that. Even if we enact the bill
100 percent in accord with what both you and I will agree on, we may
both very well come back a year or two later with suggested changes
as a result of the experience. I recognize that. In fact, the Presi-
dent, in his message, made the statement that as a result of our experi-
ence, that may happen.

But, if there ave any changes that you or the Department have, send
them down—otherwise, I would feel inclinded to proceed on the
premise that we have all found the best bill that we can draft and
unless . somebody in the testimony comes up with something different
let’s pass it. If there is no request for any additional testimony or
any additional statements placed in the record, I shall proceed on the
premise that we are in complete agreement amzi no one has any better
su%rgastion than that which was before us,

thank you for your cooperation.

The CrrairMan. Let me say, as far as I am concerned, 1 have another
suggestion.” 1 have another plan, and on un appropriate occasion, 1
will offer it.- I had asked some of our staft—rather, some of my staff—
to work on it, because it is not entirely a tax matter. But 1 will cer-
tainly have other suggestions to make myself.

Senator Winraams, Of course, the chairman is a member of the
committes and we will both be on the committee and we will consider
all of the suggestions.

The CrramMan. Even with my own magniticent. plan, T would hate
to be put in the \)nsition of having to speak now or forever hold my
peace, because I think I can improve even my plan, given time to work
on it.

Senator Wirrranms, We have talked about this legislation for a num-
ber of months, We have postponed—and there does come a time for
action. Iet us get some action,

I am an optimist. I really think you are going to have this
amendment passed and put on the President’s desk this month.

The Cnamyan, Now, so much for that one,

Mr. Secretary, you furnished us with these charts, and I think that
they are very, very good information. This was a part of your fact
book that you brought up to discuss the matter. I am going to ask
that. it be put in the record.  (See p. 63.) :

The Cuamman. But I would like to ask you to take these charts
that you have that go back to 1946, and, if you can, provide this com-
mittee with this same information, going back to the turn of the
century, if possible.

Now, it is probably available over there.

Secretary FowLer. Yes.

The Cuairman. If you cannot back it off of 1946, years behind that,
youmight be able to get this same information

Secretary Fowrer. I think what you want is to get a picture of the
relationship of private to public debt in the 1920’s and 1980’s.

The Cuamman, I would like to relate the gross national product
to the total national debt, public and private. I notice frem this
chart that the ratio runs about 200 percent, that your public and private
debt combined worked out to be about 200 percent of your gross na-
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tional product on the average. I would like to have the information
to see what that would be if we went further on back. It varied
from a high of 2049 to a low of 176.7, which runs out in about the 200-
percent. vatio over the wiole 20-year period. I would be interested to
see 1f that is the case, becnuse it seems to me it might lead an economist
to think that an increase of the gross national product almost requires
an inerease in the credit in the country and your debt structure is
part of it.

I think it would be very fine information to have available. I will
ask that these be printed in the record.

Secretary Fowrer., We will try to get that up promptly.

The Camyan. Tt might be that 1f you can get that up, we will put
it. in the record; otherwise, we will put it in the committee report,
(Sea p. 64.)

May 1 say with Senator Williams here, having been here for such
a long time today, it might be well to read off the honor roll I have
been keeping for the hours and minutes members huve kept. We
started today on the number of hours in heavings. Senator Wiliiams
had been here, and he wins the loving enp—he was here 12 hours and
45 minutes, and I was here 12 hours and 20 minutes.

Senator Winniays, And I will be here tomorrow when we resume
the hearings, if there is any testimony.

The Ciamman, The chairman, 12 hours and 26 minutes in execu-
tive session; Senator Williams, 11 hours, 11 minutes. So I finished
ahead on that one, but Senator Williams was the runner-up. I will
not say how many hours other Senators were here, unless they want it
published.

Senator Winrrams, We are adjourned unless somebody wants to tes-
tify further on my proposed amendment.

m'l‘!m Cramman. We stand in adjournment, subject to call of the
“hair,

(Whereupon, at 5 o'clock p.m., the above committee adjourned,

subject to the call of the Chair.)
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